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The Path to More Business for Thrift,
Home-Financing Institutions

H.F. CELLARIUS

Secretary, United States Building and Loan League

HE 3,000 member institutions have a

line of credit with the Federal Home
Loan Bank System of $250,000,000. They
are now using only $87,000,000 of that sum.
While the balance, $163,000,000, of immedi-
ately available credit lies untouched-—not
to mention the vastly greater potential
credit which the System could supply by
the sale of bonds or debentures—many
member institutions are failing to meet
their communities’ legitimate needs for
funds to refinance existing home mortgages
and to finance the building of new homes.

It is obvious that the Government does
not wish to enter permanently into the
business of extending funds for home
financing to those economically able to pro-
vide themselves adequate housing. Within
the last month the Home Owners’ Loan
Corporation has suspended the acceptance
of further applications for loans in the
hope that private capital is now in a posi-
tion to take over the burden. The whole
intent of the Government’s program for the
permanent organization of the home-financ-
ing system as reflected in the Federal
Home Loan Bank Board and its affiliated
agencies and in the Federal Housing Ad-
ministration is to give protection and en-
couragement to private capital.

The invitation to building and loan, sav-
ings and loan, and homestead associations,
and to cooperative banks and savings banks
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to shoulder the major burden of the Na-
tion’s home financing is particularly strong.
The basic features of the Government’s pro-
gram give signal recognition to the princi-
ples and methods of home financing for
which these institutions have pioneered.
The Federal Home Loan Bank System, the
Federal savings and loan associations, and
the Federal Savings and Loan Insurance
Corporation all stamp the building and loan
principle as the ideal for the financing of
homes and recommend building and loan
associations to the favorable attention of
the public, both as a place to invest their
savings and to finance their homes.

In the excitement of these times, it is
doubtful whether the Nation’s thrift, home-
financing institutions have fully appreci-
ated the significance of this Federal action
in their behalf or have considered what it
may mean to them in future business. If
they had and if they understood the nature
of the opportunity now lying on their door-
step, $163,000,000 of credit would not be
lying unused in the Federal Home Loan
banks. Rather, the banks would be exer-
cising their prerogative of issuing deben-
tures to the public to increase funds.

THE LOSS OF AN OPPORTUNITY FOR CAPTURING
NEW BUSINESS

IN Not using to the full the facilities of the
Federal Home Loan Bank System, building
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and loan associations and savings banks
are losing their opportunity to capture the
major share of the Nation’s home-financing
business. They are failing fo capitalize the
good will of hundreds of thousands of ac-
tual and potential investors and home own-
ers who have never before employed the
services of building and loan associations.
The surest way for solvent building and
loan associations to start again and swell
the flow of savings into their vaults is to
let the community know that they are meet-
ing withdrawals and aggressively seeking
new business. New loans in the portfolio
of an association will augment its earnings,
strengthen the morale of active officers and
employees, and incur the public favor
which is the lifeblood of savings institu-

tions. Of course, new business means new
risks. New business always has and al-
ways will. But the risk is far less now,

when real-estate values have shrunk to the
lowest point in years, than it was in 1928
when building and loan associations were
lending freely and widely.

It has been an axiom among financing
institutions that a bank should not borrow
to make loans. Like many another axiom,
this has a weight of tradition which analy-
sis does not fully justify. Every bank vio-
lates the axiom whenever it rediscounts
short-term paper with the Federal Reserve
System. The money the bank obtains, it
uses to lend again. Advances from the
Federal Home Loan Bank System to mem-
ber institutions are for exactly the same
purpose. The only difference is that while
the Federal Reserve System advances short-
term funds on short-term paper, the Fed-
eral Home Loan Bank System advances
long-term funds on long-term paper. The
danger in the long-term operation is no
greater, because the System is organized
to make that kind of an advance.

Moreover, practically all money loaned
by financing institutions is borrowed
money. It is borrowed from their depos-
itors and shareholders. Every dollar re-
ceived from such sources must be repaid
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either upon demand or after a relatively
short interval. Advances to member insti-
tutions from the Federal Home Loan
banks are not subject to such unpredict-
able demands. They are obtained upon a
legal contract which guarantees that the
funds will not be demanded as long as the
obligations of the contract are met.

This is not to argue that home-financing
institutions should obtain all or a majority
of their funds from the Federal Home
Loan Bank System. This System consti-
tues a reserve to be called upon mainly in
emergency. If an institution were to use
this reserve to the full at all times, it
would lose the protection necessary to
meet unexpected demands either for with-
drawals or new loans. However, the pres-
ent is an emergency. This is a time when
home-financing institutions need and
should use the reserves in the Federal
Home Loan Banks to the full, for that—as
has been pointed out—is the surest way
to start again the flow of savings which
will make the extensive use of reservcs
unnecessary.

THE IMMEDIATE PROGRAM

TrE immediate program for the Nation’s
thrift, home-financing institutions seems
clear. All solvent institutions that have
not already done so should take full ad-
vantage of the facilities offered by the Fed-
eral Home Loan Bank System. Members
should borrow from the System to clear up
withdrawal lists and place themselves in a
position to secure new investments. They
should borrow to meet the demand for new
loans.

The Federal Home Loan Bank System
offers its members short-term credit to
meet maturities or sudden demands by
shareholders and depositors. It offers
them long-term funds for the creation of
new business. It offers them something
that they can get from no other source,
namely, cash that they can count on for a
definite period of time. It offers them
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these funds with a minimum of red tape
or delay at rates ranging from 4 to 5 per-
cent, which are fully in keeping with the
rates they should pay their shareholders
and depositors.

Any association whose hands are tied by
large percentages of non-income-producing
assets should consider the plan presented
in the November issue of the ReviEw for
segregating its assets and reorganizing into
an active institution-—using funds obtained

from the Federal Home Loan Banks and
possibly also from conversion into a Fed-
eral savings and loan association—and into
a separate liquidating institution.

There seems to be, in the offing, such
business for the Nation’s thrift, home-fi-
nancing institutions as they have never
known before, and the Federal Home Loan
Bank System and its affiliated agencies are
organized to enable them to capture this
business.

Loans—Federal Home Loan Bank System

Loans advanced | Amount repaid Bgé%;;‘;ié?zns
cumulative cumulative at end of mor%th
1932
December. ... ... ... .. ... .. . $837, 500. 00 None $837, 500. 00
1933
JANUATY. .. ... 3, 896, 800. 00 $540. 00 3, 896, 260. 00
February....... .. .. . . 9, 234, 086. 00 50, 440. 00 9, 183, 646. 00
March. .. ... 22, 957, 191. 00 258, 730. 00 22, 698, 461. 00
April. 31, 268, 587. 66 728, 872. 46 30, 539, 715. 30
May. .o e 39, 991, 391. 12 1, 059, 087. 37 38, 932, 303. 75
June. ... e 48, 816, 812. 41 1, 237, 932. 82 47, 578, 879. 59
July. .o 55, 493, 515. 95 1, 748, 851. 92 53, 744, 664. 03
August. . .. 61, 907, 694. 54 2,101, 441. 84 59, 806, 252. 70
September. . . .. ... .. 68, 916, 370. 74 2, 586, 878. 49 66, 329, 492, 25
October. . ... .. .. 76, 948, 584. 23 3, 838, 473. 32 73,110, 110. 91
November. . ... e 85, 233, 120. 49 4,534, 117. 35 80, 699, 003. 14
December. ... ... .. .. ... . e 93, 865, 344. 49 5,423, 490. 12 88, 441, 854. 37
1934
JaNUATY . . e 99, 601, 833. 90 7, 104, 900. 42 92, 496, 933. 48
February... ... ... .. ... . . . 102, 958, 427. 04 8, 918, 592. 32 94, 039, 834. 72
March. .. 105, 957, 441. 60 | 12, 832, 635. 60 93, 124, 806. 00
April. . 108, 313, 841. 53 19, 391, 819. 12 88, 922, 022. 41
MY . e 112, 816, 968. 63 25, 975, 167. 37 86, 841, 801. 26
JUB. . e 116, 466, 572. 63 30, 218, 218. 54 86, 248, 354. 09
Jaly. .o 119, 587, 357. 29 33, 864, 475. 74 85, 722, 881. 55
AUguSt. . e 122, 158, 821. 93 36, 640, 001. 14 85, 518, 720. 79
September. . . ... ... 125, 355, 071. 93 38, 708, 137. 66 86, 646, 934. 27
OCtOber. . . e 128, 733, 125. 16 41, 286, 794. 30 87, 446, 330. 86
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Federal Financial Participation in Home
Financing, Home Building, and Housing

N THE last two years the economic
I situation has compelled the Federal
Government to take several steps affecting
the Nation’s activities in home financing,
home building, and housing. The number
and variety of these steps in so short a
period has inevitably led to some confu-
sion in the public mind, particularly as to
what governmental funds are available for
what purposes. This confusion can best
be eliminated and a clear picture of the
Government’s activities obtained by an ex-
amination of the conditions that inspired
them.

In the spring of 1933 the Government
found itself faced with three related prob-
lems involving housing:

1. The avalanche of foreclosures on
homes and other properties caused by the

inability of mortgagors to pay interest and
principal due and the resultant collapse of
the mortgage structure and of the real-
estate market.

2. The inability of a dangerously large
percentage of the population to provide
themselves adequate housing.

3. The widespread unemployment in the
building industry.

These problems were far from simple.
In some respects they were temporary; in
others, of long term. Insofar as they con-
stituted an immediate threat to the eco-
nomic and social structure, they demanded
direct and drastic action. Insofar as they
revealed permanent weaknesses they de-
manded basic and far-sighted programs of
reform to forestall their recurrence. The
solution of all of them hinged on the use

Federal agencies using Government credit to aid home financing, home building, and housing

Group 1

Extending mainly emergency
credit direct

Group 11

Financing and/or executing housing
projects

Group 111

Using Federal credit to protect and
encourage private capital

1. Home Owners’ Loan Corporation.

2. Farm Credit Administration:
a. Land bank commissioner.

1. Public Works Administration; Hous-
ing Division and
Housing Corporation.

1. Federal Home Loan Bank Board:

a. Federal Home Loan Bank
System.

b. Federal savings and loan as-

Emergency

b. Federal Land Banks.!
¢. Production Credit Associa-
tions.!

3. Reconstruction Finance Corpora-
tion.

2. Federal Subsistence Homesteads
Corporation.

3. Federal Emergency Relief Adminis-
tration:
a. Rural rehabilitation program.
b. Industrial rural communities.
¢. Reconditioning of homes occu-
pied by tenants on relief
rolls.

4. Tennessee Valley Authority.

sociations.
c. Federal savings and loan in-
surance corporation.

2. Federal Housing Administration:
a. Modernization credit pro-

gram.

b. Mutual home mortgage in-
surance.

c. National mortgage associa-
tions.

. 1Federal land banks and production credit associations are permanent agencies for the extension of credit through
national farm loan associations or directly to farmers.
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of Federal credit but in a variety of ways.
To stem foreclosures, halt the tailspin of
the real-estate market, and the collapse of
the mortgage structure, Federal credit had
to be extended directly but temporarily to
distressed owners of homes and farms on
the one hand and to mortgage-financing
institutions on the other. Such use of Gov-
ernment funds was corrective and involved
principally the recasting of existing mort-
gage indebtedness. To provide adequate
housing to the victims of economic mal-
adjustment, Federal credit has been ex-
tended directly for new building. To re-
vive on a large scale home building and
employment in the construction industries,
Federal credit has been extended indirectly
to protect and encourage private capital.

These distinctions are not absolute be-
cause the problems and objectives are not
unrelated. Encouraged private credit, for
example, does its share of refinancing of
existing mortgages, and slum clearance
contributes to reemployment in the build-
ing trades. Also some of the Government’s
agencies deal with both the emergency and
the long-term situation. Nevertheless, the
distinctions are in the main valid and they
supply clarifying groupings under which to
list the Federal agencies that have been set
up to deal with home financing, home
building, and housing.

Grovup 1

Federal agencies extending relief and emer-
gency credit directly for home financing
but in the main temporarily

1. Home Owners’ Loan Corporation.—
Administered by the Federal Home Loan
Bank Board. Empowered to make loans
directly to distressed urban home owners
only, either to refinance an existing mort-
gage, to pay back taxes, or to recondition
the home. Corporation must hold the first
lien against property. Loans may amount
to 80 percent of the appraised value of the
property with a maximum of $14,000; are
to be amortized over a period of 15 years,
and bear 5 or 6 percent interest, depending

Federal Home Loan Bank Review

on the type. Resources: $3,000,000,000 in
bonds; $200,000,000 in cash. Empowered
to make loans until June 13, 1936. Sus-
pended taking of applications on Novem-
ber 13, 1934. Had refinanced mortgages on
approximately 650,000 homes by that date.
Expects to refinance about 400,000 addi-
tional mortgages for which applications
are now pending.

2. Farm Credit Administration.— (Lend-
ing activities affect housing only as it is
part of a farm.)

a. Land Bank Commissioner.— Em-
powered to make loans up to $7,500 di-
rectly to farmers to refinance indebtedness,
provide working capital, or redeem fore-
closed farm property owned by him before
foreclosure. Loans may be secured by a
first or second mortgage. Amount of loan
together with all prior indebtedness against
the property may not exceed three-fourths
of its appraised value. Loans are amor-
tized over periods ranging from 13 to 40
years, depending on collateral. No pay-
ments on principal required during first
three years if borrower not in default with
respect to any other provision of his mort-
gage. Interest rate is 5 percent. Re-
sources: Up to $600,000,000 in bonds of
the Federal Farm Mortgage Corporation.
Loans may be made until February 1, 1936.
Loans handled for the Commissioner by the
12 Federal land banks.

b. Federal Land Banks—Constitute a
permanent system of 12 banks. Em-
powered to make loans to farmers on first-
mortgage security only, to refinance exist-
ing indebtedness, to purchase land for agri-
cultural uses, to purchase livestock, equip-
ment, fertilizers, to provide buildings, 1o
improve farm land, to provide funds for
general agricultural uses, and to liquidate
indebtedness of the owner of the land
mortgaged, incurred for agricultural pur-
poses, or incurred to January 1, 1933. May
make long-term loans in sums ranging
from $100 to $50,000. Loans may not ex-
ceed 50 percent of the appraised normal
value of the land plus 20 percent of the
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appraised value of the insured, permanent
improvements. Term of loans from 20- to
30-odd years. Interest rate 5 percent, with
temporary reduction to 4%, percent where
loans are made through national farm-loan
associations prior to May 12, 1935. Direct
loans are made by the banks at one-half
of 1 percent higher rate. On loans made
before May 12, 1935, postponement of pay-
ments on principal permitted until July 11,
1938.

Borrowers apply for loans to local na-
tional farm-loan associations, of which
there are more than 4,600. Each borrower
subscribes for stock in the association to
the extent of 5 percent of his loan, and the
association in turn subscribes for a like
amount of stock in the Federal land bank
of the district. In areas where associations
are not making loans, farmers make appli-
cation directly to the bank of the district
and purchase stock in it.

Loans now being made mainly in bonds
of the Federal Farm Mortgage Corporation,
which is authorized to issue and have out-
standing at any one time not exceeding
$2,000,000,000 in bonds. Prior to organi-
zation of the Farm Credit Administration
the Federal land banks had outstanding
approximately $1,100,000,000 in farm-mort-
gage loans. Normally they secure funds to
loan through sale of their own bonds. May
resume selling their bonds with the passing
of the emergency.

Long-term farm loans, June 1, 1933, lo Nov. 21,1934

Number Amount
By Federal Land Banks. . ... 212, 439 $818, 792, 546
By Land Bank Commissioner.| 331, 291 583, 010, 470
Total............... 543,730 | 1,401, 803, 016

¢. Production Credit Associations.—Per-
manent agencies empowered to make loans
to farmers for general agricultural pur-
poses, including improvement of farm
dwellings. Dwelling-improvement loans
may be part of agricultural-production
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loans or in addition to them. To obtain
a production loan borrower must own or
purchase Class B stock in the association
equal to $5 for every $100 or part of $100
borrowed. Interest is 5 percent. Farm-
ers who already own or purchase stock
in connection with a production loan may
obtain an additional * housing ” loan with-
out further purchase of stock, but interest
on such additional loan is 6 percent. Class
B stockholders of the associations may at
their next meeting determine whether such
“housing ” loans shall be made to farmers
who are not Class B stockholders.

3. Reconstruction Finance Corpora-
tion—Empowered to make loans directly
to financial institutions and corporations
in order (among other purposes) to relieve
pressure on them, and to assist in their
reorganization or liquidation. Loans to
such institutions have enabled them to con-
tinue to carry mortgages and have thus
bolstered the mortgage structure and pro-
tected the home-owner borrower. Total
advances for all purposes to September
30, 1934, $8,092,477,460. Impossible to state
exactly what percentage of these advances
are secured by mortgage collateral or less
directly have protected home financing.
However, home financing and the mort-
gage structure have benefited largely from
the following disbursements:

Advances affecling mortgage structure by Recon-
struction Finance Corporation and repaymenls
up to Sept. 30, 1934

nggf_g: ddls Repayments

To mortgage loan com-

companies. ............ $276, 204, 705 | $115, 437, 610
To building and loan as-

sociations.............. 114, 920, 824 86, 669, 235
To banks and trust com-

panies................. 1,681,124,587 (1, 089, 152, 118
For repair and recon-

struction of buildings

damaged by earthquake,

fire, and tornado. . ..... 8, 521, 106 270, 447

Corporation will purchase preferred
stock, capital notes, or debentures of trust
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companies and make loans to trust com-
panies and mortgage loan companies en-
gaged in the business of lending upon real
estate to enable such companies: (1) to
make advances to holders of mortgages or
mortgage bonds or certificates on the secur-
ity thereof; (2) to refinance mortgages
where the value and/or income of the
mortgaged property will adequately sup-
port the new mortgages; (3) to assist in
preservation and reorganization of dis-
tressed properties for protection of the
holders of the mortgage bonds or certifi-
cates; and (4) to provide mortgage money
for new building projects on a sound basis.

Also empowered, under the Act of June
1934, to make loans for industrial purposes
to an aggregate of $300,000,000. Up to Oc-
tober 15, out of a total of $15,766,875 au-
thorized, $4,174,000 had been authorized
and $938,000 disbursed to contractors,
manufacturers of and dealers in building
materials.

In March 1933, prior to creation of the
Public Works Administration, loaned over
$8,000,000 at 5 percent to a limited-div-
idend corporation in New York City to
finance a slum-clearance and model-hous-
ing project covering four city blocks.
Project now completed.

Group 11

Federal agencies financing and/or exe-
cuting directly housing projects

1. Public Works Administration: Hous-
ing Division and Housing Corporation.—
Empowered to proceed with “ construction,
reconstruction, alteration, or repair under
public ‘regulation or control of low-cost
housing and slum-clearance projects; . . .
to construct, finance, or aid in the construc-
tion or financing; . . . to make grants to
States, municipalities, and other public
bodies . . . of 30 percent of the cost of la-
bor and material; . . . to acquire by pur-
chase, or by exercise of the power of emi-
nent domain, any real or personal prop-

100770—34—2
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erty in connection with the construction of
any such project, and to sell any security
acquired or any property so constructed or
acquired or to lease any such property
with or without the privilege of purchase.”

Public Works Emergency Housing Cor-
poration, created to expedite that part of
the work of the Housing Division relating
especially to initiation and execution of
projects by the Government. As the result
of conflicting rulings by the Attorney Gen-
eral and the Comptrolier of the Treasury
as to the powers of the Corporation, its ac-
tive functioning as a separate entity has
been suspended pending further legislative
authorization.

Because of the existence of other legis-
lation carrying authorization for recon-
struction, alteration, or repair under the
direction of other Government agencies

. and for other reasons the Public
Works Administration has concerned it-
self chiefly with new construction. Has
authorized loans totaling $11,000,000 for
low-cost housing and slum-clearance proj-
ects to seven limited-dividend corpora-
tions. No further loans are being made to
such corporations. These loans have re-
quired 15 percent equities, carry 4 percent
interest, and are subject to amortization
over periods ranging from 15 to 33 years.
Limited-dividend corporations have not
been entitled to grants.

Federal projects to the amount of ap-
proximately $135,000,000 have been author-
ized or are in process of development.
This type of project makes possible the
30-percent grant without which the objec-
tive of really low-rent housing seems im-
possible of realization under present con-
ditions. Interest on amount of project
cost in excess of grant is 3 percent, and
such cost is amortized over a period not
to exceed 45 years.

2. Federal Subsistence Homesteads Cor-
poration, Department of the Interior.—
Empowered to finance and build home-
steads on which families may raise much
or nearly all of their food. Work is ex-
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perimental and demonstrative. Primary
purpose is to correct the overbalance of
population in industrial centers. Not
purely a relief operation. Four types of
projects are under way: (1) small garden
plots close to large industrial centers; (2)
larger homesteads near decentralized in-
dustrial towns; (3) rural projects designed
to prove that rural life may be made self-
sufficient and attractive; (4) projects to
accommodate workers left “stranded ” by
the closing or removal of industries.

Homestead consists of dwelling and out-
buildings on a plot varying from 1 to 30
acres. Houses vary in size from 3 to 6
rooms. Communities contain from 25 to
500 homesteads. Total cost per homestead
complete ranges from $1,500 to $4,000.
This includes also tools, seeds, and ferti-
lizers, chickens, pigs, and perhaps a cow
and a horse.

Homestead is sold to the family without
required down payment. Cost is amortized
over a period of 30 years, at 3 percent in-
terest. Resources: $25,000,000, to serve as
a revolving fund. Repayments will per-
mit the financing of new projects. By
November 24, approximately $18,000,000
had been allocated to 62 projects and
nearly $5,000,000 spent. A total of 777
homestead houses were completed, under
consfruction, or under contract. These
projects alone will accommodate more
than 6,700 families. A score of further
projects are under study.

3. Federal Emergency Relief Adminis-
tration.—Aids in the construction of homes
and in the reconditioning of homes in con-
nection with relief or as substitute for
direct relief. All work directed by State
relief administrations.

a. Rural rehabilitation program.-—1Is
helping some 84,000 destitute farm families
toward land ownership, removing them
from direct relief lists. Farms are leased
until end of 1935 with understanding the
families which demonstrate fitness may
then buy that or other land on long-ferm
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payments. Loans enable families to ob-
tain tools, animals, and seed.

b. Industrial rural communities.—Simi-
lar to subsistence homesteads except that
they aid destitute families only. Small
colonies with 10 to 20 acres per family,
some semi-industrial, others purely agri-
cultural. Plan already tested in three loca-
tions; construction soon to start on 12 ad-
ditional projects; 50 planned. Houses of
3 to 5 rooms with outbuildings, to cost
from $900 to $2,500. Cost to be held to
minimum in every case. Designed to be
self-liquidating, either through lease or
long-term sale.

¢. Reconditioning by unemployed build-
ing-trades men of homes occupied by ten-
ants receiving relief—Labor performed
and materials supplied are charged off
against rentals. In October approximately
4,000 men were engaged in this work in 23
States,

4. Tennessee Valley Authority.—Build-
ing—as part of its planning of the region—
Norris, Tennessee, as a complete and self-
contained community to house the families
of some 2,000 workers on Norris Dam.
Owns the land and rents the homes at $14
to $45 a month. Each family is allocated
the free use of a garden spot within the
village. Had built by September 30, 270
homes and 5 apartment houses. Funds al-
located, $3,600,000; expended $2,850,000.
Other building on a smaller scale at
‘Wheeler Dam, Wilson Dam, and Pickwick
Dam.

Group 111

Permanent agencies using government
credit to protect and encourage private
capital for home financing

1. Federal Home Loan Bank Board.—a.
Federal Home Loan Bank System.—A na-
tional home-financing reserve system of 12
banks empowered to make short- and long-
term loans solely to its members, which
are building and loan associations, savings
banks, and insurance companies. Main
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purposes are to increase funds for home
financing, encourage low-cost, long-term
amortized loans, give liquidity to home
mortgages and home-financing institutions,
and distribute funds for home financing fo
all communities in proportion to need.
Federal Treasury subscribed to the capital
stock of the 12 banks to get them started.
Provision is made for the gradual retire-
ment of this Treasury subsecription.

Selected statistics on Federal Home Loan Bank
System as of Oct. 31, 1934

Members__________________ 2,925
Total resources of member
institutions __ . .__________ $3, 243, 702, 283. 00
Federal stock subscription_... 124, 741, 000. 00
Paid in_ .. _._______..___ 81, 645, 700. 00

Subscriptions of member in-

stitutions and applicants__ 23, 310, 100. 00

Paid in___.____________ 21, 213, 911, 12
Line of credit of member
institutions . _._______.____ 249, 540, 234. 70

Gross advances to date____._
Total repayments to date____

128,733,125. 16
41, 286, 794. 30

Balance outstanding, ad-

VANCeS._ o .- __._. 87, 446, 330. 86

Subject to regulation and approval by
the Board, each Federal Home Loan Bank
may issue bonds or debentures for sale to
the public to increase its resources, but as
yet none have been issued.

b. Federal savings and loan associa-
tions.—Local, mutual, thrift, home-financ-
ing institutions under Federal charter and
subject to Federal examination. May be
newly organized institutions or existing
building and loan associations converted
from State charters. May be established
in any community where funds for home
financing are inadequate. To encourage
their establishment and increase funds for
home financing, Treasury is empowered
to subscribe up to 75 percent of the paid-
in stock of any Federal association. Re-
sources: $100,000,000, to remain available
until expended. Five years after date of
Treasury subscription to any association,
Board may call for repayment, but not in
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excess of 10 percent of total of Treasutry
subscription in any one year.

Selected statistics on Federal savings and loan
associations as of Nov. 1, 1934

Charters issued_______ 577
Subscriptions by
Treasury:
Requested___.____ $10, 900, 600
Approved and paid
for_ ... 6, 373, 300

¢. Federal Savings and Loan Insurance
Corporation—Empowered to insure sol-
vency of investors’ share accounts up to
$5,000 per account in thrift, home-financ-
ing institutions. All Federal Savings and
Loan Associations must and any State-
chartered building and loan association
may apply for such insurance. Premium
for first year one-fourth of 1 percent of all
accounts of insured members plus any
creditor obligations of the insured institu-
tions. Government has subscribed $100,-
000,000 in Home Owners’ Loan Corpora-
tion bonds to constitute the capital stock
of the Insurance Corporation.

2. Federal Housing Administration.—a.
Modernization credit program.—In effect
only until January 1, 1936, unless extended
by Congress. Empowered to guarantee
against loss up to 20 percent of the total
amount loaned by any approved lending
agency to property owners for the repair,
remodeling, or modernizing of property.
Amount of individual loan on which guar-
anty effective may range from $100 to
$2,000. Loans are limited as to interest
rate, service charges, and terms of repay-
ment. In no instance can the total cost be
more than a discount of $5 on a one-year
note of $100 payable in equal monthly in-
stallments, with longer terms and larger
amounts at proportionate maximum rates.
Total liability of Government on such guar-
anties may not exceed $200,000,000.

Empowered also to make loans to in-
sured institutions up to full current face
amount of guaranteed loans made by them.

b. Mutual Home Mortgage Insurance.—
Empowered to insure on a mutual basis
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long-term amortized mortgages on existing
homes, new homes, and low-cost housing
projects. Premium set is one-half of 1 per-
cent per annum of face amount of new
mortgages and 1 percent per annum of face
amount of refunded mortgages. Mortgage
may not exceed 80 percent of the appraised
value of the property nor $16,000 in
amount. Interest rate may not exceed 5
percent on new mortgages nor 515 percent
on refunded mortgages. Government has
made available $10,000,000 as a revolving
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fund for this Mutual Home Mortgage In-
surance. Insurance of mortgages has al-
ready begun.

c. National Mortgage Associations.—
Privately financed and managed associa-
tions under Federal charter and supervi-
sion. Empowered (1) to buy and sell
mortgages insured in the Mutual Home
Mortgage Insurance; (2) to obtain funds
by sale of bonds or debentures secured by
insured mortgages. Must have a paid-in
capital privately subscribed of $5,000,000.
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The Rules and Regulations for Insuring
Building and Loan Accounts

NSURANCE of accounts in thrift, home-

financing institutions has two pur-
poses—to protect savings and to protect
the institutions. The Federal Savings and
Loan Insurance Corporation has no in-
terests other than those of its members and
their investors. Itis endeavoring to restore
the confidence with which the saving pub-
lic long regarded building and loan, sav-
ings and loan, and homestead associations,
and cooperative banks, and thereby to at-
tract additional funds to them for use in
the home-mortgage field.

Recent experience has proved that in-
surance under Federal supervision is a
key to public confidence and a magnet
for savings. The duty of the Federal Sav-
ings and Loan Insurance Corporation is,
therefore, to supply insurance at the lowest
price. To do that—keep costs to a mini-
mum and prevent undue losses—it is essen-
tial that dependable standards of eligi-
bility be set up and an agreement be
reached in a general way with regard to
policy and lending practices. What is
more, as the Insurance Corporation oper-
ates on a national scale, these standards
must be national. They cannot be modified
to satisfy one set of specialized laws and
traditions governing building and loan
associations in one State and a different
specialized set in another State. As the
risks are common to all institutions sharing
in the insurance, the standards must be
uniform in all sections.

The Corporation does not desire to stress
the role of a regulatory authority. There
is very little in the regulations that is not
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explicit in the Act, or clearly implied.
Some regulations are essential to intelli-
gent supervision, and without adequate
supervision the cost of insurance would
eventually be prohibitive to all concerned.
The standards of entrance and operation
set by the Corporation exclude no applicant
that constitutes a reasonable risk. It is
estimated that institutions representing 70
percent of the assets of all building and
loan leagues in the country are now eligible
for insurance under the regulations. Any
considerable additional number could only
be included at the cost of a sharp increase
in the premium rate which would tend to
make the plan unattractive to the majority
of the institutions which it is designed to
benefit.

If the Corporation’s rules and regula-
tions are examined in the light of the
above considerations, the mnecessity for
them will become apparent.

ELIGIBILITY FOR INSURANCE

A prLaIN statement of financial condition
and lending practices, on forms supplied
by the Corporation, together with sup-
porting information, should be sufficient
to secure admission for some institu-
tions. If additional examination is con-
sidered necessary, it will be undertaken
at the applicant’s expense, since to impose
such charges on the whole body of insured
institutions would be clearly unfair. The
charges for examination are just sufficient
to enable the organization to carry itself,
and not to burden the insurance fund.
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Should it appear that all or part of the
assets of an applicant need to be ap-
praised, that, too, will be done at the
applicant’s expense, but only upon request,
and the alternative course of withdrawal
is at this point open. In this connection,
it should be pointed out that the rules and
regulations establish a very reasonable
basis for the appraisal of delinquent mort-
gages. Mortgages that have been running
for some years will surely show a net bal-
ance of less than 75 percent of their origi-
nal face amount or less than 50 percent of
the original appraisal, and so will be ac-
cepted at face value regardless of their
degree of delinquency.

PROHIBITION OF PRACTICES THAT INCREASE THE
INSURANCE RISK

InstrTuTIONs insured by the Corporation
agree to forego certain practices which
building and loan experience has proved
to be inconsistent with safe management
and which consequently would increase
the insurance risk and cost. These objec-
tionable practices have been specifically
prohibited by the rules and regulations
governing Federal savings and loan asso-
ciations, which represent a definite attempt
to set up a perfected form of thrift, home-
financing institution. These regulations,
far from proving too rigorous for the suc-
cessful operation of Federal associations,
have contributed greatly to their rapid rise
in public favor. It may very well be asked,
therefore, why the regulations governing
other insured institutions should not be
similarly guided by the need for sound
principles.

Insured institutions agree that they will
not issue demand securities, and before
offering any certificates bearing a fixed re-
turn or maturing at a definite date, they
will assure the Corporation that adequate
safeguards have been provided. Appli-
cants with certificates of this kind out-
standing may find it advantageous to ex-
change them for shares, a practice which
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institutions converting into Federal savings
and loan associations have followed to the
improvement of their financial condition.
Loans will not be made beyond a fifty-mile
radius from the head office unless the ap-
plicant was making them outside such a
district on June 27, 1934; in that event
it may continue the practice as long as

it complies with the Corporation’s other
requirements.
Membership in the Insurance Corpora-

tion is a pledge to the public of the sound-
ness and high quality of management of
the institution. Consequently the rela-
tions of an insured institution with the
public concern the Corporation and all
other insured institutions. They all suffer
in public good will and in the flow of funds
to them if the practices of any member are
discreditable; they all benefit if they are
creditable. This fact, plus the necessity
of reducing defaults and the cost of in-
surance, compels the Corporation to set
certain standards of operation. Investors
are to be clearly informed, by means of
printed statements on passbooks and cer-
tificates, of their withdrawal or repurchase
rights and of any fees connected with mem-
bership or withdrawal; the same docu-
ments will indicate the method used in
maturing contracts, the rate of interest
paid, if any and the dividend provisions.

In addition, insured institutions agree
that the Corporation shall exercise the
right of approval with regard to certain
matters that vitally affect relations with
the public. Passbooks will be submitted
to it, as well as bylaws and any other form
of contract affecting securities. No type
of share, certificate, or deposit account,
which the Corporation considers undesir-
able, will be employed. Sales plans are to
be presented for approval, and the Cor-
poration reserves the right to disapprove
of any advertising matter.

PERIODIC EXAMINATIONS

IN THE absence of other acceptable in-
vestigation, insured institutions will be
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examined once a year on behalf of the Cor-
poration, at their own expense; however,
any examination by an approved public
regulatory authority may serve instead so
that it should usually be possible to reduce
costs in this way. The Corporation may,
in any event, call for reports of such ex-
aminations; and, whenever requested, in-
stitutions will supply it with information
regarding the amount of their accounts
and the extent of their obligations.

These, with such obvious safeguards as
the bonding of officials and employees who
have access to funds, and a yearly audit
by an independent accountant, constitute
practically the full extent of the super-
vision which the Corporation will exercise.
Section 18 of the regulations makes twenty
additional recommendations with regard to
lending practices and financial policy. All
of them are based on principles which the
experience of building and loan associa-
tions has long shown to incorporate the
best policy. However, they are advanced
here only as recommendations, and no in-
stitution will be debarred from insurance
for not following them.

COST OF INSURANCE

THE regular insurance premium is fixed by
law at one-fourth of 1 percent of the total
of all accounts of insured members plus
obligations to creditors. This is just half
the figure proposed in the original bill,
and considering how essential it is that
adequate funds be available, nothing less
could well be considered. Insurance based
upon anything but conservative estimates
is apt to be worse than useless. Premiums
constitute the Corporation’s main income,
and expenses and claims are paid out of
them. The annual balance is credited to
a reserve fund. When this fund reaches
an amount equal to 5 percent of all insured
accounts plus creditor obligations, pay-
ments cease, and are resumed only if the
reserve drops below that figure. The in-
surance plan will operate at the least ex-
pense possible. After the reserve is built
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up, the income from it should reduce the
cost substantially. It is clear, also, that the
proportion of the premium which is appli-
cable to reserve, as well as the sum likely to
be required after the reserve once attains
5 percent, is directly related to the number
of defaults among insured institutions;
this, in turn, will be materially lowered
by the general acceptance of regulations
encouraging sound lending.

As another precaution against default,
each institution is required to establish its
own reserve. This reserve is accumulated
by setting aside annually one-half of 1 per-
cent of the total of all insured accounts, re-
gardless of creditor obligations, until 5 per-
cent of that sum is reached; it is then main-
tained on terms similar to those which con-
trol the Corporation’s reserve. The pur-
pose of the provision that an association
must restore a reserve account depleted by
losses to the regulation 5 percent of all in-
sured accounts before paying dividends is
to keep the insurance premiums as low as
possible. Many associations already have
such reserves and, whenever they are em-
ployed solely for absorbing losses, they
may be used to satisfy this regulation.

Accounts are insured for their full with-
drawable value up to $5,000. A limitation
upon the size of individual accounts which
makes for greater security is thereby en-
couraged. It is entirely fair to assess a
premium on creditor obligations, since, in
case of liquidation, the Corporation must
pay these before other claims are met, and
they are, thus, in effect, insured. There is
no necessity for a graduated premium.
The risks on institutions which satisfy the
eligibility requirements of the Corporation
being approximately equal, the premium
expense should be evenly distributed. In-
stitutions which have accumulated reserves
of their own benefit automatically. An as-
sociation already in possession of a 5-per-
cent reserve would be relieved from pay-
ments on that account as long as the re-
serve remained unimpaired. The Corpo-
ration does not discriminate among its cli-
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ents. It insures only sound institutions,
but realizes that strength cannot be meas-
ured merely by the size of reserves.

Aninstitution entering the insurance plan
after the first year pays an admission fee,
the amount of which will be fixed by the
Corporation. Such a provision is plainly
equitable, since newly admitted institutions
immediately become protected by the
reserve already built up by the other
participants.

DEFAULT AND TERMINATION OF INSURANCE

WHEN an insured institution is judged
by a court or other public authority to
be in default, the Corporation assumes
all creditor obligations, and will dispose
of the insured accounts of investors ac-
cording to either of two plans. A member
may have his account transferred to an-
other insured institution, not in default,
or, if he prefers, he will receive 10 percent
in cash, 45 percent in negotiable non-in-
terest-bearing bonds, payable in 1 year,
and the remainder in similar bonds pay-
able in 3 years. The insurance is thus one
of solvency rather than liquidity, and it is
this fact which makes it obtainable at a
low rate. Experience shows that what
investors in building and loan associa-
tions are principally concerned about is
solvency.

The regulations governing the termina-
tion of insurance are designed not with the
purpose of preventing withdrawal but to
protect insured shareholders. It is impos-
sible to understand them rightly unless this
fact is appreciated. If the insurance of an
institution is terminated by the Corpora-
tion, premiums continue to be paid for 5
years, and investors who held shares at the
time of termination are protected to the
end of that period. Should termination
be decided upon by the institution itself,
premiums are paid during 3 years there-
after, but the insurance benefits cease at
once. This provision is necessary to pro-
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tect the Corporation’s income from sudden
reductions, and the other insured institu-
tions from excessive charges. The only
regulation in this section which goes be-
yond the letter of the Act is that the share-
holders must be advised whenever a ter-
mination is contemplated by the directors,
and again when the decision to terminate
has actually been taken. It is further stip-
ulated that adequate newspaper publicity
be given such a step. The justification of
these provisions is evident. No institution
will contract for insurance umnless its in-
vestors desire it; and, since boards of di-
rectors act only with delegated authority,
there is every reason why the shareholders
themselves should have an opportunity to
examine so important a proposal. The re-
quirement that a termination be announced
in the local press is, of course, for the pro-
tection of prospective investors.

The element of flexibility which Con-
gress introduced into the structure of the
Insurance Corporation by leaving compre-
hensive powers to the board of trustees can
only be salutory. If it should ever tran-
spire that a regulation has become unneces-
sary, or is operating unfairly, the right to
repeal or alter it has been expressly re-
served. The Federal Home Loan Bank
Board, whose members act as trustees of
the Corporation, is, by virtue of the four
organizations of national scope which it
governs, in a unique position to survey the
home-mortgage market, both in detail and
in its broad aspects. Insofar as it func-
tions through the Insurance Corporation,
the Board’s purpose is to strengthen and
preserve public confidence in sound sav-
ings, building and loan associations. As
the table on page 93 shows, some 450 of
them have already applied for insurance,
and it may be anticipated that, as an in-
creasing number experience the benefits of
the plan in terms of public confidence, evi-
dence of the fulfillment of this purpose will
rapidly accumulate.
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Study of Foreclosures in a Building and
Loan Association

HE records of every building and loan

association and every other home-
financing agency are invaluable guides to
sound lending policies. Such records can
be analyzed to throw much light on such
problems as how to foresee and how to de-
crease the future number of foreclosures
of an association, whether its appraisal
policies are sound and how to improve
them, and what percentage of delin-
quencies to anticipate and to prepare for
in good and bad years.

A study of loans, delinquencies, and
foreclosures of a large building and loan
association in an Eastern city, which has
recently been completed by the Economics
and Statistics Division of the Federal
Housing Administration, affords a prac-
tical illustration of how to analyze the
trends of the past years so that they may
be used as a guide to future policies. Re-
sults of this study are published herewith
by the courtesy of the Federal Housing
Administration and of the building and
loan association studied.

The loans made by the association bear
interest at a rate of 6 percent and are
amortized over a period of about 12 years.
The borrower pays a monthly sum amount-
ing to 1 percent of the face value of the
loan, and the principal is readjusted every
time $100 is paid on it. To obtain a
general picture of the operations of the
association, a live file of 9,300 loans as well
as several hundred loans which terminated
prior to the depression were studied
(table 1).
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TaBLE 1a.—Percentage distribution of loans® by
appraised value

Appraised value Peli%‘:’:: of
Under $3,000.................. 10
$3,000 to $5,000................ 28
$5,000 t0 $7,000. .............. 30
$7,600 andover................ 32
100

TasLe 1B.—Percenlage distribution of loans® by
amount of loan

Percent
of loan

Percent

of loan Amount of loan

Amount of loan

Under $1,000. ... 2 |l $5,000 to $6,000. . 10
$1,000 to $2,000. 12 || $6,000 and over.. 22
$2,000 to $3,000. 18

$3,000 to $4,000. 18 100
$4,000 to $5,000. 18

Tasre 1c.—Percentage distribution of loans! by

lype
Type Pt of
Construction 2. .............. 1
Owner-occupied.............. 56
Rented..................... 29
With second trust:
Owner-occupied.......... 10
Rented................. 4
— 14
100
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TasLE 1p.—Perceniage disiribution of loans® by
equily in relation to appraised value

Percent of loans
Percentage of equity Iﬁtl)‘ans with L(f)i?:ts av:dth
st trust second
only trust
0t020. ... ..l 90
20t025. ... 0.t 1 7
25t030............ 60 3
30 and over......... 39 ...l
Total......... 100 100

1 8 samples of 100 loans each, picked at random from a
live file of 9,300 loans.

2 Construction loans have been gradually increasing
since 1930. For 1934 they average around 7 percent of
all loans. The other factors classified have been quite
uniform in the past years according to the officers of the
association.

The striking fact brought out by this
analysis is the low equities in relation to
the appraised value possessed by home
owners carrying a second trust. (The own-
ers’ equities in relation to the purchase
price were, of course, somewhat greater,
since appraisals were generally under the
prices actually paid.) Of owners with sec-
ond trusts 90 percent had equities of less
than 20 percent at time of purchase.

LIFE OF LOAN

AvrtHOUGH the loans in the association were
for a term of about 12 years, examination
revealed that 80 percent of loans made had
a life under 6 years, without marked con-
centration in any particular year. This
ratio was for all appraised values and for
the “good years” 1915-20 as well as for
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the depression years illustrated by loans
released in September and October 1934,

DISPOSITION OF RELEASED LOANS

THE disposition of released loans studied
is indicated in table 2.

TaBLe 2.—Percentage disposition of samples of
loans released in a prosperity period and a
depression period

Released| Loans
loans |released
executed| Sept.—
1915-20 |Oct. 1934

Disposition of loan

Percent | Percent

Paid off (by lump sums or higher
monthly payments)............... 23 8
Refinanced in the building and loan. . . . 15 0.......

Refinanced in building and loan and
still running. ........... ... ... 3 16

Refinanced in another institution, or
propertysold..................... 59 76
Total................ce.t. 100 100

The percentage of loans paid off in the
depression period was far less than for the
“good years,” in 1915-20, 8 percent as com-
pared to 23 percent.

Of the loans released in September and
October 1934, 16 percent were refunded for
an additional loan in the same association,
and 76 percent had outstanding balances
such as to be an evidence of their refund-
ing elsewhere, or else of the selling of the
property.

DELINQUENCIES

THE number of delinquencies on all loans
and the effects of depression in increasing
such delinquencies is shown in table 3.
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TaBLE 3.—Percentage disiribution of loans according to payments and delinquencies !

Loan payments and delinquen- Year in which loan was executed
cles 1916 | 1917 | 1918 | 1919 Bf;g{e 1931 | 1932 | 1933 | 1934
Percent | Percent | Percent | Percent | Percent | Percent | Percent | Percent | Percent
Regular payments.............. 72 69 67 54 47 39 54 7
Delinquent:
lmonth................... 18 10 4 4 7 9 18 19
2months.................. 4 6 8 6 4 13 11 1
3 months and over. ........ 6 15 21 36 42 39 17 3
4 100 100 100 100 100 100 100 100 100

t For the period 1916-19 about 50 loans madq in each year were picked at random, tgtaling over 200 mortgages

(10 percent of total loans).
from 1931-34, inclusive.

TaBLE 4.—Analysis of delinquencies with reference
to the year of loan execulion®

Year in which loan was
Appearance of executed
first delinquency Total
1915 {1916 | 1917 | 1918 | 1919

First year......... 5 4 3 3 4 19
Second year. ...... 4 2 3 2 1 12
Third year. ....... 4 4 5 7 2 22
Fourth year. ...... 21..... 2 6 3 13
Fifth year.........|..... 21..... 2 1 5
Sixth year.........[.....[..... 1 1 1 3
Seventh year and

OVET......coovunfounn. 3 1 3 4 11

! About 50 loans picked at random for each year from
1915-19, totaling over 200 mortgages (10 percent of total
loans).

For the loans “running in October 1934” 100 loans were picked at random each year
100 loans were picked prior to 1931.

An analysis of appearance of delinquen-
cies among loans made in the years 1915~
19 reveals that if delinquency is going to
appear at all, it will appear early in the
life of the loan. Two-thirds of the loans
that were delinquent at all had their first
delinquency some time in the first three
years of .their life.

FORECLOSURE BY YEARS

AN EXAMINATION of all foreclosures in rela-
tion to the year in which the loan was exe-
cuted revealed the maximum foreclosure
rate that the association may anticipate
during a major depression (table 5).

TABLE 5.—Number of loans execuled and number of foreclosures by years, 1925-34

Foreclosures Number of foreclosures by years !
Nt}llmb s 1934
Y f 1 ti of loans
ear of Toam exeetiion executed | Number | Percent | 1927 | 1928 | 1929 ; 1930 | 1931 | 1932 | 1933 (10)
mo.

980 9 0.9 2 0...... 3 1 1f...... 1 1
1,120 9 .8 2 1 ...... 1 2 1 1 1
1, 450 31 2.1 4...... 5 6 3 2 5 7 3
1,580 44 2.81(...... 1 3 11 7 4 10 8
1,490 46 31 8 7 14 12 5
1, 490 56 38 | .o 3 15 10 17 11
1, 760 52 3.0 | e 1 15 19 17
1, 880 31 ) S e e o, 15 16
1, 360 6 IR T PR PO G AR PRSP P P 3 3
1, 730 S P AP DS PP 1
14, 840 285 22.7 4 7 12 27 35 49 85 66

1 Before 1928 there were practically no foreclosures.
2 Average calculated for years 1927 to 1932, inclusive, only.

Federal Home Loan Bank Review

Digitized for FRASER

http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis

81



The maximum number of foreclosures

occurred for loans made in 1930. The offi-
cials of the association estimate that in the
last two months of 1934 there will be fore-
closed from 25 to 30 more loans; but that
for 1935 there will be not more than 50
foreclosures if the rise in rents continues
to increase the demand for real estate.
. Therefore, we may estimate that for the
loans executed in 1930, there will be not
far from 13 foreclosures in 1934 and 3 fore-
closures in 1935. This would constitute a
percentage of foreclosures of a little over
4 percent for mortgages written in the peak
year, 1930.

Taking this peak year, 1930, as a fore-
closure pattern for a simijlar depression
period in the city concerned, we find the
following figures, admitting that the de-
pression began in the first year of the

loans:

Pattern on the basis of 40 foreclosed loans
per thousand loans

First year
Second year
Third year
Fourth year

2| Fifth year
91 Sixth year

40

It is to be noted that the greatest number
of foreclosures are found in the fourth

year.

TaBLE 6.—Percentage of foreclosures according to certain loan characteristics by year of loan execution
(A study of all foreclosures to date since 1927; about 300 foreclosures)

Year executed !
Loan characteristics Tend
1927 | 1928 | 1929 | 1930 | 1931 | 1932 enc-
ency
By appraised value: Percent | Percent | Percent | Percent | Percent | Percent | Percent
fess than $3,000 4.1 2.5 6.7 2.7 3.4 1.1} 25t04
$3,000-$5,000........... ..ot 2.9 3.6 2.9 5.0 3.4 19 3
$5,000-87,000........ Cee e .. .9 2.7 2.5 2.7 2.1 .7 2.5
$7,000 and over 19 2.0 2.5 3.8 3.1 2.0 2to3
By type:
Owner-occupied. ..............ooiiiian.n. 1.9 2.4 2.5 3.9 2.4 .5 2.5
With first trustonly..................... 1.6 1.8 1.8 2.6 L6 5 1.7
With first and second trust............... 3.4 6.3 6.7 10. 7 6.8 ........ 6.5
Rented......oovuniiiiiiiiniiinaninnnnn. 2.6 3.2 3.9 3.1 7.6 3.9 3.5
With first trust only..................... 2.1 2.5 3.4 2.5 3.6 2.3 2.5
With first and second trust............... 6.9 7.9 8.3 8.3 7.1 15.5 8
With second trust..................oouvinn. 4.4 6.7 7.1 10.5 6.9 7.9 7
Owner-occupied. ..., 3.4 6.3 6.7 10.7 6.8 ........ 6.5
Rented...............o i, 6.9 7.9 8.3 8.3 7.1 15.5 8
By equity at start: 2 R
0-20 percent........cooiiiiiiiiii .. 5.6 5.2 9.1 14.0 7.7 6.3 | 5.5t08
2025 PETCENE. o vvvrvienie i 4.6 10.6 |........ 6.7 3.8 ........ 4t07
25-30 PErcent. ...ouirt it 1.9 3.4 3.6 3.9 3.6 1.4 3.5
30 percent and OvVer...........v.iiiiininann. 1.3 .5 N A P .7 .3 .7
Percentage foreclosure of total loans............... 2.1 2.8 3.1 3.8 3.0 Lé6{........

1 No such records were kept before 1927, and after 1932 the number of loans is too small to calculate percentages.

2 The equity is calculated as a percentage of the original appraisal.

Note.—The above figures are subject to certain limitations: (@) It was not always easy to ascertain if the property
was owner-occupied or rented. () Only the bulk of the second trusts was recorded on the deeds.
foreclosures in each of the above categories is relatively small, varying from 5 to 15. Percentages are therefore very

sensitive to variation.

FORECLOSURES ACCORDING TO LOAN CHARACTER-
ISTICS
THE existence of a second trust increases
the danger of foreclosure. This is shown
by the high rate of foreclosure—7 percent
in loans having a second trust as against
1.6 percent with loans having only first
trusts. Of borrowers whose initial equity
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(¢) The amount of

was below 20 percent of the appraised -
value, from 514 to 8 percent suffered fore-
closure, as compared with seven-tenths of
1 percent of those with an initial equity of
30 percent. The danger of foreclosure was
nearly twice as great for loans on rented
properties as compared with loans on own-
er-occupied properties (table 6).
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The absence of a greater rate of fore-
closures, as might be expected in the
higher-priced houses—8$7,000 and over—is
due to the fact that a larger equity—gen-
erally 50 percent of the appraisal-—was re-
quired from the owner by the association.

CAUSES OF FORECLOSURE

rate of delinquency for loans ultimately
foreclosed was between 1.5 and 3.5 times
a year. Delinquencies just prior to fore-
closure were not counted in the above cal-
culation. For the association studied, the
time elapsed between the last monthly
payment and the month of foreclosure
rarely exceeded 7 months and averaged
3 to 5 months.

THE association studied has kept a record
of reasons for foreclosure since March 1934.
This record reveals that wvacancies in
rented properties were responsible for one-
half of the foreclosures in the last months
of this year.

TaBLE 7.—Number and causes of foreclosures

TasLe 8.—Analysis of foreclosures in relation to
number of months delinquent

Causes:

for different types of occupancy

Number

Rented - ... 19
Vacant property_ - _.____________ 17
Tenants moved out (repairs needed) 2
Owner-occupied______ .. ________.___ 7

Cannot carry, H, O. L. C. declined
to take over on account of insuf-
ficient security (decline in value,

need of repairs, ete.) .. _______ 6
Cannot carry, moved out of home__ 1
Estate: Heirs cannot keep up payments. 2
Clear title: Domestic troubles, etc__.____ 4
Miscellaneous:

Owner keeps rent of tenants with-
out keeping up payments on mort-
gage; assessed by water man
(cannot install plumbing); busi-
ness failure. .. ______.__._ 5

Grand total . ______ . __ ... _________ 37

DELINQUENCIES BEFORE FORECLOSURE

Percent Percent
Number of Number of
months delin- off(l)ggfxs months delin- off(l)geafls
quent closed quent closed

O i, 14 {1 5t0l10.......... 37
O 10 | 10t0 20......... 13
2 13 —
3t05........... 13 Total..... 100

FORECLOSURE EXPENSES AND RESALE VALUES

ANaLyzING the experience of this associa-
tion with respect to its disposal of fore-
closed properties suggests the value to
every home-financing institution of an
analysis of its own experience. The asso-
ciation has sold 78 percent and holds 22
percent of the total number of properties
foreclosed between 1927 and 1932, inclu-
sive. The percentage of the appraisal value
recovered at the sale of the properties is
indicated in table 9.

TasLe 9.—Value of property sold and percentage of
appraised value recovered at sale

Year executed

DELINQUENCIES seem to constitute a warn-
ing signal of importance, indicating that
a loan is running the risk of foreclosure.
Of 223 foreclosures studied, 86 percent
were delinquent at least once prior to the
immediate months preceding foreclosure.
Furthermore, out of 10 foreclosed loans
delinquent once 9 became delinquent
again (table 8). Some were delinquent
as many as 6 times a year, but the average

Federal Home Loan Bank Review

1927/1928(1929/1930

Appraised value recovered
at sale of property (per-

centage)

Value of property sold (in
thousands of dollars). . ..

64 | 70
130 220

74
205

76
170

1931

76
200

1932

75
150

Ninety-five percent of the properties
foreclosed were in arrears on taxes, vary-
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ing in amount with the value of the prop-
erty. The total cost of foreclosure to the
association, including back taxes and
charges, ranged from $140 to $245. Some

of the irregularity in charges is due to the
fact that trustees’ fees, calculated on the
basis of 5 percent of the sale price, are
paid only if there is a surplus (table 10).

TasLe 10.—Back taxes and charges on foreclosed properties *

Back taxes Charges Total cost
Appraisal value
Range |Average| Range |Average| Range |Average
Under $3,000......... .. ... .. ... .. .. $50-$150 $75 | $25-3150 $65 | $75-$300 $140
$3,000t0 $3,000........ ... . 50— 200 100 | 25— 250 55 | 75— 450 155
$5,000t0 $7,000. ... ... ... .. 50- 250 150 | 25— 300 50 | 75—~ 550 200
$7000 and over............ . i i 100- 250 175 | 25— 300 70 | 125—- 550 245

1 264 out of 292 foreclosures; foreclosures from 9,600 loans.

84

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

Federal Home Loan Bank Review



Home Reconditioning Under the Home
Owners’ Loan Corporation

LTHOUGH the Reconditioning Divi-
sion of the Home Owners’ Loan Cor-
poration deals only with distressed home
owners, it has already raised the standard
of housing of 100,000 families, protected
the Government’s investment in their
homes, and contributed substantially to
employment in the building trades.

The Division’s work must not be con-
fused with the modernization credit pro-
gram of the Federal Housing Administra-
tion. The Housing Administration guar-
antees private capital against losses on
character loans for reconditioning to all
types of property owners; the Recondition-
ing Division makes direct loans for recon-
ditioning only to distressed home owners,
whose mortgages in practically all in-
stances are refinanced by the Home Own-
ers’ Loan Corporation.

A mortgagee’s investment in a home is
threatened when it is allowed to fall into
disrepair. This is the very practical con-
sideration that led to the formation of the
Reconditioning Division. The burden of
preserving a home in good condition is
usually beyond the capacity of owners who
are facing foreclosure. Naturally, there-
fore, the original Home Owners’ Loan Act
provided for the repair and maintenance
of homes on which the Corporation took
over mortgages. Subsequently, the need
of repairs and even of more extensive re-
conditioning was found to be greater than
anticipated. Congress amended the Act
to permit the Corporation to undertake all
types of reconditioning and authorized it
to employ up to $300,000,000 of its funds

Federal Home Loan Bank Review

for this purpose. In June 1934 the Cor-
poration established a division profession-
ally qualified to control and direct neces-
sary reconditioning on the million homes
(more or less) it was refinancing.

The Reconditioning Division functions
as an integral part of the existing structure
of the Corporation. There is a small exec-
utive staff in Washington, a regional staff
to supervise field work, and a recondition-
ing department attached to every office of
the Corporation that exercises lending
functions. The qualifications of the men
in these positions are exceptional. Nearly
all of them have been trained as builders
or architects. Forty-four percent of the
State supervisors and twenty-six percent of
the assistants and inspectors hold profes-
sional degrees.

The reconditioning which this staff di-
rects and controls covers three types of
work: (1) Repair and maintenance, which
include all work designed to restore a
house to its condition when new, such as
repainting, reroofing, and replacement of
worn-out fixtures; (2) remodeling, which
involves any structural changes, such as
enlargement of the dwelling and alteration
of design or plan; (8) modernization,
which involves the installation of new
equipment, such as running water, wiring
for electricity, and central heating.

The services of the Division include in-
spection to determine the need of recondi-
tioning, preparation of designs and cost
estimates, securing of bids, approving con-
tract awards, and supervision and inspec-
tion of all work done. It is obvious that
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these services are something new in the
field of home reconditioning. The home
owner of moderate means has always suf-
fered from the lack of sound advice on re-
conditioning. He generally is unable to
afford the architectural or engineering ad-
vice that will protect him from making
coslly technical mistakes, or from spending
more money on a home than the house or
neighborhood justifies. He is at the mercy
of an unregulated trade and must depend
on chance as to whether he gets his money’s
worth.

The Reconditioning Division provides
the home-owner borrower from the Home
Owners’ Loan Corporation impartial pro-
fessional advice and supervision. It has
prepared master specifications which cover
materials and methods involved in small-
dwelling construction that safeguard the
home owner’s interests. It insures him
the services of labor, contractors, and fee
architects at the lowest prices consistent
with good workmanship.

At the same time, the Reconditioning
Division’s standards of quality and busi-
nesslike administration have enlisted the
support of the building industry. Manu-
facturers of building materials and trade
associations have aided in the preparation
of the master specifications to insure home
owners the widest selection of materials.
The architectural profession has agreed to
a scale of fees for advisory and supervisory
services on a much lower basis than here-
tofore charged by architects for such work.
So extensive and thorough has been the
organization of the building industry to
provide efficient home reconditioning serv-
ice that it is hoped that private industry
will find it desirable to continue the service
after the emergency has passed.

The reconditioning loan is usually in-
corporated in the mortgage which secures
the refinancing loan made by the Corpora-

tion. These mortgages are amortized over
a 15-year period, and bear 5 percent in-
terest. To save the expense of reopening
a first mortgage already held by the Cor-
poration on a home, it may permit the
writing of a second mortgage to secure the
recondition loan. The long-term and low
interest rate permits hundreds of thou-
sands of home owners, who otherwise
could not afford it, to enjoy the comfort
and protection of reconditioned homes, at
the same time the Corporation’s investment
is safeguarded.

The suspension by the Home Owners’
Loan Corporation of the acceptance of new
applications for loans will not decrease the
activities of the Reconditioning Division for
some time to come. It is estimated that
over 50 percent of the approximately
1,000,000 homes on which the Corporation
is making refinancing loans require some
reconditioning. This includes many homes
on which refinancing loans have already
been made. So far about 100,000 recon-
ditioning contracts have been executed.

The reconditioning activity carried on by
the Division from June 1 to November 8
in 45 States is revealed in the following
table:

Reconditioning Division—summary of operations
June 1, 1934, to Nov. 8, 1934

Number | Amount

1. Applications for reconditioning

loans..................... 284,083 |...........
2. Cases submitted to loan com-

mittee. ................... 171, 408 ($38, 559, 216
3. Total contracts executed. ... .. 1100,000 |1 22,000,000
4. Total jobs completed and ap-

proved. ... .......... .. ... 66, 386 | 10, 115, 946
5. Jobs paidfor................ 61,567 | 9, 306, 895

1 Approximate.

The loans for reconditioning for the
171,408 cases submitted to the loan com-
mittee by November 8 averaged $224 each.
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Dividend Status of the Federal
Home Loan Bank System

of the Federal Home Loan Bank Sys-
tem on October 15, 1932, as a functioning
Federal reserve agency for home-financing
institutions, all twelve regional banks were
operating at a profit and seven of them
had paid dividends to the Federal Govern-
ment and to member institutions. When
it is remembered that all the banks had 1o
absorb the deficit incurred incident to or-
ganization out of subsequent earnings and
that they were getting their start in a pe-
riod which saw the bank holiday of March
1933 and which has generally been at-
tended by uncertainty, this record constli-
tutes striking proof of the economical man-
agement of the banks and of the soundness
of their organization. It proves also that
a steadily growing number of member in-
stitutions and the home-owning public as
well have recognized the value of this na-
tional reserve structure for home-mortgage
finance in stabilizing real-estate values and
in amplifying home-loan credit.

Although the Federal Home Loan Bank
System is not a relief agency, its operation
has contributed to'the general recovery
program of the Federal Government. The
credit made available to member institu-
tions has enabled them better to meet the
withdrawal demands of needy depositors
and shareholders. By easing pressure on
the lending institutions, it has also enabled
them to be more lenient with worthy delin-
quent borrowers. The credit already ex-
tended has provided new funds for new
home financing and the System will pro-
vide more as the borrower demand upon
member institutions grows.

WITHIN two years of the organization

Federal Home Loan Bank Review

Detailed analyses, balance sheets, and
income accounts will be presented shortly,
in the annual report of the Federal Home
Loan Bank System, for the information
of member and nonmember institutions.
In advance of that report, however, it is
pertinent to refer to the rapidity with
which the regional banks have built up
their earnings through operations as shown
in the accompanying statement on divi-
dends paid and accrued through October
31, 1934. Total dividends paid during
1934, to date of November 22, amount to
$812,710.40, of which $150,307.79 was paid
to members, as shown by the accompany-
ing table. Impressive further evidence
of the financial strength of the Federal
Home Loan Bank System is afforded by
the following summary prepared by the
Comptroller’s office:

Sources of value

1. Payments received on account of capital stock:
a. Payments in full:
U. S. Govern-

ment_._____ $81, 645, 700. 60
Member insti-
tutions. . __. 19, 282, 900. 00

$100, 928, 600. 00

b. Payments and deposits, members
and applicants__.___ . ___._._.____ 1, 931, 011, 12
102, 859, 611. 12
2. Results of operatlons, October 15, 1932,
through October 31, 1934_..____.____ 3, 885, 682. 59

106, 745, 293. 71

Disposition of value

Cash dividends disbursed:
1. To the U. S. Gov-
ernment . ________ 21, 031, 328. 63
2. To member institu-
229, 260. 83
—_——  $1, 260, 589. 46
Net worth as at October 31, 1934._. 105, 488, 704. 25
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Eliminating interbank transactions, can-
celing liability cash deposits against cash
resources, transferring the balance of “ In-
terest purchased” in the amount of $78,-
712.05 from “ Other assets™ to “Accrued
interest receivable”, and making other
appropriate offsets, the net worth of the
System as above stated appears to be
invested as follows:

Amount Percent
Cash....................... $2, 003, 785. 18 1. 90
Loans outstanding........... 86, 846, 330. 86 82, 33
Accrued interest............. 589, 109. 05 .56
Investments. ............... 16, 003, 335. 68 15.17
Furniture and fixtures........ 22, 227. 42 .02
Deferred. . ................. 16, 587.16 } 02
Other...................... 3, 328. 90 .
Total................ 105, 484, 704. 25 | 100. 00

With over 82 percent of its net worth
represented by advances to members,
whom it serves at low interest rates, the
System has expended but thirty-five cents
of each dollar of its gross income for all
normal operating expenses and assess-
ments, and has carried sixty-five cents
thereof to surplus, to meet dividend and
reserve requirements and to accumulate
free surplus.
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The United States Government invest-
ment in the capital stock of the System
amounts to $81,645,700.00, or 79.38 percent
of total payments received on account of
stock subscriptions, while member insti-
tutions and applicants have furnished
$21,213,911.12, or 20.62 percent of the paid-
in capital.

Seven of the twelve Banks have so far
disbursed dividends during 1933-34 total-
ing $1,260,589.46, as follows: $1,031,328.63
to the Government and $229,260.83 to mem-
bers. In addition $1,120,864.08 has been
set aside as a reserve to provide for cumu-
lative dividends accrued on the United
States Government stock.

With the organization period of the Sys-
tem definitely at an end, with a total mem-
bership of approximately 3,000 institutions,
with a definite earning trend established,
and with close to a million dollars of free
surplus, the Federal Home Loan Bank
System has already begun to realize the
purpose which it was designed to meet,
in the establishment of a nation-wide re-
serve system for the protection of Ameri-
can home owners and the strengthening of
American home-financing agencies.
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FEDERAL HOME LOAN BANK SYSTEM

Statement showing dividends paid and accrued to the United States Government and
member institution stockholders in the several regional banks through Oct. 31, 1934

Combined Boston Newark | Pittsburgh VVSi:lSetI(I)ln_ Cincinnati
1933
Paid:
U.S.Government................ $368,926.02]. ... .. | $95, 830. 13
Members........................ 78,953.040. ... ... e e 25, 854. 59
Total......................... 447,879.06]. .. ... e e 121, 684. 72
Accrued: U. S. Government........... 447, 319. 68; $45, 989. 11| $70, 446. 57 $76, 191. 78| $70, 860. 29 63, 399. 72
Total dividends, 1933........... 895, 198. 74| 45,989. 11| 70, 446. 57, 76,191. 78| 70, 860. 29| 185, 084. 44
1934
Paid:
U. S. Government:
Out of 1933 earnings......... 255,845.85[........... 70,446.57, 76,191.78(........... 63, 399. 72
Out of 1934 earnings. ........ 406, 556. 76, .. ........ 100, 523.29| 39,616.44(........... 126, 706. 94
Members........................ 150,307.79(........... 36,071.62| 22,191.01j........... 54, 871. 58
Total.......ooovviiiin.. .. 812,710.40|........... 207, 041. 48} 137,999.23(........... 244, 978. 24
Accrued: U. S. Government........... 1, 120, 864. 08| 129, 002. 79| 77, 506. 86| 99, 326. 03| 165, 441. 09; 86, 104. 72
Total dividends, 1934........... 1, 933, 574. 48! 129, 002. 79| 284, 548. 34| 237, 325. 26| 165, 441. 09| 331, 082. 96
Divsi)gznds paid Oct. 15,1932, to Oct. 31,
1 :
U.S. Government................ 1,031,328.63{........... 170, 969. 86| 115,808.22........... 285, 936. 79
Members........................ 229,260.83i........... 36,071.62] 22,191.01........... 80, 726. 17
Total......................... 1,260,589.46|........... 207,041.48] 137,999.23|........... 366, 662. 96
Indian- . Des Little Los
apolis Chicago Moines Rock Topeka | Portland Angeles
1933
Paid:
U.S. Government. .......... $76, 526. 03($119, 172.60.......... $77,397.260. . ..o
Members. .................. 22,257.00| 18,082.28|.......... 12,759.17). oo e
Total..................... 98, 783. 03] 137,254.88(.......... 90, 156.43f. . ... . | i e
Accrued: U.S. Govermment.......0........ofeeeennann. $45,780.38.......... $30, 597. 25{$21, 489. 74$22, 564. 84
Total dividends, 1933. .. ... 98, 783. 03; 137, 254. 88! 45, 780. 38} 90, 156. 43| 30, 597. 25| 21, 489. 74| 22, 564. 84
1934
Paid:
U. S. Government:
Out of 1933 earnings. . ... 27.40........... 45,780.381. ... e
Out of 1934 earnings. . ... 59,117.81{........... 22,093.59! 58,498.69]. ........ .0 ... .
Members. .................. 17,818.41|........... 8,577.64| 10,777.53|. .. ... oo
Total..................... 76,963.62)........... 76,451.61) 69,276.22!. .. ... ... i
Accrued: U. 8. Government. ... ... 40, 438. 35| 165, 397. 25| 52, 767. 10| 39, 994. 54(107, 232. 86! 75, 891. 42; 81, 761. 07
Total dividends, 1934...... 117, 401. 97; 165, 397. 25129, 218. 71/109, 270. 76|107, 232. 86, 75, 891. 42; 81, 761. 07
Dividends paid Oct. 15, 1932, to
QOct. 31, 1934:
U. S. Government. .......... 135, 671. 24| 119, 172. 60; 67, 873.97/135,895. 95/, .. ....... 0 coieeerifonennnnn..
Members. .................. 40,075. 41| 18,082.28 8,577.64] 23,536.70;......... .0 oo,
Total..................... 175, 746. 65| 137, 254. 88| 76, 451.611159,432.65|. . ........|.ccvveerui|one...
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FEDERAL HOME

Combined statement of

Combined Boston Newark Pittsburgh Wsigls:gln-
ASSETS
Cash on hand, in banks and U. S.Treasury. .| $5, 091, 608. 29, $973, 451. 07 $608, 624. 18, $206, 162. 77| $358, 025. 56
Loans outstanding:
Members..............cooaiii.L. 86, 839, 152. 452, 546, 444. 00{14, 209, 446. 87{10, 950, 463. 3316, 382, 814. 17
Affiliated banks..................... 600, 000. 00 600,000.00[........... ... ... iifoiiiii.,.
Other...........cociiiiiian i, TAT8 AL . e
Totalloans....................... 87, 446, 330. 86,3, 146, 444. 0014, 209, 446. 87[10, 950, 463. 33(6, 382, 814. 17
Acecrued interest receivable. ... ........... 516, 292. 90 38, 920. 62 78, 322.52 48, 442. 27 37, 930. 30
Investments: U. S. Government. ......... 16, 003, 335. 682, 895, 218. 77 59, 656. 25 137, 900. 00i1, 010, 468. 75
Otherassets............ooviiiianoeoo. 126, 283. 02} 17, 611. 92 2, 555. 47 2, 245. 62 5, 566. 44
Totalassets. .................... 109, 183, 850. 75[7, 071, 646. 3814, 958, 605. 29|11, 345, 213. 99/7, 794, 805. 22
LIABILITIES AND CAPITAL
Liabilities:
Current......... ... ..., 3, 699, 146.560!. .. .. 353, 441. 68| 1, 009, 867. 82 708. 70
Fixed.....ooovivii e s e R
Total liabilities. . . ............. ... 3,699,146.50|............ 353, 441. 68| 1, 009, 867. 82 708. 70
Capital:
Capital stock fully paid, issued, and
outstanding:
Members....................... 19, 282, 900. 00/1, 693, 100. 00} 2, 378, 800. 00| 1, 452, 500. 00(1, 707, 200. 00
U. S. Government............... 81, 645, 700. 00/5, 000, 000. 00/11, 500, 000. 00; 8, 500, 000. 00/5, 700, 000. 00
100, 928, 600. 00,6, 693, 100. 0013, 878, 800. 00 9, 952, 500. 00|7, 407, 200. 00
Subscription to capital stock:
Members and applicants........ 4, 027, 200. 00 291, 500. 00} 1, 082, 900. 00 281, 300. 00} 199, 000. 00
Less balancedue............... 2,096, 188. 88| 97,525.00] 595, 025.13] 162, 275.00/ 86, 950. 00
1,931, 011. 12| 193, 975.00{ 487, 874. 87 119, 025. 00 112, 050. 00
U.S. Government............... 43, 095, 300. 00{7, 467, 500. 00] 7, 463, 200. 00| 2, 646, 300. 003, 508, 200. 00
Less balance due............. .. 43, 095, 300. 00(7, 467, 500. 00| 7, 463, 200. 00| 2, 646, 300. 003, 508, 200. 00
Surplus:
Reserves:
As required under section 16
ofact................... 563, 392. 81 25, 460. 44 56, 603. 25 57, 011. 80 40, 954. 58
U. S. Government 2-percent
o c}llividend ................ 1, 120, 864. 08; 129, 002. 79 77, 506. 86 99, 326. 03| 165, 441. 09
ther. . ... e e e e e
Surplus unallocated. . .......... 940, 836. 24/ 30, 108.15, 104,378.63] 107,483.34, 68, 450. 85
Totalsurplus........ ........ 2,625, 093. 13] 184, 571. 38 238, 488. 74 263, 821.17) 274, 846. 52
Total capital. . ............ ... 105, 484, 704. 25[7, 071, 646. 3814, 605, 163. 6110, 335, 346. 17|7, 794, 096. 52
Total liabilities and capital.. ... 109, 183, 850. 75(7, 071, 646. 38|14, 958, 605. 29{11, 345, 213. 997, 794, 805. 22
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LOAN BANK SYSTEM
condition as at Oct. 31, 1934

Cincinnati | Indianapolis Chicago Des Moines | Little Rock Topeka Portland | Los Angeles
$482, 296. 44| $692, 183. 20, $659, 726. 65| $138, 811. 74] $382, 354. 02| $173, 939. 69; $167, 154. 24! $248, 878. 73
17, 219, 973. 58| 5, 897, 898. 07|11, 837, 379. 17| 4, 291, 786. 71| 4, 164, 002. 19| 4, 195, 676. 002, 237, 898. 30/2, 905, 370. 06
N H O E S SRR DO EORER! NOEEROEOR! HDORORRN I 7,178. 41
17, 219, 973. 58| 5, 897, 898. 07)11, 837, 379. 17| 4, 291, 786. 71| 4, 164, 002. 19| 4, 195, 676. 00;2, 237, 898. 30{2, 912, 548. 47
90, 441. 77 39, 204. 62 44, 202, 24 32, 908. 05 20, 965. 07 31, 783. 63 31, 434. 66 21, 737.15
837, 244. 33, 1, 576, 255. 46 326, 025. 25| 1, 349, 250. 441 3, 293, 480. 33| 1, 358, 383. 25(1, 685, 374. 72]1, 474, 078. 13
15, 211. 58 3, 015. 75 6, 773. 23 6, 413. 91 48, 876. 24 3,602.70 3, 075. 87 11, 334. 29
18, 645, 167. 70| 8, 208, 557. 10|12, 874, 106. 54| 5, 819, 170. 85 7, 909, 677. 85] 5, 763, 385. 274, 124, 937. T9/4, 668, 576. 77
762, 029. 08 69, 674.42| 576,456.06] 293,584.10 392, 003. 16 2,957. 77 228,407.19| 10, 016.52
762, 029. 08 69, 674. 42| 576,456.06] 293,584.10] 392, 003. 16 2,957. 77y 228,407.19; 10, 016. 52
4,232, 400. 00] 1, 923, 100. 00 1, 790, 600. 00| 775, 200. 00| 1, 183, 600. 00; 788, 300. 00| 466, 200. 00| 891, 900. 00
12, 775, 700. 00| 6, 000, 000. 00{10, 000, 000. 00 4, 500, 000. 00| 6, 100, 000. 00| 4, 700, 000. 00|3, 310, 000. 00/3, 560, 000. 00

r

17, 008, 100. 00| 7, 923, 100. 00|11, 790, 600. 00| 5, 275, 200. 00| 7, 283, 600. 00| 5, 488, 300. 003, 776, 200. 004, 451, 900. 00
828, 600. 00 111, 800. 00 259, 900. 00 282, 900. 00 205, 000. 00 263, 000. 00 39, 200. 00; 182, 100. 00
446, 968. 75 61, 750.00{ 155, 640.00{ 145, 575.00| 133, 645.00| 115, 750.00| 18, 325.00| 76, 760. 00
381, 631. 25 50, 050. 00 104, 260. 00 137, 325. 00 71, 355. 00 147, 250. 00] 20, 875. 00| 105, 340. 00
............. 577, 400. 00| 4, 173, 900. 00| 2, 894, 900. 00| 2, 672, 400. 00| 2, 633, 600. 00|2, 650, 000. 006, 407, 900. 00
............. 577, 400. 00| 4, 173, 900. 00 2, 894, 900. 00| 2, 672, 400. 00| 2, 633, 600. 00|2, 650, 000. 00/6, 407, 900. 00
133, 801. 76 52, 930. 50 82, 583. 30 26, 263. 24 49, 521. 43, 13,942.88) 11,806.81] 12,512.82
86, 104. 72 40, 438. 35 165, 397. 25 52, 767. 10 39, 994. 54 107, 232. 86 75, 891. 42 81, 761. 07
" '273,500.89)  72,363.83| 154,809.93  34,031.41] 73,203 72] 3,701.76 11,757.37] 7, 046. 36
493, 407. 37, 165, 732. 68| 402, 790. 48 113, 061. 75 162, 719. 69 124, 877. 50 99, 455. 60} 101, 320. 25
17, 883, 138. 62| 8, 138, 882. 68112, 297, 650. 48| 5, 525, 586. 75| 7, 517, 674. 69| 5, 760, 427. 50|3, 896, 530. 604, 658, 560. 25
18, 645, 167. 70| 8, 208, 557. 10{12, 874, 106. 54| 5, 819, 170. 85| 7, 909, 677. 85| 5, 763, 385. 27|4, 124, 937. 79|4, 668, 576. 77
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Federal Home Loan Bank Interest Rates
on Advances to Member Institutions

FURTHER reduction in interest rates
Aon advances to member institutions,
the second within six months, is announced
by the Federal Home Loan Bank of Pitts-
burgh beginning January 1, 1935. At that
time the effective rate on all loans will be
reduced from 4V; percent to 4Y; percent.

In taking this action, the directors of the
Pittsburgh bank expressed the belief “that
a further reduction in the rate of interest
will serve as an incentive to member insti-
tutions to reduce their interest charges”
to home-owner borrowers, and they ex-
pressed the further belief that it is “at
present desirable to stimulate borrowing
by member associations in order that funds
be loaned for remodeling and repairing of
homes ”,

The rate on all short-term loans up to
one year is to be written at 414 percent.
The rate on all long-term loans is to be
written at 5 percent, but on application
the borrowing institution is to be credited
with the difference between 5 percent and
41, percent so that the effective rate on
long-term loans will also be 41} percent.
Resolutions governing this procedure were
passed by the directors of the Pittsburgh
bank on November 24, 1934, and read as
follows:

“Be it further resolved, That all borrow-
ing members whose loans are evidenced by
notes written for more than one year shall
be requested to authorize the Federal
Home Loan Bank of Pittsburgh to lower
the interest rate of 5 percent and to flue-
tuate the same from time to time if they
deem it advisable but not in excess of 5
percent as written.
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“Be it further resolved, That upon re-
ceiving such authorization the Federal
Home Loan Bank of Pittsburgh shall, until
further action of the Board of Directors
of this Bank, refund to member borrowers
by crediting to the interest charged to their
accounts, a sum equal to the difference
between interest at the rate of 5 percent per
annum and interest at the rate of 41/ per-
cent per annum.”

Interest rates—Federal Home Loan Banks; rafes
on advances by member Banks

Rate
én
eitect
Federalbglglxz)e Loan |~ Type of loan
De-
cem-
ber 1
Per-
cent
1. Boston.......... 4 | Allloans.
2. Newark.......... 4 | Reconditioning loans.
4% All other loans.

3. Pittsburgh....... 14344 All loans.

4. Winston-Salem. . . 4 | Short-term and long-term
billing—H. O. L. C.
security.

414 | Loan-term coutract.

5. Cincinnati....... 4% | All loans until Dec. 31,

1934.

Secured loans.

5 | Unsecured loans.

1- and 10-year amortized
loans.

43| l-year straight loans.

5 | Unsecured loans.

8. Des Moines. ..... 4 | Loans up to 1 year if
secured by H. O. L. C.
bonds.

4 | That portion of any loan
in excess of $250,000.
4% All other loans.
9. Little Rock...... 4 | All loans.
10. Topeka.......... 4 Do.
11. Portland......... 41 Do.
12. Los Angeles. .. ... 41 Do.

. ! Beginning January 1, 1935, effective rate on all loans
is to be 4} percent. See accompanying analysis.
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A correction on the previously reported
rate has been sent in by the Des Moines
bank. The rate as published in previous
REVIEwWS was given as 414 percent on all
loans. There are two exceptions to this
flat rate. Since last April, the bank has
been making short-term advances up to
one year when secured by Home Owners’
Loan Corporation bonds at a rate of 4 per-

par value of the bonds. In addition, the
Des Moines bank has offered to all associa-
tions borrowing more than $250,000 a rate
of 4 percent on any amount in excess of
this sum. That is, an institution borrow-
ing $500,000 from the Des Moines bank
would pay 414 percent on the first $250,000
and 4 percent on the second $250,000 or any
part thereof.

cent.

Such advances are made up to the

Federal Savings and Loan Insurance Corporation summary of operations to Nov. 20

Applications received Institutions insured
Share and Share and
Number | creditor lia- | Total assets | Number| creditor lia- | Total assets
bilities bilities
New Federal savings and loan associations. . 320 | $6, 506, 628 | $6, 913, 220 283 |$43, 434, 364 | $46, 783, 933
Converted Federal savings and loan asso-
clations..........ciiiii i 102 | 69,927, 950 | 75, 834, 632

State-chartered associations. . ............ 34 | 45, 211, 792 | 49, 728, 735 1 7, 481, 470 8,426, 127

Total. ......coviiiiiiiiiien., 456 121, 646, 370 1132, 476, 587 284 | 50,915, 834 55, 210, 060
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Federal Savings and Loan Associations

EFINANCING heads the list of pur-

poses for which Federal savings and
loan associations made new mortgage
loans during the month of October, as
shown by the accompanying table (table
1). This is encouraging evidence that pri-
vate home-financing institutions are recog-
nizing the opportunity for new business
offered in recasting the existing volume of
home-mortgage indebtedness. As more in-
stitutions share in this movement, the de-
mand for funds for new construction, re-
leased from the chains of a fear psychol-
ogy, should expand rapidly.

Loans made during the month for new
construction by the Federal associations re-
porting were in fact a good second, totaling
$479,107 for both new and converted asso-
ciations as compared with $1,056,798 for
refinancing. The proportion of loans for
reconditioning was comparatively high, to-
taling $291,957 as compared with $292,609
for purchase of homes.

The great increase in the volume of calls
made by Federal associations upon the
$100,000,000 fund authorized by Congress
for investment in preferred shares of these
private, mutual, thrift institutions also re-
flects in part a growing demand on the part
of home owners for long-term amortized
mortgage loans. By November 1, 544 calls
for Treasury investment had been made,
amounting to $10,900,600 (table 2). New
calls are now being made at the rate of
81,000,000 a week, as contrasted with less
than $100,000 weekly six months ago. By
November 1, $6,373,300 had actually been
advanced.

The use that Federal associations are
making of their line of credit with the
Federal Home Loan Banks is also signifi-
cant evidence of their active response to a
growing demand for new mortgage loans.
The 262 new Federal associations report-
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ing show an increase of 59 percent in their
borrowings from the System during the
month of October (table 1).

As the result of action by the Federal
Home Loan Bank Board in arranging for
monthly reports from all Federal savings
and loan associations, the REviEw will in
the near future be able to publish regu-
larly indexes of mortgage activity for a
representative group of home-financing
institutions situated in all sections of the
country. These indexes should serve as
a pulse by which to determine every month
the condition of home-mortgage financing
activity. Table 1, showing the expansion
during the month of October in the ac-
tivities of 262 new and 70 converted Fed-
eral associations, illustrates the type of in-
formation these indexes will present.

In connection with this table, the de-
creases in the number and amount of
private-share subscriptions which occurred
in the converted institutions require ex-
planation. These decreases result from
the transference of many converted insti-
tutions from the “share-sinking fund”
plan of mortgage loans to the *direct-
reduction ” loan required by Federal sav-
ings and loan association regulations.

Under the “share-sinking fund ” plan a
borrower is required to buy so many in-
stallment shares in the association. He
makes monthly payments on these shares,
which may or may not earn dividends, and
when the shares are matured his mortgage
loan is canceled against them. Under the
“ direct-reduction ” plan the borrower pays
a stated amount every month for a speci-
fied number of months. The interest is
figured on the unpaid balance at the end
of each month and the remainder of the
payment applies on the principal. In con-
sequence, the complete payment of his
loan, principal and interest, can be figured
to the cent and to the day.

Federal Home Loan Bank Review
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TasLE 1.—Data showing progress of 262 new and 70 converied Federal savings and loan associations
during the month of October 1934

262 new Federal savings and loan associations
Sept. 30, 1934 | Oct. 31, 1934 Increase | Percent
Share subscriptions:
Number of private share accounts. .. .................. 20, 755 21, 623 868 4.1
Number of shares subscribed. .. ....................... 210, 442 218, 880 8, 438 4.0
Average number of shares per account................. 10. 1 1001 [
Share liabilities:
Paid on private subscriptions.......................... $4, 143, 571 $4, 460, 775 $317, 204 7.7
Subscriptions by Secretary of Treasury................. 2, 760, 800 3, 783, 800 | 1, 023, 000 37.0
Total. ..o e 6, 904, 371 8, 244, 575 1, 340, 204 19. 4
Average paid on private subscriptions. ................. 200 206 6 3.0
Mortgage loans during October:
a. Modernization. .. ........... ... it 212,123 212,123 |........
b. New construction. .................. .o, 431, 727 431,727 |........
c. Refinancing...............o. e 660, 399 660,399 |........
d. Purchaseofhomes. . ............... ... .. ... .. ... oo 192, 781 192,781 |........
Totals outstanding atend of month................. 5,437,035 6, 934, 065 1, 497, 030 27.5
Borrowed money
Advances: I‘ederal Home Loan Bank System........... 298,193 474, 226 176, 033 59. 0
Othersources. ........... ... iiniiniiiinnnn. 22, 767 20, 300 —2, 467 —10.8
Total. ... .. 320, 960 494, 526 173, 566 54.0
70 converted Federal savings and loan associations
Combined
total, Oct.
Sefgtéi’o’ 0?9'321’ Increase | Percent | 51> 1934
Share subscriptions:
Number of private share accounts............... 53, 691 52, 788 —903 —1.7 74, 411
Number of shares subscribed.................... 572, 491 560, 443 —12, 048 —2.1 779, 323
Average number of shares per account........... 10. 7 10.6 —0.1| —10 10.5
Share liabilities:
Paid on private subscriptions. . ................. $30, 327, 328 1$30, 092, 743 | —$234, 585 —0. 8 ($34,553,518
Subscriptions by Secretary of Treasury........... 614, 000 1, 220, 000 606, 000 98.7 | 5,003, 800
Total. ... ... . 30, 941, 328 | 31, 312, 743 371, 415 1.2 (39,557, 318
Average paid on private subscriptions............ 565 570 5 1.0 464
Mortgage loans during October:
a. Modernization.............. .. ... ... . o oo 79, 834 79,834 |........ 1291, 957
b. Newconstruction. . ............coiirvnnnii]oveniinnn. 47, 380 47,380 |........ 1479, 107
c. Refinancing. ........ ... ... .. . i 396, 399 396,399 {........ 11, 056, 798
d. Purchaseofhomes. ............... .. ... ... .| i, 99, 828 99,828 {........ 1292, 609
Totals outstanding at end of month............ 26, 683, 779 | 26, 943, 858 260, 079 1.0 |33, 877, 923
Borrowed money
Advances: F ederal Home Loan Bank System. . ... 2,236, 384 | 2, 314, 705 78, 321 3.5 | 2,788,931
Other SOUrCeS. .. v v ittt et ii i einenn 244, 800 264, 900 20, 100 8.2 285, 200
Total. . ... 2, 481, 184 2, 579, 605 98, 421 4.0 ) 3,074, 131
1Total loans made by new and converted associations during October.
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In transferring from one plan to the
other, converting institutions are required
to cancel share payments against loans
with the result that the number and vol-
ume of shares outstanding and of mort-
gage loans both decrease. However, new
loans made in October by converted insti-
tutions more than offset the shrinkage re-
sulting from this change of plan, so that
the 70 associations reporting showed a
net increase in total mortgage loans of
$260,079.

One reason why Federal savings and
loan associations are receiving new invest-
ments and making new loans is that they
advertise their facilities. Many associations
have undertaken energetic campaigns to
bring to the attention of the public the
facts concerning their Federal charters,
their insurance of share accounts, and the
services that Federalization enables them
to offer, The ReviEw reproduces in the
pages following this article a full-page ad-
vertisement on loaning accommodations
run in a Shreveport (La.) newspaper by
the First Federal Savings and Loan Asso-
ciation of Shreveport, and a joint adver-
tisement run by three Federal savings and
loan associations in Berkeley, Calif. The
latter illustrates the possibilities of coop-
erative merchandising of Federal savings
and loan shares.
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TaBLE 2.—Increase—Federal savings and loan
associations—during Oclober

Per
Oct. 1, Nov. 1, |cent-
1934 1934 agein-
crease
1. Charters issued:
a. To new associa-
tions......... 434 453 4.4
b. To associations
converted
from Statein-
stitutions. . ... 114 124 8.8
Total. ..... 548 5771 5.3

tions......... 215 178/ 117.0
b. For associations
converted
from State in-
stitutions. . ... 187 211} 12.8

Total. ..... 402 389 16.2

3. Resources:
a. Of associations
chartered. . ... $85, 491, 157/$89, 231,957 5.5
b. Of associations
for which
charters are
pending. ..... 231, 665, 127,248, 234, 168] 7.1

Total. . .... 317, 156, 284(337, 466, 125] 6.4

4. Subscrpitions by the
Secretary of the

Treasury:
a. Requested...... 7, 936, 600 10, 900, 600! 37.3
b. Approved and | 4,132,800 6,373,300 54.2
paid for. .....

1 Decrease.
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SUNDAY. OCTORER 1. 1934 THE SHREVEPORT TIMES THIRTEEN

ANNOUNCEMENT
First Federal Savings and Loan Association

OF SHREVEPORT

mios LOAN PLANS mis

53/1% We have received our Federal Charter and announce that hereafter the Shreveport Mutual 51/4%
Burlding Association will operate under the name of First Federal Savings and Loan Assocration

Interest on mon. | Of Shreveport Interest on mort-

's wi . ith
ﬁz&?&ﬁgﬁ: Federal sponsorship added to the strength of an $850;000.00 surphss-and-nearly a haif century gasg; alﬁ a: :,:?c e
: of operating experience enable us to offer you, the home owners and potential home ownere of

remitm " " -, ermium
P Shreveport, a home fipancing plan differegt from any previously available to you. sl
§%% 6% and 6%;9), Interest Without Premium or Discount Low Monthly Payments and Long Term Loans
We will lend, without any service premium, bonus, or discount, at mnter- Under our new loan plan' we will continue to offer loans with terms of ap-
est rates of 5%4%, 6% and 64% on monthly reducing balances. proximately twelve, sixteen, and twenty years, with monthly interest and
The rate charged on each loan will be determined by the type of security principal payments of $10.00, $8.00, and $7.20 a month per thousand.
you have to offer,l-nd the ba}:m on which yolu wish to repay T:e hxgllile!::
rate on any new loan on which contractual payments are made wil :
614%: but our plan recognizes that loans of fering unusual security justify 6% Housing Loans — .
an even lower interest cost. Federal Savings and Loan Associations-are authorized to make loans for
:hermb? of fmImHEive to twenty yeara, Tl;e First F'ed‘e‘r-l will rioopet(ate w;;h
. . . e National Housing Tni i aking fi oans for mod-
Coll Charges El ted Anl d " : fram those we naw-hold.
) : Ay interest rate of 6% on redu balances, without banus or
Also we the el of all coll charges on dell pec cing
yments on both new loans and those now on our books In addition, ail P . will be offered on all these National Housing loans.
ro‘uu now on our books which continue to be paid up to date wll
granted an interest reduction of V4% per annum. Commercial Loans
. In addition to our usual home financing business, a substantial amount of
Loan Costs Further Reduced money will also be available for high-grade loans on commercial prop-
TH
New and reﬁn.ancmg}llom costs arg also furt'herl lreduced. bOnhe:ﬁ\s loan cries 5 45 o P Lo
ac pleted, the expense of will be borne by the Associa- 51404 5149/ o/, Interest Servi i ans
tion. This will establish coot From a5 low 8 615 00 o mot over $30.00 %o 5'% and 557 Interest on ce Premim
for any type and mze of loan. As hasalways been the case with us. no ab- For those who prefer the service premum or bonus type of loan made by

of types of financial institutions, we offer interest rates rangmg from
5V4% to 5%% (depending again on the type of security offered} upon
the payment of & small service premium.

Your Choice of Loan Plans

stract need be purchased or submitted until the loan has been approved

Requirements Greatly Liberalized
Wo feel that Shreveport home owners have seen the advantages of sup-

ervised donstruction and the monthly payment of taxes and msurance Federal Savings and Loan Associations, {n all parts of the country. both
‘Therefore, these features will no fonger be compulsory Loans will be new i d d ; seem to be sbout equally
made on both supervised and unsupervised construction Monthly pay divaded as to interest plans. Some have adopted the scrvice premium type
ments will be arranged erther with or without the mclusion of taxes an of loan—some the plan without service premiums. We stncerely believe
wsurance However supervised construction and monthly provision for that we are offering to the people of Shreveport the lowest nterest rates
taxes and msurance wﬂm recognized by lower wnterest rates, or by and the longeat terms in home finanging that we know of mn this country,
more liberal loans or longer terms of repayment. and in addition we are offering the home owners in our community ther
chotce of any of the pians that are being successfully used elsewhere,
Supervision By Architects Friendly Service

Due to the volume of business anticipated under the National Housn; We exit for only one purpose, to serve our fettow home owners and m-
Act, we shall sccept the supervision of registéred architects m liey ol vestors. We invite you to come in to see us and talk over our new loan
our own supervision. However we will still provide this service when- plans because we believe it will be in your interest as well as ours to do
ever preferred by home owners. 0 before you borraw or refinance.

FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION

OF SHREVEPORT
CROCKETT STREET AT McNEIL

o H
(3
Ly OFFICERS by
4 X PHILIP LIEBER ;:f‘og’c W&N jAMEs'R..-EW'INC. DONALD SCOTT LIUVF.!. R. FLAXMAN Lt
JAMES H ROWLAND JOHN ] PUISSEGUR FRANK E MURPHY B80OYD C. EMBREY EETI'YCARR * ¥
%ksy&. e Vi Prouses "Gt o 1oe Prniine nase i Poamdons sy st % syg(&
DIRECTORS K
Dougles Attaway Sumon Ehelich ohn Howas Pl jwwab C. Siman R S Whtten
Albert M. Drayfes O P Hagultos ‘Lluvy Sames H Rewiand Wieasr. jr 1 V, Woodward

Federal Home Loan Bank Review

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



98

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

Announcing

three new

Associations for Berkeley

Sponsored and supervised by the United States Government . owned
by their investing shareholders . managed by responsible local business
men . . . making loans to local home owners, secured by sound first
mortgages on their homes . . these new mutual thrift institutions bring
to Berkeley added facilities for safe investment and sound and econom-
ical financing of homes.

What They Are

Federal Savings and Loan
Associations are savings insti-
tutions operating under Fed-
eral charter and supervised by
the U. S. Government. They
issue shares for the investment
funds placed with them, and
lend these funds on homes mn
their district. The Associations
are authorized to repurchase
the investor's shares.

Charters are issued only to
responsible persons, whose
guiding motive is the safety of
the shareholders investment.
In Berkeley, the only charters
are those which have been
granted to the well-established,
successful building and loan
groups of this city, namely. the
Berkeley, Community and
Fidelity The new “Federals”
will operate as ¢ompanion in-
stitutions to the present Asso-
ciatidns.

A Federal Savings and Loan
Association is not a bank. It
does not accept deposits or pay
out money on checking ac-
counts. It 1s strictly a mutual
irivesting institution, designed
for the long-term savings of
the people.

Federal Participation

Proving its confidence in these
new institutions, Congress em-
powered the Federal Govern-
ment to participate financially
m their establishment and
progress.

The Government may invest
in the Full Paid Income shares
of these Associations, $3 00 for
every $1 00 invested by pri-
vate investors, The Govern-
ment invests on the same basis
as any private investor, without
preference as to prnncipal or
earnings.

L

Tax Exemption

Shares of Federal Associations
ure exempt, both as to their value
and the income therefrom, from
all taxation except surtaxes, es
tate, inheritance and gift taxes,
now or hereafter imposed by the
United States.

Types of Shares
@ Installment Thrift—

For systematic weekly or
monthly savings. A bonus
1s provided for those who
save consistently.

@ Optional Savings—
Payments may be made in
any amount, from $1.00
up, at convenience of the
investor,

@ Prepaid Shares—

For lump sum investment,
with dividends to accumu-
late until the account
reaches the subscribed
amount

@ Full-paid Income Shares

For lump sum investment,
with dividends payable in
cash. For people of mod-
erate or substantial means
who wish to realize an at-
tractive rate of income
upon their savings or in-
vestments.

The above investments are now available with the undersigned
Associations. Full information on request.

AND LOAN ASSOCIATION

2323 SHATTUCK AVE.
TBornwall 0600

Federal Reserve Bank of St. Louis

*

XRELEYS
RAL SAVINGS

2101 SBBATTUCK AVE.
BErkeley 0200
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AND LOAN ASSOCIATION

3122 SHATTUCK AVE.
THornwall 243¢
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Home Owners’ Loan Corporation Suspends
Activity on Applications

N NoveMmMBER 13, announcement was

made by the Home Owners’ Loan
Corporation of its decision to suspend ac-
ceptance of further applications and to
halt activity on all applications pending in
stages prior to investigation by the Legal
Department, which is the last step before
action by the Loan Closing Department.
The reasons underlying these important
measures call for detailed explanation.
They constitute both a challenge and an
invitation to institutions engaged wholly or
in part in home finance.

Primarily, suspension of Home Owners’
Loan Corporation activities at a time when
a large volume of applications had not yet
been rejected or closed was rendered neces-
sary by the fact that the Corporation’s
authority to extend relief to home owners
is limited by law to approximately $3,-
000,000,000. Of this sum, $2,000,000,000 had
been expended in making loans to some
650,000 home owners. Applications which
had reached the Legal Department at the
time suspension was announced would
have accounted for the Corporation’s re-
maining resources.

It would be an unjustifiable misuse of
public funds in superfluous overhead costs
for the Corporation to continue to handle
applications for loans which it has not the
funds to make. Handling of such applica-
tions would also hamper the closing of the
300,000 or more applications for which
credit remains available, and which, having
reached the Legal Department, appear

Federal Home Loan Bank Review

likely to be closed within a relatively short
time.

The specific rule that no loan in any
stage prior to the Legal Department should
receive further attention has raised the
question as to why suspension was not
based on the chronological order of appli-
cations received, or upon the relative de-
gree of distress of the applicants involved.

As far as the chronological standard is
concerned, it would be physically impos-
sible and generally unfair to the applicants
to base suspension upon the date of the
original applications. In thousands of
cases of acute distress, by reason of misun-
derstanding of the law, application was
not made until relatively late, whereas
many applicants whose cases may be re-
jected because of insufficient distress had
made their applications much earlier. As
far as the second point is concerned, it
would be wholly out of the question to es-
tablish the relative “degree of distress”
among the large number of applicants in
all parts of the United States whose loans
have not yet been granted.

THE FIELD FOR PRIVATE LENDING ACTIVITY

WitH the suspension a fact, and the pros-
pect of additional resources through new
legislation entirely beyond the realm of
prediction, it seems imperative for private
home-financing institutions to consider the
situation and their own position realisti-
cally. The press has been practically
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unanimous in considering the suspension
of Home Owners’ Loan Corporation activi-
ties a sign that the peak of the emergency
in home real estate has passed, and that
any additional appropriation of Federal
funds for distressed home owners should
be restricted to the extent necessary to
bridge the gap between what the Corpora-
tion has accomplished and the volume of
acute distress which may remain, when the
Corporation’s funds have been exhausted.

The Corporation is taking every possible
step to facilitate the transition from its own
emergency function to the resumption of
lending by private capital. This effort has
had the endorsement of representative
building. and loan associations, savings
banks, andlifeinsurance companies. More-
over, it appears that these institutions col-
lectively have sufficient funds now await-
ing investment in home loans to effect the
adjustment or refinancing of those mort-
gages which may be rejected by the Corpo-
ration on grounds of insufficient distress.
Through the Federal Home Loan Banks,
information is rapidly being gathered as to
the specific lending institutions which have
loanable resources and are willing to con-
sider the refinancing of this particular
group of loans. Steps are likewise being
taken through the offices of the Home
Owners’ Loan Corporation to encourage
the mortgagors and their present lenders
to compose existing indebtedness in the
light of present values and the mortgagor’s
ability to discharge his obligation.

Before the Corporation’s present re-
sources have been exhausted, reliable in-
formation may be at hand regarding the
degree to which the private home-lending
institutions of the United States are able to
take up the slack. Their capacity and will-
ingness to do so offer the only alternative
to substantial further appropriation of Fed-
eral funds to prevent the serious difficul-
ties which might result from a shortage of
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refinancing facilities affecting any con-
siderable number of home owners.

Typical of the measures now under way
in ascertaining the exact situation is the
following form letter which is being sent
out by the Federal Home Loan Banks to
every member and nonmember home-
financing institution in .-the twelve bank
districts.

The Federal Home Loan Bank of .._____._.
has established a new department—the Loan
Placement Division—for the purpose of cooper-
ating both with the Home Owners’ Loan Corpora-
tion and with all building associations, savings
banks, life insurance companies, and other home-
financing institutions in this district. The func-
tions of the Loan Placement Division are as
follows:

1. To ascertain from home-financing institu-
tions in this district whether satisfactory adjust-
ment has been made with their own mortgagors
whose applications for loans from the Home
Owners’ Loan Corporation have been rejected.
Wherever adjustment has been effected, such
cases require no further action by the Loan
Placement Division.

2. In all other cases, the bank proposes to
issue periodic lists of home-financing institutions
in this district which have funds available for
loans to home owners of satisfactory credit status,
and to supply such lists to those home owners
who have applied to the Home Owners’ Loan Cor-
poration but whose requirements apparently de-
serve the attention of private lending institutions.

By this method, prospects for mortgage loans
will be made available to home-financing institu-
tions which have loanable resources and are will-
ing to lend on adequate security. A large pro-
portion of the rejected Home Owners’ Loan
Corporation applicants fall into this class. Their
distress in thousands of instances has been due
to inability to meet large lump-sum maturities.
The home owners concerned are of sound char-
acter. Their present incomes appear adequate to
meet all charges on amortized loans made at
reasonable interest rates.

The handling of such applications becomes an
obligation of, and an opportunity for, all home-
financing institutions in this district. This can
be done with profit to the institutions provided
they exercise care in the selection of risks. The
bank merely acts as a clearing house. It will
endeavor to bring together home owners requir-
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ing mortgage accommodations and home-financ-
ing institutions which have funds available.

In this way the Federal Home Loan Bank of
__________ will help in restoring a normal mort-
gage market, complementing the past activities of
the Home Owners’ Loan Corporation, which has
now ceased to accept loan applications and which
must confine its activities at present to applica-
tions which have already been finally appraised
and are in the hands of the Legal Department.

We would appreciate your filling out and re-
turning the enclosed post card, signifying whether
or not you wish to participate in this service.
The proposed lists of institutions which declare
themselves in a position to lend money on se-
lected risks will include only those institutions
which return this card. We wish to thank you
in advance for your cooperation in this important
mafter.

Very truly yours,
FeperaL HoME LoaN BANK oF _____..

[Text of proposed return post card]

FEpERAL HOoME LOAN BANK OF ... .- .__ ,
ample
moderate funds
Dear Sirs: This institution has! available for
making
no

amortized loans to home owners of satisfactory
personal credit status and adequate security
in the refinancing of their existing mortgage
contracts.
Name of institution ____.______ ,
Signed by -___._..___.
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Home Owners’ Loan Corporation applications
received and loans closed, by months !

Applica-
tions re- Loans closed
ceived 2
Month
Number | Nom- Amount
ber
1933
From date of opening
through Sept.30....| 403,114 593, $1, 688, 787
October.............. 129, 504 3,424| 10,164, 678
November............ 99, 232; 10, 946 31, 445, 827
December............ 90, 946| 22, 286] 62, 621, 051
1934
January.............. 123, 189} 30, 339| 86, 143, 838
February............. 136, 132| 32, 940| 93, 499, 995
Max:ch ............... 168, 273| 52, 260} 150, 213, 639
April. ............... 145, 772} 56,172 171, 490, 768
May................. 119, 791| 64, 172; 208, 293, 766
June................. 97, 679| 71, 768; 223, 440, 191
July............ ... 66, 157} 78, 046/ 235, 467, 606
August.............. 72,022| 69, 738] 202, 442, 864
September........... 39, 317| 59, 240] 179, 299, 857
October.............. 35, 675| 65, 813| 201, 211, 532
Cumulative
total........ 1, 726, 803617, 7371, 857, 424, 399
Detroit wholesale
operations.......... 16,189, ... .| et
Grand total to
Oct. 31, 1934.(1, 742, 992617, 737|1, 857, 424, 399

1 These figures are subject to adjustment.

2 The monthly figures exclude Detroit wholesale opera-
tions. Any of these applications that resulted in loans
are included in the “‘Loans closed” columns.
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Resolution of the Board Governing
Deposits

HE following resolution governing de-

posits with the Federal Home Loan
Banks by member institutions was adopted
by the Federal Home Loan Bank Board on
November 13, 1934.

Be it resolved by the Federal Home Loan Bank
Board that the Federal Home Loan Banks be and
they are authorized to accept deposits from their
members under the following conditions:

1. Withdrawals from deposit accounts shall be
made by written request for withdrawal which
shall be paid by the check of the Federal Home
Loan Bank, and checks against such deposit ac-
counts shall not be allowed.

2. In the acceptance of deposits the right shall
be reserved to demand thirty days’ notice in
writing of intention to withdraw all or any part
of the deposit.

3. Interest may be paid on the deposits subject
to the following limitations:

a. If the deposit is withdrawn within thirty
days no interest may be paid.

b. If the deposit is withdrawn after thirty
days but within ninety days Federal Home Loan
Banks may contract to pay interest at the rate of
not exceeding one per centum per annum.

c. If the deposit is not withdrawn within ninety
days Federal Home Loan Banks may contract to
pay interest at the rate of not exceeding two per
centum per annum.

4, Funds received on deposits from members
may be invested in:

a. Obligations of the United States.

b. Deposits in banks or trust companies.

c. Advances to members with a maturity of not
to exceed one year upon such terms and condi-
tions as the Federal Home Loan Bank Board may
prescribe.
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