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September 28, 1933

MORTGAGE SITUATION.

The mortgage situation requires careful formlation of
policy from many points of view.

.I. There is the necessity of providing for a market
for new mortgage money in order that the expansion in construction
activities may help to pull us out of the depression. At the
present time, there are relatively few communities in this country
in which new mortgage money is readily available. Our object
should be to create conditions under which a natural and free
market for mortgage money will spring up and to consider the use
of Government funds in this connection only in the sense of help-
ing to provide an example which the private market might follow,
I think wé should consider the drafting of a Federal mortgage com-
pany incorporation law which would permit private capital to in-
corporate in model Fedérally examined mortgage companies which
would be subject to conditions of examination and operation designed
to prevent those flagrant financisl abuses which have demoralized
the mortgage market in the past.

II. An equally important angle of the mortgage situation
relates to existing mortgages. We must cooperate to bring some
sort of order out of the present financial chaos resulting from

defanlted and overdue mortgages. Banks and insurance companies
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are seriously embarrassed, because they hold mortgages on which
the borrower has ceased to pay interest and amortization. Indi-
viduals who have invested their funds in mortgages likewise are
seriously embarrassed tecause they cannot sell these mortzages at
any price and thereby secure a degree of mobility for their funds.
Finally, borrowers on mortgages are threatened with foreclosure
and loss of their homes,

There have been many attempts to deal with this situa-
tion piecemeal, without great success. In an attempt to handle
the problem on a broader basis the last Congress provided for the
organization and expansion of the Home Loan Bank and Federal land
bank systems. 4 relatively large amount of government funds has
been made available to these institutions, but it is inadequate
to take care of the billions of frozen mortgages that are in the
picture, I think we should try to formmlate a volicy with regard
to the whole situation, deciding in what way we will use the Fed-
eral aid so provided, and what additional steps will also be neces-—
sary. We should decide just where the Tederal aid already provided
for should be applied, whether it should be used to ease credit
in frozen banks, insurance companies, etc., whether it should be
used to relieve distress among borrowers, and, finally and most
important qf all, to what extent the policy adopted by these in-
stitutions should be directed primerily towards the creation of
model mortgage institutions, which would give an example to the

market of how the mortgage business should be conducted.
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Formulation of a vpolicy along these lines will carry with
it the formmlation of a policy regarding the making of a market
for the bonds of these institutions.

If our primary object is to unfreeze frozen credit posi-
tions, it would probably be wisest to go through with a straight
policy of exchanging bonds for existing mortgages on a strict valu~
ation basis for existing properties. If the primary policy, on the
other hand, is to relieve social distress and mortgagzes are to be
exchanged on a relatively liberal basgis of property valuation,
it would be better to refrain from selling the bonds of the Pederal
Land Banks and the Home Loan Banks in the market and to provide for
their absorption directly by the Treasury.

III. There is also a social and political angle to the
mortgage situation which should be teken into account before the
convening of the next Congress. The greatest pregsure for social
relief which Congress faces arises in general from three situations:
first, the necessity for unemployment relief; second, the reaction
of farmers against foreclosure on their mortgages; and third, the
reaction of urban home owners against foreclosure and loss of their
homes.

From a purely socisl and politicsl point of view, we ought
to have a policy formulated for presentation to Congress to deal ade-
quately with these three situations. Ve had hoped that the opera-
tions of the Federal Land Banks and the Home Loan Banlks would be
sufficient to relieve pressure arising from mortgage foreclosure,

but it is now becoming fairly clear that they will not be able to
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operate on a wide encuzi scale to relieve the situation befor

In view of the fact that Coungress will insist on a fur-
taer substantial measure of moritoace relief in asny case, 1t would
be wise to vrepare sn Administration plan of commrenensive mort-

cage relief for subnission to Congress waen it convenes.

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

Mr., Riefler.

i

October 2, 19323

SITUATICH,

Scone of Problem,

Althouzih tne morisase marizet is one of the largest, if
) e 2

not tane largest sinsle moner market in this country, it is also

one of tue least orzanized marizets.

estimated that tnere are outsta

A

estate aortgages in tnis country, of

Brozdly spesiking, it may be

-

g about L billions of real

whicah @ biilions are farm

billions =zre urban mortgasges on small individual

residential units and 15 billions are urban mnrigszes unon spart-

ment houses, office tuildings, hotels
funds are tied wo in first liens,

planizet mortgages, or in tue form of

o

etc. The majority of these

ither in the Torm of single

norteage bonds, but the vol-

nne of second mortgasces, or otner forms of subsidigry liens is

considerzble anc leads to extraordinary comdplicstions and conflict-

ng creditor claims wien the v»roperty is in difficulty. Of the

o

14 billions of total mortos

a2eld by creditor imstitutions,

ses outstanding, about 29 hillions are

ag followss 5 billions by commaer-—

cial banks, & billions bty savings btanks, § billions vy insurance

commanies, and 9 billions by tuil

ding and loan associstions. The

remainder, constituting 2bout 15 Dbillions, is aneld by mortsgsze com-

venies and in trust Tunds, endovments, and among the civect in-

vestments of individnals. The large vrovortion of mortgas held

by soclially imwmortant creditor ins

titutions, such as baniks and

insurance companies, malzes tne prouvlem of mortgage Cebtor re-

lief veculiariy dif{icult, since relief to the hard oressed but
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worthy farm debtor or urban home owvner is also lilely to mean devas-

t2ting losses to equally vorthy and asrd presced banz Genositors

and holcers of insuraznce oolicies. The ramifications of losses

resulting from distressed mord
tails would imnly since many ¢i

teed Dy morigasge guaranty

aoes are even wider tihan these de-

tress nortrases Lave been gusran-

companies walck in turn are sonetimes tied

up or affiliszted in some way with bawnks, surety commani and

otner iinancial institutions.

Nature of Difliculties.

A majority of

ficulty of some xind at

outstanding morios

zeg sre Drobavbiy in 4if-

L
<

resent tine, either on account of ar-

rears in interest and amortization, or inability to secure refund-

ing at maturity. Ls a consequeace, the wiole mortza

aeroralized;

~e nmariket is

cebtors are Feariul ol losing toneir »rojerty, credi-

tors ©ind their investments frozeun, and usaa.ly cannot realize on

their hnoldings to meet energencies, even at ruinous discounts,

The uncertainties o7 the situation have been made somewnst more

vrecarious at tine odresent

willchh ass acted to reta

mortease loans, anc hes

vy the expectation of inflation
somewnat tiie interest of investors in new

Ziven creditors a2 stronz incentive to fore-

c¢lose nov instead of arranging to compromise witihh debtors on delin-

quent liens.

The origin of

tae vresent mortgase siteation is fwo-iYold.

Tnere is, first, the cevlorzble economic situation waicha has reduced

thie income oi debtors so that tney zre frecuently unanle to vay

taxes and service on their
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=e@ on a normal basis of operstions, have

(o

class heavily over-mortz

been caught by the drop in farm ovrices which has reduced thelr
current income to a vnoint where it ig literzslly lmvpossible in most
cases to va; any interest or amortization on their loans. Urban
wroperties, which are vronably more sublject to the charge of being
overinfebted in relation to value than farms, have also been nard
ait by the denression., Unemsloyment has led to dounling up of
families, incressed vacancies, lower rentals, and a2 siarp general
reduction in income avallable for the service of mortgases. All

of these difficulties are economic in origin and are inevitable in
a Cepression of the character and magnitude of tlie present crisis.
The:; will be aileviated, however, by any vrogress made 1n emergence
from the crisis.

Equally important in the moritgaze crisis are a series of

Tactors wnicih are not primsrily due to economic conditions. The
nortgage money marxet in this country hias never been organized
alongz sound lines calculated to stand up under economic pressure.
Very few mortganes are made on an amoritization basis by which the
debtor is required to retire a fixed vroportion of the »principal
annually out of the income on the property, and the mortgage is
outstanding until it is fully opaid. Instead, most American mort-
gages 2re drawn for 3 or 5 years without provisions for amortiza-
tion or curtailment of vprincipal, This means, first, that there is
0 orovision for sutomstically extinsunishing mortgzse indebtedness
out of tne income on mortgapged oroperties, and, secondly, that a
uge volume of mortzages becomes legzlly due each rear waich cannot

2088ibly be paid off except by refunding. If the become due in
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a period of uncertazinty, such as that which has orevailed since
1930, when new mortgase money is scarce, tuey csuanot be refunied,
the mortgase market becomes ubtterly demoralized, and devtors over
a wide zrea of the morket find themselves subject to imnediate

foreclosure and g drey to unscrupulous finsncial tactics.

urban mortgage merizet, 1s also in part a nstaral consequence of

one of the most recidless vmeriocds of mortgssge financing in the
history of the United States. In the meriod from 1921 to 1629

tals country experienced an unvarzlleled rezl estate znd construc-
tlon Dboom waich was accompanied and made Dossible in pzrt by utter-
1y mnsound financial practices. 4s a result, urbsn mortgace indebt-

edness increased three-7Told, from about @ billions to about 27 bil-

ions, the volwie ol urban mortzage cebt ver capits of urban nopu-

ncreased froa 160 dollars te 412 dollars, and the ratio

=8

ation

[

petween tne total vaiue of urban nroperty and urvan mortgese incebt-
edness decreased from 7.6 to 3.7. Since 1929, tue drop in urban
values has greatly incressed tae ourden of carrying overindebted
proverties.

Present Points of Active Pressure.

The incidence of this whole siftuation on economic condi-
tions at oresent is concentrsted at taree points, as follows:

1. ZTebtor Zelief,

Tnere is a debtor revolt in the situation which contains
the poseginility of entailing far-reaching soclzal consequences.
Devtors on 2 large orovortion of these mortgzses consist of occu-
vant fermers and home-owners, frequently referred to as the "baclk-

bone of tue nation". Certainly, widespread foreclosure among tiese

classes would constitute a social disaster. It was hoped in ihe
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Soring that legislation vassed liberalizing the sarn Land Banks and
the Hsme Loan Banks would relieve this vpressure but it is now becoming
fairly clear that the tzsk of debtor relief is beyond the resources

of these institutions and also that they are too cumbersome to be

in a vosition to afford widespread relief in time. Ve should

explore the possibility of preparing new legislation to vpresent to

the coming Congress.

2. Creditor Relief.

Unless the Government frankly foots the Dill and talces
over existing delinquent mortgages at fece value, debtor relief
only accentuates tize difficulties of soclially important financial
institntions, such as banks and insurance companies, whose nres—
ent difficalties are slready in large part due to the mortgage
situation. Under tuese circumstances, it is necessary to define
definitely tue volicy to be vpursued, delineating carefully that
nart of the policy waica is expected to taite care of debior situ-
ations, that part which is expected to care for creditor situations,

.
and tnat part of the cost of both vrograms which will be assessed
on the rederzl Government. If we fail to define our oolicy clearly
in this regard, we may embaric on schemes which will wreck govern-—
ment finances without affording adequate relief to either debtor

or creditor situations.

3. Unemployment 2elief.,

The taird and most important noint of pressure relates

to the unemdloyment problem. At nresent, unemdloyment is con-
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centrated much more heavily in the consiruction industry than in
any other industry, and it is becomning clearer each day that the
ey to industrial recovery is the ey which releases a normal
volume of work for the neavy industries, among woich the most im-
vortant is the construction industry. This industry cannot move,
however, without adequate financing and is now impeded in those
places where construction might ve under way by the complete

absence of a mortgage marlket. It is essential, therefore, that

we nlan for 2z reswmption of mortgage financing,

Tentative Program for Procedure.

The following program envisages a vpossible procedure for
handling these difficulties step by step.

1. As soon zs Congress convenes, enact legislation
which, by vrokibpition, taxation of obstructionists, or otherwise,

urban

has the effect of requiring every creditor on existing/mortgages
on which tihere are no arrears in interest, to exchange his mort-
cage for 2 model instrument carrying (s) the same principal, (b)
tne same or a lower rate of interest, (c) a moderate rate of amorti-
zation, say, a l5-vear rate, ané (d) 2 maturity consistent with
this amortization rate. This legislation would take care of the
oroblem of refunding mortgages wihich are otherwise in good stznding
and are in difficulty simply because 2 refunding market has disan-
reared. The plan is drastic and would invoke hardshin in indivi-
dual cases, but it has tie merit (a) that it would relieve that

part of tize situation which is least complicated by additional econ-
omic and financial breaidowns, (b) it would offer imunediste relief
Digitized for FRASER
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without the necessity of creating cumbersome machinery, and (c)
it would substitute model mortzage instruments drawn in accord-
ance with the most advanced financial worzctices for tne imper-
fect financial instruments tnat have contrituted to our diffi-
culties.

2. Tempt the investor back into the mortgaze field by
offering new mortasges of unguestioned soundness and safety from
the investment standvoint. To do this adopt a policy for the .eder-
2l Land Banics and the Home Loan Banks desismed to malke these two
organizations mocdel institutions of mortszaze financing. This means
that taoey should be administered on most conservative lines; their
mortgazes should be based upon strict valuation of vroperties, and
such changes snould be made in tihe law as are necesssry to carry
out tiese functions., The administration and oractice of these in-
stitutions should be such that their bonds would find a mariet
irrespective of the Federal gusrantee of interest. If tiis is
done, they will become vioneers of sound mertgage prazctice in the
future and will provide a model for the resumotion of nrivate
mortgage financing., It will not e their function to act primsr-
ily as relief institutions and there will be many social situa-
ticons in which they are frankly powerless to act, but they will
be able to furnish relief both to debtors and creditors in a
great many situations. EBanks and insurance companies, which are

willing to take a loss on delinguent mortgages, for example, if
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toey can inmmediately reslize on wiust thelr lien is reslly worth,
will be able to malte use of tihese institutions. Debtors, like-
wise, vhose morteazes are well servieed, will be able to refund
through these institutions and thus obtain a lower rate on their
horrowing.

%. ¥nact a Federsl incorporation law waica provides for

-

the incorporazation of Federally examined new mortzsse 7Finance com—
vgnies with Dower to lend on apartments, hotels, office buildings,
and otuaer large uncertakings 2s well as smell homes. These com-
panies would oe avle to finance new construction as well as refin-
ance existing structures. Existing first mortgases are too large

in relstion to the current value of property to find 2 sale in the
marizet at any price, but there is no reason why pnart of these exist-
ing liens could not be liquified through refunding by these new
mrporstions. Thais would enable the present nolder of a first mort-

zee to obtain some movility for his investment even thouzhh he was

g

reruired to retain part of his clzim in the form of a second lien

of coubtful value. These mortzare lozns should be long term mort-
cases with amortization srovisions well within the exoected income
prospects of the oropertyv. The liens held by tiuese institutions
snould be pooled and debentures sold to the public secured by all

ze assets of the corporation. 3Borrowers from the corvoration should
be anle to retire their ouligation in whole or in part by purchasing
debentures in the market. If the Federsl covermment is called uwpon

to vrovide new mortgage money to siimulate construction, it should
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provide it by buying these debentures. This would provide new con=-
struction mone; and at tiie same time leave an incentive for the full-
est possible npublic varticipation in new mortgszge finsncing., It
would also enable the government to resell the debentures on the mar-
zet when it cnose.

b, T wrovide a wider market for tnese bonds and deben-~
tures amend tie Federal Farm Loszn Act to provide that farmers may
repay their principsl at any time by tendering farm bonds purchased
in tue market, and a2lso consider the mossibility of organizing a
burezu in the Treasury to tuy small lots of Federal Land Bank
Sonds, Home Loan Bank BPnds, and debentures of the new mortgase cor-
porations for the purpose of selling participations in these secur-
ities to debtors for the discharge of amortization nayments. This
would ensble the mariket for the outstanding bonds and debentures
to be directly supnorted at all times by the amortization cherges.

5. To protect farm debtors, where the situation is com=-
nlicated bty the fact tiaat good farmers on moderstely mortasged

.
farms find it difficult to maintain interest a2t current levels of
asricultural »rices, it might be sdvisable to bring pressure on
comrnercial banis, insurance companies, ané Federal Land Banks to
compromise existing liens along the lines discussed in the at-
tacined memorandum outlining a swecific form of crop vayment mortgage.

6. Vhen tnese measures have been vut into effect, bring
every pressure possible through bank ané insurance supervisor; au-

thorities and others for a clean-up of existing mortgages in default,
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thus laring the way for a functioning mortzase market by maidng both

debtors and <reditors tzke their losses. Such a clesn-up would have
to ve alons straight foreclosure lines, because the claims of dif-
ferent debtors and creditors are so intermingled that it is almost
impossible to clean up most cases without foreclosure proceedings.
The nardsnin involved in this procedure would be lessened by the
fact that such value as remained in tiiese mortgages could be liqui-
fied by the refinancing suggested in noints l—ﬁ, with the conse-
quence tuat the srea of losses would be limited to indebtedness

waicih is really unsounc from any ooint of view.

Summary.

This program would take care of all deserving Zarm debtor
situations, and tiose urban debior situations where the owner has
still a subsitzntial egquity in the vropertr. It would not vprotect
tiie urban debtor who is hopelessly sunk in debt, and mignt, trere-~
fore, be subject to some criticism on this score. It would also
bring order into the mortgage market and provide z basis for a
resumption of mortgasce financing. The clean-up suggested under
6 would require a write-down of assets on the books of our finan-
cial institutions, but the assets that remained would be rezlly sol-
vent and liquiéd, waile losses which are now indeterminate in volume
and spread over the entire mortzage wortfolio would be segregsted.
Commercial banmics will be in a position to make this write-down without

¢ifficulty as soon as present vlans for desling with the banizing
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situation are completed. Should tihis write-down seriously embarrass
savings banks and otner creditor institutions, it would be better
policy to arrange svecial relief for these institutions where special
relief is necessary, than to continue to carry deorecizted assets at

fictitious values on their books.
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Detober 9, 1933

Tot ¥r. Talkey fubjectt XEffect of ‘ecovery
on MHortgese ‘ore-
Fromt Ur, Hiefler slogures. . . .. .

The almost complete breakdown in the morigare narket
during the past thres years has created a situation in whiech
basinese recovery may be accompanied by an increane in foreclos-
ures rather than a dimimation in pressure on delinquent debtors.

There are st present outstanding abous 43,000,000,000
of mortgmges, of which £20,000,000,000 are urban home mortgages,
$15,000,000,000 wrban morsgaces on office bulldings, lLotele, apart-
monts, stt., and somewhat over $8,000,000,000 are mortgazes on
fzrae. It 48 {upossible o wtate the ezaot volume of these morte
gsces whtch are in 31fficulty but such svidence as 1 avallable
fadicates that delinquengy nrotably averapss arsund 50 nper cent
and that creditors conseguently could forsolose if they chose on
an spormous volume of this indebtedness.

The complets absence of a markst for new mortgmre money
has enornously complisated the debtor problem in recent years,
T4th the exception of mortgazes lssued by the “edersl land “anie
and the atiding and Loan iseociations, mmunting to around
£10,000,000,000 4n «li, most mortgases in this coustry are written
on a three or five-year basis, and have, theresfors, either mutured
already during the depression or are 4ue for maturity during the

coming vear. FPart of thses mortgszes in pond etanding have been
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renewed By the creditors, buat part have simply been extended temn-
porarily pending the revival of a mortgasze market. Under these
circumstances, creditors now have the option of forecleosing net
only on mortgazse on which the dedtor has failled ta pay interest,
mt also on a considercble volume of mortgeies which are in zood
standing as to intsrest mut which nave mutured during the deprss-
sion and are being carried on an {indeterminate or demand basis.

Up to the nresent, eccnomic conditions have been such
as to discouraze crsditors from exercising this option to fore-
cloess. The facty where they are availabdle, chnw.}?or oxnnplo.i
that although foraclosures have been high, they h;vo aonstttnt;d
only s small proportion of delinquencies, and that the greater
part by far of delinquent mortgages have not been foreclosed,
Property values and rents have been falling, snd tenante have
been 4ifficult to get, with the result ¥hat 1% hes usually paid
creditors to ccoperate with delinquent debtors rather than to pro-
ceed to costly dlepossession and foreclosure measures.

iasiness recovery will tend to change this situation
in that rising real estate vslues and rising rents will provide
a market for properties and maite 4t more profitable for creditors
to foreclose on delinquent debtars than to contime the degree of
cooperation thsy have praciised up to the present., If recovery
is accoupanied by & revivsel in mortgare financing, debtors will
be stle to protect themselvis by refinancing thelir losns through
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conpeting lenders, but 4f the market for mordgage woney renains
fnactive, recowsry of real sstate vaines may well be scoompanied
oy an increase in foreclosures., Active steps toward the reviwal
of mortgage financing are required, thersfors, for $he protece
tion of existing debtors as wall an for the ctimalation of new
canstruotion,

jnder conditione of rapid inflation, the forces set in
mation to increase foreclosures wmuid e accelerated since, on
this one hand, there would be even lage incentive than at preeent
for investors to lend on fived intarsu? securities, such as morte
gages, while, on the other hand, n ranid riss in property values
and rents would make 4% extremely profitadle TYor creditors to
foreclose and teke eguity ownerehiy in real estate, wherever they

had ths right to exsrcise the ontion of forsclosure,
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November 24,1933

Tol r. Hatson

From: Hy. Hiefler

The following will answer in & rough way
the first thres of your ~cuestions of November 10 con-
cerning the volume of mortgages cutstanding and the
volome of foreclosures. Suoh dats as are avallable con-
cerning industrial bonded indebtedness will bo for-

warded to you presently.

(1) Yolwme

The accompanying tadbles, prepared last spring by ir.
Hertzke, Zoonomist of the Federal Home Loan Benk Board,
show his estimates of mortgoxe indedtedness, by types of
property and by lending agencles, The figures shown fer
huilding and loan asssociations and insurance coupanies are
for December 31, 1331, while other data are as of DUscember
31, 1932,

The total raal sstate morigage indediesdness kr.
iHortaks estilmates as follows:

Urban home mortgazes..... $21,450,500,000
Cther urban mortgages....  1H,844,500,000
«24500,000,000

Farm mortgngosecesscrcses

QOMG»ntooana'w«uonn m.sggpm.m
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‘Homes" are defined as houses with accommodations for three

fanilies or less.

These totals imolude very rough estimates of the volume of

real estate bonds ouistanding and holdings of mortgages by mort-

gage companies and by imdividuals, foundations, etc.

Hr, lertzske's estimates of urban mortgagee ocntstanding by

londing agencies are shown belows

Bstimated volmms of urban mort s
in the United States in 1932

Institution

" e oE PH

Urban mort~

Totalecersinea ‘35.295.&0.“

Yoderal Reserve
mendoy LankSe.ce.o
tmtual savings
W‘o&-o\’-wotc e
All other banks....
Bailding and loan
ansociations.scess
Insurance companies
dortgage companies.
Eeoal eostate mort.
gage bonds.ceosans
Individualseccsvene

t
Total urban @ gages, other 1 Home mortgages
mortgagses t than home '
mortRages !
$1%, 844,500,000 321,450,500,000
2, 500,000,000 1,0%0,6G00,000 1,450,000,000
5.850,000,000  2,457,000,000  3,393,000,000
1,800,000,000 156,000,000 1,044 ,000,000
1 205,000,000 720,500,000 b, 484,500,000
5,9%0,000,000  3,861,000,000  2,079,000,000
3,000,000,000 — 3.000,000,000
5, 000,000,000 5,000,000,000 e
5,000,000,000  1,000,000,000  %,000,000,000

Y/ Ses attached pages from Congressional Record for explanation of

estinmates,

Thesa data ars described in the Congressional Fecord for

April 27, 1933, pages 2518-2520, which are enclosed,

Federal Reserve Bank of St. Louis
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tial details by states are also shown in these tables. Com~
Parative data for earlier dates dy types of urban property
are not available.

The farm mortgege figure is based on Departmsnt of Agri-
culture reports which ars comprehepsive and detailed. These
data appear in “The Farm ebt Predlem”, *“Farn Hortgage In-
debtedness”, and the latest issues of "Agricultural Situs-
tion", copies of which are enclosed; these publications are

leaned by the Library of the Federal Heserve Board.

(2)

lr. Ceorge Terborgh, of the Brookings Institution, has
prepared coafidential estimsies of the volume of mortgages
and mortgage bonds ocutstanding in each year frem 1910-1931
for the most important lending institutions; these figures,
it may be noted, do not include estimates for holdings of
mortgzage companies, individuals, trusts, foundations or en~
dowments.,

Hr. Terbergh's estimates of holdings of urban mortgages
by important imstitutions are shown belew:

Federal Reserve Bank of St. Louis
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Urban Mortgage Holdings of Banks, Life
Insurance Coopanies and Building and
Loan Associations; and Meal Ustate

—boBds Outstending.
(in millions of dollars)

: ::;m : Hortgage Holdings of :
! of three ! g ) ¢ Hortgage
3 groups, ;! Three : Life : Bailding : Ranks : bonds
! plus mort~ ! gronps tinsurance t and losa : '
$ gage bonds & scompanies :associationst 3
" 1 t ) t $ t
Dec. 31
1910 4,099 880 839 Z.gﬁg
1911 4,471 903 928 2 4D
1912 4,825 941 1,024 2,860
191 ﬁ-ggg 979 1,124 2,990
191 5¢3 1,018 1,222 3,100
1915 5642 1,05 1,336 3,250
1316 6,030 1,091 1,439 3,500
1917 6,469 1,077 1,592 3,800
1918 6,897 1,089 1,708 4,100
1919 7,604 7,104 1,091 1,913 4,400 200
1920 8,551 8,301 1,233 2,268 4,800 250
1921 9,477 9,177 1,375 2,602 5,200 300
1922 10,855 10,355 1,547 3,008 5800 500
192 12,598 11,798 1,849 3.549 6,400 800
19 14,810 13,610 2,221 4,289 7,100 1,200
1925 17,616 15,516 Z.Zg 4,958 7,800 2,100
1926 20,569 '170669 3 5701 8,50C 2,900
1927 23,433 19,733 5,072 b,46) 9,200 3,700
1928 26,234 21,73 4,720 T.21% 9,800 4,500
1929 28,423 23,423 5.298 7.:52 10,300 5,000
1930 29,379 o379 5733 Ts 10,700 5,000
1951 28,649 23,849 5. TT4 1.575 10,500 4,800

1/ Lifo insursnce companies. Actual data are availadle om the urban mortzage
holdings of companies in the American Association for the years 1911, 1916,
1917, and 1919-1331. Ketimates were interpolated for unreported years, and
the level for all years was raised by 10 per cent to allow for the holdings
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of companies outside the association.

2/ Building and loan associations. Annmual data on assets of all building
and loan associations are available for the entire period covsred. These
data wers uniformly reduced by 10 per cent to allew for non-mortgage assets.

Banks.

1910-1915. From 1909 to 1915 the Comptroller obtained direct reports
from practically all State bdanks, on a schedule prescribed by him. This
schedule segregated real estate loans. For 1914 and 1515 the returns fur-
ther segregated farm mortgage loans from ths others. I have estimated
urban real estate loans for 1910~1913 om the assumption that they formed the
same proportion of the total as they did in 1914 and 1915.

1916-1921. An estimate was madse for 1921 and estinmates for the years
Yetweon 1915 and 1521 were durived by interpolation. The 1921 estimate
was reached by two different methods the results of which checked satis-~
factorily. lethod 1. Data for mutual savings banks in ths 1921 Comptrol-
ler's resport show a virtually complete segregation of urban rsal estate
leans. For ether State institutions the segregation is incomplet:=. I es-
timated total holdings of these institutions on the assumption that urban
real estate loans were the same proportion of all loans in non-segregating
states as in segregating states. Adding these estimated holdings to the
practically complete data for smtual savings banks and national banks, and
ralsing to allew for increase between June 30 and December 31, I obtained
the completed estinmate. Lethod 2. HRiefler has estimated urban mortgage
holdings of member banks on June 30, 1921, at $875,000,000. Of this roughly
3800,000,000 represents holdings of State member banks. Assuming the same
ratio between the holdings of member State banks and nonmamber :tate banks
(other than mutusl) as obtained in later years for which estimates are avail-
adble, addimg the Comptroller's figure for matual savings bank, and adjusting
the estimated total for member and nonmesmbdar banks to allow for growth from
June 30 to December 31, I got a result closely similar to that reached by
lethod 1.

1922-1927. For the year 1927 we have actusl figures or estimates for
the urban real estate loams of national banks, State member bdanks (estimate
by Riefler), and mutual savings banks (data of the Sational Association of
Mutual Savings Banks). I have estimated the holdings of nonmember State banks
other than mutuals and have adjusted all data for growth from June 30 to
December 31. The resulting estimate for all banks, and the estimate for
1921, previously deecridsd, served as basing points for estimates dy in-
terpolation covering ths years 1922-1926.

1928~1931. For these years we have actual figurss for the urban real
estate loans of all member bdanks. For matual savings banks we have approx-
fimately complete data for 1927 and 1931, making possidle a close guess for
intervening years. The holdings of nonmemder State banks other than mutuals,
I have estirvated.
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{3) e attached enclosed rslease from the Pederal
Homs Loan Bank Board shiows monthly forsclosure totals in
1,037 1dentical counties for 1932 and 19331 and cumilative
total for the first 9 months of 1976, 1932 and 1933.

Somewhiat different estimates of mortgage indebtedness
in the years 1913, 1921, 1929, 1930 and 1931 are shown
in *The Internal Debis of the Mnited Stutes®, editsd by

¥vans Clark and published last spring.
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Jdr. Riefler

/)

Jamsry 2, 1934

HOATGACE PROGRAM

Any effort to break the present jam in the mortgage market
in order to stimlate a reneved flow of funds into mortgages through
private investument channels mmzt undertsake to correct the outstand-
ing evils which have contributed to the present collapse of the msr-
ket. Chief among these are two: first, the custom of making mort-
gages for short periods, three to five years, without provision for
amortization; and, secondly, the high cost of mortgage money which
has reflected among other things the fact that the investment mar-
ket for mortgages has been restricted in the main to those large
financial institutions which are in a yposition to invastigats per~
sonally the =#orthiness of the segurity offered.

In the future, for the protection of doth the borrower and the
lender, and also in order to avoid complete collapse in the refund-
ing machinery, all mortzages should include regular amortisation
provisions and should be nmade for long enough periods to permit this
amortization to retire the principal of the loan. This will remove
the problam of refundings from the market and will also avoid recur-
rent costs for renewals. These mortgages should be issued through
mortgage companies, subject to paublic examination and supervisionm,
witich would obtain their funds by offering their own debentures to
the public. These debentures could then bs made lisuid by having

them listed in the orzanized securitiss markets. If this course
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were followed, the cost of mortgage money should be materially re-
duced since tha mortgece market would be broadened to include the
individual investor, as well as the savings banks, insurance com-
panies and other specialized financial institutions.

As a means toward achieving the condition ocutlined above raplid-
ly #ith the greatest possible use of existing institutions, I would
like to make the following suggestion. Let us work out the ch.nges
in State and Federal laws which would be necessary to permit, say,
the ten largest insurance companies and the five largsest mtual save
ings banks to form mortgoge subsidiaries under pudliec supervision.
These subsidiuries would tulte over the existing mortgage psrsonnel
of these institutions and also the complate existing mortgage vort-
folio of these institutions. In return, the new mortgajse companies
would issue to their parent companies, (1) common stock e.uivalent
to that proportion of the book reserve of these institutions which
is attributable to their mortgage wortfolio, (2) prior-liem bonds
up to, say, 50 per cent of the bock valus of the mortgmge rortfolio
taken over, and (3} income debenturzs fcr the remaining value of the
assumed mortgage portfolio,

Under a set-up such as this, the insurance companies and save
ings banke which participuted in the plan would hold mortgage assets
of axactly the same value as those which they now hold. The form
of these assets would be changed, however, into prior-lien bonds,
income debentures and common stock in a thoroughly solvent mortgage

company. As & result, the liuiditfy of the parent companies would

.org/
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be coneiderably improved in that they could endeavor to develop

& market for the prior-lien bonds of the sudbsidiary institutions.
From the public point of view, these new mortgage subsidiaries
would be full-fledged going organizations, capadle of funectioning
in the mortgags field, both by refunding existing mortgages in
their portfolios and by making new mortgage loane, which comld

be financed by the sale of their donds to the gensral rublic. It
should be rejuired that all of the mortzages made by such companies

be on an amortisation basis such as that ouilined abovse.

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

1I1.

Digitized for FRASER

http://fraser.stlouisfed.

Jamoary 8, 1934
’ %1)

MOBRTGALGE CORFZHKENCE

Breakdown in comstruction activities of all kinds accounted
directly and indirectly for around one~half of unemployment in 193%,
In 1934, the pudblic works program aided by incressed comstruction
activities of a miscellaneous character will go far toward providing
resmployment for those parts of the construction industry not depen~
dent upon mortgage financing. The interests of a belanced recove
ery program re-uire corresponding activity in the mortgage field in
order that recovery will not be hampered by lack of finaneing.

A. Refunling == FEeporte indicate a considersble volume of
demand for mortgage money for refunding or renewing existing mort-
gége indebtedness. This type of demand does not lead directly to
increased employment in the conmztyuction indusiry, except rehadilita-
tion or modernisation is undertaien, as part of the re uirements
of refinancing. The refunding problem is of prime iuportance, never~
theless, since the mortgage market cannot be expected to opsrate
sfficiently or to attract investment funds of low rates, so long as
it bas a larges voluwse of distress financing to absorbd.

3. Hew Mortgage Honey.

l, Fesidential «« The current demand for new mortguage

noney for new construction is scatterad at present, consisting

org/
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largely of needs for smell anmounts to finance modernization and re-
habilitation of existing dwellings, and a scattersd demmnd for finanoing
1 and 2 fanily dwellings, largely in suburban areas. Demands for
amoney to finance new residentisl construction on a fairly wile ccale
cannot be expscted baforse the latter part of 1934 at the earliest,
since recovery from the deepest part of the daepression is still too
recent to permit much undenbling of families or to rsvesl the exact
aress in which adcditional housing demands will be felt.

2¢ Comaercial -« Usmands for mortgace monmey to finance
comuercial construction will probably not materialize in volume

until the end of 1934, even on the assumption of a falrly rapid

progress in the recovery movement.

111,

Hortgnge financing is needed to clear up all of the distress
mortgages now overhanging the murivet and, in addition, to provide
financial accommodation at reasonable rates and under reusonsble
tarme to all sound privats conetruction operations which would go
forward provided mortgage fimds were avallabdle. As indicuted above,
ti:sse demands will prodably be mestly for rehadilitation and scate
tersd aingle dwellings during the next six months. Theroafter de-~
mands for new residential financing may be expedted to decoma more
evident.

The total amount of new financing needed 1s not large in Serms
of the amount of funds alrsady invested in mortgages. Thers are
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now about 343%,000,000,000 of mortgages outstanding in this coune
try of which mbout one-half or $21,000,000,000 are morigages on
nomes. Assusing that no effort were maie to incresse this total
volume, but marsly that repayments of principal on cutstanding morte
Znges were nale avallable for new wortguge financing, the amount

of funds beooming avalladle snmaally for new wmortguse financing
would e zmple to provide for the conatruction neede of the country
on the dasis of pressnt corts. In the home mortgage fleld, for axamw
rle, annual repayments on $21,000,000,000 of dollars on & 1l%=ysar
amortization basis wonld averange avound $1,400,000,000 a year.

his would yrobadbly bBe more than the country could use during the
coming yz2ar but would be fairly close to the amount needed, thers-
afier, ut present coates. From 1326 to 1928 adout 33,000,000,000
snmally was loansd on now residential construction, mt this cone

struction was frankly excessive, both in volume and in cost.

Iv.

The resl source of all mortgage money is, of course, the
public. Because of the difficulties of direct invesiment, however,
pablic investment in mortgaces i{s made predominantly throogh fi-
nancial institutions. The relative importance of thase differsont
types of institutions as sources of mortgage money in the past can

be estimated from the holdinge of urdan mortgages in 1932, as
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shown on the following tables

: : 1
3 Total mortgaces 1 NHome mortgagest Other urban mort=

' s ! £BgeS

Bailding and

loan associa~- )

LionBeseernee 37.200.0(”.000 $b.500.m.000 s m.m.m
Insurance come

p&niaa. cesene 5.9&.000.000 3.000.000.0% 3.9%.“.“”
Hutual savings

bankBe.voeess 54900,000,000 3, 500,000,000 2, 500,000,000
Conmercial

BanXBe.ecacee I, 300,000,000 2,4500,000,000 1,80C, 000,000
A1l other.....  _11,000,000,000  _7.000,000,000 _6,000,000,000

Totale.... $36,300,000,000 $21,%00,000,000 $14,900,000,000

Of these scurces, the first three, namely, the building and loan
associztions, the savings banks and the insurance companies will
probably remain definitsly in the mortgopge field, while commercial
banks are inclined &t present to curtall thelr activities in the
field. Whether these institutionz or the pubdblic again regains con-
fidence in the mortgaze as a financial instrument depends on the
adoption of a carefully conceived and well thought out program which
enviragzes the reconstruction of the entire mortgage financing fleld
on sgund lines mo as %to precluwie the rossibllity of anothsr collapse
in the field such a® ths present one. This reconstruction should be

thought out so as to utilize to the full existing institutions.
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MOHTGAGRE QUASTIONS

As a result of Honday's conference, the ropresentutives of

sach of the groups represented, namsly,

The Insurance Coumpanies

The Savings Lanks

The Commsreial Banks, and

e Building and Loan Associations

agreed to try to ascertiain the facts u;on the following suestions:

1. First wortgage money, up to 60 or 66 per cemt of present
sppraised value.

A.

B.

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

Is there a demand for conservative mortgage financing
of this character? If so, in what localities and in
what anownts?

1. PFor refinancing existing properties.
2. Yor fimancing new home construction.

To what extent is this demand being met by existing finan~
clal institutions? T.uis might de shown by some tudles
swmnarising the pusber and mnount of applications received
by some of the imstitutions which wish to cooperate, the
nunber and smount of a;;lications rejected, and the res~
sons for rejection. To make these figurss really helpful
it would be wall 1f the companies reporting indicated alse
the amount of morigsge loans of this character they made
in 1928 and 1929, and whether their funis available for
invertment were growing oy ‘eglining, i. e., whether their
combined heldings of cash, deposits, ani U. 5. Government
segurities, are larger or smaller than they were, say, on
June 30, 1933.

Hpn
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11, Availebility of second mortgage money.

A. Is second mortguige money in demand to supply additional
financing up to 7% or £0 per cent of the current zpprised
value of new construction? If so, in what amounts?

ls By the individual who has saved the down payment and
wishes to builéd a home.

2. By the spoculative Puilder who carn ralse the customw
ary equity and wishes to finance new construction
operations.

B. To what sxtent are these demanis for second mortzege fi=-
nancing being suprlied in various localities.

1. By regular financial institutions.

2. By building suprly and construction peopls, theme
sslves,

3. By others (specify).

I11. Funds for maintenance, rerwdeling, renovisation, etc.
A+ Un houses now unmortgaged.

1. BFumber and amount of aprrlicstions made for financing
of maintenance, remodeling, renovization, etc. Floase
specify locality, type of structure, etc.

2+ lamber and amount of loans of this kind made, rates,
terms, and commissions on thsse loans.

3« Fumber and amount of these loans rejected. Fuasons
for rejection.

B. On houses carrying first mortgages un to but not excesding
50 per cent of current aprraised valus.

1, ¥umber and amount of aprlications made for financing
of maintenance, remoieling, renovigzation, etc. "lease
specify locality, type of stiructure, sto.
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III. Yunds for maintenance, stc. (Continued)

B.

Ce

D.

On hgunu carrying first mortgages up to bat not exceedw
ing %0 per est of current appraised value. (Contimued)

2

3

damber and amount of loans of this kind mad:, rates,
terms, and commissions om these loans.

Fumber and smount of these loans rejected. leasons
for rajection.

On homes carrying first mortgsges above 50 btut below 75
per cent of current appraised valus.

1.

e

3o

Bumber and amount of applicsations made for financing
of maintenance, remodeling, renovization, atc. le:xse
specify locality, type of structure, stc,

Humber and amount of losns of this kind made, rates,
terne, and covmissions on these loans.

Humber and amount of those loans rejectsd. NHesasons
for rejection.

Un homes carrying first mortgages above 75 per cent of
current appraised valus.

1.

2.

1.

Bumbar end smount of a;plicutions made for financing
of maintenance, remodeling, renovization, atc. Please
spacify locality, type of structures, etc.

Kumber and amount of loans of this kind made, rates,
terns, and comaissions on these loans,

Bumber and amount of those loans rejscted. Reasons
for rejasstion.,

IV. To what extent does the absence of demands for mortzuge money,
in those cases and localities where applications ars small,
reflect ths common conviction that financial institutions aure
not interssted im mortgige loans at prasent? To whal extent
is this populsr conviction justified? *here it is not, what
stops havs besn taken to acouaint the market that specific ine
stitutions are looking for sultable mortgage investments?
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V.

vi.
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To what extent have rehabilitation loans been overlooked? What
ipstitutions have comsidsred loans of thia character, and have
departnonte prepared to make them? At what rates, and under
what terms?

S5ince the real estate market is highly decentralized and di-
versified, the answars to these nusstions will vary greatly
from locality to locality, also by neighborhoods and types
of atructure. Hvery effort should be made to take this fuc~
tor into scecount in looking into the situmtion and to specify
differences in conditions found.

Federal Reserve Bank of St. Louis
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Wr. llefler Jamaary 18, 197

PROCRAM TO STTHULATE NUN HOML HORTCGATE

FIXARCI¥G.

I. Create a Yederal imtual Hortgage Insurames Mand in the ‘ome

Loan Bank System.

1I. Let this Pand etand ready %o imsure that part of the principal
and interest of a mortgage which is mere tham 50 yer cent of
bat lans than &) per cemt of the appraised valwe of the proper-
ty, provided that it meets the follewing conditions.

1. Thet tue sppiraisal is confirmed Wy the appralisers of the
Home Loan Zystem.

2. That the mortgage is to fimanes new cemstruction, either
new tullding or rewmoleling.

3. That tie smortgese prassnted for insurance is owned My
an aceresdited mortgage financing agency, sush as a savings
bank, insarance compeny or bullding and loan asseciation.

4, fThat the mortgsze is a firszt lisn on the property, without
matarity until fally smortized, and »ith amortization pro-
visiong sufficient to repsy the sntire loan in not more
than 20 yesre.

He That the mortgage carries an annual rite of not more tian

6 rer cent.

I11. Let the horrowsr pay to the ‘ome Loan Ban: Syntem a premium of,
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say, & per cent on tlie nrincipsl of the loan feor this insurancs.

I¥. Let the Home [oan Bank System pray these premiums into a special
fund, out of which it will meet all imwursnce liabilitlies ine
curred and also operating expemnsss. it the end of sach ysar,

10 per cent of tis amount left in the fund will be arrrepriated

to a genersal reserve and tie remaining 90 per cent will be carried
forsard into the fund for tane following year. ‘heA (and if) the
amount in the fund so carried forward from year Lo yoar roachsas

8 fizure suafficient to aextinguish the rssaining contingent

insured 11adility of the Federal ilimtusl Liortgzse Insurance ¥umd

on these mortyases, the rroceeds will be paid to the companies
holding the mortgsges to curtall the reuaining oblization of the

isbtor to 50 per cent of the original sppraisal.

Comments.

1. fThie device is designed to meet the need for second mortgage
finaneing by providing for mmtusl insursnce ¢f the second norte
sage risk.

2¢ ALl of the finsmcing of mortgages both first and second risks
will come out of the eximting agencies.

3. ihe Federsl Oovermment does not advance money under tne plan
but receives money in a continuing trust fund. It, therefore,
holps the financing problem of the Treasary during the imme-

diate Tuture,
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4. The borrower 4oas not pay exorbitant rates of intersst te
attract second mortgage money. Instuad, he pays a modeat prenium
to cover the risk ianvolvsd in second morigage finnncing, snd ro-
celvss o rabate in the form of curtailment of Lis loan for thut
part of the gremiam not actually assd tc maks good on the insure
anos.

Hote: It would probubly be lesirable mot to hanitle tuls
in one genaral fund, but to segregets insurel mort-
gages into classas according to year of maturity and
possibly eccerdin; to locution and typs of Buliliing,
#0 thatl the borrower would gst a return on the vo-
tual foelure squivalent to thae type of risk assumed.

These dstnils cun dbe worked out.
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Yebruary 5, 1934

Bconomic Adviser
7219 Commerce Building
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To: Mr. Stark Syhisgt: The Private Construc-

From: MNr. Rleflex tion Situation.

The importance of a revival in the near futurs in the

field of private construction activities is now being gen-

erally recognised and many plane to deal with the situation

are being pushed. The reasoning back of these plans is
based on (a) the importance of residential construction
in absorbing unemployment, (b) the importance of a liquid
mortgage maorket in unfreesing savings danks, building and
loan associations and insurance companies, and {g) the
necessity of formulating a national policy with respest to
housing which will result in a better development of real
eztate in the future, and especially in the elimination
of slum conditions. 8o far as actual market demand for
housing is concerned, it sesms to be generally agreed that
there is widespread need for rehabilitation of existing

structures at present but that vacancies in existing hous«
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ing are still large emough in volume to prevent a spontanecus
rapid increase in demand for private speculative building
of new structures.

The plans to deal with these conditions fall into two
general categories: (A) emergency measures designed either
to stimulate private construction immediately, or else to
liquify frozen mortgage situations; and (B) long-term plans
looking toward better housing conditions, improved finan-
cial practices, and more orderly urban real estate develop-
ment, as follows:

Ae.

I. Plans involving use of the Home Loan Bank Board:

(a) %0 permit loans for remodelling on houses,
where the Home Owners Losn Corporation is
taking over the existing mortgage. At present,
the law permits the Homs Owners Loan Corpore
ation to advance funds for repairs, such as
painting, roof mending, etc., but they cannot
advance funds to remodel a property substan-
tially, such as converting an obsolete tsingle
dwelling into apartments.

{®) %o permit the U. 5. Government to subscribe
more than 50 per cent of the capital stock to

new savings and loan associations, now being

Federal Reserve Bank of St. Louis
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organized under the Home Loan System. This
plan would make it possidble to put some Fed-
sral funds into new construction financing

in localities whore mortgage financing insti-
tutions are largely non-existent.

{c) To have the R. ¥. C. subscribe preferred
stock to building and loan associations on
condition that those associations reloaned
the funds for rehabilitation and new construc-
tion. This would put the Federal funds in-
volved as directly into new consfruction as
direct mortgage loans by the government. As
the asset of the government would consist of
preferred stock in the building and loan as-
sociations, however, insztead of a mortgsage om
the property financed, the transaction would
tend to bolusr the security of depositors
in Building and loan associations. In cases
vhere the existing portfolios of these asso-
ciaztions are subject to heavy losses, the
government would stand to lose part or all of
its advances under this head.

1r. S tiop o hab .
(a) Yo organize a national drive for rshadbilits~

tion such as was conducted rather successfully
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in Philadelphia last year. Under this scheme
vo'unteer workers would cover the country solicit-
ing pledges from property owners promising to
undertake some rehabilitation. Teo be really
successful, such a plan would require the organi-
sation of credit facilities on a widely decentra~
lized scale to finance the work. It has been
suggested that the comuercial credit agencles
furnish this credit through their existing pri-
vate facilities at interest rates lower than are
usually charged for this type of loan, with govern-
ment 2id only to the extsnt of payment of a com-
mission on each transactiom sufficient to cover
all or part of the ovarkead expenses of those
private credit agencies which participated.

I11. Beorganization of Mortgege Market.

{(a) To clean up the present stagnation in the urban
mortgage market by (1) organizing mortgage loan
companies which will take over the mortgages of
sarvings banks, insurance companies, etc., ex-
changing for them their own long-~term bonds, in-
come debantures, preferred and cormon stock,
etc., and (b) by setting up a mortgaze insurance
fund in the Treasury, E. ¥. C. or Home Loan

banks which will restors liguidity to the mortgage
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market by insuring mortgages on & mutual dasis

on payment of adegunate premioms.

B. Heasures designed to control the long-term deve t of
Xeal gstate.
I. Long~-term regional planning.
To create national and regional planning groups
and to cooperate with such local groups where
established.
II. To lower long-term construction costs.
(a) By rasearch through the Bureau of Standards and
elsewhere in improved methods of comstruction.
(v) By experimenting with the possidility of waste
elinination through large scale contracts with
the supply induetries.
I11. To reorganize the mortgage markst along sound lines.
(a) Largely by fostering and supervising sounder
methods of mortgage financing.
I¥. ZXlimination of slum areas.
{(a) Largely by developing work along the lines of

the FPederal Housing Corporation.
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Fedruary 5, 1934

Economic Adviser
7219 Commerce Building

Tos Mr. Stark Subjectt Immediate loves in the
Field of Private Con-
Froms Mr. Riefler strugtion,

The attached cutline covers most of the proposals now
being advanosd to stimulate construction. Uy own feeling
is that quickest results in the way of business stimmlation
during the next few monthe can bde obtained dy concentrating

effort on the following liness

“’A. The organization of a National Rehabilitation Drive, with

Digitized for FRASER
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credit facilities furnished by existing financial agen-
cles, aided by a small government commission. There is
genuine need for rehabilitation at the present moment.

I think that from a half billion to a Pillion dollars

worth of activity might be stirulated during 1934 in these
fields through a drive under Federal auspices. If such
a drive is $o0 de put over guickly, I would suggest that
private credit sgencies be used to provide financing ra-

ther than that an attempt be made to organize Federal
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credit agencies quickly throughout the country. Im order
to prevent these agencies from loading their interest
charges, which are high of necessity for small loans, I
would suggest that the Federal government make an offer to
help carry the administrative cost of these small loans by
offering to pay a commission to the lender of, say, $5 for
loans of $100 or less, $7.50 for loans of $100 to $200,
$8.25 for loans of 3200 to $300, etc., provided that the
lender will not charge the borrower a rate in excess of

1 per cent per month on the unpaid balance of the loan.
These ratas would then work out at about the actusl cost
of making small loans, and the total cost borne by the
Treasury would be relatively small in terms of the amount
of private comstruction financed. An expenditure by the
Treasury of 330,000,000 in commissions ocught to finance
about a billion dollars in rehadilitation work on this da~
sis.

B. 7The organization of mortgage corporations to pool the mort-
gages of existing financial institutions and exchange for
them bonds, dedentures, stock, etc. This mechanism counld
be made imnensely valmable in liswifying the mortgage mar-
ket and would not cost the govermment any money. To e
feasible at all, however, it would have to be worked out
in thorough cooperation with the existing financial instl-

tutions. If they do not desire to coovperate, it had better

be dropptd .
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Mortgase Ins .
The. {dea of urban mortgage insurance under government super-
vision on a mmtual basis has enormous possibilities both
for stimulating new construction and also for li;uifying the
existing mortgage market. Under this plan, existing mort~
£age lenders, such as insurance companies and savings banks
which have loanable funds but hesitate to risk them at
present in new mortzage loans, would make such loans on a
long-time amortization basis up to, say, 30 per cent of the
present aprralised value of the property, thus eliminating
the need for second mortgage financing. They would then
submit this single mortgage instrument to the government
for insurance. The goverrment, after checking the appraisal,
would then imsure the lender acainst delinguency on the in-
stroment, both asg to interest and amortization down to, say,
40 per cent of its appraised value, charging the borrower
a sufficient premium to cover the risk assumed. After the
regular amortization had reduced these loans to the amount
insured, the insurance fund would be divided pro rata anong
the mortgages covered and used to curtail further the loan.
If this mechanism were set up, the second morigage
wounld be eliminated since the first mortgage could cover all

ef the risk now carried by the second instrument. The bore
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rower, furthermore, could pay a fairly high premium to cover
the insurance and still be odligated for smaller anoual pay-
ments than at present when he is forced to pay exorditant
interest rates on second mortgaze financing.

From the national point of view the plan has several
outstanding advantages: (1) It provides long-term amortisa-
tion mortgages; (2) It provides a mortgage which would de
1iquid because of the govermment insurance feature; (3) It
uses the existing mortgage machinery to the utmost; (&) It
requires no funds from the Federal Treasury; and (5) It
would not reguire a lurge administrative organisation.

The main difficulties with the plan are that in some
states it would be necessary to secure a change in legisla~
tion to permit existing financial institutions to make this
kind of long-term loan up to 80 per cent of sppraised value.
I feel this legiclation could bde secured juickly 4if the
Yederal govermment realiy got bdehind the plan.

If this plan is sufficiently promising to warrant in-
vestigation, an expert insurance man and an expert mortgage
man should be put on the job imesdistely to work out the

technical detalls.
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Februsry 0, 1934

To: Wr. ialker Subject: The llousing Situation

Promt Hr. Fiefler

Hr. Fahey would like to have s general discussion of the Loum~
ing =situation placed on ths ‘zenda for the moeting of the lational
“mergency Council thir afternoon. Several ‘spartments are diractly
interested in this sitvation both from the point of view of the
recovery LroOgZran as a whele an? xlao from the point of view of their
spscific resvonsibilities.

In terms of the recovery program, private construction, especi-
ally resitezntial comstruction, is the largest single sector in our
national economic life where unen;loyment is extramely heavy, and
where o return of activity would contribtute heavily to indiresct eme
rloyment in the supply industries.

In tne financial field, the stagnant state of the mortgoye
wariket 19 at one and the sams tine a contrimtating factor to the
low level of current building activity and aleo to ths sad-frozen
conaition of many financial institutions.

1he Federal Agencles most directly interested in the problmm
are the followingt

1. lwpartment of the Troasury

2. Tepartment of Labdory

3., Department of Agriculture

4, Department of the Interior

%. VYederal Vlome Losn Bank Board

t. Farm Credit Agministration

1. Rational Zecovery Adninistration

Digitized for FRASER 8. tHeconstrction Finance Corporation
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February 14, 1934

Tot Mr., Falker Sudbjectt The Residential Cons$ruo-

The reosidential comstruction prodlem divides itzelf into three

phasee which, while they interrlay, can be dealt with separately.

smpare This unswployment yrrodlsm will bs alloviated somewhat
ut not solved by the rshadilitation work provided by the EHome
Owners Loan Corporation, the slum clsarance projects being
rashed by Fobert Kohn, the subsistencs homusteads of 4. L.
#1lsom and the Suvings and Loan Assocliations being formed by
Hr. Pahey. Fundamentally it will not bs solved hecaune new
ailding is slow while the rental market is etill depressed
and existing houses are still vacant. fThe FVome Loan projects
gover only a small part of the field, while ths slum clearance
and subsistsnce homestead projocts require careful preliminary
long~time planning and are likely té turn out badly if they
are pushed too rapidly as smergency measurss.

To meet this imaediate emsergency employment situation I
would suggest that a national rehisbilitation drive be organized

with credit faztures as descrided below.
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The mortgsce rroblem, We have gone deeply into mortgage relief
through the Farm Credit sfdministration and the Yome Owners Loan
Corporation. 7his relief has brought Mp to the most distressing
situations both anong debtors who have saved control of their
property and armong distressed creditor institutions, closed danks,
etc., which have been able to improve their portfolios thurough
the exchange of bonds. It has not as yet, however, put ths
nortgeze market into motion; there is no active bidding for
nortgasges, deltors ares lucky to get their existing mortgages
renewad, prospective builders find first mortge;e noney scarce
and second mortgs, @ money almost unobtainadle, &nd holders of
mortgages are unable to dispose of thelr ohbligations in a market
to obtain cash when thoy Zesire. This completoly staznant situ~
ation in the mortgaze market is basic to the whole construction
iopasse and must be dealt with realistically and upon a droad
basis L{f we are to get results. Funlanantally, it reflects mmch
more than the Jjepression, severe as that has besn, Our mertgage
narizet has never been organized along modern lines such as have
besn trisd out successfully bBoth in Yurope and South Amerieca.

It has naver afforded the borrower the low rates that cen be
ach.icved through proper organisation of the market nor has it
offer=d thie lender a highegrads, safe, and liguid investment

instrument. These ends can be attained without zovernment subw
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b i

8idy 1f we wish, dut the task would rejuirs a broad attack on

the whole mortgage prodlesm from the finanoial side.

Third, thers are the plane
ning slum clearance problemsi the prodlem of providing low cost
housing, the prodlem of guiding the growth of our cities, the
problea of restraining wild cat resl estats developments.

Those problems are not in the emergency category and we can only
malce a start on them this year. They mmst be undertaken from &

long-range point of view with an sye to future rather than L~
diate results,

Ascommandations.

To meet these threo hases of the residential construction problem,

1 would recommssnd

1.

2.

Digitized for FRASER
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That a coentralized administration be established, to exercise
general guldance and coordination over all of the mctivitias of
the government in all three hasss of the field and to plan %o
£111 out the mimsing gaps. The mumbsr of present Federal under-
taicings that would come under this haading is amasing.

To weet the amergency phace of providing szployment in the builde
ing trades, 1 would organize a National Rehadilitetion Drive under

Federal suspices, with volunteer workers combing the whole come

smaity, requesting all owners to pledge themselves to undertake

relabilitation work, either repairing or remodeling, in a sinilar

fashion to the Libderty Loan drives and the Commumity Chest drivea.
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Pebruary 14, 193

A conforence on housing was held in the Conference Hoom of the

Building at 8130 P4 on Fedruary 12, 1934. There wers present:

Frank C. %alker, Direstor, Natlonal Zmorgency Council

John H, Tahey, Yoeme lLoan Bank DBoard

#e % Riefler, Central Statlistical Board

%e L. Thorp, Baresn of Yoreign and Domastic Commerce

Charles Y. 71io%, 24, Pudlic Vorks idministration

M, A, Tilson, Subsistence lomesteals, Dspartment of Interior

Jagod Paker, Federal Sur:lus Rellef Corporation and Civil
dorks Administration

Fenry A. 7"allace, Secretary of Agriculture :

¥, Stuart Fitspatriack, United States Chamber of Comrerce

C. B, Pynchon, Public Yorks Administration

4 8. Goss, lLand Zank Comaissioner, Tarm Credit Administration

Tom Smith, Departwent of the Treasury

kobart 1. Kohn, Housing Department, Pudlic ‘Yorks Administration

0. X, Loomins, Federal Yome Loan 3Bank Board

Isador Inbin, Bauresu of Labor Statistice

“ordecal Rzekiel, Tcomomic Adviser to the “acretary of
Agricultare

he Do Thiteslde, Eationsl “ecovery Administiration

Tarner %. Battle, ‘epartment of Lahor

¥, He Taber, Reconsiruction Finance Corporation

Yewman, Feconstruation Finance Corporation

Alexander Sechs, Lehman Corporation

Frank ¥alker acted as Chaiyman of the mesting, Hr. Riafler

as sesretary. iir. Pahey took charge of the discussion, in which

sveryone

expres=eod hie opinion.

It was moved by Hr, Battle and seconded by ifr. Goss that the

Chalrman

be anthorised to auroint a cosmitise to draft a revort on

all of ths plans presented and to submit tlhie report hack to the

conference. The motion was carrisd.
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Title I of the proposed law provides for the introduction of Federal
H?.M Hortgages Insurance. '

In order to provide a renewed flow of morigege money at lur;atu.
avallable (1) for the finanoing of new comstruction, doth new private
sonstyruction and slum clearancs projests, (2) the return of confldence
to the mortguge market, and (3) the unfyessing of afuﬁng moTtgage
holdings in good standing, the Coumittee proposss to establish a mord-
&age insurance fund under Tederal suspices, which upon paymsnt of ade~
quate premiums will insure lending institutions & return of st least
3 pex cent on their mortgages and & full return of their prinaipal. A4

‘the same time, the proposed insurance fund is organised upon a matual

basis 80 thst home owners and other eligidle mortgage borrovers will
benefit through a reduction in their loans in preporiion te thu agtaal
expsriance of the fund. That is, the pramiums paid for insurange, after
allowance for sxpunses and rsserves, will bs redistriduted to the bore
rowers in amortisation of their losns o the extent that they ars not
sctually absorbded by insured lewses, A test case of the ;,:alia proposed
by ihe Oommittes demonstrates that the fund would bs solvent and would
Feturn o substantial 4ividend to borrowers even when (1) mortgages

m insursd to 50 per oent of their appraised valus (fhus slisimating
the need for sedond mortgage financing), (2) the fund was obliged %o
make good i¢s insured 1iability on as many as one out of four of these

http://fraser.stlouisfed.org/
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mortgezes, and (3) the aversge realisation of the fund on such mort~
gages was only 50 per cent of the originel appraised valus of the
property. ¥ith this margin of solvency, adegunts management will
assure that the operation of the fund will dring mo loss to the
Treasury.

As comditions attaghed to this fund, the Committee proposss

(1) that insured losns bs limited to firat liens up to a saximam of

80 per cant of the current appraised valus of the property, (2) that
insared properties have sn anmual amortization reguiremsat suffi-
clent to retire tho mortgage in at least 20 yesrs, (3) that the met
intersat return to the lender be not more than 5 per cent, and ()
that the insurance premium de at sn annnel rats equal to 1 per cent
of the origzinal faoe value of the mortgage. This means that & home
owner, who borrows up to 50 per oent of the appraised valus of his
property, may carry interest and insurance pramiums on the mortgage,
and, in addition, provide for the complets retirement of the princi-
pal in not more than 20 years by making an anmal payment of not more
than 9 per cent on its origisal amount. If the experisnce of the
fund 1o satisfactory, thb mortgage will be cancellsd and thess pay-
ments will cease in less than 20 years. lortgage lending institu-
tions whioh cooperate under the plan will be linited %0 a maximm
isterest return on their outstanding loans of 5 pexr cenmt, but in
case of default will de assured eof at loast 3 per sent and tho full
rsturn of their primcipal. It is the Delief of the Mﬂ-u that

http://fraser.stlouisfed.org/
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thie plan, by the introduction of the insurance pruwtplo. provides

home Ddorrowers with cheaper mortgagze financing than has ever beem

gonerally avallable in this country, and, alse, offers lenders se-

curity more than sufficient %o merit these lower rates.

(1)

(2)
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In sddition, the proposal has the advantage

That L4 utilises the existing mortgage institutions of the coun-
try to the fullest extent. Our sxisting reputadle first mort-
goge lending institations will have an inducewent to proaecd
imoediately $0 make new mortgage loans under this plan withous
being impeded by sonrcity of socond morigsge funds or approhen-
sion as te the future soclvency of their investuents. ZThoro are
cases where sugh imstitutions will bs temporarily preventod from
using these facilities to the full by reason of state laws which
1imit mortgages held by thcse imstitutions to a lowsr percentuge
of =sppraised valus than is contemplated for insured mortgages
under this plan. It is the opinion of the Commiites that the
States vill cooperate in revising these statutes rapidly insofar
as they would affsot insured mortgagzes.

That it eliminstes the necsssity for sesond morignge finoneing
and substitutss a single instrument covering the full amount

of the borrower's lcan. The second mortgage instrument, decause
of its dual liens, bas permitted the develepmont of unsornyu~
lous financial tagtios. It has alsc oxacted exorditantly high
rates from the borrower (usually in a concesied ferm to escape
the usury laws) and has comstituted a major faotor of imstadbility

Federal Reserve Bank of St. Louis
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in the morigege market.

(3) That it further sxtends the introduction of the self-liquidating
axortised mortgage and further diminishes the field covered
by the renewal mortgsage drawn for s period of three to five
yeart. These insiruments have also deen a major cause of inste~
b1ty in the mortgagze market. The faot that theay have been
sasily renewed in paricds of prosperity without grest curtaile
went of principal has stimnlated over~indodiednsss, while, in
periods of dapruuoa. consumer incomes have boen further dimine
ished by sudden pressurs on the part of lenders for heavy cure
tailment of outstanding liens.

(4) ¢hat it provides o means by which 1i7uidity can be restored te
existing mordgages in good standing. At the present $ine, mort-
gage funds are scaree, in part besgausc even good moriga:es
are frosen and lenders are unabdle to realise upon tham in time
of nesd. 3y providing a systsu whereby thess loans can gunlify
for Yederal insurance, ligquidity will be restored to & large

sestor of the morigaze market.

I11.

To lower further the cost of mortgage fimancing, Title II of the
Ast yrovidsa for the incorporation of Yaderal lortgsgs Associstions,
with a miniman capital of 35,000,000, under the supervision and exame
ination of the Homs Loan Bank Board. Thess Associations would have
power to go direetly into the mortgaze lending field and %o ralse
funds for this purpose by direct sale to the public of their om
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bonds, provided thess bonds ware matehed, dollar for dollar, by morte
gages in their portfolios which had qualified for insursnce under
the Federal iutual Hortgags Insurance Corporation.

Similar mortgage institutions, without the imsurance feature,
have a long record of sucosssful operation adroad, where they have
&roatly lowered the cost of mortgags financing. In this couwntry,
nortgeges have not appesled to the general individual investor bee
csnse they have desn sscured Wy a single propsrty snd e had no
sasily available means of sppralsing the value of the lien., Az a
sonssquence, they have not Desn suitadle for irading in She sesarity
narkets, aund the investor Las had no sssurance that they would not
become frosen or his hands. These iuzpediments have been overcome
abroad by the developmant of gemeral mortguge assoctations, in
which funds are raised directly from the pudlic by the salo of
boads, which are ssoured by a pocl of all of tho mortgages held by
$he assocliations and which are realily traded in the organissd se-
curity mariets.

It is the expectation of the Comuittee that tho wmortgege assoe
giations authorised under Title II of this Act will 111 a similar
role in the American market. Being under Federal jurisdictien and
eontrol, and having thelr sutstanding bonds virtually guaranieed by
the ri:;uirmt that thay be covered hy Yederally insursed mortgnges,
the bonds of thess institutions will conctitute investuent instru-
wents of ihe bhighest grade, and should furnish & mechanism for a
contimaing supply of mortgege funds at sxtiremely favorable rates.

http://fraser.stlouisfed.org/
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DRAFT e
February 17, 193

There is hershy created a Federal iatual Hortgage Insurancs Ade
sinistration, the Trustees of which shall be appointed by the Pres
ident of the United States. These trustess shall lLave pover to es-
tablish mortgage insarance and reinsurance fumds, on the following
conditionw.

I. Kixikla. All mortgazes on real urban residential property in
the United Statss that is acceptable to the trustees of the
fund andare pressnted for insurance by estadlished and repute-
ble lenders in the mortgegs field.

I1. [mSies of Trustees.

A. The trustees shall have power %o nmuah nortgage insure
anoe and reinsurance funds. All receipts and disbursements
of funds in comnestion with insured mortgages shall be charged
or credited on the books to that insurance fund to shich
the risk assumed is most nearly appllicadle. Such risk msy
be detormined (a) By year of maturity of the mortgags, (») by
axtent of appraised valne covered by the mortguge, (o) By
type of properiy on which lien is secured, and (d) by geow
graphical location of such property.

3. The Trustess shall be responsible for careful prudent apprai-
sal of the propertics securing morigages submitted fOY in-
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suranes and for careful prudent menagement of swoh propsye
ties as ars turned over to the funds in the course of 1li-
quidation of the insuranos llabilitles asswasd by the
funds. These proporties may be managed, rented, rehabili.
tated, modernized or »0ld in order to improve thely mar-
ketebility and sssure a maxissm financial return to the

fund.

Zapep-

A

B.

c.

Insured mortgnges mast not excesd Z0 per sent of curreat
appraised valune of property, appralsal to be checked by
fiome Owners Loan Corperation or other agency ts satisfao~
tion of trustees for the fund. ‘
Mortgagnes te carry sn smmal charge to tho Yorrower of 39.00
per ansum for sseh $100 of the faoe value thereof, at time
of insurance. This swm shall de paid by the borrower to
the lender. In addition, the borrower undertskes all of
the customary dedlor obligations with respest to repairs,
taxes, inwarance, stc.

Of the nine=dollar-psr«one~-hundred-dcllar anmual paywent
recelved from the dorrower, the lender shall pay $1.00

to the Yedsral ilatual Hortgage lssurance Yumd, and, of

the remainier, shall sprropriate to himself as ourrent in-
terest an amount safficisnt to squal 5 per cent of the cure
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rent oulstaniing umamortiszed value of the sbligation, the
resainder being used to smortiss the face valus of the morte
gage. This would amortise the instrument ia full in somo-
thing under seventeen years. In case there ie any defaxlt
on the part of the borrowsr in mesting his contractual ob-
1igations, the lender has the choice (1) of carrying the
borrower as at presesnt, {2) ef foreclosing and resslling

the property ss at present, or (3) of foreclesing and turn-
ing the property in to ths Insuranse FYund. Such property
turned in must be in good repaiy with taxes paid.

In return for the 51.00 anmual premium paid by lenders on
mortgages in good standing, the Federal ilatual Hortgage Ine-
sarance Tund shall agree o deliver to any lender, with
respect Y0 any mortgage insured with the Pund, on conveyunoe
%o the Fund of title free from all emcumbrances, arrears of
taxes, etc., on the property covsrsd by such mortgage, s Usited
Stutes Treasury bond bearing interest at 3 per centum per an-~
mas, with face valus equal to the unamortised valus of sash
mortgage on the date of delivery as deterwmined for that date
by tbe original mortgage contract ineured with the Pund, the
muturity of sush bond being tnenty years from tlm date of
registration of the wortguge for insurance with the fumd.

p 2 o xm $e

Cut of the premiums, interest and other monies received,

the trastees shall pay currently their expsnses of operation.
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They shall alse pay %0 thes Tmsw‘un asount sufficlent to
cover the intsresi on all bonds iesued im lieu of real proper-
ty delivered %0 the fund on its insurance. The rexainder
shall be invested in special securities of the !mited States
Treayury which the United States Treasury is hereby smpowered
to issue. These securities shall pay iaterset at am anmual
rate of 3=1/4 per cent. Fhenevsr the total amount in any
fumd shall reach 110 per osnt of the sum of (1) the unanortised
principal of the mortgazes in good staniing imsursd in sach
fand, and (2) the face valus of the United States hands is-
susd to insursd lenders in li,nidation of claims arlieing out
of mortgages originally insured in such fumd, the Trustees
a2al]l Serminate the fund {1) by payimg %0 the lenders om
mortzages in good standing insured im the fund a woms suffi-
clent to liquidate euch mortgages im full, such liquidation
to be for the danefit and ascount of the dorrowsr, (2) Yy
pPaying to the Treasury en ascunt suffiocisat 3o cover the

focs valus of the bonds emmeorsted under X (2) adove, and

(3) by transferring the remsinder to the general reinsurance
fand estudlished in acoordance with II A adove.

Y. A1l 1iadilities herely assumed on account of insured mors-
gages shall be full and uvnconditional liabiliities of the
United States Treasary. They shall be met first out of the
speaific insurance fund to which the ineursd mortgagen are
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assigued. If that is WMmt o mest the liabilities
invelved, Mihﬂlhutmtafmwrd reinsurance
fund estadblished umder 1I, and only vhen thess funds are
sxbausted out of the gemeral revemnes sl monisa of the
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Februsry 19, 153,

RBPORT OF Tu¥ COXMITTRE OR STIMULATILE
JF CORSTRUCTION

5ira

The Committes on Stimulatiom of Construstion appointed by the
Exeoutive Counoll has examined the construotion situation and pree
sents herewlth propouh for & program of actlcn by the Federal Uove
rrnmente These proposals have heen forrulated with the purpcse,
first, of reeting the emergency presented by the current absence
of emnloyrent in the private oonstruotion industries, and, seoond,
of developing long=term nati-nal nolicies designed not only to
elirinate & similar over oxpansion and subsequent breakdown of
ezploysent in these industries in the fut.re, but also to provide
for the :mas of the American people, both in oities and on furva,
housing f'soilitics more adequate to the minimum requirerents of
health and ooi:fort. DBeoause of the zagnitude of thls task, these
ends oannot ve ashieved by the Fedaral Government alone, but reoe
quire tho full and hearty eooporation, both of losal and state
sovernments, and elso, and wmore imjortant, of the private indus-
tries and financial institutions whish are affestod by the fore
tunes of tie constructiom industrys The plans presentsd, therefore,
look toward developrent ef a »artnership a:ony these agensies in
the work of reeonstruotion in this fields The important features

of the recormendations proposed may be suncarised as follews:

org/

Federal Reserve Bank of St. Louis
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Pirat, s national repair and relabilitation osrpeign to be orgsnised

immedlntely with the partisipetion of labor, the bullding
industries, and finansial institutione,

Seeondly, & fundanental rehabllitation of the mortgage rarket lookirg

tomrd tie imwediabe resumption of private mortgage finane
oing and also toward the elirimmtion of unsound mortgege fine
ancial prectioes; sad

Thirdly, the creation of a single Foderal s eney oshirged with the

governmental responsibllity fcr the problem of housing as a
whols, te dewelop contimuous national pelieclies designed both
to xininise those excesses in the field of ounstruction whieh
sontributed to the present plight of the industry and also
to provide more adequate housing fasilities throughout the
nations This agensy, comsequently, would de sherged with
responsibility for developlng policlieos with respect te glm
elearunce, soning, urban sad regiomal plasaing, and isproves
mouts i amstruotion teshaique, and would work in cless ooe
operaticn with regional and looal sad private bodies,

The prime importance of the construotiom industry es a whole 1s in~-

dloated by ¥he "ast that im 1930, around 10 per senmt of the 48,000,000

persans gainfully cosupied wers actively engaged 1n the oconstruction

industry or inm waking, transporting and selling construetiom m%rinln
This probably does not sllow adequately for the largs number of itine

srant workers who regard dullding operstions of one sort or snother

Rs their ohief sourve of livelihood, nor the people who worked at pro-
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ducing raw raterials for construction, such as irun‘ore, seri-finishad
steel, etcs Iu the a; regate, those Jepeindent on the industry directly
or indireotly may have mub r:d nearer [ ,J00 000 than 5,5 0,000 -
13,000,000,

The basle nature of the industry is also su; ested by the wvagnle
tude of its financial operatiimse In &ll, the total estivated morte
sege debt of the country amounte to around 5,000,000,000e About
$37 400G, 500,000 or 1/5 of this rerresents urban mortzage indebtedness
of all kinds azd J21,000,000,000, or nearly 1/2, indevtedness on
homess Lrban mortgape debt is the largest single blook of debt outw
gtanding exclusive of public debt, and mpproaches in size iho total
volume of the latter, ineluding Federal, itate, county sod runiolipal
indebtedness. [t ls nearly twice as large as the total rallroad
debt, aud 2 1/2 tires larger tham the total oublie utility debt.
danks, insurs:;ce corpanies and bulildlng and loan assosiationsz hold
about (25,000, 000,000 nortgages in 1932, and comprising an iwmporteant
part af‘the assets in particular of savin,s banks, life insurance
oompanies, bullding and loan asscciati ns of which the bulk of the
adult ropulatliom are nraditors.

Large as it iz in terwms of the absolute mumber o sersong attashed
to the induatry and also in terms of its financial oblipations o:ite
standin;, the construction industry sgssuses a place of oritical ime
nortance in terrs of fluctuations in employvente iUnllke zlothing,
food and service industrlies, whose out:ut is quiokly consuned, the

constriction industry is enga;oed in the fa rication of durable goods
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which last for years. It is an industry peculiarly subjsot, therefase,
to long slternations between prosperity and depressiom, since demsnds
for its cutput can be deferred when the outlook is dark without great
change in the amount ef shelter awailable for tho rest of the popue
lation. Typleally, great booms of depressions have oscured in ocone
struotion about onoe in & generatione-in the early 90's, again in the
20's, Betweem 1539 and 1932, the total volume of fastory employment
in the light industries, 1. e., in the textile, leather and miscel-
lanecus industries, fell off per oent, in fastories produoclng
durable goods, such us aAtomcbiles, locamotives, mashinery, and build-
ing suppliss, smployment fell off , per camt, but in resi=
dential housing constructiom,, employmsnt fell off over 80 per cenmt,
In terms of flustuatimms in enployment, therefere, the construstion
industry bhas contributed more largely to unexployment than any other
singlo industry.

Rature of ths Construstion Industry

The organization of the eonstrustiom industry is perhaps the most
chaotio of all imeriean industries, partly becauss of Its sise,
partly beesuse of 1ts desentralised sharacter, but largely besause o'
ssgidental ‘huimriul and soolal circumstances. It 1s among the
least effébient in meeting its sooial responsidbilities for providing
decent, sanitary shelter to the mass ef the population of & quality
ocnsistent with other important features of the Americen standsrd of
living or in providing steady smployment to the rorkm;n atinohed to
the industrys The haphasard nature of She industry, 8o - far as proe
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viding saployment is osonverned, is illustrated by the fact that even

in zood years when total construstion is excessive Ln volums, erploy~

mont is highly irregular. The inability of the industry %0 provide
dosent wodern shelter to the mass of the population is shown by the
fast that & lerge ;er oent of the pupulatiom, both oity snd coumtry
has vpever been able to afford oither to remt or te buy new unsube
sidised constructione The residential oconstrustion industry in this
ocountry in faet is organised to provide new shslter to mest the needs
of only the upper ______ per cent of the population with the result
that the grest zass of the -eoples must be coutent with and adapt thewmw
selves to the casteoff obaolets housing of & higher ineows olass.

This inability to market unsubaidised housing dimﬁy to at lsast

5% per cent of the population refleoats a variety of mw: that one

ter into the fimal cost of construgtions

{1) The techmical methods in use in the industry are still predome
inantly methods in use for hundreds of years sud refleet to a
lessor degres thoss modern improvements in effioclienvy of pro=-
duction which have oreated cur modern standards of living proe
duets of other induskries;

{(2) Becsuse of its desentralised, loocal nmature, the cost of manufao=
ture and diatrittion of bullding materials ia higher then neceoes
sary and less susceptible “o decreass through the sdoption of
nore officient nethodw)y

(3) bBeomuse of the repid growth of the sountry, land speoulation
bas slways been especially sotive in American life, making land
oosts sxcessive iz duilding operations;
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(L) Amerieen taxation, state and lossl, it based to s dispropore
tionate extent on real satate sxd thus inoreases the neces~
sary rental ocet of new oonstrustion.

(5) Finance ocosts have been e xcessively high, reflecting both the
unorganised charscter of the mortgage sarket and the instabile
ity of urban development, in whiel rapid shifts of standards
and tastes have left decaying areas in the heart of our largest

‘pities. In consequence of thess faotors, reml sstate ownersbip

is sspecially speculative in nature.

In terne of the emergenvy situstion, stimulation of private eme
ploynent smong building workers atteohed to the residential seetiom
of the sumstruction industry ocoupies a key pesition in the develope
ment of the Administretion's Resovery Frogras at the present tine,
The iAgricultural relief progran is now well under way and has al-
ready aseomplished or is in position to bring sbout shortly the mae
Jor gains w&mhmkmmufww«mhmdprh
duotion and marketing prectiosss Further inersasss in the standard
of agricultural living, consequently, depend more upon the sshieves
oent of balanosd activity in the ssonomio life of the country ss &
whole than upom specific weasures of agriculturel reliefs The
development of werking agresements locking towerd shorter hours and
higher wage retes under the ocdes has also progressed to the point
where further major improvemsnt in private exploynent sonditions
depands more o the stimulation of aotivity in other sestions of our
ssomony than upon speoifie develepments under code euontrel. 7The most
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promining field for current stimulations, therefore, is that wide
sestor of Americen ssanamie life exbowaed by the heavy industries,
snong which the oonstruetion industry bulks espeoially large.

Even in the heavy industries, there ars active signs of reocuperes
tion cutside the fisld of residential congtrustion, commersial amd
faotory ooustrustions The market for heavy consurers goods suoh ks
sutonculles and slectrie refrigerators is >M sotive end expande
ing at a repid rate. The market for mmshine tools, factory equipe
meat is also opening under the impetus of the revival of gmeral so~
tivity and will probably show inoressing strangth s» noeds for re-
placemsat of wormeout and obsolets equipment develops During the
ooming yeer, the putlie works progras willwstors publis building,
state and looml, te & rate equal to or above the normal volume of
public eonstrugtion to whiok this country was adjusted belore the
depressions Lemands frow our transportetion systen for heavy
equipment and for sonstrustion are also resppearing and are saking
therselves sffestive in the dezand for material snd labor partly by
zoans of finsneial aid froc the publioc worke administrution.

Hew private residential scastrustion, on the othar hand, re-ains
neglizible in volume as do also projects for new co:meroial and
fastory buildings In part, the absence of aotivity in those flelds
reflects the dopth of the depressiom and the fact that it is evem
now l1ses than s year sines the mounting toll of umerployment and
decreasing business volume began to be oheokeds In view of the
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generel oversupply of residential, comneroial and fastory fecilities
in 1529 whan the depression first develeped and the s;parent temporary
inorsass in this oversupply brought about by the depression itself
which deoreased business volumes and saused a sousiderable amount of
residential "doubling wp" and also, of movewment of population from
- urban areas bask to rural homesteads, it sould not be expected that
there would be any widespread deoand for new privets eonstruetion

in asy of these fields until after & counsiderable interval of emerw
gence from the depressions In the residential ficld five years of
under building have undoudtedly created & veoun for new residential
sonstruotion after levels of full sotivity in our general economis
1ife have Dosn resumed. New private residantial eonstruction 1s
noosasarily tied to a particular site, m, and under present
comditions it is impossible to 4el) at which sites this general de-
wand will develop. There will hmve to be & considereable volume of
reesploymant for acme intervsl, boﬁon workers will agsin be adle
to afford sepsrate houelng, and also before sxisting wvacancies are
absorbed contractors snd builders will Imow om wint sites, in what
arees, and i:; propinguity to what employment cpportunities a gemue
ine neod for \m residential mmﬂan oxletss Acsording to the
logie of this analysis, & general revival of desand for new come
neroial bulldings and festories, stae, will naturally lag residene
tial bullding by s considerable interval,

While fastors sushk as these are sulfisient to sscount for & low

level of coustrucstion activity in these fields at the present time,
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thay do pot ascount for the almoat complete absenoe of bullding ace
tivity in the last two years. In spite of decreased general demand,
due to depres:zion, unemployment, sto,., there is always & consider-
able basic volume of desand for bullding whioh would proceed ewen
under eonditions similar to those of recent years, provided financing
faollities wore availables The Lreskdown in the mortgage financing
field, therefore, sscumes Xey importance hoth "rom the point of view
of cermitting present s:all demends for new gonstructim to prooeed
and slso from the point of view of fanilitntm\, now private puilding

when demands for this construetion reassert thomselves,
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The specific proposals recommended by the Committes have deen forma-
latod with this beokground in mind and are dirscted both torard the
smargency probles of stimmlating ecployment and agtivity in the con-
atraction intustry this year an' also toward providing a Feders)l meche
anism whick will be reeponsible for suidance of the construction in-
duskry in its futurs development zlong lines that are morse in keepw
ing with its social responeibdilities.

To mast the iumediate prodlem of reviving construction sativity
during the current ysar, it is the wviaw of the Committes that the Pode
eral Governmeni can nchiave the graatest volums of reemployment by
copcentrating upon an' heavily promoting the rehadilitation and mo-
dernization of existing housing fecilitien, which have basen permitied
to deteriorute to an abnormal extent during recent yesrs.

In addition, & considereble smount of supplementury employment
thie year snd s growing volume in gome yeurs are providsd for by the
farther pronoeals of the lommitise for opening uwp the mortgase mare
ket and for continued Federul aid toward slum elimliaation and lowecost
housing.

To provide for s real inerssse in enployment this year through
retabilitotion and modernization of existing dwellings on & large

seale, the Committes proposes that the President sponsor a Xational

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



o e Ut e Detihesiied Holdings of the National Arctives

nllu-

RZehadilitation Drive poshed By a volunteer organization sinilar to

that used by the Comsmnity Chests and in the Liderty loan campalgns.

e Hatiomal “mergency Counecil would be called upen to furaish a

skeleton ergenization for the drive, and this organisation, togeher

with its voluntoer local groups would comd the countyry requesting

sath owner to sign & pledge to undartake repadring, rehabilitation,

or modernisation. All repairing and rehabdilitation work carried om

between Hay and Dececber 3I1 would b counted as coming within the

guotas estadiished for the drive. To back the drive up, the Home

.Omn loan Corporation wonld be parsmitted %o sxtend loans for

modernisation of homes on which they hold first mortgages. The

Fresident would also request private industry to hslp as followss

a. Suppliers of bdullding materiale would be bLromght into the ore
ganization and Peguested to furnish spselal discounts, say 20
per cend or 30 per cent, on materials going to those whe pledged
themselves $o undertake rebabllitation during the drive. These
companiss can now be reaghed gqadckly fhrongh the Codes.

¥, Hallroads would Bz asked %o furnish cuterats transportation rates
on building waterials shipped 1o owners undertaking work undsr
the drive.

8+ The Bullding wnions in cooperatiom with the Resoployment Offices
and the CHA would be reguestod to agree o spesial wage rates om
work undertaken in socordance with thess pledges.

d. The banks and installment sredit companies would bs charged with
farnishing credit st chesy terms and easy repayoents Lo finance
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such pert of the work as properly celled for finencing.
o. The Government would underteke to contribute to some of tue
" overhead of furnishing eredit., For examrle, swall loans
of 1100, $200, and 1300 such as would Le called for under
tis plan, usually carry very high interest rates not so mmeh
begause of risk but becanss thoy are axpensive %o handle. It
conts as mach to investigate and make small monthly collestions
on a 100 loan as on & $2000 loan. In order %o make the charges
on thess loans reaily les, the Government should help carry
this overhead expenss by offering to pay a comsission to the
lender of, say 35.00 mr‘ overy 3100 loan used to finance work under
the drive, 37.50 for swvsry 3200 loan, $10.00 for avery 2300
loan, etc., provided the private lenders passod this mving
on by offering the borrowar low rates and easy terms. Undar
this plan, the Government would not be underwriting the risk,
and at the same time would make it possible for an expenditure
of 350,000,000 to stimalate private fipanoing of around 33000,000,000.
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Pedruary 26, 19%%

JUMLITTHE OF 9rLBLATIOE OF
RESIOWRTIAL CONBTRUGTION

Personnels ir. rfalker, lir. tgclem, Hr. Topkins, Hr. Toug-
lus, apd such repronsnistivas of private finone
cial Saatitutions ae t:e Chalvman in consultoe
tion with the mibcesssittee siail apsolint.

Zepmg af cefarengsi To draw uo viens snd make arrosgensnis
#ith sccretited flauncial institutions for ine
stallment crodit financing of rehabilitation work
ranging from 3100 te §1000 undertaion betwssn
day 1 an? .eeember 31, 1934, in sccordence with
phe national reluabhiidtation drive, sueh plans
19 include deteraimation of eomdssions, if any,
to o padd by the Federal Govarmaent to stiae
inte such credit financing.

i 1 kiss Parkins, ir. Averill Ssrrisgn, dr. ‘astean,
and wucls ropresentutivss of labor, comstruction
industries, zad transrortution as the Lhalwmuan
in consultation with tie subecom:ittus atall ap-
noint.

Iexas of Sefereuge: o arrenge for a reduction of at least
20 per cont in gost of resilentisl comstraction
and renabilitation work carried on betweem Huy 1
and . ecerber ‘1, 193.

Farsoaneltl Uensral Jobnsom, Wr. Jalker, lir. Ropar and such
othars as the (halrmsan in consultation with the
subcomz:ittas shall appoint,

2 To drew up plan of organiration for
mtimml rababilitstion drive, inciunding both
pedd nercomnel on tie staff of the imergency
Coancil and astions), state, and local volunteer
EFE G
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alt  Hr. @m, By, YM; Hr, Cumminge, r. Jomes,
Hry #steon.

gt To work out detaiis of Home Hortgnge

Fimasoing flan together with legislation fer
the axeoution thsreof.

i#r, lokes, ¥r. Yalker, Hr. ¥, L. Harriasa.
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A pregran of resnploymeat in the field of privets residential
ssmatuotion ceeuplies a key pesition ia Shs fariher devalepemt of
the resovery pregram, With Sessuse of this large number of workess
dependent direstly and indiresily wpon this industry, and ales besenss
of the amorwally heavy volwme of umsepleywent in She dullding
tredes duriag the last thres yesrs. (Fohidbits A) The ewrreat ad-
senge of lavge-scale market demand for new rosidentisl constrog-
tion reflests Joth the swer-expansion of housing facllities a% high
prices which develepsd from 1922 S0 1923 and the subnejusnt desrsase
in the desend for housing 28 & yesult of poveriy and doudbling w:
during the depression. Thsse fastors do net apooust, however, for
s extremsly lew level %@ whigh residential Wailding hes fallen.

Ia addition to wore or less acrmal depression faolors, the virtusl
gessation ef new private residential sonstrecticn Suring the land
two years reflests abovs ull the stagnant comdition of the mortgage
markst whars fands for sesond mordgoge Tisansing ars practically nen~
existent, and holders of Tirst merigages are reluciant o increase
thelr wertgacs investownts Becwuss of the fresen cundition of thalr
carrent portfolies.

In view of these esalitions, 4t is the censlusion of the Come
sities that o progrim dirested toward the rehabilitetion snd mcderni-
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setion of wristing residential bousing fasilities offers mors prowmise
of providing woploypmend o8 o large ssals during ths eoming suamer
and sntoms than sas dirszoted exelnsively townrd the stismlation eof
uew gonstraciion. oy this progrem to be offoctive in providing &
gomuine and permanent revival of exloyment in vonsiroction, however,
it st de swprportsd Ly measures designed to wnlock e jsa in the
morigage maricet aad provifs for a yemewed flow of funds for resiien~
tia) fimmnoing. Plaally, im order to prevant this program frue
reproducing the eams theolie voniitions with respsct te residenticl
Mallding and mortgege finsnoing that sre rewpomsidle for the presant
deplerable situstion, the famsitioe propesss Yhat those efforis toward
imediste stizmlstion of constemotion Be suy lemscsted by long-term
wabsuros donigned to »tabllize the comstruclion Indusrtyy and %0 Lo
prove ths homeing conditions of the mase 2f the Ausricasn peoplos
‘wversl sgeasiss of the Tederal Oovernmont ars alrealy actively
engaged ia this fisld. 7The Fabllie Serks Adminietration is pushing
slum claarsmes operstions in ssveral segtions of the counlyy through
1% ieueing Uivisiom {Ahidit B) and ie also oarvying on & wide vari-
sty of szparisonits in deceniralization Shrough 1ts Pivision of Sule
sistence lomestonds (Zahidit C)e The Sesonstrastion Finance Cerrora-
tiem, in addition S0 ite wark of extending general sup-ert to finsp-
otal institations, lawys musbers of which ere haavily involved in
the mortgmge Tisld, is prapared to finsnce Yoth modernination and
new nonespecalative sonstyastion of waull howee through movdygnge oo
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panies avganised spesificaliy for the purpess (Zxhibis 0). Finally,
tha Farm Credit Administration ant the Homs Owners lLoan Cerporation
ars direotly refinnnsing the mort pressing cases of rural snd urbes
aortguze 1xiobivdvess, The Yome Owners Loan Corporation is now sswie
ing an ssmndment to ity law persditing direct loans for medernize
tion on hesey whleh Lt has refimanced.
The Comeittes recommenis that thess currsnt sotivisies De sup=
. ¥lementsd Wy sdeptiok of & Mroad, far-restiiing prograx along $he fole
lowing iioesi
(A) Tasugarstion of a nationa) reiabilitation and constrastion
drive wnder the lsadersilip of the President 1o extend from
a7 1 t0 Jecesber 31. The drive would bs oosducted \nrough
an organisation oreated unier the Nationsl ‘merpenty Counoil,
using e state offices of the ‘swrgesey Council as & mcleus
for tis fleld crganization. The «otual work of interviewing
home owaers and oblaining ;ledges to undlertels rencvating wrk
would be carrisd ont by voluntesr locsl orgenisations and volun
teer locnl workers, To luplenent the cmmpalign, Wllding wmape
ply memafacturers woulld des yecuestsd 3 offer » 20-per-gead rTe-
dnotion ln prices on all sup;lles nsed, rallrosis a HK=-psr—went
reduction in rates on all Wilding supplies movsd, and labor
a M-pay—send cat in wage rates, To provide credlt, locnl ove-
418 com:itiaes would de forned from awng the finsncial insti-
tatione in eath looallily $o finsmos »ork wniertaken in sdcorde
anoe with the drive on sn installment basis at faverable rates.
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%o Axplement ihis part of the sempadzn sand veally aswars that
aredit 1e availsble, tie Commdities proponos that the Uoverimest
ba propared Yo pay o sl comsission on all work of less Shan
#1,000, agtoslly fissnoed by these institutions, This comaie-
sion wonld Dde raid is aivence ascording to the aise of the lean,
Botis avtuslly sad proportiosately, an? womlé cover that part

of tue overhead snd thael part of the risk on (hwse lesans thad
wes resitisd dy e lenders in fixing low rates., A full dese
criztion of e provassd organization of this drive ie given

in Appendix 1.

(%)  Nertsaca Frozssela.
The Comaittes resomemis the enactuent of mortgage legis-
w Now , aned .
letion alomg the limeas of ths draft ' >

8

Title I of the projosed law provides for the iatrofuction
of Federal Matual Hortgsye Insarance.

In order o provide e rensved flow of mortguce acney at
low rates, avalladlie (1} for tha floencing of new construstion,
both new privats construction om! slum clearamoe prajeots, (2)
tia Poturn of confideance %0 the mortguge merket, and (3} the
nafresesing of sxisting mortgsse nliings iun geod standing, the
Lommitiee preposes 1o eetadlish a mortge:ie insurence fosd upder
Faderal ausploes, siich, upon payment of sdeguate rrendoma,

will imsurs lending lastitutions a return of st lsast 3 per
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oent on thair murtgages snd a full return of their ;riacipal,
gz'tha saire tine, the proposed insurance fund is orgenised
mgénia rut:al basis 8o thet hume owners and other eligible
mortgage borrowers will benefit throu; h a2 redustion in thelpr
loans in proportion to the notual experience of the fund.
That is, the yremiums peid for insurance, after allowance for
sx enses and reeerves, will be redistributed to the bvorrowsrs
in amortization of their losns to the extent that they are not
actunlly abscrbed by insured loszes. 4 test case of the plan
proposed by the Committee demonstrates that the fumd would be
solvent and would return a dividend to borrowers sven when
{1, mortgages wore insured to 80 per cent of their aspralsed
value {thus eliminating the need for esoond mﬁr@g‘g..fﬁmﬂﬂﬂiﬂﬁj,
{2) the fund was obliged to nake ;ood its insured 1iablillty
on as cany as one nut of four of these wortgazes, and {3 the
average realisntion of the fund ocun such mortgages was only 50
por cent of the original apsraised walue of the pruperty. #ith
this zargin of solvenoy, sdeguate 'sna;ement will assurs that
the operation of the fund wlll bring no lozs to ths Trassury.

A8 eonditions attached to this fund, the Commitbtes vrososes
{1, that insured lomns be limited to rirst lisns up to a vmxie
iz of B0 per cent of the current apiraised value of the proper=
%y, (2) that fasured sroserties have an annusl arortisation roe

guirement suffliolent to retire the mortgaze in at lemst 20
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yoars, (3) that the net intarest returs ts the lender bs not
more sy 5 par cent, snd (4) that the insurance jremium da ag
sn aanual rate equal €5 1 per eemt of the erizinel faee valoe
of the mortgage. This msans that a hens omer, who Borrows
uw to 80 per sent of ths sppraised wvalus of his properiy, may
carry intsrest and insursnce premiums om (e mortguge, and,
in addition, previde for the complate rstireasent of the princi-
pal in not more tuam 20 years W making an anmusl total pay-
ment of not more thasm 9 per oent on its erigisal smouwns. If
the sxperismos of $he fund is satisfagtory, tns mertguge will
be cancelled and theee payments will cense inm less tham 20 years.
tHortgage lending $mstltutions which cooparats under the plan
wiil be lizxited to & maxizum iotersst return on tholr cutstund.
ing loans of 5 per oen, bat in case of defmqlit will be anwured of
at lzast 3 per ommt and the full retwn of their principal. It
is the bollef of the Tomesitles that this prian, by the introduoe
tion of the inwaranes principle, provides Loms boerrowers with
chaaper wortgage finsneing than has ever Seen genarally availe
shle is thie coumtry, and, also, offers leniers ssourity more
than sufficlant to merit these lower retse.

In addition, the prepesal has tha advantage ot :
(1) %4 4t utilizes the extsting mortgage imstitutions of

the countyy & $he Mllest sxtemt. Our existing reputadble

first wortgeze landing inetitutions will hews an induce-
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*aont to prooood imoodiatoly to aafea new aort”ae* loans
tiBdtr this pl&a without froin® V oaaanoity of

aocoad aort#a&o fwtdo or agsfffOfeocfaioa on to tho futaaro
oolvoaojr of thoir In*i?strist»t»*  1t,oro aro oaocoo wfcoro

ooofe inatitutiooa will &o tw'petmriljr pr'w®&n*tod froa u*~
lag thooo fatluUtl to tho fall by ro&ooo of atato Uit
whioh Xlult a*rt8ag#t hold V t&ooo to & lo«or
pofoaoto™* of opgsttatoaS ooluo than la eontonplatod for
Utortd aortgwoa mAm thia pXm» 1% it th* opinion of
thé& Coaaittoa th&t tho i'tatoo will coor>rato la r*wlaing

thooo atétajfco* rapi&y inaofar m thogr wools affoet imtorod

aortgagoo*
(@) it eUstotM tho ooeoo«lty for »ooos*i »art$»go financ-
ing and Institute* a Inatruonnt ooworiag tho full

*aca*at of tho feorronor#a loon* s&o aoootrs aort#a$o laotru-
aont* boemi™o of itt &M& Hliona, feat posaiftod the &o?olop~
moot of «ao*pcga&t«* financial tetloa* It lire also oacoctod
exorbitantly hi$* ratoa from tho borro*or{aunl IT in a con*
co&lod form to me®pé& tho usury loot) osd has ecastitu.tod
a aojor factor of iofttaMllty in tho raartgo®o narfcot*

(3) lzaot it further oxtoaAo tho isairodtietiou of the »~f4i0dftttal]
amiertlsodl aort«e«a aad further diainiaheo tho field aorered
% tho roaeeal mr tgoge drawa for a porio:} of tSjroo to five

ysara* ffeeee in*tre8~mta hawe alao boms a sa&Jor omm of
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instadility ia the nmorigage warket. The fast that by
have besn ssaily renewed is periode of presperity with-
ot greal curtailsent of priccipal bhus stimmlated sverw
indeblotiness, while, ia perieds of depression, consumey
incomes tave been subject Lo sudden pressure 2n Vs part
of lenders for heavy curtailment of oulsdanding liens,
(B) st it provides & means by ehdeh 11 ultity can be re-
storsd $0 existing mortgages 1n good stunding., At tie pres
ont tine, mertgnge funds are oousce, ia pary degunse
ovonr geod moriguies sre frasen and lonlars are wmadle to
realize upom Yhes in tie of nwed. By providing & wystem
vieraly tiese loans ean wmalify for Fedaral insurante,
110i4ity will bo restored te & large seclor of the mory-

Lo Sarkat.

Te lswer further the cont of mortzuye financing, Title I
of the Aol previiss for tae incerporation ef Toldersl idorigage
Asaoelations, eith o minlwms sapital of #5,000,000, anier the
sapervision and sxaalastion of e Yous loan Sank Jeard. These
hesociations wenld bave poxer to zo diysetly izmdo the mortzsce
lending field and to ralsa funds for ihis praposs b7 direat sale
to the pablie of their own bondw, provided thesse bonds were
matobed, dellar for dollar, by wmortgages in thair pertfolics
which had gualifisd fer insurence unier the Fsdewal lmtanl
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ﬂqrwu Iasursace Cerporstiom.

Stciler uortgage fostitutiome, witbout the inmurance fose
ture, have » lomz record of successful oparation abreai, shere
they have gresily lomered the cost of mortgage Timepeling. In
this conutry, zertgeges hwve mod sprealed to the ganerul iniividusl
inventor decmuse they have Baen secursd Ly & single proverty
and bhs hed mo eanily availeble mesns of aporaieing $i:e valus
of the 1lien. Ax & conseguance, thiey have not been 2uitadle
for treding i{n the segurity uvarkels, end tie investor has lad
ne aasnrence that they would mat becons frozen on hie handa,
These ingpedlmentz have boen overcews abrosd by ths Jewelopment
of general morigage aesscistions, in #hich funis ave raised
directly from the public by the sale of bonds, shich are secured
by a pool eof all of tue mortgoges hald by ha asrocintlions snd
which are readily traded in Ow orgunized sesurity oxrkets.

it is the expestation of tie Committee Lthat the mortgoge
sssoclintions antherised under Title II of thls 2ot will il &
eizilar role inm the imericsn market. Jeing under Fedsrel Jurise
diction snd sontyel, and heving thair sutstanding bonde virtu~
Ally guarsatesd dy ths reguirecent that they de covered by Fede
sraily iasured wortgaces, the donds of thess institutions »ill
sonstitute invesboant instyuments of the highost grede, and
should furnieh & meghaniws for a contimuing sarply of morigaze
fonde et oxtresely favorsbls rates.
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(€) %o siabilisze the constiruction imfustiry and encoursge the develep~
ment of Better housing standards for the Jmerlcan psople, the
lomndties is prepering recommendations leoking teward the coor-
dinetion and suplifieation of present Fedaral sotivities in
this field en & comprelmnsive pregras. Spseific recmomenis-
tions along these limes are mow being oommidered by the Cem
wittes and will da presanted in a sabsequent repert.
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The iapertonse of the constyruotion indusiry es o whole ia
indiostsd by the Took that im 1330 avound 10 per eent of the
38,000,000 persons gelnfully scoupied wors wotively engaged
in tha gomstruction indastyy or in meking, transrording and
salling constyrustion mataerials. This probadly does not allow
adegastely for the large napber of itinsrant worksrs who rogard
Wmiliing opevations of oos sort or anotter as Wekr ohisf sowroe
of livelibood, nor the psonle »ho worked at producing ros nee
terials for conefruntion, such ss iron ors, csub-finisbed
steel, ste., In the cgsregate, Vioes Japendent on She industey
directly or indireetly may hawe mambaored nearer 4,000,000 than
34 500 D00l 00, 0004

The basic naturs of the industry is aleo suggestod by the
magnitnde of i4s flpenelal operatioms. In al), the total ag-
tirsted morSgzace debd of the sunntry smoumts te around W5, 000,000,000.
ibout 137,000,000,000 or 4/54he of this represenis urben mort-
gage iniadiednens of all kinde and 5271 ,000,000,000, or nearly
1/2, indediedness on homos. Urben mertgase tebs is the largest
singlo dlosk of dedt sutstanding exalueive of paBlic debs,
and approsches in size the totsl volums of the laxtter, inclule
ing Yoldsr.l, “tete, county und mmicipal indedboedness. IV e
neaxrly twice as large as the total railread Sed%, and 21/2
times larger than the total public utility dedt. Humke, insup-
ance conpanias and Building and loen sessocialionn Leld abouk
55, 000,000,000 of mortgages in 1932, and mortgagen comprised
an loportant part of the sarete of savings banks, life insure
ance ocompanies, and Iniliding and lean aseociations.

Loxge an 4% 1w in terms of the adsalute mamber of porsons
attaoled 10 She industry and also in terms of it finanolal
obligations oulstanding, the conetruction industry assusss o
rlaos of criticlal importance in terus of fluctustions in sce
ploymant. Unlilkee the clothing, fooll and serwice imdustries,
whose oubput is cqulckly conswesd, the construction industry is
sogoed kn tho Tabplastion of dureble goods whish loat foy
yourss It is an industyy peculisdy subjest, therefore, o
long alternations betwsan presperity and depression, sinee
demands for its omtyut can be daforred whem o ontlook is dark
without gsreat change in the smount of slelder avellabls for
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e wse of the populstion. Typically, grest booma and depres-
sions huve ooourred in conetrantion about onece in & ZONErae
thone-in the serly 90%a, szadn in the 20%s. Zince 1909, the
total wvolums of maployment in reasidenfal Lousing construstion
has fxllem By over 70 par oeat. In terma of flustuations in
ssoloysent, Yerefors, the sonatyuoiion lndustry has sontrie
tod more lergely to unmalopmsnt than any otiuy aingle ine
nstyy.

In terme of the swargenay aituniion, stlmalation of prie
vate v loyment arong buliding workers attashed to the yesle
dentisl megtion of the oonstyruction induotyy oncujles a Loy
osition in the Jevelopment of the Adzinistration's Hecovary
Trogra ot the present tims, The agricaltural relief progrws
in now wall undar way snd las alyewdy sgoouplished or i¢ in
wosition to bring about shortly the cmlor galns that can be
oxpocled from messursn for the pontrol of production and uerkel-
ing practices. further incrsstes in tie standurd of syprlcultural
living, consequoentiy, de.eni more upon the achievemsnt of bale
snced -ativity in Sho eeomonic 1ife of 30w country as o ~hole
than apon specifis weasures of sgrisultorsl relief. 7Tha lewelope
et of rorkimg sgreasents laoking teward shorter iours and
hlgoer wegs rates undar e codes has alse progressed to the
yoint whare further major inprovenent 'n prients wploymsnt
condltions depands wors oa s stimmlation of activity in other
spoticng of our soonosy than won spesific develeopwonts unler
sede omtrol. The moet promising field for current sti-mlation,
therefors, is Lzat wide sootor of Suerican scopomic 11fe endruoed
by e nsavy indusiries, scong whdek toe ocnatruction indastyy
mls sanecinily large.

“wen in i heavy industries, there sye wotive signs of
racuperation culalds the field of reaidential construation
rnd commereiasl and faotory constrootions The merie$ for Loawy
conrusers poods, such a8 autompobilos and elaciyic refrigorators,
in glrendy setive sn! expending »% o Papld rate. The wmorket
for rmabine tonls and other typos of footory souipment is alwo
boooning somewhat more aptive wyisr the lopetus of the revival
aof zereral sctivity and will probably show inoressing strength
sy noode for replacwrent of worneoat and obsolsts equlpmont
dewelop. Turing e cuming year, farthermors, the poblic works
progras w11) rostore publie brnilding, state and leexl, to a
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yuts evmal %W or adows the nomul volume of pudiic conalywse
tion to shich this countyy wns 2djurted betors the deprsescion.
Tomands from oar transportation system for heawy eraipment
and for constructicn are also rasroaaring to a cearlain extant
and are oaking thomsalvns offactive in pert Yy nmesns of fipane
eial 2id frem the aklic orks sdoinistration,

Fow private resliontial constroaction, on the other hand,
resssine negligidle ia wolmw as do also projsets for new come
mereisl and fuotory bdullding. In part, the abeance of wctivity
in these flelds reflects the depth of $he Jepreseion and tia
fant that it is ovon now lees than 2 yeur sizoe the wowbing
toll of wnesployment and decrszsing bmelinsss voluma begen te
be checksd. In vies of the goveral oversupply of residestial,
somercinl and fagtory facilities in 1929 wien the Semrossion
firut davelonsd and the woarent btexporary incresse in thie
ovorsusyly beought absat by the depression itself shich dee
oraased dvoinoss volumes ani, in the residential fleld, cansed
not only o considerable smoumt of residential "doubdbling wp®
tut alse A wovessnt of population from urban aress bagik %o rursl
bomeataads, 1% could net be expected tiat tiere would be any
wideepresd demand for new privete sonetraction umtl) after a
considerabdle interval of assrgenss fyum U depression. In
e resiientisl field flwve years of wnierebullding bave wnloubleds
ly orasted & shortupe whioh will maks 1teelf 9l wpon & rewep-
tion of fallsr aetivity in our goemarul scomoede 1ife. Tew prie
vate residsntial comateaction is necossarily tisd %o o rarticue
lur sits, hosower, wnd umler present conditioss it is L:poge
sitle to tell st ohich situss tids genaral dend smy be expestiad
to develep, There will Lawves to de & consideruble volume of
reor-loyment for some inteyval, Lharefore, bufors workars w»il)
sualt be able to afford sersruls housing and slso bafore sxiste
ing vapanclon are abearbad, and, osnzscuentiy, before contraoe
tors and dullders will knmow om what eites, i wiad arese, and
in propinaadty to whal employmemt oprortunitiss o gomine noed
for new residential construction exista. iUnder thsse olroums
dtancee, the most traomdsing field Tor iomediate etimmlation is
the mwidernisation and yocalr of sxizting dwellings, dacked up
by & fundacental program 3irected towsrd the unfresning of the
mortsage situation.
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RAPQRY OF PRAGCELSE I PUBLIC wORXS HOUSTING

The total of all low-cost housing projeets whieh can
be carried oub by the Housing Uivision of the Public %orks
Adnintstration Wite year under present ayproyriastions is

Of the tewonty limited dividend Lousing projects, for
wiioh money ban bean alloosted, eight projscts, totaliing
about 715,000,000, are now sither undey comsSruction or
about 4o be contracted for. asbond 723,000,007 was origine
ally allessted for otier lizfited Uividend Corporatlions
prejects whish have not besn adle to jualdfy. Projests
for whick $15,000,000 was allocated nave beon trunsferved
in one form or ancther to the ousing Corporation. Include
ing the 100,000,000 allecsted to the Publie Yorks Imer-
genay sousing Corporstiom, thers is now = lotal of ayprome
imately 138,000,000 arallabls for loans to ianicipalities,
Yousing Aathorities, or for direct Pederal comstruction.
fhere "iamicipel” projects will all be urban yrojects, in
geraral the rowilding of slum aress oz thelr repluacement.

Ayrileations Lave desn received for %hanicipal® honse
ing whichk greatly axeeed the mmount svallable. In othor
words, mach wore then is availadle occuld be epsnt on such
"aapicipel® Lousing »ithin the next yesar on the basis of
the arplications already tentatively made.
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BUBSILTRECE HOMESTRALE DIVISION OF TER
EPARTINRT OF THZ INTRRIOR
The .utsistence Semertosds Sivisiasn of the Terartaent of
tis Interier bas the responsibility for aduinistration of a
fuand of 25,000,000 apd is engaged ia setiing up projoets %o
serve the parpose of test and denonatration as far as jousie
bls beoause it Dusocmes imnediitely apparent tiat this sum ie
insufficient for fimsncing sny wholesale movemant.

The projects are so selsoled LLat sach can contridute
sonething definite to Doth te-t and desonetration and in showe
ing tie possibilitiss of & raraleurden 1ife to wany peoples who
nswve been either completely dependent upon industyy or woon
airicalture and who oonuld attein groater secuerity by a dietri-
bation of their dependence nn Both.

The homsstasd projeets fall inte three generul types botb
a8 to those whichk have already been ar roved and Shose nnier
eonsidaration.

1. Garden howmes adjscent to ladustrial centers on
tracts of land wufficiently large to provide the oprertunity
for a good gardsn and a poultyy run, with «reas ranging from
tiree=- juarters of an aore W to nearly two acres. The Ufivieion
ie varying the screages within sach development and betwean
developments 80 ar to odlaln soce ilnformation regurding the rele~
Live dosirability of varions sized tracts.

2¢ lDeesntralization of industry wisre the homeste.ds
for aoricers will b clustered around smasll ;lants which ars
doveloped in rural or seal-rural enviromments. This looks
tosards the possidilitise of a coubinution of agricul tural ;ro=
duction for home use with csei. wages from soasonal ne well as
full tiee industrice.

3. Jewaloping Lomes and opportunities for resstile-
meal for families living on sobmarginel lands, inclading cute
over lands an! sorn out ond aroded aoils, This type 1o alued
8t giving better comcmmity snd agonomic opportunities om &
Smumstraticnsl basls 1o the large class of neople wmho, despite
thelir own capacities, are anable to carry on efficient agricul-
tural operations and whose vrawnks contribute heevily to the
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wigration to congented centers. In otuer words, thias part of
the progran involves helping peonle te stay on the land,

Tie program involves housing, and By fer the major cost
of ceteblishing n homentoad will ;o inte the comstyuction of
tiie dowicile and witet outbuildings may be rccessury, such as
roaltyy houses snd, in sowe cnses, barns.

Ihile the progras is not undertazen primerily s relief,
1% bos & definite relationship for the resson that the resi-
dents of honwstesds will be closon as far as possible fram
thoss groups fisaneially incapables of anisrtaking a program
of tiis sort withiout finencial assiotancs.

The resident will hove an average of twsnty vears in wh:ich
to pay for the home and g0, thersfore, tis construction has %o
be of a permenent cuaracter. Likewise, however, the cost mmed
be tapt at & figare whici: will not overe-sxiend ths yprospeciive
reolidant for the reasun that the som available is intended to
form o revolving fund and the intexest of tha Governwent in
the ultiante yeturyg of this fund mmet bs safegusrded.

The Cubsistance Aosestesds Uivision has vreoslved more than
2,000 pvmuma projecte calling for an sgirescle outlay in ex-
cons of 4,500,000,000. In sdfition it has received wp %o, and
in some canes alove, 1,000 lettors in a day from persons who Je-
sire inforuation regarding the manner in wajch thay wight aswyulre
& homestoud,

lecking at the progrun from ths broad point of viow, Ir,
#ilson, tue Direutor of the Diviaiom, is convinced that at least
10,000,000 persons in the Gountry sould live on sublsistence
honesteads, golning tharely a bettuy standard of living, procter
seenrity and contributing t0 a more rational dlstribation of
our pepulation as well as bettar use of our land resouroes.
mdsrtaisn on a larger soale, the program should involve very
careful regicmal plamning. :

ire “Almon also feels thal this program offars outetanding
rowelibliilties of madddng wors nesrly solf-sufficient, first,
the faxdly) sesond, the commmity, and thir:, the reglon. Come
plete self-sufficienay is neither poseidle nor desiradle, dut a
tending toeurds a greater solfesufficlenty can oontribule sreate
ly to the seourity of the low income groups and can assist in
stabilising their purchasing powey and in providing something
of & gushion during periods of Bslow normal Business sotividy.
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BEINI D
*ROOBSTRUQRION FINANCR CORPORATION
UORTOAGE LOANS

Panding the development of s definite gevernmantal program with
respect to lomns for the construation or repaly of low priced homes,
the Hecomstruction Fisance Corporation will comsider ap-lications filed
by aprlicants eligidle to borrow under “setion 5 ef thw eeonatrao-
tion ¥inance Corparvation set (banks, trust compenies and worigacge
loan conpanies) in caves whers the procesds of suah loans are intems
ded to de ro-lowuned to finsnee the construction er repalr of low
priced homee, under ties following coaditions:

(1) Xew iiome Comstruction: Small homss so fimunced amat be
uilt for ths personal occujancy of, and upon land nl-
rewiy owned by, the rrospsotive owmer. The mwunt of the
16an t3 be re~lent te any one owner sball mot ordinarily
axceed (a) £5i of the cost of laber snd material, (%) 60%
of the total appreised valus of the compleied house and
lot, or (@) 56,000, Tie segurlty sbiould be a first mort-
gge Pearing smortisation teres providiag for repayment
of at loast omsethird of the principal within five years,
at the snd of shieh time the unasartised portion of the
o¥lization from the home owney to the sligible berrower
shall come dus. In addition, 1t will be recuired thaxt &
real nesd be established for the comsiruction of any wach
homes, »0 that the sxisting housing Yecilitize of the
companity will not be uanesessarily duplicated. Sucik leans
will be male for the benefit of iadividuul prospeetive
home ownem, and not to finance renl estste levelopmamt
prejessts.

(2) some lmprovemant, Nepalr and/or todernizationi Improwe-
ment, repalr or nmodernisation 20 financed shiall be
for low priced homes personally occapled By the owners.
The amownt of the losn to be ro-lent ta any one owner
shall pot ordinarily exceed (a) &5% of the sest of labor
and materinl, (b) %O of tis appraised valus of the come
rletad home »lus improvements, er () £2,500. The seomr-
1ty should bs a first mortgage. %ith respset to maturi.
ties of the odligations of tus home omers to the eligl-
ble borroware, a distinction may be drewn between loans
to finanoe repalrs and minor ieproveasnts, snd Yross %0
finanoe modernization and major isprovements involving
structural changee. losns of the former class ahvnld gep-
erally bde completaly asortlzed within a five-year pariod.
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The vate of amortisation of leams of the latter class may
vary with speeial circamstances, but in say svent, at least
one~tlird of the principal should be smortised within five
yoars.

The oaxizmm satarity for all sweh lesans from “egon-
strugtion Finanes Corperation to the eligible dervower
is turee years, whieh is the maximem permitted by “setion
5 of the Hesonstruction 7inanos Cerporation Agt. Yhe ine
Sersat rate charged br Resonstraciior Visance Corporation
a8 the present Vime with respost te such loans is W¥, with
the proviee Wt tha dorrowsr from Rssonstruction #inance
Corperution may not aharge to the Loue owners in exgess of
&3 on unpaid dalances.

It is expeoted Wt spplications for susk loans would
oriinarily de filed dy mortgoge loan companien, Sush
1oans wil) zenerally be made wr t0 five times the somnd
valwe of the capital of the mortgage losn oowmpany. The
Corporation doss net propess o make such losns o wort-
zag® loan ecrpanies which ahall expest the home owmers to
use & portion ef the procssds of the loan to subsoride
for steek of the morigege losn company in ordsr that the
1atter shal) have sufficient capitel in relation to \he
ssount of loams Yequested. The mowtgage loan company
mast socordingly have ade-quate imdependent espital out of
whiak it wmet Timence the work of comstruction or repair
until corpletion, as the Torporatisn will not uniertake
to waparvise the constructicn work, and will dishurse
any sach lesn only stien the oomsiruction werk is emtirely
complated in asoordance with plavs ani spegificationn
previonsly submitted.
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APrEEDIX 1

RMORANDUR GUTLINING /ROPUSED CBGANIZATION FOR A
NATIUBAL NOUBRNU1ZATION CaMyALGH
By bre Frank iarker

National Hoderaisation ‘ y #1111 Aecelerste Musiness devival,

A Eational dedernisation Caxpaizn cvatesplates an intensive national
sifort te prewote the repatr, modernizatiom snd improvesent of howes and bHusiness
bulldings in every cormumity ia the United Utatess This ensvei s would tie in
direstly with the ublise Forks pregrar as a noane of syesding sativity im the
eapital zoods amd onpital equipment industries, portisulsrly constructions In
addition, with :pelininsry organisation work started ismediately, the caupalign
sould bs insugurated on or sbout day 1, 193, thus teking the batom from the hands
of the C¥A in this relay rece of progress and piving that sontineity ef sctiom so
indisyensable in any program seeking erfsotively to emergise business, n thres
oounts the imticual sedernisation Canpalign will seoupy a strategie position im
the aurrent Cedaral programs 1t ean be otarted at s tine e sropriste %o take up
the siaek im C¥Aj 13 requires mo large zovernmental appreprietion for its sugcesse
ful inmuguration and sosoletiony and 1t sermits & short, incieive earjeign oowe
saoted inte & brief seried at the end of whieh the aduinistrative and eperating
uxpenses would subouatiowlly terminate without any further obligation on the part
of the redwral Uovermment.

The basically businesseliks sature of & ¥atiomal Kedernisatiom “ane
palgn eanmet b overesphasisedls A odernlzation Caxpaign is sdmply designed %o
furnish & Jdirest stimulus o mase buying by the businesselike develeprent and exe
pansion of the eonospt thut it is to eovery property owmer's intellizent selfe
interest to apend souey for the pur-ose of oorrecting the dilanidaticm and obsoe
lessenae of his property when by doing so today he will save, through scnesssions
granted o him for saterials acd labor, & consideraile sum of =omey, iseentially,
sush & sampalpn 18 » glgantie, sollestive sales covexent eapitalising the enlighte
sned salfeinterest whlch motivates svapry :roperty swnsprs

in & word, & fiational Eedernisation Caxpaign would be & businesss
1ike atten;t 15 develop en & astionm]l scoale organised somrunity regrazs to
secelersis the revival of businose, it would furnieh direst relief to the dise
tressing uwnemsloyrent provalling im the sonstruction industry, would stimulate
bueiness sstivity and quicken business cunfidence, and at the sa=e tinme would
make Tor the stabilisation of rente and resl sst:te values,

Hased on the expsrience of large and szsll wrian corsumities zcate
tored throughoul Umnited States uhlek during the past thres years here suneesse
fally developed and enrried ocut their omn loeal rencvation ~rogreass, thers is
ovéry roasom tc believe that s Rational Yoderalisatiom ‘regren spomsored by the
Foderal Uovarmuent would deaw out of the peskets and bank asocunts of property
owsers sad shunt inkto the regular shannels of trade, ar additiomal billiom
dollare or more that othersise at this time would resain out of cireuletion
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Studies nade by the U, 3, Department of Commerce of the results of
iodernization Campaigns that have hitherto beon sondusted in bumercus oomrunities
in imited Ztates indicats that it is reasomable to axpect sx expenditure of 15
per eapite for vexodeling, renovatiom and improveszents to homes and business
preparties, exclusive of new scnstyogtion work and deferred »aintenance sad re-
plasenentse <aking a reasonable allowanse iz dollars for the additiomal sums
that, indaced by a laticeal Sedernlsation Campalgn, new sonstruotion and dsforred
waintennnee snd replasesents would add to the peor oapita expenditures for repairs
and rezodeling, the expeot:d aggregats expenditure of & billionm dollars or more
appesrs quite remacnable, esproially if additiomal ersdit faslilities are provide
sd and sade avalledle %o property owners desiring to borrow funds with whish te
conzlete thelir modernimation programe

Federsl Government thould ‘pomsor Campaligne

, in this somneotion, however, it is important to remevbesr that the
oatimewide asseptanse and develeprment of the roderaisation idea is dopendent
apon its sponmorship by the Fedorsl Goweranemte The gemersl pursose and scope
of suoh x eampaizn would be similar to the Liberty and Vietory Loan Campaipgns
during the Forld tmr, far beth campaigns ecnstituts integral parts of progrexs
desizned $2 xeet & naticonl ecargemoyy FExperiemse with almoet rifty olities lo=
oated 1a the Third Federal Ressrve Uistriot shows unmistambly that trerendous
drive and impetus would He added to looa)l “odernimatiom Cawxpaigns by the real-
isation that they were part saad raresl of & national movenent desizned te ree
1tevs uneasmployzent and stisulate buszicesse imevitadly, there is & dead woight
of iner:ia %o be oversame de’ore smller urdban soouunities ean bes indueed to
undertake 4 iodernisation ‘rogram, and the promise of sdninistrative ald from
the Federal Uovernmenk together with the ecllestive onthusines whish a natiocne
wide isdernization Cazpaign woeuld sngender, would go & leng why towsrd sesuring
rapld asseptanes of and action on the lodermizacion 1des,

Apart from the funde necessary to edninister this sangaign on &
national soale it is doubtful whether the Federal Covernment would have t0 ese
taiblish a pollcy of providing funds for looal eovzunities ta defray the exjenses
of their dwn osnyaigns. Any difficulties thet have heretofors deen exierienced
by looal eormunities im raising from their sroiressive buzincss and civie leaders
emcugh fuuds %o mest the opsrating sx;enses of the leeal samalgn, have hesn
largely 4we to the lack of conts; ious enthusissn and conf'idence whioh the Federal
sponsorship of & Satiomal Caspaign would wndoubtedly iwmyarts 7The operating
budget of three oents er sapita (based on the experience of lcooal Hodernisas
tian Campalgme hithertc conduscted, lnvolves such a srall sum fer the avaller ome
mnitios that looal civie pride would >robably »reslude any aspeal for Yederal
helpe 3Similarly, oivie pride osuld be depended up:n to take sare of the budget
of the largsr »retropolitan arsas espeelially in viex of the evotlipht of gublie
gpinien that would be focused up:m the wealthier and rore ;ramisent business and
civie leaders in the retrgpolitan olties if the ocawpalign were s tmsored by the
Foderal Goveranent.

Fors of Naticaal Crpanisation to Carry Out the Campaigcnm,

The adninistrative orgsnisstion required to surry out a ¥ationsl
Jodernisation Cexpaiga would somsiet of (1) Jatiemsl #sadquarters and an ade=
quate staffl looated at iashingtom, Dy Co, under tho ssgis of the Hational) -
‘nergensy Counsils {2) forty-eizht itats Uireatars of the Hational Pner;ency
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Sounell each of whom would assume genersl adwinistrative res msibility for the
imitiation and sucoessful development of the Hodernisation Cawmpalgn within bis
state; (3, a sufficient number of field vanagers in each state who would be
dirsotly ohargod with the aoctive adszinistratica of the “sderniszation smpalgn
within the state and whore spesifie fumstion It would be to yalvanice inte
aatiom ls:al eommunities aud mssist such cormunities inm the develorment of
thelr eamyaligne,.

Tre fationsl fesdquarters Sta’f under the iruediate sujsrvision
and control of ths Direstor of the Satimal scdernisation Censalgn would sare
for the following speasii'ie divielimms of the work on a national sosle, supere
vised by thoroughly qualified individualss (1) “icance, {2, ‘udlisity, (3}
iesidences, (L bSusicess Buildinge, {5) Speakers, (6} irchitesture and Engineere
ing, and {7} Viccen's Urganisations. #hile the genarsl scope of sotivities of
the foregoing divisions is imdicated by the differant titles, at this jJjunstire
& sumpary statecent of their spesific functionz is sertinent.

Finance Uivisions This divisiom weuld be res;coneible for cele
Yeoting, collating and dieseminating iaformstion om (1) the
othod of mising funds to zest the budgets of losal ¥olerniza-
tiom Carpaigns, (2] the proper sllooatien of funis for varioue
purposes in oarrying out looal esmpaigne, and () eaditiocoml
»ethods of finanoins sreperty owners by resort te looal bank=
ing and oredit iustitutions.

Publieity Uivisions This division would be res-cneidble for (1)
altiation development of a somslete national publisity
prograr consisting ef posters, bvillboard advertissments, nowse
paper a vertisexesnta, street car ourds, envalop stuffers, truok
poster:, flags, edoe, (2] the development of a comprshensive
pational radio pudblicity progeam, {3, the sreparatimm and distribue-
tica eof standard forme of posters, billboard advertieervents,
ob0., Lo be sdapted %o the different local sodernisation Came
paigne, and (L) the sreparation and plecesent of appropriate
news itouis and stories in all newnpajpors, psricdisals and magae
tines desi ned to enhmnee publis interest im the carsaign,

iesidence Uivision: Thie divisiom would be res;cnsible for (1)
the zrinting and dlssemination of eheck lists of itens serving
s sugzentione $o home ocuners of things to be done im the repair
and rerovatisn of their horws, and (2, ths develosment of &
standard provedure for orgsmisimg zrou;s of cenvessers or solicie
tors to zalkw ersonal contaets with lhowme owners in oarry ng out
the loocal sodernization “asuaipgns

ge Livisions The funstioms ef this divisimm
: of the Issidence Division, exe
procedire ‘rould be adapted to

businees propart.et,
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Speakers iivisions This divisiom would bs charged with the
resonsiblilty of cbtaining (1) the services of ~en and woren
of nationsl rezute to onrry the “rderization resssge o large
publie reetings and over the radics \2) the prepuration and
distribution of suggestions for %5, 10 and 1% minute speeches
to be used in local smminipne,

Arohitntun and Engi.esrl

sivieiont Thie division would
“rossdurs to be sadoptad by a
looal mmig,u ooamittes of the same title for the purpose of
(1) siving sreliminery arehitestural and enginsering advice

to preperty cwmersy (2) saserd)ing exhibits to assist property
omors to visualise modern bulldings nethods, and (3) civing
advice on extinates and the letting of contrasts thersunder,
This architectural, engineeriny, aed eonstruetion advise and
eounsel definitely would be of a prelixinary nature deeigned
wmly for the nurpose of enadling the sroperty cwiasr to reash
& dasision to proosed with the Nodernizatiom worky it would
not in:lude plans, working drawings and speeificatioms, and
therefore wauld not interfere with the regular aorvices of
the arehitest, engineer and builder,
doren's Orpanigations Uivisisms This divisiom would be

& 3 ¥) 1sting the support of women
m’ paticpal remows in the natiomal phases of the campaips,
and (2) devising prectieal reans, sonsi tent with the natione
al signifieance af the rovement, for enlisting woren as active
velunteer workers im the looal oamreigns,

in order that the Fational Campaizn may nosseas Moquu sohersnce
and coordination, the sta f of the Saticoal teadquarters should be dirsstly
res onsible for selecting the various Htate -“moagers snd sueh sudordinate
aduinistrative officers under each as oy be deered neceseary, as well az the
State Y .dernisation Com-itteess OUf sourse, it is assuvod that before any such
selections are sade, carsful consideration will be given to the ree cuendations
of the sresemt itats Uirectors of the fational Fsergency Counsil and other busie
ness and olvic leaders in the varisus scamonwealths,

it is fundaventally important that the direstion and aduinistration
of & liational :odernisation Campaizn should be cestered in tho hands of & elngle
individual, r ther than a Cemmittee or Board, operating umder the supervision of
the Rxzecative irestor of the fatiomal Fsoncmic Jouscils Thie eonssatration of
autherity is desirmble not only beesuee 1t would fosus res ansilility, tut alse
bestuse 1% would crovids fer the speedy formulation of the administrative ;olicy,
the rapld soleetlion: of a competent persounel, and at the save time would exnhas
sise oharavter and sa;acity rat:-p than politicsl affiliations as the sine qua

-non of e preition in the “atiml Heundquarters Staff or tho riold #ammgers
Wfices.

Fopa of itate Ur:anisation of the Sabiosna)l Eodernization Smwpal;

To save tize and to secure the =aximum soordination botwwen the natisne
al, stabs and looal phases of the eampalgn, it is suggested that geogra hie
United 5tates bo divided inte forty-eight wnits followin; state lines, in eash

e
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state the general administrative direstion of the eax;®ign would be in the hands
of the zresent 5tate Cirestor of the Satiomal Zoomomie touneiles

In view of the fast that thie State Dirsetor is now oharged with
the sdrinistration of ths complinnes funotisms of the ¥2A and alao has assured
exsoutive oharges of the inforratiom servies within the state eoncerning all phases
of the Federal Governsent's progrem, and in view of the further fast that the
sdequate developrent and comsuzmaticn of loc:al ¥odernisation ‘ampaigns will dew
rand an encrmoue amount of fleld work, there sheuld be aspo'nted for eash stite
ane or more State “mnazers of the iatiomal kodernisatiom Campalgms These
ranagers woild possess ;leanary suthority to carry ocut @ll of the detalled ade
sinistrative phases of the eanpaign, consulting and aivising of course, with
the itate Director of the liationa]l Eeomomle (ouineil en matters of general polioy.

As landioated im a subseyuent sectian of this wamorandum sealing
with the budget, the nuzber of Htnte “anagers would wary from state to state
dspending om sush faotors s the density eof populatim, the musber of individual
honss, the territorial expanse of the state, as wall as the stage of developsent
of industry snd ocommerces “hersver it was necessary to have more than mne Ztate
sanager, ome “ana;er should be definitesly given full adzmimiztrative responsitvility.
raferehly the State “mnagere should be wer farilisr with -omcereisl and banking
printiples and practices and at the same time bs qualified to pass admintstrative
Jud;vent om the scundoess of publioity work, fer mqmatinmbly finanos and pube
lieity are the most significant phases of the carmpaigm,

TH svercons the satural inertis of local eovsmuities, paurticularly
the urban areas with papulatiom of less than 50,000 it would be necessary to
have Sational Xodernization Caxpaizn ‘ansgers in emch stato for the rimary
purpose o zalvanising looal eczmumities into astiome #hile & soundly sonesive
od and sarefully sxesuted ;lap of mational publieity would do mumoh to make the
mtion dodernisatiom cunsoious, publiolty in itself would not bs su’fiofent ta
induee loeal eurwmunities quiockly and efficiently to organise thelr own eampai;ns.
Experience shows :learly that some initlal impetus and guidance from en outside
orgapisation is nevesssry to orystalise and develop echerence im a local lodsrne
isation Campai ne

The work of the State *mnagers wsuld be (1) teo explain the purpose
of the sanpal:n and %0 ocutline generslly the proczedurs to be adopted in the
dovelopnent thereof to the loeal aivie and Business losderss (2) to sducate
through asebings with wariocus nivie, edussticaal, relizlous and trade groups,
local Business and professiomal leaders oc:cerning the eoomemis and sosial benew
fits ssoruing from sush sawpaizn, and (3) to seleot from the businees und civio
loaders in the various communities the moat likely ocandidates %0 serve as chaire
nen of the various working cormittees in the looal oean &igne

it is clewr that nen of suffloient ealibtere to rerform this work
satisfastarlly oan be attrasted ouly by the offer of adegquate salariese ine
aszuch &8s She initial ooutmot of loosl eowmunities with the Wational “odernise
ation Jampaign will he through these State Sanagers, grest oars must be excrs
olsed in their selection te be sertain that they have the oharmotar and pore
sonal qualificat ons to do the jeb teotfully snd offeotivelys In this counece
tiom, a professiozal pronoter or a professional trade assoclation executive
will hardly «eet the spesifications, although it is desiradble that the Jtate
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‘momgers have exjerience both in the fleld of selling and . ubllieity.

4 :oes without eaying thst all State -~ansmgers should, if possidle,
be enlled te imshingtcn for several duys and thoro . ghly instrueted im adxine
istrative prosedure and prmuml »othods in persiading loaal sczsrumities to
undertake looal Lodernisatiom “ampaizns, It might be femsible, however, to
seleot oertain key wen from esch of the six distriots of the Umited it:tes
sorresponding to the distriots now adonted by the ied Cross, and kaving put
them through an adequate :eurse eof instrustiom st ashington, »aks them
ree :onaible for training itate imnagers im ths other states of their res-
peotive distriotse <t should be olearly recognised that the suscess of the
Fational lndernisatiom Canpal.n im relieving unexployrent and energlsing the
construstion industry depends almast saledy on the sompotense and dilermsy of
the t!.-ld ranazerse Yo make the Eoderamimation Cexmpaiyn within any stete tors

than shesy ballyhoo will regquire a state-wide oonsoiousness ef the »odernisne
tion movement, sveking an irresistible wawe of ttvcnblc publie opinlom for its
SUCoeNte

Te capitaline an statse ;ride and to assure the eampaizn of states
wide interest, there should be set up in etch stste a itate -odermisation come
zitteos appointed by the Governawr thervof subjeot to the spproval of the Sational
dodornisation Leadquarterss 7Ths nechersbip of this committes should be widely
representative of the businese, cwmmercial, industrial and professional life
of the eutire state, and sihould be ecatbered geo raphionlly as well, dreat care
and attention should bs iven to the proper selestiom of the u:psonnel of the
State siodernimation Conxlttees. “t ie mot smough uiaply to have the corercial,
business and sooial leaders heading p the péicture. Im this oconneetion brass
hats are of little use, it would appear advisabls te have the cormittee ~embere
ship selectsd from the driving, foreeful, business and professirne]l lsadere who
m be ecunted upon perscoally to diseharge the res)cmeibilitlies aszigned to them

in sublielsing and developing the campaizne

Looal ﬁ?ﬂ@“‘n Frooedure.

‘hile the presedure necessary to sffeatuate a soundly organized lossl
kodernisation Campaign will nessssarily vary froz co-munity to ccemmity to reet
ohanying looal scnditione, a standsrd or;anisstion etructure and welledefined
prinsiplas of operate are gulntessential to the sucosss of the local caryaign,

To be effective the losal cazpaiyn must mwve the undivided support
of a1l busimose, professi-mal, trade, r-ligious, ed-weational and olvie iroups
astive im the eommmitye In n word, te be assur:zd of zurecses the local “odsroe
isatlon Caxpalgn must be eommumity-wide in its soo0pe and funstiom, it is es=
pecially imsortant that the various local labor proups im the construstion ine-
dustry be aspromched early in the organisation stzges of the looal camaigm in
order that they 1ay be ;iven full oncortunity to soeperzte by doing the work
turned up by the caopaign at wage rates that take cognizance of the terrifioe
depresslon existing In the eonstrueti c¢n industrye iorsover, owing to tho rise
in prices for various Luilding xzaterials and supplies during thes past twelve
wonths, building waterisl and supply dealers as a group should be asked as a
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matter of selfeinterest to rake soncessione in prices during the seriod of the
Eational dcdermisation Jarmpel.n.

in order to etismulate vital interest in the emnpalgn and et the
ssne time provide the nost eiTeotive working orianization for its development,
the members of 21l local carraijn eommittess should bo ohosen with an oye to their
business and professiomal s filietione in order that the sodernisation =zessage
way be siven the -aximum diversity of apseals Tihe committee setup should be
bifurcated: first, a general zormmittee sorving as sponior for the gsxmpalgm oume
»rising the reo;utable and astive refessional, business, and bmnking lesders of
the sonmunitys and seoond, the operating ccxmittess oorres onding to the seven
+min divisions of owrpaign work, such as i'inance, ublielty, eb:., heretolore
definad in the seotion dealing with Hational leadq.arterss The zencral acme
mittes 1is the lisison comnittes between the looal adwinistrative cofflicers of
the oan:align snd the sroperty-owning rublice The -en and wowen whose unmmes
appesy on this eoumitiee should be ahosem with an eye to gesgra~hie and buge=
iness diversifiecation, and at the same time should hs suffielently well mown
to comrand the attentimm and rospest of the averszs . roperty ocwner, but this
rea eoct must be grounded u.am their professiopal and business sshievenents
rother than upon their social standing.

The orux of the lowval ocumpaizn is the :ompetent and businesselike
sclicitation of howe and business property owuors, us well as the banks and
financial institutions that have a direct firmncial stake in such properties,

Ho successful sodernisatiun Carpeipn oan be condu ted om publioity alone, 7The
property owner xust by contacted porasnally by volunteer solisitors (volunteer,
in order to reduce operating expense; seleetsd from the cormunity'e warious osivie,
trade, religlous and eduoational vrzanisations. mcee the volunteer solioitors
are recrulted, the entire wunleipal distrist should be subdivided inteo szaller
districts teo whish the tenhnically “rained proups of volunteer solicitors under
the guidangs of competent os tains and lieutenants would be assigned for & housew
to~house, budiness .ro erty-to-businaes  peperty canvase, it the time the or-
iginal contest is sade, tie solicltor wo:ld ssk the property owner or zortgagse
to indioate on a signed card the esmount of money whioh he reesonably believed

he could see his way clear to spend im ronovating or zodernizing his home or
bugsinese ;rorertys letnoce the mxpressioms of intent s nesrning work to be done
and womey to bLe spent therefor will be xads for spezifiec itews and in spe:lfie
anointse

The property owmer or mortgngee wo.ld be sscorded the »rivilege of
having the work done as he sses Iit, exploying such lebor and raterials as he
desirasz. However, to ald in the eoluticm of his partioulsr sodernizatiom
prohlem which may require the techniesl ssrvises of the engineer, srohiteot

and contrastor, emsy resort of the property owner to the various divisions of
the sampaign work would be . rowided,

To Le certa n thet the owners of Loves aid bus nees :royerties Lave
fulfilled thelr ori,iral roderaisation pledges as ndicated on the sigsed oard,
& compretenslive syste: of followeup rroced.re uver s twoemonths period wruld e
provideds This followsup progras would be entrusted %o tenhnisaily capable man,
such as temporarily unes loyed enjyinesrs and architeots, adeguately supervised,
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whose knowledge of building -~onstrustion would enatle thew to ehsok sipedie

¢ ously whether or not the work originally pledged to be done, had becn per=
formeds in asditiosm, the followwup cam aign would sorve ss a cotns of contaoiing
proparty ocwmers who cere provicusly nisseds

it is understesd that the sdministrative and operating exyeuses
necessary to saxpleto suesessfully eash locsl lodernisatisn ‘azpaign would be
raised by veoluntary oontributicms from various comeriesl, banking, rubdlie
ut1lity and eonstruetiom interests im the eorevmitye A Lodernization .smpaia
baing essentially a car aign of self~help, Lhe Federal Zoviravent wonld net
have %o assume any Finsncial res xsidility in reetling the expenditures neow
ecasary to condunt loosl oam aignse

Operating Sudget for Natli-mal ‘odernisation -ammalipn,

The following bud;et relates omly to the axyenditures whioh would
have to be ret by the Federel Covernment in its eapmolty &3 prosotional szt
of the dational odermiszslion Uampaigne The naticnal budget would heve to
tais care of the following slass of expenditures: (1) All expenses of Sativne
sl Hesdquarters, ‘acluding (e iduinietrative salariss, stenographicz and :lerie
cal expense, (b, Publieity, (o) ‘rinting and stationsry, (4, Telegrash and
telephone exsense, (e; Traveliny expense, (£, Ixpress and -ostage, (g, fquipe
ment, (h) iiscellancousy (2 Zxpenses of the itate -anagers! Jffices followe
ing the oreceding slassificaticadors detalled for latiomal teadguarterss

The budget for the Hat:onal lisadquarter’s Staff has best etl:sue
lnted on an e htenonths basis beginning smreh L, 1954, The budget for the
feate ‘anegers :rovidee for ome ‘tate “anager t¢ be em:loyed full tiwe for a
seriod of elgzhkt wonthe in sach s¥ te beginning April 1, 153, -hile the re-
zainiag Ztite ammgers will be employed only for a poriod of four months bee
ginming A ril 3, 1934, it i» sssumed that 1t will be nscossary te orzanize
and set up satiopal sadguarters i:-ediately and that &s soon as Tessible thoree
after, ths sational lirector and the varicus divieicm shiefs workin, dirsetly
under him would be selected snd set to worke (inilarly, it 1s sssused that
as aoom as the ationml Uirestor has been shosen, the Itate -sns;ers will be
seleoted. The re-almder of the stu/f of the laticnsl Seadguarters and of the
itate «anmgers' alfiser osusisting of aduinistrative and technieal assistants,
stamographers and cloris, will be added or diemissed ae trhe work requires it,

Attention is em:hmtioally dirscted to the fast that the edwine
igtrative salary czeale both for Eational <eadquarters and ‘tate offices 'as bean
set at 8 level dee od adequate to attract alsrt and driving business -ersone
alities into the lodernisatiom Jampalzny in estinating the salery scale for
the itate ‘anagers, due reco nition has besn given ta the fourfold elessifie
ocatism of salaries mow belng rald to the itate Iirsctors o the Hationsl Doere
éoooy Louneile it must not be forgotten trat ¢irs is the sssence of this osme
paigns ‘moe initisted, the organization work of the campaign will have to bs
driven thromgh st top speed undoubtedly nesessitating a Lwelvewbo-fortoene
hour working day for the staffs of Hatioual iesdquarters and itate offices.
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dorking on the assumption that eclisitatiocn of prwperty owners
throughout United itates would begim on or about imy 1, 153, this would mean
thet the Sational iiemdguartsrs and Ztate -eana ers staffs would have a:proxie
mately one and tne~half to two months ip whioh to orgsnize gompletely the
various phases of the hational Csmpsigne it is believed that at lemst two
and one-half months should be soheduled for the -orsonal eontast of hore owners
and business property owners to make thiir modernization yledges, thus oarrying
the organisation and selieltation stuges of the eampeign up to July 15, 198
This would allow four and ons-half monthe ug to Nowesber 30, 193 to carry out
the followsuy procedure des’gned Yo enscuragze the rasid fulfillsent of the
property owners' sodermisation rled;es. «iile the Hationsl iirestor and his
division ohiefs, arn well as ‘tate iana ers have to give unlimited attention to
the followwup proeedurs :eginmning Uotober 1, 193, &s well a3 to the ;redscecssor
steg o8 of the campal n, 1t has been asgsured that after Hoverber 1, 19%5; tiere
woild be a varked doersass in the need for division shiefs, tecrnionl assistante,
steno;rayhers and olerke, beth at Zational ileadquarters and at the itate .anmgers'
office,

For the recalning itens of National and 5tate budgets as indle
eated in the irst paragraph of this seetlon, aly s ratisnalized ;uess osn
be :ude at this ti ee Certainly the largest iter in the natimal hudget would
be yrinting snd 'ublieity. The iatiocnal leadq erters should design snd cay ‘o
postars, piseards, leaflets, newspaper aivertiserents, redic progra-s, window
posters, suvelepe stuffers, modermization exhibits, flags, ete, wit: whieh to
develop & aouprehensive Natlional Cawpai m of .blisity, for without sueh &
publlieity program it will be impossible to jenerats ontiusiase for th?‘ \-ftadgmw
isation .rogram in loocal ocovsunitiess it is believed that at lemst (350,000
will have to be srovided for publieity, C(empagison with the total exvendliure
for -ubliecity amd printing in the First Liberty Loan flouted in 1917 swounting
to 650,000 shows that the publlsity iter for the Ratiocmal todernisation  ame
paizn is not excessives

vaking due allowanoe for the other ite-s thet will necessarily
Le involwed in the fatiomsl and itate budgets, would probably run the total
budget Por the entire cumpalps sowewhers hetween 3850,000 wsd 00,000, The
sstirated administrative budget for iatiamal demdquarters and the forty-eight
Gtnte “anmgers' offices is set forth in the following tables
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TABLE SHOKING SALASIES POR ADNIE [STHAY ¥R DPAVF oF
RATIONAL RTAUQUARTERS ANL STAPR CEFiCRE

Eational Zeadquarters 3&::

Sational Dimﬁ&ruoonuunnonoonnqunouuuus 8,000
Pinanoial Division Janmger.esecececsrosccsensecsarance 5,000
rublieity Division SRnMgersecvesccecosnsnescscccscioee 5,000
Zesidense Divisicn ianagelessecseccossccesssesesnacese 1,000
Businese iuildings Division FanRgePesssscessessccesses 114000
Spenkors Divislion ianageressccssonsssvcessnsssosaceese h.OOO
Arghitecture and Ingineering Uivision Janagefeseccesese 5,000
bomen's Urpanisaticm Division ienegeresevscessseccscess h‘OOO

#l0,000
State cOre
Hos of Sklary Fer ' Hos of “alary ey
State lianacers Fanager Total State ‘nnagers ranager Total
Alne 2 k.ﬁw 5.000 Hebo 2 3’5’00 5.250
irise l ’.000 3‘060 Rery 1 5,%0 5.0%
Arke 2 4,000 6,000 Bolly 2 3,000 1,500
cale 3 Le700 251300 Mol 2 L4000 6,000
Cole 2 5,506 5.250 He Emxs 1 3.()@0 5.@00
Conn, 2 Ly 6,000 ¥eYe 5 L o700 1,100
Dels 1 3,000 3,000 Ko Car, 2 2000 6,000
¥ise 2 31500 5,250 He Umksy i 3,000 3,206
Gne 2 2000 6,000 Uhdo 3 L,700 94006
Idahe 1 3,000 3,000 klee e Ly 4 D00 6,000
i1l. 3 Ly 700 Fli00 Ures 2 32500 5 o250
Inde 2 5,000 6,006 P, 3 L7190 3,400
1owa 2 }4 .{)06 6.000 ROI [ ] 1 3.5\'9 5 .500
Enn, 2 ix,mﬂ 6.000 8, Car, 2 5,506 3:.259
Ky 2 11,000 6,000 8. Bak, 1 34000 3,000
lae 2 L4000 6,000 Teon, 2 14,000 6,000
mine 2 3,000 L 4500 Toxas L l1oTO0 11,750
Hda 2 13,000 6,500 vtah 1 3,000 3,000
inse, 3 3.;,,’]0&'3 % 400 Yeo 1 3,000 3,000
Kiehe 3 L1750 9,400 Vire 2 1,000 6,000
*m. z t‘l.ow 6‘060 &.ht e h’tm 6.300
Kisse 2 114000 6,000 W, Vir, B 1,900 6,000
m. 2 &.m 6.%0 m’. 2 24.999 {).UOQ
Zontana 1 34000 3,000 Byoe 1 3,000 3,000
Al) alaries Het Total All é?tatu..uow&{).m

Sational feadquarters LU, 000
Grand Totalessssesves$320,000
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EXPLANATIOR OF PROFOGED BORTGACE LBGISLATION

le Federal iutuel Lortgs. e Insurance Corperatiom.

Title I of the proposed law provides for the introdustion
of Federal umtual Mortgh:e Insurence.

In arder to provide s renewed flow of mortgage momey at
low rates, availadble (1) for the finanoing of oew sonstruction,
both new private comstrustion and slum elearance projects, {2
the return of oonfldence to the mortzage market, snd (3, the
wnfreesing of existing mortgm;e holdings in good standing, the
Committes proposes o establish & mortga. e insursnoe fund under
Federel suspioes, whioch, upon puyment of adequate premiums, will
insure lending institutions s return of at least 3 per ceat on
their mart;a;es snd & full return of thelr prinsipals At the
same time, the proposed insurance fund ls organized upom & mutuml
basie s0 that home owners and other elizible mortga;® borrowers
will benefit through m reduction in thelr lomns im proportiom to
the acthml experience of the funds That 13, the prezivw paid
for insurance, after allowanos for expenses and reserves, will
be redistributed to the borrowers in sxortimmtlon of their lomns
t0o the saxtent that they are not sctumlly absorbed by insured losesee
A test onse of the plan propossd by the ‘oumittes denonstretes
that the fund would be solvent and would return a dividend to
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borrowsrs oven whou (1) mort a os wers insured to 40 per cent of
their appraised value (thus slimioating the need for seoond morte
s flnaneing,, (2) the fund was oblized to maie good lta insured
liability on as many as ane out of four of thess mortgages, and
(3, the avers, e realisation of the fund on such mortgze es was only
50 psr omnt of the ori imal appraleed wvalue of the property.
s1th this margin of sclvemoy, sdequate mans event will assure that
the opermtion of the fund will bring no loss to the Irensury,

As somditiong attached to this fund, the Committes proposes
(1) that ineured losns be limited to flret liems uwp to & maximm
of 30 per osmt of the owrrent appraiszed valus of the property,
(2) shat insured properties have an snnual smortisation require-
ment sufficieat to retire the nortgsye in at lesst 20 years,
(%) that the net intsrest roturn to the lender be not more Shan
S per oent, snd (/i) that the insurence prerium be Bt an smual
rate equal to 1 per cemt of the oriilnal fmos valus of the mort
;0e Thie mesns that a hoeme owner, who borrows aup to 20 per osnt
of the appraised wvalus of his property, may oarry interest and
inswrmnoe premivms on the mort;sge, and, !m addition, provide for
the eonplete retirecent of the prinsipal in not more than 20 years
by making sn smwal total payment of not more tham ) per esmt
ite original smomt, I the experience of the fHimd is satiefmo-

tory, the mortgage will ts cancelled and these payments will oceare
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in less then 20 years., Mortga:e lemding institutions whieh ecop~

orste under the plan will de limited to & maximum intersst retura

on thelr outstanding losus of 5 per sent, but in osse of defmult
will be assured of at least 3 per oent and the full returm of thelr
prinoipals It is She belief of the Comsittes that this plan, by
the intreduwstion of the insuranes principle, providee hows bere
rowsrs with sheaper mortgage finaneing than has ever besen gener-
ally availstle in this soumtery, and, alsc, offers lu'm sepupri-
ty more than suffleient to marit thees lower rates.

In addision, the proposal has the advantage that:

() It utilises the existing mortemge institutions of the
soumiry to the fullest extsmt. Iur existing reputable first
nortgh e lending institutions will have an inducement to
proceed imredistsly to make new mortiaze loans under this
plan without deing impeded by soarelity of eseond mortge;s
funds or sporelemsion as to the future solvency of their
investuemts. There are cases whare such institutions will
be tsmporerily prevented from using thess facilities to the
full by reason of state lews whioh lismit wortga es held bty
these iastitutions to & lower peresntage of appraised value
then is sontexplated for insured mortia.es under this plam.
i1t is the opimion of the Com:ittee thmt the States will ooep-
erste in revising thess statutes repidly insefar as they would

oSn
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affeas insured mortge;es.

It eliminates the nosessity for sescnd mortym.e Cinande
ing and substitutes s single instrument covering the full
smount of the borrower's lom. The sesond mortzeze lastru~
zent, beosuse of ita dual liema, has pernitted the develop-
rent of unsorupulous fioansial tastics. It hes alsc exncbed
sxorbitantly high rates frow the borrower (ususlly in & com~
ocsaled form to ssoaps the usury lews) and has constituted
& major factor of instablility in the mortgm:e market,

It further extanda the introdustion of the self-liguide~
ting mwortised mortpa:e and further diminishea the fleld
eovered by the renemal mortga e drawn for a period of three
to five years, These instrusents have wlsc beenn & major
onuss of instability in the mortgage sarket, The fmot that
they have boen eas!lly renswed in perieds of prosperity with-
out great curtallment of prineipal has stimlated cvere
indebtedness, while, in periods of depressiom, sousumer in~
sorma have boen subjest to sudden pressure o the pard of
lenders for heavy ocurtailsent of outstanding liens,

it provides & roans by which liguidity can be restore’
to existing mort;ages in zood stending. At the pressst time,
nortge;e Tunds ars moaroce, in part becaunse swven ;00d morit-
gagme are frosen and lenders are unable to realise upon thea

im tize of need, Iy providing a system whareby these lomns

oy
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oan gqualify for Federal insurance, ligquidity will he restored
to & large sector of the moetzage market.

rederal sortgmce lsscoiations.

To lowsr further the cost of mortgace finmnoing, Title 11
of the Aut provides for the insorporetion of Federml “ortgmge
Assoolations, with a minisus oapital ef 75,000,000, under the
suporvigsion and exarination of the ome Losn Senk Losrds
These Assosiations would have power to o directly imto the
mortga. e landing field snd to reise fukis for this purposs
by direct sale to the public of thelr owmm bonds, provided
these bonds were matehed, doller for dullar, by rorézages in
their portfolics which had qualified for lnsursnce under the
iederal cutuml Lortgsge insursnoce Larporation.

Sirdlar mortgage institutions, without the insurence
featurs, have & lon; reocord of susosssful operation abroad,
where they have greatly lowersd the cost of mort sye finsoo~
inmge In this ooumtry, mortgm;se heve not appealed te the
gemeral individual investor becauss they have been seoured
by » single property and w had no essily availaile moans
of appralsing the walue of the lien. Ais & consequence, they
rave not teen suitable for treding in the security markets,
and the investor has had no aasursnoe that they would not

besome froren on his heandes These Lpedlnents bavre been

o
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everocome edrroad by the developrmant of genoral mortgags asso-
eiations, in whioh fiunds are raiszed direotly from the pudlie
by the sale of bonds, whish are sscured by & poocl of sll of
the mortzages held by ths asscciat’ ns and whish ars readily
treded in the organised sesurity rariets.

it 1s the expestation of the Camcittes that the wortgm:e
assosiations suthorised under Title II of this Ast will fill
a simllar rols in the Americsn markst, lalng under Federal
jurisdietion and eontrol, and hawing thelr outstanding bonds
virtually gumrentesd by the requirement that they be covered
by rederally insured mort;m.es, the bondz of thess inetitu~
tions will constitute investment instruments of the hishest
gredeo, and should furaish & mechanisze for a contimulng supply

of mortga;e funds at extrersly favorable rates.
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To improve conditions with respedt o hane mortgugs
firanging snd to elininasts the necesaity for second
morigage Tinaneling Wy eresting a systa: of smlual
uertgage insuranos and by saking provisions for the
organisstion of institutions %o handle hoss oorte
g£ge fivaneing, snd for othear pur;oees.

TITLE Iwmo¥ROARAL HUTDAL MORTOGAQE IHEURARCE CORPORATIOR

!n. 1. T:ie $itle say be citod as the "Federul Matus) Horigoge
Insarsnce Ast®.

afinitions

B0, 2. 2 weed in Whis Sltlowee

{(n) The term "Roard® roane the Pederul Home losn Baxk Poard aree
ated waler the Pederal Yeme lLoen Puwc Ast.

{b) The Serns *Corporation® nssns the Yoderal Wutaual Nortguge In~
surance Oerperviion creatsd wnder seotion 3 of his Aet.

{e) The term "homs mertgugn® nmsane a first mortgage on rosl ose
tate in fes sirzle or on & leasshsld wader a renowsble lcase for mot less
$han ninetp-nine years upom which thers is loveated a dwelling fer not more
then four families, the land and the dilding being used priceipslly for
reaidantiasl par:esesi the term *first morigigs® includes suoch clames of
fire$ 1lens as are covmomly gives 0 segure sdvances on real estate under
the laws of tho state in «hich the real estate is lsoated, together with
the eredit instraments, §f any, secured Visrely; anl the term “dwolling
for mot more tham four femilies® mesns & sirncture localed on sontignouns
real estute :ald by a slngle owner irrespestive of wiwther wush dwelling
has a party sall or is otherviee :lysically concegted with unother dwslle
ing or othar dwellings om real estats not so held,
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(4} The ters "mortgagee® meant the jperecn or institution lending
upon seoariky of the Lo morigage and ths teym “wrigougor® pazns tho
poracn borrowlng upon the sscurity of sunh home mMOPLgage.

fec. 3. {a) There ie herely ozented = body corrorats %o be
Enewn as Whw Federsl Matus) Mersgice Insayance Corporation, whish shall
b an Instrumantulity of the Umited Slubes, and whieh shall have smtloss
1ty % mue wnd to be sued in ang court of competent jurisdiction, Fsdaral
or Stuta. The Corperation shall e wider the supervisiom of a beord of
divestors vhiah may npreserids Ny<laws, 1ules, nd regulations for the
agcom;lislhicent of the porposss snd intemt ef this sad. The oemdern of
the Moard shall constitate the Board of direetors of the Corporation
spd shall sorve s such (irestors without additional coupensation.

() The Corporstiosn siall be & matanl inwarsnce corporation
for the ;urpess of insuring homs nortguges as herainafier provided.

(¢) In owder vo provide Tumds out aof whieh initial expenses
of the Corporati n way be paid, the Jorporssion shoull have & capitsl svook
of 32,000,XX) to s madscribed for by the Secret.ry of ths Treseury on bo-
half of the United States. PFayments on soch sadseription shall ba subjsct
to enll in wiole or 1n part b sny time by the Board and shall 3o padd
by the Seeredary of the Treunsury oud cf any funds ia the Tressury not othor-
wise apprerristed, Regelpts for payoent for or on socount of sush stock
sbull be devositod with the Tre.surer of the United 5t tse and shall bs
svidence of thie stock ownership of the Undtsd Stades. Soch stock jhull be
antitled 8o dividerds %0 Be paidis the disaretisn of the Board oud of
tie general reinsursnos fund herelrafier desorided in seciton 5 of tudse

title., e
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Bec. . To bo eligidle for inswr:nce By the Corporstion, &
bose mortgags shalle

(») bave snd e 5614 By an entadlished and re:utable mortgagee
2 Peved by the Bourd)

(b) involwe a principal obligation not in exocess of 80% of the
aprraised walue of Sthe proparty glven as security thsrefor;

(o) hawve s maturity satisfactory to the Board and not %o o=
osedl Ywently years

{4) oontaln somplete awriization provisions so thad by full
com:linnos with its tercs all obligutions srising under 1% sixl) N GO
piﬂt&y discharged ut suburityg

{s) ocarry sn sxceal fixed chsrge tc the Morreeer satlsfactory
S0 the Soard snd Mened uiron the ned msount originally sdvanced trarsom,
suah ned amount to includs lagitinzete initial service aherges and ap-
pralsal fees;

(f) bear interest at not %o axeeed 55 per anmum on the prine
oipal odligasion &t ey Sive outstanding}

(g} rrovide for spplicetion of the veralnder of such annagl
ciarge, exclunsivo of an smount eual to the presfom cherge of the Core
poration fer insurwunce .o .sreisafter provided ard exclasivs of wuch
waount as ths Soard edall dsternine way be aprlioadlo $2 sn interest,
rreniam charge and snmortisstion reserve, to szortisation of the princie
pakg

{b} emtain such other Serms and provisions se ahall Bz dew
ternined from time $o0 Ai-# by the Board.

o
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Sec. 5. Home mortgages a- . roysd By the Board an soulying with
tis rrovisions of ssetion 4 of this Aot mey be inwured W the Gorporations
5 promiom cherge ¢ ual t0 1% er anrum of the face wvalws of the mortgege,
payablie an-ually By the mertgegee, shall be mnde for such insarsnce. 1f
sl any Lise the mortg@or uwnder ssn iaswrod mortgags ehall b in defaull,
sind the oarigagee shall have foredlosed und Saksn possession of the mort-
saged property, the mortigagee siall de entitlsd $o Sarn the praperty over
o s Cerporation und assign to it all olaims of the marigngme against
the mortgrgoer orising cut of (hs wordigage iransoeiion or the fereclosure
proceedings. Uoon sach delivery spd assigmpant, the obligation of Qs
wrtgagee o pay the 1% srecium chiarge #.all gesse and all rigits of the
sorigages or of She morignger $o any Bensfits from sech churges s:all
terminate. Thereu:om the Corporation aiall deliver to such mortgagee &
4odenturs or dedentures of the Corporation having s total feos valus emal
Vo the valuns of sach nertgagw on the daldo of dellvery of the roperdy
mariguged, soch valus of the mortgage 15 be determined by dednsting from
the prineipal swoumt of the mertgzage still outstanding on the dube of
such delivery, all charges Lnoluding tax sryesurs and eatimabed ropalr sx-
renses shich would be necossary under its $sros te Wring the mortguge wp
o date and Ln good standing om sach dale. Sach dedenturss shall bear
intarest at u rats §0 D» delernined by the Jourd and nst 1o exveed (tte
rate of) 3% per smmmm payoble anranlly, and have & maturity dute tires
yesrs from the 1:%e of maturity of the mortgugs in sstisfaotion of the

insuranee of which the dedentures wore dsliversd. Ench Asbantures

P
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snall b fully gusrsmniesd as to principal and interest by the United
Biates but shiuli not Bo subjent %o sny Sax eovecy;: tions.

Se0. 6. The Joard shall havs fall powlommuu
turned over $o0 it in exciange for debentarss as horei-defore provided.
Sogh prepertiss ooy e rented, rebabilit ted, mvdarnized, sold or othare
wise isalt with %0 assure a maximean finangial redsra to the Corporation,
The Board shall alwe hwee full pover o ursue %0 final ocllection, By
way of compromise or otherwise, all glals: sguinet mortgagors asxigned by
moTigagees to the Corporation as hareinbefors provided. Shonld tis net
smount realissd on away sach properdy and sny swsh alaims, after dotuoting
sll expsnses incurred Yy tha Corporatios in handling snd disposing of such
propsriy and ovllecting wrem swoh clajoe, exoeed the fage amownt of the
debertures {sswed In sxchangs thersfor plus the interest payakle on much
4edoritures, the Corroratios shall ray over ko the sortgsgss so rch of
saoh exoees as added to Ahe principal sand interest rebarn 50 Wo received
on the debanturss vill give to the mortgagee the sems amount wush mort-
eagss would hawo reseived had ths morigugor redesmed tho prouerty and
paid off in il all obligsticos under tho morigages and arising ot of
the foreclosare iroasedinge at ths $icw of delivwary of khs vroperty to
ths Corporation and the morigages recsived interesd on waeh paynent al
e rate of 1% sar anmam since smoh time. iay of swah excoss therssfier
reaaindng ahell Be jpodd S the mertgagor, Thae right to sueh axcose shell
oot Ve constraed Lo glve say mortguges or mortgugor any rigst or inlerest

in sy property turnsd over (s the Corporatiom or .my right or intsrest
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in any clain assig ed to the Corporation, or to im oces wpon ¥ho Corporas
tion any duty or dutiss with respect to the haniling or iwspossl of

sugh property or tha collection of sueh clzim. The detersination By the
Board as to the res ectives wmounts of wuch exvess, Lf uny, to be rald to
the zortgagee, or ths moxrtgagor, shall be finsl -ond payoent 3y ths Core
peretion of ¥ha amounta so 4starmined shell Adscharge the Dorporation
from all sdligztion to sither \he mortgagor or tie mortgsges. The mort
gapoe way, at the time of wuraing over the (reperty to ths Corporation,
#ake & stateoent of clain as to the amomnt 0 Do dus him oot of such e~
cess, and tho Board shall, £f i allowe waoh clain, isme o cardificate
o such affecs. Jueh certifiente muull ontiile the mortguges to payaent
of tho amount a%s85d thereon out of the excess whan «nd 1f awulluble withe
cat farther rrosf{ of claim.

Sec. ]. In order %o prevont hasyy forecloosure and disposw-wnion
of aortgaged hione oeners begaunsa of Semorury inadllity of Lhe mortgrgor
to meed kis cbligstions nnder the mortgsgs, w Corsoretion aball aseist
the mortgagee in gurrying the mortgogor along, as follows: If the norte
sagee Loe8 not foreclose Lvadiately on defaalt ot alloss the mortgsgor

o ressin in gwumﬁm afber Aefuult, then in case of later foreciosure
as the result of coptinued dafanlt, shen ths nortgagee turns the pronerty
ovexr Vo the Corporation in mesordange w»ith Sha provisions of section % of
this title, the Corporation nhall deliwsr Ro such mortguges a certificats
of cleim for an soount eou:l %0 thae Aiffazrence botoeen the face wulue of
tie debentures otually rooeived by She mortguges toon dslivery aof Ahe
property o Shs Corporatlon and the fase value of the debmmburoe such

-

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



wortgagee would have rocsived had ke forclosed lmcadlistely on defaull und
turned the roperty over at that tirce, suoh amount o be sudjoct W the
ap;roval of the Board ond not S0 exceed 107 of the fane valuo of the worte
gaga. 1T the amount realized by the Corporaticn under the prowisions of
ssotion 6 of this $itle §s irsafflciont o pay the norigages the full
asount to which he might de satitlied under the ferss of th -t ssetion, thes
the Corporation shall pay % such nordgsgee swch portivs of e amount
ststed in wnch certificate of olsdm pluz wn incrassnt of 3% por enman of
subh amount sn will enidle the morigoges %o recelve the 3.0 paroetoge of
sugh smoant ;lus fnoremant as tha Corporation wecelvee 4o spily egndnsd
the cbligation of thes dedentures issund to sueh wortgagee.

Sec, & {(a) The Poard shall from $ime o time opan wen the
booka dmceépomuuvwmam irmurance fonds oe it ey daom
neosasary to snadle the carrying in sepsrute accousis of mortgages inw-
velving subatantially similar risks. %Such risks may be detereined (1)
¥y yoar of maturity of the mertgage, (2} by axtent of the appraised value
coversd Wy the mortgage, (3) by churmcteristics of the property covared
by She mortgage, and (&) by geograzhical losatiom of saok property.

{(d) Yook mriguge socepted Tor insuranse shisll be assigned
S0 ths fumd daternined by the Nowrd s inelufing 288 class of risk chare
sctoristics. Prrasiom charges received for the insuranse of a purticular
wortgage shall bs credised to the fund So =hich that mortgoge is sssigned.
Intsrest snd  rincSpal on dedentuwres issued in satisfaotion of morigage
insar.nge as provided in sectlion 5 of thle Sitle shnll be charged %0 the

“fe
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fand to shich the yarticulor mortgage involwed is assimed. Payownits
snde againet osrdificates of clalm ax rrovided in section 7 of this title
shall be likewise charged. txpenses incurred is ths handling of nroperiy
and the acclle.tiom of clalms Ssliveresd and assigned to the Corporation un~
dexr the previsions of swotion & of this Litls, amd firs§ receipis from
sugh property ond olalme o satiafy such expeuses and to ;ﬁm tha obli-
gation of the debentures and certificetes of clalm shall B¢ charged and
aredited in like munner.

(0] 7Thae Beard shall alwso open ujon the books of the Corporatiom
o ganaral re«insursnce fond wiich shwl! de avallable to poy charges againet
ary € the severnl fumids herelofors desoribed which may be iaade cste to
pay charges against thas. The swrlus in swoh relasarsnce fund desusd Yy
the Bourd tc be in exeses of the smonnt necessary fer the proper reinsar-
anoe of the sever:l funds snd in sxcess of tho anownt necessary to cowver
otuse expsnses of the Corporativm shell Be paid inte the Tressury of the
United $tatses as dividends om Vhe stock of the Corperstion held by the
United Statos.

{d) Oeneral expenses of opsarutiom of the Corporation may de
sllecatedt smitably By the Bourd mmong the seversl Tands or charged te
the general relneurance fund,

(o) WThenever Sho Solal mmound in any ra $loular fond shall e-
qoal or sxosed 110% of the wum of (1) tha remaining wmald nringipal of the
taen cutstanding mortgages asnigned to wash fund wad {2) the cutstending
11abi1ity of tle Jebentures clurged to sach fund, issued do mortgagess »ho

iawe foredlosed :nd turned over property %o the Corporation is sccordnres

-
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with the provisions of seotion 5 of this title, the Board mey terminute
the fand (1) by paying to the nortgsgees holding cutwlanding meriguges
assigned to sush fund & sum sufficient 1f such nortgnges Be in good
etanding to pay off such morigages in full, swoh payuent Yeing for the
bensfid and sooount of the mortgsgure, {2) by sedting asiie an amount
sufficisnt to meat the teyment of the dedenturss charged to sueh fand sb
satarity plus intersst on them wndil meturity, and (3) by Sransforring
e rescindsr 49 the geseral vreinsurence fund hereinbwfors previded.

(f) Thensver the Sotal smeunt in uny particulsr fund shall
s;0al 1155 of the swm of (1) the yemaining unpuid principal ef the then
ontstanding mortgages assigned S0 wach fund sed (2) the cutstanding liae
dility of the dedentures charged to sush facd, isvuad to morigagoss whe
havs foreslesed and turned over ;roverty to the lJorporstion in scceriucce
with the provisions of ssction 5 of thin title, the Bourd aixl) tersincte
the fund (1) by »aping to the mertgsgees holiing outsSanding mortgagos
ascignad to such fund & wmx suffioient ${f wach mortigqges de in good
standing to pay of f sach mortgeges iu full, suoh uymnt being for the
nefit and account of the mortgsgors, (2} by sefting aside an umoand
wufficiont te miet the payment of the debsntures churged $o such fand at
matarity plus intsrest on tham until seturity, sud (2) by transferring the
recainier W the general Télnsurancs fuand hevel-Before provided.

{s) Shomld the amoumt in any pe:tieul.r fund fsll to ecual
115% of the sum of (1) the remaining wapald principal of the then cutatinde
ing nortgages sasignoed to suoh Tand and (2) the ocutstandlng 11adiifity of

o o
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tus debontures charged to such fund shiolh hawve beon fssusd o mortgigees
whe have forealosed and turned ower ;ropurty to the Corporation in st~
corisnce with the ;rovisions of secti-n 7 of this title, and not ds orx
heve boen terminuted By the Bourd in we orlance with subssction (e) of
this sesiion, until the final yeur nrlor to the maturity date of the uorte
gages anzigrad to such fand, the Hoord shall termdnste the fan? (1) uy
sotting uside an amount sufficient $o mest the payment of the ledenturss
charged te sush fund at mutnrity plus intaresd on them until maturity, (2)
by tranaferring to tio general reinvorance fund not less than L% nor more
than 15%, 4f svxileble, of the amount to the cradit of such fund and (3
by dist-iduting the reswinier, Af any, ~reportionally ¢o tha mortgagess
for ths denelit and sgoount of the por'y gore of the mortgages aseigned
to smoi fond. .

(i) Ko mortgagor or mortgugee of ony insured uortgngs ohall
Lave eny vostad right in the credit b.lance im any nartionl.-r fand and
tie deterulnation of tHw Board o8 to the amount to0 be rail to smy worte
gages for the Penelfit and ascount of any mortgagor shiell Be final opd
gongiunive.

8e0. §. loneys of the Cor-oratisn not otbherwise maloyed shnll
be de;08i8ed An the Trecsury of the United States., The Troasurer of the
Un;tuﬁ Skates is hioreby directsd %o pay interest on the amount 30 e Op=
1828 at the rate of 3«1/4% per somwe rayabls semi-srrmally and flgured on
tue average amount ontatunding during any sach semleazrms) 97808 Inw
terest 30 cr-dited to tue Corporation ahall Be allocat:d among the saversl

funds descridud in seetion £ of thir titlie ir -rovortlion to the credit

) e
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Balaness in sudl fuedn.  The Board may, 17 it shull dees L8 sdvisabls,
parchase in the market debentnres issusd by (he Correrstise undey the
provisicos of section § of thls sitle. Debenturss so parchated shall be
guncelled xnd not reiecusd and (he cevaral funds %o which sush fedentures
bawe beon charged shall be charged witk ths amounts used in making such

paArghases,

See., 10, Toe Board shall, without regsrd to the  rovizioms of
Civil Servios isws arnplicabls 86 offiaers and swploryses of the United
States, a;eint sach sffioers, emsloyeen, aStornays, ercralsers sl sgenie,
as srs necessary for the Aransaction of Lts business, Tix thelr compen-
sation, define thelr dubies, remire bonds of wmah of them as the Board
say desigrate, wnd provide s symlsm of organisstion to fix ras onsibility
anl promots sfficlenay. Any appointes of the Board oay be rezoved in the
dlseretion of the Board.

Sev. 11. (a) The Corporetion msy slee insurs morigiges hich
are not homa morigages within the senning of thul Yerr an dofined Ln secw
tion 2 (o) of thins titls Dut which ere first 1lens oither (1)} on proverty
held by osrporations formed #holly fer the yurcose of mroviding bousing
for familins of low incoms, or for the regonsiruciios of shinm arasx,
whieh are regulatad hy ftate or municipal law ap %o rents, churgas, oapi~
$al structare, rute of return, and arwas aod methade of orepration, or ()
on propearty on zhich is losated o mmitl: le faolly or apartumat tyoe duwelle
log bawling wn acorsised value per avellabls faplly wgsoncedatien not in

sxoess of & saxtmu: %0 Bs 2t By the Bowri.

»3 1=
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(b} Suck mortgages sholl co-Silin Serms, conditions an? pro-
vislons sx(infestory to the Boar! ut ssed not conforw to the sto-durde
set 10 sechion & of thie $itle. Suljeot to the right of ths Boerd to
fnpase a premive charge Ln excess of, or less than, the wooant specifiod
for Mome mortgages, the provisioss of ssotions 5, b, 7 and & of this
title sball be o licadle S0 mortguges Snwared under this sestion.

Exanlilen

Se0. 12. (&) Thowver makes any stabement, knowing it to be
falee, or vhaoever willfully év:rvuluss any secarity, for the jurpose of
influsncing i any way say actiom of the Deard under this $1tle shall B
panished Ny a fins of not more tham 35,000, or Wy imprisommont for not
more than two yeurs, or both.

{b) Thosver (1) falsely =ukes, forges, or counterfsits wuy
certificate of inesrunce, wele dsbentura, bdend,or other obligation, in
imiSatice of or purporting to Bs & cerdificute of insurance, note, dee
Yenture, bdoni, or other obiigntion of the Corporulion; ar () passes,

. utters, or publisihes or «i%en:te %0 pass, utler, ar  wdlish, sny falss,
Torgwed, or counterfeited cartificate of iasursries, nole, 4dsbenture, bdom?
or othar obligusicn varporting $o have Deen fsrued by the Corporation,
knowing ¥he smme t0 Be falss, forged or counterfeited; or (3) falsely
alters any ce Viftcate of inewrange, mote,lsbenture, bond, or other
odligation isvaed or urrorting to have Been iasued By the Corporations
or () pas:en, utters, or rudlishes, or asftespds %0 pase, ulter, or yade
1ish, as tup g falsely alSerwd or spuricans serdificate of ineurnnse,

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



nods, dedenture, Yond, or other obligution lessued or curporting to buve
boons fesusd by the vﬁorpomuaa. nowing the sane %0 be falssly altared or
sparious, shall Be punished b a fine of net mors than 110,00, or by Sme
prizsomaant for not more thaa Tfive yesrs, or Yoth,

() Whoesver, Baing connscted in any eapaaity with Ww Nousd oy
the Gorporation (1) embessles, abstracts, jurlaine, or wilifally misapplies
sy moneys, fundie, securities, or other things of values, whether bdelonging
s it or pledged or otherwise intrusted t 18] or (2) with fotent %0 de-
frmad ihe Bosprd of \he Corporstion, or any othar dody politdes or corporets,
or any indiviimal, or to decsive any offiser, milter, or oxaniners of e
Board or Sthe Gorporation, wmakes any fxlse aatry in any dosk, report, or
statexent of or %o ths Board of the Corporntion, or, withomt belng duly
amtborised, dravs sny oxder er lswuss, puts forth, or assigns any certifi-
sate of insurance, nots, dshenturs, bond or ether oblig Siom, or drefy,
moptgage, Judgeont, er desres thareof, shall de ;unished By a fine of not
mere than 210,000, or by imsriscoment for met mews s five yeors or
»oth,

$06. 15, The right to alter, acesd, or repss) this Sitle is haroe
By ox; ressly reserved. 1f say ol:use, sestence, paragrmph, or part of this
title shall for any remssn Do ajudged by sny courd of competent Juriedlom
Sion %0 be Luvalid, such Judgoemt shsll pod affect, impuir, or invalidate
the ressinder of this tille, but shall be eonfined im its opuration te
the clunss, sentenos, paragriph, oF part thereof dire¢tly izvolved in the

ountroveray in shioch saah Jjudgm.-n$ shall have been rendsred.

-13-
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TITLE I1-WELUBAL SORTE:8 ABDOIATY U8
Ses. 2°1. Any oxoWer of natural persons, not less thap five,
may ssxociate to estnblish a fedsral mortguze assoclacticm for the purvose
of (2) leaidng won the secarity of mortzages or smch other Lisne s sre
comaonly glven to seouwre alvances on rral or%-ta under the lews of the
Stats in which Vhe real estates 1z located; (P) rurchasing, welling, and
otharwise ‘ecling im credit instrwrents sscured by such morigages or lisnsy
(¢) borrewing monay for sny ef the foregoing  orposes by the lssuanos of
bonds or daberturas.
Fea, 202. Peexy feder»]l nmoriguge assvoliation cre:ted umier the
provisions of this Aot shxll have Porefees
{1) 70 ive vanowerion from e dabe of 18 orgnlsatiom until
sash tioe cs 1% Be diesolved Yy act of 1ts sirelioldsre oy
aati]l fts fyanchias Bacoses forfeited by order of the Fele
eral Home Lasn Bank Board as harsinafter ;rovided, or un-
til tarainated By olthsr a gensral or s speaial Act of
Gongrass, or until its affairs B lsced {n s hands of

a recsiver apd Tinally »oun? ap by him,

(2) 7o hawe a corperates seal, which may De altered st ;loasure

to bs i;m resned or affized or reprofused, ar otherwize.
(%) To sus and ®» susd, oo plain anl defond Ln any court of
la» or s ui\y, as fully as naturel persons,

(4) %o Mald, ;wrahese and convey real and perscmul astite,
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and S0 porty e or lsase ony such real end perscoal ese
Sate shan snéﬂ!-nry or axpedivnl %o the proper condned
of 1ta Masicaee,

(%) %o do all such things as are nesesssry or incidend.l te
ths proper nanagensni of i%s affalrs and e nreper cone
oot of its business.

(6) To sppoint such officers and sgmis ss tho bdusiness of
the assosintion sitall reuire, and %u sllow them suite
ables eccmanwmdion,

(7) 7o sstablish in 1ts Articles of Associatlon or by dy-
laws not f{ncomsiatent with ths Comstitution or laws of
the United Stules, the regulation and gov rament af its
affaire, ithe owrsification and Arenafer of its stogh, und
the manber of idx dirsetors, sho shell bo clurged with
$ie aontrol and sancgemant of fts yrecerty and! Wsirnass,

{87 To cundnct Lts bDusinews {n any stode of the Unlted St tes
er in the Uistriot of Coluwxdisa wnd to haws one or mors
of fices im sny sach states or in the Dlstrict of Colume
Ma, one of whloh offices shall be designated as ite
principal sffies.

fes. 203. Fersons dasiring to asseclste thessolvas together te

sotadlish a fedaral aortg.ge cssoclatlon shall, ander their hand:, prepare

Articles of Assveiation, whlch shall specifically stotoeew

e
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(1] The nase ef the asscol:tion, whigh shall bs wirroved by
the Pederal Tome Losn Bank Board.

{2} 7hs place sheye Lts principnl office er plese of dusiness
1z to be loonted.

(3) Ths amount of e os;itsl stoek; the classes of such
atoek to Do Lfezuad; & st-Rement of wll or .my of the
designations und powere, preafereances and rights, and the
maelifioations, limit tions, or restrictions arplicadle
Lo each alass of stogk) the musber of shzres and the parx
vulue of ssoch of snch shares of each class of stoock to be
issmed, and the miniman wmoard of ansit:l with which the
assogiation will com:snge Basiness, which sh:ll be mot
less tuan 55,007,700,

(%) soy urovisioms shich fhs 4noo porstors ey ohooss %o An-
terty with refarence to tho manogeoant of the Mmsiness and
e couduct of the affaire of the ansoociation, and any proe-
vinlone oreating, defining, limdting snd regalsting the
powars of the sscoelation, the Adrsotors and tha stoekh-
Loiders, ar say class of *%oakholdsrs, such provisions te
Be suhjeat to the approvil of the FPadersl Yoow loon Munk
Board.

(%) Yhe fact thut the Articles are rrac.red %o snsdl: ruch pers

sons to svsil themsalvss of the sdvanbagws of thls ti%le.
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Sen. 204, %he Articlee of Assaciation shall be signed and
ssaled by each of tus incorporators and sbull be ackmorledged bofore a
Julge of any court of weenrd, or o notary publie; and shall bda, tegether
¥ith the acknowladguent thereof smthanticated By tho seul of sach court
or notary, transuitted to the Yeder:l Roms Loan Bunk Posxd, whieh ahalld
rmrd and carefully yressrve tha saewe.

Eea. 0% If the Pedersl Wome loun Bank Board shall ba of the
oplnion thut the incorporatore Sransmitting to 1% srticles of kssoclatlon
a8 Lareinbsfore provided, are res:sneidls parsons and dosire to create a
federal mortgego sssosiation for the purioss of doing dusiness s hapveloe
fore provided, sald Boord shall lesns or scause to Do lssusd a eertifiocats
of approval; wad Whe aavoclation shull decume, as frew the dale of Sesne
ance of suah sewiificate, & body corporats By the oume sat forth in Sts
Artieles of Association.

See. 20, Mo ascocia®ion shall transact any Yusinsss exoept
vach a» 48 incident.l and mecessarily rrelisdnary $o 4ts orgunisation une
11 it has deen aathorised by e Federal lome Lown Bank Board %o do =o.
The Podersl flome Loan Bank Board shall not grant sush on sathorization to
comnance dusiness uatll it fe satiafisd st capital etock of & sar walus
of $5,000,000 has Deen subsorided for at not lsse m par anvd pald for
in full in cash or Covormment securtidiown, end ntil 1t ks satisfled that
all other conditions with reapect Lo the orgunisation eof the asuoelation
which 1t may impose Lave been met,

feg, 207 ¥ask wooh sssgcistion, aron fts Baing authorixed to
conrence tnsiness, shall bDecems sutomaticully & sember of the Yeder.l Youe

wlfun
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Losn Bank of the Aistrict in which i%s prineipal offics is located. Such
assodlation shall -malify fer such mesberahiy ia She mamner vrovided in
the Fed.ral Tome lo:n Menk Aot with res;eot to etiar menbors.

feg. 2%. Tash sach assofistion, upon 188 beling authorized to
ooursents Waninsss sksll e consilered an setedllshed and re;utabls and
axprove’ mortgoges within the woaning of clsuse (a) of section B of title
one of this ret.

Se0. Z)0. The msount of bemds or dodenturss which any federul
rorigage assosiation say hawve oatsfandicg at sny time shall not be in
excess of oither (o) ton tires the ageregate 7a: welue of its ocutstande
ing capital stack, or () the carrent walue of mortgages held by it and
insared in ths Pador:l Hutual Mortgqge Insurence Sorporation orested wnder
title one of this Ast, lur thoe foce welue of tha Jedeniarss of such Pede
sral Matusl Howtgoge Insurances Corperatiom Leld By it, plias the amount ef
eask and ft¢ e nivalent and Bonde er obligzstions of the United Fi:tes which
it holds,

Pords izeasd Wy sny Cedsryl zortg ze ssasaiation shall be ape
oo ted By such association in ray-ent of mmortisation or rrincl.el of
ARy sortg-ges held by %,

Ses. 210. Tuande of sny federal vortgige assogistion not fne
vested in real est.te mortgagee shull Be kert in cash or ite omivalent
or invesfad In bonds or other odlizatisme of the nited States or Bonis
or otier obligations fally gesrantesd ss %0 principsl and intersst hy
the Dniteld Stutes. Pederul morigage assocliation zhall krep vuch reserves
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in cash or its equivalent as the Pederal Home Loan Bank Board shall by
regulaiion determine.

Sec. 211. Subject %0 such reascnable rules and regulations as
the Federal Foms Loan Benk Board sball from time to time declare, amy
foderal mortgage association shall have full pover.to, and may, manage
properties purchased or turned over to it as the result of foreclosure
proceedings. BSuch properties may de temporarily rentsd, rehadbllitatel,
nodernized, sold or otherwiss dealt in 20 assure & =sximam fimencial re-
tarn %o the assoclation.

See. 212. The Fedoral Home losn Dank Board shall have full
penur %o provide for the periodic examination of the affairs of every
association organized under the provisions of this title and shell have
full power to terminats the sxistence of any such association and order
its 11 uidation and the winding ur of its affairs in the event that
such Board finds the assoclstion to de violating wny of the provisions
of this title or any of the rules and regulations promulgated by such
Board under suthority grarted to it by this title, or in the event such
Board finds the assoclation to de conducting its business in an unsafe
and wnbusines:like manrer. %The Fsderzl Home Loan Bank Board shaell ter
minate the existonce of any sssociation organised under the rrovisions of
this titls and order the liguidation and winding up of fts affairs in the
svent that such Board finds upon examination of the affairs of such as-
sociation that the valus of its aesets is less than one-twentieth in ex-
cese of its outstanding liabilitlies and the amount of such deficlency has
oot beenm made wp within thirty days after the Board has notified the

ol
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assesiztion thal wach deficlenoy existe., Zapennes of examin:iion of any
fodarnl nortgzge asscclstion shsall de assessed upon and padd faw by the
umumtotéag oxemived.

foo. 713. The Pedersl Howe Loon Jemk Board shall have full
jousy %o vrovide by rolee end regulations for the 1i -uldation, reoyganiza~
sion, coneclidutl » or mevger of feldewnl mortguge sesocliations, ineluding
the powor to aproint s eonservator oy a receiver to tske churge of the
sffaire of any suck associetion, ond to Pe-ulrs an souitudles resdjustowns
of the capltxl stracturs of She same, and to relsass any such assoclation
from the gontrol of a conserwator or receivey arpointed By i% and to pove
rit itr further operatiom,

See. MU, Ths wight to alter, mmend, or receal thie $itls is
herely sxpressly resetved., If any clauss, sentenos, parsgraph, or part
of this title shell for sny reasom ba aliudged by any court of ocwnetend
Jarisdigtion ts d» inwalid, sue) judgeent shxll not affect, impslr, ov
invalidate the re:zinder of this $itle, dat ehall Bs cornfinnd in ite
onersticn to ths clease, sentonce, sorsgrah, or et tuarsof direatly

involved in the controversy im whioch sach judgment shall have Leen rendersi,
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Mareh 6, 1934

The Ccamittes on Btimmlation of Hewmsiag has comtimued to werk
aleag the lines dissussed at last wesk's meeting of ths Xxesutive
Council. Durimg the past wesk, particular emphasis has besm placed
upen checking the plan for epening ths mortgage market through a
Yoderal Mutual Mortgags Inswremce Corperation. i preliminary draf$
of a »i1l iscorpersting the main features of Shis plan has deen sud-
mitted te various leaders in the mertgage field. In additien, Mr.
Yalker and Mr. Riefler went to New York last Friday te discuss the
plaa with Mr. Henry Bruere, Mr. Charles Willer, lir. James Perkins,
and & representative growp ef the heads of leading matual sarings
benks in Eew Jerk State. This growp promised to stuly the proposal
and give a definite opinion on its merits at a second meeting %o be
held this week-emd.

The Committee has sles met with reprezeatatives of variows
other groups iaterested ia real estate financing.

Plans for settisg wp an organisatiom to conduct a nationsl
modernization drive are being develuped. 4t the preseat time the
greatest 4iffieulty in comnection with this part of the pregram
1o %0 find & wethod of finamcing small home loans on an iustall-
went basis vitheut expense te the govermmeat.
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March 19, 1934 ‘
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A NATTIONAL PLOGRAM FOR MODERNIZED HOUSING.

The purpose of this program is to raise the standard of our
human habitations to a level commensurate with our physical resources,
our technical equipment, and our industrial efficiency.

During the post-war dscade, the inventive skill of the couniry
and its genius for mass production were used to remake almost every
phase of our national life that lent itself to modernization--all,
that is, except the most important phase of all, our human habita=-
tionse. We developed the amutomobile and the radio to the point where
they became part of the standard of living ot the mass of the people;
we covered the continent with a netwllrk of high-speed, hard=-surfaced
highways; we rebuilt our factory plant and equipment slong the most
scientific lines; we constructed office buildings, bank buildings,
hotels, movie palaccs, churches, and schools on a scale of affluence
never witnessed beforec.

In the field of human habitations, however, though the physical
volume of new construction was large, the quality in the main was
shoddy, the cost out of reach of the mass of peoplc, and the activity
governed more by spcculatiive considerations than by esconomic rcali=-
ties. Therc was but little improvement in the housing of the white-
collar worker, the laborer, and the farmer. The rosult was that,
even at the peak of industrial and commorcial prosperity immediatoly

prior to the depression, tho groat bulk of our people had become ac=
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customed, almost as a matter of course, to sub-standard housing.

There is tlms both a great human need and a great economic op—
portunity to be met by a national program for modernized housinge
In a program of such magnitude as the need and the opportunity
call for, however, experiments in sluﬁ clearance, decentralized hous-
ing, and rehabilitation scarcely scratch the surface of the problem,
even though they all have some part in its solution.

To provide for the modernization of our human habitations, not
here and there only, but in every commuity, will require a care-
fully couceived, well-rounded program, adequately planned in advance
and carried out cousistently over a period of years. It will require
labor, resources, and gkill on a scale hitherto unseen, even at the
pre—depression height of our industrial modernization. To make
the program succegsful, therefore, i1t will be nccessary:

le To general industrial plant, to—tire—adwslesst-abate

gf-effiareney,

2¢ To providc for an intcgration of all of the processes in the

construction industry for the maxinum elimination of waste,

3¢ To devisc ncw and cheaper mcthods of home construction.

4, To cncourzge coordinated plans for community developments

Be To cffect a general revision of laws relating to construction,
zoning, and financinge

As a first step in carrying out this program, it is recommended

that all Federal activities bearing direcctly on the problem of modern—
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ized housing be correllated in a single administration or agency. This
unified authority will bc responsible for coordinating these several
activities to the large notional end in view, and will also be ex-
pected to initiate new lines of attack on the problem,

The scecond step in carrying out the program lies in the financial
fields If we are to modecrnize our human habitations, we must also modern-
ize our system of real-estate financing. Specifically, we must devise
a2 new mortgage instrument capable of sustaining the modernization
program. The essentinl requirements of such an instrument are:

1. Low intercst cost.
2 Safcty of principal.
3 Liquidity of investment.

It is clear that none of thesc essential requirements can be met
by mortgage financing as it has existed in the past. It is recommended,
therefore, that Federal legiélation be formulated to give an impetus
and direction to mortgage financing in both the immediate and the
longer future,

As a third step, the possibility and fecsibility of really lifting
the standard of our human habitations must be carried to the people.
There is no field of American industry thet has been more loosely
organized, or more chaotic in character, than the construction industry.
If we are to succeed in this new national cffort, we must make clear
to our people the far-reaching ends in view. They should be
shown vy the program as a whole is much larger than any of its parts.
The basic objective is not confined to employment, though increased em-

ployment will be an important collateral result. Nor is the basic objective
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increanscd orders for construction materinls, thoush construction
materials will be demanded in greater volume than ever before. The
basic objective is far beyond these in its implications of human
well=-being. If we drive this fect home, the obstacles that in the
past have made it almost impossible to work effectively in the
improvement of living standards in this field cen be overcome.

No period could be more propitious than the present for
undertaking this program. It will provide a huge and continuing
volume of employment in the residential building industry where un-
employment is now most acute., In addition, it will call for large
collateral supplies of building materials, where orders are now low.
Finally, because housing accormodations are of necessity decentralized,
a revival of activity in this industry will bring more widespread
movement to industry, in gencral, than an equal amount of effort in any

other field.
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RECOMMENDATIONS OF THE COMMITTEE ON HOUSING

A, It is recommended that a modernization campaign be undertaken on a
national scale immediately. In this campaign we will seek by voluntary co-
operation om the part of labor, industry and finance to concentrate our
resources for the remainder of the current year on those parts of the pro~
gram that can be undertaken now:

l. The modernization of houses that do not require
demolition.

2. Immediate stirmulation of new home construction,
wherc such construetion is economically justified.

3. Demolition of obsolcte construetion, residential,
commercial and industrial.

4, Nceded ropairs and replacemcnt of imdustrial and
_commercial propertics that have been allowed to
deteriorate during the depressiomn.
. _
B. It is further rocommended that the progrom be set in motion by ap-

provel of this statement of objcctives. The Committec presents to the
Emergency Council without recommendation the following preliminary steps:

1. That thc national and local field organization of
the Emcergeney Council bc made available for carrying
out the modernization campaign. '

2, That the sum of onc million dollars be made available
to the National Emcrgency Council fram the Public Works
Admihistration for the purpose of organizing a modern-
ization campaign, commitments and disburscments from
this fund being subject to the approval of a Finance
Cormittes.

hd
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To develop specific plans, the Committee recommends

that the following stonding committecs be appointed

by the Emergency Council to formulate specific
recommendations for executing and expediting various
phascs of the problem, the Executive Director to have
power to merge and correllate the Committee, from time
to time, if hc secos fit. Mombership on thesc committees
is not to be confincd to thc Fmergency Council,

1. Committeoe on Unified Federal Housing Agoncy.

Assignment: To formulate draft of nccessary legislation,
(1) for correllating all prescnt Federal
activities having an important bearing on
future housing developments in a single
agency; (2) for cocrdinating with this agency
other related Fedeoral functions, and (3) for
inauguration of ncw Fcderal activities not
now covcred in this ficld,

2. Committecc on Mortgage Legislation,

Assignment: To devclop plans and draft legislation for
rcorganization of mortgage market toward
the cnd of sccuring (1) low=-cost finance
ing, (2) sccurity of principal, and (3)
ligquidity of investment.

3. Committce on Conduct of Drive for Modernizoation and Repair,

Assigmment: To draw up plans for the organization of o
national modernization campoaign, together with
o budget thercfor,

4, PFinancc Committcce.

Assigmment: To authorize commitments and disburscements
from any funds madc availaeblc to the Notiomal
Emcrgeney Council for carrying out the modern-
ization program.

5, Committcc on Rcduction~e£ﬁcos%é-oﬁmModepni@atieaw&ndmRnpaiJ

Assignment: To arrange for a substantial rcduction of
costs of modernization and repair work under-
token in conncetion with the National Modern-
ization Campaigne



B

6. Committee on Financing of Modernization Loans.

Assignment: To draw up plans and make arrangements for
credit financing of modernization work under-
taken by bona fide respongible owners in ac-
cordance with the National Modernization Campaign.

7¢ Committee on Modernization of Industry.

Assignment: To get in touch with the Committees revresent-
ing consumer industries and capital industries
of the N. Ri¢ A4y for the plrpose of developing
a common nrogram of industrial rehabilitation
as an integral componcnt of the modernization
cammaign,.

8 Committee on Architectural Servicac,

Agsignment: To draw up plans for securing the cooneration
of architcects, enginecrs, and commuinity develop-
ment bodies in the meodernization campaigne
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TITLE 1.

An sot to provids for the arantion of a Centrel Fousing Coordimstion
Bourd, me bors to be aopointed by the Preaident %o roures:mt sagh of the
prosent Foderal agencies now concerned directly or indlrsctily with housimg
astivities.

1. Pedews]l Nume Loon BSani: Soard.
2. Torm Credit Jdministration.
g. Snheistence Yomestoads.
+» Slum clenrance.
2: e Fo Tw Tame Finenoing Sectiom.
Plamning Council = Fo ¥. Ae

Dmstions: 1. 7To coordinate prosent scSivities in furtherance of a
long=-rangs housing nrozram.

2« Mo untertale stulies locking: teward o mors romisd
Fader:l “ouning “ro:Tom.

3. Yo prerent to Comgrsss st 1ta next cession a comprahene
sive progrus for improving tie stundard of lmman habie
totions and to make recommenistions om legislatiom neces-
sary trherefor.

ARRESerintisns  $1,000,000,

PITLR IT.

AR Ast $0 provide for the crastion of a Teleral mtual lortgage Insare
anoe Cewpormtion, the 3Josrd of irqctors of such eerper:iion to comsied of
the mmberw of the Fome Loan “mnk 3oard.

Dstionst 1. To imsurs home mortgages up to 20 per cant of owrreat
ariraleed valus nale or held by any aceredited finsne
cial institution for 100 per cent of thelr princiyal
and wp to 3 par cent snmusl interset, rovided such
mortznges neet requiremsnte consonant with the pudlie
intarsst as tol

e Tocation and desirabdiliity of pirepenrtiy.
®. Tssponsidility of dorrewaw.
4 Mmorti::tion of priasipale.

2. To swet the costs of sunh inearsoos By osllestion of an
stemsl pramimm naid by the derreeer.
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TITE 1T (Comtimued)

3. o return to ths dorrower the exesss of such presium
aollections not reguired to protest the govermaami from
loss on agoouwmt of such insurance.

Ne %o provide almilar insurance faellities for mort;u es
used to finance slws cl...rance astivities, ead otler
ml$iple housing dewelo;aants desigmed to provide bet-
ter housing at lower cu:te for the mass of the porula-
tiom.

Azrecriailens  $2,000,000.

e 11l

An Act o provide for Pederal charter, supervision and exumination of
Todarul lortgoge Associztions by the Tome loan Bexk Board.

Dmatisns of thoss Aspocintienss

1. Yo provide cheaper wortgaze Tinmmcing by raising fumds
for mortgare purposes through the sale of dende in the
opam security markets, such bdonds $0 be covered 100
per cent Hy mortrises imsured with the FPederal listusl
Hartgage Insurance Torporntion.

2e &mamﬂmmmmmdm
of finsncial imstisutions oan e comvurted into move

licuid form,
3¢ "o previde gremter liquidity fer tho entire sorigage
narket.

of mortruge instromente provided such rediscownt
for mort. azes, other thsn Veder:lly insured mortga-os,
s 1inited Lo & conservative roportion of the pronerty.
The Jourd wonld de auyowared to fix diffirent rates of
redisoount end diffaront parosntages of :rocoriy wvalwe
for Alffeyent typos of morigage ipstirumonts.

TITIX ¥,

An g8 40 provide for the crestion of a Yederal Nousing Iwmprovesnsnt Ad~
sinistredion,

Dactiongs 1. 7o premote medernisation of Lousing.
2. 7To insare fimannial institutions aguinst losses om
nodernisation loans st low rates wp %o 10 per emmt of
the total amount of such loams mmde by sush institutions.

Spyerietions $5,000,000 for expemses snd 3200,000,000 for insursnce.
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TITLE V1.

Apeni:ants = Amsninants 6 pressnt legislatisn mesessary $o carzy eud
e yurpcsss of this program.

l. An amendment %0 the Hewe lLoen Pask Ast poruitting the
Heee Loun Jasiks to land 10 per emmt om Feder:lly ime
wared morigages and on Federally iasured :wiornimatiom
leane.

2+ An ameniwent peradtting mesber danks of the Fedawal Re-
Gysten {0 muits and ta hald Pederally inewred mare-

i
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Ia approaching the whole problem repressnted by the stag-
nation in the market for residential property amd the pragipltate
drop in private residential comstruction during the past five years,
it is necessary to dlstinguish clearly detween the factors that grow
out of tue ilepression itself, and hence are temporary, snd those
that are more deep-rocted in their origin and more far-reashiag im
their effests.

The Semporary er depression facters include, netadbly:

1. Speculative over-duilding in urban areas prior te
1929.

2. Ddling-up of families and a temporary movement of
population frem wrban te rural aress.

3. Loss of inosms on the part of home owners and the
conseueat ferced foreslesure sales.

M. Beluctanes on the part of pruspective home owners
to undertaks new com:itmeats during the psried of
unsertainty.

These temporary or depreesion factors, taken either together or
singly, would in themselves be sufficient t0 sxplaia the material
decrease in new residential comatruction. They de not, howewver,
explain the almost complete cessation of sush comstruction.

On the contrary, the virtual dissppesrance of the mer-
kst for resijential property, and the decline of residemtial con-
struction to dut a negligible velums, is to de ascrided ia the
main, not to such temorary or depression fagtors as thoso just
mentioned, but to the more desp~rocted and more far-reaching fap-
tors previcusly alluded te. It reflects, primarily--in an induse
try as widespread ndocmtranud as the heusing industry-~the
collasuse of the mortgage market in most localitiss to & point ad
which facilities for comstruction loans and second mortgage fimano-
ing have disappesred, and at shich new first mortigage nmonwy, evem
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on uaguestioned sesurity, is ussally difficult snd frequently lmpes-
sidle to odlaim.

In other words, the institutions that hitherto have spseial-
ined in this type of financing, mow finding their existing pertfolies
of mortgages frosen--mertgages on sound properties ss well as more-
£ages ia distress-——are not ia a position to increase their morigage
comzitments. Instesd, as is quite natural in the cirsumstances,
they show & universal tendency to invest mew fundis almest exclusive-
ly in United States Covernment securities and other highly ligquid
instrunents. But under these gonditions, ef courss, financing
fagilitions for sither existing residences or new residential cop~
struction will still be difficult to obtain even after the temporary
or dspression fastors have disappeared.

¥hat is manifastly required, therefors, is a fresh at-
tatk on the problem eof tho mortgaze market as a whole and the elim-
i{nation of the unsoumd practices that have led to the present ool
lapse of mortgage finamcing.

The preposals te de outlined here are defigadd to overcome
the conditions now prsvailing in the mortgage market and te remove
the obstructions that now impede a free movensnt of mortgags funds.
I% 1e proposed——

1. To provide a new morigage instrument that will (a) af-
ford ample security to private lendimg institutions,
{b) lewer the cost of mortzage monsy to the bdorrower,
and (3) eliminate the need for second mortgage finano-
i ing.

2+ %o provide geruine liquidity for the new mortgage in~
struments that have these essential characteristics.

he firet of the means by which these purposes are to W
reslized is the organization of an insurance company to be kmown as
the Yedersl uutunal iortgage Insurance Corporation. The Board of
Pirectors of this Corporztion, howsver, will e idemtical with the
nesbord™'df the Federal liome Loan Bank Board. This Board will be
authorized to insure ths full payment of principal of all eligidle
Lome mortgazes, and to insure alse a mimimae interest return (ia
genersl 3 per cent) on insured mortgages that mey default. Any

BOTLERERS, mo LT f T individual o o0 h1e to the Board may
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insure mortgages undsr this plan.

It 1s naturally expested that the primaipal users of the
plan will be the sxisting private lending agensies--mamely, insurance
sompanies, savings banks, sommarcial danks, Wuildiag and lean asso-
ciations, mortgage compsnies, ete. If this does come abomt as con~
Sexplated, agencies now deterred from lending by the uncertainties ef
the real estats market will Dde able to rslease mortgage money fer new
finanging wharever it may be economically justified.

The financial soundaness eof the plan will rest primarily,
of course, upon the appraisalson which the mortgage insurancs is
based. The Doard ef the Corperation will therefore be dirested in
the Act creating the Yederal iatual lertgagze Insurance Corpeoration
to develop a national standardised systes eof appraisal praetice.
This system will be used Ly the Board and will alse bs availadble o
guide the appraisal practice of private institutions. Theadditien,
the Board will meks cscupancy surveys, develep censtruction standards,
and carry on eimilar activities of a research or a statistical nature
designed to comserve sound morigage valuwes.

salifisations Lor Morisace Iasureace.

To de aligidle for insurance umder this plam, a mortgige
must eonform to the following recoguised standards of sound mortgage
practicest

1. The mortgage mst de a first lien on a dwelling designed
for occupansy by not more than four families (with cer-
tain sxoeptions, which will presently bde referred to,
in th; case of slum~-clearance and low-sost-housing pro-
Joats},

2. The merigage must bs hsld by a mortgagee accaptable
to the Jeard of the Corperation.

3. The mortgage mast provide for regular smrtisation
until the lean is completely retired. In general, this
snortization peried is estadlished at not more than 20
yoars bul provision is mede for estadlishing an amort-
isation peried uwp to 30 yearw, im the discretion of
the Board of the Corperation, on properties of sxaoep~
tionally stable value.

4. The mortgage mast be of such a nature that the insur-
ing of it by the Corporatioa is beneficial to the mort~-
gage market as a whole and it mast eonform to such
standards in respect cf the character and inceme of the
mortgagor as may be sstadblished dy the Board of the

Corperation.
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5. The mortgage mmat be for an amount net ia oxcess of
0 psr cant of the appraissd value of the propsriy,
and must conferms to such other sppraisal standards
as oay be established by the Joard of the Cerporationm.
It has been suggested that in general insured mors-
gages should not exesed 100 per cent of the valus of
improvemsnts. Because of tho ssourity afforded by the
insurance, and by the othey standards to which the
wmortgage must conform, the entire first and second
mortgage financing can be safely combined in a single
instrument. This will sliminate both the need of
sscond mortgage finmancing and the disturding effscts
of suoh Tinancing on buni:ing and investnent condi-
tions in general.

6. 7The mortgage must carry & net imterest return to
the lender of not more than 5 per cent, except that the
Board of the Corperation may, in excesptional or exi-
gent circumsiances, sathorise a rate up to » maximm
of 6 per cent in order to attract mortzago funds.

Digitized for FRASER
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kxcept with regard to the requiremonts just emmerated the
cu:tomary relations batwesn mortzager and mortgagee are fully retained
undsr the gperation of the imsurance plan. If the mortgage becomess
delincuent, the mortgegee may still foreclose, or refraia from fore-
cloeing, as at present, without interference om the part of the Bosrd
of the Corperation. 3Should the mortgazee elect to realize om his
insurance,however, he must of course foreglose and give title to the
property, frse of taxes or other charges, to the Board of the Corpor-
ation, and at ihe same times give to the Board a statement of claim
of bis expenses incident to foreclosure. The statemsnt of claim of
expenses may include forsclosure costs, delimquent interest and amort-
ization charges, taxes paid and repsirs made by the mortgagee, eto.
This statement is subject to approval by the Board.

Upon the elestion of the mortgagee to reslise on his ingsare
ante, the Bosrd will deliver to the mortgages, a dedenture or deben~
tures guaranteed as to principal and imterest by the United States
Government, the amount of sach debenture or dedenturses to nyual the
uapaid principal on the face of the mortgsge as of the date on which
title is transferred %o the board. These debentures will bear the
rate of interest (not in excess of 3 per cent) agresd upon at the
time the mortgageswas insured; snd the difference will mature 3
years after the mortgage WOWld hawe Wsen paid off if 1t had remained
in good standing. The dgpentures will not be tax-sxempt.

Federal Reserve Bank of St. Louis



S

A% the same time the Board will issue to the mortgages a
preferred certificate, up to a maximam of 10 per cent of the unpaid
principal on the face of the mortzage as of the date on which title
is transferred, covering expensas incurred because of delinquency
and foreclusure. The Board will also issus a further certificate
of clalm for all such expenses allowed By the Board in excess of
this 10 per cent. Y%hen the Poard has fully realised on the propere
ty it will first reimburse itself for its debentures issued, and
then honor thess certificates of claim up to the full amount per=
nitted by the realization on the property.

If the sum realised on the pruperty exceeds doth the
saount of the dedbentures and ths full amount of the certificates
issusd %o the mortgagee, the Board will turn the ramainder of the
rroceeds over to the mortgager. Should the sum finally realized,
however, be insufficient to cover bdeth the amcunt of the dedben~
tures and the amount of the preferrsd certificate of claim, the
Board will reimburse the mortga:se on such preferred certificats
of claim pro rata with the Board's own realisation om the property.

The premiuwm for mortgage insurance under ths plan will
be 1 per cent per ammam of the original face valus of the mortgagze.
This premium will be paid by the mortgagor to the mortgagee in a lump
sum In addition to tho interest and amortization paymsnte provided
in the mortgage. The mortgagee will in turn remit thie dnper ocent
insurance premium te the Bosrd of the Corporatiom.

The insurance principle involved is similar $0 matual life
insurance. This 1 per cent primium isvodmedddsedlipiinruxcess of the
amount of risk ordinarily involved in mortgages of this type, and
hence shiould sventuzlly be yreturned in whole or ia part %0 the mortga-
gor. The premiwans thus returned will be paid to the mortgages %o
pay off the mortgage for the benefit of the mortgagor. For example,
if there were no loss at all, insured mort:ages carrying amortiza-
tion charges calculuted to retire the principal in 20 years, would
build up, at tne end of about 15 years, sn insurance ressrve suffi-
clent to rotire at that time t:e remaining umpsid principal of the
mortgazes. lIn that event the insurance would be terminated and the
resarve, After certain deductions for a general reinsurance fund,
would be used to take wp the mortgages for the denefit of the mort-
EREoTs.

The insurance premium therefors covers both insurance
risk and additional, but unspecified, amortisation. On a twentiy-
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year amortization contract ylelding 5 per cent to the lender, the
borrower would be regnired to pay am anmual total charge fer ine
tarest, amortization, and insurance--squal to 9 per cent of the
original face valus of the loan. This charge is of course mach
lower than the present equivalent scmbined cost of first and second
mortgage money, and also lowsr than the equivalent oost even during
favoradble periods in the past.

By paying this total charge of Hat 9 per cent, inclulding
interest, anmortisation, and insurance, the dorrower might retire
his $otal mortgsge in something over 15 yesars, and would in any
event be guaranteed complete retirement in 20 years. The length
of payment botween 15 yesars and 20 ysars would of course depend on
the axtent of the general losses snotained by the insurance re-

Servae.

The insured mortzeges will be separated at the time of
insurance into separate fumds contzining substantially similar
risks; thay will not be lumpfed in a single-risk fumd. A lending
institution, that is to say, could still benafit to the full by
instaring its mortgages cven if it desired to confins itself to
stricter recuirements than those prescribed in the mortgage-insur-
anas law. :

Yor exarple, an institution could confine itself to 60
yer eant bomdzages instead of making loans %0 the limit of the
£0 per eent permitted, and know at the time of insurance that its
mortgasce were segregated with others of the same type. Sush mort-
gaces would naturally involve fewer realizations on the governmental
guaranty, and therefore weuld not be required to share in the risk
of mortgages made on 2 higher basis of appratsal. All premiums
paid on mortgagee of comaom churacteristice as to risk would be
kept ssparate in a single fund, and all oosts and realisations in-
oldental %0 realization on the insurance would be 4dedbited and credited
to this fund,

At the termination of the funde~that is, vhenever any
one of these separate segrezated funds begame large snough to take
up the debentures ismned o make good the mortyagee insured by the
fund, and also t¢ pay off the renaining indebtedness of dorrowers
in good standing in the fund~~the Board of the Corporation will de
regquired prior to the termination of the fund, to deduct from 10
to 15 pasr cent of the fund for a general reinsmurance reserve.

This reinsurance reserve would take care of losses in particular
fumds where the premiums proved insufficient to cover the insured
losses of the fundf. It would also furnish a mechsniem whereby the
exceptional losses of abnormal periods could be met cut of reserves
established in periods of smaller losses.
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Prom careful calculations mads on an actuarial dasis, the
plan of mortgage insurance here outlined sovuld involve no loss to
the Trsasury on its guaranty ef principal and interest on the de-
bentures issued to replace the defanlted mortgages. As was previous-
1y stated, the premium payments on a maximum twentye-year mnortiza~
tion mortgage, if no losess are incurred, would be sufficient to rs-
tire the principal of the mortgage commitments in about 15 years,
the exact periocd depending on expenses of operstion {which should
be relatively low) and on percentage of the reimsurance dedustion
sadie by ths Board of the Corperation.

In order to determine the extent $o which this period
of approximately 15 ysars might bs axtended by losses, ths follow-

ing loss-assumptions were made the basis of actuarial cempmtations
of risk:

1. That all sortgages in a single fund were insured at
the maxizum riskw-that is at 50 per cent of appraised
valns.

2+ That 25 per cent of the total face value of mortgazes
in a single fund defaulted.

3+ That the ultimate realization of the fund on thase
properties in defamlt was only 70 per cent of the ori~
ginal appralised vaine of the properties.

4. That all the defsults ccourred durinz the earlier years
and reached a peak in thes fifth year when, owing to the
lowar extent of amortisation, the insured risk was
large.

5« That two years were required for the fund to dispose
of the defaulted properties.

6. That reimbursemsnt to ths mortgagees was made out
of the fund for meximam foreclosure expenses as
allowed umder the praferred claims,

- On this set of assumptions, all of which ara far more dras-
tie than past experience would justify as an averasge calculation of
the risk on home mortgages, the fund was still solvent, and womld
have bsen terminated some tims in the mninecteenth year, without drsw-
ing on the general reinsurance fund,
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The general provisions of the propesed ast insuring morte
gages on a matual basis are written in terms of home mortgages and
de not cover the problem of financing pudlic or semi-publie pro-
Jects for the stimlation of low-os#ihousing and slum clearance.

The Board is authorised, however, to sstablish separats insurance
funds in which mortgages on rroperty of this type can bes insured
under special conditions as e intersst, amortisation, and insurance
to de determined by the Board. This should permit slum~clasarsnce
and low-cost-housing projects to obtain finanoing on a self-insurancs
basis at much lower rates than has been possidle in ths past.

Ldanddity.

To create liquidity throughout the whole field covered by
homs mortgaces, and also to assist in making now mortgage money
available, it is proposed further:

l. To smsnd the federal danking laws to permit gonstruo-
tion loans on projects of a type likely to bde accoepted
as oligible for Federal limtual iortgage Insurance.

2 To amend the federal danking laws to permit members
hanks of the Federal Reserve System to hold mortgaces
(a) up to 50 per cent of the aprraised valus of the
mortgaged property and (b) of a maturity longer than
5 yoars, provided these morigages are insured under
the Yederal Mutual Mortgage Imsurance Act.

3« To amend the Home Loan Bank Acot:

(a) To remove the present restriction on amounis that
san be loaned to any cne institution.

{b) To permit the Home Loan Banks to rediscount
mortgages insured under the matual mortgage
insurance act up to their full face value.

(c) To permit the Homs Losn Banks, in exgeptional
and exigent circumstances, and under rigid sue
pervision of thésloard of tho Insurance Corpore
ation, to make alvances, at & high rate of ine
torest, on the notes of their membera. The pure
Pose of this amondment is $o0 provide ligquidity
for mortgage agencies during a run.

4. fTo encourage smendments %o state laws covering mort-
geze institutions to bring such laws into conformity
with the provisions of the Federal Mutual Hortgage

Insurance Act. As soon as ths Federal legislation
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outlined adove is passed, 1t is planned to ask the
President to request eash State Covernor to seek
anondments libderalizing restrictions in the state
laws insofar as mortgazes insured under the Federal
plan are concernad.

As a final step in creating liguidity in the home-mortgage
field, and also in tapping investment sources of new mortgage money,
1t is proposed that provision de made for the Federal incorporation
of private martgage-lending associations. These associations will
be permitted to finance themselves directly dy the sale of their owm
bonds in the investment markets. The associations willdde sudject
to the following restrictionss

1. %Yhey will de chartersd, supervised, and examined by
the Federal Home Loan Bank Board.

2, Their minimam pald-in cspital will de $5,000,000.

3. 'The amount of bonds that they may issues will de
limited to 15 times their capital.

. All bonds outstanding will be coversd by mortgages
insnred with the Federal Mutual Mortgage Insurance
Corporation.

2 Under these restrictions the bonds of these Federal Mort-
gage Associations will be excoeptionally secure instruments and should
prove popular in the gsneral investment market. Because they are
covered by insured mortgages, they will have the equivalent of a
Yederal gusrantee of principal and interest. They will also b%e at-
tractive to trust companies and savings danks seeking mortgage invest~
ments outside their own local areas.

The new mortgage associations will provide home~mortgage
borrowers generally witlimore direct access to trustee institutions
in the large capital centers, where the volume of savings availadle
for mortga e investment is frequently in excess of ths local demand
for home-mortzaze money. 1In the existing situation, furthermore,
the associations should provide an especially effective instrument
in limuifying frozen or semi-frazen mortgage portfolios.

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



REVISED DRAFT ~ GONFIDENTI
April 16, 1934

A PLANY TO PROVIDE "CONSUMER CREDITY FOR HOME MODERNIZATION

Purpose - A movement is planned to raise the general level of housing
standards, the first step in which is a Program of Home
Modernization. For this purpose a unified national effort
is being organized, which will utilize the existing con~
centrations of credit, now inactive, in the financing of
needed improvements to real property, thus providing employment
to large groups who have benefited the least from measures
now operating.

A very necossary part of this effort is a plan to finance the
consumer for the cost of immediate improvements, which will
consist of repairs, alterations and renovations. By utilizing
existing private sources of credit, the necessity for govern-
mental lending agencies to provide the necessary funds and maw
chinery will be avoided.

E;incigle - The most practicable way to organize for such financing is on
the basis of M"Consumer Creilit®. thet ig, periodic payments based
entirely on the borrowesric ability and willingness to pay, without
involving the real estate =3 gocurity. In essence, credit
in suitable amounts will be mede available to all bholders of
real estate or real eaiate eguities whose current income and
reputation for meeving obligaitious are satisfactory.

Boquirmentg~ The success of this effort will depend upon the volume of home
modernizing that rosults, as reflected in re-employment and ine
creased purchasing power. In order to induce large volume, it
must comprehend, aside from its usefulness as a contribution to
recovery, a degree of attractiveness not avalilable today through
existing channels. This involves low cost, extended time for
repayment, and freedom from restrictions as to security. At
the same time the borrower must be protected against the assumpe
tion of uneconomic debt.

Availability to home owners will be assured through the coopera-
tion of three grouprs of pPrivate lending agencies, Commercial and
Savings Banks, Finance or Acceptance Corporations, and Building
and Loan Associations. This will Provide adequate nation-wide
machinery for handling all operating details.
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The Plan
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As the existing system of consumer credit has been built to a
large extent upon the use of repossessible chattels as security,
this plan will provide insurance against loss in lieu of such
security. This insurance protection should meke available funds
and credit of the three cooperating groups of financial agencies
and avoid the necessity of using government funds for this pur-
pose.

The costs of handling this type of financing are greater than
the costs of handling ordinary savings or commercial bank loans,
and such legitimate costs are provided for in the plan.

The followiug plan is designed to meet the requirements herein-
before set Zorth:

l. Central Insurance Agency.

A centicl insurance agency, funds for which will be provided
by the l'ederal Govermment, will be organized with head-
quarters in Washington, D.C., to function as follows:

(a) Insure cooperating lending agencies against loss on
"modernizing receivables" as specified hereinafter.

(b) DIetermine credit standards by which the soundness of in-
gured loans may be judged.

(¢) Provide and furnish all literature and forms necessary t
enable the plan to function on a uniform basis.

2+ Local QOrganizations.

A cormittee, with a subcommittee of architects and others
familiar with building problems and costs, and a credit sub-
committee of those experienced in passing credits, will be
organized in each town-center to function as follows:

(a) Give full publicity to the program, plans, and procedure.

(b) Pass upon the qualifications of contractors whose eligi-
bility will be determined on a basis of reputation for
workmanship and integrity.

(¢) Prepare a list of eligible cooperating lending agencies
(banks, finance companies, building and loan associa~-
ticns) with whom contracts of insurance will be made by
the central insurance agency.

(d) Secure and furnish to home owners and contractors lists
of materials, if any, with the names of dealers therein,
on which price concessions have been secured.
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(e) Act as a clearing house, through the credit sub-committee,
under instructions of the central insurance agency, to
assure credits being properly extended on the one hand
and that credit is not denied to those entitled thereto,
on the other,

Details of Plan,

Flexibility will be provided by leaving to the cooperating
lending agencies complete discretion in determining credits,
designating terms, etc.,, within such credit limits as shall
be determined from time to time by the central insurance
agency.,

In order to qualify for loss insurance through the central
insurance agency, therefore, all "aodernizing receivables!
must fall within the following requirements.

(2) All loans must measure up to such credit standards. as
may be determined by the central insurance agency from
time to time,

(b) Minimum principal amount of loan, $200,

(¢) Maximun principal amount of loan, $2,000.

(d) Loans to be repaid in monthly or quarterly payments, ex-
cept by those engaged in agriculture, in which case it
will be permissible, in the discretion of the lending
agency, to conform to crop income dates with a minimum
of one annual payment,

() Minimum monthly payment $10,

(f) Maximm term of obligation not to exceed 5 years,

(z) 1Interest, added to the total cost of the modernizing
Jobs may not exceed 5 per cent per annum on decreasing
balances,

(h) Total discount of lending agency in purchasing receivables
from contractors may not exceed 5 per cent true interest,
provided under (g), plus the following service charges.
These charges are arrived at as follows:—

Credit Investigation and entry on books - $2 per note.
Collection cost (average) - 504 per installment.
Supervision and Legal costs ~1/2 of 1% per anmum on

amount loaned.
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CE_CHARGIS

Principal One Year One to ™o to Three to  Four %o
Ariount of Job or less Two Years Three Years Four .Years Five Years
8 201 to $§ 300 $ 92,50 $17 . —-—————— ———— e

301 to 400 10 s 13 cmm $R6 e $34 ymer e

201 to 500 10.50 19 e 27,50 36, e $44.,50

501 to 600 11 e 20 = 29 joem 38 v 47 jme

601 to 700 11,50 21,-- 30,50 40 o=~ 49,50

701 to 800 12 e 22 e 32 y—e 42, e 52 ,eeen

201 to 900 12.50 23, - 33.50 44 e 54,50

S0l to 1000 13, 24~ 35, e 46 ,—— 57 yoes

1201 to 1250 14,258 26,50 33,75 51 - 63,25
1251 to 1500 15,50° 29 e 42,89 56 , e 69,50
1501 to 1750 16,75 31.50 45 25 () pp— 75,75
1751 to 2000 18, 34 e 50 - 66 e 02, —e

(1) Maxirum insurance coverage, 20 per cent of the total
volume of "modernizing receivables® discounted by a lend-
ing agency.,

4, liodus QOperandi.

(a) Home owmers will secure from local architects subcome
nittee advice on all matters pertaining to the practica-
bility of worl: desired, proper costs and qualification
of contractors,

(b) Contractor w'll covbasy o omer, sither direct or
tarough committee, Mo wiil cotimate casli pirize of Job,
giving consideratiwn ¢ service feo (se2 L rhove) which
he will De reguired %o aisorb,

He will have home »cwner sign an Applicetion fox Loan
(form to be suopiied by commits ee) devailing wort to be
done with bid orices, and giving pertinent credit ine
formation, including affidavit of ownership, assessed
valuation, original purchase price and present status
of mortgage (if any) as to maturity, amortization,
interest, taxes, etc,

(c) Contractor will supmit apnlication to a cooperating lend-
ing agency (from lists prepared by the committee).

(d) Lending agency will checlz the credit of borrower and
if satisfactory and the loan qualifies under insurance
requirements will approve. Such aporoval will constitute
it commitment.
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(e)

(£)

(2)

(n)

NOTE w

(3)

Upon receipt of such commitments, owners or contractors
will proceed with the job.

If loan is refused by the lending agency to whom sub-
mitted, credit sub-committee will meke an independent in-
vestigation and if it determines that the loan meets
standard credit requirements and that the borrower is en-
titled to credit, will endeavor to have loan accepted by
some other lending agency.

Upon completion of & job the contractor will have work
inspected by a representative of the architects sube
committee who will issue a certificate of completion. He
then will secure home owner's note (on form provided by
committee) which will be made out for the total price of
job, plus true interest &t 5% per annum on decreasing
balances (from charts furnished by cormittee). Judgment
notes will be used whersver State laws permit and will
provide for 6% interest on any delinquent payments.

Contractor will discount note with the lending agency
already committed to its purchase, after endorsing with
or without recourse, in the discretion of lending agency.
He will 8imultaneously execute a guarantee of workmen-
ship and submlt either receipts covering payments made
for all labor and materials used on the job or release
covering same. This will protect against the filing of
mechanics liens.

Lending agency will discount the face of the note by an
anount equal to the interest charge (5% true interest
per anmin), plus the service charge authorized.

Where no contractor is involved but different parts of

a job are lot direct by the home owner to several
artisans, the local committee will assist the home owmer
in completing application and will present it to a co~
operating lending agency for approval. If approved, home
owner will be authorized to proceed with the work.

Upon completion the committee will secure a note cover=
ing the entlre job from the home owner, endorsed, without
recourse, by all artisans involved, together with their
guarantees of worlkmenshlp and will discount it with the
lending agency, arranging for payments direct to the
several artisans, respectively, for the cost of their
work, less their proportion of the total service charge.

Lending agencies,will report monthly to the central in-

surance agency (on forms supplied hy local committee)

(2) all commitments made, and

(b) all notes discounted, with name, address, %erm,
amount of note and other pertinent data.



(k) Upon receipt of such nmonthly reports central insurance
agency will set up total comaitments and total loans
made by each lending agency, which it has contracted to
insure, No check on qualification of loans under insur-
ance requirements will be made gt that time.

(1) Upon default and after usual collection efforts have
been exzhausted, lending agency will reduce to judgment
and make claim on central insurance agency (on form pro-
vided by local committee) For payment of loss under its
insurance protection,

(m) The central insurance agency will place the claim in the
hands of local adjusters (through private agencies already
qualified and available on a fee basis). Adjusters will
contact both the lending agency, and the borrower if
possible, and determine what further efforts are justified
to salvage the account. Adjusters will at that time check
back on the records of the lending agency to the original
purchase and verify that the loan qualified for insurance
in the first instance, If in order, claim will be approved,

Adjusters will determine by whom the item shall be
handled thereafter in order to salvage as mmch as
possible, In most cases it will be preferable to leave
in the hands of the lending agency which originally
purchased the papere Adjusters will decide: what line
of action is to be followed. ZFor example, a further
extension, a reduction in amount of monthly payment,
talzing additional security, the endorsement of a

third party, etc.

Advice as to the method of salvaging determined upon and
the party chosen to handle the account for the central
insurance agency, will be communicated to the central
insurance agency together with the approval of claim,.

(n) Upon receipt of adjusters approval by the central in-
surance agency remittance will be made to the lending
agency for the amount outstanding on the note, less
unearned interest, Follow-up on salvaging efforts
will thereafter be conducted by central insurance
agency.
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It is recognized that most lending agencies borrow their
loanable funds on a short term basis and must be assured of
ability to go bprrow over the maximum term of receivables
purchased by them. To assure such availability of funds, as
well as a maximum rate on such funds, facilities will be pro-
vided through which "modernizing receivables!" may be redis-
counted at a maximum rate of 3% true interest per annum,

The service charges hereinbefore designated are based on
actual experience in handling this type of receivable and
should be adequate to cover average costs, As losses are
insured, a margin will be available, through the difference
betweén the 5% per anmum paid by the borrower and the cost of
money, which cannot exceed 3% per anmum, to offset any vari-
ance in local costs with the average used in these calcu~
lations,
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MEMORANDUM ON MORTGAGE FINANCING.

The Approach to the Mortgage Problem.

In approaching the whole problem represented by the stag-
nation in the market for residential property and the precipitate
drop in private residential construction during the past five years,
it is necessary to distinguish clearly between the factors that grow
out of the depression itself, and hence are temporary, and those
that are more deep-rooted in their origin and more far-reaching in
their effects.

The temporary or depression factors include, notably:

1. Speculative over-building in urban areas prior to
1929.

2. Doubling-up of families and a temporary movement of
population from urban to rural areas.

S« Loss of income on the part of home owners and the
consequent forced foreclcsure sales.

4. Reluctance on the part of prospective home owners
to undertake new commitments during the period of
uncertainty.

These temporary or depression factors, taken either together or
singly, would in themselves be sufficient to explain the material
decrease in new rcsidential construction. They do not, however,
explain the almost complete cessation of such construction,

On the contrary, the virtual disappearance of the mar-
ket for residential property, and the decline of residential con-
struction to but a negligible volume, is to be ascribed in the
moin, not to such temporary or depression factors as those Just
mentioned, but to the more decep-rooted and more far-reaching fac-
tors previously alluded to. It reflects, primarily--in an indus-
try as widespread and as decentralized as the housing industry=--
the collapse of the mortgage market in most localities to a point
ot which facilities for construction loans and second mortgage financ-
ing have disappeared, and at which new first mortgage money, even
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on unquestioned seccurity, is usually difficult and frequently impos-
sible to obtain.

In other words, the institutions that hitherto have special-
ized in this type of financing, now finding their oxisting portfolios
of mortgagos frozen--mortgages on sound properties as well as mort-
gagos in distress--are not in a position to increasc their mortgage
commitments., Instead, as is quite natural in the circumstances,
they show a universal tendency to invest now funds almost exclusive-
ly in United States Government securitics and other highly liquid
instrumonts. Under these conditionms, finaneing facilities for
eithor oxisting reosidences or now residential construction will
still be difficult to obtain cven after the tomporary or deprcssion
factors have disappeared.

What is manifestly rcquired, thercfore, is a fresh attack
on the problem of the mortgage market as a whole and the climination
of the unsound practices that have led to the present collapse of
mortgage financing,

Purposcs of the Prescnt Proposals,

The proposals outlined in this memorandum arc designed to
ovorcome the conditions now prevailing in the mortgage market and to
remove the obstructions that now impede a froe movemont of mortgage
funds. It is proposcd--

1, To provide a now mortgoge instrument that will (a)
afford ample sceurity to private lending institutions,
(b) lower the cost of mortgage money to the borrower,
and (c¢) climinate the nocd for sccond mortgage financing.

2. To provide genuinc liquidity for thc new mortgoge
instruments that have these essential characteristics.

Rocognition of the Principle of Insurance.

The first of the means by which thesc purposcs arc to be
realized is the organization of an insuranco company to be known as
the Federal Mutunl Mortgage Insurance Corporation, The Board of
Dircctors of this Corporation, however, will be identical with the
membership of the Federal Home Loan Bank Board. This Board will bo
authorized to insure the full payment of prineipal of all cligible
home mortgoges, and to insure also a minimum interost roturn (in
general 3 per cent) on insured mortgages that may default. Any
mortgagee, institutional or individual, acceptablo to the Board, moy
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insurc mortgages under this plan.

It is naturally cxpected that the prineipal users of the
plan will be the existing privatc londing agencles--namely, savings
banks, cormercial bonks, trust companics and other trustces, insurance
companies, building end loen associations, mortgage companics, ctee. If
this docs come obout as contemplated, private agencies now deterred
from londing by the uncertainties of the recal cstate market will be
able to rocleasc mortgage moncy for new financing wherever it may be
cconomically justified.

The finoneial soundness of the plan will rest primarily
upon thc appraisals cn which the mortgage insurance is bascd. The
Board of the Corporation will therefore be dirceted in the Act creat-
ing the Federsl Mutual Mortgage Insurance Corporation to develop a
notional standardized system of appraisal practices This systom will
be used by the Board and will also bo available to guide tho appraisal
practico of private institutions. In nddition, the Board will make
occuponey surveys, develop construction standards, and carry on
similar activities of @ recsearch or o statistical naturc designed to
conserve sound mortgage valuese.

Qualifications for Mortgage Insurance.

To be cligible for insurance under this plan, a mortgage
nust conform to the following rccognized stondards of sound mortgage
practice:

1. The mortgage must be a first licn on a dwelling designed
for occupancy by not more than four families (certain
excoptions in tho case of slum clearance and low-cost
housing projects will be roferred to later).

2. The mortgage nust bc held by a mortgagee acceptable
to the Board of the Corporation.

3. The nortgage must provide for regular amortization
until the loan is completely rotired. In gencral, this
amortization period is established at not more than 20
years. Provision is made, however, for cstablishing an
amortization period up to 30 years, in thc discretion of
the Board of the Corporation, on propertics of cxcep-
tionnlly stable value.

4, The mortgage must bec of such a naturc that the insuring
of it by the Corporation is bencficial to the mortgage
morkct as o wholes ond it must conformn to such standards
in respeet of the character and income of the mortgagor
as moy be cstablished by the Board of the Corporation.
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5. The mortgoge must be for an amount not in excoss of
80 per cent of the appraised value of the property,
and must conform to such other appraisal standards
as may be estoblishcd by the Board of the Corporation.
It has been suggested that in goneral insured mort-
gages should not oxcecd 100 per cent of the valuc of
improvements. Beeausc of the security afforded by the
insurance, and by the other standards to which the
mortgage must conform, the entirc first and sccond
nortgage financing can be safely combined in a single
instruncent. This will eliminate both the need of
second mortgage financing and tho disturbing effects
of such financing on banking and investment condi-
tions in general,

6o The nct intecrest return to the lender must not be in
cxcess of 5 per cent, cxcept that the Board of the
Corporaticn may, in excoptional or exigent circume
stances, authorize o rate up to a maximum of 6 per
cent in order to attract rortgage funds.

Realization on Mortgage Insurance,

Excopt with rogard to the requirements just enumerated, the
customary relations between mortgagor and mortgagec are fully rctained
under the operation of the insurance plan. IFf the mortgage becomes
delinguent, the mortgagee may still forececlose, or rofrain from fore-
closing, as at present, without interference on the part of the Board
of the Corporaticn. Should the mortgagee clect to realize on his
insurance, however, he rust forcclosc and give title to the property,
free of taxes or other chargos, to the Board of the Corporation, and
at tho same time give to the Board a statement of claim of his ox-
pensos incident to forcclosurc. The statement of claim of expenscs
may include foreclosure costs, delinguent intercst and anortization
charges, taxes paid and repairs made by the mortgagec, cte. This
statement of claim is subjoct to approval by the Board.

Upon the clection of the mortgngee to realize on his insur-
ance, the Board will deliver to the mortgagce a debenture or dobone
tures guaranteed as tc principal and interest by tho United States
Government, the amount of such debenture or debentures to equal the
unpaid principal on the face of the mortgage as of the datc on which
title is transferred to the Board. These debentures will bear the
rate of intercst (not in oxcoss of 3 per cent) agreed upon at the
time the mortgage was insured; and the debenture will moturc 3
yoars after the mortgage would have been paid off if it had remained
in good standing. The debentures will not be tax-exenpt,
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At the some time the Board will issue to the mortgagec a

-proferrcd coertificate, up to a maximum of 10 per cent eof the unpaid

principal on the face of the mortgage as of the datc on which title
is transferred, covering cxponscs incurred because of delinquency
and foreclosurc. The Board will also issuc a further certificate

of elainm for all such cxpenscs allowed by the Boord in excess of
this 10 por cent. Vhen tho Board has fully realized on the property
it will first reimburse itsclf for its debonbtures issucd, and then
honor thesc certificatos of claim up to the full amocunt permitted

by the realizntion on the property.

If the sum realized on tho property cxcecds both the
ariount of the debentures and the full amount of the certificates
issued to the mortgagec, the Board will turn the remainder of the
provecds over to the mortgagor. Should the sum finally realized,
however, be insufficient to cover both the amount of tho deben-
turcs and the amount of the prefcrred certificate of clain, the
Board will rcimburse the nortgagee on such preferred certifiecate
of clain pro rata with the Board's own realization on the property,

Cost of the Mortgage Insurancc.

The promium for mortgage insurance under the plan will
bo 1 per cent per annum of the original facc value of the nortgage.
This premium will be paid by the nertgagor to the mortgagee in a lump
surt in addition to the interest and armortization payments provided
in the mortgage. The mortgogee will in turn remit this 1 por cent
insurance premiun to the Board of tho Corporation.

The insurance prineiple involved is similar to nutual life
insurance. This 1 per cont premium is ceonsiderably in cxcess of the
amount of risk ordinarily involved in nmortgages of this type, and
hence should ecventually be returned in whole or in part to the mort-
gaogore The premiums thus returned will be paid to tho mortgagee to
pay off the mertgage for the bonefit of the mortgagor. For cxample,
if there were no loss at all, insurcd mortgages carrying anmortiza-
tion charges calculated to retirce the principal in 20 yecars, would
build up, at the cnd of about 17 years, an insurancc reserve suffi-
ciont to retirc at that time the remaining unpaid prineipal of the
nortgagess In that cvent the insurance would be terminated and the
reserve, after cortain deductions for a general reinsurance fund,
would be uscd to take up the nortgages for the benefit of the mort-
EQgOTrSe

The insurance premium therefore ccvers both insurance
risk and additional, but unspecified, amortizaotion. On a twenty-
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year amortization contract yielding 5 per cent to the lender, the
borrower would be required to pay an annual total charge--for in-
terest, amortization, and insurance--equal to 9 per cent of the
original face value of the loan. This charge is much lower than
the present equivalent combined cost of first and second mortgage
money, and also lower than the equivalent cost even during favorable
periods in the past.

By paying this total annual charge of 9 per cent, including
interest, amortization, and insurance, the borrower might retire his
total mortgage in something over 17 years, and would in any event be
guaranteed complcte retirement in 20 years. The leagth of payment
between 17 years and 20 years would depend on the extent of the general
losses sustained by the insurance reserve.

Management of the Insurance Recserves.

The insured mortgages will be segregated at the time of
insurance into scparate funds containing substantially similar risks:
they will not be lumped in a single-risk fund. A lending institution,
that is to say, could still benefit to the full by insuring its
mortgaeges even if it desired to onfine itself to stricter require-
ments than those prescribed in the mortgage~insurance law.

For example, an institution could confine itself to 60
per cent mortgeges instead of making loans to the limit of the 80 per
cent permitted, and know at the timc of insurance that its mortgages
were segregoted with others of the same type. Such mortgeges would
naturally involve fewer rcalizations on the governmental guaranty,
and therefore would not be required to share in tiae risk of mortgages
made on a higher basis of appraisal. All premiums paid on mortgazes
of common characteristics as to risk would be kept separate in a
single fund, and all costs and realizations incidental to realization
on the insurance would be debited and crodited to this fund.

At the termination of the fund--that is, whenever any
onc of these separate segregated funds becanme large enough to take
up tlie debentures issued to mole ood the mortgages insured by the
fund, and also to pay off the remaining indebtedness of borrowers
in good standing in the fund--the Board of the Corporation will be
required, prior to the termination of the fund, to deduct from 10
to 15 per cent of the fund for a general reinsurance rescrvec. his
reinsurance reserve would teke care of losses in particular funds
vhere the premiums proved insufficient to cover the insured losses of
tie fund. It would also furnish a mechanism whereby the exceptional
losses of abnormal periods could bo mct out of reserves established
in periods of smaller losses.
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Solvency of the Insurance Fund.

From careful calculations made on an actuarial basis,
the plan of mortgage insurance hiere outlined would involve no loss
to the Treasury on its guaranty of principal and interest on the de-
bentures issued to replace the defaulted mortgages. As was previous-
ly statsd, the premium payments on a maxirum twenty-year amortiza-
tion mortgaze, if no losses are incurred, would be sufficient to
retire the principal of the mortgage cormitments in about 17 years,
the exact period depending on expenses of operation (which should
be relatively low) and on percentage of the reinsurance deduction
nade by the Board of the Corporation.

In order to determine tlie extent to vwhich this period
of approximately 17 years might be extended by losses, the follow-
ing loss—-assumptions were made the basis of actuarial computations
of risk:

1. That all mortgages in o single fund were insured at
the maxirmm risk--tiiat is at 80 per cent of appraised
value,

2. That 25 per cent of the total face value of mortgages
in a single fund cdefaulted.

3. That the ultimate realization of the fund on these
properties in default was only 50 per cent of the
original appraised valuc of the properties.

4, That all the defaults occurred during the earlier.
yvears and reached a peak in the fifth year when,
owing to the lower extont of amortization, the in-
sured risk was large.

5. That two years werc required for the fund to dispose
of the defaulted propertics.

6. That reimbursement to the mortgagecs was made out
of the fund for moxirmm foreclosure expenses as
allowed under the preferred claims.

On this set of assumptions, all of which are far rore dras-
tic than past experience would justify as an average calculation of
the risk on home mortgages, the fund was still solvent, and would
have been terminated some time in the aineteenth year, without draw-
ing on the general reinsurance fund.
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Insurance of Public or Semi~Public Projects.

The general provisions of the proposed act insuring mort-
gages on a rmtual basis are written in terms of home mortgages and
do not cover the problem of financing public or semi-public pro-
Jects for the stimulation of low-cost housing and slum clearance.

The Board is authorized, however, to establish separate insurance
funds in which mortgages on property of this type can be insured
under special conditions as to interest, amortization, and insurance
to be determined by the Board. This should permit slum—clearance
and low-cost-housing projects to obtain financing on a self-insurance
basis at rmch lower rates than has been possible in the past.,

Liquidity.

To create liquidity throughout the whole field covered by
home mortgages, and also to assist in moking new mortgage money
available, it is proposed further:

1. To amend the Federal banking laws to permit construc-
tion loans on projects of a type likely to be accepted
as eligible for Federal Mutual Mortgage Insurance.

2. To amend the Federal banking laws to permit member
banks of the Federal Reserve System to h0ld mortgzages
(a) up to 80 per cent of the appraised value of the
nortgaged property and (b) of a maturity longer than
5 years, provided these mortgages are insured under
the Federal Mutual Mortsaege Insurance Act.

3. To amend the Home Loan Bonk Act:

(a) To remove the present restriction on amounts that
can be loaned to any one institution.

(b) To permit the Home Loan Banks to rediscount
mortgoges insured under the rmtual mortgage
insurance act up to their full face value.

(c) To permit the Home Loan Banks, in exceptional
and exigent circumstances, and under rigid su-
pervision of the Board of the Insurance Corpor-
ation, to moke advances, at a high rate of in-
terest, on the notes of their members. The pur-
vose of this amendment is to provide liquicdity
for mortgaze agencies during a run.

4. To cncourage ameniments to state laws covering morte
gage institutions to bring such laws into conformity
with the provisions of the Federal Mutual Mortgage
Insurance Act. As soon as the Federal logislation

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



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

-9-

outlined above is passed, it is planned to ask the
President to request each State Governor to seek
amendments liberalizing restrictions in the state
laws insofar as rmortzages insured under the Federal
plan are concerned.

Incorporation of Federal Mortgase Associations.

As a final step in creating liquidity in the home-mortgace
field, and also in tapping investment sources of new mortsgage money,
it is proposed that provision be made for the Federal incornoration
of private mortgoge~lending associations. These associations will
be permitted to finance themsclves directly by tlie salec of their own
bonds in the investmont markets. The associations will be subject
to the following restrictions:

1. They will be chartered, supervised, and examined by
the Fcderal Home Loan Bank Board.

2. Their minimum paid-in capital will be $5,000,000.

3. The anocunt of bonds that they may issue will be
limited to 15 times their capital,

4. All bonds ocutstanding will be covered by mortgoses
insured with the Federal Mutual Mortgage Insurance
Corporation,

Under these restrictions the bonds of these Federal Morte
gage Associations will be exceptionally secure instruments and should
prove popular in the general investment market. Because they are
covered by insured mortgages, they will have the equivalcent of a
Pederal guarantee of principal and interest. They will also be at-
tractive to trust companies and savings banks seeking mortgage invest-
ments outside their own local arecas.

The new mortgage associations will provide home-mortgasge
borrowers generally with more direct access to trustee institutions
in the large capital centers, where the volune of savings available
for mortgzage investment is frequently in exdess of the local demand
for home-mortgage money. In the existing situation, furthermore,
the associations should provide an e specially effective instrument
in ljquifying frozen or semi-frozen mortgage portfolios.

1w
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CONFIDENTI AL April 19, 1934,

National Emergency Council

HOUSING PROGRAM

The Problem.

The American industrial system finds today, in the field of
housing, both its greatest problem and its greatest opportunity,

As a problem, the continued lack of activity in the industries
ordinarily dependent on renovation, modernization, and new residen-
tial construction now accounts more than any other factor for the
continuance of unemployment at its present volume. As an opportun-
ity, the prompt resumption of the activity now suspended among
these industries would accomplish a two fold purpose of vital so-
cial and economic consequence:

1. Return of the unemployed--more rapidly than by any
other means--to the useful and gainful occupations
for which their abilities are trained and to which
their social habits are adjusted,

2s Continuous translation of the results of this wide-
spread reemployment into the form of tangible wealth
for vhich there is the greatest socinl as well as
economic need,

There is no field in which the actual standard of living in
this country is more deficient, in comparison with our available
natural, industrial, and financial resources, than in the dwellings
now occupled by the greater part of our population, Neither is
therc any field in which demand would revive more quickly, or in
greater immediate volume, if practical means arc provided to make
the potential demond cffective, Almost evory element of our popu~
lation needs and would absorb better housing accommodation, either
in the improvement of existing dwollings, or in the purchase or
rental of modern types of dwellings, provided that there was (a)
reasonable certainty as to future cmployment and income, and (b)
reduction of housing costs, including financing, to a capacity-to-
pay basis,

Properly implemented, a mass demand for better housing can
occupy the same position in providing an outlet for our enormous
productive capacity that was occupied by the autawobile during the
past generation,
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The Progran,

To nmeet both thc problem and the opportunity thus presented,
three ma jor proposals are hercwith submitted as component parts of
a single comprehensive progran, The progran contaiplates govern-
niental leadership and direction, but, in addition, the full appli-
cation of privatce enterprise and resourcefulness to public ends.
The three rajor proposals referrcd to arc as follows:

I. Renovation and Modernization.
IT, Long-tern: Mortgago Financing,
IIT, Long-termn Coordination of Federal Housing
Activities,

ap

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



CONFIDENTIAL April 19, 1934.

II.

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

Long~Term Morigage Financing. —— Concurrently with its renovation

and modernization activities, the Federal government would deal with
the problem of reorganizing the market for home mortgages. At the
present time, funds for new residential construction are either scarce
or completely unavailable in many sections of the country, even

where the construction is needed and is economically justified. The
market for existing mortgages, furthermore, is in a condition to re—
guire a serious consideration of national mortgage policy.

There is the question, for example, of the adequacy of the lending
powers of the Home Owners! loan Corporation. The continued increase
in applications for loans by the Corporation foreshadows an exhaus-
tion of its lending powers during the late summer of the present
year and a consequent crisis among home owners whose mortgages are
in distress. There is also the question of extending to the build-
ing and loan associations support of a general character similar to
that already extended in the case of bank depositorss A competitive
problem now confronts these institutions because of the recent in-
surance of bank deposits and the building and loan associations,
which occupy an important position in the home mortgage field, are
particularly insistent upon an extcnsion of similar privileges to
their situation.

Neither of these problems, however, namely the possible extension of
the lending powers of the Home Owners! Loan Corporation, nor the
inclusion of depositors and shareholders of building and loan asso=-
ciations in an insurancc plan similar to the bank insurance plan,
touches the roots of the difficulties which now beset the home morte—
gage market, or offers promise of dealing adequatecly and complctely
with the mortgage problems To reorganize the home mortgage market
along lines consistent with the problem confronting us and the op—
portunity for reemployment which exists, the following comprchensive
plan is proposeds

A. Inauguration by the Federal Home I,oan Bank Board of
a national system of appraisal practice. This systcm
would be designed to standardizec appraisals and to
protect future home~finencing from a recurrence of
the abuses that have characterized the prevalent hap-—
hazard and disorganized methods of appraisal. The
new coordinated system of appraisal would bec uscd by
the Home Loan Banks and their affiliated institutions,
and would also bc made availablec to all privatc lend=—
ing agencies in furtherance of a wiformly sound pro-
cedurcs
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B, Crcation of a Federal Mutual Mor%gage Insurance
Corporation. The facilities of this Corporation
would be available to all accredited privatc lend-—
ers, institutional or individual, for the insur-
ancc of home mortgages that conform to the follow-
ing standards:

(1) Mortgages not in cxcess of 80 per cent of the
current appraiscd value of the propertye.

(2) Low interest in cost to the borrower-—ordin-
arily 5 per cent, with the provision for 6
per cent under cxccptional conditions.

(3) Long-term amortization completely provided for.

In cvent of default on insured mortgages, thc lend-
ers would be guaranteced return of the full princi-
pal, and also a modcrate rcturn of intercst, not in
excess of 3 per cent,

Borrowers who gave mortgages uvnder the insurance
plan would be cnabled to obtain their full home=pur=—
chase financing, including that portion usually cov-
ered by a second mortgage, or cven additional mort-—
gages, on a single instrumcente This instrument would
continue until the loan was retired without rencwal,
and without additional coste It would also offer
this financing at a lower cost and on casicr terms
than have cver becn available herctoforce In con-
sideration of these advantages, the borrowers would
pay only a moderate premium, but onec ncverthelcess
sufficient both to absordb the cost of the insurance
and, during the later ycars of thc loan, to curtail
the principal.

The Trcasury would starnd bchind the insurance policy
issued by the Corporation. The insurance is set up
in such a manner, howcver, as to give the Treasury
full protection against ultirate loss, cven under
cxtremcly adverse circumstances. This measure would
require no appreciable appropriation (about $2,000,000
to be fully adecquate).

Ce Authorization for the charter of national mortgage as—-
sociations by the Federal Homec Loan Bank Board, as
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described in the attached memorandum. These associa-
tions would constitute a new type of financial agency
in the home-mortgage ficlde They would be subject to
strict Federal supervision, and would be authorized
to raise funds from the investing public only by the
igsuance of bonds or debentures fully covered by
home mortgages insured under thec above-~described
plan. Such associations would be effective in pro-
viding liquidity to the home-nortgage market. Fur-—
thermore, since they would be able to raise funds in
the large financial conters, they would be effective
in making lov~cost funds for home-mortgage purposcs
available in remotc areas,

Revision of Federal banking laws and of other Feds
oral statutes, in so far as such revision would be
required to make the new mortgage instrument widely
and irmediately cffectives In addition, revision

of Federal banking laws to permit short-term construce
tion loans, under adequate safeguards, pending in-
sured-mortgage financing of the completed property.

Slun Clcarance Financing. --~ The Public Works Fmer—
gency Housing Corporation is now proceeding with
slun -clearance under funds advanced by the Public
Works Administration. The effcctiveness of these
funds, however, nay be multiplied several times——
possibly as many as five times——by a provision in
the Federal Mutual Mortgage Insurance plan for the
insurance of mortgages on slum~clecarance and sinilar
low=cost housing projecctse

A more detailed discussion of these mortgage proposals is attached
to this memoranduri.
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I. Renovation and Modernization -~ To stimulate at once g large volume
of employment and business activity in the repair, maintemance, and
modernization of existing dwellings and also of industrial and com-
mercial properties; and to continue this employment and activity on
the widest possible scale through the remainder of 1934, or for such
longer period as may be required to take up the arrears of work of
this character. These purposes would be accomplished in the follow=
ing manner:

A. Provision of national guidance, support, and coopera-
tion for modernization campaigns orgenized and managed
locally in urban and rural commnities throughout the
country. These campaigns would be comducted by local
voluntesr groups in such & manncr as to enlist the in-
terest and participation of all elaments in the com-
munity.

B. Protcction of home owners ageinst unwarranted cost-
advances that might othorwisc result from the sudden
and widcspread resumption of activity in the so-called
heavy industries. To avert such cost-advanccs, the
cooperation of industry, transportation, and labor
will be sought in o genoral effort to establish prices
that will offer a definite and compelling inducement
to homc owners and will nlso assure & well-sustained
volume of cmployment and busincss sctivity for modern-
ization purposcs.

Ce Cresation of a rew finoncial instrumont to assure ade-
quate financing, at low cost and on modercte terms of
repayment, for ronovation or modernization of existing
dwellings. A plen to secure this ond hes been pre-
sented to responsible executive officers of finencial
agencies of all the types that would be czlled on to
participcte~-commcreial benks, savings banks, finance
companies, building and loan associations, trust com~
penies, etc. In almost every instunce, and in any
event with exceptions that ars not important eithcr
individually or in the aggregete, the plan hes received
favorable endorsement and assurance of active support.
In brief, adequate and low-cost financing is assured
by a representative and responsible cross-section that
is representative of existing private agencies.

The plan of finaneing looks to the setting up of home-
ownor credits by the various types of financizl agen-
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cies out of their own resources. Cooperating agencics
whose advances of credit met standurds and conditions
thcet have been designoed to protcct both tho home-
owner cnd the leader would be insured against loss

up to a totel of 20 per cent of advances so mede.

The agencies would also be gucrcnteed a moximum rate
of rediscount of 3 per cent on such advtnces during
the term for which they werc outstending.

An appropriation of $200,000,000 would be required
for the governmental institution seleceted to insure
these credits; and the institution might also require
power to borrow additional sums in order to carry
out the rcdiscount function just referred to. As

to losses thot might be imcurred by the government
under this plen of insured credits, it is estimated,
with due cllownnce for all celculable risks, that
these would not greatly exceed 5 per cont of the
totzl advances, or a probable maximum of $50,000,000
to $100,000,000, aceording to the volume of renova-
tion and modernization actually undertaken by home
ovmers on & crcdit basis.

For examplc, & potentinl cost to the govornment.
running as high as $50,000,000 would represent total
credit advancos of approximately $1,000,000,000 by
privete agoneies. Experience shous, howcver, thot
much of the wvork that would be induced by the proposecd
campcign will be done without credit, and that proba-
bly one~hclf to two-thirds of the total volume would
represent industrial ond commercial maintenance and
improvemunt not sligible for the type of credit pro-
vided undcr the new plan of financing kores contem-
plated. The probcble percentage of governmental cost
to total privete expenditure for labor, materials,
tremsport-tion, etc., under the eredit plan, would
therefors be around 2 per cent. A detailed discus-
sion of this plem is attached to this memorandum.



REVISED DRAFT - CONFIDENTIAL
April 19, 1932,

A PLAN TO PROVIDE "CONSUMER CREDIT" FOR HOME MODERNIZATION

Purpose = A movement is planned to raise the general level of housing

standards, the first step in which is a program of Home
Modernization. For this purpose a unified national effort

is being organized, which will utilize the existing concen-
trations of credit, now inactive, in the financing of

needed improvements to real property, thus providing employment
to large groups who have benefited the least from measures

now operating.

A very necessary part of this effort is a plan to finance the
consumer for the cost of immediate improvements, which will
consist of repairs, alterations and renovations. By utilizing
existing private sources of credit, the necessity for govern-
mental lending agencies to provide the necessary funds and
machinery will be avoided.

Principle -  The most practicablec way to organize for such financing is on
the basis of "Consumer Credit" that is, periodic payments based
entirely on the borrower'!s ability and willingness to pay,
without involving the real estate as security. In essence, credit
in suitable amounts will be made available to all holders of
real estate or real estate equities whose current income and
reputation for meeting obligations are satisfactory.

Requirements - The success of this effort will depend upon the volume of home

o modernizing that results, as reflected in re~employment and ine
creased purchasing power. In order to induce large volume, it
must comprchend, aside from its usefulncss as a contribution to
recovery, a degroe of attractivencss not available today through
existing channels. This involves low cost, oxtended time for
repaymoent, and frecedom from restrictions as to sccurity. At
the same time the borrower must be protected agoinst the assump-
tion of uncconomic debte

Aveilability to home owners will be assured through the coopera-
tion of three groups of privetc lending agencics, Commercial

and Savings Banks, Financc or Accoptancc Corporations, and
Building and Loan Associations. This will provide adequato
nation-wide machinery for handling all operating details.
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As the existing system of consumer credit has been built to a
large extent upon the use of repossessible chattels as security,
this plan will provide insurence against loss in lieu of such
security. This insurance protection should mcke available funds
and credit of the three cooperating groups of financial agencies
ond oavoid the necessity of using govermment funds for this
purposes

The costs of handling this type of financing are greater than
the costs of handling ordinary savings or commercial bank loans,
and such legitimnte costs are provided for in the plan.

The following plan is designed to meet the requirements herein-
before set forth:

l. Central Insurance Agency.

A central insurance agency, funds for which will be provided
by the Federal Government, will be organized with head-
quarters in Washington, D.Ce., to function as follows:

(8) Insure cooperating lending agencics against loss on
"modernizing reccivables" as specificd hercinaftors

(b) Detormine eredit standords by which the soundncss of
insured loans may be judged.

(e) Provide and furnish all literature ond forms necessary
to enablc the plan to function on a uniform basise.

2. Local Q{ganizations.

A committce, with a subcommittee of architects and others
familior with building problems and costs, and o credit sube
committee of thosc expericnced in passing credits, will be
organized in each town~ccnter to function as follows:

(a) Give full publicity to the program, plans, and proccdure

(b) Pass upon the qualifioations of contractors whosc eligi~
bility will be determined on o basis of reputation for
workmanship and integrity.

(e) Propare o list of eligible cooperating lending agencies
(banks, fincneo companics, building and loan associa-
tions) with whom contracts of insurance will be made by
the contral insurance agency.

(d) Sccurc and furnish to home owners and contractors lists
of materials, if eny, with the namos of dealers therein,
on which price concessions have beon sccureods
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(e) Act os a clearing housc, through the credit sub-committee,
undor instructions of the central insurance agency, to
assure credits being properly cxtonded on the pne hand
ond that credit is not denied to thosc entitled thercto,
on the other.

3¢ Details of Plan.

Flexibility will be provided by leaving to the cooperating
lending agencies complete discretion in determining credits,
designating terms, etc., within such credit limits as shall
be determined from time to time by the central insurance
agencys

In order to qualify for loss insurance through the central
insurance agency, therefore, all "modernizing receivables"
must fall within the following requirementse.

() All loans must measure up to such credit standards as
may be determined by the central insurance agency from
timec to time.

(b) HMinimum principal amount of loan, $200.
(¢) Meximum principal amount of loan, $2,000.

(d) Loans to be repaid in monthly or quarterly payments, ex=-
cept by those engaged in agriculture, in which case it
will be permissible, in the discrction of the lending
agency, to conform to crop income dates. with o minimum
of one annual payment,

(e) Minimunm monthly payment $10.
(f) Meximum term of obligation not to exceced 5 yearse

(g) Intérest, added to tht total cost of thc modernizing

job, may not excced 5 per ccnt per annum on decreasing
balances.

(h) Total discount of lending agency in purchasing reccivables
from contractors may not excced 5 per cont truc interest,
provided wnder (g), plus the following service chargess
These charges arc arrived at as follows:e=

Crcdit Investigation and cntry on books - $2 per notec.
Collection cost (average) - 50¢ per installmont.
Supervision and Legal costs = 1/2 of 1% per annum on

amount loanede.
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SERVICE CHARGES

Principal One Year One to Two to Three to Four to
Amount of Job__ or less Two_Years Three Years _ Four Years Five Years
$ 201 to $ 300 $ 9.50 $17.--  mmmmemmee om0 el

301 to 400 10. -~ 18, = $26. - $34.~- S —

401 to 500 10.50 19, ~- 27.50 36, ~- $44.50

501 to 600 11.-- 20, -~ 29.~- 38, -~ . 47.-~

601 to 700 11.50 21 -~ 30.50 40.-- 49.50

701 to 800 12, -~ 22.-- 32— 42, -~ 52. -

801 to 900 12.50 23, ~~ 33.50 44, - 54,50

901 to 1000 13, -~ 24.~-- 35.-~ 46, ~- Y

1001 to 1250 14.25 26.50 38.75 51. - 63.25
1251 to 1500 15.50 29, ~— 43,50 56, - 62,50
1501 to 1750 16.75 31.50 46.25 6l.=2 75.75
1761 to 2000 18.—- 34, - 50, =~ 66, =— 82, -
(1) Meximum insurance coverage, 20 per cent of the total
volume of "modernizing receivables" discounted by & lend-
ing agency.
4. Modus Operandi.
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(a)

(b)

(c)

(a)

Home owners will secure from local architects subcom-—
mittee advice on all matters pertaining to the practica-
bility of work desired, proper costs and qualification
of contractors.

Contractor will contact home owner, either direct or

through committece. He will estimate cash price of job,
giving consideration to service fee (see h above) which
he will bo requircd to absorb. ’

He will have home owmer sign an Application for Loan
(form to be supplied by committee) detailing work to be
dona with bid prices, and giving pertinent credit in-
formation, including affidavit of ownership, assessed
valuation, original purchase price and present status
of mortgage (if any) as to maturity, amortization,
interest, taxes, etc.

Contractor will submit application to a cooperating lend-
ing agency (from lists prepared by the committee).

Lending agency will check the credit of borrower and

if satisfactory and the loan qualifies under insurance
requirements will approve. Such approval will constitute
its commitment. "



(e)

(£)

(g)

(h)

(1)

NOTE -

(3)
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Upon rcceipt of such commitmonts, ovmers or contractors
will procecd with the job.

If loan is refuscd by the lcending agency to whom sub-
mitted, crcdit sub-committoc will make an indcpendent ine
vestigation and if it determines that the loan meets
stondard crodit requircmonts and that the borrower is on-
titled to credit, will ondcavor to have loan accopted by
somc other londing agency.

Upon complection of a job the contrcetor will have work
inspected by a representative of the architcets sub-
committee who will issuc a certificate of completion., He
then will sccurc home ownor's note (on form provided by
committee) which will be made out for the total priecc of
job, plus truc intorest at 5% por annum on decreasing
balances (from charts furnished by cormittce). Judgment
notes will be uscd whercver State laws pormit and will
provide for 6% intorcst on any declinquent payrments.,

Contractor will discount notc with the lending agency
alrcady committed to its purchasc, after ondorsing with
or without rocourse, in the discrotion of lending agoney,
He will simultancously oxccute o guarantce of workman-
ship and submit cithor rocecipts covering payments nmade
for all labor and materials used on the job or releasc
covering samc. This will protecct against the filing of
mechonics lions,

Londing agonecy will discount the facc of the note by an,
amount cqual to the intorest charge (5% true interest
per annum), plus the scorvico charge authorized,

Where no contractor is involved but differcent parts of

a job are let dircct by the home owner to scveral
artisans, tho local committec will assist tho home ovmer
in complcting application and will present it to a co=-
oporating lending agoney for approval. If approved, home
owncr will bo authorized to procced with the work,

Upon complction tho committce will scecurc o notc cover-
ing the ontirc job from the home owner, ondorscd, without
recourse, by all artisans involved, together with their
guarantoes of workmanship and will discount it with the
lending agency, arranging for payments direct to the
soveral artisoans, respcetively, for the cost of their
work, lcss their proportion of the total servico chargc,

Lending ogeneies will report monthly to the central in-

surance agency (on fornms supplicd by local committce)

(a) all commitments made, and

(b) 2ll notes discounted, with name, address, torm,
arount of note and other portinont data.
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(1)

(n)
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Upon receipt of such monthly reports central insurance
agency will set up total commitments and total loans
made by each lending agency, which it has contracted to
insure. No check on qualification of loans under insure
ance requirements will be made at that time.

Upon default and after usual collection efforts have
been exhausted, lending agency will reduce to judgment
and make claim on central insurance agency (on form pro-
vided by local committee) for payment of loss under its
insurance protection,

The central insurance agency will place the claim in the
hands of local adjusters (through private agencies already)
qualified and available on a feé basis). Adjusters will
contact both the lending agency, and the borrower if
possible, and determine what further efforts are Justified
to salvage the account. Adjusters will at that time check
back on the records of the lending agency to the original
purchase and verify that the loan qualified for insurance

in the first instance. If in order, claim will be approved,

Adjusters will determine by whom the item shall be
handled thercafter in order to salvage as much as
possible. In most cases it will be preferable to leave
in the hands of the lending agency which originally
purchased the paper. Adjusters will dccide what line
of action is to be followed., For example, a further
extension, a reduction in amount of monthly payment,
taking additional security, the endorscment of a

third party, ctc.

Advice as to the method of salvaging determined upon and
the party chosen to handle the account for tho central
insurance agency, will be communicated to the contral
insurance ageney togcther with the approval of claim,

Upon rceeipt of adjusters approval by the central in-
surance agency remittance will be made to tho lending
agency for the amount outstanding on the note, less
uncarned interest. Follow-up on salvaging efforts
will thercafter be conducted by ccentral insurance
agency.



Rediscount
Facilitios

Costs and
Profits
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- It is rocognized that most lending agoncics borrow their

loanable funds on o short term basis and must be assurcd of
ability to so borrow over the maximum term of reoceivables
purchased by them. To assurc such availability of funds, as
woll as a maximum rate on such funds, faecilities will be pro-
vided through which "modernizing rcceivables" may be rodise-
counted at o maximum rate of 3% truc interest por annum.

The service charges hercinbefore designated are based on
actual cxperionce in hnndling this type of reccivable and
should bc adequate to cover average costs. As losses are
insured, a margin will be available, through the differcnce
betwoen the 5% por annum paid by the borrower and the cost of
monoy, which cannot excced 3% por annum, to offsct any wori-
ance in local costs with the average uscd in those calecu-
lations.,
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Long—~Term Mortgage Financing. —— Concurrently with its renovation

and modernization activities, the Federal government would deal with
the problem of reorganizing the market for home mortgages. At the
present time, funds for new residential construction are either scarce
or completely unavailable in many sections of the country, even

where the construction is needed and is economically justified. The
market for existing mortgages, furthermore, is in a condition to re-
quire a serious consideration of national mortgage policy.

There is the question, for example, of the adequacy of the lending
powers of the Home Owners? Loan Corporation. The continued increase
in applications for loans by the Corporation foreshadows an exhauss
tion of its lending powers during the late summer of the present
year and a consequent crisis among home owners whose mortgages are
in distresses There is also the question of extending to the build-
ing and loan associations support of a general character similar to
that already extended in the case of bank depositors. A competitive
Problem now confronts these institutions because of the recent in-
surance of bank deposits and the building and loan associations,
which occupy an important position in the home mortgage ficld, are
Particularly insistent upon an extonsion of similar privileges to
their situation.

Neither of these problems, however, namely the possible extension of
the lending powers of the Home Owners? Ioan Corporation, nor the
inclusion of depositors and sharcholders of building and loan asso~-
ciations in an insurancc plan similar to the bank insurance plan,
touches the roots of the difficulties which now beset the home mort-
gage markct, or offers promise of dealing adequately and completely
with the mortgage probleme To reorganize the home mortgage market
along lincs consistent with the problem confronting us and the op-
portunity for recemployment which exists, the following comprchensive
plan is proposeds

A. Inauguration by the Federal Home ILoan Bank Board of
a national system of appraisal practice. This systom
would be designed to standardizc appraisals and to
protect future home~financing from a recurrence of
the abuses that have characterized the prevalent hap-
hazard and disorganized methods of appraisal, The
new coordinated system of appraisal would bec uscd by
the Home Loan Banks and their affiliated institutions,
and would also bc made available to all privatc lend—
ing agencies in furtherance of a uwniformly sound pro-
cedurce

Federal Reserve Bank of St. Louis
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Be Crecation of a Federal Mutual Morigoge Insurance
Corporation. The facilitices of this Corporation
would be available to all accredited private lond=
ers, institutional or individuwal, for the insur-
ancc of home mortgages that conform to the follow
ing standards:

(1) Mortgages not in cxcess 6f 80 per cent of the
current appraised value of the property.

(2) Iow interest in cost to the borrower=—ordin-
arily 5 per cent, with the provision for 6
per cent under cexceptional conditions.

(3) Long-term amortization completely provided for.

In cvent of default on insured mortgages, the lend-
ers would be guarantecd rcturn of the full princi-
pal, and also a modcrate rcturn of interest, not in
excess of 3 per cent.

Borrowers who gave mortgages vnder the insurance
plan would be enabled to obtain their full home—pur—
chase financing, including that portion usually cov-
ered by a second mortgage, or even additional mort—
gages, on a single instrumcnte This instrument would
continue until the loan was retired without rencwal,
and without additional coste It would also offer
this financing at a lower cost and on casicr terms
than have ecver becn available heretoforce In cons
sideration of these advantages, the borrowers would
pay only a moderate premium, but one ncverthelcss
sufficient both to absorb the cost of the insurance
and, during the later years of the loan, to curtail
the principal.

The Trecasury would stand bchind the insurance policy
issued by the Corporation. The insurance is set up
in such a manner, however, as to give the Treasury
full protection against ultimate loss, even under
extremely adverse circumstances. This measure would
require no appreciable appropriation (about $2,000,000
to be fully adequate).

Ce Authorization for the charter of national mortgage as—
sociations by the Federal Home Loan Bank Board, as
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described in the attached memorandume Thesc associa-
tions would constitutc a new type of financial agency
in the home~mortgage ficld. They would be subject to
strict Federal supervision, and would be authorized
to raise funds from the investing public only by the
issuance of bonds or debentures fully covered by
home mortgages insured under the above-~described
plan. Such associations would be effective in pro-
viding liquidity to. the home-mortgage markct. Fur-
thermore, since they would be able to raise funds in
the large financial conters, they would be effective
in maeking lowecost funds for home-mortgage purposes
available in remote arcas,

Revigion of Pederal banking laws and of other Fed—
eral statutes, in so far as such revision would be
required to make the new mortgage instrument widely
and irmediately cffective. In addition, revision

of Federal banking laws to pernit short-—term construc-
tion loans, under adegquate safeguards, pending in-
sured-nortgage financing of the completed property.

Slun Clcarance Financings = The Public Works FEmer-
gency Housing Corporation is now proceeding with
glunm clecarance under funds advanced by the Public
Works Administration. The effectiveness of these
funds, however, may be multiplied scveral times—
possibly as many as five timcs—--by a provision in
the Federal Mutual Mortgage Insurance plan for the
insurance of mortgages on slum~clearance and similar
low—cost housing projoctse

A nore detailed discussion of these riortzage proposals is attached
to this menorandurie
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Jamaary 12, 193%

Mr. Roland H. Sloan, Jr.
Corresponding Secretary

Alpha Delts FPhi
Amherst, lMassachusette
Dear Brother Sloan:

Your letter of good wishes on behalf of
the active members of the chapter came as a
most pleasant surprise. It is my hope that
ws were egually gracious and thoughtful in
my undergraduate days though I cannot recall
with certainty that we were.

Please convey to the chapter my sincers
gratitude for this token of their contimuing
interest, even in those of us who have been

out of personal contact with Amherst far too

long.

Traternally yours,

Winfield W. Riefler
Chairman
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