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Housing Activity in England and Wales
Since the World War

Much of the factual material and discussion in this article was obtained from an unpublished manuscript on English
Housing written by Dr. Ernest M. Fisher, Economic Adviser, Federal Housing Administration

HE United States today faces a

situation in housing similar in many
respects to the situation faced by Great
Britain immediately after the War. Brit-
ain has had 15 years’ experience in meeting
this particular situation. Her experience
must contain lessons of value alike to Gov-
ernment authorities responsible for our
national housing program and to all pri-
vate interests, particularly home-financing
institutions, whose livelihood is bound up
with housing activity.

In Great Britain in 1919 there was an
acute physical shortage of housing, which,
with the low standard of much existing
housing, threatened social unrest. At the
same time, the building and building-
materials industries were disorganized and
demoralized, there was serious unemploy-
ment in the building trades, the cost of
building was out of all reason, and interest
rates were high. As rentals were kept
down by restrictions carried over from the
war period, private capital was unwilling
or unable to undertake the new building so
greatly needed.

Though Britain’s housing crisis was
more severe than our present crisis, she
faced it with two psychological advantages
that we do not have. In the first place,
public opinion was wide awake to the need
for, and insistent upon, more housing and
better housing. In the second place, the
British Government had already had 70
years’ experience with housing legislation.
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A complete public policy on housing had
been formulated prior to the war. Local
authorities had the power to condemn, to
clear, to rebuild, to purchase land either
built upon or undeveloped, to adopt town-
planning schemes and compel their ob-
servance, and to lend their credit to indi-
vidual purchasers.

In view of this psychological prepared-
ness and of the universal recognition that
adequate housing is vital to a stable society,
we need not wonder that British housing
legislation since the war has boldly tried
out every means that seemed capable of
providing adequate housing. Apart from
various Rent Restriction Acts and Town
and Country Planning Acts there have been
several major housing acts—passed in the
years 1919, 1923, 1924, 1925, 1926, 1930, and
1933—designed to secure the building of a
sufficient number of adequate houses to
meet the need of workers in middle- and
lower-paid grades and to eliminate slums.

SUMMARY OF HOUSING LEGISLATION

IT seEMs generally agreed that the British
Government of 1919 had no choice but to
subsidize the building of houses. The ob-
jective of the two housing acts of that year
was immediate action. With little regard
to economy, the Government granted build-
ing subsidies to local governments, private
builders, and public-utility societies (which
correspond roughly tfo limited-dividend
companies in the United States). It was
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intended that the building agency should
pass on the subsidy to the occupant of the
dwelling, whether tenant or buyer. It was
also felt that as all classes had taken part
in the war, no narrow income limits should
be drawn in deciding who should occupy
the houses. The central authority exer-
cised constant supervision over sites, plans,
contracts, and the like, but as it had im-
posed no limit to its financial liability, the
actual builders had no incentive to econo-
mize, and costs rose sharply. The strain
soon became too severe on the Treasury,
and in 1921 it was announced that no
new schemes would be passed for subsidies
under the 1919 acts.

However, the need for new housing
continued and with it the demand for gov-
ernmental assistance to housing. Conse-
quently in 1923 a Conservative Govern-
ment granted a yearly subsidy of £6 per
house for 20 years. This act corrected the
error in the 1919 acts by limiting the Gov-
ernment’s liability and giving an incentive
to the local authorities to economize. Also,
its execution involved much less control
from the center, leaving the responsibility
almost entirely to the local authorities.
Subsidies under this act were reduced in
1927 and abolished in 1929.

The 1923 act was intended mainly to en-
courage the building of houses for sale.
In 1924 the Labor Government passed a
new act intended mainly to encourage
building houses for rent. It granted more
liberal subsidies, amounting to £9 per
annum per house in urban and £12 10 shil-
lings in rural areas, payable for 40 years.
These subsidies were reduced considerably
in 1927 and 1929, and in 1933 the act was
repealed.

The Housing (rural workers) Act of
1926, scheduled to continue in force for 10
years, provided subsidies to meet the spe-
cial needs of agricultural workers. Very
little use has been or seems likely to be
made of it.

Meanwhile, falling prices and rising
rents led to constantly increasing activity
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by private builders, and by 1930 the hous-
ing shortage had grown much less acute.
This permitted transfer of attention to the
two important tasks of building for the
poorer families, for whom even the subsi-
dized houses were too dear, and of doing
something to remove the reproach of the
slums. Accordingly, the Housing Act of
1930 granted annual per capita subsidies
for 40 years for each person displaced from
a slum for whom new accommodations
were provided. The Government took re-
sponsibility for much the largest part of
the loss, but it also compelled local author-
ities to contribute a certain sum per year
per house. Limited-dividend societies are
eligible for these Government subsidies
which are to be used for the relief of rents.
The Housing Act of 1933 emphasizes a new
principle and will be discussed later.

POLICIES REFLECTED IN THE LEGISLATION

From this hasty summary of British post-
war housing legislation, we see that much
of it has been experimental. In view of
the critical need for housing, of pressing
popular demands, of rapidly changing cir-
cumstances, and of the alternation of Con-
servative and Labor Governments, continu-
ity of policy was undoubtedly impossible of
achievement. Direct subsidies for hous-
ing, of varying amounts and under varying
terms, loans from local authorities to lim-
ited-dividend societies, fo private builders,
and to individual home owners, encourage-
ment by guaranties to private capital, cen-
tralized and decentralized control of hous-
ing activity have all been tried and aroused
sharp conflicts of opinion.

On one major point, however, all parties
and the entire public seem agreed: That
slums must be cleared; that clearance is
the responsibility of the Government; and
that subsidies to provide adequate rehous-
ing for the displaced slum dwellers and
others too poor to do this for themselves
are necessary and proper. This seems to
be a fundamental principle of British hous-
ing policy, and in the following discussion

Federal Home Loan Bank Review

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



of the conflicting opinions on governmental
subsidies to housing, it must be understood
that rehousing for slum dwellers is ex-
cepted.

Concerning governmental subsidies for
the housing of others than slum dwellers
and the poorest paid workers, there is a
sharp difference of opinion. In general,
the Conservative Party is against such sub-
sidies and has sought to encourage private
enterprise to build low-cost houses for sale

to individual home owners.

The Labor

Party, on the other hand, claims that pri-
vate enterprise has always failed to pro-
vide decent housing for the lower-income
groups and that, therefore, State subsidy
for houses to rent is necessary. Some light
on the comparative success of these differ-
ent policies can be obtained from a sum-
mary of the achievements of Britain’s post-
war housing program, and particularly
from the movement of construction costs
and of private building in relation to
subsidies,

TABLE 1.—Number of new houses buill in England and Wales since the War, with annual cost in subsidies®

Houses (thousands) 2 Subsidies (million pounds)
. e . Unsub-
Year ended Mar. 31 Subsidized,|Subsidized, sidized By Central
blll(l)l(fa?y lggg’a%g nearly all Total Govern- aEtBl(ul)?i(gés Total
authorities | enterprise }égtg;g;?:: ment
1920-23 (4years).......oooeuvn.. 3156 343 54 8 252 4£21.9 £3.8 £25.7
1924, . o e 14 68 8 7.9 .8 8.7
1925, .o e 21 47 69 137 8.0 1.3 9.3
1926. . . 44 63 66 173 7.8 1.7 9.5
1927 . e 74 80 64 218 8.4 2.3 10. 7
1928, ... 104 75 60 239 9.5 2.3 1. 8
1920, 56 49 65 170 10.7 2.4 13.1
1930, . .. 60 50 92 202 1L1 2.7 13.8
1931, ..o 52 129 184 11.9 32.7 314.6
1932, . . 68 131 201 12.7 32.7 315.4
1933. . . 55 143 200 13.3 2.8 316.1
1934, oo 56 210 266 13. 4 33.0 $16.4
Total (15 years)............. 760 418 1,151 2, 329 136. 6 28.5 165.1

1 From Annual Reports of the Minister of Health.

2 All houses over £78 ratable value (£105 in London area) are excluded.

3 Estimated; precise figures are not available.
¢+ Considerable nonrepeating block grants are included.

INFLUENCE OF SUBSIDIES ON BUILDING

FroMm the end of the war to March 31, 1934,
a total of 2,330,000 houses were built in
England and Wales, of which 1,178,000
were subsidized (table 1). The total num-
ber of houses built during this 15-year
period represents approximately 30 per-
cent of the 7,811,000 dwellings standing in
1921, a stupendous achievement. From
the point of view of quality also the accom-
plishment was noteworthy. The stand-
ards of land uses, of dwelling densities, and
of construction set for the subsidized
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houses were high and undoubtedly were
reflected in all new houses built during the
period. It is said that in spite of some
architectural monotony, the result has been
to transform the whole aspect of English
housing.

Insofar as the objective of the post-war
period was to produce adequate housing, it
cannot be denied that the subsidies were
successful. However, the costs of these
subsidies—combining the expenditures of
both the Central Government and the local
authorities—have been heavy. As table 1
shows, payments made by both central and
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local authorities on the 1,178,000 subsidized
houses built up to March 31, 1934, had by
that date amounted to £165,100,000 ($800,-
735,000 at par). This expenditure, how-
ever, represents only a portion of the total
liability of the Government, for the sub-
sidies in most instances involved annual
payments for periods varying from 20 to
60 years. It is difficult to obtain figures on
the total amount of the subsidies to be paid
in the future by central and local author-
ities. However, it seems certain that the
present value of the central government’s
subsidy on houses built up to March 31,
1934, is nearly £300 per house. This
sum, of course, is considerably increased
by payments and commitments of local
authorities.

A very large part of this stupendous cost
is due to the unlimited liability assumed by
the Government under the acts of 1919.
For the 174,000 houses subsidized under
these acts, the total cost to the Central Gov-
ernment plus the estimated present liabil-
ity average several times more per house
than do the costs and liabilities resulting
from later subsidies. The acts of 1923 and
1924, on the other hand, have not brought
an insupportable burden. They were
both much less costly to the Government
and produced many times more houses
than the unlimited subsidies granted by
the 1919 acts.

One important consequence of the hous-
ing subsidy program has been a vast
increase in the outstanding loan debt of
local authorities. This outstanding bonded
indebtedness on account of housing rose
from £19,219,000 in 1920 to £472,874,000 in
1932. The total gross outstanding loan
debt of local authorities in England and
Wales in 1931 was £834,673,703 (Four-
teenth Annual Report of the Ministry of
Health, 1933, p. 301). Measured by any
yardstick available, the housing undertak-
ings of local authorities have become one
of their most important and significant
activities.
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EFFECT OF SUBSIDIES ON PRIVATE ENTERPRISE

THE steadiness with which unsubsidized
private enterprise has produced houses at
the same time that large numbers of sub-
sidized houses were being built is striking
(table 1). During the hectic days of un-
paralleled costs (1919 to 1921) the number
of unassisted houses built was insignificant.
But after 1923, unassisted enterprise never
built less than 60,000 houses a year. Be-
ginning in 1929 the annual increase was
rapid and in the year ending March 31,
1934, private enterprise built the phenom-
enal number of 210,000 houses. In the 15-
year period following the war, unassisted
private enterprise had built a total of
1,151,000 houses.

The rapid annual increase in the number
of unassisted houses built beginning in 1930
is to some extent paralleled by a drop in
the number of subsidized houses built.
This gives some weight to the argument
that governmental subsidy tends to restrict
private initiative. Yet the figures for all
the years after 1924 show that govern-
mental subsidy is by no means fatal to pri-
vate initiative. Unquestionably, part of
the market which the private builder
reached was outside the range of competi-
tion from subsidized houses. But private
unassisted building was by no means con-
fined to higher priced houses. Thus, ac-
cording to the Fourteenth Annual Report
of the Ministry of Health, 1933, of the 940,-
686 houses built without subsidy up to
March 31, 1933, approximately 725,000 werc
of a ratable value not exceeding £26 (£35
if situated in the London metropolitan
area). These values permit of rents with-
in the means at least of a portion of the
lower-income families. Private enterprise
unsubsidized did, therefore, compete with
subsidized building. - The most plausible
explanation is the large volume of effective
demand which existed in England during
this period, coupled with an increasing ef-
fort on the part of private enterprise to
bring down the costs of home financing and
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the costs of construction to a point where
the wide-spread need for subsidies would
be removed.

SUBSIDIES AND THE COST OF BUILDING

THE effect of subsidies on the cost of build-
ing in England has occasioned much argu-
ment. The average cost of small dwellings
without parlors by 3-month periods from
1920 to 1934 is shown in table 2. How far
the unparalleled costs of 1920 and 1921,
running as high as £722 per house, are the
result of subsidies, and how far the result
of the abnormal post-war conditions al-
ready mentioned cannot be ascertained. It
is to be noted, however, though the cost of
building began to decline in 1921 before the
subsidies under the acts of 1919 were dis-
continued, the decline was sharply accel-
erated after discontinuance in July. It fell
from £693 in June to £594 in September.
Again, some rise in costs followed the es-
tablishment of both the 1923 subsidies and
the 1924 subsidies. The reductions and ter-
minations of subsidies in 1927 and 1929 saw
a corresponding drop in building costs.
While these instances cannot be held to
prove a direct causal relationship, they are
too numerous to admit of their being
ignored.

The opponents of a subsidy claim that
subsidies do not achieve the purpose for
which they are intended—mnamely, lower
rents—but are absorbed in higher returns
to the building industry. Some light may
be thrown on this point by the index of
wages in general and of wages in the build-
ing trades in England during 1920-33
(table 3). During this entire period the
index of wages in the building trades was
considerably above that of wages in gen-
eral. It is further to be noted that while
the index of wages in general remained
nearly level, the index of wages in the
building trades rose slightly with the grant-
ing of subsidies in 1923 and 1924 and fell
continuously after the reduction of sub-
sidies in 1927 and 1929.
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Though the indexes may not be exactly
comparable because 1913-14 prices were
used as the base line, table 4 indicates that
rents, food, fuel, and light, and general
wholesale prices were also almost continu-
ously below the level of wages in the build-
ing trades.

TABLE 2.—Average cost of nonparlor houses since

the war!

Quarter | Quarter | Quarter | Quarter

Year ending ending ending ending

Mar. 31 | June 30 | Sept. 30 | Dec. 31
1920....... 2LT22 | ... B P
1921.... ... 3700 3£693 3 £594 3£514
1922....... 3436 |o oo e
1923, ... L. 3 350 3413
1924..... .. 3416 413 424 441
1925....... 438 439 443 444
1926....... 442 435 443 448
1927....... 425 412 403 407
1928....... 368 366 360 354
1929....... R O Y T T
1930.......0...... ... 335 337 351
1931....... 345 331 333 327
1932....... 317 311 295 299
1933....... 295 285 290 297
1934....... b2 0 S RO (R

1 Average estimated cost per nonparlor house in con-

tracts let by, and in direct labor schemes of, local authori-
ties in England and Wales. From the Annual Reports
of the Ministry of Health.

2 Indicates average figure obtained from first annual
report which was issued for the year ending Mar. 31,

1920.
% Indicates average cost during month mentioned (not

quarterly).

THE EFFECT OF RESIDENTIAL BUILDING ON
UNEMPLOYMENT

TrOUGH its extent cannot be estimated
with accuracy, the effect of continuous
housebuilding in England after the war
must have done much to alleviate unem-
ployment not only in the building trades
but in allied trades. To the rapid increase
in private construction of dwellings since
1930 has been given much of the credit for
the general economic recovery in England.
The figures for construction and for em-
ployment in the construction trades indi-
cate that this credit is deserved. Thus for
March 1934 the total value of all building
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TaBrLE 3.—Index of wages in general and of wages in the building trades in England, 1920-33 (1914=100)*

. . Carpenters|
Year Wagg: alln ﬁng‘; Masons and Plumbers | Laborers
ge ¥ joiners
1920, .. .. e e e 275 278 281 280 291 362
192, .. e 212.5 243 246 246 257 289
1022, e 172.5 198 201 200 210 223
1923, . e e 167.5 190 193 192 197 214
1924, . . e 172.5 201 203 202 207 227
1925, e 175 201 204 203 207 229
1926, ..o e e 175 202 204 204 208 229
1927, e 172.5 202 205 204 208 229
1928, . e 172.5 198 200 199 203 221
1929, . e 172 197 200 199 203 221
1930, ... e e 172 192 195 194 198 215
J08L. e e 168 188 190 190 194 211
1932, e s 165 182 184 184 188 204
1938, . e e e e 177 179 179 183 199
18ource: Statistical Abstract for the United Kingdom, cmd. 4233, (1933), p. 117.
Refer to 273 Hansard 608-632,
TABLE 4.—Indexes of rents, relail prices and wholesale prices (1913-14=100)
Retail prices !
General
Yearly averages wholesale
1 2
Rents Food Clothing Fligl;nd prices

1920, .. e 121 256 416 212 307.3
1921, ... o . 148 22914 303 242% 197. 2
1922, e 153 176 238 202 158.8
1928 . e e e e 148 169 22214 184 158. 9
1024, i 147 170 225 186 166. 2
1925, s 147 171 229 182 159.1
1926. .. e e 149 164 221 205 148. 1
2 P 151 160 214 183 141. 6
1028 . . e 151 157 219 169 140. 3
1920, . e 1524 154 218 171 136.5
1930, ... e e 153 145 211 172% 119.5
1931 3. e 2 O L U PO Ot
19323, e 154 | e
193323, e IS6 fooo i

! Pages 114-118 of Twentieth Abstract of Labour Statistics of the United Kingdom, London, 1931, cmd. 3831. (Mainly
%‘bstrgcted from the Ministry of Labour Gazette.) As from January 1923, the figures are exclusive of prices in the Irish
ree State.

2 Page 113 of Twentieth Abstract of Labour Statistics of the United Kingdom, London, 1931, cmd. 3831. The index

purlngliegs oli;) gl)lolesale prices were compiled by the Board of Trade and published in the Board of Trade Journal. (Prices
in =100.

3 Index numbers of rent for 1931 to 1933 were taken from table on page 556 of the April 1934 issue of the International
Labour Review.
and repair plans (permits) reported was
£8,437,800, of which dwellings accounted
for £6,112,400, or 72 percent. It is, there-
fore legitimate to deduce that dwelling
construction accounted for a large per-
centage of the employment of approxi-
mately 710,000 building-trades workers
who had employment in that month.
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It must be noted, however, that during
the entire post-war period there was an ap-
preciable amount of unemployment even
in the building trades and that since 1929,
although the production of houses has in-
creased, unemployment in the building
trades has mounted, reaching at one time
in 1932 the figure of 276 percent. Obvi-
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ously, this unemployment was caused by
the cessation of building activity other
than housebuilding. This fact indicates
that residential construction alone cannot
absorb all unemployment in the construc-
tion industry, but that capital goods con-
struction also must be maintained.

In closing this discussion of the effect of
governmental subsidies—other than for
slum clearance and for the housing of
those unable to provide adequate housing
for themselves—it may be pointed out that
the conflicting opinions for and against
such subsidies do not meet on a common
ground. The opponents confine them-
selves mainly to economic considerations,
claiming that subsidies tend to drive pri-
vate capital out of the field, to increase
housinng costs, and to benefit the building
industry rather than the tenant for whom
they are intended. Those who favor the
production of housing by public authori-
ties emphasize the social argument. They
claim that under the regime of private en-
terprise, the housing situation in general
has grown progressively worse; that the
poorer families have never been provided
with satisfactory housing; yet, that satis-
factory housing is fundamental to a stable
society. They conclude that bad housing
causes such a loss in human resources and
public health and costs the community so
much for the provision of utilities and for
police and fire protection that society must
step in and assume the burden of provid-
ing adequate housing.

Whatever the other effects of state subsi-
dies to housing in Britain, the desire to get
rid of them seems to have been a power-
ful force in encouraging private capital
and private industry to reduce costs to
such a point that they could produce ade-
quate housing to rent cheaply enough for
the great mass of working families. Thus,
the British building societies, which corre-
spond to our building and loan associa-
tions, have reduced their rates on long-term
home loans to 5 percent. At the same
time, building costs have fallen to the low-
est level since the war (table 2).

Federal Home Loan Bank Review
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PRESENT PROGRAM OF THE GOVERNMENT AND
THE ROLE OF BUILDING SOCIETIES

THE Housing Act of 1933 abolished subsi-
dies other than for slum clearance and the
rehousing of the displaced slum dwellers.
It is on this aspect of the housing problem
and the relief of overcrowding that the
Government is concentrating. The Minis-
ter of Health has on several occasions men-
tioned the figure of 240,000 new homes re-
placing slum dwellings to be built with the
aid of State subsidies in the 5-year period
1934-38.

On the other hand, though the Central
Government has withdrawn subsidies for
other housing, the 15th Annual Report of
the Ministry of Health (1934) states that
insofar as private enterprise fails to build
houses in sufficient numbers and of suit-
able types, the responsibility for the provi-
sion of the houses required rests with the
local authority. In other words, the re-
sponsibility of insuring that adequate hous-
ing is provided for all is placed squarely
on the shoulders of local authorities.

The act of 1933 seeks to enlist particu-
larly the cooperation of building societies
(building and loan associations) in the pro-
duction of working-class houses. It does
this by expanding a principle first intro-
duced in the act of 1925 which authorized
local authorities to guarantee loans made
by building societies to their members.
Under the act of 1933, if building societies
will lend up to 90 percent of the cost or
value of a house at a rate 1 percent lower
than the general rate of interest, the Gov-
ernment and the local authorities will
jointly guarantee to the society almost all
the investment above 70 percent of the
cost. The society holds the usual security
for 70 percent of the value of the property.
However, to receive such a guaranty, ad-
vances must be given for the purpose of
building or acquiring houses for rent to
working-class tenants.

It is too early as yet to determine the ex-
tent to which societies will take advantage
of this guaranty. There seems to be some
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fear among building societies that loans on
houses built to rent would unwisely alter
their primary function as servants of home
ownership. On the other hand, in May
1934 the chairman of the largest building
society in England stated that his society
had actually granted more than £2,500,000
in loans for houses then being erected
under the act.

Rarip GRowTH oF BUILDING SOCIETIES

Britisu building societies have experienced
a phenomenal growth since the war (table
5). Their share capital increased from
£56,617,227 in 1919 to £380,855,963 in 1932;
the number of members from 672,369 to
2,560,961. In addition to these sharehold-
ers and borrowers in 1932 the societies had
545,648 depositors. In 1933 building socie-
ties with total assets of £501,000,000 made
loans amounting to £103,192,893. Such a
rapid growth and the comparatively vast
resources it has provided the building soci-
eties compels them to seek the largest pos-
sible share of the home-financing activities
of the nation. They are, therefore, eager
to see the state subsidy to housing other
than in connection with slum clearance
eliminated and the consequence is that
they seek, by all means to justify that elim-

ination by providing adequate housing at
low cost.

The attitude of building-society leaders
is summed up in the following quotations
from the chairman’s address to the annual
meeting of the National Association ol
Building Societies in May 1934.

The uneven distribution of the post-war build-
ing has resulted in a substantial deficiency in
houses suitable for renting to lower paid manual
workers., This need constitutes, apart from
slums and overcrowding, the immediate and
pressing problem. . .

If the houses are not forthcoming under the
provision of the Act (1933) the nation will
demand them by other methods. * * *

As custodians of public savings, we (the build-
ing societies) bear enormous responsibilities.
The consciousness of these responsibilities should
always be uppermost in our minds. The perti-
nent question is: Can these responsibilities be
most effectually discharged under a regime of
uncoordinated activity, and especially unregu-
lated competition, each society having regard
only to what it may be pleased to call its own
interests? The whole teaching of economic his-
tory is a flat contradiction. OQOur task, then, is
so to order our movement that, while preserving
scope for the due expression of individuality,
this will take a place on a basis which ensures
the observance by all societies of the canons of
prudent finance and sound practice, best calcu-
lated to promote the stability of our movement.

TABLE 5.—Growth of building societies in Great Brilain since the war®

ber of | Number of Amoun(f ad-
Number o umber o . vanced on

Year societies 2 members Share capital mortgages dur-
ing the year

1,311 672,369 | £56, 617, 227 £15, 840, 951

1, 271 747, 589 63, 864, 926 25, 094, 961

1, 226 789, 052 70, 861, 612 19, 673, 408

1,184 826, 032 80, 430, 092 22, 707, 799

1, 151 895, 524 93, 482, 716 32, 015, 720

1,112 | 1,000,988 | 108, 983, 304 40, 584, 606

1,092 | 1,129,455 | 127,827,111 49, 822, 473

1,064 | 1,257,400 | 147, 739,010 52, 150, 941

1,054 | 1,416,456 | 172,818,111 55, 886, 903

1,035 | 1,688,903 | 213,235,101 58, 664, 684

1,026 | 1,899,901 | 250, 224, 511 74, 718, 748

1,026 | 2,169,875 | 302, 784, 697 88, 767, 426

1,013 | 2,380,439 341, 794,518 90, 253, 133

1,014 | 2,560,961 | 380, 855, 963 82, 142, 116

®) ®) 395, 453, 481 103, 192, 893

1Sources: Statistical Abstract for the United Kingdom, 1933, p. 220, and Building Societies Year Books, 1927 to

2The gradual decrease in the number of societies is due to absorption of the smaller by large societies.

! Figures not available.
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Residential Construction Activity in the
United States

ITH this issue, the REVIEW begins the
“ publication of the first of the tables,
indexes, and charts on current activities
in home construction and home financing
in the United States. It was pointed out
in the first issue of the REviEw that home-
financing institutions, shareholders, the
building interests, and home owners all
have suffered from ignorance of national
and local trends in home construction and
real-estate activity. This ignorance made
possible the overfinancing and the over-
building which helped bring on the depres-
sion. In the reinforcing of our system for
financing housing and housing construc-
tion, facts as to the market are essential.

Of first importance to the home-financ-
ing institution is information on the situa-
tion in its own locality, but knowledge of
national trends is likewise essential. With
this in mind, the Division of Research and
Statistics of the Federal Home Loan Bank
Board will seek to prepare for publication
in the REVIEW not only the current record
of national activity but also of activity by
Federal Home Loan Bank districts insofar
as possible.

A complete picture of urban home finan-
cing and home construction activity re-
quires a wide variety of information. This
information can, however, be grouped un-
der three major heads:

1. Urban home-financing data, including
volume of home-mortgage indebtedness
outstanding, volume of current-mortgage
activity, and number of foreclosures.

2. Data on rate of building-construction
activity, including volume and value of
construction contracts and permits, and
volume of employment and pay rolls.

Federal Home Loan Bank Review

3. Data on market conditions that deter-
mine the rate of construction, including va-
cancies, rentals, costs of construction, costs
of home financing, and family incomes.

It will be seen that if this simple outline
could be filled in each month, it would re-
veal at once whether home-financing and
construction activities are in line with the
need and the market for housing. Thus it
would diminish the danger of overfinanc-
ing and overbuilding. It will require time
to develop the many sources of informa-
tion needed to permit the monthly publica-
tion of so well-rounded a picture. The
Review plans to proceed with the publica-
tion of such information as is regularly
available and add additional tables and
charts as the data permit. Fortunately, the
Review is able to begin with an analysis of
residential construction activities, the ex-
tensive resumption of which is of such vital
importance to home-financing institutions.

SOURCES OF INFORMATION ON CONSTRUCTION
ACTIVITY

Two of the major primary sources of data
on national activity in residential construec-
tion are the Bureau of Labor Statistics of
the Department of Labor and the F. W.
Dodge Corporation. The Dodge statistics
on contracts awarded cover 37 States east
of the Rocky Mountains. Through the co-
operation of this agency, the REVIEW is en-
abled to publish in addition to the national
figures a breakdown of these contract
awards by Federal Home Loan Bank dis-
tricts, except for Districts 11 and 12 in the
far West. The Bureau of Labor Statistics
of the Department of Labor compiles data
on residential building permits for 674
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identical cities in all parts of the nation.
The Bureau is very generously making it
possible for the Division of Research and
Statistics of the Federal Home Loan Bank
Board to analyze its data at the earliest
possible moment after submission. The
Review will publish these permit statistics
by Federal Home Loan Bank districts and
by States.

Extensive study of the Dodge Corpora-
tion’s figures and of those compiled by the
Bureau of Labor Statistics is made by sev-
eral agencies, notably the Federal Reserve
Board. The following analysis is indebted
to these studies.

CONSTRUCTION TRENDS IN THE UNITED STATES

THE long-time trends in all construction
and in residential construction are shown
in charts 1 and 2, which present graph-
ically the course of activity from 1919 to
November 30, 1934.

Chart 1, based upon the Federal Reserve
Board’s 3-month moving averages of total
construction contracts awarded, compares
the construction cycle to the industrial pro-
duction cycle. Perhaps the most striking
fact in the comparison is that construction
fluctuates more widely than does industrial
production. This suggests that the ex-
cesses of boom periods and the consequent
contractions in depression periods are
greater in building than in other activities.
‘While the low of industrial production was
about 44 percent below the 1923-25 aver-
age, the construction low fell about 86 per-
cent below the corresponding average. It
is also to be noted that construction reached
its peak in 1928, about a year in advance
of the peak of industrial production in
1929, and that it reached bottom some 9
months later than industrial production.

RESIDENTIAL CONSTRUCTION IN RELATION TO
COSTS AND RENTALS

It 1s generally agreed that when rents are
high enough and the costs of building low
enough to permit the builder to make a
profit, building activity increases. Chart 2

112

compares residential construction with
construction costs and housing rentals. It
reveals that rentals began to go down from
a peak in 1924, reaching a low at the end
of 1933. In contrast, construction costs
continued fairly even from 1924 to 1930
and after reaching a low in 1932 are now
back almost to the 1926 level. Though
there has been a gradual improvement in
rentals during the past year, that improve-
ment has not continued long enough nor
been sufficiently large in terms of percent-
age change to exert any marked effect on
the volume of residential construction. In
fact, if the housing rental index were ex-
pressed as a ratio to the construction-cost
index, it would be found that rentals as a
percentage of cost have actually continued
to decline during 1934.

Chart 3 presents a further analysis of
fluctuations in building costs in compari-
son with fluctuations in the prices of other
commodities. It shows that average prices
declined much more during the depression
than average construction costs or than the
prices of building materials. It further
shows that whereas construction costs are
now near the 1926 level and building mate-
rial prices have regained about half their
decline from the 1926 level, the prices
of all commodities have made a much
smaller recovery. The slight reaction
downward in the prices of building mate-
rials during the past 3 months has not fully
offset the other increases in construction
costs though it has tended to slow down
the rate of advance in construction costs.

SHRINKAGE IN RESIDENTIAL CONSTRUCTION
SINCE 1929

THE violent shrinkage in residential con-
struction since 1929 is portrayed graphi-
cally in chart 4. No correction for sea-
sonal variation nor long-time trend has
been made so that the chart reveals every
fluctuation that occurred. The low point
of activity was reached early in 1933, but
the improvement since has been slight and
the present level of residential construc-
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CHART 5.—VALUE OF RESIDENTIAL CONSTRUCTION CONTRACTS AWARDED IN 37 EASTERN STATES
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tion fails to reveal the effects of any
extraordinary stimulus.

Furthermore, residential construction
has fallen more sharply than total con-
struction, as indicated by the lower level
of the percent curve since 1930. Prior to
1929 residential construction amounted to
more than 40 percent of total construction
in most months. Since 1930, however, res-
idential construction has generally been
less than 30 percent of total construction
and for 10 months of 1934 it remained at
less than 20 percent of total construction.

A comparison of residential construction
for the three years 1932, 1933, and 1934 is
made in chart 5. Each curve on this graph
represents the cumulative value of residen-
tial contracts awarded for one year. This
makes it possible to compare the total con-

Federal Home Loan Bank Review

struction activity during the three years at
any particular time. It is to be noted that
activity in 1934, while less than that in 1932,
was continuously greater than in 1933 until
December 22, On that date the total
amount of residential contracts awarded
fell below the level in the preceding year.

RESIDENTIALL CONSTRUCTION CONTRACTS BY
FEDERAL HOME LOAN BANK DISTRICTS

TaBLE 1 shows the number and value of
residential construction contracts awarded
in each of the 10 Federal Home Loan Bank
districts east of the Rocky Mountains dur-
ing the month of November 1934. Com-
parisons are made with October 1934 and
November 1933. Itis to be noted that with
the exception of District 2, the number of
buildings for which contracts were awarded
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in November 1934 was less than in October
and that the value of contracts awarded
was less in all districts except number 9.

Attention may be called to the fact that
although there was an increase in Novem-
ber 1934 over November 1933 of 59 percent
in the number of buildings, the total value
of these buildings was 15.6 percent less.
This is explained by the larger volume of
reconditioning in 1934, which brought about
a decline in the average value of a project.
The average value of new dwellings was
greater in November 1934 than in the same
month of 1933.

RESIDENTIAL BUILDING PERMITS ISSUED BY ALL
FEDERAL HOME LOAN BANK DISTRICTS BY
STATES

THE recent trend in building activities in
all districts is shown by the building per-
mit figures obtained from the Bureau of
Labor Statistics for November 1933 and
October and November 1934. The permits
are for all residential types of building.

The values are the estimated cost by the
builder at the time of issuance of the
building permit in the various reporting
cities. Only an identical number of mu-
nicipalities were used in this analysis so as
to insure comparability and logical conclu-
sions. It must be borne in mind that the
data do not signify State totals, but are
only the total value of permits issued in
the reporting cities.

The material available reveals a rather
decided increase in November 1934 over
November 1933 in 9 of the Bank districts.
However, the recessive activity in the
larger Eastern cities was sufficient to cause
a decline in Districts 1 and 2, which reces-
sion was also reflected in the total for the
United States.

In the comparison of the material for
the two recent months of this year, it is
evident that building permit values have
suffered an almost universal decline.
Only in Districts 4 and 10 were there out-
standing increases.

TasLe 1.—Number of buildings and value of residential construction conlracts awarded by 10 Federal Home
Loan Bank districts

[Source: F. W. Dodge Corporation]

Number of buildings Value (thousands of dollars)
L. 8 s e 8 T 8 s T 8 e

Banlk distriot B2 %2 | ch| e8| s | 22 | 42 | & | Ez | 38

28 | 29 | =8 | 22| 28 2 s . 5 | 28

° 5} o4 o o5 [} o @ % 1<) o

4 o &~ 4 & Z o £y Z Ay

Total of 37 Eastern States 1..| 5,367 | 6,807 {—21.2 | 3,378 | 4+58.9 19,924.7 {25,814.2 |—22.8 |23,615.7 | —15.6
A 406 497 —18.3 449 | —9.6 | 2,100.0 | 2,425.0 |—13.4 | 2,535.3 | —17.2
2 ettt 1,640 | 1,434 +14.4 727 |4+125.6 | 6,179.8 | 6,523.3 | —5.3 | 5,518.1 | +12.0
306 442 \—30. 8 274 { +11.7 | 1,712.5 | 2,439.0 [—29.8 | 1,320.2 | 4+29.7
750 801 | —6.4 743 | 40.9 | 3,166.8 | 4,283.0 |—26.1 | 6,908.0 | —54.2
657 | 1,415 |—53.6 264 \4+148.9 | 1,349.7 | 2,444.8 —44.8 | 1,868.5 | —27.8
252 259 | —2.7 174+ +44.8 720. 4 939.4 |—23.3 551.1 | +30.7
211 318 |—33.6 156 | +35.3 | 1,093.9 | 1,458.6 |—25.0 862.6 | +26.8
317 421 |—24.7 162 | -95.7 { 1,516.9 | 1,742.4 |—12.9 811.6 | +86.9
700 | 1,053 |—33.5 300 4-133.3 | 1,574.7 | 1,543.3 | +2.0{ 1,949.3 | —19.2
128 167 |—23.4 129 | —0.8 510.0 | 2,015.4 |—74.7 | 1,291.0 | —60.5

1 Report is for 37 Eastern States, which excludes New Mexico in Federal Home Loan Bank District No. 9, Colorado
in no. 10, and all States in Districts nos. 11 and 12. For States included in districts see map on p. 3 of cover of this REviEwW.

% Percent change of November from October 1934.

$ Percent change of November 1934 from November 1933.
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TaBLE 2.—Estimaled value of residential building permits issued in November 1934

[Based on reports in 674 identical cities. Source: Bureau of Labor Statistics]

P Number| November | October Percent | November | Percent
District and State of cities 1934 1934 change ! 1933 change 2
United States......................... 674 %9, 515, 823 1$11,251,523 —15. 4 1$13,475,820 —29. 4
District No. 1....................... 103 790, 025 | 1, 082, 585 —27.0 979, 400 —19.3
Connecticut. ................ooiiieiein.. 22 109, 400 183, 500 —40. 4 169, 400 —35. 4
MBEINE. ... 6 26, 500 21,035 | +26.0 38, 000 —30.3
Massachusetts. ............................. 60 509, 525 733, 550 —30.5 658, 550 —22.6
New Hampshire. . . ....ooovneenneneenn. 3 13, 000 22,750 | —42.9 20, 150 —35.5
Rhode Island............................... 11 131, 600 107, 750 +22.1 88, 800 +48. 2
Vermont.............cooiiiiiiiiiiiinnnann. 1 0 14,000 | —100.0 4, 500 —100.0
District No. 2....................... 101 | 2,981, 180 | 3, 898, 690 —23.5 19,316,975 —68.0
New Jersey....ovvvriiiiniiiiiiii e 49 326, 050 363, 350 —10.3 354, 475 —8.0
NeW YOTK. ..o oo, 52 | 2,655,130 | 3,535,340 | —24.9 | 8 962, 500 —70. 4
District No. 3 ..o oveeeeeiieeennnn, 57 | 485,239 | 481,020 +0.9| 228050 -112.8
Delaware. e 1 50, 250 34, 110 +47.3 22, 900 +119. 4
Pennsylvania............... ... ...l 49 389, 675 410, 610 —5.1 194, 650 +100. 2
West Virginia. ...........coooeeeeeeeennnnnnn. 7 45, 314 36,300 | +24.8 10,500 | +33L6
District No. 4....................... 69 | 1,261,263 | 1,173,177 +1.5 593, 029 +112.7
Alabama.............. ... . .., 11 8, 050 35, 100 —77.1 10, 930 —26.3
District of Columbia. . ...................... 1 643, 850 457,500 ;| +40.7 341, 300 +88.6
Florldg ..... e e et 10 228, 632 247, 448 —7.6 60, 275 +279.3
Georgia. . . ..o ottt i e e, 8 38, 335 37, 404 +2.5 13, 423 +185.6
Maryland. .. ....oooooiieieoeiineeeiiis 6 89, 400 68,800 | --29.9 63, 700 +40.3
North Caroling. - .....ooeeeneeeanneennn, 14 81,200 | 131,900 | —38.4 45, 415 +78.8
South Carolina. ............................ 7 56, 825 57,725 —1.6 4,450 | +1,177.0
VATGINEA. ... v e ee et 12| 114,971 | 137,300 | —16.3 53,536 | +-114.8
District No. 5. ....................... 54 425, 348 455, 735 —6.7 246, 830 +72.3
Kentucky. .. ...o.vvoueenteineanianannn. 8 60, 138 37,600 | +59.9 17,200 |  +249.6
OBO. . vt e 41 340, 150 373, 305 —8.9 217, 100 +56.7
TenNnessee. . ... cvvviiein it 5 25, 060 44, 830 —44.1 12, 530 “+100.0
District No. 6. .. vvveeeeeeee.n, 50 | 372,250 | 419,782 | —11.3| 153,000 | +143.3
Indiana. . ........ooeiiiii 23| 37,000 | 92,982 —60.2 16,000 | +131.3
MichigaI. - <o oo 27| 335250 | 326, 800 +2.6 ] 137,000 | 4144.7
District No. 7. .......c oo, 68 439, 240 439, 050 0 144, 600 +203. 8
Illinois. O 47 267, 740 250, 150 +17.0 80, 000 +234. 7
WISCODSIN. . .. v ottt e e 21 171, 500 188, 900 —9.2 64, 600 +165.5
District No. 8. ... 39 502, 178 546, 097 —8.0 335, 442 +49.7
TOWA. . . . eeen et et et e 14| 129,613 | 118,457 +9.4 84, 650 +53.1
L P 11| 118,580 | 126,790 | —6.5| 103,960 |  +14.1
MISSOUTT. ..ot ie ittt ieeie et et iieenenennans 9 221, 000 267, 950 —17.5 124, 557 +77. 4
North Dakota. ............oooveviinennii.. 2 1, 000 10,200 |  —90.2 13, 000 —92.3
South Dakota.............................. 3 31, 985 22, 700 +40.9 9, 275 +244.9
District No. 9. .« oo oo, e 31| 485,349 | 729,945 | —33.5| 273,040 +77.8
Arkansas........................ T 2 1, 500 5,525 | —72.9 500 | +200.0
LOUISIANA . . ... oeeeenninn i 3 20, 500 26,382 | —22.3 32, 610 —37.1
Mississippi.........c.ocoii 5 11, 300 9, 950 +13.6 6, 600 + 7.2
NewMexico....ooovvoiii ... 1 1, 250 9, 800 —87.2 0
TEXBS . « e v s oo 20| 450,799 | 678,288 | —33.5| 233,330 +93. 2
! Percent change November 1934 from October 1934.
2 Percent change November 1934 from November 1933.
® Increase from zero.
Federal Home Loan Bank Review 117

106855—35——3

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



TaBLE 2.—Estimated value of residential building permits issued in November 1934— Continued

[Based on reports in 674 identical cities. Source: Bureau of Labor Statistics]

o .. Number| November | October Percent | November | Percent

District and State of cities 1934 1934 change 1933 change
District No. 10. . .........cceviivnn... 36 507, 410 305, 630 +66.0 149, 050 +240. 4
Colorado. ... it 7 106, 000 131, 000 —19.1 55, 300 +91.7
Kansas. .....coviiiiinieinninnneneaannann. 16 25, 850 47, 150 —45.2 29, 950 —13.7
Nebraska........... ..ottt 6 34, 600 90, 675 —61.8 43, 700 —20. 8
Oklahoma............ccovviiiiiiiiiinnnnn.. 7 340, 960 36,805 | +826. 4 20,100 | +1,596.3
22 105, 122 225, 650 —53.4 119, 450 —12.0
1 R PO AN PNAPRAY FO AN P
5 22, 250 46, 900 —52.6 10, 100 —120. 7
4 11, 250 76, 900 —85. 4 52, 850 —178. 3
2 27, 313 23, 900 +14.3 15, 600 +75.1
1(1) 44, 309 77, 650 —44. 2 40, 900 +83.3
44 | 1,161, 219 | 1, 494, 162 —22.3 936, 954 +23.9
i 2 7, 905 38, 300 —79. 4 12, 900 —38.7
California. ........coiiiviiiiii i, 41 | 1, 145, 714 ] 1, 455, 862 —21.8 921, 054 +24. 4
Nevada.. oo oottt enn 1 7, 600 0 ® 3, 000 +153.3

3 Increase from zero.
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Effect on Home Values of Appraisals by
the Home Owners’ Loan Corporation

FFECTIVE home values are set by

property transfers and mortgage ap-
praisals. With $3,000,000,000 of home-
mortgage refinancing completed or under
way, the Home Owners’ Loan Corporation
has, in most localities of the United States,
been doing more financing of homes than
local private agencies. It is inevitable,
therefore, that the Corporation’s apprais-
als should exert a major influence in set-
ting values on urban-home properties
throughout the country. The magnitude
of the operation insures that this influence
shall be more than temporary, and that the
Corporation’s appraisals will affect all
property values for many years.

The Corporation is awake to the respon-
sibilities and opportunities that this influ-
ence imposes and offers. The responsibili-
ties are to protect investments and values
and to rescue them from the distressed lev-
els to which the depression had brought
them. The opportunities are to establish
sane and permanent values; to lay the
foundations for the elimination of the wide
swings that hitherto have been common in
real-estate prices; and finally, to aid in the
development of a profession of real-estate
appraising with a competent personnel.

In 1933, when the Home Owners’ Loan
Corporation began operations, appraisals
presented probably its greatest single
problem. On the one side, the depression
had shattered ideas of property values.
All transactions were distress transactions,
and the practical criteria of value pre-
sented by the market, which the great ma-
jority of appraisers had followed, were
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gone. On the other side, the country
lacked a profession of real-estate apprais-
ing comparable with the professions of ac-
counting, engineering, or medicine. Little
was known of the economic principles that
underlie real-estate values and scarcely
more of the technic of making building in-
spections and of computing valuations. A
foundation for an American science of ap-
praising had been laid and the nucleus of
a body of professional appraisers formed
by the American Institute of Real Estate
Appraisers of the National Association of
Real Estate Boards; but this institute con-
stituted but a small leaven in the country
as a whole. With applications for loans
from distressed home owners mounting to
400,000 by the time the first district offices
of the Corporation were opened, the Cor-
poration had no time to train appraisers
before organization. It had to combine ed-
ucation with organization and to protect
itself from incompetency by a careful
checking and supervisory system.

ORGANIZATION OF APPRAISAL WORK

Tue Corporation’s plan of organization
provided for a complete operating mort-
gage unit in each State with such district
and branch offices as were found neces-
sary. A State appraiser controlled and
supervised all appraisal activities through
district appraisers in each district. These
district appraisers supervised the activities
of those making both the preliminary and
the fee appraisal. National supervision
was exercised by the Appraisal Division
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under the Appraisal Adviser to the Board
of Directors of the Corporation in Wash-
ington. This Appraisal Division main-
tained a field force of regional appraisers
constantly traveling in the field investigat-
ing appraisal personnel and routine and
checking appraisal results. Finally, as an
additional check on the activities of local
appraisers, the appraisal adviser to the
Board has appointed in many communities
outstanding citizens with appraisal experi-
ence and knowledge of local real-estate
conditions as State appraisal advisers.
These advisers review current appraisals
selected at random and thus assist the Cor-
poration in maintaining a proper level of
values. They also advise on the qualifica-
tions of local appraisers, and they have
been invaluable in assisting in the settle-
ment of disputes between mortgagees and
the Corporation as to fair values of indi-
vidual properties.

VALUATION PROCEDURE

SHORN of many details, the valuation pro-
cedure is: (1) Preliminary appraisal,
which approximates the value of the prop-
erty, advises upon the eligibility of the loan,
and notes the credit and other loan consid-
erations of the borrower and his property.
It establishes the approximate loanable
amount and the desirability of incurring
the expense of a fee appraisal. (2) Fee
appraisal, a carefully prepared appraisal
by an independent appraiser, not an em-
ployee of the Corporation, selected for his
appraisal experience. (3) Review ap-
praisal, an office review of the work of
both preliminary and fee appraisers, con-
sisting of a check on computations and
valuation judgments. Putting a compara-
tively small number of office men into a po-
sition of control at this point tends to in-
sure the injection of the “lending sense”
into the valuation. (4) Action by the loan
committee composed of State manager,
State counsel, and State appraiser. This
committee establishes the Corporation’s
valuation of the property and determines
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the amount of the loan which shall be
made.

As a primary aid to efficient appraisals
the Appraisal Division has developed a
complete and logically arranged appraisal
form to be used in all appraisals. This
form attempts specifically to force the ap-
praiser to make a systematic and thorough
analysis on which to base his valuation,
and secondly—when completed and placed
in the loan file—to preserve to the Corpo-
ration a complete and accurate record of
the property which it holds as collateral.
This carefully worked out form, known as
“H. O. L. C. Form 8” revised (1-30-34),
has recommended itself to many private
home-financing institutions as an effective
tool to eliminate carelessly made and
briefly reported appraisals. For the bene-
fit of institutions that may desire to adapt
the form to their own use, it is reproduced
at the end of this article.

PRINCIPLES OF VALUATION

WiTH this organization and these tools, the
Corporation has established certain princi-
ples of valuation. These principles are de-
termined by the Corporation’s obligations,
the first of which is to protect the interest
of the United States Government as the
sole stockholder in the Corporation. This
means that values must be sound. Its sec-
ond obligation is to home owners in dis-
tress who are entitled to relief to the full-
est extent of the collateral which they can
offer. This requires that the appraisals
represent a full fair value of the property.
Its third principal obligation is to the real-
estate market, present and future. This
requires that valuations be carefully and
accurately established.

The Corporation instructs its appraisers
that “ the purpose of the appraisal of the
property is to determine its full fair value
as collateral for a long-term first-mortgage
loan.” In times of depression, this permits
recognition of the assured well-determined
future. In boom times, it requires the dis-
counting of the high market. The three-
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fold basis on which the appraiser is to
determine his valuation is (1) present
market value, (2) vreplacement value
minus depreciation, and (3) average rental
value over the preceding 10 years. Obvi-
ously, this threefold basis permits the ree-
ognition of factors which insure that ap-
praisals will be materially above the low
depression-market prices. Every effort is
made to keep from the appraiser any
knowledge of the amount of the loan asked.
He is instructed that his valuation is to be
influenced solely by the condition of the
property itself.

Value is determined by the possible fu-
ture use of a property. Appraising is a
judgment of that future converted into
value. The Corporation’s valuations are
often disputed, sometimes with entirely
conscientious motives, but at other times
from a desire to accommodate selfish in-
terests. In some cases all manner of pres-
sure—misleading statements, mass meet-
ings, newspaper propaganda—has been
brought to bear upon the Corporation to
alter appraisals. These controversies are
difficult of settlement, largely because of
the judgment factor and sometimes be-
cause of the selfish and unreasonable at-
titude of complainants. Serious disputes
are examined into by regional appraisers
and discussed with State appraisal ad-
visers, and valuations so established arec
adhered to without change regardless of
the pressure.

MAGNITUDE OF APPRAISAL OPERATIONS

AT THE peak of operations, the Corporation
had about 8,500 appraisers, of whom some
6,500 were fee appraisers functioning at the
expense of and as the technical agents of
applicants seeking loans. This staff had
completed by the end of 1934 over a mil-
lion fee appraisals and a considerably
greater number of preliminary appraisals.
The significance of this numerical achieve-
ment is that the Corporation has set a value
on more than one out of every 10 owned
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nonfarm homes in the United States. Most
of these appraised homes have been or will
be taken out of the distress market by the
Corporation, so that the tremendous influ-
ence of the Corporation in restoring the
real-estate market and fixing the level of
residential real-estate values is evident.

Of perhaps more lasting significance is
the impetus that the Corporation has given
to the establishment of appraising on a
scientific basis and the creation of a large
body of trained appraisers. As already
stated, the second major task of the Ap-
praisal Division in Washington was to con-
duct an intensive educational campaign to
irain men to base their valuations on scien-
tific principles. This educational activity
has been carried on simultaneously with
the organizational and supervisory work.
The Division has held group meetings of
the appraisal personnel in branch, district,
and State offices. Periodically, it has is-
sued bulletins on technical appraisal prin-
ciples. It has reviewed difficult and un-
usual appraisals and issued instructions
concerning them,

The general educational work has been
directed toward the development of ap-
praisal judgment rather than the establish-
ment of formulae. Some of the basic prin-
ciples it has sought to drive home are: (1)
That cost and value are not synonymous;
(2) that value of a property as mortgage
collateral is not the same as market value;
(3) that mortgages cannot be based upon
speculative values; and (4) that appropri-
ate allowances must be made for depre-
ciation and obsolescence.

Very practical steps toward the regis-
tration of a qualified personnel have been
taken. The Appraisal Division has a card
file of all appraisers connected with the
Home Owners’ Loan Corporation. This is
a living record, constantly changing to re-
cord current experience with each indi-
vidual. It gives in condensed form the
background of experience of each ap-
praiser, his previous connections, the opin-
ions of his present supervisors, and his pro-
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fessional rating as established by the Cor-
poration. This rating, which is supervised
in the field by the Washington represent-
atives, is based on the individual’s accu-
racy in fixing values, on his care and thor-
oughness in inspections, on the quality of
his reports, on his integrity and standing,
and on his grade in a written examination
on appraisal subjects.

It is believed that this national register
of appraisers will do much to transform
appraising into a recognized profession
with a code and a standing which such
recognition inevitably gives.

BETTER APPRAISALS VITAL TO LENDING
INSTITUTIONS

THE time must come when the signature
of an appraiser on his statement of valua-
tion will mean as much in freedom and in-
tegrity of judgment as the signature of a
certified public accountant now means on
a certified audit. The mortgage-lending in-
stitutions of the country have learned from
the depression that careless appraisals
made from the running board of an auto-
mobile on the back of an envelope are apt
to prove as costly as a careless audit of
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their books. They have learned that there
is no substitute for the careful determina-
tion of the long-term value of mortgage
collateral. Conservative lending is not
enough. When the market becomes glut-
ted with distressed property, the expecta-
tion that a conservative first mortgage can
always be liquidated for the amount of
the loan is shown to be false.

Loose appraisals in the past have been
costly. With the revolution in our mort-
gage practices which is now in process,
they will be fatal. Emphasis from all sides
is on the long-term amortized mortgage
representing a high enough percentage of
the value of the property to eliminate the
need for a second mortgage. This is the
cornerstone of the Government’s home-
financing program; home owners are de-
manding it with increasing insistence. A
high percentage of value can be loaned
with safety only when that value has been
carefully determined. The private home-
financing institutions of the country will
serve their own best interests in insisting
upon the type of scientific appraisal by the
qualified scientific appraiser which the
Home Owners’ Loan Corporation has
sought to develop.
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WARNING
Section 8 (a). Whoever makes any statement, knowing it to be false, or whoever wilfully owrsiues any security, for
the purposs of influencing in sny way the action of the Hs Loan Ce i he Board 3

upon any ion, advance, discount, purchase, ov reparchase agreement, or loan, under this Act, or any extension
thereo! by renewal deferment, or action or otherwise, or the acceptance, release, or substitution of security therefor,
ahall be punished by & fine of not moge than $5,000, or by imprisonment Sor not more than two years, or both.
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Experience of a Building and Loan Asso-
ciation in Segregating its Assets

ROOF that segregation of assets can re-

store a frozen building and loan asso-
ciation to healthy activity, with money to
invest and dividends earned and paid, has
recently been submitted to the Federal
Home Loan Bank Board. Following the
publication in the November issue of the
ReviEw of an article recommending segre-
gation of assets to frozen institulions, a
savings and loan association in a Western
State reported that it had anticipated this
advice almost to the letter and had
achieved a success scarcely less than start-
ling. The Board believes the experience
of this association to be of such value to
associations throughout the country that
permission has been obtained to publish an
account of it.

According to its president-manager, the
association in question had in 1929 total
assets close to $2,500,000. Then, because of
the failure of two large associations in an-
other part of the State, due to defalcation
and other illegal acts, public confidence
seems to have been destroyed in all savings
and loan associations in that region regard-
less of their management. The follow-
ing account is quoted from the president’s
letter:

We paid out 25 percent of our resources the
first year and kept shrinking as rapidly as we
could collect the money until the beginning of
1934, when we were down to considerably less
than one-half our former size. Although we
were not on legal notice and at all times had
been paying more or less to our members, gen-
erally in proportion to the size of their accounts
and yet favoring the small accounts, we, natu-

rally, felt that it was unfair to continue to pay
out funds to those who desired it, which in-
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crease our percentage of slow loans and real es-
tate owned, and would mean that the members
who were not drawing their funds were not
having their interests fully protected.

After the insurance law went into effect, we
saw this was an opportunity to come back per-
haps, if we would get our assets in proper shape
for insurance and so segregated that with-
drawals would not penalize those who did not
withdraw.

We had Mr. Charles Stewart, president of the
Federal Home Loan Bank of Portland, address a
large meeting of our chamber of commerce. In
connection therewith, we placed, more or less,
an outline of our proposed account in the same
local paper which recounted his speech.

We organized a State association and had its
charter ready and then called a meeting of our
members at which Mr. Stewart and an examiner
from the State department of savings and loan
associations were present; both addressed the
members as well as ourselves, explaining the
matter along the line of your article in the RE-
viEw. The reasonableness and justification so

appealed to the members that they unanimously

voted to authorize the transfer of such portion of
the assets of this association as the directors de-
sired to be transferred to the new association.
This association’s assets and shares to be in-
sured and the other association to be practically
a liquidating concern.

In order to save a great deal of bookkeeping
and to favor the small savers, we took advantage
of the provision of our State law whereby it
gave us authority to pay withdrawals to any
members up to $25 regardless of notice. Al-
though we were not on notice and had not been
practically the entire time of the depression, still
this law enabled us to take this action, and so no
transfer or segregation of any account of $25 or
less was made. Sixty percent of the amount
above $25 was then transferred to the new
savings and loan association, our companion
association, thus leaving in this association the
$25 of every account plus 40 percent of the
balance.
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‘We had a little different idea than some man-
agers in that we decided to transfer to the new
association all our real estate including our
home office building, and all our loans which in
any way were slow or might become slow or
which might be criticized or delinquent. If
securities could be classed as “ skim milk, whole
milk, cream, or whipping cream ”, then we sim-
ply retained the “whipping cream.,” We felt
that transfers could be made back from the
new savings and loan association to the other
at any time the loans became choice loans and
no injury would be done anyone. This segre-
gation was made with the cooperation of the
State Department of Savings and Loan Associa-
tions.

As to the contingent fund and undivided
profits, prior to the division, these total reserves
amounted to over $100,000. Instead of dividing
them on a pro rata basis; that is, 60-40, we felt
that these earnings had been accumulated to
take care of losses, and hence a larger portion
should follow the assets where the loss, if any,
would be most likely to occur, and so the 60-
percent portion of the assets received about 75
percent of the contingent fund and reserves,
thus leaving this association with reserves of
well over 5 percent of the amount named in the
Federal Savings and Loan Insurance Corporation
requirements.

After the segregation was made we sent out
notices and the members have been very kind
in bringing in their passbooks. We issued new
books to the members in the new savings and
loan association, and entered the withdrawals
in their former books, using the stamp attached.
Thus everyone has their former book and their
new book, and their totals are the same,

We explained to the members that their ac-
counts in this association now will be insured
as soon as we receive our insurance policy, and
that the funds can be withdrawn practically as
desired, except in the larger amounts, and that
withdrawals in the new savings and loan asso-

Federal Home Loan Bank Review

ciation will be all made at the same time, al-
though at this time, we are paying practically
all accounts in the new savings and loan of $25
or less in cash, thus cleaning up a lot of the
small accounts.

So far as we know, we are the first State
association in this section to take this action,
and we have had no difficulty with any member.
We have had none who refused to make the
transfer after we explained it, and we have had
no threatened lawsuits and so far, at least, noth-
ing but approval of our action. It is so emi-
nently fair, practical, and workable that every-
one sees the justice of the matter.

Unquestionably, one of the reasons for
the success of this association and for the
support that it has received from its mem-
bers in endeavoring to resume active lend-
ing is the constant contact the association
has maintained with its members.

Legislation to facilitate segregation of as-
sets by building and loan associations is
being proposed in one Western State, and
the Board has been asked to provide for
distribution to the members of the legisla-
ture copies of the article What Can Be
Done with Frozen Assets, which appeared
in the November ReviEw. The Board will
be glad to furnish mimeographed copies
of this article to any who desire them for
this or other purposes.

The Federal Home Loan Bank Board
also stands ready to be of assistance to any
building and loan association that cares
to ask for specific advice about the possi-
bility of adapting segregation of assets in
some form to the future management of its
affairs.
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Growth and Loaning Operations of the
Federal Home Loan Bank System

HE accompanying table and chart sum-

marize the growth in membership and
in lending activity of the Federal Home
Loan Bank System. With a total of 2,978
member institutions having assets of $3,-
251,131,000 at the end of November, the
System is the largest mortgage-reserve
structure in the world. Nearly one-third
of the Nation’s 10,000 or more building and
loan associations have joined the System.
These member associations hold about
one-half of the assets of all associations, in-
dicating that the larger thrift, home-financ-
ing institutions have found membership

The chart and the table show that the
balance of loans outstanding, after declin-
ing in the first half of 1934, has since Au-
gust shown a slight up-trend. This may
indicate a rising demand for home loans.
The maximum line of credit which may be
given a member institution is 12 times its
paid-in subscription fo the capital stock of
the Bank. The “unused line of credit” is
the difference between this maximum and
the balance of loans outstanding. It will
be seen that whereas members have at
present a total line of credit of approxi-
mately $250,000,000, they are using only

particularly desirable.

about one-third of this sum.

Growth, trend of loaning operations, line of credit, and unused credit of the Federal Home Loan Bank System

Members Line of Loans Balance
credit ! | advanced a(ilfaﬁzd lxgg outstand- U?i‘;seed
Month (cumula- | (cumula- | (ronthly) | (monthly) | 10§ &% €8d | of credit 2
Assets tive) tive) (000 (000 of month (000
Number (000 (000 ©00 | o mitted) | omitted) | 900 | omitted)
omitted) omitted) | omitted) omitted)

1932
December............ 118 $216, 613 $23, 630 $837 $837 |.......... $837 $22, 793

1933
Juoe................. 1, 337 1, 846, 775 146, 849 48, 817 8, 825 $179 47,579 99,270
December. ........... 2, 086 2,607,307 | 211, 224 93, 865 8, 632 889 88, 442 122, 782

1934
January.............. 2,177 2, 798, 927 218,175 99, 602 5, 736 1, 681 92, 497 125, 678
February............. 2,236 2, 861, 295 219, 823 102, 958 3, 357 1, 844 94, 040 125, 783
March............... 2, 333 2, 905, 024 224, 475 105, 957 2, 999 3,914 93, 125 131, 351
April..........l 2,431 2, 959, 325 227,931 108, 314 2, 356 6, 559 88, 922 139, 009
May................. 2, 501 3, 014, 123 231, 860 112, 817 4,503 6, 583 86, 842 145, 018
Juoe................. 2,579 3, 027, 999 232, 926 116, 467 3, 650 4, 243 86, 248 146, 678
July................. 2, 696 3, 067, 870 236, 436 119, 587 3,121 3, 626 85, 722 150, 692
August...... ........ 2, 795 3, 124, 368 240, 325 122, 159 2,571 2, 796 85, 519 154, 806
September............ 2, 850 3,157,174 242, 980 125, 355 3, 196 2, 068 86, 647 156, 333
October. ............. 2, 925 3, 243, 702 249, 540 128, 733 3,378 2, 569 87, 446 162, 094
November............ 2,978 3, 251,131 250, 094 130, 841 2,108 1, 840 87, 714 162, 380

! Represents 12 times the paid-in subscription to the capital stock of the bank.
2 Derived by deducting the balance outstanding from the line of credit.

All figures, except loans advanced and repayments, as of end of month.
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Millions of CUMULATIVE OPERATING SUMMARY OF THE FEDERAL HOME LOAN BANK SYSTEM Millions of
Dol

ars Doltars
200 (UNITED STATES) 200
180 180
UNUSED LINE OF CREDIT
{EQUALS LINE OF CREBIT LESS BAL OUTSTAND)
160 — — 160
~
-/‘-/ :
140 |— // 140
d
/-—*\/
120 7 120
— /
/- ADVANCES
100 AN Y 100
’ s L
—
/ 4/ \\ SEY
24 / N . t——— p——
80 / 74 80
/ / BALANCE _OUTSTANDING
f /2
&
€0 / / L]

7 20

o — A i - — — y (DIVISION OF RESEARCH AND STATISTICS 6
D J F M A M J J A SO NUDODUJG FM A MUI J A S ONUDUIF M AMI J A SONDTD
1933 1934 1935
Federal Home Loan Bank Review 127

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



FEDERAL HOME LOAN

Combined slatement of
Combined Boston Newark Pittsburgh VVSi;]fetgln-
ASSETS
Cash on hand, in banks and U. S. Treasury. .| $7, 062, 465. 35/$1,023,950. 51| $972, 239.37| $157, 272. 49| $466, 499. 35

Loans outstanding:
Members

Accrued interest receivable
Investments, U. S. Government
Other assets

Total assets

LIABILITIES AND CAPITAL

Liabilities:

Capital:

Capital stock, fully paid, issued and
outstanding:

Members

U. S. Government

Subscription to capital stock:
Members and applicants
Less balance due

U. S. Government
Less balance due

Surplus:
Reserves: .
As r;,cllxmred under section number 16
o

87, 107, 276. 61

2, 550, 836. 90

14, 003, 463. 12
0

11, 161, 403. 68
0

6, 326, 172. 03

600, 000. 00 ~ 600, 000. 00
7,126.18 0 0 0 0
87, 714, 402. 79)3, 150, 836. 90{14, 003, 463. 12|11, 161, 403. 68(6, 326, 172. 09
630,831.00] 39,657.11  72,821.97  73,059.04/ 48, 702.79
15, 610, 021. 072, 875, 916. 691 59, 656. 25| 137, 900. 00|1, 010, 468. 75
60,504.40|  7,616. 74 1, 992. 14 4,386.22]  5,189.33
110, 478, 224. 61{7, 097, 977. 9515, 110, 172. 8511, 534, 021. 43!7, 857, 032, 31
4, 336, 258. 33 0| 353,444.27 1,144, 913. 40 659. 00
0 0 0 0 0
4, 336, 258. 33 0| 353,444.27| 1, 144, 913. 40 659. 00
19, 887, 500. 00(1, 727, 800. 00| 2, 547, 500. 00| 1, 469, 300. 0|1, 786, 000. 00

81, 645, 700. 00

5, 000, 000. 00

11, 500, 000. 00|

8, 500, 000. 00

5, 700, 000. 00

101, 533, 200.00

6, 727, 800.00

14, 047, 500.00

9, 969, 300. 00

7, 486, 000. 00,

3, 649, 800. 00
1, 934, 612. 83

258, 500. 00
88, 325. 00

914, 500. 00
485, 875. 13

283, 600. 00
156, 875. 00

145, 000. 00
65, 550. 00

1, 715, 187. 12

170, 175. 00,

428, 624. 87

126, 725. 00

79, 450. 00

43, 095, 300. 00$7, 467, 500. 00
43, 095, 300. 00!7, 467, 500. 60

7, 463, 200. 00
7, 463, 200. 00

2, 646, 300. 00
2, 646, 300. 00

3, 508, 200. 00
3, 508, 200. 00

563, 392. 81
1, 255, 076. 16,

25, 460. 44

137, 221. 97
0

0
1, 075, 110. 19| 37, 320. 54

56, 603. 25
96, 410. 97
0

127, 589. 49

57, 011. 80
113, 298. 63
0

122, 772. 60

40, 954. 58
174, 810. 9(5)
75,157.78

2,893,579.16] 200, 002. 95

280, 603. 71

293, 083. 03

290, 923. 31

106, 141, 966. 28

7,097, 977.95

14, 756, 728. 58

10, 389, 108. 03

7, 856, 373. 31

110, 478, 224. 61

7,097, 977. 95

15, 110, 172. 85

11, 534, 021. 43

7, 857, 032. 31
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BANK SYSTEM
condition as at Nov. 30, 1934

Cincinnati

Indianapolis

Chicago

Des Moines

Little Rock

Topeka

Portland

Los Angeles

$917, 435. 80

$730, 569. 49

$598, 598. 06

$191, 280. 27

$430, 972. 09

$153, 460. 18

$899, 697. 29

$520, 490. 45

16, 936, 543. 83

5, 948, 107. 5(1)

12, 067, 264. 33

4, 329, 986. 7(1)

4, 283, 845. 68

4, 250, 151. 00
0

2, 309, 419. 1(9)

2, 940, 082, 56
0

0 0 0 0 0 0 0 7,126.18

16, 936, 543. 84 5, 948, 107. 51112, 067, 264. 38 4, 329, 986. 71, 4, 283, 845. 63, 4, 250, 151. 002, 309, 419. 19/2, 947, 208. 74
88, 829. 54 63, 113. 90 78, 329. 31 35, 592. 13 29, 161. 95 41, 200. 84] 26, 508.94) 33, 853. 48
836, 618. 13! 1,476,178.91; 415, 076. 09| 1, 349, 191. 14| 3, 293, 400. 43| 1, 358, 383. 25|1, 023, 434. 55(1, 173, 796. 88
10, 370. 30 2,413. 87 4, 821. 90| 3, 824. 86 3,574.15 4,734.76 282,40 11, 297.73

18, 789, 797. 61| 8, 220, 383. 68/13, 164, 089. 74 5, 909, 875. 11} 8, 040, 954. 25| 5, 807, 930. 03/4, 259, 342. 374, 686, 647, 28

811, 592. 25 55,371. 14,  789,465.08 352, 790.19, 477, 003. 16 10, 457. 77, 335, 545. 55 5, 016. 52

0 0 0 0 0 0 0 0

811, 592. 25 55,371.14{ 789,465.08 352,790.19; 477, 003. 16 10, 457. 77 335, 545. 55 5, 016. 52

4, 312, 200. 00 1, 926, 100. 00| 1, 868, 500. 00| 815, 900. 00| 1, 187, 900. 00| 846, 400. 00| 473, 400. 00| 926, 500. 00
12, 775, 700. 00; 6, 000, 000. 00(10, 000, 000. 00; 4, 500, 0600. 00; 6, 100, 000. 00! 4, 700, 000. 003, 310, 000. 00;3, 560, 000. 00

17, 087, 900. 00 7, 926, 100. 00|11, 868, 500. 00 5, 315, 900. 00| 7, 287, 900. 00| 5, 546, 400. 003, 783, 400. 00/4, 486, 500. 00
836, 200. 00] 110, 500. 00|  221,400.00| 243, 400.00) 228,6400.00; 207, 800.00] 52, 700.00] 147, 800.00
484, 502, 75 56, 125. 00 149, 115. 00, 130, 175. 00| 130, 720. 00, 93, 675. 00, 29, 275. 00; 64, 400. 00
351, 697. 25 54, 375. 00 72, 285.00] 113, 225. 00 97,680.00; 114,125.00] 23,425.00, 83, 400. 00

R R ey

133, 801. 76, 52, 930. 50 82, 583. 30 26, 263. 24 49, 521. 43 13,942.88, 11,806.81 12,512.82
107, 105. 87 50, 301.36; 181, 835. 61 60, 164. 36 50,021.93; 114,958.88  81,332.51} 87,613.12
297; 700. 43 81, 305. 63 169, 420. 7(5) 41, 532. 32 78, 827. 7(3) 8, 045. 5(()) 23, 832. 58 11, 604. Sg
538,608, 11 184,537.54] 433,839.66, 127,959.92 178,371.09, 136, 947.26| 116,971.82 111, 730.76
17, 978, 205. 36! 8, 165, 012. 54{12, 374, 624. 66! 5, 557, 084. 92! 7, 563, 951. 09 5, 797, 472. 26/3, 923, 796. 824, 681, 630. 76

18, 789, 797. 61

8, 220, 383. 68|

13, 164, 089. 74

5, 909, 875. 11

8, 040, 954. 25

5, 807, 930. 03

4, 259, 342. 37

4, 686, 647. 28
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Federal Home Loan Banks Declare Semi-
annual Dividends

IVIDENDS totaling $1,345,548.37 were
declared as of December 31, 1934, by
10 Federal Home Loan Banks, including
the Banks of Boston, Newark, Pittsburgh,
Winston-Salem, Cincinnati, Indianapolis,
Chicago, Des Moines, Little Rock, and Los
Angeles. This is the first dividend decla-
ration by the Boston, Winston-Salem, and
Los Angeles Banks. The other seven
Banks have declared one or two earlier
dividends since the beginning of the System
2 years ago.
All of these dividends are at the rate of
2 percent except dividends to members of
the Boston Bank, which equal 114 percent.
The dividend declared by the Los Angeles
Bank as of December 31, 1934, covers only
dividends earned by Government and

member stockholders up to December 31,
1933.

The declaration of these dividends at-
tests the soundness and financial strength
of the member Banks. As the combined
statement of condition of the Federal Home
Loan Bank System shows, all 12 Banks
have absorbed the deficits incident to or-
ganization and are operating at a profit.

Total dividends declared to date amount
to $2,606,137.83, of which $2,144,108.33 has
been or will be paid to the Federal Govern-
ment, and $462,029.50 to members. The ac-
companying table does not include divi-
dends accrued but not paid to the Govern-
ment from member Banks. These figures
may be found in the combined statement
of the Federal Home Loan Bank System.

Federal Home Loan Bank System-—Dividends paid or declared up to Dec. 31, 19341

Dividends paid or declared
Federal Home Loan Bank Prior to Dec. 31, 1934 As of Dec. 31, 1934 Total
Government Members Government Members

Boston.........ooiiiii $145, 715. 11 2§19, 983. 23 $165, 698. 34
Newark. . ... i, $170, 969. 86 | $36, 071. 62 115, 945.21 | 26, 710. 79 349, 697. 48
Pittsburgh............... ... .. ... .. 115, 808.22 | 22,191.01 127,736.99 | 22,521.75 288, 257. 97
Winston-Salem. . ........ ... i 184, 493. 14 50, 089. 31 234, 582. 45
Cincimnati...............c..ccovviinnnn. 285, 936. 79 | 80, 726. 17 128, 807. 06 | 45, 021. 33 540, 491. 35
Indianapolis. . ............. ... .. ..., 135, 671. 24 | 40, 075. 41 60,493.15 | 19, 542.83 255, 782. 63
Chicago. .....coivviieen i aiiiannnn. 119,172.60 | 18, 082. 28 198, 821.91 | 18, 183. 26 354, 260. 05
DesMoines........ccovviiiviinnnnnnn.. 67, 873. 97 8, 577. 64 67, 808. 22 12, 376. 90 156, 636. 73
Little Rock............................ 135, 895.95 | 23, 536. 70 60, 383.56 | 12,155.00 231, 971. 21
LosAngeles. ... ... iiiiiiiii]ieiiiiiiiaee e 822,575.35 | 36,184.27 28, 759. 62

Combined. ...................... 1,031, 328. 63 | 229, 260. 83 | 1,112, 779. 70 | 232, 768. 67 2, 606, 137. 83

! Dividends accrued to the Government but not paid will be found in the Combined Statement of Condition, p. 128.
2 All dividend distributions are at the rate of 2 percent except dividends to members of the Boston Bank, which equal

1% percent.

¢ Dividends declared by the Los Angeles Bank cover earnings by Government and member stockholders up to Dec.

31, 1933, only.
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Federal Home Loan Bank Interest Rates
on Advances to Member Institutions

FFECTIVE January 1, 1935, the Fed-

eral Home Loan Bank of Newark re-
duced its interest rates on all loans to mem-
ber institutions to 4 percent. The new rate
applies to loans outstanding as well as to
those made after January 1. The previous
rate was 414 percent on all loans other
than reconditioning loans.

Also effective January 1, 1935, is the low-
ered rate of 41 percent on loans made
by the Federal Home Loan Bank of Pitts-
burgh, announcement of which was made
in the December ReviEw. The rate on all
long-term loans is to be written at 5 per-
cent, but the bank will, on application, re-
fund the borrowers by crediting their ac-
counts with the difference between 5 and
414 percent, thereby making 414 percent

the effective rate on long-term as well as
short-term loans.

An exception to the 414 percent rate on
all loans has been reported by the Port-
land Bank. On all short-term loamns se-
cured by Home Owners’ Loan Corporation
bonds the interest rate is 4 percent.

The general lowering of interest rates
by Federal Home Loan Banks is in accord-
ance with the policy of the System to fur-
ther lending activity by making both short-
and long-term credit available at the most
reasonable rates possible. It is hoped that
member institutions will pass on the bene-
fit of the lower rates to home-owner bor-
rowers and thus encourage home building
and recovery.

Interest rates, Federal Home Loan Banks; rales on advances fo member institutions

Rate in

Federal Home Loan bank effect on Type of loan
Jan. 1
Percent

1.Boston...................... 4 | All loans.

2. Newark..................... 4 0.

3. Pittsburgh. ................. 4% | All loans written for 1 year or less. All loans for more than 1 year are
to be written at 5 percent, but on authorization from borrowing
members, the bank will credit the interest charged their accounts with
the difference between 5 and 434 percent per annum.

4. Winston-Salem. . ............ 4 | All loans secured by H. O. L. C. bonds.

4 | All loans for 12 months or less.

41% | All loans (not secured by H. O. L. C. bonds) for 1 to 10 years.

5. Cincinnati................... 143+ All loans.

6. Indianapolis................. 4 | All secured loans.

5 | All unsecured loans.

7. Chicago..................... 4 | 1-year amortized loans.

4% | 1-year straight loans.

4% | 10-year amortized loans, but if during any 1 quarter, the bank makes
l-year loans at a rate less than the 10-year contract, the lesser rate
to apply to all 10-year loans.

5 | All unsecured loans.

8. Des Moines. . ............... 4 | All loans secured by H. O. L. C. bonds.

4 | That portion of any loan in excess of $250,000.

4341 All otEer loans.

9. Little Rock.................. 4 | All loans.

10. Topeka..................... 4 Do.

11. Portland............ e 4 | All loans secured by H. O. L. C. bonds (limit 1 year).
; 414 | All other loans.

12. Los Angeles................. j 4% All loans.
|
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Federal Savings and Loan Associations

HE MONTH of November saw charters

granted to 14 new Federal savings and
loan associations and to 10 associations
converted from State-chartered institutions.
This brought the total number of Federal
associations on December 1 to 601, with as-
sets of $116,746,622 (table 1). In addition
charters were pending on December 1 for
177 new associations and 226 converted
associations whose combined resources
were $239,702,615.

Due to the recent inauguration of the
monthly reporting system for Federal as-
sociations, the number of identical associ-
ations reporting in October and November
totals less than half the chartered associa-
tions (table 2). However, the number of
investors and of shares subscribed, the pay-
ments on private subscriptions, and the
mortgage loans made by the new associa-

TaBLE 1.—Federal savings and loan

tions reporting showed an increase in No-
vember over October. The slight decrease
in number of share accounts and of shares
subscribed shown by converted associa-
tions in November are, as was explained in
the December ReviEw, the result of the
transference of many converted institu-
tions from the “share sinking fund ” plan
of mortgage loans to the * direct reduc-
tion ” loan.

It is noteworthy that the volume of
mortgage loans outstanding at the end of
November by new associations represented
an increase of 19 percent over those out-
standing at the end of October. Refinanc-
ing again represented more than 50 per-
cent of new loans made by the associations
reporting with new construction, recondi-
tioning, and purchase of homes already
built following in the order named.

assoctations increase November 1934

Percent,
change
Dec. 1, 1934 Nov. 1, 1934 | November
to
December
1. Charters issued:
a. Tonew associations. .. ......oovrrernnnreinneannnnonornans 467 453 3.1
b. To associations converted from State institutions............ 134 124 8.0
B 7 Y S UGN 601 577 4.2
2. Charters pending:
a. Fornew associations.............civieiiiiniiiiinereennns 177 178 —.6
b. For associations converted from State institutions............ 226 211 6.6
Total. .. e 403 389 3.6
3. Resources:
a. Of associations chartered................. ... ieieienn. §116, 746, 622 | $89, 231, 957 30. 8
b. Of associations for which charters are pending............... 239,702, 615 | 248, 234, 168 —3.4
117 Y S SN 356, 449, 237 | 337, 466, 125 5.6
4. Subscriptions by the Secretary of the Treasury:
a Bequested..........ccoiiiiiiitiiiniiiiiiii ittt 12, 983, 100 10, 900, 600 19.1
b. Approved and paid........ccoerrririiiiiiiii e 8, 247, 400 6, 373, 300 29.4
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TaBLE 2.—Share subscriptions and liabilities, and loaning activily of the Federal Savings and Loan System,

November 1934

258 new associations !

34 converted associations !

Item Change Change
November October Qgt&lf_r November October %gt&lﬁr
vember vember
Number of subscriptions: Percent Percent
Private share accounts............ 21, 897 21, 001 4.2 25,907 25, 991 —0.3
Shares subscribed. ............... 225, 411 215, 007 4.8 174,167 174, 465 —.2
Shares per account (average)...... 10.3 10.2 1.0 6.7 6.7 0
Share liabilities: )
Paid on private subscriptions. ..... $4, 426, 749 | $4, 003, 638 10.5 $13, 059, 795 |$13, 014, 086 .3
Treasury subscriptions............ 4,510,300 | 3,567, 300 27.0 | 1,351,600 | 1,016, 600 32.9
Total.......ovvivvennnnnnenn. 8,937,049 | 7,570,938 18.0 | 14,411, 395 | 14, 030, 686 2.7
Average paid on private subscrip-
L7063 ¢ Y- J A 202 190 6.3 504 500 .8
Repurchases in November......... 53,172 ..o 109,738 ..o ovieiei]oniienanen
Mortgage loans made:
a. Reconditioning................ $174,286 |............ . ... $37,350 1. ... ... ...,
b. New construction.............. 315,671 |......ooviiiliinann 80,072 |... ...,
¢. Refinancing................... 524,460 |............ 0 ... 315,359 |, ...
d. Purchases of homes............ 166,758 1...... ... et T4,583 [..ooveee i
otal......coiiiiiiiiin.. LI8L 175 [ veveii]ennnnnnnn. 557,364 [, ..o eeiiiifiinnnnn.n.
Balances at end of month. ............ 7, 364, 304 | $6,192, 838 19. 0 | 13, 543, 249 [$13, 159, 130 2.9
Borrowed money from:
Federal Home Loan Banks. ....... 365, 180 403, 164 —9.4} 1,374,133 1, 500, 223 —8.4
Othersources..........conveevnn. 38, 450 19, 600 96.2 42, 150 111, 637 —62.3
Total....oovviiiininennnnnns 403, 630 422, 764 —4.5 | 1,416,283 | 1,611, 860 —12.1
1 These were the only associations for which comparable figures were available.
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Federal Savings and Loan Insurance
Corporation

Y DECEMBER 20, the trustees of the
B Federal Savings and Loan Insurance
Corporation had approved for insurance
427 associations of the savings and loan
type, situated in 37 States and the Territory
of Hawaii. Over 50,000 individual accounts
are on the books of these institutions,
whose assets total over $90,000,000. Every
holder of an insured account is protected
up to $5,000 of the withdrawable value
of his savings. The present number of in-
sured institutions shows a substantial gain
over the 111 reported on November 5, and
the 291 on November 30. This is only a be-
ginning, however, since it is estimated that
approximately 7,000 building and loan as-
sociations, representing nearly 7,000,000 in-
vestors, are eligible for insurance.

The Corporation has received communi-
cations from shareholders in uninsured in-
stitutions in many parts of the country
stating that their own building and loan
officers have informed them *that the In-
surance Corporation is not yet ready to
grant insurance.” The fact, of course, is
that the Corporation issued its first certifi-
cate of insurance in October and is grant-
ing insurance as rapidly as examination of
the management and the financial condi-
tion of applicants will permit.

Such inquiries show that growing num-
bers of people seek the added protection
for their savings which the Insurance Cor-
poration affords. Although most associ-
ations have had their insurance certificates
for only a comparatively short time, reports
are already on hand from many sections of
the country, expressing gratification at the

134

benefits experienced. Officials write that
there has been a marked return of public
confidence to insured institutions, evi-
denced by a sharp decline in withdrawals
and a gradual return of savings. The pres-
ident of an insured association in Loui-
siana writes:

We have just matured a series amounting to
$136,000 and are glad to report that a larger per-
centage of investments in this series have re-
mained on our books by being converted into
full-paid income shares than has happened with
any of the series that we have matured during
the 5 years of the depression,

A letter from an association secretary in
an Eastern State reads:

It is the opinion of our board of directors
that insurance covering thrift associations can be
compared in importance only with the Federal
Deposit Insurance Corporation, which applies to
the insurance of accounts in banks. The gen-
eral public in this community had lost all con-
fidence in our mutual thrift institutions . .
We are now educating the former victims of
these frozen institutions to the fact that . ..
the safety of their investment is insured up to
$5,000 by your Corporation. This has already
brought some very favorable results, and with
additional publicity, it is felt that we can restore
the confidence of the general public in these
institutions to a still further extent,

INSURANCE INFLUENCES RESUMPTION OF
INVESTMENT

AN associaTioN in Texas is engaged in com-
piling statistics to determine just how valu-
able insurance has been to it. The presi-
dent reports as follows:

In order to determine the reaction of our
shareholders to the insuring of the investment in
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their certificales, we have kept an accurate rec-
ord of the number of shareholders who have
made payments during October, November, and
December of this year who had made no pre-
vious payments for a period of at least 10
months . . . Up to the present time there have
been approximately 75 accounts on which pay-
ments have been resumed, an average of more
than one account for each business day, the
lapses ranging from 10 months to 5 years. Of
course, we do not know that all of these resumed
payments because of the insuring of their invest-
ment, but no doubt that factor has influenced
many of them in deciding to go forward with
their investment. We have approximately 4,000
installment shareholders.

The rapidity with which the benefits of
insurance to insured associations will be-
come evident depends, of course, upon the
extent to which the public is informed of
the exceptional opportunity for safe and
profitable investment now offered them by
insured building and loan associations.
Several associations have photographed
their certificates of insurance, reduced them
to pamphlet size, and distributed them. In
one instance, the total cost, including zinc
plate and a thousand folders, is reported
as $14.35. Such a method is especially use-
ful in removing any cause for misunder-
standing of the terms of insurance. A
Texas association writes that it has re-
ceived many complimentary letters ex-
pressing the appreciation of its share-
holders for obtaining the extra service and
assurance of safety to them.

INSURANCE ENDS WITHDRAWAL PROBLEM

OTHER associations have had their with-
drawal problem practically eliminated by
the insurance plan. “ We are happy to
report ”, writes the secretary of an insured
association in New York City, “that the
insurance feature appealed to our own
membership to such a degree that our
withdrawal situation has reached the point
where our income is almost sufficient to
take care of withdrawal demands.”

An association in the Southwest de-
scribes in some detail a situation which

Federal Home Loan Bank Review

many associations, probably, could dupli-
cate:

By May 1931 our requests for withdrawals had
reached the point where we could not meet them
at the end of 30 days, at which time the board
of directors discontinued the payment of with-
drawals in the order filed and placed the asso-
ciation on a pro rata basis . The association
was continued on that basis and our stock com-
menced to be peddled on the streets at a dis-
count, and in addition to this, no payments were
being made on instalment or any other class of
stock and no new funds were being received. It
remained in that state of affairs until our Fed-
eral charter was received and we commenced to
operate as a Federal institution on October 1 of
this year, at which time it was announced that
the repurchase of shares would be taken care of
in accordance with our Charter . In Octo-
ber, notices for repurchases for approximately
$48,000 were received, which were paid in No-
vember; in November we received notices for
approximately $26,000 to be paid in December,
and up to this time (Dec. 14) notices to the
amount of $6,455.41 have been received to be
paid in January. In addition to this, many of
the stockholders whom we expected to be the
first ones to apply for repurchase, have not done
so, and have increased their investments . .
We have had an offer of 2 or 3 full-paid accounts
of around $5,000, but because of the large amount
of cash we have on hand, it has been declined
for the time being.

A somewhat unexpected indirect advan-
tage of insurance is described by the presi-
dent of the association just quoted:

The most apparent benefit that has come to
our shareholders so far in the insuring of their
investment has been the willingness of our local
banks to grant their customers loans against our
certificates, where there had been a little hesi-
tancy on their part to do so previously. This
has been reported to us by quite a few of our
shareholders and, of course, makes them feel
better satisfied with their investment in our cer-
tificates.

Such a development is a logical outcome
of the insurance plan, and deserves consid-
eration by shareholders and executives of
eligible institutions.

An institution may not advertise itself as
insured until it has actually received its
certificate, and associations whose applica-
tions have only recently been granted have
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had very little time in which to observe the
effect. They are, however, uniformly opti-
mistic regarding the prospects for the im-
mediate future. The following statement
from a Wisconsin association is typical:

I might state . . . that we have had consider-
able inquiry from prospective investors who
have signified their intention of taking out an
investment in the association immediately after
the first of January.

Just this morning we were informed by a
caller that immediately after the first of the year
he would bring in several hundred dollars for
investment with us on account of our insurance
provision,

These quotations seem to indicate that
the best pledge of that security demanded
by the investing public today is the insur-
ance of shares.

Federal Savings and Loan Insurance Corporation, summary of operations {o Dec. 20

Applications received Institutions insured
Share and Share and
N};xm- creditor lia- | Total assets I\Ib‘g:,l' creditor lia- | Total assets
er bilities bilities
New Federal savings and loan associations. . 378 | $7,049,108 | $7,477, 489 424 1$70, 004, 655 | $76, 421, 455
Converted Federal savings and loan associa-

£ 03 ¢ Y- J AN 127 1 105,908,461 | 115,544,456 |.......iiieeiiniidiianiannies
State-chartered associations............... 50 62, 643, 817 | 69, 037, 423 3 | 13,586,403 15, 046, 186
Total........covviiniiiiin., 555 | 175, 601, 386 | 192, 059, 368 427 | 83, 591, 058 91, 467, 641
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Home Owners’ Loan Corporation Gives
Liquidity to Lending Institutions

HE refinancing of distressed home

mortgages by the Home Owners’ Loan
Corporation has been a powerful force in
relieving the frozen condition of mortgage-
lending institutions. Some indication of
the extent to which such institutions, par-
ticularly building and loan associations,
have gained in liquidity is given by the ac-
companying table showing the number of
mortgagees by types who by approximately
November 1, 1934, had received $25,000 or
more from the Corporation in exchange for
distressed mortgages (table 1).

It must be emphasized that this table lists
only those mortgagees that have received
$25,000 or more. It is estimated that over
80 percent of all funds released by the Cor-

poration have gone to institutional lenders,
and there are probably few mortgage lend-
ing institutions in the entire country that
have not had some of their distressed mort-
gages taken over by the Corporation. The
table therefore reveals merely trends, not
totals.

It will be observed that building and loan
associations represent 36.6 percent of the
number of institutions receiving $25,000 or
over and have received 35.5 percent of the
amount distributed, or the immense total of
$336,420,545. Savings banks follow with a
total of 29.8 percent of the amount distrib-
uted, and commercial banks are third with
13.2 percent.

TABLE 1.—Number of morigagees by types that had received $25,000 or more from the Home Owners’
Loan Corporation and amounts received *

Mortgagees Loans
Type of mortgagee p . p
ercent o ercent, of
Number total Amount total
Building and loan associations. ................................. 2, 358 36. 6 | $336, 420, 545 35.5
Savings banks. ............ ... ... e 1, 340 20.8 281, 801, 706 29.8
Commercial banks. ....... 1,014 15.8 | 125, 389, 653 13.2
Life insurance companies. . . 470 7.3 70, 935, 955 7.5
Mortgage companies. . . ... 444 6.9 54, 234, 965 5.7
Individuals......... ... ... e e 224 3.5 10, 617, 817 L1
Investment companies................. .. .. i 216 3.4 26, 025, 823 2.7
Fiduciary institutions. . . ..................... ... ... e 121 1.9 21, 908, 523 2.3
Other ByPes. ..o v it e 109 1.7 7, 145, 451 0.8
DK nOWn by Pes. oot e e 79 1.2 5, 505, 122 0.6
Business corporations. ........ ... ... i 60 0.9 7, 812, 665 0.8
Total. ... 6, 435 100.0 | 947,798, 225 100. 0
1 Figures are approximately as of Nov. 1, 1934, with some variations before and after that date.
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CORPORATION PASSES $2,000,000,000 MARK

By NoveMmBER 30 over two-thirds of the
$3,000,000,000 of bonds in the Home Own-
ers’ Loan Corporation treasury had been
expended for the relief of distressed home
owners, and 672,205 urban homes had been
saved from financial wreck since the be-
ginning of operations 16 months before
(table 2). The $2,027,968,961 paid out by
December 1 had warded off from the homes
of Americans in every State and in the
Territories the disasters of tax sale, fore-
closure, and eviction.

The number of applications dropped
steadily during the summer and fall of
1934. From a peak of 168,273 in March
requests for refinancing dropped to 35,675
in October to give strong evidence that the
emergency is over. The Corporation sus-
pended acceptance of new applications on
November 13, 1934.

Individual loans average to date $3,017,
on which the monthly payment is less than
$24. Of the approximate $2,000,000,000 al-
ready expended, the Corporation estimates
that $114,000,000 has been advanced in cash
for payment of back taxes and assessments
on refinanced homes.

The Reconditioning Division which be-
gan operation in June 1934 had by De-
cember 6 placed in good structural and
livable condition properties on which the
Corporation has mortgages valued at ap-
proximately $500,000,000. Suspension of
acceptance of new applications for refi-
nancing homes has not stemmed the flood
of requests from those who had already
applied for refinancing loans for assist-
ance in reconditioning. Applications for
remodeling, repairs, and modernization
had passed the 450,000 mark in December.
By December 6, 170,256 reconditioning con-
tracts had been executed at a cost of $30,-

TasrLe 2.—Home Owners’ Loan Corporation applications received and loans closed, by months *

Applications Loans closed
Month received
(number) Number Amount
1933
From date of opening through September 30......................... 403, 114 593 $1, 688, 787
OCtODET. . . oot 129, 504 3,424 10, 164, 678
November. . ... e 99, 232 10, 946 31, 445, 827
December. . . ... 90, 946 22, 286 62, 621, 051
1934

JaUATY . oot e 123, 189 30, 339 86, 143, 838
FEBIURTY - . .« v v v v oo oo 136, 132 32, 940 93, 499, 995
March. . . e e e 168, 273 52, 260 150, 213, 639
AP, e 145, 772 56, 172 171, 490, 768
My, e e 119, 791 604,172 208, 293, 766
JUDne. . e e 97, 679 71, 768 223, 440, 191
July. . e 66, 157 78, 046 235, 467, 606
AU gUS . oottt e e 72,022 69, 738 202, 442, 864
September. . ... .. 39, 317 59, 240 179, 299, 857
R 251, 864 65,813 | 201, 211, 532
NOVEIDET . ..o e e e e e e e 14, 171 54, 468 170, 544, 562

Grand total to November 30, 1934, ........................... 1, 757, 163 672, 205 2; 027, 968, 961

1 These}figures are subject to adjustment.

2 The October figure of 51,864 includes 16,189 applications received from the division of wholesale operations in Detroit.
This was a 10-month total which should have been distributed over the year.
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114,633. Over 98 percent of this money  TasiLe 3.—Recondilioning Division—summary of

was spent on necessary repairs, leaving a operations June 1, 1934, to Dec. 6, 1934

negligible amount awarded for nonemer-

gency remodeling and renovating. Number |  Amount
Some indication of the efficiency of the

DiViSion iS given by the 10W personnel 1. Ap.plications for recondition-

overhead Cost__leSS than 6 percent of the g IORHS: ................ 44:9, 519 1$90, 000, 000

. 2. Cases submitted to loan com-

contract work completed. This cost also MEtEeE. . .o veannns 306,439 | 63,001, 009

i 3 i " 3. Total contracts executed..... 170, 256 | 30, 114, 633

includes all emergency inspections, fire 4. Total jobs completed. ....... 118,620 | 18, 134, 504

loss cases, etc., and compares most favor- 5. Jobs paid for............... 107,756 | 16, 797, 970

ably with the cost of such work handled

by private contractors and architects. ! Approximate.
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Resolutions of the Board

IL—GOVERNING APPLICATIONS FOR
MEMBERSHIP, INSURANCE, AND CON-
VERSION

The number of applications to the Fed-
eral Home Loan Bank Board for mem-
bership in the System, for federalization,
and for insurance have grown to such
volume that it has been found necessary to
establish a procedure for handling them.
The following resolution on the subject was
adopted by the Board on December 17: .

Be it resolved by the Federal Home Loan Bank
Board as follows:

1. State-chartered institutions eligible to apply
for membership in the Federal Home Loan Bank
System and/or insurance of accounts may offi-
cially present their applications for such mem-
bership and insurance of accounts separately
or at one time on the official forms,

2. Newly organized Federal savings and loan
associations shall present their applications for
insurance of accounts simultaneously with their
applications for membership in the Federal
Home Loan Bank System, and both applications
shall be transmitted simultaneously to the Board
by the Federal Home Loan Bank of which such
associations are members.

3. Associations whose preliminary applica-
tions to convert have been approved by the
Board shall make application for insurance of
accounts simultaneously with their formal appli-
cation to convert and petition for charter, and
both applications shall be transmitied simulta-
neously to the Board by the Federal Home Loan
Bank of which the association is a member.

4. In the event such institutions make two or
more such applications at one time, one exam-
ination shall be made by the Examining Division
of the Board and one examination shall be made
by the Legal Department; and the matter shall
be considered by the review committee as one
case, and the review committee shall make its
recommendation separately on each application,
but at the same time; thereupon the Board will
act first upon the question of membership, and
second, upon questions of conversion into Fed-
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eral savings and loan associations, and third,
the board of trustees will act upon the question
of the insurance of accounts.

5. In the event adjustments must be made or
conditions met, the Division or Establishment
concerned with such questions shall handle such
administrative matters.

6. Upon the completion of the action on such
applications every reasonable effort shall be
made to give such applicants opportunity to an-
nounce bank membership and/or federalization
and/or insurance of accounts concurrently.

7. In the case of applications from Federal
savings and loan associations for insurance of
accounts where such institutions have been con-
verted into Federal savings and loan associations
since the date of the rules and regulations of
Federal Savings and Loan Insurance Corpora-
tion, the review committee is authorized to re-
port such applications for insurance of accounts
to the Board of Trustees without further exam-
ination, and without presenting to the Board
any further data, inasmuch as such institutions
so federalized are considered to be in an insur-
able condition and may, therefore, be acted upon
without further information.

IL.—.CONCERNING MORTGAGE-PAY-
MENT DEFAULTS BY APPLICANTS
TO THE HOME OWNERS’ LOAN COR-
PORATION

The filing of an application with the
Home Owners’ Loan Corporation for loans
to refinance their existing mortgages has
led many home owners to discontinue pay-
ments on those mortgages, even though
they were able to make such payments.
The Corporation considers defaults of this
nature sufficient basis for ending further
consideration of any application. In a fur-
ther effort to forestall such defaults, the
Board, in its capacity as Board of Directors
of the Home Owners’ Loan Corporation,
adopted the following resolution on Janu-
ary 2, 1935:
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Be it resolved, That chapter IIl, section 2 of
the Manual of Rules and Regulations be amended
by the addition of the following paragraph to
be known as “c¢.”

c. Prevention of stoppage of moritgage pay-
ments—All employees of the Home Owners’
Loan Corporation are directed to urge all home-
owner applicants fo continue their payments of
interest and taxes to the best of their ability
while the Corporation is dealing with their
cases. It is the duty of the Corporation’s agents,
so far as possible, to prevent home-owner appli-
cants from discontinujng their payments on
their mortgage indebtedness. If it is discovered
that the home owner has unnecessarily or with-
out justification stopped payments on his mort-
gage indebtedness, such evidence shall be consid-
ered sufficient basis for ending further consid-
eration of any application. Such home-owner
applicant shall be so notified immediately in
writing, at the same time advising him to make
all possible payments to his morigagee or mort-
gagees. A copy or copies of this letter shall be
sent to the mortgagee or mortgagees. Any em-
ployee who in any way discourages a prospec-
tive borrower, an applicant, or a mortgagor from
keeping up his payments shall be subject to
summary dismissal.

II.—-GOVERNING DEPOSITS BY MEM-
BERS IN FEDERAL HOME LOAN
BANKS

The December issue of the Review car-
ried a resolution adopted by the Board on
November 13 establishing regulations un-
der which Federal Home Loan Banks
might accept deposits from their members.
On January 5, the Board amended this
resolution, to permit the banks to accept
demand deposits on certain conditions.
The amended resolution is given herewith:

Federal Home Loan Bank Review

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

2. In the acceptance of deposits, the right shall
be reserved by the banks to demand thirty (30)
days notice in writing of intention to withdraw
all or any part of the deposit, except as to de-
mand deposits which may be accepted as
follows.

3. Demand deposits, upon which no interest
shall be paid, may be accepted from members;
provided that such demand deposits shall be
promptly redeposited into a special checking ac-
count in the nearest Federal Reserve Bank.
Said special checking account shall be opened
in the name of the Federal Home Loan Bank,
and the funds deposited therein shall not be
withdrawn therefrom except for the purpose of
repaying demand deposits to members entitled
to receive the same,

4. Interest may be paid on other than demand
deposits subject to the following limitations:

a. If the deposit is withdrawn within thirty
(30) days, no interest may be paid thereon.

b. If the deposit is withdrawn after thirty
(30) days, but within ninety (90) days, the Fed-
eral Home Loan Banks may contract to pay in-
terest thereon at the rate of not exceeding 1 per
centum per annum.

¢. If the deposit is not withdrawn within
ninety (90) days, the Federal Home Loan Banks
may contract to pay interest thereon at the rate
of not exceeding 2 per centum per annum,

5. Funds received on deposits from members,
except demand deposits, 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 1 year upon such terms and con-
ditions as the Federal Home Loan Bank Board
may prescribe.
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