FeEpERAL HousING ADMINISTRATION
WASHINGTON, D. C.

J. M, DAIGER
ASSISTANT TO THE ADMINISTRATOR June 15, 1939

Dear Marriner:

I am sending to you herewith by messenger the
memorandum that you asked me to get from Mr. Lambert for
you, and that I referred to in my telephone call a few
minutes ago. With this memorandum I am also sending two
binders containing material in which Mr. Lambert thought you
would be interested.

One binder contains a copy of a memorandum that
Mr. Lambert wrote on May 22 for Mr. Noble. I had not seen
this before, nor have I had an opportunity to read it before
transmitting it to you.

The other binder contains a copy of an application
that Mr. Lambert recently submitted to Mr. Straus in behalf
of the Princeton Housing Authority. Mr. Lambert showed me a
copy of this shortly after it was submitted to Mr. Straus.

Yours sincerely,

Wi

Hon. Marriner S. Eccles, Chairman
Board of Governors of the Federal Reserve System
Wasghington, D.C.
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If a sincere effort iz to be made to stimulste industry
and increase employment, the activity most susceptible to wide
expansion is the erection of dwelling units for an income group
for which new dwellings have never been provided. This is the
income group that pays sn economic rent of between $5 and $10 per
room per month., For the next decade, at least, the potential
merket afforded by this group would be unlhit—od.

Inasmuch as conventional methods of financing have never
provided new dwellings for this, the largest single urban group
in the country, different methods of financing must be used to
reach it,

There are two major cost factors that have prevented
private enterprise from supplying the needs of this available
merket. They are:

1. The existence of a speculative equity in practically
&ell schemes for erecting dwelling units.

2. The necessity of adding full local taxes to the rent
or to equivalent purchase payments.
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Speculative equities can be entirely eliminated, and
local tax costs in rent minimized, by Federal legislation as
follows:

(2) Speculstion Eliminsted

The investing capital agrees to give ownership of the pro-
ject to the municipality when the original development cost has
been amortiszed (iith interest or dividends of not more than 4 per
cent) from rents. Any excess is to go to the Government in taxes.

In exchange the municipality agrees to lessen unnul.].
local taxes by 1 per cent of the original cost.

The Federal Government agrees to have some agency (such
as RFC) lend the municipality annually, through the investing cor-
poration, an amount equivalent to 1 per cent of the actual cost of
land and buildings. The municipality pledges its growing and final
equity in the property to secure the repayment of those annual loans
with compound interest.

But inasmuch as the investment cepital has given up all
speculative equity, and has limited its return to & maximus of 4
per cent, it must have some incentive to act. This incentive is
supplied by having a Federal agency (such as FHA) insure all or a
substantial part of the prinecipal of the asctual amount invested in
housing end an interest return of (let us say) 2 per cent.

Under this plan, as speculation is eliminated, the sole
motive of the investor is to build permanently and at low cost.
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His best assurance of getting the limited return on the investment
is to have low rents for & long period.
{b) Tax Costs Reduced.

Tax costs in rents are reduced without loss to the
Federal Government or to the municipality. This is sccomplished by
having a Federal agency finance annually the municipality's growing
ownership in the property. It is reasonable to expect, before con-
atruction and choice of sites, that the mumicipality will sgree to
the lowest possible assessments, inasmuch as the final eguity, after
repayment of the 1 per cent annual loans, will lie with the muniei-
pality. Under the circumstances, in the average ur;uf compunities
which make up the largest msrket, it is likely thet the tax burden
put on rents will not exceed 1 per cent of the original development
cost. In many cases, on unproductive sites, better srrangements can
be made.

Cost of femily unit-—four rooms and bath $3,000.

Level annual payment from rent to amortize
investment to corporation and yield 4 per

cent for 28 years ($3,000 x 6%) $180.
Maintenance, collection of rents, insurance, etc. Lﬂ .
Rent before local taxes $300.

Full local texes (2% of $3,000) — #60.
Anruel loan from RFC (1% of $3,000)_30.

Taxes required from rent $30. 30,

Tohlﬂﬂlt........-.........-.‘3”.
Rent per unit per BOREh. ¢ o ¢ 6 s 65 40850 o s m.”
Rent per room per BEE & ¢ st v e sens éee ‘6-875
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An Illustration with Speculative Capital

Cost of family unit, four rooms end bath - $3,000.

80% mortgege--$2,400 insured FHA
4%)‘%1‘2-7(“:“”17’) $168,

Return on 20 per cent equity--$600 x 27% 162,
Maintenance, collection of rents, insurance, etc. 120,

Rent before local taxes $450.
Full loecal taxes @ 2% (3,000 x 2%) 60,
Rent per annum $510.
Rent per month s $42.50
Rent per room per month $10.625

Note: If reader is sceptical of the return of 27 per cent on
the speculative equity, let him ask himself if he would under-
teke & building venture with less margin set up s an objective
in the originsl rent.
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MEMORANDUM ON A PLAN TO STIMULATE INDUSTRIAL ACTIVITY BY RESIDENTIAL CONSTRUCTION

1.

10.
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Submitted to Edward J. Noble, Department of Commerce,
May 22, 1939

Copies of documents attached herewith:

Chart of residential construction and other industries.

Memorandum of Plan.

This Memorandum is substantially the same as one submitted to the
President and the Treasury Department in the fall of 1938,

Draft of Proposed Bill.

This is the draft of a bill prepared on October 27, 1938, by the
Legal Division of the Federal Housing Administration. One change has
recently been made - the tax credit is five per cent. instead of ten per
cent. of gross income.

Letter to Mr, Nathan Straus.

Photograph of Princeton Project.

Specifications and Cost of Princeton Project.

Floor Plan and Plot Plan of Princeton Project.

Copy of Pamphlet to Princeton Tenants.

Newspaper Clipping on New Brunswick Project.

This is the only drawing available at this date. The clipping is
from the New Brunswick Home News of April 27, 1939.

Editorial.

Clipping of New Brunswick Times of April 30, 1939.
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HISTORY QF THE PLAN

The pilan discussed in this memorandum wes firet proposed
in writing to the Administrator of the Federal Housing Administration
in Jugust, 1938. Authority to use the facilities of thet Administra-
tion in developing the idea was immedictely grented. Constant
discussion snd analysis of the proposal proceeded with meny economists
and individuals in and outside the Federal Government, In October, it
was presented to the Presicent, who indicated interest and arranged to
hold a further meeting. On October 27, 1938, a tentative bill for
introduction to the Congress was draswn by the Legsl Division of the
Federal Housing Administration. & copy of that bill, with a chenge in
the tax eredit from ten per cent. to five percent., is attached herewith.

On November 2, 1938, the President called a mesting at the
¥hite House for further discussion. In addition to the Presldent, there
were presents

Henry Morgenthau, Jr., Secretary of the Treasury

John W. Hanes, Undexr-Secretary of the Treasury

Stewart MeDonald, Administrator, Federsl Housing Administration

Abner Perguscn, Legal Division, Federel Housing Administration

J. M. Deiger, Pinsncisl Adviser, Federal Housing Administration

Gerard B. Lambert, Adviser, Federal Housing Administration

It was decided that it would be unwise to press for legisle-
tion of the bill at that time, beeau.s; the Administration had a bill
before Congresa asking for the elimination of tax exemption on all
future issues of Federal or State bonds, snd the proposed bill or housing
contained a tax eredit feature.

It was urged, however, both by the President end by Secretary
Morgenthau that projects similar to the Princetomn operation be extended

a8 widely as possible in the thirty-three States which would permit them

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

Sa

under existing lsws, A memorsndum was prepared the next dsy, pointing
cut that if it seemed politicelly inexpecdient to offer legislation

with s tex credlt festure, the incemtive to capital could be supplied

by having a Governmentel agency (such as the Federal Housing Administra~-
tion) insure at lesat = portion of the returm on the investment. No
cpportunity arose for presenting this memorandum to the Fresident, because
it waa believed that the Adminlstration did nmot want the metter of legls~
lation pursusd st that time,

News of the Princeton Project spread, and several commmi-
ties have shown voluntary interest in the plen as a solutiom te their
bousing problems. Specifically, New Brunswick, New Jerssy, after careful
study, has decided to go shead with an experimental project for fifty
families.

It must be understood that the creation of the Primceton
Project, snd any similar one, is for the primary purpose of demonstrating
that the fundamentel finsncizl sspecta of the original proposal do
sctunlly solve the problem., The use gf the locsl housing authority is
simply & device to bring sbout the requisite elements which cen be
produced more simply snd with wider spplicatien by Federal legislation,
In Princeton, the bonds of the housing suthority are tex exempt and thus
supply the incentive. The housing asuthority’s sgresment to turn the

project over to the mmumicipality after amortisation is entirely wolumntary.

SUPPLEMENTARY PLAN

In March, 1959, a supplementery plen, employing the
fecilities of the United State Housing Authority, was evolved. An outline

of that suggestion 13 given herewith in a letter to Mr, Nethen Btraus,

Administrator of that agency.
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Procedure

Under the circumstsnces, it is clear that it would be
wise to have one or more projects actuelly constructed which would employ
the financing technique suggested to ¥r. Btraus., These would be in
addition to the Princeton and New érunswick projects, which are finsnced
entirely with private capital end requirs no Government cooperation.
With this housing in sctusl operation, the Administretion could decide whether
the results cbtained justifiéd legislation which would lead to & wide
extension of the principle.

Ihe Economic Nead

An increase of residentisl conmstruetion, primsrily by
private capitel, is the beat point of attack on the present industrial
stagnation. Activity in this field is relatively lower than in eny other
major industry, and it iz therefore most susceptible of expension. BSes
chart attached herewith.

Capital has been accuszed of deliberately remaining im
hiding., One answer to this cherge is that the country is alresady over-
sxpunded in most industries, end requires no further invesiment. The
plan submitted herewith is offared to create an entirely new market for
investment, snd one which is cepable of devalopment for years to come.
This market is one that, spesking generally, hee never bsen entersd by

 privete investment cepitsl. It is the market for pew residential
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conatruction for families whose incomes force them to pay, in rentsl or

equivalent purchese payments, between §5 and $10 per room per month.

Requirements for Solutien of this Problem

If nation~-wice residential construction by privete
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capital for this income group ies to be achleved, five things are
necessary:
I. Rents, or equivalent peyments, which reach a nev low
income group.
II. Elimination of the Speculative Motive.
111, Incentive for idle investmsnt funds.
IV. Creation of large bullding corporations to bring sbout
marked sconomies.
V. Government ald, but mol necessarlly Government loss.

1

Besidential construction in the decade from 1920 to 1930
averaged more than four billien doliars per year. It is evident that
most of this censtruction was of family wnits costing more then $4,000
each, Under our preasent economic conditions, it is futile to attempt to
get any such emount of smfaa;tment in that cost bracket, The same
industrial result can be brought about, however, by ereeting new units
to rent or sell to femilles in an income group who cannot consider the

purchase or rent of a new dwelling under conventional methods of finence.

i1

It does not seem to be gensrslly recognized that one of
the major deterrents to low rents iz the fect that prectislly =11 of our.
rentel housing, which pays an sconomic reat, iz bullt by speculative
cepital, It iz thought that with present low morigage rates, under

Federal Housing Administration insurence, low rents will result. Practice

Federal Reserve Bank of St. Louis
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does not show this to be true. The speculative builder, quits properly,
tries to set his rentes to bring & handsome return on hiz equity money.
This point is illustrated below. A profit of tweniy-seven per cent. om
the equity iz presumed. There is plemnty of evidence that this figure

is often exceeded.

—rt0 % " $0 :

Spsculative Bquity Mortgage — smortised at 7% (43 + & + 2 = 7)
earning 27%

$20 x 27% = $5.40 $680 x 7% = $5.60

$5.60 Debt service
5 Buity return
11.00 or 11¥ charges before maintensnce.
Thus, if speculatlive ecapital refused to build withoul at least
twenty-seven per cent. (let us ssy) return, the finenciel charges sre

§11 or eleven per cent. on the totzl investment in the project.

Under Proposed Plan
Full owvmership by investment capital

-

$100... i

A level payment of six per cent. per srmum will retire $100
in twenily-eight years and yield four per cent. on 21) cutstanding balances.
This figure is used for convenience., A shorter amortisstion period anly
ralses the rate.
$100
-3
or 6%
Putting it another way - it iz extremsly unlikely that
speculative capital will builc new dwellings with the understanding thet
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the return on sguity for emoriizetion and interest shall be limited to

8ix per cent,

11X

o

As conventionel finencing has not brought ebout a revivael
of the building industry, some nmew aporoach must be found. ZThs approsch
of fered in this plan mquestionebly achisves low rents by elimineting
speculative equity and by the total eliminztion or lowering of lecal
taxea., I capital is to give up all speculative possibility, it must
have some alternate incentive to make the investment. That is to say,
the machinery which we have devised will cerieainly bring the low rents
which are our ohbjective, but we must spply something to make the
sachinery run.

The primery recommendation is that this incentive be a tax
e¥edits It is the soumdest method, for thers is no expenditure of
Government funds, no contingent liabllity of the Government, and it will
tap a vast hoard of idle empital. Furthermore, it can be shown that,
even wlth the tax deduction, the net revenues of the Government will
inerease, In a memorandum attached herewith it i= pointed out that a
tax credit avoids sll of the conventionsl objections {some of which are
amotional) to tax exempt bonds.

A gecond, but less satisfactory method, would be to apply
the incentive by Covernmentel insursnce of the principsl snd & portion of
the income of corporations especially amuthorized to operate under this
plan. BSueh insursnce is occurring in meny forms to-day under ths present
Administretion. Unfortunately, it would not be as fres an operation of

private capital as would result umder the tax ersdit suggestion,

Federal Reserve Bank of St. Louis
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Conclusion

The first three of the sbove five objsctives heve
elready been achleved in & demonsirstion under this plen. The opera~
tiong of the Princeton Project, finlsbed in December, 1958, and having
rents of $6.25 per room per month, prove this statement, It was built
with private capital that for years hzs been on deposit in a bank,
bringing the Federa) Government nothing. The municipal suthorities of
Princeton admit they will receive a value greater then the local taxes
which have been deferred. Thus, ihere is no Federal or State subsidy.
The statement is further confirmed by the project in New Brunswick,
New Jersey, sbout to enier the conctruction stage. The figures for costs
and rents ere the seme, The incentive in these two demonstrations is
provided by exchanging the property for bonss of e local housing
authority. These bonds, yielding four per cent., are free from State

or Federal taxes.

The inst iwo objectives can be obtsined only vith the
cooperation of the Federal Government.

Federal Reserve Bank of St. Louis



Revised Draft--October 21, 1958

In his message to Congress on November 27, 1937, the

President said:

fThe long-continued lag in bullding 45 a drag on all
industry and trade. This presents an urgent problem which
is the common concem of industry, lsbor, and govermment.
All business needs the imfusion of orders and the diffusion
of purchasing power that come when building is thriving.
Great numbers of people look directly or indirectly to the
construetion industry for employment. Thie industry, to a
grester extent than any other, can put idle funds to work and
thus speed up the circulation of the Hetion's money supply.
This, in turn, would increase national income, reduce unemploy-
ment, and as a result contribute toward & balsncing of the
Budget.®

This quotation may be supplemented by the stetement that
if private capital does not provide sufficient housing in the
lower income groups, sxpenditures of State snd Federal funds to
meot &n lnsistent demsnc will increase the burdemn on the taxpayers

of tha country.

Obiect of the Plan

The object of the plan outlined in this memorsndum is
to induce & fors of capital, not now actively employed in housing,
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to invest large sums in low~cost housing. 7The capitel referred
to is that which is ordinarlly invested st a low rate of interest,
and which could not be induced to engapge in purely speculstive
building. A further object is to employ this capitel in the

form of large corporations, so that the obvious advantege of
quantity bullding snd operation may be utilised.

The Market Avallsble

Generally speaking, privete capital has never erected
new dwelling mits for rental or for sals which are planned for
immediate occupancy by those in the lower income groupsg hence
& large untouched market exists in this field. Of the 12,000,000
urban rentel families in the country—

4 million psy rent of lsss than §5 per room per month

5 million pay rent from §5 to $10 per room per month

3 million pay rent of more than $10 per room per menth

For the first group soms provision is being made by the
activities of the United States Housing Authority, although the
recent sppropriation for that purpose will eventuslly take care
of only sbout 200,000 families. Of the last group only sbout
60,000 families are in prospect of being provided for by the eree~
tlon of rentzl wmits. The very large undeveloped merket is for
those families in the middle group peying rent from §5 to $10 per

room per mounth--a monthly rental of §20 to $40 per family wmit,
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The Plan

If private capital, not now engaged directly in build-
ing, could be directed to the huge markei not aow belng touched,
the result on our nationmel income would be aeqguivalent to the
discovery of & new industry. The plan proposed herewith should
accomplish thet result.

It is suggested that a new type of corporation shall
be recognized in the Revanue Act. For the purpose of this
memorandum, theze corporations will be called investment housing
corporations.

Becurities of the investment housing corporations would
be limited to a meximum return of 4 per cent. on the capital in-
vested, and no profit could accrue to the corporation or investor
bayond this income elither during the perlod of operation or at
liquidetion. To accomplish this, it is proposed thet funds invested
by the corporation in housing properties shall be repaid to the
corporation in equal periocdic payments over a peried of years
predeternined with respect to sach housing property.

That is to say, the corporation will receive snnuelly
from each property an even emount sufficient to return the capital
over a period of years snd yield 4 ver cent. on the amount of nﬂne;'
still invested in the property in any one yeer. ¥When the revenues
from any given housing wnit have resulted in the repsyment of the

capital and a maximum of 4 per cent. thereon, the unit must be



turned over to the commumity if the houses were built for rental
purposes, or to the occupsnts 1f built for sale.

In the case of a rental project that is to be twrned
over to the community after the retirement of the capitel, it
is reasonsble to expect that, before the project is umderteken,
arrangements could be made with the municipelity, because of
the assured acquisition of such a valuabls asget, to accept
local taxes only in the a@t required for essentisl mervices
%o the property. This saving in currsent taxes would rsduce one
of the substantis} chsrges which make for higher rentals, and
yet the arrangement would eventually afford the mmicipality s
property producing for it a revenue exceeding that ever sxpected
from taxes.

In other words, the community acquires & capital asset
and & source of revenue, which together masy Justify = marked re-
duction in locel taxes. The community cen, of course, use its
discretion in the case of each housing unit, as it would have no
forced obligetion under the Federsl law, The eventual omnership
by the commmities of properties of this sort would constitute a
distinct advance in sociel control. In fact, it would be advisable
to provide that the community may, in its discretion, obtain a
property at eny time after 15 years from the date of its construe-
tion by peyment of the outstanding amount of the inveated capital.

The required relesse of the title to the property

eliminetes all desire or possibility of speculstlon, and in doing
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so permite lower rents or lower monthly peyments. A study of
rental projects now belng built by private capital discloses
that the desire for speculative profit ie & very lerge fector in
the prevention of low rentals.

It is proposed that corporations under this plsa
shall have no mortgeges, thus eliminsting the verioue charges,
other than interest and smortization, which are incidental to
mortgage financing.

&fter providing for current divicdends, the eorpora-
tions would be permitted to set aslde at the end of any year, as
& reserve for deficiencies of smortizeiion snd dividends, &n
amoumt equal to not more than one-helf that year?s requirements
for amortization snd dividends. The reserve so accumulsted, how-
ever, would not be permitted to exceed &t any time an amount equal
to twlce such raguirements for any current yesr. Any eamnings
remeining after provision hes been mede for this reserve would be
paid as a tax each year to the Federsl Government.

It is further proposed that, «s the amortlaation with
raspect to any housing property is completed, the eccumulsted
reserve shall be proportionztely reduced snd the amownt of such
reduction paid &8 = tex to the Federcl Governmment. In the event
of dlssoiution or liguidstion ol sn invesiment housing corporatiom,
all funds remaining after repayment of the invested capitsl and
annuel dividends of 4 per cent. to the date of such dissolution or
liquidation would be paid as 2 tax to the Federal Government.
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With such 2 plan as outlined, no speculative profit
would be possible for the investor., The security for the invest~
ment would be sought by reaching the mass merket of the low
income group. Such an objective offers an incentive for capitel
in large blocks to use its facilities to lower bullding costs by
quentity buying of materiels, improved methods of building, end

steady employment of labor.

Control of Earaings

It iz proposed that, although the rate of return for
these gecurities msy not exceed 4 per cent., the rate for any new
issue mey, if circumstences warrant, be made lesa thsn 4 per cant,
by jJoint asection of the Secretary of the Treasury and the Fedsral
Housing Administrator, This provision would prevent any poesible
confliet with Federal fimsncing, and also would afford effective
eontrol by the Government if further expansion of these corperations

i1s consldered insdvisaeble.,

Inducement to Capital

Heving set up the mechanism which in operation would
certainly provide new housing for the income group not mow being
reached, 1t is essential to include in ths plen a factor that 1s
a strong inducement to capiial io make the invesiment., This is
true because, a8 outlined, the plan requires capital to limit its

return~-to give up all chance of profit--to forego any guarantee
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of its investment or earnings—-end to offer control of its rete
of return snd future expension to a governmentsl body.

The inducement should be consistent with the policies
of the Administration and of the Treasury Department. It should
also be of a charscter which will actually attract capital in
large emounts and for continuing perivds. The inducement sug-
gested herawlth complies with thess requirements. ‘

It is proposed that all revenus accruing directly to
individuels from these corporations shsall be aubject to all Pederal
income taxes, but that on account of the publie good resulting from
the investment & reward or subsidy be psrmitted in the form of a
deduction from the totel income subject to surtax, the deduction
to be the amount of income from these corporations, but in no case
to exceed 5 per cent. of the aggregate income from sll sources,
including tex exempt securities,

For example, if sn individuzl hes an income from all
sources of $100,000, and it 1s derived as follows: $40,000 from
tax exempt bonds, $10,000 from common stock, snd $50,000 from
securities of these invesiment housing corporation, a deduction of
$5,000 1s permitted {rom the income subject to surtax before caicu-
lating the surtax. If only $5,000 of hia income is from these
corporations, & deduction of $5,000 from the income subject to
surtex is permitted.

In the case of a corporate investor, it 1s proposed
that, before calculating the Federal corperation tax, a deduction
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shall be allowed of 85 per cent. of the smount received as
dividence fvrom the investment housing corporations, but in no
case ghall the amount upon which the 85 per cent. deduction is
caleculated excead 5 per cent. of the sggregate income from all
sources, including tax exempt securitles.

It is clear that these provisions maike it impessible
for corporations or individuals of high income to retire behind
theass securities in en eoffort to avoid their proportionate share
of Government expenses. Corporations heolding such securities do
not present any surtax problem., In the casge of the investment
housing corporatlons themselves, the very neture of their opera-
tions would suggest that the Federal Government require them to
pey only the tex resulting from thelr earnings in exceas of the
authorized dividends and reserves,

Consistenay

It has been stated above that the proposed inducement
to capital would be consistent with Covermment policy. This
statement ie true for two rezsonsi

1. The Government has found it wise snd necessary to
offer some aid to promote various housing setivities. In the
cese of the United States Housing Authority, very substantisl
subsidies are offered. In the cese of the Faderal Housing Adminis-
tration, a econtingent li_ability is undertsken. The assistance

or subaldy suggested here applises to the income groupe lying
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between those benefited by the activities of these two agencies.
In this cese, however, the operation of the plan results in no
disbursements by the Government, no contingent lisbilities of the
Government, and in fect an increase in the net revenue of the
Iressury. This increase in revsnus comes from Federal taxes on
the stimulsted industrisl szctivily resuliing directly from the
investment, and that incrsese can be shoen to be greater than the
tex deduction allowed.

2., GCranting of tax deductions, as proposed for an
inducemsnt, is not inconsistent with the President's message of
April 14, 1928, because the usual objections to tex exemptlem do
not apply. The ususl cobjections to exemption are as follows:

a. ZTax exemption has s tendency to withdraw funds
from active us

Under this plan, on the contrary, caplital woulé be
withdrewn from an insciive state 4o stimulete an industry readily
susceptible of expansion.

be

of the Tressury.
Under this plan there would be & net increase in the

revenue of the Treasury, not otherwise obtainsble from the bullding
industry.

of eaze of borrowing,
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Under this plan no mew debt to the mmicipelities is
involved. On the contrary, they will receive s permensnt asset
end a new source of reveuue. Moreover, any unearned lucrement
in the properties will rum to the municipelities rather than to

private owners.

Complete or even a materisl avoidance of iacome taxes

is impossible under the plan proposed. The tax deductions pro-
posed are In returnm for a direct social and sconomic benefit,
The deductions are earnsd only as funds ars employed in the con-

struction and operation of new housing for low-income groups.

In Cenclusion

The most important single step necessary to echieve
low-cost housing with private capitsl is the creation of large
investing corporations, employing their financisl resourcea and
technieal gkill to lower bullding costs. The proposed plan should
bring sbout this desired result. It is essential, however, that
&ll component purts be permitted to function in combination,

otherwise ths present untouched market will not be reached.

Federal Reserve Bank of St. Louis
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SPECIFICATIONS

Housing Project on Fresnklin Avenue, Princeton, N, J.

Matthews Construction Compsny, Builders
eted December 938

FOOTINGS - 6" x 20" ~ 1:3:5 concrete
FOUNDATIONS - 8" cinder block

BRICKWORK - Veneer - Znd hand brick laicd on edge in 131:6 mortar with
one galvanized corrugated tier for every two square feet
surface.

Common brick - chimmeys laic in 13116 mortar with fire
clay flues and cleanout doors.

ROUGH CARPENTRY ~ Framing #1 common fir of sizes shown on drawings
Roof sheathing - 1 x 8 N. C. T&G
Rough floors - 3/4%® vapor seal Masonite fastened with
galvanized nails.
Wall sheathing - 3/4" vapor seal Hssonite fastened with
gelvanizsel nalls.

LATH & PLASTER - Exterior walls - 1/2" Mesonite imsulating lath
Interior waells & ceilings - 2.8 psper backed Steelecrete lsth,
Plaster - two coat work - gypsum plaster with brown coat
trowelled to & smooth finish
Plaster work in bathrooms - two coat Portland cement - smooth
finish.

FINISHED FLOORS - #2 Red osk 13/16" x 2 1/4" face lasic with cut nails
over 30 1b. asphalt felt -~ machine sanded.

BOOFING & SHEET METAL WORK - Flashings - 1€ oz. soft copper base and
counter fleshings - with full pan type turned up into flue
of chimmeys.

Slate - 1/4" rough thick Bangor slate lsid with galivenised
neils over 30 1lb. asphalt felt.
Ho gutters or leaders required.

MILLWORK « Windows - stock frames and sash of sizes shown on drawings.
Exterior doors - 6 panel stock 1 3/4" thick
Interior doors - 6 penel stock 1 8/8" thick
Trim - 3 5/8% Sanitery
Jambs - 1% stock with loose stop moulds
Closets - pin rail, shelf and wood closet pole

HARDWARE - Butts - sheradised stock
Door sets - Schlag with locks on front and rear doors only.

PAINTING - Walls of living room and bedrooms pspered.
Ceilings two coats of Cagine paint :
Baths and kitchens - three cozts of lesd & oil paint
Interior trim elsewhere - stain & one cost of flat varnish
Floors -~ two coats of Minwex

rior woodwork -~ prim and two coats of lead and oil paint
rickwork - U. S. Government formula white wash.



il

ELECTRIC WORK ~ Four circuit panel in kitchen with plug type fuse.

SCREENS -

PLUMBING -

HEATING -
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Heter placed on end of each builiding with service carried
along face of rear cornice to panel of each unit

Service ceble ~ G-E entrance cable or equal two wire.

Sub-feeders -~ non metallic sheathed csable

Boxes - standard enamel

Switches - tumbler type

Fixtures - Chase Brass Company - as selected

Door bells - front and rear on transformer

Windows - top hung wood frames bronze wire
Door - stock -1 1/4" wood frames bronze wire, standard black
enamel hardware.

Soil lines - medium weight cast iron

Water lines -~ copper tubing, brazed joints

¥zter closet - Kohler #10E-8180-PR -~ Tank K-6798

8ink & Leundry tray - 42" K-1635 Penfield, Combination sink
and trey

Lavatory - Kohler 20 x 18" K-230 Hudson

Gas water heater - #40 Sends with 30 gallon gelvenized boiler

Gas Range - Quality Model 2300

Bath tub-Kohler 48-C Cardinal

0il fired convection unit menufactured by MHotor Wheel Corpora-
tion, Lensing, Michigen - Mocdel Duo-~Therm 606-8 with
rating of 57,500 B.T.U. per hour

Storage -~ 275 gallon capacity tank mounted on pipe legs

Gravity feed through copper tubing

Unit burns #2 fuel oil.
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HOUSING PROJECT ON FRANKLIN AVENUE, PRINCETON, N. J.

Matthews Construction Company, Builders
Completed December 1, 1938

Furnishing s11 lsbor ancd materizl for the work in aecordsnce with
plans and specifications prepared by Powell & Morgan, Architects,
New York City -

Pield overhesd . . e . I - » $l » 668,50
Rental of tools and transportation of pcwer equipnent . 97.50
Strip and stack tOp soil % W . o - . T . 210.54
Excevation of footing trenches and porch foundstions . 145.50
B&Ckfilling . £ » . . - N - - - . - . - - 54 - 70
hc‘vation for 'atﬁr ko QB.Cheﬂ » . . . B - . . . 64 . 50
Csncretﬁ footings - - - - - - - - - - . . - 250.65
Porch platforms . . . Rl » @ A 117.43
Cinder block foundation including parging % % . 568.29
Cinder block firewalls . . + « + « « & = « 267.78
Common brick work including flues and clesnout door . 470,14
Brick veneering . « ¢ + « ¢ & ¢ o o o o o 1,110,435
Concrete chimney caps . .« . P e S 23.25
Furnishing and placing lathing and corner beads . . . 751.16
Plastering « « « « « = . e« .o s« o « 1,256.88
Foundation vents and lintels, furnished s b & =8 €7.29
Polop for slectric 1488 5 & « » » % &« s & o =« 21.75
Floer fming - l&bor Qu]y - . . . - - « - - 151 .08
Roof framing - labor only . . oA TR o W 247.16
Exterior wall stnéding - labor only e e N R s 170.58
P artitim " . . . . . -« . 211 » 50
celotbx - I'Ollgh ﬂoors " " s . o - . - - 101 - 96
Celotex-sheathing walls . Wim & & % % -8 '% 97.10
Roof sheathing « . . . ¥ Wl 279 % W a. 188.57
Placing plaster grounds » . PPV 76445
Placing nailing cleats for celotex - labor . . . . 15,76
Rough window hardware — furnished .« . « « « « & 52.21
Nana - - - E: i d L - Kl > - . - - - 85 - 60
Lu‘ber deliverﬂd to Eite - “ - B . - » . . . l, 770 - 52
Nillwork - furni shed and placed - . - . . - . - 2 s 295 . 63
Window sereens - furnished and placed TR 5w 175.31
Window shades - e s R S 74.85
Electric wiring and hanging fixtures W ww e 525,75
Electric fixtures - furnished . « « « « + « +» & 179.79
Insulation -~ furnished and placed .+« . + o« « + & 444,00
Painting - - - - » . - - - - - - - . . - 1, 772 - OO
Finished hﬂ!‘d‘are - fmished " - - N . . . . - 286 .08
Roofing & sheet metal work . . . « « « « « o+ « 1,350.00
Finished wood floors - furnish end lay « « « « + 860.00
Plunb ing and heating L3 - - L - - £} - - 4 6 50 00
Clothes dryers -~ furnished and placed . a o e . 36.55

Furnished and placed bath accessories and letter boxes 94.82
23,081.42

Pullder's fae . &« + s « & » = 1,857.00

itctusl Construction . . .+ « + « + « &+ « + .$24,888.42

Federal Reserve Bank of St. Louis



Actual Construetion . . . .+ . $24,888.42

Cost of Iand .+ « +« o« o« o o« & 2,000.00

Architect's Fee’ . . . . . . . 500.00
Grading and Roads . . . . .. > u 948,65
Pinlshed Grading o« +« « « o & o 54,84
Sewers and manholes . . « . . = 750.00
Parking yard < ¢ <« « o o = 105.00
Tool House + s+ « « &« « o « & 243.29
Fire Insurance . + « « s & s 11.24

Lﬂndac&pm « 4 ® 4 & &£ _‘® & @ 437.56 +

Tem . . . - *50,000.00

* 3% NN
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An Explanation

for the tenants of the Franklin Ave-
nue Project of the Housing Authority

of the Borough of Princeton.
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T HE project consists of ten dwelling units which, with land, cost $30,000, or $3,000 per family n
T unit. It was built as a demonstration that private capital may wisely invest to create new dwell-

ings to be occupied at once by families whose income requires them to pay less than $10 per room
per month.

The units, each with four rooms and bath, will average in rent about $25 per month, or $6.25
per room per month. This is considering them as separate houses, where the tenant usually provides
heat. If compared to apartments, when heat is supplied, the comparison would be about $28 per month,
or $7 per room per month. The tenant’s fuel is estimated to cost $3 per unit per month. Actually
they are not like apartments, for each family has its own entrance and enjoys the common landscaping
and adequate sunlight and air.

Individual hot water boilers and heating plants have been installed to enable the tenant to con-
trol expenses. A central plant supplying all houses would require a fixed amount in the rents, and
would prevent the opportunity of exercising economies which come from individual control of these
expenses.

These low rentals have been achieved by eliminating some of the factors which lead to higher 0
rents. The obstacles which had to be removed were as follows:

1. HiIGHER RENTS OFTEN COME FROM THE SPECULATIVE DESIRE TO GET AS MUCH AS POSSIBLE
FROM THE OWNERSHIP OF THE PROPERTY.

This desire is entirely legitimate, as we must have the profit motive, but for the purpose of solving
the problem of low cost housing the possibility of any speculative profit was eliminated.

This elimination was accomplished by having the investor agree to limit his return on the in- ()
vestment to the receipt from the rents of the same amount each month for 28 years, and no more. That
is to say, $15 per unit per month for 28 years will gradually pay back the $3,000 that it cost to build a
unit, and four per cent interest on the amount still invested in any one year. In other words, the finan-
cial charges are limited to $15 per month per unit, and at the end of 28 years the money will be paid
back with interest of 4 per cent at all times. With the invested money repaid, the investor has no further
interest in the property and he has arranged to have it pass, without debt, to the Borough of Princeton. U

To this $15 per month is added $10 per month for maintenances, collection of rents, repairs,
fire insurance, etc. However, no matter what amount is required for maintenance, etc., the investor can
never receive more than the sum of $15 per family unit per month.

2. LocAL TaxEs GO INTO RENTS.

As the investor agrees to give the buildings and land to the Borough at the end of 28 years, the
Borough will receive a property higher in value than the amount of the local taxes during that period.
Therefore, although the Borough receives no taxes, yet it can lose nothing, because it gets the land and
buildings in exchange for taxes.

3. AN INDUCEMENT MusT BE OFFERED TO THE INVESTOR TO PERSUADE HIM TO INVEST AT 4
PEr CENT wWITH NO CHANCE OF SPECULATIVE PROFIT.

This inducement is created by having the Housing Authority of the Borough of Princeton ac-
quire and operate the property. The Housing Authority has agreed to give bonds of the value of $30,000 Y
to the investor in exchange for the property. As the finished property actually cost $30,000, there is no U

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



n profit in’the transaction. These bonds bear interest at 4 per cent for 28 years on the amount of the
investment outstanding each year, and also yield an amount which will repay the original investment
from year to year for 28 years. As the bonds are an instrumentality of the State of New Jersey, and for
a public purpose, they are free from all State and Federal income taxes. An income of 4 per cent free
from income taxes is attractive to the investor. (Incidentally, as the money invested in this property was
lying idle in the bank the Federal Government was receiving no income upon it. Millions of such funds
are lying idle, and they could be employed in this way to stimulate industrial activity, with the resulting
increase in taxes to the Federal Government.)

The net result of the plan, therefore, is that the Borough of Princeton pays out nothing and con-
tracts no debt, the Federal Government pays out nothing and contracts no debt, and the investor is get-
ting a good investment.

MAINTENANCE AND COOPERATION

An interesting feature of the plan is that, as the tenants determine to a large extent the amount
0 required for maintenance and collection of rents, they may bring about lower rents by cooperation with
the management of the property. That is to say, as the amount required from rents to pay bond interest
and retirement of capital is a maximum of $15 per family unit per month, and as no profit beyond that
figure can go to the investor, a reduction in maintenance, etc., can result only in a reduction of rent. It
is, of course, necessary to maintain a reasonable reserve above $15 per month for contingencies and for
fire insurance.

In general, however, prompt payments of rents, thoughtful care of the property, and possibly con-
O tribution of labor for gardening and minor repairs, will render the need of this maintenance charge
largely unnecessary. On the other hand, excessive abuse of the property, slow rent payment, and a lack

of cooperation can only be met by increasing rents.

The significant element of the plan is that, whichever of these two extremes exists, the amount of
money coming to the investor remains the same—namely $15 per family unit per month.

The buildings referred to in the above rental project, known as “Franklin Terrace”, are a product
of Princeton institutions. The builder was the Wm. R. Matthews Construction Company. Electrical work
was by George Karch. Painting and papering was by Morris Maple. Architects were Powell and Morgan
of New York (Alexander P. Morgan, Princeton '22). Landscaping was by George Drummond of
Princeton.

Construction was of standard materials throughout, and only union labor was employed. Walls
are of brick veneer on concrete foundations. Buildings are insulated with Celotex and rock wool, are
furred, plastered and papered. Floors are of oak and roofs of slate. All plumbing is copper. Units are
separated by a fire wall of eight inch concrete block, affording substantial sound proofing.

U November 15, 1938
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These articles are protected by copyright and have been removed.
The citations for the original articles are:

Daily Home News (New Brunswick, NJ), “Proposed Plan for Low-Rental Housing Units Here,”
April 27,1939, p. 1.

Daily Home News (New Brunswick, NJ), “Housing Board Votes to Carry Out Project: Authority
Definitely Approves Erection of Low Rental Units with Private Capital; Merchant Submits
Plans for Two-story Buildings and Cost,” April 27, 1939, p. 1

New Brunswick Times (NJ), “New Brunswick’s Answer to Nathan Straus,” April 30, 1939.

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



Digitized for FRASER

COoPY

March 17th, 1939.

Nathan Straus .. Esq.,
Shoreham Hotel,
Washington, D. C.

Dear Mr. Straus::

Complying with your request on my visit to your office
on Msrch 15th, I am reducing to writing my proposal made briefly that
day. 7The propossl in no way suggests an slteration of the work on low
cost housing and slum clearsnce which you are doing todasy, but offers
merely a plan {or the expansion of that work in a2 slightly higher
income bracket. The justification for the proposal is that it would
stimulate the building industry, reduce unemployment, =nd provide hous-
ing for & group now poesibly ineligible for your very lowest rents, but
who are nevertheless unable to cause private capitel to provide decent
dwelling sccommodations. See Section 2 (2) of “he United States Housing
Act. :

This letter is being written in Princeton, and of
necessity is informal, but it should accomplish our purpose of presenting
the matter for thorough discussion by you anc your associetes., Having
no connection with the Housing Authority of the Borough of Princeton
I cannot speak officially for them, but I am taking their only housing
project here as an illustration to bring out the proposal.

The Object of the Proposal.

The object is to stimulate wide building sctivity enc in
doing so to provide additional low rent housing. This is accomplished
by removing the objections that mumicipalities have to exemption of
housing projects from local taxes for a period up to €0 years, and by
providing many more units per taxpsyer's dollar. Uncer this plan the
municipality receives the equivalent of full taxes on property otherwise
not built, plus & speculative equity in the project. In reality, the
erection of projects under this arrangement increases revenues of the
municipality immedistely.

Furthermore, by scquisition of the land snd buildings in
a relatively short time it escquiree social conirol over low rent proper-
ties. (In Princeton, the Borough mey acquire the project any time after
15 years by payment of the outstending smount on the bonds. All unesrned
increment accrues to the community =nd not to a land owner.)

Idle capital in every form, including cerefully restricted
funds, would find an investmenti which would employ it in the most generally
useful incustry - residential construction. The Administrstion is being
asked for ways to do this.
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Brief OQutline of Proposal.

S8tripped of the figures the proposal would operate as
{ollows: .

Investment capital voluntarily gives to the municipelity
21l speculative profit in a building project beyond the retiremeant of
the original investment snd 4% thereon. In exchenge, the municipality
gives up local taxes for that speculstive equity. These local taxes
are then deducted from the rents - sssuring thereby the safety of the
investment capital. The Federal Government uses its superior credit
to finence for ihe municipality its growing equity in the project,
thus providing immediate funds in lieu of taxes, snd using the
property, after retirement of its construction debt, as security for
that financing., The Covernment's contribution to the cause is the
interest cherge on financing thet immediste credit. Private capital
provides 80% of the funds.

Present status of Princeton Project.

There are ten family units, of four rooms and bath each,
renting for $25 per unit per month. Of this {25 of rent, §l5 services
the bonds, and §10 is for maintenance, collecting rents, etc. Tenants
supply heat through individual heating units at asbout $18 per yesr.

This project weas built by the writer ‘rom personsl funds
at a cost of $30,000. When completed and rented, title wes sssumed by
the local housing authority snd $30,000 of bonds of the suthority were
given me in exchenge.

Esch §1,000 bond cerries 28 coupons of $60 payable each
year for 28 years, thus retiring the bonds and paying 4% interest on
all outstanding balances. Being issued by sn instrumentality of the
State and for a public purpose, they are exempt from all State end Federsl
taxes. When the bonds are amortized, the land and bulldings become the
property of the Sorough of Princeton. A4s this property of a housing
euthority is exempt from locel taxes (spproximately §600), the Borough
will eventually rsceive it as a compensation for the remission of those
taxes.

The Hypothetical Proposal.

Presume the buildings to be just completed by private
capital. To scquire them the Princeton asuthority applies to the United
States Housing Authority for a loasn of 20% of the acquisition cost, or
$€,000. Thi® losm is to be smortized over 28 years by a2 level annusl
payment of (let us say) $282, or .047 per cent. The remaining 80%, or
$24,000, is obtained by a mortgage from some lending institution, and
msy or may not be insured by F. H. A. This mortgage would be amertised
by & level ancusl payment of §1,440, or €%.
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In addition, the Princeton authority would request of
the U, S, H. A. an annusl payment contract of $480 per annum for 28 years.
As required by the Act, these payments will be used firet lor amortiza-
tion of the $6,000 loan. Furthsrmore, the authority pledges that these
accumulatec payments are to be repaid to the U. 8. H. A. after the
retirement of the mortgage, and the property may te held to secure
that pledge at that time. After payment of this sum, namely $1%,440,
any remeining equity will go to the Borough of Princeton. The U. S. H. A.
or the Federzl Government oflers ss its contribution the interest
required to finance these annual payments through the 28 years. This
interest cherge is the only expense to the Govermment.

It is obvious that more dwelling units can be produced
per Government dollar with this expense than with an annual payment for
€0 years, without recovery of ihe annusl paymente or interest ihereon.
For example, on ihe Princeton {igures used above the Government's
aggregate contribution over 28 years would be under 15% of the originel
cost of ihe project.

Local Taxes

With this proposed arrangement the general revenues from
rent and from annusl payments will permit the local authority to pay the
Borough of Princeton an amount equal to 80% of the local taxes, &nd in
addition any equity in the project after repeying the snnusl receipts
from U. S. He A. In practice, full taxes should eventually be rsceived,
and possibly much more,

Security for Loans.

The U. S. H. A+ loan of $6,000 is secured, first by the
annual paymenis, end in turn, those aznnual psyments are secured by the
remaining equity in the property. An amount less than 50% of the origi-
nal cost, namely $15,440, will meet the aggregate of these payments.
Rent schedules provide & reserve sufl icient to meintain tiae property in
good concition for the period of the loans.

Complience with the Act.

The average income of the tenants in Princeton is under
91,000 per year. They sre in the lowest income brackets. Private
capital has not formerly provided adeguate housing for them. A pronounced
shortage of dwelling accommodations in Princeton for this group makes
any demolition of exisiting buildings inadvissble, snd so such demolition
could be deferred.

Afmus]l payments from the U, S. He A. bring sbout the low
income character of the rents, =nd these payments are used first to
amortize the U. S. H. &. capital lozn of $€,000.
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The Municipality's contribution is in the form of
total tax exemption from local taxes. (In practice, the local author-

ity would pay 80% of the tax rate to the Dorough in lieu of taxes,
this rate heing the last rate assessed before acquisition. This
action is permitted under the New Jersey Local Housing Authorities

Lew.)

The znnual psyments requested zre well under the
going rate of interest plus 1 per cent of the cost of acquisition of
the project.

Ae I told you, I have resignec from the F, H. A. snd
am in ¥ew York or Princeton most of the time. I should appreciate
hearing from you at your early convenience at 250 Park Avenue or in
Princeton. '

I have nevsr spproached any municipelity except
Princeton on the so-called "Lambert Plan®, but an incressing number
of them ere coming to me for some solution of their problems. The
above proposal hss been suggested to no one but yourselve, and I should
be very heppy if you [{ind it to be something that fits ianto your:
operations snd which you may wish to heve generate from your office.

Yours very sincerely,

(Signed) GERARD B. LAMBERT.
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