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CHAPTER I

FRACTICES IN THE FINANCING OF RESIDENTIAL
REAL ESTATE FROM 1920 to 1932

For more than a hundred years prior to 1925, morte
gage loans had proven to be one of the most stable and
dépendable revenue~produsing assets in partfblios of nany
investing 1natibutiona.1 In 1925, however, there began
8 glow rise in the rate of foreclosures of mortgage loans,
The stock market collapse came in 1929 and then the daluge.a
By 1932 the rate of foreclosure had assumed alarming pro-
portions, reaching a total of 248,700 and increasing to
252,400 in 1933.5

When the causes of foreclosures wers reviewed at the
Fresident's White House Conference on Home Puilding and
Home Ownership held December 2.5, 1931, it bocame apparent
that certein mortgage practices were responsible for a
large siare of the distress,

This conference gave its attention to numerous questions,

many of which can be clasasified under the headings of csuses

l. Home Mortmase ILendingz, p. 9.
2. Davies, rearl Janet, Heal Estate in Amoricon Hise

togg, Fe 172.
3. Savings and Home Financing Chart Book Ho« &, ps 30,




of the situation faced by the conferees, Under the heading
of causes, the following stood out: Terms of loans, cost
of obtaining loens, resiricted loane-value ratio, lack of
emortization, interest and tax delinquencies, leclk of eredit
analysis, lack of standards for quality of construction,
inefficient and unsystesatic appraisal practices, shorte
term funds invested in long-term mortgages, asnd wealk
nortgagors,.

A brief conslderation of some of these practices will
gorve to oclarify the study of present-dsy mortgage lending

practicen.

Torms of Loans

The 11fe or the torm of the loan varied accordlng o
the typejof ihstitutioﬁ, the regién, and the custon Qf‘thﬁ
parﬁiculafxlocaiity or of the apecific institution. Some
amortized 1oans‘of insurance‘companies and bullding end
loan aasociationg ren for as long as fiftéen years, The
usual ioan‘pericd for bullding and loan associstions varied
from about seven years to eleven and a half or twelve years,
the latter term In casos where regular monthly payments of
1 per cent a month were required during the 1life of the
léan, and cover both interest and complete retirement of
principal, On the other hand, many insurance companies
made their loans for perlods of three to five years,

cecasibnally without amortization, and some bullding




and loan associastions made amortized loans for shorter periods,
asuch as from three to five years, with only partial asmortizae
tion during the tarm.4

Loans by the mutuel savings benks, which were found mostly
in certain northeastern states, were in some cases simller to
those of for one year and are customarily renewed more or less
automatically. HMortgages made by banks of deposit ordinarily
ran not more than five years and frequently from one to three
yearas,

8econd mortgages ordinarily ren for shorter periocds, one

to three years being the commonest. They usually cerry heavy
amortization payments, often being retired in from one to
three years., In some localitles, second mortgages ran for
five years where the first mortgage, being held by a bank,
ran for from one to three years;s This ereated a handlcap
upon the home owner if the first mortgage was called at

maturity,

Cost of Obtaining Loans

The customary rate of interest renged ordinarily from
5 to 7 per cent, with 6 per cent as the prevalling standard,

but extended in certain areas up to 8 or 9 per cent.’ The

4, Gries, John Matthew and Ford, James (Editors),
Home Financing snd Tazation, pp. 19«20,

5. Loc, cit,

6. Toe, TIT,

7. UGrles and Ford,.gg: cit., pp. 15«16,




various state lews usually controlled the maximum interest
rate on first mortgages, although there were exceptions in
most atates in regard to building and loan socleties. A
typical first mortgage loan trenssction involved incidental
expenses of (a) commission or service charge, (b) title exanml-
nation, (c) recording fees, (d) plat of survey when not fure
nished by the borrower, In some instances, as with banks
investing their savings deposits and trust companies investing
trust funds, no commigsion was charged but there was a nominal
fee for appralaing and preparing the loan papers. In some
construction loans the borrower was required to furnish a
bond to guarentee completion,

On a typleal £3,000 residential loan, these charges
would amount to §35 to $50, exclusive of interest or come
mission, or spnroximately 1,5 per cent of the loman, ‘'here
a commission charge was made, this generslly ranged from 1
per cent to 3 per cent and usually included eppraisal fee and
all office charges. On loans running ten to fifteen years,
these charges were at the rete of one~fifth to one«third of
1l per cent per year.8

While the pfactice of making amortization loens for
long terms was growing, the fact remained that meny lending

institutions mede first mortgages for terms not execeeding

8. 1Ibid., p. 16,



three yeara. On the expiration of this term the borrower weas
required to repeat soms if not eall of these expenditures.
Practice varied widely on thils matter and renged all the way
from no renewal charge whatever to payments covering all the
initiel financing costs, including the full commission, The
revetition of these charges on the renewals on one to three
vear wortgeges added materially to the cost of home finencing
whereever this practice was followed,‘and was a factor of
which borrowers should have heen clearly asware., The borrower
in the final anelysis hsd to meke the decision as to whether
he wanted a long time amortized logn or a straight loan for
three years.g

Far more serious, however, was the problem of Jjunlor or
sceond mortzage finsncing costs. Due to the increased hazards
surrounding second mortgage loans, second mortzage money wes
not ordinarily availlable to home buyers at interest rates
permitted by law, and hence, second mertgage financing in
ordinary times generally involved discounting second mort
gages at rates ranging from 5 to 10 per cent per year, ¥hen
to the dlscount was added the various service charges cuse
tomary in making mortgage loans and a brokerage fee which
generally averaged higher on sscond mortgage loans than on

first mortgeges, the total initiml crarges for obteining a

D Looc, clt,



sccond mortaage loan for ono to three years ranged from
15 to 25 per cent, in nddition to annual interest, which
sometimes was pald on the full face value of an amortized

‘loan to maturity.lo

Restricted Losn-Valus Natio

Most lending institutions meinteined rigid restrictions
on tleratio of the amount of a mortgage loan to ths value
of the property offered as security., The most common ratio
was 50% or 60% of the appraised value of the property.
State laws slaoc restricted mortgage loan-value ratios to
about 60%.11

The inatabllity of real estate values iIn this country
resulted in low percentage loans in reletion to values,
Even normally low percentages wére further reduced in periods
of economic distress, so that refinancing became vory much
restricted when moat needed.le

Trese restrictions oftén prevented a borrower from
obtaining s bank loen in sufficient amount to meet hiq need,
thereby requiring supplementary financing for many real
estate owners, Thies took the form of short«term second and
third mortgages.la flefunding of these short«term obligations

wrs costly under the best of c¢circumstences, because of the

10. Ibldc, PPe 16"17, 28'

11" *bia.. pc 260 .

12. Wallgce, E. S.,, Law and Contemporary froblems,
"Home Finaneing)'V, (19583. n. 481,

13, Home Mortpage lending, op. cit., p. 10,




prevalence of heavy disecounts. Under clrcumstances
which represented less tlhan tie best, mortgagees,
fearing the future, pressed for liquidation of their

claims, precipitating numerous foreclosure action,

Lack of Amortization

Many lenders felt that the servicing of amortisod
loans entailed too much clerieal work, and they falled
to visualize the borrower's problem of liquidating his
obligation as he received bhis income, Thersfore, most
loans wers written without adequate smortization, and
often with no amortization at all¢15

The P'revalence of short-term primary financing in
gome sections of the country resulted in demands for
repayment when the mortgagor had very little chance of
success 1n refinancing with other lenders on mortgage
gsecurity. Because these shorteterm mortgages made no
proﬁision for amortization, the mortgagees had no steady
inflow of liguid funds which would have enabled them to
assist mortgegors..’ Unsatisfied demends for repayment

of matured mortgeges invited many foreclosures.

Interest and Tex Delinquencies

D s e S -

Common practice befoﬁe 1933 called for the rayment

of interest semi-annually; Therefore, if a borrower was

l4. Hoagland Henry E., Real Estate Finance, pe. 415,
15, Home Mor%zsme Landin ope cit., D 10,

e ———————— e

16, Tal¥c€, op, cit., p. 461,




in difficulty, thet fact came to the attentlon of the
lender only after interest had accrued for aix wmonths or
more, The lenders felled to keep unliform records of tax
payments on mortgaged properties, on many of which there
wore erreerages of two or more years' texecs, The average
losn teken over by the Home Owners' Loan Corporation was
two years in default on prinecipal eand Iinterest and three

years in default in taxes.lv

Lack of Proper Credit Anmlysis

Hany lending institutions pald little sttention to

enalyzing the financial burdens undertaken by & borrower,
Even though most mortzages did not provide for perlodic
payments of principal, interest and tax payments alone
often were so excesasive In relation %o the borrower!s
income that only a slight reduction in income was suffle
cient to cause defavlt, If demend were made for a reduce
tion of the principal at the time the loan fell due, this
added to the burden of the horrower, commonly when ho was
least able to moe$ such payment.le

The use of credit reporta to check aﬁ applicent's
past paying record was seldom required tefore 1933, That
15, moat lendera had their eyes focused meinly on the

securlty, The fallure of mortgege lenders to conslder

17. BHome Morteare lendinz, op. cit., p. 10
18. Ibid., . 1i. ’ e




'1mpoétaét‘alementa of credit analysias mecounted for nany

foreclosures which could have been avoided,

Lack of Stnndards for Suality of Construction

There was s lack of standards for quality of building
construction before 1933, Lendera did not ordinarily undere
take to tell ocontractors and owners what tyre of structures
to build.go Indeed, some of them had no yardstiek by which
to measure construction quality. They merely responded
favorably or unfavorably to the applications for loans,
-8ince the nature of the response to such applications was
conditioned, in part at leamst, by thelr enxiety to put to
work the surpluses of cash that they might have on hand,
Jerry=-bullders undoudbtedly received mores enecouragement and
support in times of surplus than in times of shortages,
Jerry-bullt structures always complicate renl estate markets
and make refinancing even more diffioult in times of economic

stress and tight money,

Inefficient and Unsystemntic Appraissl Practices
Inefficient and unsyatematioc appraisal practices, roe-

sulted in the unrealistic valuation of many real estate
parcels at the time mortgages were to be placed egainst
them.gl . Some loans wors actually 40 or 50 rer cent loans.
Otlers, labeled 40 or 650 per.cent_loana, were actually nearer

to 110 per cent loans because of excessive appraisala, MNany

20, Griaa and Ford, op. cit., pp. 33=34,
21. Ibid., p. 53 and “Wallace, op. cilt., p. 4682,




lenders had only vague ideas on the subject of appraisal
techniques. Thoy let some of their borrowers make appraisals
for them by shopping around for loans until they found the
highest bldders. Frequently the emount of the lomn was agreed
upon, and the appraisal wag adjusted to melke the loen fit the

announced 1and£ng poliey of t he mcrtgagee.ag

Short-Term Funds Invested in Long-Term Mortgaces

Short-term funds became frogZen in long-term mortgages
at times when the demand for the withdrawal of these funds
was greateat.ss In goneral, whetler & real estate mortgage
is written for a long or a short term, 1t 1s to be consid-

ered a frozen asset, espcclally long-term mortgesss,

Weanl: Mortzagors
Prior to 1933 many real estate parcels were held by

mortgagors who lacked the capacity to moet their obliga-
tions when thelr economle circumstances were disturbed,
even slightly diaturbed.a4 Like soms of thelir more
fortunate friends and acquaintances, they made an emo=
tional response to the sentimental appeesl for home omer-
ship, However, lacking the financial resources with

which to back up their emotiona, they fell an easy prey

to foreclosure action &8s soon a@s the economic road became
rough, Such foreclosures commonly flooded & market already
glutted with unwanted properties, intensified fluctuations

in all real estate values, and raised doubts In the minds

23. land cit R 415.
23, ?%ace dr cIte, pe 4
24, Loc, cit,

10~1.



of all property owners ahout the deslrgbility of investe

ments In real aatate.25

Problems of Home Purchagers

Before‘lgss there wers tﬁo problems ﬁhich stuclk
11ke thorns in the flesh of a great meny families trying
to finance threlr own homes. One wasz the high cost of
finencing a home, largslylthe rosult of rellance on second
mortgages‘(aften involving the peyment of bonuses as high
ag 15 to 20 percent), snd of righ interest cost vlus exe
cessive cervice charges and othrer fees.ae The other thorn
was the uvrncertsinty snd recurringAcriaes in the eredit
arrengements inherent in the then prevalent practice of
buying 2 home with n €irst mortgape written for one to
five vyears and carrying no definite »len for paying beck
the principal of the loan.

What usvally happoned was that the average family
want along, dbudgeting for the interest payments on tho
mortisage, subconsclously regzardine the mortange itaelf
as written for an indafinitae period, as if the lender
was never golng to want his monsy back but would Just bve
content to keap it out at intersat forevar. This impres-
slon, whichk the homeowner bullt up when things were moing
fine, . was strenzthened by the Taot that londers moﬁt

frequently 4id renew the mortgage over and over again

25, ILoc,. cit.
26. G‘I‘ies and FOrd’ OEQ cilt 2 Pe 28

12



13

whenever money was plentiful. They usually charged a fee
for this renewal which added to the high cost of financing,
but even this d4id not give the homeommers of {hat day a
clear notion of the resl dangers to their owm finenelsl
gtability presented by this procedure which became mopnie
fled in times of stress.

Such a timoe of astross ceme in 1629308 Many shorte
term mortgages came Lo maturity during a situvetion of
tight oredlt end, in mony casea, of no credit: The
borrowers had to be informed that they would have to
ray a lipgh fee to gef the mortgnges renewed or, in
innumerable instances, pey in full., Such a situastion,
of course, added to the seriousness of the homeowner's
cost as well as to the uncertalnty shadowing the entire
femlly.

7t111 mere serious was the homeowner's problem as
the busineszs cycle moved into the great depths of the
1030's. Very often the lender, the holder of the morte
rage, needed hls money in cosh, He 41d not wpent to renew
tko loan to the homeownmer no mettor how bigh the vremium
or rate of Interest. The femily which owed the money had
to look sround for a new lender: This, however, wns
often & frultless search because few then red money which
troy wanted to lend. The family whick couldn't find

anyone to teke it over had no elternetive to losing its
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nome, Hultiplying this siftustion by many thoussnds of
femilies resulted in the 248,700 foreclosurcs in 1657,

TABIE 1.
HUNBER OF NONPARM KREAL ESTATE FORFCLOSURRS

Yoor Foreclosures
1030 150,000
1931 193,800
1932 248,700
1933 252,400
1934 . 830,350
19358 - 228,713
1936 185,439
1937 161,366
1938 118,357
1939 : 100,410
1940 75,5586
1941 58,589
1942 41,997
1943 25,281
1944 17,153
1945 12,706
1946 10,453
1047 10,559
1948 13,052
1949 17,635
1950 21,537
1951 : 18,141
1952 18,1385
19583 - 81,473
1954 26,211
1958 28,529
1968 ' 30,963
195% 34,204
1058 : 42,367
1959 44,075
1960 51,383

Source: 3Savings and Home Finaneing Chert Book, 1961, No,. 6.



CHAFTER II

DEVEIOPMENTS IN TEE PINANCING OF RESIDENTIAL
REAL ESTATE 19301934

Herbert Hoover waos the first PFresldent of the Unlted
States to gilve serious sttentlon to the importance of
housing conditions to the general welfare and responsie
bility of the government and to take an active pert in
promoting good housing.1 #With the real estate buslness in
the doldrums and getting worse day by days with increasingly
large numberas of home owners facing the threat of fore
closure by mortgagees who were hard pressed to find the
means of liquidating the claims of those whose funda
they held for investment; and with the whole structure of
home mortgage financing ebout to collapse: President
Hoover called a conferonce on home finence and home
ownership to meet in Washington, D. C., on December 25,
1931, This conference, which was attended by more than
3,700 experts in various mspescts of housing and represente-
tives of the construction industry, was the federal

2
Government's major point of entry into housing,

l. The FP.H.A, Story in Summary, compiled by the
O0ffice of rublic Information, Federal Housing Administra-
tion, (Yashingtont Government Printing Office, 1959), p. 1.

2, Loc, cit,

17
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Proaldent Hoover'ts orenine address at the ovening meeting
of this conference on hemo bulldine and home owneralip expresses
sn many principles which hkave served as the basls of guch sub=-
nequent leplaslation in the ereas of housing and finence that
1t 15 reproduced in full Iin Appendix A,

The kewnots of tha eonference, as expreesed by Uresident
Hoover, 1s that it should be possible Iin our country for snybody
of sound character and industrious babits_to provide himself
wlth adequate housing and preferably to buy his own Yome.3 I¢
w111 be noted also that wmuch emphasis was plerced upon individual
rooponsibility for home ownership. FHomes rather than housing
dominsted the thinlking of those who pianned tkis conference.

'hile the conference was called st the insistence of
repronentatives of the roel estate business and those in-
terested in real cstate finence, it Included other groups
a5 well, Dlstressed home owners were not represenisd as such
becauge there appeared to be no way to select compobent repe
resentatives of the groupe. The confersnce wes arranicd by a
plamming committeec under the joint chailmanshlp of the Secrew
tary of Commerce and the Secretary of the Interlor. 43 early
as fugust, 1930, thls committes started planning the scope
ana objectives of the conference.

Among the diverse interest represented were real

estate, real estate finance, cilty planning, buildina,

.

3., Address of Freaident Hoover at opening meeting of
the Fresldent's Conferance on Homes Pulldinz and Eome Cwnepr=
ship, Yeshington, D. C,, Wednesday, December 2, 1931,



3.

construction, education, social work, and government,
The members of the conference were divided into thirtye
one comnitiees covering nrsetically all aubjects cone

corned with home ownershiy.é

Home Loan Bank‘Act

Feecommendation for Ieglsletion: As one reéult of the
Hoover conference, the President made formsl recommendations
to Goﬁgress in Decenmber of 1931 end agein In January, 1932,
along the lines of setiing up a system of btanks in the home=
financing field compavrable to thke Pederal Hegerve System,
which serves the needs of the commercial f{inenclal instie
tutions of tlre country. The proposed leglaslation was
intended to serve both es & recovery measure and no a
reform program for the future.5

Proloﬁged kearings developsd three divergent points
of view sbout tle proposed legislation.s Tre reel estate
groups, which kad been primarily responsible for the orie
ginel Hoover conference, contended for & mortrage dise
count sgystem which would ensble mortgage holders to aecquire
liquidity wkhen negded by selling mortgeges tn proposed
national mortgege banks, Tre commerciel bénks were not
convinced of the need for eny new legislstion and opposed
the passage of eny new bills, looking toward s new credit

system in tte hbma-financing field, The savings end loan

4. Hoagland, Eenry E,, Real Estate Finance, p. 414.

5. The Federsl Home Loan Bank System, published by
‘the Federal Home Loan Panks, p. 23.

6. lLoc. cit.
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lenders workqd for a credit resarve system instead of a
mortzage discount program, With some support from insure
ance companies and otliors, thre credit reserve principle
finally prevelled, resulting in the passage of the Home

Loan Bank Act of July <, 1932.7

Home Loan Eank Act of July 22, 1852

Home Loan Bank Beards The adminlstration of the
Home Loan Dank Act was entrusted to s bipartisan £1vom
man board appolnted by tle President with the consent
of the Senate. The overlapping terms of the board mene
bera were for alx years.

The five~-man board was abolished during dorld wVar IT
under the war powers of the ¥Fresident. 1t was superseded
by & sinzle cormissioner in the person of the former chalire
mene. In 1948 a board of three members with foureyear
terms succesded the commisslionershlp by executive order
of the Preaident.8 Since this action had tle tacit approval
of the Senate, 1t thoreby acquired the effect of law,

Tre agency recelvsd no appropriated funds from the
Government, Although there are no tax dollars Involved,
the Board's budgaﬁ 1s reviewed and approved by the Bureau

9
of thke Budget., 1In addition, the Board's expenses aro

7. Public Yo, 304, 728 Congreas (Federel Home Iocan

Bank Aet) apvroved July 22, 1922: The following discuse

slon 1e based primarily on thia Act therefore, only

references to complimentary material will be footnoted kersafter.
8. Homgland, op. cit., p. 414,
9. Fifth Annual Penort of tre Federal Home Loan PBank

Board, July 1, 1936-June 30, 1037, Pe e 20,




subjeot to an annuel limitation set by Congress, These
expenses are paid from funds derived from agzessments
made on the TPederal Eéme Loan Banks, the Federal Savings
snd Logn Insurance Corporationlo and tle Board'c Division

of Examination.ll

Funetions of the Tederel lome Loan EBank Roard

The‘work of the Federal Home Loan Bank DBoard embraces
four geparate activitles, the maln purpose of whieh 13 to
giva greater security to peorle of small or moderate means
in ttre ownerahip of thelr homes, and in the investmont of
their savinge., It toucles directly or Indirectly every
urban home owner and evory indlvidual whose savings are
invested dlrsectly or indirectly in home mortgage loans
of in home-financing Institutions,

Tre original purpose of the Board wes to supervige
the Opération of the Federal Home Loan Bank System which
was created‘July 22, 1832, to serve ;s s central credit
agency for private home~{inancing 1nst1tutions.12

Op Junas 13, 1933, tho responsiblliﬁtes of tho Fodersl
Home ILoan Bank Board were Increased by the HMome Owners!
ILoan Act of 1933, This set ereated tle Home Ownerst Loan
Corporation snd appointed the members of the Federal Home

3
Ioan Bank Roard as 1ts directors}'

10. Tublic No, 472, 732 Congress, Natlonal housing
Mct, sprroved June 27, 1034 Title IV, Sec. 404n,

11, Fifth Annual | eport, gg;_cit., Pr. 20, 28,

12, Tkird Annuel Deport of tle Federal Home Losn Bank
Board, Jenuary 1 throush June 50, 1935, D. 5.
S i?.) Public No. 43, 74d Congress, Home Owners! Loan Act,
acC « B /e
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Tre major purpogse of the Home Owners' Loan Corperstion
was to Tinance the mortgeases of urban home owmers in actual
danzer of losing thelr homes througr feoreclosure, and thus

enable them to save trslir hows propertiss by assuming more

liberal loans.
The Home Owners' Toan Act of 1233 also suthorized ths
Board "to provide for the organizatlon, incorporation,
- examinatlion, operation, rmd reguletion of sssocintions
to be known as Federal savings and loan essscilations,
and to issue crarters therefor, glving primery conside
eration to tre best practices of local mutual thrift and
home financing institutlons In the United Sbatea."ls
In order to extend the heneflits contemplated by the
act to exlating State-chartered Instituvtlions, the ect
furtter provides that "any member of g Federal homewloan
bank may convert 1tself into a Federsl saving and loan
asgocintion.....,subjoct to such rules and resmlations
as tre Board may prescribe,”®
On Jure 27, 1934 under Title IV of the Nationsl
Houging 2ct the Congress created the Federel Sevinrs

and Loan Inaurance Corporation, to be governnd hy &

board of trustees identical in membership with the

J4, Third Annuel) Senort, op. ctt., p. S.
15, Home Owners' lLoan Act, Sec. 5(a).
16. Ibid., Soc. S5(1),
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Poderal Home Loen Bank Board.,)” The Insurence Corporne
tion wes created by Congress to restore snd strengthen
the confidonce of the publlc institublones of the sevings
and loan type thiroughout the iation through lusurance of
their accounts.l

Generally the basic functions of tle Board, at
present, are to establlish policles, issue regulations
and supervise the operations of Home Loan Banks Systen,
the Federal favings and Ioan System, the Federal Savings
and Loan Insurance_corporation. More specifilcally, the‘
board ras the job of i1asuing consolidated oblipgations |
from time to time which become the jJoint end seversl
obligations of tre elsven Federal Home loan Banks. Tbé
declsion as to the amount of an issve of consolidated
obligations anad tré rate of interest to be pald trereon
13 made by thre Board sfter due consultation with the
Department of Treasury and the oypen market committes of
the Federal Reserve System,

The charters of Federanl Savings and Ioan Assoclae
tions and‘the licenses for such aszociations to establish
branch facilities are l1ssued by the Board, The Moard
reviews applications for conversion from stats to Federal
charter and passes on applicationa for membership in the

Fedoral Home Loan Bank System and tlre Federal Savingas

17. 1Ibid., Sec., 5(a),
18, Fifth Annual Peport, p. 45.




and Loan Insurance Corporation.lg

Responsibllity rests
with the Board for the oxanmination and supervizion of

all Federal Associntions, os well as Fxeminations oltler

independently or jointly with state suthoritles, of state-

chartered associations which ere insured by the Fedeoral

.
Savings and Loen Insurance Corporation.ao

Federal Home Yoen Banl System

Frior to 1932 numerous rrivate financiael institue
tions were developed in tre United States to meet the
demand for facilities in which tte public eoculd aafely
accumulate 1ts savinzgs and from which 1t could obtein
loans for bullding or purchasing homes, Trese institue
tions red to rely almost entirely on thelr own resources
to mateh local demands for mortmase funde witlh loenl
supplles of savinga. Thkey had no access to a dependable
gource of credit when suprlementery funds were needed to
meet unanticipsted withdrawals of savings or seasonal
and otlrer fluctuations in demand for home m&rhgage loans,

%1th the enactment of the Home Ioan Act, which
established thre Federal Home lLoan Bank system, snvings
and loan 1nstitutions were piven an oprortunity for tlre
first time to beocome members of a nationwide financial

system capable of pooling their resources and drawing

=4
[
[ 4
[

19, lonal Houslng Act, Title IV, Sec., 406(a).
20, Ibid., Title 1V, Sec. 40%(b).
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funds frem the general capitel market.el By so strengthe
ening the structure of the home-finencing induetry, the
Federal Home Loan Bank system was to reach intc every
area and locality in which its members operate and ita
benefits were to extend to millions of savers and home
ormers served by member institutions. Thua wes bhorn the
Home Loan Bank System which consists of three parts: (1)
The Federsl Home Loan Pank Doard (2) The eleven Home lLogn
Banks end (3) the member institutions. The Home Loan Bank
system lres as 1ts major objective the provision of liquidie
ty for its member 1nsh1tutions.22

Tre erestion of the Federsl Home Loan Bank Syesten was
the first major ection of the Federal Government to imrrove
end strengthen the home~financing facilities that were
provided by savings institutions, and to modernize tle
methods of mortgage lending for the building and purchase
of hcmes.z5

Created in tle depths of thre depression end in an
era of sweeping finsncial ehenges, the Federal Home Loan
Bank System ras mssumed a permanent place in tlre

credit structure of the nation, Described

2, %1lltama, Jeseph J., Tho FPoderal Home lLoan Bank
Board, Its Organization and Operstions, (A speech glven at
the 55th National Convontion of the fAmerican Title Assn.,
Minneapolis, Minnesota, October 19, 1961, 10:00 A.X,)

22, Ihird Annual Report, p, 5.

23. Savings snd loon Fact Book 1961, compiled by
Dr, Don M, Dailey, pe. 100,




very briefly, the System consists of the Home Loen Bank
Board, eleven Tederal Iiome Lomn Banka, and an of 1960
4,716 affilintad institutlons fof which the banks provide
reserve banking facilities. Those member institulona are
chilefly savings and logn associations but include aloo a
number of gavings benks snd Iinsurance compeniesn. Although
the Federal Home Loan Banks were established in 1932 the
wmember institutions have a kistory dating back to the

early 1800's,

Momhershin

The Home Loan Bank Systom has both compulsory end
voluntary menmbership. 211 fedoral savings and loan n8sO-
ciations are required to he momhers, As for giate~chartered
savings end losn asgociations (the term ineludes building
nasociations, cooperative banks, bullding snd loan associge
tions and homestend sasceiastions, life Iinsurance componies,
and savings banks), these are eligible for membership on a
voluntary basis if their spplications are approved by the
Home Loen Bank Board. There has been & nteedy and pube
atential gain In the number of associatlions in the Federal
Home Loan Bank Sysiem. Of all state clartered institutlons,
for which membership is optionel, 64% are members of the
system as of 1980, Tre wide base of memborshlp i rovealed
In tlte fact that of nll associations, federal and state

together, 75% are membera.zé

24, Ibld., p. 105,




TABIE 2 SAVINGS AND IOAN ASSOCIATION MENRERS OF 71%
FEDERAL BOMI IOAN BANX SYSTEM
Tnavred by FSLIC Sther

Yagr vode *ullv 538850 Statom

(Pec. 31) Crartereqd Chartered Chartered Total
1935 0Q7 125 2,343 3,455
1940 1,437 836 1,551 3,824
1945 1,467 1,004 1,187 3,658
1946 1,471 1,021 1,169 3,661
1947 1,478 1,054 1,158 3,670
1948 1,485 1,127 1,121 3,733
1949 1,508 1,544 1,070 3,822
1950 1,526 1,332 1,086 3,894
1951 1,549 1,470 831 3,950
1952 1,581 1,521 853 4,028
1982 1,604 1,700 804 4,108
1954 1,640 1,703 776 4,209
1955 1,883 1,881 7E3 4,507
1956 1,739 1,927 752 2,398
1957 1,772 2,000 703 4,475
1958 1,004 2,077 662 4,547
1959 1,841 2,138 629 4, 599
1960 1,873 2,225 506 4,694

Source: Federal Home Loan Bank Doard.
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To be eligible for membership an institution must dbe
duly organized under ths laws of a state or of the Unilted
States. It must also meke long-term logns. In addition
the inatitution must be found by the Federal Home Loan Bank
Board to be in sound financlal condition and the character
of its‘management and ${ts home«financing policy must be
conasisgtent with sound and economical financing.

Members of the Bank system have accounted for a large
and Iincreasing share of the public's savings in financlal
institutione, The members of the system have alsc suppllied
e large end growing share of the funds made aveilable for
home financing by all types of lenders. Savings reld by
the syatem's members at the end of 1960 exceeded sixty
billion dollars, or 257 of the sevings held by all savings
and loan associations, commercial and savings banks, life
insurance companies, ¢rodit unions, snd the Yostal Savings
Syatem.as

Mortgage loans held by member institutions et the
close of 1960 totaled more than fifty-eipght blllion
dollars, or nearly twoe{ifths of the eggregate amount
of home mortgages outstanding. At the close of 1960
there were a total of 4,716 member institutions with assets
of approximately $69,945,000,000 (4,694 savings and lcan
assoclatlons with assets of $69,525,000,000, 22 mutual

25. The Federal liomo Loan Bank System, p. 3.
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savings banks with assets of 420 milllon, and no insure
ance companies).es Thus bthe membership repressnts a
highly significant segment of the nation's financisl
system and the member institutions serve the public

directly in locel comaunities througlout the country.

c4




TABIE 3.

THE FEDERAL POYE INAW BANT

SYSTEM

Number and 4sscts ($ Millions)

Source: The Fcdernl Fome Loan

Bank Syaten

1940 11945 1950 1955 1960
All ¥ember Instliutions 3,864 3,697 3,230 4,336 4,716
issets £5,035 é“.sx,.'?ss ‘*‘16, 45 6,'725 69,945
Savinzg and Loaﬁ

Associations 3,824 3,658 3,824 4,307 4,694
£4,417 .,,v 706 <‘15 516 *‘“’:G 147 $£69 525,
Federally chortered 1,437 1,467 1,526 1,685 1,37
21,871 x,s 923 ¢ 8,457 feo,ous %38,511

State chertersd:
Insured by FSLIC 840 1 004 1,332 1 861 2,226
£1,086 218 ¢ 5,224 £14, 153 128,919

ot fnsured by
FSLIC 1,547 1,187 1,038 . 763 59€
$1.490 £1.565 ¢ 1,335 $ 1,949 ¢ 2,085
Savings Fanks 11 25 29 £6 22
¢ 212 ¢ 594 ¢ 640 £ 550 % 420
Insurance ‘omrenies 29 14 ‘ 7 3 o
$ 408 $ 455 $ 89 ¢ 28 -

ge
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Federal Home Loan Benks

The law provides tiat the Home Loan Bank Board should
establish not less than eight nor more than twelve ree
gional banks. At present there are eleven Federal Home
Loan Banks which are financiasl institutions created under
the Federal Home Loan Bank Act, each operating in a geo=
graphical district designated by the Board end togéther
covering ell the United States, Puerto Rico, the Virgin
Islands and Guam,

The areas served by each of the 1l banks are shown
below:

Federal Home Loan Bank of Boston

New Hempshire, Connecticut, Maine, lMassachusetts,

Rhode Island, Vermont

Federal Home Loan Bank of New York
New Jersey, lHew York, Puerto Rico, Virgin Islands

Federal Home Loan Bank of Pittsburgh
Delaware, Pennsylvania, West Virginia

Federal Home Loan Bank of Greensboro
Alabsma, District of Columbia, Florida, Georgle,
Yaryland, North Carolina, South Carolina, Virginia

Federal Home Loan Bank of Cinecinnati
Kentuocky, Q0kio, Tennessee

Federal Home Loen Bank of Indianapolis
Indiana, Michigen

Federal Home Loan DBank of Chicago
Illinols, Wisconsin

Federal Home Loan Bank of Des Moines
Iowa, Minnesota, Missourli, North Dakota, South Dakota

Federal Home Loan Bank of Little Rock
Arkansas, Loulsiana, Mississippl, New Mexico, Texes




Federal Home loan Bank of Topeka
Colorado, Kansas, Nebraska, Oklahoma

Federal Home Loan Bank of San Francisco
Alaska, Arizona, California, Hawali, Idado,
Montena, Neveda, Oregon, Utah, Washington,
Wyoming, CGuem27
The Banks are corporations established by the Federal
Government, but their capital stock is owned entirely by
their members. The affairs of each bank are conducted by
a Board of Directors, the members of which are drawmmfrom
the distriect in which the Benks operate, subject to tie
general rules, policiles and supervision of the Federal
Home Loan Bank Board. (These areas of the bank's operae

tions are discussed more fully under the separate headings.)

-ggpita;_gg Home Loan Banks

The law provides that each member of a Home Loan Bank
must purchase stock equivalent to 1 per cent of the une
paid principal of éhe home loans held in 1its portfolio,

28 Eaoch bank was required

or £1,500, whichever was grester,
to have a total capital of not less than $5 million. Any
amounts needed by a bank over and sbove the amounts oone
tributed by the members could be invested by the United
States Treasury at the call of the Home Loan Bank Board.
The maximum investment of the Treasury in all Home Loan

Banks was limited to £125 million, At the outset most

27. Ibido' Pe Te

28, Public lLaw Ho. 576, 8lst Congress, epproved
June 27, 1950, sec. 2, changed this to 2 per cent and
not less than $500,
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of the capital was owned by the Treasury.>? In order to
make sure of getting the entire smount due from the
Treasury, the Home Loan Fank Board bullt the capital

of the reglonal banks rapidly from this source until it
was practlioally exhausted, regardless of the amounts
invested by the members,

lLater it appeared advantageoué for the membera to own
the stock of trese banks, The 1 per ocent of home loans
statéd above as the basis for stock purchase by the mem=
bvers was interpreted to be & minimum, and members ﬁere
encouraged to purchase additional amounts. Also, some
members purclased epdditional amounts of stock to increase
their borrowing capacity at these benks, since thias was
limited to twelve times the smount of stock ownad by them,
A rart of the contributions made by members was used to
redeem the stock owned by the Treasury.

In June, 1950, the second gession of the Lightyefirst
Congress amended the Home Loan Bank Act by requilring that,
withkin one year after the enactment of the amendment, each
member of a Home Loan Bank should acquire and maintain
e atockholding of not less than 2 per cent of its home
mortgage 1oans?o At the end of the year each bank was to
retire at par an amount of stock reld by the Treasury of
the ﬁnited-stateé egual to the amount of 1its stock held

20, ZThe Tedoral Esmg Loan Bank Systen, oz, ¢’%,.,, n. 30,

30. Tublic Law N0s 570, Ofs Cltsp 5€Ce Ca
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by its members In excess of 1 per cent of their home
mortgage loans, Ahnually trereafter it was to retire
Treasury~owned stock equrl to one half of the net ine
cresse in member~nwned stock since the last previous
retirement, Suoch retirement of Treasury-owned stoclt was
subject to the limitatlion that 1t should not operate to
reduce the aggregate capltal stock, reserves, surplus,
and .undivided profits of the Home Loan Banks below $200
. million. All stock of all Home Loan Banks has been owned
by their members since July 2, 1951, As of ttre end of
1960, member-owned stock smounted to $989,315,000 or 31

per cent of the aggregate funds of thre banks.sl

Otter Sources of Funds

In addition to the ceplital of the Home Loan Banks,
other sources of funds consist of consolidated debentures
and depéaits of members,

Consolidated debentures which are sold in the open
market by the Home Loan Bank Board as they are needed, with
the proceeds distributed among the various reglonal banks
on the basis of threir probable loan demends, Trese dehene
tures carry such maturity as best seems to meet the nceds
of the system. Interest rates reflect the cost of money

for that type of paper at the time the debentures are

31, The Federal Home Loan Bank System, p. 30.




lasued. By the sale of trese debentures, the woubor ine
gtitutions have acccsn to the caplial morkebs of the country.
Thig reprazents an abrupt elange fron tle srevelling depene
Aenco upon local funds tint were ohinined belfoere Shis benik
syoten was started. A% the end of 1960 detenturos outstanding
enounted to $1,266,205,000 wrich conmprised 40 jercent of the
total of the three main cources of FHIR funds, This amount
vas equel to 38.27 of tle system's £3,315,700,108 totel pasets.o2
To facllitate the dAlgtribution of thege Adebentures the
Fomen Loan Bank Board maintaing & New York officz heesded by
a flscal agent. BHis function 18 to keep in touch with
dealers who serve as wholesale purchuegers of these debentures
hroughout the country, In addition to thelr npen-mnrlet
distribution, trese dsbontures can be g0ld on ghort rnoticewew
ten days if necessarye--through & private offering to selected
dealers., Thress are usually for shorter terms thon those
offered in the open maviet,
Depoaits of members who have exceag funde somotimes
add to the funds aveilable to other rmembers. Denand
depoaits pay no return to their owners. Interest rates
on time deponsits vary with the length of time and with
the needs of tre banks. Recently a new pettern using a
definlte mnturlty certificate of deposit has been inbtroe
fuced Into the system. ‘Under tte troory of system oncrae

tions, it 15 expected tret excess deposits in one bank can

52. Ibid-. po 340




be borrowed by enotlar bank in the system. Until 1945

member deposits were not very significant &n amount. At
the end of 1952 they totaled £419 million and at the year
end 1960 deposits were £939,010,000 or 29 por coent of the
total of the three main sources of Federal Home Loan Bank

funds,
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TABIE 4., CAPITAL STOCK, MEMBER DEPOSITS AND OBLIGATIORS,
FEOEDAT, B0 TOAY DANRE
{In Thounnnds of Dollera)

Source:

FPederal llome Loan Bank Board

I"HL3 Stoek PHLY Stock Jeposlts VELD

Year Ovmed by (Fully raid) of Oblligations
(Dec, 31) Government 0wned by lticmbers lembexrsg Outgtendlng

19356 ¢ 04,196 § 24,47) & 4,083 £ Wone
1936 137,869 28,516 12,7406 Hone
1037 104,741 TL,854 12,568 77,700
1038 124,741 37,971 21,900 90, 000
1039 194,741 £0,970 29,617 48,500
1240 124,74] 44,541 26,921 90,500
1941 124,741 45,815 29,826 90,500
1942 124,741 51,705 25,456 69,500
1542 124,741 57,577 25,504 64,300
1044 124,741 60,005 23,744 66,500
1945 124,510 THL,808 45,697 68,500
1046 128,651 ©5,825 73,543 169, 000
1647 122,872 102,073 87,855 261,700
1248 119,791 123,257 133,355 41€,500
1049 55,818 36,230 267,112 206,500
1250 56,022 182,547 224,037 561,000
19561 None 290,652 261,2E6 529,500
1c82 jR{H ! J1E5,40% 412,661 448,550
1753 None 36, E24 557,446 413,500
1954 None 457,504 807,009 273,000
1955 Hono 515,517 657,453 978, 000
1956 None 6C7,120 685,665 962,500
1557 Nons 685,307 65,270 825, 000
1958 None 768,627 818,847 714,235
1959 ¥one 865,509 589,807 1,773,660
1960 None 989,315 939,010 1,266,265

(34
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Rackatop Heeded

As stated in the preceding section, the gale of Home
Loan Bank debentures ives the members of these banks ace
cess to the capital markets of the country. This is predl-
cated upon the assumption that the merket will absorb
whatever debentures are offered to it. To date the deben=
turea which have beon offered have been readlly purchased.33
But tre reel test of strength of a debenturs market will
oceur in a period of uncertainty and tight money. This will
alpo be a perlod in which the largest volume of debentures
will be offered to the market, becguse the demand for advances
by tle members of the FHome Loen Bank Syatem will be greatest
at that time, W1ll the open market absorb the reguired
amount of debentures st reasonable cost to the i1ssuers?
Nobody knows.

Congress has granted to commercisl banks ample protecs
tion by authorizing varlous government agencies concerned
with commercial bank operation to take whatever steps may
be neceasary to provide liguidity as needed, Those best
acquainted with thre problems involved and sympathetie to
the types of institutions which are members of the Home
Loan Benk System had for yoars urged Congress to prbvide

& comparable backstop for the detenturss issued by thls

syﬂtem .

330 Ibi'}o’ p. 33.




Tre opposition to such a law was strong. Until the
second session of tre Lighty-first Congress, thiscpposition
was successful in preventing the passage of the necessary
legislation. In June, 1950, Congress finally provided
that the Secretary of the Treasury at hils discretion may
purchese from time to time up to 1 blllion of obligations
of the Home Loan Bank System.34 Each purchase "shall be
upon such terms end conditions as to yield a return at a
rete determined by the Seeretary of the Treasury, taking
into consideration the current average rnte on outstanding
marketable obligations of the United Statos as of the last
day of the month preceding the making of such purchaae ,"5°
The Secretary 1s also authorized to sell such obligations
of thls nature ss he may purchass, at such prices as he
ahall determine.

Tre tzrm "backatop" is intended to deseribe the

diserotion now resting with the Secretary nf the Treasury

in the purchnge of obligations of the Home Loan Bank System,

-I¢t 48 not expected that heo willl exeroise this dlsoretion
8o long es tlrere is avallable an open market for auch obe
1li1gationa. It 1s3 only in times of emerzoncy, when the
market 1s no longer opon, that tre Treasury will be ealled

upon to purchase such ohlizations. Such a backston is

340 PUblic Law ?-"3’0. 578 -
s5. poolle la s Ops cit., sec, 4(1).
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needed not alone in the interests of the members of the

Home Loan Bank System but in the interests of our whole

cconomy as well,

Liguldity Reguiremants
As a part of the atrategy in securing the enaetment

of legislation providing for the baokstop juat deseribed,
the same law included aprovision that has not been quzte
so palatable to operators cf savings and loan aassocilations.
It 1s recognized that the backstop of Treasury purchases
of Home Loen Bank obligations would be needed to ﬁfa#idé
~ liquidity for bank members in a time of orisis. In order
to force such members to pfbvide some ofltheiﬁ ovm iié |
quidity, the Congress gave the Home Loan Banlc Boarﬁ the
responsibility for requiring members of the syatem to
maintain~-~in cash and government bondge-not less than 4
nor moro than B8 per cent of each member! s obligatiana on
withdrawable accounts.sa | |

In making the above requiremenﬁ operatlve, the Hame
Loen Bank Board 1s authorized to pass regulations pra~
seribing different amounts, within the above limita, for
different classes of member institutions. Such classie
fication of mombers may be according to "type of insb1~‘

tution, size, location, rate of withdrawals, or such

36. Ibild., see, 5(a).



other basis or bogses of differentiantion as the Board mey
deem to be reasonadbly necessary or appropriate."svv
fhenever a member frlls to measure up to the l1liguidity
 demanded for 1ts elass of institution, 1t may not make or
pﬁrchaée any losn. Falluro to comply with this ligquidity
requirement shall constitute grounds for removal of the‘

~ member from the Home Loan Dank System. Thls provision |

. of the law became effective six months after 1ts @nacﬁu

ment.

Bank ¥enagement
Each Home Loan Bank 1s separately incorporated, with

i1ts own stock outstanding. It is managed by a board of
directors of twelve members.58 Four are appointed by the
Home Loan Benk PBoard aé publie interest directors. 4s @&
general rule these members are nbt direetly connccted with

tre home-financing businesas. The other eight directors

are cleotad by the memhers of the bank, two in cach of three

8ize classifications of members end two at largé. In
determining eligibility for mehbefship,.the Bore Loan
Bank Bosrd hes gilven attention to geographlcal distribue
tion. For exemple, where e regionél bank serves several

atates, each state 1g given representation on the board

7. Ioec. c3t.

8. Vederal Homa 1nan Bank System, op. oit 7643
ghe one.gxcegﬁion to thls rule 18 Efﬁ iéderé Home Egan *
Lank of San Frencisco which tas nineteen directors, aix

rublic interest directors a ;
elected, rg appointed eand thirteen directors
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of directors, even though a preponderance of members and
assets 1s concentrated in ono of the states, The chalre
mon and viece-chairman are sppointed by tho Home ILuan
Bank Board. The formor is usvally a public inbterest
director, and the latter is usually an eléctea‘meﬁber.

Tte appointment of bank ofricersvend the determie
nation of their sslaries are first passed upon by the
board of directora. This action 1s then subject to
review by the Home loan Bank Board, whose decision is
final.

Fach bank 1s expocted to earn its own expensges, add
to its reserves, and pay & roturn on its stock subjoct
~ to the amount of servicos 1t renders 1ts members, Inw-
~cluded in such expenges 43 each bank's pro reta gharo
of the part of the Homs Loan Eank Roard's operating
expeﬁsea that ars properly chargesble againat the row
gional banks. Assessmonts for this purpose are usually
made semlennually in advanée, but ﬁay be made at other
times Af neceassary.

Within broad limits set by tre Home Toen Bank Board
the directors of each bank orarate it according &o tholp
ovm best judgment., Far exnmple, the board may decree trat
tle rate of interest on long~tern advances to membera
shall not be leass than = per cent nor more than y pér
cent, The exact rate within these 1limits 1s then fixed
by the board of each bank, The Home Loan Banlt Soard
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establishes the broad pattern of lending operabtions. The
bank managewment pasges upon each application Cor an advance

to a momber to make sure tlat it conforms to this pattern.

Advances to Members |

Ag élready émphaeizea, tre ms jor purpose in eateblishing
tte Home Loan Eehk System was to give 1ts members accésa to
capital markets brosder than the localities in which threy
operated. Any member mey secure sdvences from hls Home
Loan Renk for any legitimate purpose, If a member nesads
funds to meet the requirements of withdrawsl demands fronm
ite members, it may esll upon its Home lLoen Bank fof em
advence. TIf its oprortunities to mske morteere Ioans
exceed its avallable cash, 1t mey obtaln aimiler/advaﬁces.
Even 1f a member merely wisles to make a better ghowing of
liquidity for windowedressing purposee,lit may look to the
same source for the oash it needs,

Advances to any member are limited to twelve times
- the amount of the bank's stock owned by such member and
to 50 per cent of the unpaid principal balance of the home
loans held 1in its portfolio or 50 per cent of a member's
liability for shares and deposits. None of the banks in
the system encourage any of their members to exhsust their
meximum capacity to obtain sdvances. To do so might place

the member in an embarrassing position should 1t be unable
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to ohtain advances in case of emergency. Advances uay
be granted for a short perlod of tlme without security.
 Long-torm advences arc usually collateralized and are

- also amortizod. Tntersst rates vary with the length of

" tre loan poriod and with the astate of the caplital markst.

_ Types and Terms of Advances

Because Federal Home Loan Bank advances may serve
a2 member of different purposes, and in order to tatilor
this type of credit to the varying needs and preferences
of member institutions, several types of advences aro
authorized., Advances may bezsg

1. S8hort term {maximum maturity of 12 montha) or
long term {msrimum maturlty of .10 yesrs),

2. BSocured by specific collsteral or unsocurod,
excopt that the Federal Home Loan Bank in any event holds
a lien against the Bank astock owned by the borrowing
member.

3« Amortized or unamortized. Those to members
for thirty days or lesas nocd not be colleternlized or
amortlzed, Advances up to one yoar noed nok be amorﬁized.

If made to members whose credltor oblizations 4o not

exceed § per cent of thair net asacts, they need not be

49, Federal Home Lonn Bank Svstem, pn. 50-51,



50

’collateralized. All sdvances of more than one year but

not in excess of ten yenrs must be both collateralized

and amortized, Usually the larger portlon of Federal

Home Loan Nank advsnces i3 secured by speciflc collateral.
At the end of 1960 (for example) 66 per cent of the amount
of outstanding advances was collateraltzed, The sacurity
baeking the £1,308 million in secured advances had a face
value in excess of £3,2 billion, consisting for the most
part of home mortgages with an unpaid balance of neariy
¢3.blllion. The collatersl velue which the banks aszigned

¥
to thls security totaled more than &2 billion.‘o

40; !bid.’ ppo 53"54.



TABIE 5. FHLB IFNDITIC NFERATYONS, 1033.1960
(In ¥illions of Dollars)

Balance Humber of
‘Total Total Jutstanding Borrowers

Year Ldvances Henayments at Year End At Year Ind
1923 £  90.0 ¢ 5.5 * 85,5 ————
1954 58,7 _ 575 86,6 1,769
1938 53%,.1 43 O ' 102,7 - 2,192
1946 03.2 50.7 145.2 2,483
1937 105,28 68,4 200.0 2,707
1038 01.9 831 198.8 2,607
1939 Q4.7 112,.3 181.3 . 2,339
1940 154.2 114 ,0 201.5 2,262
1941 157,.6 130 ,.6 2190.4 2,087
1042 53,5 1897 129,2 1,288
1943 15G.8 176 .0 110.0 919
1944 239,82 218,7 13048 21
1945 2777 £13.4 194,98 ; 9186
1946 320,82 230,98 £93.5 1,420
1947 351.0 208,.5 435,86 1,804
lo4g 3ENL.E 280,1 515,0 1,993
1949 255 .6 3372 433 A 1,800
1950 674 .8 29242 B1l6.0 2,273
1951 43,0 433 .0 206.0 2,221
1952 bB85,.,8 527.6 BB4 .2 2,066
1953 _ TFET 5 640,1 251.6 £,146
1954 T34 .2 £138.3 B67 .5 1,922
1958 1,251.7 702 .4 1,416.8 2,408
1956 44,9 935..5 1,228,.2 2,241
19567 1,116.3 1,079.1 - 1,265.2 2,018
1958 1,363,7 1,330.6 1,288.3 2,040
1959 2,066,.8 1,230.8 2,134.3 2,443
1960 1,943,2 2,006.7 1,980.8 2,371

Source:

Federal Home Loen Bank Board

18



Tine of Credit

Fach member may be given e line of credit with the
Heme Loan Bank. Under the Federsl Home Losn Act the
aggregate outstanding advences made by any Benk to eny
momber may not exceed 12 times the amount of the member's
holdinge of Federsnl Home Loan Bank stock or 60 percent of
"tre moumber's net assets or 50 per cent of the mermberis
savings capital (share and deposit 1liebllity).

Iines of coredit wmay be extended, at ttre d&acreﬁién
of the Board of Directors or the exeoutive committee, to
nonmembers which are chartered institutions having suce
cession and subject to the inspection and supervision of
some governmentel mgency, HRates of interest on advances
to nonmembers are 1/2 per cont higher tran rates on simie
Inr advances tn members,

Tke actual amount of Federal Home Loan Bank advences
outatanding bas alweys been fer below the meximum borrowing
capancity of the combined membership es established by these
- general rules and lines of credit., The total advances
outstanding at year-ends, between 1946 to 1980, hns varied
botween approximately 3 and § per cent of the eombinod

aczota of the momher institutions,
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Fodoral Home Loan Banlk System: Summary
The basic purpose of tle Federal lome loan Eank

System 1s to strengtken the capacity of its member instie

tutions to serve the public as & savings medium and as
1 .
T

L

mortgage lenders in thelir respective communitieé.é g
gystem meets this purpose in several ways. UTre Federnl
fiome Loan Banks give tle menber acceoss to & peol of
resources when they roquire svpplementol funds. By
providing thewm with sccondary liquidity, the Bonks meke
tite Investment of sevings in member institutions more
attractive and wmoro rcadlly ovallable when needed., By
supplying funds to ueet sessonal demands on tlelr members
for construction or morbtgege loans, the Federal Yome loan
Banks lelp smooth the flow of credit into home bullding
end home purchase. Becouse the fluctuations in the demand
- for loens often do not colnoldo with the seasonal swing
in tho flow of savings, the home-buying public as woll
2g bullders and the oonstruction trades are served by
thls device. By supplomenting avatlable local aavings in
- rapldly growing arcas, tke Zank's advances to merhers
assist in meeting more Tully the home-financing needs

In many coamunltles whichk would otherwise fase sorious

obstacles to trelr devolormont,

41, Willisms, Jogoph J,., Speeck, op. ecit,



in tmporsant funetlion of the Toaderal Home Loan Bank
Systenm 1s to facllitate the Tlow of funds Tor home morte
acme investment from capltale-surplus areas to capltale
Aaficit areas. TFor many reasons the demand for morizase
loans 12 not metched geographieally with the amount of
envinzes avallable Cor mortange investment. Consequently,
an efficient Fome-financing system requires one or wore
"tranamiasion belts" for the movement of funds, The Home
Loan Banlk Svatem provides soveral meana of transferring
funds from one arca tos enothrer,

Viten the Home Losn Banlka 1ssue econsolidated oblipgse
tions In the natlonal seeurity markets, the bulk of the
oblimations 15 likely %o be 2014 in the Fast where these
markets are concentrated: but a substantial portion of the
proceceds 13 apt to be used by member institutions in the
Vest or South where local savings sre insufficient fop
meeting the demand for capitel, Likewise, interbank
depoglits may be utilized for transferring from one Federal
~Home Loan Benk to anotipr, Simllar reallocations of
regsources are arranged within each Home Loan Bankt?a
dlatrict when deposits of member institutions bawing
. execess funds are oranneled, In the form of Renk sdvances,
to other member institutions in need of funds., St411
- enother means of frcilitating the tntererecionnl and
inter-local flow of funds 1s the losan rarticipntion
program initiated i{n 1967, $n which the Federsl Home

Loan Banks frequently act as intermedlaries between
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member institutiona. Under this progran eny savings
and loan associstion which is Insured by the Fodorel
Savings end Loan Insuvance Corporation mey, within
cortain limits set by Board rcgulatilon, acquire parile
eipating Interesat in mortgege loens which werc originsted
outside 1ts reguler lending arca end held by snotler
insured assoclation. #n Insured associetion may algo gell
participating Interests to penalon ond trust funds and
thus bring sdditlonal soavings into tle home~finencing
{ield.

Finolly, the "ederel Home ILogn Benks can augnment the
}flow of funds into home-financing by teppilng esvings which
are not normelly Inveated In mortgege losnz. They ¢an do
so by offering consolldated obligntions of the 11 benlks
to Investors who prefer tre purchase of large blocks of
high=gradec marketable sccurities to the direct Iinveatnent
of tlrelr fynds Iln many individual mortzngen or In savings
end sinmilar accounts, or who wish to maintain s mixed
Invostment portfolios, Thus, the Benl Syatem may aorve,
anong other thinga, to channel capltel accurmmlating in
‘the rapldly growing ronslon and trust funds Indirectly
into the home mortgage market. Thia kind of tvanamiaalon
i3 rorformed wholly within the competitive structure of
- tke capiltal market, |
In summary, the Fodoral Pome Loan Bank Syasten

operates, and was indsed cstablished, on the nrincinle
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thet savings by the public are the basic source of funds
for the bullding and purchase of homes.

It helps promote, cultivate,?andAproteot the hebit
éf thrift and offers facilitics Car more efficlont and
more evenly distributed for tle utilizetion of savings

availstle for home movtgage lending.




CHAFTER IIX

HOMR OWAMERSY LOAN ACT

The Hoover Administration sought to avoild direct
intervention in home finsncing. However, when the
Roosevelt Administratlon took over in 1933 the general
situation had become seo ancute that emergoncy action wga
called for. In that year non-farm real estate fore-

¢losures reached an all-time high of 252,4001

and housing
étarts were less than one tenth of the 1925 record flgure
;t‘ 937,000.g

In April 13, 1933, Tresident Roosevelt sent each
house of Congreas & short message urging the passage of
legislation that would (1) protect the small home owner
from foreclosure; (2) relieve him of part “of the burden
'or exqessive Interest and principal payments incuireﬁ
during the perlod of high values and higher earning
vpower"; end declare that 1t wes a national policy to

e

protect home ownerahlp.o He advocated & plan that would

- 1. Savinga and Pome Finaneing Chart Poolk 1961,'
40, 6, pe. 30,

5 402. Tederal Heme Toan Pank Board Source Boole 1981,
. & -

5, Wew York Timee, April )4, 1933, 2: 3,43 and
Farriss, Clement Lowell, History and Follcles ég,the
Lome Owners! Loan Corporation, p. O.

o7
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put the least poasible charze on the fedoral Troasury
and that would avold injustlce to the investor,

Tn recommending the necessary leglslation to Conrress
the Fresident snid:

Inplicit in tiw legislation which I an
sugpesting to you ia a declaration of a netional
po1iCYesesthat the broad Interest of the natlon
require that special sefe-guasrds should be throm
around home ownership #s & guarentse of soclal
and economic stability, end that to. protect home
ormera Trom ineguiteble, enforced liquldation in
time of general distress 1s a prorer concern of
the Government.

The resulting legislation took the form of the lome
Otmers! Imén Act which was passed on June 13, 1933.5 This
gct directed the Pedsrnl Fome Loan Bank Board to crogte a
hcw agency=-~the Home Ormora' Lean Corporation--wlth a
moxirum capiltal of €200 milllon, to be provided by the
Traasury, which in turn was to secure funds from the
Reeonstruction Finance Cerporation.e The nmembers of the
Taderal Home Loan Bank Bonrd were to be the directors of
the Home Owners'! Loan Corporation.v

Tre Home Ownerg' Ioan Corporatlon wes suthoriced ¢o
issue not more than £2 billiona (later increascd Lo 4,75

9
b11lion)” of 1ts o'm bonds, in denominations prescribed

g. gzththngressgonal Pecord (1933) 1f18,
. rst Annual Heport of the Federal Home lo
Zloard, Julv 1, 1938 Errounh diumo o0, 12323, m. 47, 20 Senk
) 6. rudblic Law No, 43, 734 Congress, Home Owners® Loan
fiet, aprroved June 13, 1023, asee, 4(b). :

7. Ihid., sec. 4za;.

gq ;hid.. 8905‘ 4 (o] '
' + Raised to {3,000,000,000 by Fublic law, No, 47
zzdoCong., approved June é?, i934, sec. 506(b) énd éo %
éa. gg,ogo,ooo by Fublie Law Ro, 76, 74th Congress, aprroved

¥ =8, 1935, sec. 16, Increased to £4.75 b1llion by Pudblic

Law No. 76, 74th Cong., approved My 28, 1935, sec. 10{c).
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by tre Board, for cash sale or fcr_éxchanga.for heme
wort-ages. The meximum interest rate on 1ts bonds wnsg
ect at 4 percent, the morimum maturlity ot eighteen yonrs.
4% Tirst only the interest was puaranteed by the gév@rnn
rent. Tater, the government guasrantecd the repayment of
yrincipal as well.ll

The bonds were exempt from a1l taxea {neational, siate,
or locrl) except surtexos, estete, inheritence and gift
taxes.12

The major functlon of the Home Ovmers'! lLosn Corpors-
tion was to make real eétate losns to distressed home
owmers, The most widely used plen followed by the corpoe
fntion wes to exeranpce its bonda for the outstending morte
fage which was about to be faraclosed.ls

At tle outset institutions were not too enthusiastice
about this exchkanre. W1th only the Interest on the bonds
quaranteed by the governrient end with the uncertainties
wkich surrounded the new propgram, bonds sold as low as
823,31 witn the nadttlon of the puarantee of rrineipal

rapayment by the government in April, 1034, the board of

10. Home Ownera! Loan Act, nec. 4(c),

11, Fublic Law Wo, 178, 733 Congresa, approved

12. FHome Owners' Toan Act, sec. 4(c),
13. Harriss, op, cit., p. 9.

R 14, ¥allece, F, 5., 'lome Financing) Iaw and Cone
emporary rroblems, V Auturn 1238, No. 4, D. 491,
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dlroctors of tie Home Cuners' Loan Corporation were Cinelly
alle to get troir bonds up to par in the open N
From then on price nevef éfopﬁed below éar. Yortpnrees
ﬁrmn were seen to change thelr éttituée torard these

éccurities. IQ meny instﬁnces mortgacees encauraged

trelr borrovers to apply for Home Cwners! Loan Corporpe
tion loans, thus enabling trem to exchenge thelir frosen

assets for a ligquid asset worth more than its fece walue

in tre open merket.

Home Owners! Losn Ccrweraticn 1oans16

No loan on any one property could exceed {14,000 nor
more than 80 percent of the appralsed value ms eatablished
by the corporatlon.v Losng were limited to prcpertieé
faving an appraiaed‘valua not in excess of $20,000. The
loan had to be secured by a first lien on predominéntly
residential property, containing not more than four=femily
unlts and occupled in whole or in rart by the applicant
?or tke loan or held by him as & homestead, The original
~interest rate on these loans was 5 percent., This wes later
;educed to 4% percent. The term of the losn was orizinally

fifbeen years., Later extensions were granted up to twénty-

five yesrs .17

15, Publie Taw Yo, 179, 734 Coneress, annroved
Aprillg7, 1934, sec. 1(a)s TSRy REREOY
+ Tre £ollowins dlzcussion 1s based on the Fome
2zg;§g;e§ggn Act of leﬁgi therefore, only references to
sources w ~
17, ?113:110 law Yo, )Sstie, %%@%%%%&-ess, approved
August 11, 1939, sec, 4(b),
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In econnection with the loans desoribed above the |
Home Owners! Loan Corporation was authorized to advance
whatever cash was needed to liguldate delinquent taxes
and assessments, and to pay the cost of neeessafy repalrs,
maintenance cost, Iinsurance, and exrpenses of the trange
sction, All of these advances were added to the loan end
Yad to be kept within the limitations imposed by the law,
The corporation pursued a policy of encouraging fairly
liberal repairs to put the property in good condition at
the time the loan wag made. Properties eligible for Home
Owners' Loan Corporation loans frequently required cone
slderable repairs and rad large tax delinquencles as well.

Total advances by the corporation for taxes, repalirs,
etc. exceeded $400 million.le

Where the holder of a mortgaege which was eligible for
refinancing by the Home Owners' Losn Corporation was unw
wllling to accept the bonds of the corporstion in return
for his mortgage, and 1f the distressed home owmer was
unable to secure financial agsistance elsewhers, the Home
Owners' Loan Corporation was euthorized to use cach to Pay
off thre existing mortgage, making a loan to the borrover
for that purpose. In suchcase the interest rate could not
éxceed 6 percent nor the amount of the loan 40 rercent of

the Home Ownera'! Loan Corporation appraisal., Each Iéan

18. Sixth Annuel Report of the Home Loan Bank Board,

Pe 70,
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was to be secured by a duly recorded home mortgage and
béar interest at & rate uniform throughout the Unlted
States not to exceed 6 percentum per ennum,

%¥here the property was not encumbered by a mortgage,
the corporation was authorized to lend up to 50 percent
éf 1ts appraleal value et a rate of interest not in excess
of 5 percent for the purpose of ligquidating delinquent
taxos and sasessments and paying the cost of necessery

repairs and maintenance.

Extent of Operations of Home Owners! Loen Corporation
The period of timo within which the Home Owners! Loan

Corporation was permltted to make loans to distressed home
owners was limited by Congrecs to three years, expiring
June 13, 1936. Thereafter some lomna were refinanced by

the corporation, but no new loens were granted.

Eome Owners! Loan Corporation Appraisels
A key factor in the success of Home Ownera'! Loan

Corporation was itas appralsal work, the reappralsal of
the single biggest group of real estate holdinzs in the
¢ountry. This was tke plioneer operation in a vost roe
eppraisal of real estate values which took place in the
Tnited States between 1931 and 1940, aome of 1t reflected

in refinancing, some of 1t reflected only in men's minds.




Standards and procedurcs worked out by the corporotion
were largely accepted by otler government agencies, and
by the country's lending institution, They had a pro=
rbund effect, not only on aprraisal practice but aleo
on mortgeaege practice.lg

Appraising properties for loans presented a eritical
and difficult problem, In an effort to assure a high
quality of appraisals the Home Owners'! Losn Corporaticn
trained and supervised appraisers, most of whonm it Ot
ployed on a part-time fee basis. Home Owmers' Loan
Corporation training of personnel in, and asystematizing
of, appraisal methods are credited with raving helped |
ralse the general level of American real estate sprralsal
methods, The Home Owners'! Loan Corporation standard was
‘based on three factors of equal weight: (1) the estimated
curvent market price, (2) the cost of a simllar lot at the
time of appraisal plus the coat of reproducing the buillding,
less depreciation, and (3) the capitallization of the monthly
reasonable rental value of the property for thre srevious

ton years,

ﬁgnraisé 1 Methods
In developing its appraianl procedurea tha Home Owmers?
Loan Gorporation attempted to devise and applv mothods

19. Davies, Janet Fearl, R E A
Iistory, p. 178, earl, Real Estate in Americen
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that would both guide individual appraiagra and fgcilitaee
supervision and roview, ﬁn‘informal appralsale=typically
just @ look at the propsptye-would qualify for a loan.

If the report was favorable a detailed appraleal was
érdered. Por this purpose uniform appratsal regulations
ﬁnd e standard form and instrucotions had been developed
by January 1934, early enough to cover about 95 percent

of the ocases on which the Corporation waa to pass,

The form contained ninety-eight items (several with
more than one query) to be filled in by the local eppralser,
nnd cleven more items for reviewers. The requirement of
épecirio answers, which was at that time something of an
Innovation in appreising dwellings, compelled the aprraiser
#n investigate certain factors which presumably effected
b8 final valuation, Horeover, the forms stendardized.
procedures and facilitated supervision,

The instructions to sappraisers began with a warning
against wilful overvaluation, & paragraph emphasizing
‘that the appraiser's first obligation was to protect the
United States CGovernment, to report fully and promptly
fcn 2ll matters bearing on the Home Ownersa! Loan Corpow
ration's intereat, to lreep full notes on esch case and
on real estate and building conditions generally, to
make the mppraisal independently of the amownt of tho

loen requested, to be tectful end considerate, end to




soturn the assignment 1f he hed any Intorest in, or con=
pection with, thre applicant;

‘ Fach appraisal report was to contain a photograph of
the building, a location map, and dimensions of the lot,
such information about neighborhood and property as would
enable the "reviewing cuthority® very clearly to visunlize
the territory surrounding the subject property, ond such
‘faets bearing on the property's merketability ag sidewalk
and street surfecing, connected utllities, possible vioe
lations of building restrictions, the current bid prices
for similar vacant land in the immediate vicinity, and the
normal falir value of the land, as guggested by reasonadle
future use,.

Inatructions reminded the appraisers that, in goneral,
citles had stopped growing, iIndicating the need for caution
in estimating "higher potential use end walue®,., $here this
higher value was indlcated, the apprailser was dirocted to
take account of the time that would be required for this
improvement to eventuate (allowing for carrying chargoe
in that period) and to estimate the cost of renoving
exlsting bulldings, The possibllity of a dovmward trond
of values was also to be Investigated and reported on,

In valuing bulldings the eppraiser was direeted to
give tre bullding code classsification (if ey ), tre |
material used (brick, frsme, stucco, and tre like), tio

65
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quality of the structure (chkeap, fair, good, or expensive),
$be number end kinds of rooms, repailrs necsssary to rrotect
the structure ss socurity for a long-term mortgage lomn
(with a rough estimnto of cost), and sn estimnie of roproe
duetion cost less depreciction. As an altermnetive to
reproduction cost less dopreclation, end where 1t wos
lower, the appraiser micht give an estinmate of the cconomle
value of tre improvements, which was to be a normal rather
than s current marked value, taking into account and exw
plaining all unfavorsble factors suck as poor locatlon,
excess size and eapacity, end apeclal, reletod strucitures
with poor marketabllity such ms swimming pools and oroene
kounes,

The f1inal element In the appraisal formulaesthe
capitalized value of rentalse«called for the actunl
surrent rental value {unfurnisked), the apprralgerts.
eatimete of a falr monthly rentsl, and thke actuel average
monthly rontal for tho lnst ten years (the subject or g
similar house in the neighhorhood). A capitsl velue was
then computed on the baogils of the ten-year averase normal
rental, the appraiser being told to use "the basls ponerally
aceopted or prevailing in the particular loeolity,” en
Instruction which obviously left en important point to

his judgment end that of his supervisors,
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The Nome Owners! Loan Corporation formula appralsfles
the arithmetic average of (1) tle present market price
obtainable (from s buyer with a substantial cash payment
but not In a distress ssle), (2) tre reproduction cost
ninus depreciestion, and (3) the capitalized rental voluow=
wes then computed,

The appralsal form also called for valuss esacssed
for tax purposes, texes, unpald assessments, and accrued
intereat chargeas. Tho ownert's appraissl, the prolinminary
appraisal, and tle fae appraisal were noted together with
tre recormendations of the district appraiser and the chief
state appraiser. The state manager indicsted a final
decigion on the appraisal to be sllowed and on tre rorsirs
to be made,

A credlt report was obtained on eact applicant from
rn commercial reporting ageney giving information paralleling
that provided by the mpplicant on the size of his family,
48 occupation and income, hils age, eolor, end length of
rezidence at tre rroparty. In addition the crodit report
indlcnted the intaerest the applicant stowed in tre home,
tro experlence of others in the community who hed extended
tim credit, the ppplicant's stending es a moral rislk, and

his possible possession of otler resources.



Tetent of Operntions

Hore then a third of tle exlsting urban home morte
gase dedt was at one time or anotler the subject of an
application tc the HOIL, Total loans applied for nus
borad 1,886,491 and azountod to 6,17 ,355,652 which is
more than half of the entimated debt on ownerwoceunliod
urbsn homss in the United States. ren the Corporatlon's
loending lifa ezplred by limitation of the orininal law
on June 13, 1936, 1t hnd scquired 1,018,390 mortsases
totaling $3,003,459,271, reccopting more tran kalf of the
arplications filed, MHore than 998 of these loena wero
made in the form of bond exchanges. The Corporation is
now entirely a liguildating organization engagea In the
service end collection of its loans and ttre maéagemﬂnt
of noguired proparty.go |

Approximntely Qneaatxth'of the urban home mortsare
debt of the United Stnios was haken over by the L, Tt
orisinally beld a mortoape on one out of evervy ten omerw

ocoupied urban homes and at one timo or gnother scquired

title to meny of these homos.

TLffects of the Home QOuners! Loan Corporation

Through the exchange of its readily marketeble,
Interest-bearing bonds for the frozen mortgages hold
by financiel institutions, the Home Owners' Loan Corpoe

ration helped materially to combat the financinl crials

20, Sixth Annual Report Home Ownera' Loan Act,
Pas 70«72,
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by 1036, Yearly $400 million of its bonde went to closed
finsnelal institutions, prermitting the releamse of funds
to depositors and relieving tka'praasure for ronvyment upon
debtors of such institutlions.

in neny instancen the mortgapge debts originally owed
by Home Ovmers' Loan Covrporation borrowers were sceled
down in the proceag of refinsncing. In all 4t ie ontimated
that this reduction was in tre neighborhood of £200 million
or about 7 percent of the original debt¢_

Those borrowers whose loans were rafinanced prior to
Aprll 1934 were glven the option of a tomporary moratorlum
on prineipal rervayments, but under the emended Aot of
fipell 27, 1934, this optional nmoratorium was withdrawn.

Tre Airect schiovements of the Home Ownera' Loan
Corporation were the rolief glven to over one milllon
home ovmors, the placing of thousands of finanelel inatle
tutions on a more 1liquid bnsis, and a marked contrie
bution to the atabilization of renl-estate valnes, ITta
oporations were thus on important factor in the genoral
and ecomparatively sharp cconomic recovery of 1933 to 1937,

However, the lasting érfeats of the Homs Owmorat
Loan Corporation will long outlive its immediate nccome
pllakments. Through tho acquisition of the bulk of dublous
morteages, the Home Nwmers' Loan Corporation to a con

sidarable extont clenrcd the fleld for home mortsape

69



crodit. In connectlon with 1ts refinancing oporationa,

1% reduced Interest »ates and improved loan temes $o the
borrovers! advantage. Tractleally all of the Cornoration's
lonns, even though below the gveramse es risks, now hesr

5 percent Interest por year 25 sgainet 6, 7, 07 8 nereent
which many borrowers wore paying before thelr losns were
refinanced by the Corporabion. lany of the orisinnl morte
gazes teken over by the Copporation werz of the shorte
term varlaty, reoprsyable in one lump sum ot maturity. The
dlspdventagzes of this tyre of mortgape from tke borvovor's
atandpoint are obvious, The Fome Owners! Loan Corroration
lonana, on the otrer hrend, wers based on tre "direet-reduction”
plan providing for tho gradvual and orderly retirerment of
tte principal indebtedness through regular montlly Ry-
ments ovor a long-torn, 1Sevear poriod, The Federsl
Government, by undersriting more than 3 billlon of these
loans in one enormous oreratlon, trus mads aveilable %o

one nillion distreassed heme owmers tre most adveontaceous
lowegcoat loan amortizotion plan 4in the history of le
mited Statoes, .

The Corporationt's stondnrd use of the dirert.roduction
rlan ras stimulated a gonoral acceptance of longeterm
amortized martgage loenr by rrivete finencteal 1nrt*tv~
tions througkout tre comtrr. In addition, by eytenaing

the first morteage logn to as much as 80 percent of tho
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appraised value of the pfopebty, the Corporation has
encouraged a8 similar 1iberality in amortised loans on
the part of private londers.,

With 1ts large rccondltloning program on wiich more
than £112 willion has boen expended, the Home Cunora'
Loan Corporation assistod 1n tho recovery of tho building
industry aend the recmplcyment of workers in the building
trodese. AL the same Llimo, 1t demonstrated to privato
home~finencing Institutions tie adventages that a wWollw
dirocted reconditioning program cen yleld both in proe
teoting an institutiontg active loans end stimulating
tle rental and sale of amcquired propertlos.

Finally, snother bighly important achlovement ras
boen the improvement of sppraisal technigue, The lupore
tance of the relleblliiy of appraieals to tie real ootate
market and to o sound wmorigape credit structure can lerdly
te overestimated. Hellable appraisels form the basis for
scoure investment. indeocd, the collapse of worigeyo
finance during the "groos depression” might well be
atirlbuted in part to the lack of uniformlily ond conw
slstency in appralsals. The llome Ownera' Loan Lorpo=
ration played an importent part in weking the couniry
"appraisal conscious". In the course of iits operations
tle Corporation also contributed largely to the covelop=-

mont of & scientific appraisal technique and the tralining
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of skllled appralsal porsocnnel. For the first timo in

the Lilstory of fmericen resl estete a nationewide
gelentific appraisal procedure and a standardlzcd appralsel
{formule were developed which could be applied to ail typos

of residentlel property throughout the country.



CEAVTER IV
ATTEMITS T0 BHCOURAGE TERIFT.

FEDERAL SAVINGS AND INAN ASSOCTATIONS

When Congress, in the spedial session of 19335, cone

sidered measures for the rellef of home owners under Shreat

of dispossession, it was confronted with the almoat equally

urzent problem of devising ways and means to revive thrift
and home financing. Immediate reliefl for distrossed home
owners was provided by the refinancing operations of the
Home Owners'! Loan Corporation., However, to minimize the
possibility of & recurrence of such a crisis, and to
strengthen private home financing as an effective instru-
ment of‘homa owmership, 1t was imperative to provide for
assistance beyond temporary relief. Moreover, thare were
1,555 counties in the Unlted Stateas-~approximately one=
half of the total number of countieg=-in which there were
no local home-financing institutions whntever.1

At the time ereation of the Home Loan Bank System
was being considered, attention was glven to the proposal
for including in the law authorization for federal chare

tering of aévinga and loan assoclations., Some bullding

1 S4xth Annual Tonort Federal Home Loan Panl: Poard
for the Period July 1, 1937 through June 30, 1938, p. 45.
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and loan leaders regarded the cbsence of such & provision
as 8 major defect of the b1lll and felt that no reserve
aystom for building and logn esgsocistions could orcraite
sucecossfully with a membershtp eompoged of instituntions
operating under such a wide varlety of stete laws fa
cxisted, A committec of the United States Pullding and
Ioan league repeatedly endorsed the 1dea of federsl ine
cmrporation.2

Tt wag felt m8lsn that one reason for the slow stert
of the bank system wes the lack of retall outlets Tor
1ts credit, end dlsappointment at the membershipy response
trouzht discuszsion of the possibllity of giving suprowt
to business men who would form new associaticns in cer~
tain sections of the country where existing tnatitutions
refused to become membnrsas

The solution chosen hy the Congress to cope with
those problems was to embedy in thre Mome Ownerst Yoon
Act of 193% provisiong for the creetion of Federsl
anvinga and loan nnsocintions as private Institutions
under Federal charter,

The nct mtaten:

In order to rrovide locel rutupl thrifs

inatitutions in which people may invest their
fundas and in order %o rrovide for the fineneing

2. Wallace, B, D., "Home Financing,: w g%%_cgg;
temrorary Froblems, ¥ (¥o. 4, Autumn 1938), b, 485-287,
Se ﬁusinaaa.ﬁaak, December 28, 1932, B 1s.
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of homes, the Toard ie authorized, under such

rules and regulations as it may presoribe, to

provide for the corgonizetion, incorporation,

examination, operation and regulation of sssoe

ciatlons to be Imown se "Federnl Savings end

Loan Agsociations”, end to 1issue charters

therefor, giving (>imerv consideration to the

test practices of locel mutuasl thrift snd hﬁg&«

financing institutions in the United Stptes.

The underlying purpose of the leglslation was %o
meet a long existling necd in many cormunities for andce
quate thrift end home-Inancing facllities by providing
for local instltutions throuzhout the country that would
orerate on a wniform »len incorporeting the best wractices
nnd opersting principles of savings Inatituticns speciole
1zing in the financing of homes.s

Tre orgeonlzstion, Incorporation, and supsrvieion of
Federal savings snd losn 2agoclations were vested In the
Federal Iome Inan Benlkt Poard, Foderal sssoclietions vrere
%o be csteblisbhed elttrer by conversion from State to Federal
charter, or by the granting of charters to newly organized
institutions.e

Tnder the lew charters could be fssved only (1) %o
roraons of good charecier and rosponsibllity; (2) if a

necessity exinted for such an Instlitution In the

4, Public Law No, 43, 739 Congress, Home Owners!
Toan Act, approved June 13, 1933, sec. 5.

5, Sixth Annual Report, gg& git., p. 46,

6. W¥Williams, Joserh J., Fcderal Home Loan Banl
Board (a8 speech given at the 55th National Convention
of fmerican Title Aszaociation, Minneapolis, lMinmesotn,




community; (3) 1f there was a reescnable probabllity
of 1%s usefulness and succeas) and (4) 1 it could be
established vilthout undue injury to properly conducted
existing instltutions of the samo type.”

in arler %o supply Imediste funds for home finance
and to encoursgze private investments, the Secretary of
the Treasury, and later the Mome Owmers' Loan Cerpostion,
were authorlzed, within limits fixed by Congresz, to
subserihe to the shares of Pederal savings end loon 2850«
cimtions.s

The sct states, "To enable tre Board to ancouraze
locol thrift end local home financing end to promote,
orsanize, and develop tre agsoclations orgenized under

9

loeal laws."” TFor this rurpose £850,000 has been appro-

priatéd.lo

1
The nrizinal smoumt sopropriated was §150,000, 3
P 4

The Act of April 27, 1074, increased the smount by

directing the Secretery of the Tresmury to turn over

12

o the Paard #8500,000°° of the fundsz previously mado

7. Wallace, op. cit., p. 494,
8. S8irth Annﬁﬁf Feport, on. eit., p. 45,
9. Public Law No., 43, op, oclt,, sec. 6.
10, Tudblie Tew %o, 170, 73 ongreasz, approved April 27,
1934, seo, 11l.
11, Pudblic lew No, 78, 74th Conpgress, approved May 28,
1955, sec. 19.
12, Publlc Tew No. 178, on, c¢lt., sec. 1l{g),
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avallable to him for investment in federal associations.

This emount was incressed to %‘700,00015

by the Act of
May 28, 1935, These funds were supposed to be used im=
pertially for promotion of both state and federal assoce
ciations,

A federal savings and loan asacciation was to be &
locally owned and managed mutual saving and home financing
institution, chartered in perpetulty by the Federal Home
Loan Bank Board with no limitation as to maximum capital.
It was to be orgenized and directed by responsible local
citigens., It would be owned by sll of its investing
members, whose funds are losned principally on the security
of homes owned by citizens of the community. The charter
and regulations under whioch 1t would opsrate would embody
well-def ined principles with respect to investment sofew
guards,‘lending policies end other operating practices
(discussed later in this paper) which had proved to be
sound and practical for both investor end borrower,

A1l federal associations were to quelify for ingsurance
by the Federal Savings and Zoan Insurance COrporatlon¢14
Such assoclations wore also to be members of the Federal

Home Loan Bank System.ls A federal association was not

13, Public Law No, 76, op. cit., sec, 19.

14. Fublic law No. 479, 739 Congress, approved
June 27, 1934, sec. 405(a).

16, Public Law No., 43, op, ¢it., sec. 5(f),



to be permitted to accept deposits or conduct a commercial
banking business. In a federal asaociation, 8ll sccounts
would participate equally in the earnings of the associ-
ations, pro rats to thelr withdrawal value, Their mococunts
were to be non-sassesgable, and no membership or withdrawal
fee of any kind could be charge, Dividends on accounts
could be pald at least twice yearly st a rate determined
by the directors on the basils of earninga.ls

For regular savings over specified periods of time,
rrovision could be made to pay an extra return on such
accounts in the form of a bonus. Funds Invested in a fede
eral savings and loan agssoclation by 1ts members were,
for the most part, to be invested by the assoelation in
first mortgages on homes located within 50 milasl? of its
kome office., Only to a limited extent could the associae
tion lend on other improved resl estate, or lend more than
£35,000 (originally $20,000) on sny one property, or lend
on property beyond the fifty-mile radius,l®

A federal association is limited by charter and
regulatory provisions as to the percentages of property
value that may be loasned, depending upon the type of
property and the terms of repayment., Maximum limitations

as to percentage of value and term of repayment apply to

186, m@_&. sec. S5(b).
17. Ibvid,, sec. 5(c).
is. w&, gsec, G
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nonthly installment loans on homeg oi joinﬁ home éné
business properties; the limitations are less liberal
if the loens are payasble on any other plen or are secured
by any other type of property. The insured or guaranteed
loans under the provisions of the National Housing Act
(FEA loana) or tre Servicemens' FReadjustment Act of 1944
(G.T. loans) may be made in accordance with regulations
of the appropriate agonecy. Subjeoct to certain limitae
tions, & federal associatlion may make unsecured lcans
for property alterations, repalr or improvement, and
also meke loans to finance the mcquisition and develope
ment of land for primary residential uzage,

Tre associations moy make loans on the seourity of

19 Such assooiations

the savings accounts of their members,
operate under the direction of a board of direectors of not
less tran 5 nor more than 15, as determined end elected
by members,

All assoclations are under federal supervision, snd
must submit to federal examination and to a satisfactory
audit at least annually.eo

Federal asaoccilations have contributed greatly toward
popularizing the monthly direct-reduction loan plan,

which is used in meking practically all of tleir mortgnges.

19, Ibid., sec. 5{c).
20. Ibld., sec. 5(c).

S
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Under this plan of emortized mortgage, the borrower
pays a8 steted sum monthly and with each payment reduces
the princlipal of his loan, Naturally, the portion of
each payment required for interest becomes smaller each
succeeding month, with a correspondingly larger monthly
reduction of principal. The loan commonly provides
that. tle borrower's monthly payment include an amount
equivalent to one~twelfth of thre estimated texes and
insurance premiums on the property, to enable the assoe
clation to pey sucheinrses for the borrower when due,
The widespread publiec acceptance of the Federal
Savings and Loan System has widened in step with 1ts
develorment since the inception in 1933, At the end of
1960 there were 1873 federal associations in operation
wlth eggregate assets of thirty-eight billion, five hune
dred eleven million dollars, Federal charters were oube
standing in each of the 50 states as well as the District
of Columbis and Fuerto Rico. The aggregate assebts of
Fedoral savings and loan associations st tre end of 1960
represented 54 percent of the total assets of all instie

21
tutions of savings and loan type in the country,

21, Savings snd loan Fact Book 1961, p. 78,
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TABIE G. NUMBER OF SAVIHGS ASS2CIATIONS, BY TYPE OF CUARTE

Statc«Charterad

Year Fedaorally Grand

(Dea. 21) Chortercd Tota 1l Insured Non Insured Total
1900 — 5,356 - 5,356 5,356
1905 ~— 5,264 - 5,264 5,264
1910 - S, 869 - 5,869 5, 869
1915 - 6,806 - 6,806 6,806
1920 — 8, 633 - 8,633 8,633
1925 - 12,403 - 12,403 12,403
1930 — 11,777 - 11,777 11,777
1935 a7 9,279 130 9,149 10,266
1940 1,437 6, 084 840 5,244 7,521
1945 1,467 4,682 1,008 3,674 6,149
1950 1,526 4,466 1,324 3,132 5,992
1355 1,683 4,388 1,871 2,517 6,071
1956 1,739 4,397 1,927 2,470 6,136
1957 1,772 4,397 2,000 2,397 6,169
1958 1,807 4,401 2,074 2,727 6,208
1959 1,541 4,383 2,138 2,245 6,224
1960 1,073 4,403 22255 2,178 6,276

Source: Federal BEome Loan Bank Boerdy United States Savings and lLoan Loague

18



FEDERAL SAVINGS AWD IOAN INSURANCE CORPORATION

For the purpoge of restoring publiec confldence in
savings end loan assoclatlons, by encqﬁraging and accele
erating the flow pr savings to these institutions and
thereby increasing the supply of funds evailable for the
finanoing of the nationts homes, Congreas under Title IV
of the National Housing Act, spproved June 27, 1934, cre=
ated the Federal Savings and Loan Insurance Carporationgza

The FSLIC, a permanent governﬁent corporation‘under
the direction of a board of trustees composed of the five
members of ths Federal Home Loan Bank Ba:ax'dl{:'}:5 was to
accomplish its purpose by insuring aavings in a1l Federal
Savings and Loan Associstions and atate chartered savings
and losn, building end loan snd homestead agsociatlons,
and cooperative banks which applied‘and qualify.24

The ocorporation's insufance progrém protects savers
in 1ts member assocletlons against financlal loss up to
a statutory limit of $10,000,%°

This form of insurance provides only for the safety

of investments, not for their liquidity. Failure to obtein

22, Public law No. 479, op. cit,, sec. 402(a),

25. Ibid.. 8600 4w(b)‘

24, 1Ibid., sec. 403(a).

25. This amount was originslly £5,000 but was ine
ereased to £10,000 by Fudblic law No. 576, 8lst Congross,
approved June 27, 1950, Sec. 9.



from an insured agscclntlion any amounts required for
withdrewal would not neccessarily involve the Fedaral
Savings sand Loan Insurance Corporation,

The protection moy %a%o ons of two courseg««the
srevention of defauli or the parment of Insurance o
savings account holders In the event of ligquidntion.

To help Insured financial institutions which may
find themselves in Insolvent condition ond to revent the
closing of such Inastitution end thus diminishing confidence
in other financial institutions, Congress provided that
the FSLIC may (1) make the institution 2 loan or (2)
purchase the asaets of the institution or (3) male a cone
tribution to the inatitution that need not be repnid,
fiowever, no contribution shall be made to any such instle
tution in én smount in excess of that which the cornoration
finda to be reasonably necessary to save the exprense of
liguidating such 1nstitutian.26

The corporstion wes anthorized a capltel stock of
£100,000,000 the total of which was originally subseribed

for by the Home Owners'® Toan Corporation but was tranae

27
forred to the Secretary of the Treasury in 1949,

26, Publie Imw Yo, 479, op. cit., sec, 406(L),
27. Public law No. B60, A0tk Consress, the Governe
mont Corporation Appropriation Act, approved June 50, 1948,

as



This stock was subssquently retired by 1958 entirely
out of earnings. Neverthsless, the Corporation rarorted
accumulated surplus and reserves smounting to nearly $381
million at the end of 1960.°°

An add4ltional cushion of safety is provided by the
losa reservea socumulated by the insured associations
themselves. Such loss reserves totaled £4.7 billion ¢n
December 31, 1960.29 Furthermore, the Corporation 1s
authorized to borrow up to $750 milllion from the United
Stetes Treasury to meet 1ts insurence obligations ahould
such action become necesaary.so

The FPSLIC derives its income from two major sourcess
one, the annuval insurance premium paid by insured members
and seocond, interest on United States Government Securitiles
ownod by the Corporation,

Fach member inatitution ia charged 1/12 of 1 pereentol
premium annvally (originally 1/4 of 1¥) on the total mocounts
of an insurable type plus rll credltor obligations, as
determined by ita latest ennuval report, Such vremium is
raid snnually until a regerve fund has been eatablished
by the Federal Savings and Loan Insurence Corporation equal

to 5 per centum of all insured sccounts and creditor

28, Savings end lLoasn Fact Book, p. 113,

29 Loc. clt
: Tuplic E@w No. 576, Blst Congress, approvedd

30,
June 27, 1950, sac. 6(1).
31. Ibid,, sec, 7{a).
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obligations of all insured institutions. If et enytime
such regserve fund falls below such 6 per centum, the
nayment of the annual premium 1s resumed until the ree
serve 1a brought back to 5 per centum.39 These together
with the minor item of admission fees, totaled {43,8
million for the year 1960, Interest earned on invegte
ments in U, S. government securities amounted to £10,3

mlllion in 1960.

32, Public lLaw No, 479, op. cit., sec. 404(a),



TABLE 7. FSLIC COMPARATIVE QUPERATING STATEYLNT

{In Thousnonde of Dollars)

' income Lrom ~ Totai ot Lncome
Year fpoaniuns and Sther Cross Orerating - from
(Dec. 31) Liminglon Fees Income Ineomo Exonsog OGpepstions

1935 ¢ is° 3,075 3,817 ¢ &7 F 3,130
1036 820 3,053 %,856 133 3,745
1857 1,412 3,146 4,559 153 4,400
1973 1,347 3,263 5,210 1c3 5,017
1939 2,337 3,392 5,729 283 5,506
1940 2,650 3,308 6,030 265 5,78
1941 3,087 3,481 6,569 265 6,304
1942 3,562 3,481 74043 358 6,685
19473 4,037 3,557 7,504 352 7,262
1944 4,259 3,277 7,536 455 7,083
1945 5,097 3,550 8,637 455 8,181
1946 6,749 3,905 10,654 5865 10,098
1947 5,115 4,275 12,390 562 11,827
1948 9,496 4,399 13,865 582 13,332
1949 2,140 4,683 13,832 804 12,938
1950 , 2,586 4,623 13,200 505 12,614
1951 10,286 4,515 14,801 845 14,157
1962 12,125 4,813 16,938 720 16,212
1953 14,514 5,104 10,618 725 18,893
1954 17,438 5,292 22,720 756 21,964
1955 20,834 H,8604 26,438 8ed 25,613
1956 25,180 5,921 31,101 907 20,114
1957 20,085 6,615 35,658 1,065 34,593
1958 32,548 7,038 40,017 1,362 38,655
1959 37,819 7,861 45,680 1,484 44,196
1960 43,817 10,323 54,140 1,610 52,530

Source: Federal lome lLoan Bank Board
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The Corporation steps in only when the insured Instie
tution defaults. A default occurs only when & Yconserve-
tor, receiver, or other legal custodisn 4is appointed for
en insured institution for the purpose of 11quidation."sa

Whon en insured agsociation defaults, ita insured
members have two choices:

(1) They way have their insured account transforred
to a solvent insured aszeociation of their cholco, wiore
they continue their investment es if nothing had happened,

(2) They may be paid in cash immedimtely upon the
determination of the emount of threir cleims,

The questlon arises, "What happens to the uninsured
portion of an account in exceas of the $10,000 insurance
coverage?”

By definition, 1t has no preferential claim ogalnst
tho essets of the association, since 1t ls uninsured, For
oxample, 1f Wr. Jones owns an sccount for £15,000 in the

Henry City insured assoclation, upon default he could elect

either of the above mentioned plans with respect to {10,000

of his mccount. The $5,000 would continue as a cleim
agninst the institution in default, subject to any prlor

claims, and would depend upon how much lg realized from

33, Ibia,, sec, 401(4).
34, 1ibld., moc. 405(b).
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the 1iguidation of tho essets of the tnatltutions > At -
preaent, hcwever, 84 per cent of &ll investments cf insured
associations fall within the original $5,000 limitation,
tho sverage being {52,110.36 |

Financlal assigtance bhas been extsnded to 2n assoe
cintion in only two instences since 1950, Altogether,
from the ocutset of operations, there have been 38 cases
Involving Insurance scttlements, of which 29 comprised
financial contributions, seven were receiverships and
two represonted liquidations through purchsse of asseis.
Yot losses to tho Corporation have been approximately
#5,224,000 or less than 27 of curmulative gross Incore
end less ttan 3% of premtum incomes.”!

By providing the much needed facility of seving
nccount insurance of funds invested by the public iIn
such associations, tre Federal Savings and Loan Insurance
Cerperation kes played o mejor role in naintaining the
confidence of the public in sevings institutlions. Today,
insurance is an sccepted nnd normal fenture of tho pro-.
tection of savings in our finenclel institutlions. The
growth of savinge and loan asgocintions both in volume

of savings and in the volume of home morigepge lendingwe

tostifies in large part to the veluve of insurence of accounts.

35, Ibid., sec, 405(b).
36, Savings gnd Losn Fact Book 1961, pp. 17«22,

37, Ibld., pe 114,
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In 1936 the number of Ingured sasoclations waa 1,575
repreasenting 16 per cent of the number of arll savings and
loan associations, These had 26 per cent of the masels .
end 29 prer cent of the mortgage loans,

In 1952 the number of insured epasocietions hed risen
te 3,172 representing 53 per cent of tho number and had 87
rer cent of the mssets, At the end of 1060 there werce
4,006 insured members representing two~thirds of the total
nurber of sevings and loer assoclstione end had 0af of

the total assets. (Sec Table 8,)



TABIE 8, PSLIC MEMBERSEIF AND MEMELR ASTETS
(Dollar Amounts in M1lllons)

Totol Lumber ,ct. of Agsels

Year of Insurad Fedorally Stete~ Total o Insured Assns,

(Dec. 31) Instltutions Chartered Chartered Agsscta to _Totnl

1935 1,117 287 130 ¢ 711 12.1%

1936 1,575 1,200 375 1,281 22,2
1937 1,854 1,318 566 | 1,758 30.9
1938 2,008 1,357 741 2,127 37.8
1839 24109 1,398 801 2,509 44,.8
1540 2,277 1,437 840 | 2,926 51.0
1941 2,543 1,460 883 5,353  55.4
1942 2,398 1,467 931 3,643 . 59,2
1943 2,447 1,466 981 4,173 | 63.2
1044 2,466 1,464 1,002 4,995 67.0
1945 2,475 1,467 | 1,008 ' 6,123 . 70.0
1946 2,496 1,471 1,025 | 7,204 71.5
1947 £,538 1,478 1,058 , 8,528 - 73,0
1648 2,618 1,485 1,151 9,715 74,6
1949 2,756 1,508 | 1,248 | 11,278 o771
1950 2,860 1,526 | 1,334 ‘ 13,544 81,0
1951 5,020 1,549 | 1,471 16,146 84.3
1952 2,172 1,581 1,591 13,582 86.7
1953 54304 1,604 1,700 25,498 £8,2
1954 3,433 1,640 1,793 28,243 89.3
1955 3,554 1,683 1,871 34, 075 90.6
1958 . 3,666 1,739 1,927 35,243 91.5
1957 3,772 1,772 2,000 44,3575 92,2
1058 G4891 1,804 2,077 ’ 51,311 23.1
1959 3,979 1,841 2,138 59,547 93.8
1960 4,008 1,873 2,225 67,342 94.2

Source: Federal Home Loan Bank Board.
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CHAPTER V

NATIONAL BOUSING ACT

A Siok Industry
The actions taken so far by the Government attacked

special areas of the real estete orisis. Together they
were not an overall cure, The housing industry was atill
prostrate, mortgage money was frozen, 2 million men were
unemployed in the construction industry, end properties
woere falling apart for leck of money to pay for repairs.l

The lethargic state of the housing industry was the
most serious problem of the depression, still defying
solution,

The chief symptom was fear of asction. It seemed
that the Government's moat effective role would be to
encourage confidence, Thke question was how to do it,

The Administration did not intend to get into direct
lending, end the growing support for Government loans
intensified efforts to develop a better alternative,

In December 1933 President Roosevelt appointed a

four-man committee to coordinste the Government's housing

activities and to work cut a proposal for federal action

1. The F.H.A. Story in Summery, compiled by the
Office of Public Information, Federal Housing Administra«

tion, p. 3.
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in tre housing criaia.2 Tres problem involved more than
immediate rellef. A remedy for existing conditions hed
to get to the basic causes of tre crisis as discussed
in Chapter I.

The legislation finally enacted had four mein proe

visionsa:

(1) Insurance against loss on property improvement

;gggg.s This was the emergency featurs., It was a simple
operation and could be put into effect quickly. The ine
stitution would be insured ageinst loss up to 20 percent

of all the loans it made, which was considered ample’sinqe
personal loans rad a good repayment record even through:
the depression. Tre loans would be made without FHA ro
quirement of collateral, on more reassonsble terms ¢than

had previously been available, The modernization cradit
plan, as it was then called, was intended &8s a pumpepriming
moeasure for about a year end a half.

(2) Mutual mortgafte insurance on homes snd lowwcost

bousing;4 This was the heart of the program, It was ine
ﬁended to be permanent, Government insurance was offered
to attract money $nto the fleld of bhome financing. -The
mortgages insured were to be made on reelistic termswe

loan-value ratios up to 80 peroeub,;maturiéiés ﬁp'to 20

2. Loc. oit.
3. Public No., 479, 734 Congress, (National Housing
Act, approved June 27, 1934, Title I).



years, amortization by monthly peyments.,

The FHA wes not set up to protect lenders by insuring
transactions too risky for conventional loans, On thé -
contrary its mission was to lesd the way in plecing home
financing on a sound basis. Only first mortgeges would be
insured, The insurable amount would be related to an
adequate appraissl of the property but could not exceed
$16,000. The loan would be amortized by periodic payments
within the borrowenr's roascnable ability to pays., Interest
could be not more than 5 percent, or up to 6 percent if
tre market demanded it. The transsction had to bo e¢oe
nomically sound,

- The borrower's regular mortgege payment would inelude
a mortgage insurance premium which the lender would pay
annually to the FHA, In time the accumulation of premiums
would make tre agency selfesupporting and possibly provide
dividends for mortgagors, Thre system wes similar to that
ugsed by private mutual life insurance compsnies,

Insurance claims were to be paid in longe-term interestw
bearing debentures. As a reassurance to lenders, dehentures
$ssuved in exchange for mortgeges insured before July 1, 1837
were to be guaranteed by the United States. (In 1938 the
guarantee was made permanent.)

Mortgage insurance in emounts up to £10 million on

lowecost rental housing built by limited-dividend corpoe

rations was also provided for.
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(3) HNational Horteane Asaoeietions.s The FHA wes

authorized to charter National Mortgage Associations with

capltal stock of at least €5 million. Tre associntions

would buy and sell FHA-insured mortgages., This would

help to make mortgage money available mors consistently

in all parts of tle country and to reducs interest rates

in areas whkere scarcity made them high. Provision for

Hatlional Mortgage Associntions was considered essential

to the sucocessful carrying out of the mutual mortgage

insurance plan,

(4) Insurance of gnvings and loan sccounts.

€ 4

TPederal Savings and Losn Insurance Corporation was ¢ce

tablisled under the diroction of the Federal Home Loan

Bank Board to insure the accounts of savings and loan

asaoglations.

With tke sianing of the National Eousing Act o new

era in American housing began.,

The Act provided for oreation of & Federal Housing

Administration, with all powers vested in an Administrae

tor, who was appointed by the Fresident with the advice

end consent of the Senate for a term of four yeara.v The

Reconstruetion Finasnce Corporation was dircoted to make

5, Ibid., Title III.

6. 1ibL

i

.y Title 1V,

7. 1B}

¢

s Title I, sec. 1,

Reorganization Plan Ko, 3

of 1947 provided that the functions of the Federal Housing
Administrator be transferred to the Federal Housing Come

missioner,
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avallable to the Administrator whatever funds he found
necessary, and its amuthorized bond issus was increased by
an amount sufficlent to provide such.funds, The iresident
was also authorized to make allotments to the Administra-
tor from any funds available to him for emergency purposes.
Contrary to a popular impression which has baen difficult
to dispel, the PHA was never authorized to lend any money.
Its distinctlive funotion was and 1s to insure lenders
against losses whick they might sustain on cerfain typos
of leans., These insurance sctivities fall into two major
divisiona, usually designated as Title T and Title II
loans.

Title I: Under Title I three types of loans were

e¢ligible for insuranco:

(1) Title I was principally concemed with loans
for financing alterations, repsirs, and improvements on
exlsating structures. To be eligible for insurance, such
loans could not exceed 10,000,

(2) While the original intention in this part of
tte lew was to provide Iincreased credit for these purposes,
the wording was broad enough to cover loans for new cone
struction slso., The wording was changed by the fet of
April 3, 1956,8 20 as virtually to eliminate the insurance
of such loans under Title I, but in the Act of Fobrusry 3,

8. Public taw 486, VéthVCQngreas, approved April 3,
1936,
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1958,9 the original wording was reatored, and it was
specifically provided thrat lomns for new construction
might not exceed £2,500.

(3) The insurance of catéstrophe loans was first
authorized by the Act of April 17, 1936.10 Such loana
could not exceed 2,009,

The total amount of insurance granted to an instie
tution on the first two types of loans was limited to
10% of tre totel smount of such loans, advances of ecredii,
and purchases made by it, On the thkird type the limit
was 207, Tre totsl amount of 11ability which the Admini-
strator could have outstanding st any one time plua the
anount of claims raid on loans insured under Title T wes
limited to £100,000,000, Trere was no charge for insure
ance under Title I, and all losses wevre paild by the zovarne
ment. ¥Except for the maxlmum limits, Title I was practi-
cally devold of restrictions concerning the granting of
insurance, Loans to be Insured were not limitsd to resie
dential structures or to urban areags. Tre Administrator
- was glven complets asuthority to preseribe the conditlons
under which lending agencles would be approved for
insvrance and to specify the requirements conceming
interest rates, maturity, security, and other conditions

to which their loans must conform,

D, Public Law 424, 75th Conzress, approved February 3,

1938
*10. Public law 526, 74th Congress, approved April 17,

1936,
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Only loans in excoss of £2,500 required prior apprroval
of the Administrator, Tre local lending institution was
to be the sole judge of the wisdom of axtending eredit of
less tian thls amount and simply was to report 1ts eliglble
loans for insurance wlithin thirty-one dasys efter they werse
granted. No down payment and no mortgage or otrer security
was to be rsquired, even on loana for new construction, but
local institutlons were froe to require security or endorsers
if they wiskred, Loans to finance new structures Intendsd
in wlole or in part for rosidential uae could have a matue
rity not in excess of geven yoars and an intereat yield
not exaceedinzg 6,697 (23,50 discount per 2100), On other
loans thre inaurance was limited to a peried of flve years

and the interest yiold to 9,72% (&5 dilscount per £100),

The __ggriment Began to Prove Out

At the end of 1934 the Federal ﬂeusmg Adminlatration
was a full-grown agency with a reoord of solid accompliah~
ment., | | S |

The new agency had been under terrific pressure to
show quick resulte. The datéila ofythe'modarnisation
eredit plan rad been worked out céréfully béforehénd, and
the FHA was able to getcutatanding people to conduct §he

alleout bettor-hbuslng cam@aign that #as launched at once,



The Better-Fousing Campaimm

At a time when the country was just beglnning a slow
¢limb out of its worst depression, the job of FFA was to
s6ll property owners on the idea of apending money f{or
repalrs and improvements even 1ff they had to borrow 1&g
and to gell lending institutlons on making cconsumer eredit
loans up to #2,000 in smount without collateral, co-mhlers,
or endorsers, wlth repayment strstched out zs long as &
years., Trils was nlmost unkeard-of in banking circleges
a3 a matter of fact, less trkan 1 percent of the bonlke were
organized to make this type of loan when the campalegn
began.ll On top of everything else was the fact that
relatively few people understood what FiA was all aboutl,

The better<housinz campalgn reached Into every corner
of tre United States, It was comparable to a Government
war bond drive, Volunteers were enlisted, 4,000 commu~
nities wers organized, 32 m1llion Joore<to-door canvass
calls were made.l2 Nors tlan a thouaaﬁd newspapers
ecarrisd better-tousing sections. Every avenue of pube
licity was used to make the country housing conselougee
movies, radio, exhibite. posters, car cards, magazine
articles, mestings. |

By the end of 1934 nearly 4,000 finsnclal instltu-
tions, representing morse than 70 percent of all tho

commercial banking resources of the country, hed FHA

11. The FHA Story in Summery, p. 9.

———

12, Loc, cit.

A
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contracts of Insurance and had made nearly 73,000 property
improvement loans. By Dacember tley were baing roported

at the rate of £393,000 a day.l5

ﬁg;u@l‘Mortgage‘Insurance.

Title IT provided for a system of mutual mortgage
1nauiance undef which the‘Administfatov was authorized
to iﬁauré, or to make commitments to insure prior to exee
cution, fully amortized loens secured by property of three
typeas |

(1) Owner-occupied dwellings designed principally
as single-taﬁily residences. The construction of such
dwellihga must rave begun after February 3, 1938, and the
mortgage must have been approved for insurance prior toA
the beginning of construction, or, if construction was
begun betwéen January 1,'1937, and Febrﬁary 3, 1938, the
dwelliﬁg‘mﬁat not bave been sold or dccupied since come
pletion. The mortgagor must have’péid on the property
at leaét'IQ% of tre epprnised value in cash or its equiva-
lent, and the mortgage mst have hed a maturity not exe
ceeding Qé‘yaars. The principal of such mortgages was
limited to 28,600 and could not exceed 90% of the appraised
vaiﬁé up to £6,000 plus B80% of the appralsed value in |

excens of ¢6,000,

09



(2) Dwellings dssirned priﬁoipally for residontisl
uge for not more than four families, Mortzapes on such -
property could not ercecd £16,000 or 807 of the apovralsed
value and must have had a maturity not eiceeéing 20 yoars,

(3) Rental housing projects covered by mortIages up
to $5,000,000. The orizinal Act contained a simple autho=
rizetion for insurance us to £19,000,000 on rrojects dow
slgned to provide houslng for porsens of low incoms, The
Aot of February 3, 1222, added detalled rezulationo covering
this type of 1Insursnce and provided for creation of 2 8C DO
rate fund, known as the Nsousing Tnsurence Fumd, In cbnnect&on
with 1t, ¥hile many of the provisions are the sanc, the
following discussion reiateélanly to mortpazes of tho first
two types.

Firét liens mede Yo snd held by approved moxtgnioos,
containing complets amortization rrovisions and othor
tsrms prescrited by ths Administrator, bearing intorcst,
exclusive of premium nnd service charges mentlonad balaw,
st a rate not exceedinz 57, and excouted in eonneciion with
projects whichk the Administrstor considered enohomically‘
eoynd. wera eligible for Insurance, MNortgages of the second
tﬁ%e mentioned in the preceding paragraph wers to cover

eittor new or exiasting structures., The 1938 amandment,14

14, rublic law 424, 75th Conge, H;R. 8730 approved
FPebruayy 3, 1938, Sece 203(a).
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however, provided thet bogluning July 1, 1839, no worizngoes
could be insured unlcss thoy covered property (1) approved
for wmortgage lnsurance prior to completion of consiructiong
or (2) tho construction of which was commenced afior Janue
ary 1, 1937, and completed prior to July 1, 12303 oz (3)
previously insured by the Administrator. The lew hod
never limited Insurance operations to urban mortgages,

but the 1938 amendmentc gpecliflcally provided for tho
insurance of otherwlse eliglible mortgages covering forms
on which hkouses or bulldings were to be constructed op
ropaired, providing at loast 155 of thke principal of the
mortaage was to be spent for materlals and labor,

The Administrator was authorized to collect an annual
premlum charge for insurence of from 1/2% to 17 of tlo
amount ofithe rrinclipal obligation outstanding, without
taking into scecount delinguent payments orprepaymonio.

The Adminlstrator regquired payment of these premiums in
advance by the mortgagzec, whe collected them from tho
mortzagor. Authorizatlon for the aenruel service charge
of 1/27 of the outstanding principal formerly permltied
by the Administrator was removed from the regulatious iIn
Tebruary 1938.15 If dafaunlt oceurred on an Insured worte

gage, the mortgagee was rermitted to foreclese or acqgulre

title to the mortgaged rroperty by other means, and upon

15, .I_‘QE.’..!. 9_1& U\.!'.‘»,I’T..‘;:‘;:j‘i:;'.h S1oRMOND



dolivery of neceptable title to tho hﬁminiatr&tﬂr‘was
entitled to recelve debentures equal in face vslue to

the value of the mortecace, These debhentures were lasued

in the neme of the !Mtvel Yortzaze Imsurence Fund, were
fully guorenteed es to princinal and Interest by ths Tmited
Stetes, were exempt frem 21l taxes except surteres, ostate,
Interitance, and gift tzxes, bore Intorest et o rate not
exceoding 3%, dotormined at the tims the mortrncoe wos
offered for Iinsuvrance, ond metured three yeers after the
first day of July following the maturity date of the morte
garo.

The agmrecate prineipal oblignation of ell insured
mortcages outatending st any one time was limited to #2
b21llon but with the ennroval of the Tresident thin 1imit
ecovld be increpsed to #3 billion. Mortrapes seccepted for
inzurance were divided into zroups in accordance with souvnd
eetuarial practice snd risk ceharacteristics. Separate
peanunts were mainteined for epch group. Proamium chonses
gnd appraisel fecs wors to Yo erodited to these groun
pecounts, and tho payments on dshentures and certificates
of ¢la!m and the oxponoes of hendling proverty wers charged
to them, In addition to the group sceounto, & goneral
reinsurance sceount was gset up with £10,000,000 of federal
funds, which was avallable to cover defleits in the group

pecounts, The Administrator could charge hias exronron
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elther to group accounts ar to the reinsurance accoint,
“ron all mortrages in o group hed been rald, or when the
amount avallable for distribution was sufficlent Lo pay
all mortcages In the group, the Adminlstrator was &0
terminate the inmurance for thet grour, charce off snti-
mated losses, transfer to the gonoral reinsursnce aceount
107 of the premiwms previounly eredited to the group, and
dlstribute equitebly to morteacses, for the acoounts of

nortoagors, the balance remaining in the croup nceownt.

Prorarations for Mortzare Insurance

While the better<housing campalgn waa going full
blast, work that was oven more iwmportant was in progress
at FHA,

Machinery for property improvement loan insuranco
had been ready even before the Act was peased. It was @
simple procedure, with responsibility left largely to the
lenders., |

Mutual mortgage insurance was something else. Its
object was nothing less thaq a reform of home financing
practioes.lG In & sense 1t was a&an emergency program, but
its longe-range asgpects were far more important,

The law requirod that every transaction be economlically

"sound"”, and fixed responsibility for determining such

16, The FHA Story in Summary, p. 10.
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soundness upon the Administrator. £ system of »ilsk rating,
to be dlscussed later, hisd to be developed, baged on new
and untried premises. A "sound” trenssction involved
"acund” propertlics and noightorhoods, stendards for which
knd to be estadblished, Tre mortgegor's willinmmese and
ab1lity to repay the Jdeht were prodbobly the most Impore
tant elements In the transactlon, £ basls hed te be found
for makling sure ke wac not Liorrowing more than he could
repav. Tre mortgege wos to be within g fixed peresntege
of aprralised value, &lttouch there wes et Shat Hlmo no
national system of aprralsel avalleble =s & stendard,
Tre work "value” 1tself had to be defincd (sece Lolow),
A1l trese probléms were boling worked out while tlre
betteréhouaing apmpalsrn was making the initlsl bresk in
tre housing logjem, On Yovember 3, 1234, the Guarmuly
Trust Comrany of Nev Yerk became the first ?ﬁﬁnayﬁfévad
mnrtzagee.‘ on Decerber 21 of that yesr, & commlimentd
wog 1ssﬁed by the Newarl office of FHA to Yr, and Ive,
Warren Newkirk for the £irat house to be dulld wﬁth Pl -
{naoured finencing. Mr, Nowkirk rald of ¢ tls balemee of
his #4,000 mortgage upon retirement from business in 1948

and recolved a rebats of pbout 400 from the FPA un&ar the

17
mutual mortpaze insurance plan.

1'7: Ibidz, Pe 11Q



Eandicaps

A sorlous hendicap to MHa morﬁgaga lnsu?ﬂnce‘mfa*a
from the provisions in slabe laws which operatod 8o go o
rrevent lenders from taliing fuil advantege of the provie
glons of tho Natlonel Ivusing Act. The PEA prepaved a
wodol bill removing those vestrictlons and worked with
State officlals bo adapt it for passoge. Oy Lhe ond of
1997 tleo necessery leplslation has beon enacboed In 61l
¢3 gtatos.

fngotizr landicep to the attainmont of FHA objeoetbiven
was the scarcity of relioble date on the housing markold
and housing condlilong in geonsral. The fiet directed the
Administretor to male Tsuch statisticel surveys mnd legel
and esconouwic studles og e shell deem uzeful to gulde the
devolorment of housing and the creation of a sound wort-
gage market."lg Tkis work bsgan as soon as the TIUA vas
set up. Hot long alterrarvds PHA's owm giatlsiles of
operablon came Yo be zowme of the mogd waluable material
in tre bovsing Tleld, TFA pliso toolr the lead In eponsering
tousing surveys, which devwelorped into a national Consus of

Housing, taken for the first time in 1240,

FPHA Helpsd Recovery
In the seven years from 1934 to 1941, FHA established

its programs on what peoms to have been & firm foundatlon

18« public Law 479, op. cit,, Title II, sec. 203,
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end became a astrong force in the housing market, Although

the National Pousing Act has been amended cn many different
occasions, the basic provisions of the law and tre rogulees

tions and procedures dotermined in the early years have

never appsared to nesd radical revision.

The First Full Year

The better«~housing campalgn continued through 1935,
By the end of that year, more than 708,000 property improvee
ment loans with net proceeds to borrowers totaling £229
million hrad been reported for insurance, Employment in
the building trades was 10 to 15 percent higher than at
the end of 1834, In May tle insurance autbaritf WaS 6Xw
tended to April 1936.19

Home mortgage insurance got under way December 21,
1934, and 23,307 mortgagea totaling $93,882,000 were

insured during 19:5!5.9O

In February FHA 1ssued the first commitment to insure
a mortgage under Section 207 on a lowecost housing projectew
Colonial Village in Arlington, Va., & gardenetype development
financed through tre NWew York Life Insurance Compeny, There
were about 15,000 tenant applications for the first 276

21
units svailable for occupancye.

19, F.J.A. Story in Summary, p. 12,

20: Federal Housing Adminiatration 27th Annual Report
for year ending December 31, 1960, p. 16,

21, EallA. Story in Sump@ry¥, ve 12.
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Minimum standards were established in 1935 for prope
erties and subdivisions, and research wes undertaken in
uvrben land use, housing lews and regulations, conatruce
tion developrments, and costa.

Techniques for zathering end analyzing housing date
were developed, end the FHA began to publish its own -
statistics of operation,

FEA Beging to Pay Its lVay

At the end of 1936, revenves from mortgage ingurance
premiums and appralsal fees were coming in at a rate of

about {600,000 a month, In some of the insuring offices,

‘pevenues were already ogual to expenses,

The number of home mortgages insured during the year
1936 was more than three times that in 1935, FRentel houaing
vag aplso getting startodeeprojects with more then 600 units
were insured in 1038, In April the moderniszation credit
plan was extended to April 1, 1937, The liability for
logses was reduced from the £200 million authorized in
1934 to £100 milllon, and the smount of insurance was
redused from 20 percent to 10 percent of all loans made.ga

Purchases and anlos of insurod mortpages were Iine
creasing. By the end of 1936, about $60 millloneeabout

15 percent of the total amount insurede--had changed hands,

22, Publiec Law 486, 74th Congross, approved April 3,
1936 . ’ ’
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The firat housing market analyses were undertalen on
en experimental basis, and study also began on thke causes
of real estate oycles,

The authorit& to insure property improvement losns
expired in April 1937 (except for disaster loans ) and was
not renewed until the following February. _

Home building fell off in the second half of 1937,
and, after conferencesn in whioh FHA and other Government
agencles took part, amendments to the Hational Housing
Act were introduced late In 1937 which became law on

Fobruary 3, 1038,2°

Amendments to the Act

The Ratlonal Housing Act Amendments of 1938 were the
first important changes in the original law, Title II was
rewritten so as to provide for moreée liberal terms on new
low~gost, owner-occupled homea~-~80 percent mortpeges with
maturities up to 25 years., In addition, thre Treasury
guarantee of FHA debentures was made permanent.

Froperty improvement loan insurance authority was
restored (it has remained in effect ever since by perie
odic extensions). lLoans up to §2,500~«the sowcanlled Clags 3
loange«to finance the construction of homees were also authoe

rized, under Title I.

23, Public Law 424, 765th Congress (Chapter 13.3°
Session) approved February 3, 19638,



Section 207 was revised to include housing dullt for
profit, A serarate Housing Insurance Fund was eatablished
for this sectlon,

Provision was algso made for setting up s Federal
Nntional Mortgage Association to buy and sell insured
morﬁgages. It was incorporated on February 10 and was
owned and operated by the Reconatruction Finance Corpoe
ration (see below),

Mortgege insurance on both homes and rental projects
rose sharply after these 1938 amendments took effect, and
helped to bring about a vigorous revival in the housing
industry. This aided the sconomy, which faced a general
recession in late 1937 and early 1938,

Two significant amendments were made to the Act on
June 3; 1959:24 | | | |

(1) Provislon was made for the first time for an
{nsurance premium of not more than 3/4 of 1 percent on

property improvement losns, The Administrator fixed the

oharge at this rate, where it remalned until 1954, Several

reduotions since then have brought 1t down to 1/2 of 1
percent, o |
(2) A prevallingewege provision for multifemily
housing under Section 207,
The following year the number of unita provided
under Section 207 dropped to 3,600 from the 1939 figure
of 13,400,

24, Public Lew 111, 76th Congress (Chapter 175«lst
Sesaion), eapproved June 5, 1939,
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The President's Reorgenizetion Plan No. I effective
June 25, 1939 set up s Federal Loan Agency to soordinate

and supervise wvarious agencles, including FBA.QS

FIIA Becomes Self-Supporting
July 1, 1940 was significant as the date when FHA

begen to pay ell its expenses out of income, Since then
1t hss been completely self-sustalning.,

Dafense and ¥Yar Housing

¥ar had begun in Furope in Septamber»lgsa. FHA
activities became more and more concerned with defense
housing and increasingly signifioantiin the ovarall
housing market. | f

In March 1941 a new Title VI, Defense Housing Insure
ance (laeter renamed ¥ayr Housing Insurance), was added to
tre Act and soon became the dominent velhlole for FHA
mortgage 1naurance.26 The requirement of economie
soundneas was omitted, and & specisl insurance fund

wag esteblished to provide for losses.

The National Houging Agency
An executive order of February 24, 1942 croated &

o

7
National Housing Agency. “ The FHA, with otleyr housing

25. Effective June 25, 19039, under the provisions
of section 5 of the Reorganlization Act of 1939, approved
April 3, 1939,

26, FPublic law 24, 77th Congresa (Chapter 3lelst
Seasion), approved March 28, 1941,

27, Executive Order No., 9070, approved February 27,
1947,



agenoiés of the Federal Government, was wade & congtltu=
ent agency.

At this time the title of Federal Housing Administra-
tor was changed to F9d0r31 Housing Commissioner, ‘

 On May 26, 1942, Seetion 608 was added to Title VI

of the National Housing Act ¢o stimulate the pvoduction
of rental lousing for war workera.aa

Aa an anti-infletionary measure, the President early
in 1942 urged the Americen people to accelerate paymont
of mortgsgzes snd other debta., The FHA agreed to walve
the prepayment penalty of 1 percent when refinancing was
not involved, |

Restrictions on materials and other wartime regulae

tions made it neceasary for tle time being to modify FHA

underwriting procedures.

PEALVA Financing

In 1944 FHA, in cooreration with the Veterangt
Administretion, prepared to extend 1ts facllities to
returning veterana by proceesing cases whore VA guaranteed
a loan in lieu of equity not over §£2,000 and FEA insured
the mortgage, When this combination financing was finally
discontinued, FHA had Insured about 327,000 mortgages,.

mostly under Section 603,

28, TPublie law 557, 77th Congress (Chapter 319<2nd
Session), approved May 26, 1042,
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agenciés of the Federal Government, was made & congtltue
ent agency.

At this time the title of Federal Housing Administra-
tor was changed to queral Housing Commissioner, «

~ On Fay 26, 1042, Section 608 was added to Title VI

of the National Housing Act to stimulate the production
of rental lrousing for war workara.ga
| As an anti-inflationary measure, the President early
in 1942 urged the Americen people to sccelerate paymont
of mortgasges snd othrer debta, The FFHA agreed to waive
the propayment penalty of 1 percent when refinancing was
not involved, |

Restrictions on materials and other wartime regulse

tions made 1t neceasary for thre time being to modify FHA

underwriting procedures.

FEA-VA Financing

In 19§4 FHA, in cooreration with the Veterans? ’
Administration, prepared to extend its facilitles to
returning veterans by proceesing cases whore VA guaranteed
& loan in lleu of equity not over £2,000 and FRA insured
tre mortgage, Whren this combination financing was finally
discontinued, FHA had iInsured about 327,000 mortgages,.

mostly under Section 603,

28, Publiec law 550, 77th Congress (Chaptor 313-2nd
Seassion), approved May £6, 1042,
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First Particivation 2naynents
The first participration payments under the matnal

mortzage Iinsurance system were made in 1945 to nearly

13,000 mortgagors who had prepald treir loans in 1244 ,°7

Veterans Housaing

In 1948 the grand push for veterans housing begane.
FHA was 1n the middle of it, How to get houaing veterans
aould afford end buillt by private enterprise in ike face
of materials and labor shortages and restrictions, natl
to mention cellings on prices, rents, and intersst rates,
was as difficult a problem es any FHA had feced,

The Veterans'! Emergency Housing Act of 1946 revised
and extended FHA authority to insure mortgeges under
Title VI of the National Fousing Act.so "llecossary
current cost" replaced "estimated replacement cost® as
the bagis for determining insurable mortgage anouvnto.

FHA devoted much of 1ts energles in 1946 So the
encouragement of the production of veterans! housing,
partiocularly rental housing.

Because of the emergency, alternatives to minimm
property requirements for multifamily housing were nmade
ecoceptable if the project was structurally sound, @ell.

designed, and had permanent rental apreal. Elevator

29, Twenty Seventh Annual Report of FHA, 1960,
pe 1094

30. Public Law 388, 79th Congresa (Chapter 268«2nd
Sesalon), approved March 22, 1946,
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structures became acecoptableo for the first time, The
amortization of Section 608 mortgsges wea reduced 80 ana
to lengthen thse maturity by five years or longer., Vorking
capital reguirenents were reduced., Porma were simplified
and procedures streamlined to facilitate quick action on
applications,

In 1947 FHA insurance of shorteterm loana to housing
manufacturers was authorized by Congress.SI Ahout 750
such loans were insured in the seven years in éﬁich the

insurance was avallable.

On July 27, 1947, Neorganization Flan Ho, S of 1547

became offactive, ostablishing a Housing and Home Finance

Azency in place of tre Notlonal Housing Agency.

Feonomy Housing
The Bousing Act of 1948 was apparently designed to

stimulate the production through private enterprise of
housing in the lower price and rental rangeé, ag woll as
to ald the transition from amérgenoy to normal poace-time
gonditions in home rlnaneing.sgv A number of 1taAprav1~
sions affected BYA,

.~ Section 611 was mdded to Title VI of the Natlonal

Housing Act to encourage aprlication of costereduction

21, Public law 120, AOth Congress (Chapter 163=lst
Session, approved June 30, 1947,

32, Fublic Law 901, 80th Congress (Chapter 83Z«2nd
Seasion), approved August 10, 1948,



techniques through largce-scale modernized site congbtruce
tion of housing. About 2,000 houses were financod undexr
thils sasction before it Lecame inactive in 1953,

Rinety-five percent mortgages end 30-year maturlities
wore authorized for the first time under Section 203 con
lowecost homes, and 90 percent mortgages with 40«yoar
maturities under Section 207 on low-coat and cooperetive
projects,

Various other amendmenta toc the Act were made with
the object of increasing ihle supply of housing for famie
lies of limited income, The FHA and the National Associsae
tion of Fome Builders jointly sponsored a serles of
industry meetings to discuss the purposes of the amﬁnﬁ#
mentsa.

A new Title VII was added, providing for FHA insure
ance of yields on rental housing for families of wmoderste
income where no mortgage finencing was involved, Mo
ingurance has ever becn writton under this title.55

FHA's authority to lssue commitments on new cone
struction under Section G603 of Title VI expired {innlly
on Aprll 30, 1848, ’

In January 1949 FPHA launched en economy housing
campalgn with emphrasis on economles through efflaient |

operation and large-scale rroduction., It helped to bring

33, Public ILaw 901, BOth Congress (Chapter 832-Znd
Sension) cited as National Fousing Act of 1948, approved
August 10, 1948,
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ctout o 3 pereent reduction In the median velue of new
homes financed under Section 203, but there was also s
reduction in tre everage louse alze at tre same tims.

On August 8, 19049, Title YIIY was added to the
National Pousing Act authorizing the FHA ¢o insurs morte
gagzes on rental housing for perscnnel of the Armed Sore

vicea, on certification by the Secretary of Defenge o2

Tre Koreen Crisls

Wineteen rundred and fifty was a year of sherp
change in direction.

The unprecedented’volume of mortgags insurance
written during the year reflected tre continuing demand
for homes, More housing was started in 1950 than in eny
previouvs year oy since.s

After March 1, newsconstruction commitments under

Section €08 on rental housing could be lasued only 1if

the applications hrad been received on or before that date,
The Housing Act of April 20, 1950 amended the Nationanl

Housing Act so es to euoourﬁge greater production of housing

for middle-income families, It added a new Section 8,
authorizing FHA insurance of mortgeges on lowecost homes
in outlying areas, &nd a new Section 213 for mortzegoe

insurence on ocooperative housing projects,

34, Public Law 211, 8lst Congress, (Chapter 403«1st
Sesalon), seci 801, approved August 8, 19849,

35. Thirteenth Annual Leport of Housing ggg Homo
Finance Azency 1959, De B.

AR T
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The volume of aprlications received snd Insurevco
wrltten In 1951 decrenged under the Influance of auch
factorn as credit restrictions, control of materials,
gome tightness of mortgepe money, and the decline of Sece
tion 808 activity.

Fesponaibility Cor administering controls on private
multi-unit residential construvetion was delegated to FHA
by the Fousing Administrator. This involved processing
spplicetions from buvilders and issuing suthorized cone
struction scredulesa and rclated allotmente of materials,

The Defense Housing snd Community Fgellitles end
“ervices Act of 1951 added & new Title IX to tbé Hational
Housing Act providing for mortgage insurence on progrommed
housing in critical defense areaa.ge

PHA's major objective during 1952 wee inerenscd
production of houeing in tte four most critical arensn:
military housing, defense housing, low~cost housing,

and houzing evaillsble to minority groupsa.

& ew Administration

The firat change of presidentisl administration
after FHA was establiabed took plece in January 1952,

when Prealdent Eisenhowey coome into office,

36, Public Taw 130, f2nd Congreas (Chapter 37R«lat
Session), approved September 1, 195},
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Durdng rls tern of offlce the FIA repeid 4o tho
Troagury the amounts advanced in 1ts early yeers 1o pey
1to eoxprenses and establish 1lts insurasnce funda, The totanl
amountnald to the Treasury was £85,5 milllon, ¥hlch ine

cluded £20.3 million interest.57

THA Criels and Hecovery

Nineteen fifty-four was one of FHA's most eventiful
years., There werc both good>and bad events.

On thre debit sidc of 1254 werc tle investipntions
of reported abusos under the property improverent poogram
and thre postwar rental housing progrem under Section 608,
weakened morele in the ozency end threntened public confi-
denece in 1ts integrity.

Immediate steps wore taken to solve the problem and
by the end of the yesr FFA wes beginning to come back from
tlke shock of the charges made sgeinst it. FHA orgenizetion
and procedures had been studled and reviged where necege
aary, advisory committees reprezenting Industry and cone
sumer interests hed been called on for recommendetionsa,
snd now safegnards incorporated in tre Housing 4ct of
1954 had been put into effect,

The Act also made s number of changes in FHA programs.
Home financing terms were libveralised, with spocial provie

sions included for servicemen's homes, New FHA mortpngze

37. The FHA Storwy in Summarv, p. €0.




insurance programs in conjunction with urban renewal
wore authorized. Title YI was made Insctive.

The mllltary housing previaiona of the Act wara TG
'qritten by the Capehart rct In 1953.

HousLng for the eldoﬂly was given specisl cans&éara-
tion in the Houslng Act of 1956.

Minimm down payrments for home mortgage transactions
wore reduced in 1957 ond 2gain 4n 1958,

TFA regulatlons wore amended in 1967 to make 1% possie
ble for the first time for mortgagzees to sell securitiles
to tre public bascked bty insured mortgagoes. | |

A new Certified Agency program initieted in 1987 in
gseven trial areas proved ao’sﬁccasafui in @xténdiﬁg FIia
gorvices to smaller lecelitles tkaﬁ 1t wes soon mado
" netionwide for this purpose. | | |

In 1058 FPHA publisled a néé get of minimum proporty
standards spplicable throughout tre Vnited States, which
became mandator; cn July 1, 1859 for PHA-insurcd hone

financing transactionse.

Today
.~ The following 18 @ digest of the primary insursnce

terms authorized by the ﬁationgl Houning Act ez amonded
and PHA regulations as of Dctbber, 1961.38 This is |
intended as a'guide dnly. That 1s, the appropriate

38, Federal Housing Administration Pamphlet Noe 2575
rovised October 1861, ‘
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rasulations stould ke consulted for deteilsd nformnbion
on current provisions, [t 4s alago noted hore Lhat the
insurable mortzage amounts, ratios of loen to value ar
loan to replacemsnt coat, and mortgzage maturities shom

Fere are sudbjsct to underwrlting considarations,
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TITLEY Sec. 2

Title | is primarily a program of personal wasecured loans. Responsibility for credit spprovel, approvel and inspection of im-
provements. and approval and disapproval of dealers is delegated by the Commissioner to the insured lenders.

Prior credit approval is required oaly when the aggregate obligetion of the bormwer on Title I loans excreds $5,000. Security is

required oaly for Class Xb) loans having matarities greater than 7 vears and 32 davs.

~

Claims ace paid in cash after default, on assignment of all rights to the United States. Security may not be foreclosed withowt

prior FHA approval. A claim must be filed within 9 months and 31 days after default uoless an extension is obtained.

A credit spplication signed by the botrower is required for every loaa (except refinancing without sx additional sdvasce). The
lesder may rely oo the borrower’s statements in the credit application concerning ownersbip of the property, credit, snd the improve-
ments 10 be financed

Class Maximum Losn Maximun !
of Purpose of Loan Type of Exclusive of Maturity
Loaa Structure Financing Charges of Note
Class 1{a) Alterstions, repairs, and im- All structures ! $3500 S years and 32 days
provements upon Of in connec-
tion with existing structures
which substantially protect or
improve the basic livability or
wility
Class I(b) Same a3 above Structure used or Lo be Average of $2500 per umit 7 years and 32 davs

wsed as dwelling for two
or more families ]

not exceeding $15,000

5 years and 32 days

Claas 2(a) Building new structures Noaresidential and non- 3500
farm structure
Class 2(b) Building new structures Noaresidential farm $3500

strecture

T years ang 2 dav~

15 vears and 32 davs if se
cured by first lien

)

LIt advance exclusive of financing charges exceeds $600, structure must have been completed snd occupied st least 90 days before epplication for the losa.

BUNNNBEIRIE

—
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TITLET Sec. 2

The note must be.valid and raforceablr against the eligible borrower or horrowers and ali signatures must be genuine. FHA Title | in
surenc e doea not cover losses resulting from unenforcesbility of the note ot from forgery.

Borrower must be owner. or leases havin,
proved. Owners include rersons holding su
conteacts

# 8 lruse extending at least § months beyond maturity of the lcan. of the property to be im-
byect to mortgage or other lien and persons purchasing under mutually binding instaliment

reduced by 15% on July | of each vear.

Dgler spproval, borrower and dealer completion certificates, and € days sdvance notice to bormower of disbursement are required unless
loan is made ditectly to the borower without deater participation in the application or in the losn disbursement.

The geners! insurence reserve to the credit of each insured Iander is limited to 10% of the aggregate amount advanced on all loans re-
ported for insurance less the amount of claimapaid. Insurance reserves of more than $5,000 that have heen in effect 30 oc more months are

Matiomum Metunity of
Hefinanced Note

-

Maximum Financing
Charge lincluding
FHA inssrance charge
and all other charges} 2/

lusurance
Premium
{to be included in

maximum finencing charge)

S yesrs and 32 days (mot more than 7 years from date
of orixinal note

$5 00 discount per $100 of
face wmount per vear »n

first $2500

$4 00 o0 amount above
$2300

50% per annum of
ampunt advanced

vears and 32 days inot more than 10 vears from daie
of onginal note}

$5 00 discount uer $170 of
fac= amount per vear on

firsy 32500

$4 (0 on amount ahove
$2500

S50% per anawm of
amount advesced

45% r#r annum on

{oans over §3500

¥
S years and 3 davs (not more than T years from date
o caginel note

$5.00 discount per $100 of
face amount per year on

first $2500

$4.00 on amount above
32500

50% per annum of
amount advanced

T rears and 32 days (but sot more thas 10 years from
dite of original sote)

IZ venrs and 32 days (not exceeding 25 years from dute
of anginal note, if original and refinamced note are
both secured by first lien)

——

$5.00 discount per $100 of
face smount per vear on

first 82500

$4.00 on amount above

$2500

$3.50 on loaas having a
meturity over 7 years and

32 daye

50% per annum of
smount advanced

.45% per annum if
meturity exceeds 7
years and 12 days

/1 1nowed rakes security, borrower may be required to pay recordiag fees and coat of title search, but these may not be paid owt of proceeds of loan or incleded in

face amount of wote; neither may the cost of life insurance be included in the mote.



TITLE 1T Sec. 203

——
(n (2 3 4 (5) (6)
Section of Purpose Type of Lonstruction Minimum
the Act of Loan (urbar or rursl noefarm Nurhber of
unless specified other- Family > —
wise) Units Per
Insurance Amount [nsurabie Loan- Value Ratio
(ontract
T T
I Section 2034 Finsnce proposed 1- 4 family 1 Occupant  mortga gor Occupant mortgagor
! ac existing dwell- 825,00 | famaly . .
i 0 iy ing dwel L7500 9 or % family A, Propased mnnrndu:n, or construction com-
i C 33 000 4 family pleted | yrar or more: 97% of $15,000 of appreised
| - : valve, + 3% of value sbove $15,000 but not over
{ ‘ i
! | $9,000 if peoperty meets only s:o,poo, + 75% of value above $2,000
i RHN I MPS far tow-cast housiag I B.Construction hegun and completed lesa than | year{
! ! I ! 0% of 20,00 of sppeaised value + 73% of value
; av : ! ! | Non-iccupant mortzagor tahove $20,000
: @ i C 881,200, L-family Non-oceupant mon gagor
i 823,30, L or -famlv 'R5% of amount computed under foregaing formata
| i ! ‘ $29,700, 4-family (1f escrow commitmant procadure i vsed:
; ' . Same as occupant morigagor, subject to 15% with-
| | | i 1f Pscr:lw commiment procedure fheld from mortgage proceeds and placed 1n escrow
i ! ! (s use peading sale 1o an acceptable occupant mortg
: l , i ’ Same as for sccupant mon- | within 1B months i
: ! | gagor, subiect 10 134 pacmw
i : . pending <ale to an acceptable | ]
i ' | i | owner-occupant within (8 . !
: i i ' T monthe § '
| ‘ :
! ; ! :
} ! i ' : i
| ! i : !
i B i
B + N
e b o Ti e e b e e
| Sectina 434 Finance dwell. § - family : I s12.am L ADU f apprassed value
! s for nwper- H X (89,700 if preperty meets i !
t b occupant borrow- 1 i 1 oaly NPS for low o8t hous | :
| ers (disaster | | ! ing)
; ot bogsing} f i i
L . «
, !
r ! ' ; |
' { i !
' i |
: { !
- ~ et .MA..,.NJ...__., - U S
Secti:n 203 Fisance proposed -family: sonfarm. or : i i Occupant mortgagnr $5 000 Occupant morgegor
o existing dwell-|  farm of 5 or more arres !  Operative butlder $7 8% A. Proposed « onstruction, of construction com !
th ings adjacent to hichway ' l pleted | year or more: 97% f w.praised velue
! B. Construction begur. and « mrptetad less than | 1
b { | year 0% of appraised value }
t P
VS | | Operative builder ,
Proposed constructlon B5% of appraised valw ‘
iv) '
|
- e —— N S e —_ o e ren o e
1
Section 203k | Alteration, reparr, 1- to 4 family I $10,000 pet family unit (but not | Amcunt of ivan plus any outstanding debt related
sud improvemeat of more then $35,000 on a 4-familv | 1o the property cannot exceed ratio inswreble us-
o existing structures dwriling) der Section 203(h
outaide wban re- :
MDD pewaj areas t
H t H
| | 1 .

Certification to mortgsgor of FHA appraisal amownt required on
1 and C family dweltings

Builders' warranty rquired on pmposed constroction, 1 4 famil,y
dwellings, if spproved for mortgage insursnc e prior to baginning
nf construction

i

Fligible for cpen end advances.

IV Down psvment may be losned by corporation or private part f
bowrwer 13 62 years of age or older.

YV Dowa payment may be loaned by «orporation or pryvate party.

V1 Structure must be at lesst 10 years old, uniess loan is pn
marily for major structural improvements. or o ormect faults
not known when structnre was completed ar c aused by fire,
flood, or other casualty, or fnr the corstruction of s fallout
sheiter,

Vi

Minimum Inan $2,300 unless inan is for constraction of »
falinut shelter or for repair or reptacement required ax a
result of @ major disaster,



Sac. 03 TMED 12

F @ ® o o) an 12
MAXIMUN LiMITH F'!A or VA Approval Applicstion Fee
B i R — Prior to Construc-
r- tion Necessary
Trram of Losn fnterest Hate Insurance 'remivm X _lnmﬂ-l
Service Charge
S
3 yesrs, of, for proposed con- S51/4% 1/2% oa declining $20 or 1%, whichever in | No, unless higher rs- $45 proposed
sractioa, 35 years; but not balances greater, for existing con- | tio of losa to value of $20 existing
pore thea 374 of the remaining struction: $50 or 2%%, losger term i 10 be io-
scomomsic life of the stracture whichever is greater, for | sered with respect to
proposed construction if | pevperties completed $10.00 for ap-
morigagee makes partial | Jeas than one year plications sub-
disbursements and prop- Il!tc.d under
erty inspections during Certified Agescy
construction Program
X years, ¢, for proposed coa- 51/4% 1/2% on declining $20 or 1%, whichever is No $45 proposed
striction, 35 yrars; but not balances greater, for existing con- $20 existing
mote than 3/4 of the remaining struction; $50 or 2%%,
ecaromic life of the structure whichever is greater, for
praposed construction if
mortgagee makes partiel
disbursements and prop
erty inspections duriag
construction
X ysers, or, for proposed con- 5 1/4% 1/2% oa decliniag $20 or 1%, whichever is | No, ualess higher ra- $45 proposed
srmcticn, 35 yeacs; but not balances greater, for existing con-| tio of losn to value or $20 existing
rore than 3/4 of the remaining struction; $50 or 2%X%, longer term isto be in-
econoezic life of the strocture whichever is greater, for | sured with respect to $10.00 for ap-
peoposed construction if | properties completed Pl.‘c‘“m-‘ sub-
mortgagee makes partisl | less then one yenr """,’d wnder
disbursements and prop- Certified Agency
erty inspections during Program
construction
2 years or 3/4 of remaining 6% 1/2% oa declining 1% Yes $20
eoosomic life of the structure, balances i
wkichever ia leas ;
|
|
— _l




TITLE It Secs. 207 & 213

n 2 (3) (4) (s} {6)
Section of Tvoe of Construction Minimum ]
the Act Purpose {urban or rural monfarm Number
of {.oan unirss sparified other- of Family L ~
wise) Units Per
inswance L.oaa-Vaive Ratic
Coatract Amount lnsurable
Sectinn X7 i Fisance proposed or rehabili- Detacked, sesi-detached, $20,000,000 prvate .\wl‘.‘o( 0% of eatimated vajve
tated rental howsing row. or muit:family 8 $50,000,000 Public mortgsgor
n A Walkup: $9,000 per unit if
(n iess thau 4 coom average,
{iv) atherwise $2,500 per mom
‘ B. Elevator- $9,400 per war
' if leas than 4-room average
| atherwise $3 GO0 per om
5 i
! i ‘ i
| R i 4 e
. g | 75% of estimated value of prop
Section 207 Finance pronnsed or rehibilite- | Appropriat= to trailer P50 or more $500.000 per project and $1.800 | erty after improvements are
Mobile Home tion of existing mobile home j courts or parks ! spaces per space completed
Coorts (1TX1V) courts ‘ 1
' +— ——
Section 213 i Finaace proposed coastruction i Detached, semr-detached, i 5 | $20.000 000 private morigagor | A Profo"d coastruction 37%
Pmyjert . rehahilitetion, acquisition of : row, or multifemiiy i 1 $25,000,000 public mortgegor of replacement cost
Management | fTistiog Rtructures by & acn- | ! | 4 Walkup: $9,000 per unit if B. Existing construction §7%
prof1t cooperative, or acgu st f } | less thao 4-room sverage. of appraised value
tion from ea investor sponsor | : otherwise $2.500 per room
Ul ! ; B Eievator $9,400 per unit if
(v} ' ; less 1hen 4 room aversge,
' \ otherwise $3 000 per room
?
|
- S T e S o —— —
’\“‘,"0' 213 Improvement or repair of property | Detach=d. semidetached, 5 Fstimated cost of inprovements Not specified
Project Menage- | provision of commanity faci] row. oc multifamily repairs, or facilities: or sctua!
ment, Supplemen- itiss ! cust, or an amount which sdded
tary Loens : to outstanding morigage balance
(1V) ! | will not rxceedoniginal princi-
(vh i pal« whichever is less
]
T 1
Section 213 [ Fiuance proposed construction Single family detached, 1$12,500.000 Same as A 97% of replacement cost
Project jor rehabilitation of dwellings semi-detached, or row 5 Vunder management of a
Sales ! for sale to members of sonpeofit | i | sum computed on s=parste
| corporations : H i mortgage for each dwelliag
1¢}] egusl to total of max. mige.
{v) amt. under Sec. 204 b), which-
ever iy greater
Section 213 N i . . R
Individual Finance individual mortgage on | | - family | 1 Unpaid balance of project Uspaid balance °{c"°|°‘:_' mort- |
Sales property reieased from peoject mortgage allocable to the indi- grge allocsble to the individ- |
am seles mongage vidual property ual property
Section 213 Finance proposed oe rehabil- Detsched, semi-detached. | S ! $29 006 00U private mortgaene | 90% of replacement cost
Project itated houszing by corporstion row, or nultifamily } $25.000,000 public mortgagor
Tnvestor intending to sell same to pon. | A Walkup: $9.000 per uort «f f
Spoascred profit cooperative ! less than 4 rom average z !
otherwise $2,500 per mom i
B Lievator §9 400 per unit
“) if less than 4.room average. l
avy otherwise $3 000 per room ‘

I Or swch higher maximum dollar amounts as the Commissinner may auth
orize because of cost levels but not to excred §1,250 par rmom without

regerd 1o the auab#r of rooms being iess than 4 or { or more per unit

11 No discrimination against families with childrea

[0 Eligitle for open-end advences

v

Certificate of actual cost rrquired

V Cenrtification to mortgagor of FHA Estimate of Replacement Cost required

¥l Secunty required. in a form srceptable to Commissioner



Secs. 207 & 213 TILEN 122

N
n ® ® 0 an (12
MAXIMUM LIMITS FHA Approval Fees:
Prior to (a) A‘pphcnnon and
Initial Constrection Commitment )
Term of Loan Interest flate Insursnce Dremium Service Charge Necessery &) ‘:FP"‘"' Inspection
ce
Satisfactory to Commissioner 5 14% 1/2% on declining 1 /2% Yes (a) $3 per $1,000
balances (b} As set by FHA but
not to exceed §5
per $1,000
Not to excesd 5 1/4% 1/2% on declining 1 1/2% Yes (a) $3 per $1,000
15 years belances (b) $5.per $1.000
40 yrars 5 1/4% 1/2% on declining 11/2% Yes, if proposed (a) $3 per $1,000
balances construction (b) $5 per $1,000
Remaining term of mortgage 6% 1/2% on declining bal- 11/2% Yes (a) $3 per $1,000
saces (b) §5 per $1.000
35 years 5 1/4% 1/2% oa declining 112% Yes (2) 83 per $1,000
balaaces (b) $5 per $1,000
L ]
35 years S 1/4% 1,/2% on declining 1% Yes (2) Nose
balaaces (b) None
-
40 years S 1/4% 1/2% ou declining 11/2% Yes (a) $3 per $1,000 based
balsnces wpon commitment
amount eppliceble to
menagement
project
(b) $5 per $1,000




Secs. 220 & 221 TITLE X

Term of 1.oan

Interea Hate

Jesurance Premiom

Service (harge

9] () ] awm ay
T T - FHA Approvel
NANEMUNM TIVMITS Prioe to
—d Cosstrection
Inieal Necesaary

U2
FEES:
{s} Application aad
Commitarnt
(b} Separste
Inspection Fee

sioner

R A - - - R
VELIf loan amount is nver $40,900, title ~vidence 1% required and construction
sdvances may be insurnd, 1n which .

Lo

1EVEstnr Apoasor mort-
garees the rate muy be
lowered, sftre final en-
dorsement for insnrence,
to 3 1/8%

with submarket intecest
rate the premium 18
waived)

wse a 2% working capit

'

alis rraquired.

X (r -uch higher mavimur dollar Limits as the Commissioner mav authorize
becanse of . os1 Tevels but not to «xceed:

15,006, 1-family
$2. 001, -femly

$32.000, 3-family
S, 00, 4-family

XI Minimum down payment {which mav be cradited 1o seitlement costs): Dis-
* placed familins, $200 per umit, other families, 3% of total scquisition cost.

I No discnimination against families with children.

X years, or, for proposed con- 5147 1°2% on declining 320 or 1%, whirhever 1x | No, unless higher (2) $47 proposed
straction, 35 years; bet sot belances greater, forevisting coa- [ raiio of loas to valee $20 rristing
Jonger then 3/4 of remainiag stractina; 330 or 29, or lorger term i6 in-
rennomic life of the stractare whis hever is greategfor | sued on properties (b) None
peoposed constrnction completed Tesa thaa
if mortgager makes par | ane veor
13l fiabarserents and
froparty inspections
during ¢ nasinCtion
TLA_
Satisfactory to (cmmissioner 3148 1/2% om declining [ B 4 Yex (») $3 prr $1.000
halances. (b} Ax set by FHA
het not 1o 2.
ceed $35 per
$1,000.
N S — USUUIS S e e e ]
X0 vesrs or 34 of remaining 6% 1°2% on declining % Yes $29
economic life of the structur, balances
whichever ia leas
e S ]
20 vears or 3/4 of remeintag 6% 1/2% on declining it Yes ts) 53 per $5.000
rconomic tife of the structare, balances (b) As set hy FIIA bu
whichever is less ot 1o rxceed §5 per
$1,200
Thsplaced famlies, §) years S 1 4% 1°2% on declining 3D or 1%, whichever 1 No, exc s for op- (a) $45 proposed
Other pwoer occupants; balsnces greater, for exiating ron- | arative butlders. $2 eninting
Proposed comtruction, 35 struction: 35} ur 2%,
yrars (40 vears for morige- whichever is gremter, for {h) Nowe
#or unable to make the pay ‘ propasad constraction
ments on a4 35-year mortgage) if mortgaver makes par-
F.xisting conatruction, 0 tial dishursements and
years [roperty inspecnoan
All maturities Jimited to not Juring construciion
wore thaa 3/4 of remaning
ecomomic life of the strecture
. . 5 1/4%; for nomprofit, 1/2% on decliniog bal Yes, for mew construr (a) $1,000
Satisfactory 1o the Commis public, cnoperative, or ances (For mortgapes tiom (b) $1,000

XHI e high-cnat armas mortgage amounts may be inctraned ss much ss §1,000
pet rxnm without regard to the swaber of rooms per unit.

XTIV Structir must be at least {0 years old, usless loen 1w primarily for wajor
struetural improvements, of to correct faults st kaown whes stroctere was
coipleted or « sused by fire, food, of ather casualty.



TITLE H Secs. 220 & 221

(6)

[.oan Value Hatio

o ———-

Occepant mortgagor:

| A. Progsed construction:
7% of $15,000 of estimated replacemest coat, + 90% of
cost above $15,000 but act shove $20,000, + 75% of
o8t above $20,000

H. Dweiling under comstruction.
30% of $20,000 of eatimated replacement cost, + 75% of
cost above $20,000

C. Rehsbilitation of dwelling approved for mortgage insue
ance before consirection began or comstruction come
rleted inore than 1 year: 97% of $15,000 of estimated
rehabilitation cost and estimated vajue before rebabili-
tation; + 90% of estimeted value above $15,000 bt sot
ahove $20,00U, + 75% of value shove $20,000 or, Eati-
mated cont of rehabilitation + amount required to re-
finance outstanding debt secwed by the property

D. Dwelling not spproved for mortgage inswrance before
beginin:ng of construction asd construction completed
tess than | year: 90X of $20,000 of estimated rekabili.
tation coat + =stimated value before rehabilitation, and
75% of value above $20,000; or, Fstimsted rebabilita-

| tion cost and umoust required to reflinance existing in-
debtedness against the property

Non-occupant mortgagor:

85% of amount compuied knder any of the shove fonnuln;ml

If escrow cnmmitment procedure is used:

Same as for occupant mostaagor, subject 1o 15% escrow

pending sale to an nccepiable nwner occupant withia 18

months

Propoaed cosstruction: 90% of estimated replacemem cost
Cowpletion of project under construction: 90% of estimated
velor when completed

Rekbatilitation: %% of rehabilitation cost, + estimated
valus belore rehabilitation

Hefinancing: Fstimated rehabilitation cost, + existiag in-
dehtadness upto 90% of estimated market valoe before re-
hahilitation

{.oan + outsianding detst related 10 property cansot ex-
ceed (1) losn-value ratin, or (2) dollar smount for home
mortgage insurstle under Section 220

[ Property muat be locatedis an

ing Act of 1954,

1) Certification to morgagor of FHA appesizal smount and ‘oc Estimate -f He-

placemenr Cost required on 1= apt Zfamity dwelliags.

151 Ruilders’ warranty reguired on proposed construction of 1-to 4-family dwellings.

Loan + ot stan diffl debt related to the property cannot ex-
ceed ratio for multifsmily housing morngage insursble
under Section 22

n;wn centified by the Houning and Home Finance
Administestor as haviag a workable prograsy, or be located 1n an area (‘frvl‘!’?d
by « Faderal-asid contract or having prior approval granted (pursuant to Title |
of the Houning Actol 1949, an amended) hefore the affective date of the Hous-

Occopant mortgagor:

A. Proposed ronstruction or construction completed less
than | year 100% of appraised valoe

B. linder conatruction or construction completed less than
| year 90% of estimated vatue

C. Rehabilitation. (1) estimsted cost of repmr 2nd rehabil-
iation + estimaled value before repair and rehabilits-
tion; (2} estimated cost of repair and rehabilitation +
amount required to refinsnce ontstanding debt ageinst
§ mperty

Operative builder{I-family only) 85% ol appraised velue

(h @ o) ‘.
Section of Purpose Type of Con u,,,:m,"m ®
the Act of Lom siruction furbar {Aumber of
o rwrsl aonfarm . Family
unirae speci Units Par
fied otherwise)  Insummcee
Contract Amoust lnsmable
Section 220 Aid in ~limination of slome -t 11 i Oerujant mortga
Home Mort. wnd blighted conditions and | fam.ly £25,000, i-family
gagrs preveaticn of deterioeation $27,500, 2-family .
" ?f r::ide-ull propenty, or g)[:;;, '}:nlvilly
or disaster areas 3,000, 4-family +
{n $7,000 per family unit over 4
i) Non-occnpant moctgagor
vy 85% of smount computed under
sbove formula
If escrow commitment proce-
dure is used
Same as occupant morgagnt,
subject to [5% escrow peading
sale 1y an acceptable occupant
mortgagor within 15 monaths
|
{
i
i
L
.
!
’ !
47 ]
Section 220 | Aid in elimination of slums |5 or mare de- i 5 $20,000,000, private mortgagor
Moltifemily and blighted conditions and | tached, semide. ! $30,000,900, public mortgagor
Howsing Mort- | prevention of detenoration of | tached, row, or | A. Welkup: $9,000 per unit if
gages residential property, or for mwulirfamiiv ! less than 4-oom sverage,
disestar weas units ¢ otherwise $2,300 per room
(‘\': : B. Elevator: §9, 400 per um if
on leasthan 4-room average,
i J otherwise $3,000 pet oom
Section 220(b} Alteration, repair, sed in- 1-to 4-family ! 1 $10,000 per family wait
Home Improve-! provement of existing struc. \
wmest Loans | turen in srbaa resewals sreas) i
[U) |
(Vi)
(Xiv)
Section 220(k) | Alterstinn, repair, and in- 5 $10,000 per vat
Multifamily provewent of existing struc-
Housing {w- | Lures in urbes repewa) areas
provement
Loass
(VD
v
(Xtv)
JUNURES AU e -
Section 221 Finance low-cost homes for i haplaced fami- 1 [0ccupant morigagor
Home Mort- families displaced by whan  |lies, }-10 4- Displaced famaiy
) renewal or other govers- family dwellings $11,000, 1-family
an mental actios, aed other Other fami'tes, 318,000 2-family
{(mn families 1-family dwell- g’;,oo(\g, ;}:-mi:y
H ings 33,000, 4-family
((X; " Rher (1-family oaly! $11,000
(XD Operative builder (1-famly only)
$9, 450
Section 221 Finance meltifamily reatal 5 or more units S $12,500,500
Multifomily snd cooperative houaing for |in detached, A. Walkup: $8,500 per uait if
Housing faxilies displaced by wban | semi-detached, tess (h‘-n ﬁm.w aversge,
Mortgages reaewal or other goveramen-  |tow, or multi- otherwise $2,250 per room
{vn tal sctioa and for ocher low- [ family structuees B. Elevator §9,000 per unit1f
(XM and moderste-income families less then 4room average,
o otherwise $2,750 per room
|
. S PO——— — f— l._ ' ——

famited dividend corporation or other mortgagor not speci-

fied under B below:

A. Proposed constraction: 90% of estimsted repl acement
cost

R, Existing construction: W% of estimated cost of rehabil.
ication + 90% of estimste | market value before rebabili-
tation

(.. Rebabilitation: 90% of estimsted cost of rehabilitation +
estimated value before rehabilntsion
Hefirancing Estimated cosi of rehabiliiation + 90% of
estimated market valne before rehabilitation

Nongrofit, public, cooperstive, or investor sponsor moet-

KrgoTS:

A. Proposed construction: Estimated replscemest cost
Existing c oastruction: Estimated cost of rehabilitation +
estimated market valve before rehabilitation

B. Hepair or rehabilitation: Estimated cost of rehabilisation
+ estimated vaine before rehabilitation

(.. Refinancing: Estimated cost of rehabilitation + amount of
owt standing debt not in excrsa of estimsted market valwel

| _before o habilitation .

IV Fligible for open-end advances.
¥ Or such higher mazimum dollar smounts as Comminsioner may authorize be-
caume of cast levala bat ot to exceed $1,250 per room withowt regerd to
the number of moms Leing lessthaa 4 or 4 or more per wait,

VI Caorst - ertific stion required.

VIl Minimun loan $1,00) unleas rehshititation to meet rehabilitation standarde

for the area will reire less, of unless loun ia for construction of a fallowm

aheller or for repair of damage cassed by n major disaster,



)

———ee ]

n (2) 3) 4) (] (6}
Section of Purpose Type of Construction Ninimum
the Act of Loas (urban or roval nonfarm Nember of
unless specified other- Family
wise) Units Per
Insurance Amount lnsmble\ Losn-Yalve Ratio
Contrect
Section 222 Finsnce proposed or existing - family 1 A. For properties mesting the | 95%, o such higher amonnt ca].
dwellings for mortgagors certi- elipbility criteria of Sec- culated purssent to Section
m fied as servicemen by the Sec- tion 20Xb) - $20,000. 203(b)
o retsry of Defense or the Secre. B. For properties meeting the
i tery of the Tressury. Not avail- elizibility criteria of Sec-

able for refinencing existing
wortgages execoted or assumed
by servicemen

tion 20Xi) - $9,000

1 Conificstion to mortgagor of FHA sppreisal samownt required

1] Bailders’ wesranty required os proposed constructica

M Eligible for opeaend sdvances,



124
Sec. 222 TITLEX

&

9

(i

MAXIM!

LIMITS

Term of Loan

interest Hate

Insurance Premium

g

taitaal
Service Charge

(an

FHA Approval
Prioe to
Constructing
Necessary

(123

Fres:

ia) Applicetion and
Commitment

(b) Separate
Inspection Fee

X yeers, ot, for proposed

not {onger thao 374 of re<
maining economic fife of
the strecture

—_

conatruction, 35 vears, but

S14%

RN B

-

1 2% on declining bal-
ances. {nacrance pee.
minm peid by the Ser-
viess {urtag nwoershin
te zervicemsn Upon
t=rmination of service
nan’s ownership, paid
Y Morgagees

$20 or (%, whichever is
greater, for existing con-
straction; $50 or Z4%,
whichever 13 greateg for
proposed construction if
mortgakee makes partial
dishursements and peop-
#rty inapections during
CONStIet,

(a) Existing con-
struction:
Mo

(b) Prroposed con-

atrection-

Yes

() $45 proposed.
$20 ezsting.
th) None




TITLE T Secs. 231, 232, 233, & 234

because of cost levels but not 10 exceed: §1 250 jer room

)

Certificate of actual cost required.

[amily dwellings

NV Barlders’

warraniy required

v Flie:to» for open-end sdvences

Certification to mongegor of FilA sppraisal amount required on l.and 2

Yl No disenimination sgainst families with children

6y 2 (&) ) (5) (6 ﬁ
Type of Con- Minimum e
Section of Purposs straction (vrban § Numberof
the Act of L,oan oc rurs! non- Family
facs unlrss D'eits Per
:ﬁ::;h'dm“" '("r:::rmt' Amount Insurable Loan-Value Hatio
i Sontrar N
Nonprofi ]
Section 231 Fieance proposed or re- Detached, 8 $12,500.000 private mortgaper | Yonprolil mortgagor: .
Housing for | habilitated rental housing | semi-detached, $50,000,000 public mortgagor | 1. Proposed constraction, 100% of estimated replacement
Elderly designed for wse and oc- row or melti- A Walkup: ??Omdl:“ i"’"“' 2 'C‘:::.b,l_' i
Persons upenc persoas | {emal ing uait if less than 4-room ilitation:
¢ 7 by elderty 4 average, otherwise $2,250 () Property owned outright, 100% of estimeted comple-
i) per room ted valve, or 10C% of estimated rehabilitation cou,
B. Elevator: $9,400 per wnit whichever is less
m il less than 4-roowm aver- {b) Propenty owned subject 1o indebredness, (1) the in.
age, otherwise $2,750 per debtedness (limited to estimated value before rehabil-
room itation) + (2) 100% of estimeted rehabilitation cost
(c) Property to be scquired, purehase price (limited 1o
estimated value before rehabilitation) + 100% of esd-
mated rehabilitetion com
Profit mortgagor:
L. Proposed coastruction- 90% of estimated replacement
cost
2 Rehabilitation:
(2) Property owned outright, 50X of estimated comple-
ted value or 100% of estimated rehabilitation cost,
whickever isless
(b) Prope:ty owned subject to indebtedness, (1) the i
delredness (limited to 90% of estimated valee before
rehebilitation) + (2) 100% of estimated rehebilitation
cont
{c) Property to be acquired, 90% of the purchane price
or 90% of estimated valve before rehabilitation, which-
ever is {ess, + 90% of estimated rehabilitation onst
Section 232 | Provide facilities for the Liceased Arcom- $12,500,000 L Proposed conatruction: 90% of estimated completed
Nursing care and tre stwesnt of con- proprietary modations value
Homes valesceats and other par facility con- for 20 or 2 Hehabilitatioa:
! sous who are ek acwtely formizg to more (a) Property owned outright, 100% of estimated rehabil-
u il and do st need hospi- standards natients itation cost
tal care but do require satisfactory (L) Propesty owned subject to indebtedness, (1) indebt-
skilled nursing care and o the Com- edness (limted to 90% of eatimated value before
relatrd medical services missioner rehabilitetion) + (2) 100% of estimated rehabilitation
cost
(c) Property to be acquired, 90% of purchase price
(limited to 90% of éatimated valuwe before rehabilits-
ticn) + 90% of estimated rehab;litation cost
i s . i Uccupent mortgrgor: Occupant morteagor:
Section 233 | Finance proposed coestrec- I & family 1 P ago .
Experimental | tion using advanced bousing ::‘.:?T: é '::"?lyf.m“ 97% of §15,000 of estimated replacement cost uaingcom-
Houainx rechoology or experiments| SRS"‘K)E?' Llamily ¥ parable conventional construction, + 90% of cost sbove
(Homes) neighborhood design, in order Noa occupant mortgagar $15,000 but not nver $2¢,000 + 75% of cost shove
[§113] to reduce rost and improve 321 200, ]—{amlly !;’0,0(X)
(tv) quality 23.200. 2 ¢ 3 family Nonoccupaat mongagor:
V) X $29,700 4-family 85% of amount computed under above formula
Section 233 | Finance propnend construc- | Detached, semi- 8 | $20,000 000 private martgegor ; ' i c
Experimental {tion of remal bousiag asing [detached, row, $50.006.000 ::ub],(, m,m:;: ?gz’vzt'“?z:“:"'c'::;\’m:m‘ tost using comparable
Housing advenced techuology 1 de or maltifamily A Walkap: §9.000) per urit if o
(Muitifamily) | sign, materials, or construc- less than 4 room sverage other-
4] tion, or experiments! propenty wise $2,500 per room
{(np atandards for seighborhood B Elevator: $9 400 per uapn if
(vm design less than 4-mom average, other-
wise §3.000 per room
il - 1
Section 234 { Fizance indivadually owned | Structure with § 1 Occnpant mortgagor $25,000 | Occupant mortgagor
Condominium | family units in multifamiy of mare nnits A Warkup: $9000 per unit of [ 97% of $13.500 of appraised value + 90% 'of valee above
m atructeres that i'.' or has less than $ room,other- $13,500 tut ant over $18.000, + 0% of value above $18 00¢
V) been insured un- wise $2.500 per 1o Nonoctupant mortgagor
v der any H!A B tlevaior $9 4“\{ perumt of 1A 85% uf amouat computed under sbove formula
(Vi) multifaxnily pm- i ]'_3! lh:n 4-ro0m, other 8. Seme as occupant portgagor, subject to 15% of mort-
) gram m2cept sec, twise $2 000 per room gage proceeds placed in escrow peading sale to an ac
213 Nonoe cupant morigagor $21,.200} eptable necopant mortgagor within 18 months
85% of amount computed ueder
; - above formula __, - N
I Or such bigher maximum dollar smounta asthe Commissioner may authonze VI Centification to mortragor of FHA appraisel smount required

VI Individual mortgegor cannot own more than 4 units covered by

insured mortgages, inclading | for kis own occupency

IX A mortgagor 62 yesrs old or older may borrow the down payment
from s corporstion or person satisfactory to the Commissioner



Secs. 231, 232, 233, & 234 TMLEX

J———
N 8 (9) (10} (¢81] (12)
FHA Approval FEES:
MAXTMUMN LINMITS Prior to (a) Application
" R Construction and Commitment
} Nece b) Se specti
Term of Loan Interest Rate losurance Premium Service Charge ssary ® F::n‘e I o
I
Satisfactory to Commissioner S /4% 1/2% on declining 1 1/2% Yes (2) $3.00 per $1,000
balaaces. (b) As set by FHA
but not to exceed
$5.00 per $1,000
i
|
 years 5 1/4% 1/2% on declining 1 1 /2% Yes (a) $3.00 per $1,000
balances {b) As set by FHA
’ but not to exceed
$5.00 per $1,000
|
35 years, or 3/4 of remainisg 5 1/4% 1/2% on declining $20 or 1%, whichever is Yes 45
socecmic life of the structure, balances greater; $50 or 2% %, which-
vhichever is less ever is greater, if mort-
gogee makes partisl dis-
bursements and property
inapections during coa-
struchion
Satisfactory to Commissioner 5 /4% 1/2% ou declining 1 1/2% Yes (a) 83 per $1,000;(b) $5 per
balances $1.060
X0 years or 374 of remsinisg 5 1/4% 1°2% on declining $20 or 1%, whichever is No $20

economic life of the structure,
whichever is less

balances

grester

125



TITLE Y

§1] (2) (3 [¥1] (5) (6)
Title of Purpose Type of Coastruction Minimam !
the Act (urban or rural poafarm Number of
waless specified other- Family
wise) Units Per N B
Iasueance Amount laswreble Lose-Valee Ratio ]
Contract
Section 701 lnsered yield and jnvest- Rental units plus such S (a) Minimum annual amortiza- | (a) No mortgage lieas permitted
wment ia reatal bousing for other stores, offices, coem- tion charge of 2% on estab- on developmeats covered by
families of moderate in- wunity buildings, etc..sat- lished investment coetract
come. No mortgage loan isfectory to the Commis- (b) An insured aanual retumof | {b) 90% of oetstanding invest-
is igvolved BiORET as & neCessary or 2%% on the outstanding in- mest
desirable pert of the proj- vestment
ect {¢) No doliar limitations per
R wRil OF per project
TITLE I
-
(1) (2) ()] (4) (S) (6)
Section of Purpose Type of Construction Minimam J
the Act of Loan {urban or runl nonfarm Number of
unless specified other- Family
wise) Units Per
Insurance
Contract Amount Iasursble Loan-Value Ratio
Section 803 Finance peoduction of hous- 8 or more detached, semi- 8 Ih-nlm]vcs: of at Not applicable.
ing for military upon certi- detsched, row, or multi- B' Aep acement co . :
; ; verage of $16.500 per wait
1)) fication of need by Secretary | family units P b :
fense or such part of the project
{1} of De as may be attributable to
dwelling use
C. Amoust of the eligible bid
Section 809 Fisance production of owner- | | . ¢ family 1 . Occupant mortgagor
occxpied housing for civilien ’ ?;;u(;;)“‘lmﬂw‘ A Prrpeﬂiel approved for insur-
esployees at 8 resesrch or | 327-)00 2_3_[‘,“{” ance before beginning of con-
development installation of i SSS'b(X)' & family struction or more than 1 year
one of the military depant- U old:
ments or a costractor thereol, 97% of $15.000 of appreised
oa centificatios by Secretary value + 90% of value above
of Defense or NASA Admin. $15.000 but not over $20,000,
istrator + 75% of value above $20,000
.................. 8. P nies pot ‘W’U“ed for
Ecosomic somduess or ac- i::?:-nce before begianisg of
ceptable risk mot required construction sad less thas |
year old:
90% of $20.000 of sppreised
valwe + 75% of value over
$20.000
Section 810 | Fiaaace production of single | 8 or more detached, semi- 8 $5,000,000 A. 1-family release-clause projects:
sad multifamily reztal hous- Aetached, row or mulli- A. l-family release-clause 97% of $15,000 of appraised value +
m ing for military personnel aad | family. projects: 90% of vaiue sbove $15,000 but not
assential civiliaa pecsonne] $25,000 per femily wait over $20,000, + 75% of value sbove
("N serving or employed in con- . B. Multifamily projects: $20,000
nectios with & defense inatal- $9,000 per family unit if B Muitifamily projects:
lation, spos  findiag by the leas than 4-room average, | 90% of velue
Commissioner of nesd. otherwise $2,500 per room
Economic soundness is not
recquired
e

1 Occupascy preference to civilisa or military persoasel of Arwy, Navy, Nerine Corps,

Air Force, NASA, or Atomic Esergy Commission, iacleding Governmeat comtractors’ employees.

B The Commissioner may increane the mortgage limits for multi-family projects by an
amount not to exceed: $1,000 per room in eay geogrephical ares where cost levela require.

11 Certificate of sctual cost required.

IV Estsblished cost of family wnit conwncted for afier June 7. 1960 may not exceed $19,800



m (8 (9 (10) (11
FHA Appeswol Foes:
MAXINUN LIMITS Prier %0 (»}
Constrection & Commitment
Indtial Necessary ()] Separste
Torm of lasweace Rete of Retars Insutance Premiem Service Charge laspection Foe
Until the diag & Inawred sanval returs 2 3/4% 1/2% of the outstead- Noae Yes (s) 33 per $1,000
mest ssoums o aet ore than | of owtstandiag in ing i ) 2 por §1,000
10% of the established igvest- | plas 2% mis. smortization
ment of established investment
n (8) 9 (10) an (12)
FHA Approval Fees:
MAXINUM LIMITS Prior te (a) Application
Coastrection & Commitment
Necessary (b) Separete
laitial laspaction Fee
Term of Loas Interest Rate lasurance Premism Service Charge
30 Years ¢ /= On declining bel- 1 /2% Yes (a) $3 per $1,000
B saces as agreed be-
tweea Coemissioner
sad Military
30 yoars or, for propesed S 1/4% 1/2% on decliniag $20 or 1% whicheveris | No, waleas higher (a) $45 proposed
conatruction, 35 yeers; but balesces grester for existing: satio of losn to $20 existiag
not longer than 3/4 of re- $50 or 2%% whichever value is 1o be in- (b) Nome
maining economnic life of is grester for proposed | sured with respect
the strectwe if mortgages mokse to ion com-
partial disbursements laas than
ond property inspec- one yeur
tions duriag coastrec-
tion
Setiofa to the Comai S 1/4% 1/2% on duclising 1 V> Yas (2) $3.00 par $1,000
! balences {») $5.00 per $1,000




Setermining Tiptbility for Morteore Insurance

FIA's insurance orerations are conducted by fiold
incuring offlces, erch aded ty a Direcctor who 15 Toepone
£2ble to the FHA Commlissloner for the succensful o-crebion
of hls office. Theo eranination of mortzepge losn ernnllcas=
tiosng to determine thelr oligivbility for moripase insurance
is rerformed by the Midarwriting Divislon of the fnouring
ofCice under the 2drcetion of the Chlel Mndsrarilter,
foolisting him are nporniners; constructlon oraminers vho
exanine JIrawings end arecifications of proposed eonsbruce
tion; construction Insyectors whe inspeet the congbiruction
£ar complisnce with tin dravinges end apecifications: cornae
struction cost examiners who catler and ascomble coat Adstay
lend plammers who exemine propossles for new subdlivisions
and site nlenning of rental housing developments,

Through the years the FEA orpgenizetion has srovm 1n
eccordance with the diversity of the problems nrosonted
in ttas wide insurance onerationg vntll today In addidion
to the technicimns mentioned sbove, there are cnglnecors,
street and Arainese enzineers, sanltery encineers, end
nochoanleal engincers,

To help in the underrriting Jdeteminations T hns
maret anslysts on its 1213 office steffc who mele opoelal
studies of the economiz beckground of housing warket areas
and estimates of the roobable demand for new bousing units

of varlous types, size, und rental or price vanze,

127



Tho Mutual Mortgege Insurance System

FHA hes had many different insurance programs which
the Congreoas haa enactod to meet special needs such as
Milltary Housing, Cooperative Housing, Urban Henewal,
Houslng for the Elderly, etc. The basic insurance program,
however, and the one which has accounted for the bulk of
FHA mortgage insurance orerations is the program undor
Section 203(b), This program differs from other FEA
programs in that 1t 1s & mutual program under which all
net income 18 oredited and all net losses charged to a
mutual mortgage insurance fund, This means that upen
termination of the insurance obligation by payment of any
mortgage insured under the fund, the Commissioner is
auﬁhorizad to distribute to the mortgagor a share of the
participating reserve account. Those distributions are
required tc be made in a manner which is equitable and in
acoordance with sound asotuarial and accounting practice.
Substantial distributions have heen pald back to mortgagors
out of this mutual mortgese Insurence fund,

In order to provide for an equitedle distribution of
the participating reserve account, the mortgmges are grouped
according to maturity asnd risk characteristics. This makes
1t necessary to analyZe end estimete the probable degree of
risk involved in the insurance of each mortgage loan transe-

aoctlon under Section 205(b)., This is done by means of a
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mortgage risk rating system under which all hazards which
contribute to mortgage loan defeault are given congidoration.
All insurance underwriters set up various bench marks,
or criteria, which are apprropriate for use in the measuroe
ment of the degree of risk anticipated 4n connection with
any insurance transaction. FFA has set up such eriterias
for the moasurement of mortgage risk., The application of
these risk oriteria end the estimation of the final over-all
risk in connection with each individual application for
mortgage insurance constitute UNDERTRITING in FHA.

Qualifving the Project

FliA's basic mortgage insurance program under Saﬁtimﬁ
203(b) contalna enother vequirement which rsads "No morte
gage shall be accepted for insurance unless the Commissioner
finds that the project with respect to which the mortgage
13 executed 1s economically aaund.”sg Various efforté
have beén made in the past to provide a short, meaningful
definition of the term "economic soundness”. The FHA
ﬂhderwriting Manual covers the subject ab some length
ﬁut fails to provide a concise definition.

Before disoussing the term "economic soundneass” it
might be well to consider wiat is meant by the term "proj-
ect” which appears in this requirement. The diotionary

39, Public Law 479, 734 Congress, National lHousing
Aot, Title IX, Sec, £03, approved June 27, 1954,



moaning of the word "project” is "A planned undertaking®.
It 1 this meaning of the word "project” which the Congress
had in mind whken 1t wroto the Economle Soundness Roquiree
ment, It 1s the plenned undertaking which must be ecow
nomically sound. In other words the Commissioner must

£ind that the planned undortaking with reaspect to which
the mortgage 1s executed is economically sound.

The FEA Underwriting Manvel approaches the subjsct
of economlc soundness from the point of view of analysis
of the plenned undertaking. It considers all elements
of the mortgege loan transaetion, the oredit »risk, as well
as the mortgage security in determining whether economio
soundness 1s present or lacking.

Since economic goundness is hound up with congiderae
tions of visk, FHA thinks of degreea of soundnogs in morte
gage loan transactions. The National Housing Act, howe
ever, requires a clearecut peparation of losns which are
economically sound from those which are not eécnamically
sound., Uhen risk is present to an exoesaivé degree, THA
says that the transaction 15 not economically sound. B8So
FHA provides its risk rating systeme.a method of detor.
mining if there 1s & degree of risk beyond the limite of
economic soundness,

FHA does not make & mortzags sound merely by insuring

tt. Mortgages are selocted for insurance only when undere

writing enalysis results in a concluslion that the mortgage
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trensaction is sufficiently sound to warrant insurance,

From the point of view of long~-term finencing, the FHt . .

believes that tre quelities whieh produce satisfactory
housing from the rome ovmer'!s standpoint also provide .
assurence oflecqnomio soumdness. Consideration of the
mortgegor's satisfaction with his inveatment is held %o
be an important eloment that evolde undue risk in & morte
gage transaction, To this end, FHA underwriting operae
tions stress the congtruction of structurally sound
dwellings that meet family needs, provide healthful
conditions, snd are suitably located., MHeeting these
objectives, togethsr with mssurence that the borrower is
able to meet the mortsege obligstion, holds promise of a
successful conolusion of the planned undertaking. Undor
these conditions a mortgage obligation tkat is sound for
the borrower to undertake will generally be a sound risk

for the lender and the FHA to assume.

FYA Mortgaze RiskeRating System®©
To determine whether or not a mortgage transaction

18 sound, an orderly process of considering all hazards
must be followed as opposed to a method which merely
goeks for apbarent deflolencies at random, BSuch an'.
ordafly process is necossary to provide assurance that

full welght beglven to the combined effect of meny risk

40, This discussion based on gsddress by Alfred W,
Jarchow, Director, Appraisal & Mortgage Rislk Divislon,FHA,
to the Scelety of Residential Appraisers in Baltimore

entitled, "Current FHA Appralsal Concepts”, Oct. £5, 957,
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eloments., In the FHA underwriting system & simple meone
1 provided for glving consideration to over one hundred
serarete olementa’of risk expressed in numerical ratings.

A system of mortcage riskerating was established
early in the history of the FHA, It is the first knowm
system of its kind end, in brief, expresses consistently
in the form of a numerical summary, on a scale of 100,
the eatimated degree of risk in a mortgzege traenasction,
and segregates unaceeptable risks from thom that are
insurable, This summary figure varies inversely to the
risk involved in insuring a given mortpgage, tlat is, thre
‘risk of foreclosure and loss, |

In analyzing mortgace risk FHA underwriters exanine
three groups of risk elements, An analysis of the morte
gage credit elements lepds to. e conclusion as to the bore
rower's past, present, and probable fubture willingness and
ability to meet his obligationas. Then analyeis of tre real
estate elements, which relates to the property and its
loocation, leads to conclusions es to the value of the
property at the time of tle mortgege transamction and ss
to the probable continuing marketebility of the property.
The third group of elements anelyzed arse the smount, repay-
ment plan, eand term of tre loan, and treir relaticnsh&p to
the recal estdn and borrower risk elements,

The FHA riske-rating system is not a formula, It s

a gulde to judgment which 1s intended to bring sbout a
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maximunm possible degree of accuracy and consistency in
evaluating risk in mortgace transactions, The system
requires that conclusions be built up from ¢ stopebyestep
analysis of component elemsnts, Tt i1s based upcen the use
of major groups, or risk categories, which are in turn
broken down into elements or risk festures, Toch elenment
of risk comprising a fenture 1a snalyzed in order to
derive a rating of the risk which it contributes within
1ts category by relationships and deflctiencies in quality,.
The risk categorios and risk features analyzed ares

Rating of Froperty:
Visual Appeal of Property
Livablility of Property

Natural Light and Ventilation

Strue tural Quality ,

Resistance to Flements and Use
Suitability of MHechanicel Equipment
Ad juatment for Nonconformity

Reting of Location:
Protectlion Against Inharmonious lLend Used
Fhysieal end Soclal Attractiveness
Adequacy of Civic, Social and Commercial Centers
Adequacy of Transportation
Sufficliency of Utilities and Services
Level of Taxes and Special Asseasments
Relative liarketability

Rating of Mortgagor:
Credit Craracteristics of Mortgagor
Motivating Interest in Ownership of the Froperty
Importance of Monetary Interest to Mortgagor
Adequacy of Avalleble Assets for Transaction
Stebility of Effective Income _
Adequacy of Effective Income for Total Obligations
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Rating of Mortrmape Pattern:
Hgtio of Loan to Value
Bat1o of Term of Mortgage to Rematning Feonomie
Life of Bullding
Ratio of Total Payment to Rental Value
Rating of Economic Background
Lowest Catogory Fating
Intermediate Category Rating
- Higheat Cotegory Rating.

An economic baclkground rating is made to determine
tre degree of economic stahility of the community in which
the property 1s located. This rating takes into account
the employment oprortunities in the community ag a whole, -
tre atebility of employment, end trends of industriel,
commoroiel, and otlsr metivities which Influence all real
estate mortgege transectlions in the area, This enalysis
iz not repeatedly made for esoch mortgege loan transsotion,
but is made for an entire community. The resulting rating
applies to all of the mortgagewloan trensactions in the
cormunity and re-snalysis is necessary only periodicelly
to roflect material changes in conditions.

A rating of the specific location of the property
is made by considering the degree of attrectivensas the
neighborkood will hold for the typleal occupant; the
degree of protection provided by zoning restrictlons or
resulting from the neighkborhcod belng substentially built
ups the pressence of conditions whleh would be regarded
by the market as nuissnces or hazards to health or safety;

the adequacy of utilitles and street improvements; and



the sccessibllity of employment eenters, schools, storeas,
churebea, and recreation facilities, Fatings ere mpde to
reflect the attitudes of the typical nelghkborhood occupant
and the market. Therefore, thre qualities of any particular
location are measured in comparison with locations having
approximately the seme price range of typleal properties.
In other words, locetions which sppreasl to families having
incomes of €3,800 per year are not compared with locations
appealing to femilies raving incomes of £6,000 per year,

A rating of the pkysical security tekes into sececount
the soundness end durnbility of the structure and its
equiprment, the sttractiveness of the design of the building,
the degree to which tle room arrangement end equipment
contributes to comfortable livinc and tre sdequacy of
netursl light and ventilation, all considered in relation
to the prospects for continuing merketability. Frovision
ia made for lowering the reting if the property is not
appropriate to 1ts immediate environment. Thls adjuatment
to 8 lower rating is made if the bullding is unattractive
when viewed in relation to its surroundings, or inappro-
priste, as whlen the property is too costly for the neiphe
borhood, or if tle prororty does not conform to the tyre
which would be most marketable at tre location, Tre
qualities of the buildinrss are meassured by comprarieon

with structures of aprroximately the same tyre end size:
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for example, a houss of 900 square feet ims not Judged agalinat
one of 1800 square fect,.

A rating is mede which expresses the risk of mortgage
credit factors gsuch as tie borrower's ebllity to meet
comfortably the housing expenses and other fixed clarges
from his current incomass tre probablility of his cone
tinuing income; hls'attitndé toward hils obligation; the
amount of equity ke has invested in the propertys tle
purpoaé for which he wants the mortzage losn, whethor for
hcme ownershlp, investment or refunding; and the suitabllity

of tie property to his housing needs.

The Rating of Mortgase Pattern

A final summation of mortgage risk involved in the
proposed mortaage loan transanction is determined by come
pleting a "Rating of Mortgege Pattern Grid". This glives
& summary figure, numerically stated, of the degree of
mortzage risk estimated to be present in an Individual
mortgege transaction. The "Mortaoage Pattern” which ro-
lates tre risk contributed by the economie backsround,
location, property and borrower to three factoras indie
cating the degree of security in the loan, namely, ths ratio
of the amount of loan to tha‘value of the property, thre
ratio of the total monthly mortgese payment to tre property's
monthly rental value, end the relation of the term of tle

mortzage to the estimated remaining useful life of the

property.
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Obviougly, ﬁortggge appllications do not £all into
two simple e¢lasses, those that are ecceptable for ths
maximum losn which FHA can legaslly insure, and those
which would not be acceptable for any loan at all, There
i3 en aren between these two classes of loans where tle
neture of the risk indicates that insurence liability can
be accepted for a loen in an amount somewhat lesa than
the meximum legal loan velue ratio,

Risk control as of the time of the msking of a
mortgage 1s ma@e,passibla on a sound, logicel, and wmie
form basls by mesns of tre FEA risk-rating system. Tho
gystem 13 so deviged thet the quality of the resl estante
security and the mortrare credit eloments ere first dotera
mined and rated in thte scale of risk., When it 1s found
thet they do not eontridbute mortgage risk to en unnocope
table degree, the Nortgage Pattern analysis'indicataé
what maximum loan amount end term in years would entall
g depree of mortsage risk up to, bub not beymnd, the
margin of economic sowndness end insurability. Thus,
after the Totings of Troperty, Location, Mortma.-or, and
Feonomic Backpround rrve besn mede {end, in addition,
tte Rating of Net Incors Frpsctancy in the case of a
rentnl-1ncome dwelling), 1t cen be determined by mé&ﬁs
of tre Rating of Mortmarc Fattern whetler or not tre loan

defidribed in tre applicetlon is Insuradle. A rating of
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under 50 with regpect %o the Mortgage Fattern indilcates a‘
lack of economic soundnese, and asccordingly an uninsurable
risk, If a loan 1s found uninsurable because the amount
la too large or the term too long, or both, the Rating of
Hortgage Pattern providas the means of determining the

maxinum amownt and term of loan which can be insured.

Operations
The FHA experiment hns heen succegsful. It kma proved

1tself under every kind of stress cxcept a major dapraéaion,
end its atabilizing influence i1s one of our chiefl bmlwarks'
against the onset of depression., It has helped to give us
the greatest years of rrogross we have ever had in houasing.
It ras been the outgtandine singzle influence on Amoricen

houging in this centurvy.
FHA has helped to make 1t possible for thras of every

five American families to own their homes,

FHA, by providing a demonstration of sound financing
methods for homes, multi«family housing, snd property ine
provements, has helped to bring about e revelubticn in
conventional lending practices,

FBA has lelped homsbuilders to broaden and improve
their servicos. 1Its miﬁimum property standerds and land
planning services have been influential in raising housing

and nelghborhood standarda.



PHA has focused altontlon on the housing neads of
mlnority groups, oldor pasople, famlilies with limited
incomes, and other apzeclal groups.

FHA has bholped to mnke older city neistborhoods
botter pleces to live in.

Tte amount of insurancs written by THA from 1lba
beginning through 1960 totaled $£67,312,016,000. FHA
mortgaze insurance had helped to provide homes for
5,631,519 families end housing for 720,889 other Tamiliés
in rental and coonerative projects, Tt had helped to
ropalir or improve 24,305,453 prop@rtiaa.4l

In all this, FUHA oporates strictliy a do»ituyeﬁrself

program. FHA 1s a helpor only,

41, Twenty-seventh Annual Report of FHA, op, slt.,
p‘ 31-



TABIE 9. FRA-INSURED IORTGAGES AND IOANS
- (In ¥1llions of Dollars)

Property Imrrovenment ' Homo Froject

. . Loane . Hortzage Yortgage

Year Totnl (¥et Procecds) . Prograns frograms
193449 $18,704 £3,325 - £12,233 52,326
1950 | 4,243 G694 2,492 1,157
1951 3,219 RO | 1,028 584
1952 3,112 848 ; 1,542 322
1953 3,582 1,334 ‘ 2,299 259
1854 3,067 891 1,942 234
1955 34807 646 34085 76
1956 3,461 692 2,639 130
1957 34717 869 . 2,251 597
1958 8,222 - 868 . 4,545 209
1959 7,683 997 | 6,017 675
1360 6,237 983 4,602 712
1934-50 $£67,300 $13,354 $£45,965 ¢7,9861

Source: PFederal Hounsing Adminlstration
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TABIE 10. HOME IOAN DEFAULTS

Humber of 1nsured or guaranteed home Percent of insured or guaranteel
mortgages in force home mortgages in force
at _end of year — at _end of vear
Year _ﬁﬁ_, In default ‘ | in in serious
Total Total Sorious default defaunlt
FHA insured

1938 296,590 8,645 2,334 2.88 0.79
1939 437,472 8,617 2,926 1.97 67
1940 582,036 10,949 34164 l.88 «54
1941 755,480 9,405 3,378 l.24 «45
1942 936,669 8,105 1,798 «87 «19
1943 1,022,877 7,301 " 655 »71 : «07
1944 1,058,972 10,725 421 1.01 «04
1945 1,057,030 10,500 532 1.0 «05
1946 940,014 6,132 428 +65 «05
1047 911,905 4,443 544 «49 +06
1948 1,088,243 5,380 577 =49 «05
1949 1,302,203 12,461 1,245 296 «10
1950 1,511,402 17,058 4,633 1.13 «31
1951 1,654,276 18,007 5,828 1.09 23
1952 1,787,568 10,562 2,846 «D9 «16
1953 1,925,485 10,778 3,581 «56 «19
1954 2,007,812 16,231 5,574 81 «28
1955 2,140,936 14,988 6,839 «70 -2
1958 2,229,599 - 11,973 54107 «54 23
1957 2,310,367 10,333 4,180 +45 .18
1958 2,574,857 14,455 5,761 56 «22
1959 2,873,788 16,969 6,666 o9 «23
1960 3,005,021 26,850 11,920 «87 -39

Source: Federal Housing Administration
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FEDERAL NATIONAL HMORTGAGE ASSOCIATION

Tre Federal National Mortzage Assooistion, somebtimes

referred to as "Fanny Yay" (nickname derived from the

initlals FNUA) was orilginally established on February 10,

1938, pursuant to the then Title III of the National
Housing Act, to engage in tre purchase and séle of FHA
guaranteed mortgege losns.

The purpose of thils operation has been to ald the
home wmortgage credit gyatem by furnishing liquidity to
lenders seoking additional funds for investment, end by
affording investment ocutlets for lenders with surplus
funds, 7This type of oporation is referred to as &
gsecondary mortgage merket.

The need for such a market was establisted in the
1930's when (es discussed in Chapter T of thils paper)
lenders found themselves with frozen mortgege ahé real
ontate ansets and no means of converting them Into cash
or liquid security,

The National Housing Act of 1034 authorized tie
ereation of private national mortgage assoclations that
would assume the funections of gaecondary lenderé. No
private organizations ever availed itself of these

enabling provisions of the Act, Trerefors, the respone

slbility of establishing a secondary mortgage market fell

on the government,
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The firat step in establishing a gdvernment financed
market was the creation of the Reconstruction Finance
Corporation Mortgage Company in 1935.42 The Reconstruction
Finance Corporation, however, was not geared to meot the
needs of ﬁhe building industry, so on February 10, 1938
the Federal National Mortgage Assoclation was chartered
by the Federal Housing Administration, as a subsidiary
of the Reconstruction Finance Corporation and was given
a statutory charter on July 1, 1948.43 By the same act
the esctivities of FPNMA were expanded to include certain
types of loans guersnteed by the Veterans Administration.

On September 7, 1950 the Assoclation was tranaferred
to the Housing and Home Finence Agency (HHFA) pureﬁant to
the Reorgenizetion Flen No. 22 of 1950 for the purpose of
coordinﬁtlng housing progrems.,

The need for & privetely financed and privately
owned and menaged corporation to provide amssurance of
continuity to the broad general secondary market for
housing mortgages hsd been urgad, over a period of many
yeers, by various mortgage, housing, and allled groups.
In 1954, to meet this need and simulteneously to take
sdvantage of the FNMA's years of experience and profitable

42. Information elrcular regarding activities of the
Federal Netional Mortgege Aasocietion, Ps 1.

43, Public lew 560, 839 Congress, Ch, 649, 2nd Session,

Title IXI, Sec. 301-311.
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operations in buying end selling mortgzages, the Federal
National Mortgzage Association Charter Act approved

Auguast 2, 1954 was enactad.44

FNMA was ohartersd by

that act as a constituent agency of the Housing and Home
Finance Agency, 1.e., the capitalization 1s now provided
only in part by the Fedsral Government (preferred stock);

all of the common stoek 1s held by private investors,

Bepopt. = 1260, Housing snd
Home ﬁgﬁanoe ﬁgencx, D B %.

AP



TABIE 11. FNMA PURCEASE AWD SAIE OFERATINNS
{In M1llions of Dollars)

Balances of Mortgeges

Purchases Salas Hold on December 31
Yesr Total FHA VA Total FiA VA Total THA YA Other
1948 $¢ 1lo8 ¢ 187 $ 11 -——— — ——— § 199 ¢ 188 $§ 11 w=e
1949 672 = 253 419 $ 20 $ 19 $ 1 828 403 425 wam
1950 1,044 49 995 469 261 208 1,347 169 1,178 <=
1951 677 74 603 111 28 83 1,850 204 1,646 w-=
1952 538 168 370 56 36 20 2,242 320 1,922 wew
1953 543 55 188 214 32 182 2,462 621 1,841 =e-
1954 614 353 261 515 134 381 2,476 802 1,832 ¢ 42
1955 412 185 227 61 14 47 2,655 901 1,714 - 40
1956 603 153 456 15 3 12 3,086 978 2,069 39
1957 1,096 - 313 783 3 2 1 4,012 1,237 2,737 28
1958 623 469 154 482 155 327 3,938 1,483 2,417 38
1959 1,922 1,163 744 5 4 1 5,582 2,546 2,985 51
1960 1,391 960 288 357 33 324 6,341 3,355 2,803 183

Source: Savings and loan Fact Book, 1961.
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CEAPTER VI

VA OR GI MORTGAGES

The 'lservioemen'é Read Justment Act of June 22 »
1944 provided fof an extensive program of partielly
guaranteed mortgage losns (referred to as "GI" or "VA"
loens) to World War II'veferané.l Sections 500 and
514 of Title III set forth the full text of the law
that controls the baslc operations of the program which
beceme effective June 22, 1944 and expiring on July 25,
1960, This aot wes smended later to include servicemen
in the Korean confliet,?

Five brief paragraphs cover the home loan guarane
tee provisions. However, the regulations are voluminous,
They cover every détail of the loan guarantee procedure
and have full force of law,

To make it possible for veterans to acquire homes
on generous credit terms and at the same time preserve

the nation's traditional private enterprise in the home

1. Savings end Loan Fact Book, 1961, p. 119,
8' Ibido’ pO lla’
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mortgage financing, the VA program provided, through the
loan guaranty feature, for thes protection of mortzages
against vossible loass. For the bérrawér,'ths provisions
included a low effective intersst rate, little or no down
payment, & long amortization period, abaence of guaranty
charge, prohibition of mortgage brokerage commissions,
option of accelerated payment without penalty and ape
praisal of property by the Veterans Administration 1nv
accordance with the "remsonable value" rule,

Protection to the lending institution in the making
of loagns carrying the nbove fevorsble terms was achioved
through the creation of a contingent liebility of the
government as set forth in the gusranty contract and the
provision for prompt cash settlement of claims filed

alfter default.

Gusrantee
Real estate home loans to £7,500 end other real

estate loans up to §4,000, or a prorated portion thereof
or loans of both types or combinations thereof, may be
guaranteed with interest et not more thmn 5«1/4 percent
per annum, repayable in not more than 30 years, except
in opss of farm realty, which may run for 40 years,  If
the proceeds of the loan are to be used for the acquisie
tion or improvement of residential property, the amount

guaranteed may be 60 percent of the loan snd not over

¢7,500,



In other words, the loan 1s divided into two sec»‘
tionst the guarantecd portion and the unguaranteed |
portion, Thayunguaranteed portion of the loan represonts
the lender's risk, Aithough there 1s a prorating of thn
amortléation payments to the guaranteed and unguaranteed
portions of the loan, there 1is no pro-rating of any poten=
tial loss. If loss is incurred on any such loan, the
government\assumea the entire loss until the full guarons-
tee has been exhausted, | |

To give an example, assuming that a §10,000 mortzage
loan has been made with the full psrmissive guarantee of
£8,000, the lending institution has an unguaranteed loan
of $4,000, If the property were foreclosed and subsoe
quently sold at $5,000, there would be a loss of {5,000

which would fall entirely on the government,

Insurance Provision
At the option of the lender end the borrower the loan

may be insured instead of guaranteed. Briefly, thls pro-
vision of the Law operates as follows:

The Veterans Administration creates an insurance
aeobunt for each supervised lender who desires to ﬁave
his losns insured. The insurance account is credited
with an amount notvexceeding 15 percent of the amount
of each losn insured. Incidentally, the maximum base

for computing the 15 percent is {4,000 for home loans.
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This insurance fund is then applicable againat any loasn
that the lender may take even up to 100 percent on a
single loan-~but the total that will be paid out by the
government mey not exceed 15 percent of all the loans so

insured.

Eligibllity ‘
Any person 1s eligible who served in the Armed Sore

vices at any time on or after September 16, 1940, and

prior to July 26, 194?; or on or after June 27, 1950,

and prior to February 1, 1955, and was discharged under

conditions other than dishonorable, efter active service
of 90 days or'more, or because of‘disability tneurred in
the line of duty. Generally, loans must have been made
prior to July 26, 1960, for World War II veterans; vete
erans of Korea have until January 31, 1965, ﬁidowé of
decoased vetorans whoge death was due to service may
also gqualify. Under certain canditions a veteran may
be eligible for another loan, if his mregsent loan 1is

paid in full and he has & compelling reason,

Security
A real eatate loan must be secured by a first

mortgege, At one time the VA guaranteed secondemortgage
loans that were subordinete to FHA~insured firat norte
gages. These loans were made under Section 505(a) of
the Act. Authority to make these loans bhas been termi-

nated, so that all future real estate loans must be

firast- mortgage loans.
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In certain states it 12 the custom to conatruet
homes on lemsed land, Tie lessee in these inatances
obtains a life interest in the property via a 50« or
90-yeay lemase. The VA takes cognizance of this situa=
tion by clessifying liens on these leasehold interents
as first mortgages. Loans for mlteration, repair, or
improvements for more then £1,000 and more than 40 per-
cent of property value, must be secured by a first
mortgage. Alteration loans for more than 1,000 but
40 percent or less of property value, can be secured
by either a first or sacond mortgage. Alteration loans

for less than ¥1,000 do not need to be secured.

Operations
In 1960, 145,000 veterans acquired homes with tho

VA-guarantesd mortgage, bringing the total number since
thé beginning of the program to 5,574,000 and the aggrew
gate loan volume to £40.2 billlon (Table 12 ), |
Repayments, including monthly amortizations and
prepayments, on VA mortgages mount with the years. Foy
the period 1944-1960 they came to approximately $19.5
blllion, of which $10,8 billion represented mortgages
completely paid off. Almost one-third (30%) of a1l |
borrowers had retired their debt in toto by the close

of 1960 [Table 12.).



TABIE 12, VA-GUARANTEED EOME FORTGAGRE LNANS

Loens liade Iepayments Outstonding at Yesr ¥nd
Fumber ; Amount Amount Nurher Amount
Year {Thousands ) {millions) {Millions) { 'housands) {(Millions)
1944 =49 1,623 29,078 ¢ o978 1,532 ¢ 8,100
1650 297 : 3,073 875 1,068 10,300
1951 448 3,614 714 2,336 13,200
1952 206 . 2,718 1,318 2,538 14,600
1983 I22 : 3,062 1,862 2,740 16,100
1954 411 4,258 1,066 34018 12,300
1955 650 o 7,154 1,864 5,466 24,600
1966 507 . 5,866 2,066 5,782 28,400
1857 % & : 3,842 1,542 35949 30,700
1958 ' 159 : 1,780 2,080 3,91C 20,400
1959 234 . 2,787 3,187 3,915 - 30,000
1960 144 . 1,983 z,283 3,095 - 29,700
1944-60 5,574 . 49,214 19,514 3,895 23,700

Source: Vatersns Administration.
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Although tle annual volume of VA-guaranteed morte
goge lending has fluctuated widelv, ranging from £1,8
billion in 1958 to £7.2 billfon In 1955, these loans
rave come to comprise a ﬁery gignificant sector of all
home mortgages outstanding. At‘thevehd of 1960 30% of
the agzregate mortgagzes on onee to four-family houses
was accounted for by the VA~gueranteed loans and of the
£140 blllion totel volume of mortgage recordings during
the past five years, VA-underwritten loans comprised 1225

Savings end loan associations in recent years have
accounted for 205 to 257 of the total VA volume, In
1960 thelir £422 million of such lending represented 21%
of the year's aggregate ViAi-puarantesd loans. Mortgage
compenles led with 55% of tke total. Mutual savings
banks snd commercisl banks were in third and fourth
place, respectively. (Table 15.)

The mortgage progrsm of the Veterans Administration
comprises the financing of both new (including proposed)
and existing houses. “hile the trend is not en unbroken
one, the‘paat five years have seen the new dwelling bu1k 
gomewhat larger in this financing than existing housing.
In 1960 72% of all home loan applications for guaranty
represented the financing of new or proposed homes as

against 66% in 1958 end 61% in 1955.%

5. Ibid'. p' 1190
4, Tvid,, p. 120,



The number of loans with no down payment‘cnntinuea
to gain. In 1960 aprroximately 60% of the mortranres
made were 100¥ loans, as compared with 55% in 1959 and
with only 207 in 1958, The loan=to~purchage=price ratio
in the cease of loans made with some dowm payment averaged
89%, a percentage which has changed but 1little 1n vecent
yesrs.

The trend toward the longer maturities whieh have
characterized FHA-insured mortgages has slso prevailed
in the case of VA-guarenteed loens, In 1960 fully 75%
of the VA-gusrenteed mortgages were written with a term
of over 25 years, in ccntrast to around 60% in 19568 end
457 in 1955, The rising cost of housing purchesed by
veterans is vevealed in the fact that in 1960, 90% of
8ll prorerties acquired (existing, new and proposed
units) cerried a purehase price of $10,000 or higher,
whereas in 1955 not more then 73% of tre acquisitions
were in this price renge.

In the matter of defaulted VA-guaranteed home
loens, the record eontinues favorable, Gross claims
f1led with the Veterans Administretion from the begine
ning of operstions through 1960 emounted to #297 millien,
which 1s tle equivalent of just over 1/2 of 1% of total

loans cloaed.5

5, Loc. cit.
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TARIE 13. EOME IOAN DEFAULTS

Number of insured or guaranteed home Percent of insured or gusrantea
mortgages in force _ home mortgages in force
at end of year at end of vear
Year '
Total In default 4 In In serious
Total Serious default ‘ default
VA guarsnteed : , , f } :

19246 ) 450,?43 467 Nella =10 Nelo
1947 971,807 8,460 T8 «87 ' . DNef
1948 1,288,389 17,888 Nella 1.39 Na.G.
1949 1,526,689 31,826 54343 2.08 ' ©0.22
1950 1,958,715 38,735 2,689 1.98 ’ .14
1951 2,323,802 39,639 2,673 1.71 ‘ .12
1962 2,503,387 33,789 2,183 1,35 ' 409
1953 2,723,006 28,541 1,980 1.05 Q7
1954 2,899,178 34,204 2,382 1.14 ; ~» 08
1955 3,441,453 33,346 2,384 «97 07
1956 3,759,784 35,169 5,295 «94 ; «09
1957 3,908,536 38,189 3,401 .98 <09
1959 3,859,235 44,775 4,572 1.16 ‘ .12
1960 3,829,107 48,984 6,025 1.28 , «16

n.a. Hot avallablo.

Source: Veternﬁs Administration
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 CHAPTER VII

- . OTIER DEVEIAPMENTS

Housing and Home Finance Amenc?l

The Housing and Homa Finance Agency was established

as succegsor to the Hatlional Housing Agency on July 27,

1947, It 1s enslily the most important government organie

zation having to do with real estate finance. With its
establiahment the Apgency todk over the directicn}of three
oxisting and 1mpbrtant organizations that were thereby
made eonstituent divisions of HEFA, These are the Home
Loen Bank Board, Federal Housing Administration, snd the
¥ublic Housing Administration., Subsequently, it took
over the operation of the Federal Hatiénal Mortpage Agsoe
olation from RFC.

The Administrstor of HHPA is charged with a wide
range of dutiese-supervisory, coordinating, advisory,
end operating-=in thls role as the prinoipal housing
officisl of the United States Government. In addition,
the Administretor's office has direct responsibility
for the operation of two important programs, the Divie

sion of Slum Clesrance end Urban Redevelopment, and the

Division of Housing Reseamrch.

1. Thirteenth Annuel Feport-1959, Housing an
Home Finance Azency, page IX.
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PHA ¥ortoagme Diacountsg

In recent years on increasing number of guestions
rave been ralsed concerming mortzeze lenders'! practlces
of charging discowmts or», as they are sometimes called,
"polnts” or "finance fees” .

Disocounts come into existencs because of the probe
lams investors face in ckoosing ways of investing their
money. Everyone who has a savings account with a banle,
a savings and loan assoclation, & bullding and loan
azgociation, or nnas a 1life insurance pollicy or a share
in a retirement or pension fund probebly is an investor
o goms degree,

Host investors sattempt to place their money in loans
or inveatments which will nroduce the greatest amount of
income, usually c¢alled "yileld". In addition to & high
yield, inveators ere concerned sbout the safety snd
liguidity of investmentas. HNotwithatanding the fact that
the yield from mortgages may be lower tren the yleld from
otter investments, invesntors usually want to ksep & con=
siderable portion of their money in home mortgages, At
the same time ﬁhey attempt to mateh the yleld which mey
be received from otrer Investments auch as highepgrade
corporate bonda, When the interest rates on home mortw

gagea drop, investing institutions, to protect thelr |

2., Federal Housing Administration Famphlet
entitled, "NMortgege Discounts", dated July 20, 1961,
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deposltors or policy helders, will clennel funds into
loans which produce higher ylelds than low interest
rate mortgnpges. ‘ ‘

For example, assume that en investor has a cholce
of investing £10,000 i¢n a highegrade corporate bond
which will earn 6%, or of investing £10,000 in a morte

gage having an interest rate of 5.1/4%. The investor

favors the bond unless 4t 1s possible to buy the morte

gage at a reduced priece so thet the 5-1/4% Interest and
the repayment of the {10,000 will give the same yield
as the 6% interest on the bond. {In computing yiold,
lenders generally assume that the average home mortgage
will be paid in full in 12 years ratbsr than the full
term of the mortgage, which may be 30 years or nore,)
Standard inveatment tables show that 5-1/4% interost
end tre principn) repayment will give a 6% return 1if
the 110,000 mortgege ¢an be purchased for £9,400, or
6% less than the smount of the mortgage. This 4ife

farence 18 celled dlscowmt or "points".

What Does FHA Do About Discounts?

The law requires FHA to set cellings on interest
rates for FHA~insured mortgages. As of July, 1961, FHA

regulations restricted interest rates to not more than
5-1/4%, Foeductlons from 5-3/4% to 5-1/2% and fronm
5«1/2% to 65-1/4% became effective on February 2 and
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May 20, 1961, respectively, in recognition of the money
market improvements wrich ted occurred since early 1960,

Discounts are not set by or received by FEA., Any
”pointg" trat are crarged, as woll as tle mortgege interest,
are retained by the investor and not by Fii. TIHA regulae
tions poermit charges to the mortgagor for appralsals,
title 1insurance, recording, surveys and other charges
which are customary in & locellty. The rezulations also
permit an inltial service clarge not to exceed 1% or
Bwl/2% if the lender makes edvances during construction.
These charges are intended to cover the lender's erxpenses
in originating the loan,

FHEA prohiblts the collection of discounts from horme
buyers since such charges would circumvent the purpose
of interest rate remuletions. On the other hend, there
1a no probibition against payment of discounta}by buildera
of new homes, sellers of existing homes, mortgagees, or
otrers having an intercst in tre transaction, Whetler
dimscounts are peid and in what amount are matters for
negotintion betweon lenders and these other parties to
the transaction, FU. hes no requirements nor assumes
any responsibility concerning these negotiations other

than to prohibit payment of "points” by the FHA mortgegor

or howe buver. VA discounts are commonly much higher

due to lower celling on interest rate.
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Second &ortzageas

A second or Junfor mortpage 1s one which in ell
resyects 1s subordinete to the clalms of & first morte
gage. lroperty revenue 18 appliceble first to the paye-
ment of first mortgege ctarges and then to tke rayment
of second mortgage charges, Foreclosure of e second
nortgege in no way disturbsg the poaition of the holder of
the first mortgege. On tle other hand, if the firet
nortgagee forecloses, he wipes out the claim of tie
Junior mortgage holder., Trhe junior mortgage holder
must satisfy the first mortgage in order to protect
his interest.

The second mortgepe 12 o long esteblisted device
for bridging the cap tetween a permissible first morte
gage amount end the purchese price or value of 8 pPrope
erty. CSecond mortgene finencing 1s essential to many
deals, particularly on larger income produeing properties
where institutions may be limited to 66-2/3 percent on
first mortgage loens, Return or yleld on second mortpages
is generally higher than on first mortgages becpune of
the gecondary nature of tre llen end because without an
oestablished end recognized market, thare is no ckenlt on

loenders' ehnrgos,

3, North, Nelson L, and Ring, Alfred A,, Real Estate

Prineiples and Practices (Sth Ed.), p. 157 and Hoagland
Henry t., Real Egtate rinance, pp. 87-105, '
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The role of tre socond mortgere in reel estate
financing has been one of diminisking importence since
tre 1230's, This lep been coused by tlree significent

changea in finsncing tectniques.

Increase in legal Losn lLatio

The legal losneratio on one-family houses was ine
creased for most institutlons at the time that the sélfu
liquideting loan was introduced into our sconomy. In
most ereas of the United States todsy, the purchkaser cen
got 8 first mortgege loan of B0 percent of appreisal,
The reletively small equity required today haé proctie
cally eliminsted tle second mortgege from the onew
family house financing field., In the 1920'8 1t was
the almost universal practice to sell one-family houaés
with two mortgages, the second mortgage in most cases
being taken by tke bullder, In order to obtein cash
after completing hls operation tte aversge bullder dise
counted these mortgaspes with a proreaaionai gagonGe
nortgage man. The samount of-tbe discount was included
in whole or in part iv the sales price pai& byAthe Mre
cheger. Overell financlal charges on many homea sold‘

ot this time were burdensome to the purchasers,

Government Insurance and Guarantee of lLoens

FFA insured mortgazes on one-amily homes were

authorized up to 97 percent of appreisal, VAsguarsnteed
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loans cen be made on n 100 percent basgle. FEA sreciw
flecaelly prohibits eny zceend mortgaze finencing on
properties in whileh it rms an Interest, FIA Title T
modernizetion loans have made 1t poaslble Tor private
homeormers to secure three~vear logns for rerairs or
remodeling at primary interest rates. Theretofore,
most owners had been forced to go to 3ecand~mortgage
lenders to secure such funds, FEA and VA procedures,
and the increased lomn-towvalue ratlo of lcnding'instin
tutions have effectively eliminated the necessity of s

gseecond morigage on rezidontial prorerty.

T1tle Inauranceé

Title insurance mey be defined as a contract of
indemnity sgainst loss or demage arising out of defecis
in or llens upon the title to real property. However,
such a definition is groasly Iinadequate for a compree
kensive understanding of the subject., A title ingurence
policy describes the eatate or intersst secured and gets
forth a state of facts substhntially reflectinz the atatua
of tre title; and it indemnifies the insured azainat loss
arising out of any different state of facts which may 

exist at the effactive date of the policy.

4, North and Ring, op, eit., pp. 100-104; and cone-
ferences with A, Simpson ¥Williems, Jr., Vice-president,

imerican Title Insurance
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History
Tre first title insurance ccmpeny was orgenizod in

Fhlladelphia in 1876, DPuring the next ten years title
insurence companiee‘were organized in Cklcago, Hinnew
apolia, Sgn Franolsco and Los Angeles, | |

The growth of the title iInsurance idea was very
slow until after Yorld War I, when life insurance come
rtnies and othsr national lenders on resl eostate sscus
ritles extended their activities over wide areas following
a general rise in land prices. These large lenders,
being unfamiliar with title practices end tke charactor
end solvency of individuals engaged in title services
in areas remote from their home orficeé, began requiring
tre dependebility and protection of title insurance iésued
by finanelally sound companies. This inecrensed demand
cauged the formetion of additionsl small title insurance
oampanieatwhich wore organized primarily to serve their
own localities, A few of these companies lnter expanded
into the national fleld by qualifyinz to transact busie
ness in two or more states., Some of them, in‘addition
to insuring titles, atartea the practice of guarenteaing

the payment of mortgace loans, This was directly respone

sible for the fallure of a number of title compenies during

the 1930's, WNo title insurance company confining 1ts

business to tltle_inaurance and allied services rag ever

falled,.
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The spread of tho dewand for title insurance by
morigagees brought this form of evidonce of title to
the sttention of large sczments of the publlc with tle
result that in scme arcas in the United States title
ingurance bas replaced the opinlons of title by atbtorw
neys and the formal abstracts as the properdty purcluoeer's
cvidence of title., In fact, Lltle insurance ir now used.
extensively throughout the Unlted States.  There are
approximately 170 title insurance companiles of which

gome 31 iasue policies in two or wmore statos,

Seeurity Afforded

In Virginia £ll title secarching i1s performed by an
attormey and it 1s on the attornev's certiflcate of title
that title 1nsurance policles are isasved, Title insuranée
protects the insured ageinst eny loss because of any overs-
sight or error in Judgment on the part of the title exém~k
iners. DBut 1t goes for beyond that in that it also proe-
tecta the insured against matters outside the record which
might make the title defectlve and cause the tnsured a loss
such as a forged deed, lost will, lost instrumonts, income

petence or 1nsan1ty of partles to the transactlons,
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Three Tvoep of Iolicics

Title iInsurence prolicieg 81l into three bhroerd

classiflicationa: Tre ilortgagee ~olley, tho Owner's
nlicy, and the ILeasehold TPollicr.

The Mortgegee Tolley inzures the lender ageinst
loan due to a defect or encumbronce sffecting the rrie
ority of the lien of the mortgare or deed of trust soe
curing the debt of the insured; 1t also insures spainst
loss due to unmarketnbility of the title; end it covenants
te defend the llen of the mortgege in any couri aetion
brought attacking the title,

Obviously the title policy issuned to a mortgases
initinlly for tre full amount of the mortgage 1s s
policy of 4diminishing 1lirbility for the title insurence
comrany. The coverage of the policy is veriodically
decreased end finelly is extinguished at tie time the
mortrege is paid off, If the mortgage lien is foreclosed
or the property is wvoluntarily conveyed to the mortgagee
in lieu of forecloaure, the Mortgage Folloy becomes en
Owner's Folicyv and affords the morteonpea all of the
Ovmerts Foliey protections,

Tre Owner's Tolicy 1s 8 policy imsved to the rMire
chraseyr of the property always in the full amount of the
purchase price of the vroperty and 1t insures hinm, up to

the face amount of the rollcy, for any loss which he may
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sustain by reason of a defect or defects in tlhe title of
the insured to the property beling purchased., These defects
can be liens or encumbrances sproad on the rocord or ad=-
verse claims of any kind exilsting at the date of nurchase
but hldden in ttre records so that even thre most astute
title oxaniner migzht overlook them or they may be cnuzed
by matters not of record, The Insurer also covenants to
defend in court ecainst any sttack on the title ag inoured,
The Leasehold Policy can be igsued elther Lo the
tenant or leaseholder or to the mortpamee, The lensow
holdert's interest 41s inaured on a reglar fomm Ovmen's
Policy with the face of the policy amended to show the
eastate or interost insured 1s a leasehold, The Mortgeges
Lzagehold Policy ia %usuved on the reguvlar form of Morigee
gee Policy with the face of the policy amended to show
the title ve=sted in the mortgagor to be leaschold ratlrer

than fee simple.

Difference in Coveraue

ilhile the title insurance coverage afforded the
mortzazee and owner is somewhat the seme, it is also
substantially different in important areas. Becauss
of the diminishing lien of the mortgage and the ine
creaaing equlty of the owner In propsrty, it is appae
rent tlat there could be a complete title failure with
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the mortgsgee suffering no loss bteceuse of title insure
ence coversge end trle ovner suffering svbatantisl loas
because ke bad no title irnsurence coversve, In fact,

it the ormer ls not protected with en Owner's Policy,

it io entirely roasible thet peyrents made by the title
Ingurance compeny In the proceas of perfecting title under
& lortgagee Pollcey can be made a lien againegt the proverty
subordinate only to the nmortrace under which the Hortcagee
Poliecy was Issued, Tre llen becomes, in effect, & junior
or second nortgege secured by the property, and mat bhe
reld off by tre owner after the prior liens are paid or

tofore the nroperty esn be sold,

Comcanrlisons

Hoat propefty In Virginia 1s transferred under a
General darranty Deed. ith & general wavranty deed tre
grantor passen on to the greantee only suech title 2g he
holds. Tt 1is true that If title falils, the purchaser
may under speclal circumatances rave s cause of action
againat the grantor but his chance of recovery ia derdne
dant entlirely upon the financlial adility of the grantop
¥o pay at the time that judgment 4s acquired and this
commonly follows a long and expensive court sction. Cn
tte other rand, title insurance 1s a corporate guarantee

of a company operating in Virginie under the rules and
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regulations of the Insurance Commisslonor., The securlty
efforded by any policy ia limited only by the integrity
and finsnclal structurc of the coupsny lasuing the
policy.

A nurchaser gsomotimes accopts property alfter lise
title bas been searchsd and the attorney searching tleo
title kas lssued an oginion ar certificate of title
steting tlet tre vecord title i3 good, Tre chance of
recovery in tle event of a title loss in this casge
largely depends upon tle solvency of tre sttorney exsme
ing tre title and furthermore, the sttorneyte Iiability
18 limited to errors snd oversights thet wouvld not be
made by a diligént ettorney. Thre gtiorney 1s not lieble
for eny loss arising from hildden defects.

In both of these cases 1t will be seen that linble
lity is liuited to deficets In the record titleg and it
must be pointed out that in the casge of Individual line
bllity the statute of limiststlions grents immunity to the
grantor or exémin&r aftar trs stetute kae tolled 1ts nix
years. lorgover, in hotk instances action acalnst the
pravioue graentor or tra examining atiorey can be instie
tuted only after 8 losgs has actually occurred., The
expense of the Jdefense of s law sult resulting In e
loss must be borne by tle purelsser, Title insursnce

coversze extends to hidden end unknom matters whetlor



or not trey are of record, "An honeat mistake” is no
defense for a title insurance company, and 1t cannot
hide behind a statute of limitations. In addition,

by the terms of the policy, & title insurance company
must undertalke and beoar the expense of the defenso of

any attack on the title,
MORTGAGE COMIANTESS
The liberalization of investment laws permitting

insurance companies aend banks of one atate to secquire

mortgage loans in other states, particularly PHA insured

or GI guarsnteed, crentod a need for financlal middlce
men who could initiate mortgege loans end service thom
for the investing companies. This need was £1lled by
the develdpment of "mortguge companiea" or "mortgege
correspondenta’ . |

Mortgapge correspondents secure applications for
loans, negotiate with the investor, and also errangze
for apprraisals and inapoction of the properties. Ale
though final approval rmust be glven by the home offlce

of the lender, the mortzage corraspondeni is sufficlently

conversant with home office policy that he can deal

confidently with prospsctive borrowers. If a loan

5, From interview vith stalf of Mortpazpe ITnvestment

Corporation, Hichmond, Virginia, Spring, 1961,
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application does not £i% the rpattern of one lender's
policy, it may be quite accepieble to annther lender.

The mortgege covrespondent senerally recelves his
Initinl compensation through brokerage foes paid elither
by the barroﬁer or the comrnany, or both, de?endimg on the
conditiona of the movtzese "market” at the timo, If he
1y a correapondent, ho also recelves compensation for
"servicing” the loan. Servicinsg usualiy lncludes tho
collectioﬁ of intefest and principal payments, tex, inw-
surance and other deposits, snd negotiatlion betwsen the
torrovier end lender »esording ddjustments, rencwnly, OXe
tensions, relsases and somstimes foreclosure, iceg fbr
such "servicing” range from 1/2 of 17 dawn to 1/8 of 1%
of ths losn belonce, ﬂepondingvon the slze and $yme of
morégege involved.

These morbtgage companies generally deal 4in morigages
which are most readlly amlable in the secondary market,
A3z a result, these "tenporary” lendsrs prefer government
insured or government guarsnteed morbtgages ag well as
conventionnl or uninsured mortzages for wklch they ave
advance purchase commltments,

Mortgane comranles concrally operste as corr&spohdénts
of meny different permanent Investors such ag 1ife insurance
companles, savings benits, pension funds, or in sone ceses,

prlvate individvels.
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TRADE~IN FOUSING FROCEDURE®

The beneflts of the trede~in housing program apply
to Sections 203(b) and 220 of the Natlional Housing Aet,

To sselist trade«in finsncing and to avold duplicate
cloaing costs, FHA may insure e mortgage of 2 buildey or
realtor in thre seme smount s&s thet available to an owner-
occuprnt. To be eligible for & highe~retio mortgage, the
mortpepee shall withhold from the mortgepe proceeds, rrior
to insurance, in an emcrow, trust, or special accounk
nroceptable to the Cormisnloner, & sum not lees thon 15%
of the unraid principel balsnce of the mortcege pfiter applie
cation of the 18th amorti-ation peyment. FHEA will show
the amount of auch escrow on t{he commitmcnts‘

The mortgezor btolkincg the house in tfade must cerﬁify
that (a) ho moquired the property as trade-in housei and
(b) he w11l obtain the prior written approval of FHA
if he rents, sells, or occupies the property prior to
the 18th amortization peyment of tho mortgages Ir the
rentnl agreoment spocifies g term of noﬁ logs than 30
daya or more than 60 days, or if the mortgsme 1g paild in
full upon ssle of the traded-~in property, then prior

epproval of FHA 4# not reguired,

| of P8, Spmery pligegnluetophe, Lo dueanoneer Qp-EGUaTROLY
T“GTS, Mo rtgaqe Finance emmittee, American DBankers Assn., p. 33,

This section was added by Sec. 101 of 1957 Houaing Act, Fublic
Law 85-104, 86th Cong., approved July 12, 1957, sec. 8.
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There the properiy 1s not sold by the due date of the
12th payment and the morteonpsee anplies the esevow, FFPA
ahould be promutly notlfied of the aynlicatlon of such
eaevow, 3o thel future mortgape Insurance nromive bHillings

w71ll be based on the reduced mortrase amount,

CERTIFIED AGERCY ?HOGRAHV

The Certified Ageney Prorram 13 desipned to entend
the bonefit of FEA~insured mortgages to small tovns and
rural communities which are located in ereas distent from
FHA offices., This propram rrovides sn srrangement whereby
procegsing functiona are carried out by locnl lending ine
stitutions using apprailscrs and Inspectors employed on a
fes basis.

A lending institution aetinz as b suthorizod agent
is empowered to accept applications for insured murtgege
loans elipible under Section €03 of the Hetionsl Housing
Act. -ualifled lending instituticns which ere VI Ape
proved mortgagees will be designated as authorized egents |
upon application to end approval by the Central FHA insuring
office, Foe appraisers snd inspesctors will also be cortie
fied by the Central Fiia office.

Upon application for a loan, Certified Agents arrange

for an appraisal and periorm a credit enalysis at &le ganme

7. Summary of Reguirements for Indurance or Ggargntx
f F.R.A. 8nd Veks Morteage Loans, op. Citay De 306




time., After a review of tho ecredtt and appralacl rerorts,
a commitment will be lssued by the aront in ecenridanco with
TH: rogulations., Tee insmeoiosrtz are used for new construce
tion casea., All Aocunments ave formrdad ta the local FHA
affice and endoraement 1a given provided the atabtutory end

rogulatory requiremanta for an insurable loan are nob.

VOIUNTARY HOMET MORTGAGE CHEDIT PHOCTAWS

V.H.M.C.7. was eatablished by Congress under Title VI
of the Housing Act of 1954 end was extended to Octobor 1,
1965 by euthority of tie Housing Act of 1951, Thls vrogram
18 designed to help make mortgage money availahla {op FHA
and VA endorsed loans to persons in small corrunities and
remote areas, and for minority groups who have been unable
to obtain loens through nomal means, The VH.M.LePe v8lao
acts as a mortgage clearing house to bhelp bring sbouvt prie
vate financing of mortpages aligible for speelnl asslstance
under the Federal Hetlonal Hortgage Agsociation, particue
larly Elderly Housing, Urben Rencwal Rental lousing end the
Home Improvement Loan ¥rogram authorized by the Housing Act
of 1981,

The resgponsibllity for waking funds aveilable L0 such
groups resta with private mortgege Inancing inatitutions,
General operating poliey 1s determined by a wational Come

mittee and several Regional Committeses which act as clearing

8, Ibid,, p. 34.
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kouses bringing topetrher aprlicants with narticimting

fnanclial fnstitubiona, Ayuplicetions ere elroninted by
t¥o Heglonal Committecs to nrivete lenders who bave Tne
dicated o willingneasn to eoarerntio end vho anply thedp

om crodit standards,

Tt 18 easential tlab partiicinatiing continue on n
voluntary basla, othervige direct zovernment lending is
1ikely to 711Y tho gap. As of October 1, 15981, V.H.H.G.F.
rag placed uver 50,0720 loang and helped to provide over

2510 m1lliion in loang.



Disaprearance of Lots for Sale
A phenomenon of lw 1920's Lhat has disappecared in

the postewar era has beon tlo subdivision of lsnd 1nio
bullding lota lor salc. 4 Zreat deal of this businoess
wag eulomatleelly elimincted when state or local levs
were enected sobting up rlald requirements for lot
salos.

Lxperience has shown that the oldetlime subdivider
almed to sell hia land &b a meximum profit with a minle
mum of physical improvemonts. In most locellitlies todny
ordinances require the installation of ascceptabls sbroets
and utillitics before i land can be gold,

But the entire idea of land subdivisicn 68 o SOplie
rate business has~~wlth o few exceptlonse~«bocome aomg-
what archale, With todny's modern {inancing wmethodg,
tlx bullder becomcs tle subdivider. He buys the land,
puts In the Improvements, arrangces necesassry {inencing,
construets trhe home, and sells tle finlshoed product,
There are sti1ll, of course, many sales of building plots
for tre construction of homés, but this 1s genernlly done
on an individusl or cnse basis ond in bullt-up areas,
Tro creatlon of & new ome cormmunity through the sal@
of lots to individusls and tre subsequent constrmiction

of homes by trese individuels is now almost unlmowmn.
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CHAPTER VIII

THE PART FPLAYED BY VARIOUS IEFNDING INSTITUTIONS

IN THE PINANCIHG OF RESIDENTIAL REAL ESTATE

The primacy of mortgage financing in the steady
furtherance of home ownorship during the past decade
1s pointed out by three facts. First, out of the anmnual
aggregete total mqrtgaga indebtedness outstanding on all
property inocluding commercial properties, the proportion
accounted for by one« to fourefamily dwellings has oone
stantly exceeded 70%, (Chart 2 ) secondly, of all the
one- to four=family housea in the U, S, at the close of
1950, 35.4% were mortgaged, compared with 38,8 in 1985
and 41% in 1959, {Table 14} Thirdly, the increase in
the average debt on onee to four-family dwellings is
indicated by the 1959 average of £6,952 as compared with
$3,614 in 1950. (Table 14) This increase in the average
debt reflects both the increases in cost and quality of
housing and the trend toward higher loanetoevalue ratios,

This rise in home mortgage indebtedness ia attributable
to a number of factors:

1. A constantly high and rising level of incomo has

enasbled former tenant families to avell themselves of
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mortgage facilities and become home ownersi it has also
enabled those alrveady owning their homes to upgrade their
houaing.

2, A progressive redistribution of income in favor
of the much more numerous lowersincome groups.

3. A steady demend for housing stemming from family
formation. |

4. A willingness of lenders to libveralize financing
toerms 50 ms to fall within the reach of lowereincome people.

5. The avallebility of funds to be put to these usess

Iyres of ILoans o

Conventional mcrﬁgagasl comprised the major portion
of the aggregate debt outstanding on: one- to foursfamily
housea throughout the entire decade; At the close of
1061, tley surpassed the previous £84.8 billion poak ree-
corded in 1960 to reach a new peak of $93,9 billion, Moree
over, conventional mortgages accounted for 61.,3% vatha
total outstanding indebtedness on such dwellings, reprew
senting the highest proportion attained within the past
13 yaars.z

l. A conventional loan 1s one wheore the only security
offered for the loan is the property which the mortgazor or
borrower ia purchasing, ,

2, Pederanl Hegerve Bulletin, Vol, 48, No, 4, April
1962 s Po 351 » ‘
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5 outstanding amounted to £20.5

FHA-lnaured loans
billion_at the end of 1961, Their proportion of the
azgrogate mortgageAdebt inereaged fractionally to
19,2%.% | .
| The proportion of VAe-guaranteed 1oan35 relative to
the total outstanding fell from 23% in 1959 to 19.5%
at the close of 1960. In 1961 they amounted to £30.0

billion.a

Morteare Leonders
Since 1920, there lhave bean simificant shifts gnmong

the holders of martgage loans, Tke most prominenﬁ of these
shifts 1s one common %o All property classes of loanswethe
ghift away from the miscellaneous category "Individuals
and Others” (which includes individuals, trust, trust dee
partments of benks, pension funds, philanthropic and edue
cational institutions, fraternsl and beneficial organizaw

tions, casualty eand fire insurance companies, real estate

3, FBHA loans, as opposed to the eonventionnl type,
are loans where not only the property secures the loan,
but the loan 1s underwritten by the federal govemmment,
insuring the invesmtor against loss through foreclosure
o O P b derel Roserve Pullet 1t 451

« Federal Feserve Bulletin, op. ¢lt., p. .

. 8. A VA loan ig similar to aﬁfgﬁﬁ with the excention
that 1t can only be made to an eligible veteran and on a
portion of 1t (60% not to exceed §7,500,00) the investor
18 guaranteed by the federal government against loss,

8. Federal Reserve Bulletin, op. clt., pe. 451,



and mortgage companies and otlrers) toward the more cpoe
cinlized inatitutionael investors. These institutional
lenders (1ife insurance compenies, commercial banké,
mutual savings banks, and savings and loan nasociations)
held 36.1% of the total mortgage debt outstanding at tre
énd of 1222 am compared to 61,2% held by individusls and
others, At the close of 1960 the institutional znveaﬁors
had increased their share of a considerably larger debt
total to 84% while individuals and others had fallen to
12%. FNMA held only 4% of the total, (Table 18) |

of thre speélalized inatitutional inveators, savings
and loan associations and lifé 1nsurance companies héve
shown tke most striking growth in thre extension of morte

gage loans,

SAVINGS AND IDAN ASSOCIATIONS

" Savings associations have gained a substantlal margin

over other financial institutions in holdings of one~ to

four-family home mortgages, with §55.9 billion of such

indebtedneas in threlr portfolios st the end of 1960, Thelr

holdings represented 39,4% of the aggregate home mortgage
debt as compared to only 7.5% in 1922, (Chart 3.)

Since 1850 the emount of home morty:izes held by theae

aaeoelatiaua bes quadrunled, and at the end of 1960 ece
counted for 93% of thelr $60,1 billion aggregate mortpage
portfollo,
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While the typlcal mortgage loan of savinga asécciau
tions 18 for the finanoing of slngle~family, owner-occcupled
houses, lending 1s also carried on to {inance otho¥ ¢classes
of propertles. Various limitations on these latter loans
are prescribed by statute and regulation, For example,
federally chartered agsociations may lend for the purpose
of financing commerclal and multi-family structures ﬁhich,
together with other typss of exceptional lending, may not
exaeed the equivalent of 207 of aggregate esseta, MHoree
over, these institutions have been suthorized since 1959
within limitations to make loans to finence the acquisition

and development of land,.

Morteagze Portfollo

The 1960 lending wvolume of savings and loan associae
tiona smounted to £14,3 billion and brought their outastanding
mortgage balences up to £60 billion by yesr end. This
portfolio represented some 7,985,000 mortgages with en
average balence ofﬁ$?,525., The typioal loan placed on
gavings and loan books throughout recent years haa been
ateadiiy rising, as hes also the average belence., (Table 16.)

Thirty three percent or $4,7 billion of the yeart!s
totel represented loans for the financing of new house
construction. This typo of loen madé by associations in
19680 f'inanced approximately 360,000 new dwelling units,
nccounting for 307 of all the private units put in place.



Since 1955 the proportion has renged narrowly {rom 207
to 327, Altogether, slnce 1950, mssociations have fure
nished the mortgage credit for spproxinmately 3.5 million
new houses.’ = I

Another 43% ({6.,1 billlon) consisted of lending for
tke purpose of acquiring existing properties, Thus, the
wajor purpose of loans by savings and loan associatieha
1s to finance thre purchase of homes already built, Node
emization and reconditioning of residential propertics,
togother with the refinencing of loans, sccounted for tte
romaining £3.5 billion or 24% of the total.,® Property
improvement loans made by savings sssociations are of
two types: unsecured loans made up of FPHA Title I loans
and "own plan® loans; and secured loans, usually undox
an open-end advance clause in the mortgage contract,

In their lending coperations, savings assoclations
also make advance commitments for loans. These‘taka the
form of contractual agrooments té provide eredit o bHore

rowers, and they are fygiéélly extended for the porlod of

conatruction.

Types of Loans
Of the aggregate loan balance on Descember 31, 1960,

conventional mortgages, amounting to £49.3 billion, cone

prised 82%, This proportion hes been stoadily incrensing

7 Savinga and Loan Fact Book, 1961, p. 53,
8. Iog, cit.
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to the hlghost positlon sinece the VA prosram wos estobe
lisked, (Table 15.)

- In 1980 the convontlonal mortgage accounted for -
£13.2 b1llion or 92% of the aggregnte loan and volume
of associations establishing a new highk for this bulwark
of savings and loan londing. (Table 15,)

These nongovernmenteunderwritten martgagaa,'which
nre apccislized in by assocliations and which scceoimted
for more than one-half {brsed on aggregate leﬁding of
mssoclations rather then thelr mortgage recordings) of
thke nation's total of this type of loan in 12€0, cone |
tinue to provide a dependable source of housing eredit
at the hends of savings assoclations.

Governmenteunderwritten mortzages made by associae
tions in 1960 totaled only £1.1 billion. (Table 15,)
VA-guaranteed losns made by asasociations amountéd tb even
lesa (2422 mi1llion), tho emallest volume of any year since
1949, The 3% proportion of this lending to the savings.
and loan aggresete in 1960 was the lowest since the VA
program began,

FHEA-1nsured mortgnzos placed on the books of &sSoe
oiations 1n 1960, amounting to £658 million, were aﬁ a
failrly well sustained level, Although the volume was 22%
under the record of 1959, it nevertheless was the nssocine

tiona' second largest of eny year for this tyre of lending,




Reprosenting 4.6% of the yeer's total closings by those
ingtitutions, 1%t was the second highost FHA proporticn
since the 5.1% of 1850,

Recent Loan Autrorizetions

Three importent new or enlerged powers have been

granted to associations witﬁin the past few years which
exvand their lending ageéationaz (1) An aﬁthoéizatian
to acquire particlipating interest in mortgage loansg
(2) tre power to meke loans for the purpose of acquiring
and developing land; and (3) the muthority to make cone
ventional loans in excess of 805 of appralsed véluaﬁian.g

Since Karch 1957 FSLICinsured associations have
Leen ewpowered to ascquire participating intercats in
firat mortgage home loans Yeld by other insured insﬁi;“
tutions., While the original suthorization carried the
provision thet the selling association retain an interest
of st least 507, & revision of March 1, 1961, lowered the
requirement to 25%. This program of participation landing
was degigned to increase the mobility of funds botween
reglons of the aountry,.

On Ravember 8, 1959, federally charterad savings
aaaooiationa were glven authority, within certaln limie

tatlions, to grant conventional loans to finsnce the

9. Ibid., p. 59,
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acquisition and devalépm@nt of land‘prlmarily for rogle

- dentiel usage. As of Docember 31, 1060, 395 losns in the

ageregate amount of $31 million had been made under this

authorization. The average loan was hppraximatélﬁ %77,730.
 Tederally chartered amssoclations were alsoc granted

(as of October 23, 1958) the autﬁorlty, within well-dofined

restrictions, to meke conventional home loans in excess of

807 of appraised property value. During a 1ittle more

than two years (throupgh Decender 31, 1980) that this pro=

vision was in effaét, the asaoclationsa made 14,729 such

ioans amounting to the total of £202 millian.lg

’ ‘ LIFE INSURANCE COMPANIES '

Second to savings and loan assocliations, 1ife insurs
ance companies held 18% of all home mortzape indebtedness
at the end of 1960 with & portfolio of £24,9 billion,

Treir holdings of mortgages have ssen Ilmportant
shifte since the 1020's with respect to the clagses of
proverty covered, In 1925 the mortgzages on farm propere
ties made up 42,.2% of the total holdings by insurance
compeniesy multifamily end commercial properties accounted |
for 40.4% of the total while mortzages on ohee to foure
famlly homes made up only 17.4%, By 1960 the distribution

wes drastically changed: farm mortgages were only %% of

10. Ibld., p. €l.
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the Sotael, multifemily and commercilal were 335, and morte

papes on onee to four-fomily homes had expanded €0 607,

'The laws of varifous states relating to the investments
‘by insurance companies uéually presceribe the type of investe
ments a compeny may wake, the percentage of ite agcets that
1% may put into any type of investment, end the umxiﬁum
ratio of loan to welue in the case of mortgege 1nvastmenta.

' Conventional mortgage loans are gaﬁerally permitted
up Lo 66-2/3% of eppraised value and for periods not ex=
cooding twenty-five years, provided the loans are amortised.
In a few statés this ratio 1s lower, snd an increaaing‘
number of states sre wormitting ratios of loan to value
up to 75%. Nearly all states permit their 1life insurance
companies to make mortsages insured by the Federal Housing
Administration or guaronteed by the Veterans Administra=-
tion, Such FHA or VA loans are not subjJect to the limited
loan ratlos provided for conventlonal loans,

¥nat larger 1nsurance'compan1es gnread thelr soetlivie

tiea and inveatments into evor-expanding areas., Thoy gesk
opportunities in areas where the economy 1s haalbhy‘and in
need of nore mortgaée capitel, They provide a needed publie
sorvico and diversify their portfollos at tleo same timé.‘



Except for those companies which have insufficilent
funds for investment boyond the limits of their omn home
office citles, 1life courenies secure new loan busintess
through one or both of two methods:

1. BErokers or currespbndents; end

2. & system of branch offlces,

Mortgage correspondents (1) of a 1ife insurance
conpany are penerally brokers who represent one or more
companies In trelr regrective communities, Sonme corirce
gpondents act exclusively for cne lerge life insurance
conpreny: others represent & number of different invesw
tors., Some sct nsg brokers only and receive thelr compone
gation 1n the form of p cormission or finder's fee for
Initiating loans, Others asct as mortgege bankers L0 pYoe
vide the additional services of loan approval, closing
and servicing for the institutlonal investor. Some
correspondents deal in morteage loans only: othars naine
taln an sctive real entato, insurance or bullding businoas

and even engage in ocommerclal banking.

COMMFRECIAL BANKS
Since World Vier I commercial banks in the Unitcd
States have partieipated to aﬁ Increcasing extent in the

financing of urban real estate. This development rearnllels
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in gome measure the widoned activities of commerclal
banks in the fleld of tem lending and in other types
of msecured lending, which they entered mainly because
of changes in the credit requirements of potential users
of bank eredit, Those new activities were stimulated
also by chanmes in federal snd state laws, Thus the
Hational Houaing Act induced changes in stats laws |
allowing banks to male ond hold loans insured wndep
the Federal Housing &ﬁministrationall

There have been times falrly distinet poriodas in
the development of urban mortgage lending by gommorcial
banke since. the National Bank Act was pasased in 1863,
The flrat««1863 to 1913~wwas one in which stats banls
largely dominated bank activity in the mortzage fisldy
the gecond=«1914 to 1931leeshowed few chanses In atato
and national banking lawa and these were malnly in the
direction of liborallisging the restrictive legilslationg
in the third periode«covering the years since 193lesthore
have been many changes in Eanking lawe and practices

relating to mortange 1nvastment.12

I1, Behrens, Charles ¥., Commerciel Benlk Actlvitles
in Urban Mortsage Finencing, p. 14.
12; Ibid&, Pe 15)‘




State-chartered Institutlons 1863-1913

The Hatlonel Banlt Act of 1863 conferred muthority
on natlional banks to lond money on "reel and personal
gosurity”, but the words "real and” were struclk out In
the act of 1864 and it waa not until the passege of the
Pederal Reserve Act, at tho end of 1913, thet nntilonal
banks situated elsewhero than in central reserve cliies
were parmitted by statutory law to make loana securad
By Toarm roal estate.

However, thoey worae pemltted to accept reanl estate
mortgazes as secondary collateral to prevent losses 55
loans previously mado in gond faith on legal types of
collatoral and, 1if nocessery, to sequire title to tho
proyrerty., Property acquired in the manner had to be
disyosed of within fivo yosrs.

The law was strictly interpreted In the enrly yoars

of the National Bank Act, but later was glven rore liberal

interprotation when trunt companles and astnto-chantered

commorcinl banks operating under more liberal cornorate

powers, forced many natlional banks doing businoss in the

same area into mmdsrtalzings forelgn to the legitimate

functiona of commercinl banks. Natlional bank auperviaors

bogan to experiment with ronl estate loans, Alsmuined as

sacondary collaterasl, This was particularly true of
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loenlitios where morteoazo loans wers the principal socue
riticas dealt in by savincs banks and trust companies.
Meanwhile state-chartered commercial henks wers
glven atill more flexible powers in the meking of real
egtnte loanse, From their earliest begimnings they had
been permitted to make such loens in the erens in which
they opernted, According to the 1910 digeat of hanking
lews covering the forty-six staten, the District of Cow
lumbia, and the territoriss of Arizona end Wew Hexlco,
only eleven stntes wers reported to have restrictionsa
on real eatate lending by commercial bankre,l4 According
to the reports of the Comptroller of the Currency, as
of June 4, 1913 the mtate banks, stook savings banizs and
loan and trust companies, mony of which were under no
legal reatriction as rogerds real estate lendings, had
ronl estate loans amownting to £1,620 million or 15,8
perecent of their toteal asaets, whereas national benk
holdinga of real estate losns amounted to only 77 million

or 0.7 nercent of total assets.

Iibernlization of the lemislative Basis of Mortsace Ilending

Bv Wationnl Banks 1014=7931.
As originally enacted in 1913, the Federal Reserve

Act opened the door to real estate loans by nationel banks

13. Kane, Thomas Y., Ilhe Romance gnd Tragedy of
Banking, 3rd Fd., pe 90.

14, Hoagland, Henry E., lieal Estate Finsnce, p. 224.
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by providing that members covld mskse loans on improved and
unencumbered farm land sltuated within the zame federal
regorve distriet for periodes up to five yeers and for
amounts not in excess of 50 rercent of their value, No
mzmber could invest for this purpose more than one-fourth

of its capital and surplue or one«third of its time Jdow

15

posits.

In 1216 this provicion wes emended to rermit member -
tenks to make losns on improved end unencumbered real.
entate other thren forme, The seme limitations were ime
posed s stated ebove for ferm losns, with ths further
restriction that tls nmaturity of the loans was limited
to one year inatead of Cive, The lending area wns extended
to & one-hundred-mile radius of the federsl roserve district
4in which the bank was locsted,

Since one~year leozma on urban real estste were the
gcommon practice of thet time for many of the competitors
of momber banks in ecme areas, the one~year limitabtion
rloced member banks in & competitive framework in such
markots, However, not all state banks limited renl epinte
~ losns to one year and there arose a demand elmost immodie
ately for further liberalization of the lending powéra of

member banks in the real ostate field., HNeverthelossa, no

15, Welldon, Samuel A., Digest of State Bankine
Statutes, Senate document No, 555, 6lst Congress, <nd
Scaslion (1910).
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changes were mede until the passage of the McPadden Act
of 1927 which amondoed scction 24 of the Federal Fesevve
Act to permit member banks to make five-ysar, 50 percont
loans on urban real esinte.

In 1935 the Federal Pegerve Act was further amended
to permit mowber banlks to make iten-year, 60 porcent omore
tized loans secured by oliher urban or farm real eatate,.
The five-yoar, 30 rercont limltation wag retained Top
unamortized loans,

Since 1920 severnl aimniflcant changes have beon
made in the charactor of real estate mortsags loans made
by commercial banks. Some of thess have paralloled {he
changzes in loans mado by competing institubions during
tho same period.

Thege include the decline In interest rates, in-
ereagscd loan to value ratlon, lengthened loan maturities,
and the introdvetion of losn emortization,

Hortmace lending pollcies of commercial banks differ
widely, dopending on the size of bank operations and

conminity financlal needs since commeorcisl banks are

principally concerned with the financlal needs and welfere

of the local commumity. In active and growing communle
tles, commercial banks {ind 1t more profitable %o geek
end moet local short-torm finencial needa sgince, as come

pared with other institutional lenders, commerclal banks
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are required by law to maintaln thelr asssets in o reolatively

1iquid besis =0 es to meet withdrawel reguests by thelr
depositors, Nationel banks (and most state banks)-cannat
make loans in‘'excegs of 75 percent of thelir time or saving
deposits, or of treir combiluned capitel‘and surplug, Whiche
over is the greater. enerally, raghlations govbrning‘both
national end state benks provide that loans do not oxceed
66<2/3 pvercent of %Ltie aprreised velue of lmproved real
egtate, and tiat the loen mabturity cennot exceod five
years unless provision %z nade for loan amortization,
Natlonal Banks and many State Banks are now permitiad

to make loans In an emount not to exceed 757 of the ape
pralsed value of the real ogtate offered for soouriity
rroviding the loan ia fully amortized for a torm nob
longer than 20 wvears, TFHA insured and GI guaranteed

loans are acceptod at pgovernmont-alloved loanebto-vnlue
ratios end loan periodas,.

FHA and G loana theough a commercial bank ara come
monly for a shorter toym ond have a larger down nayrend
requirement than those of other lendars, but probably
have off sotiing advoniinges such as less atrictd requirew
monts as to living space and loeation. It shonld Le
romombered thnt under %he THA prograwm the lendor can
ostablish hils own policlies as tolerms and dowmn ragments
within the limitatione of the minirums set forth by the
Administration.
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The position of comnercial banks as home morbgagees
gonpared with the lending institutiong previously dige
cusscd, has fallen ss indlcated by a drop from 21% of
the total home mortgace debt in 1050 to 145 at the end
of 1960, For further comparizon ez to commercial bmia
ag a regldential lender-wgzes the followving tebles and

charts,



HUTUAT, SAVINGS BAKKS

The influence of the rutual savings banks in the
fleld of residentiel morigage flnancing is felt rrincie
pally in the 17 northcastern states in whichk theso banks
orerate, The majority of the mutunl cavings banks are
located in Now York and Masasachusetts, where nporoximately
70 percent of total savings benk assets are concentrated,
Mutual savings benks e»e restricted by law to invest their
funds only in howe states or adjoining states, However,
thig geographicel loan rostriction does not epply to FHA
insured or GI guarantecd mortgage loans.

Since mutual savings banks have state elorters, the
laws regulating their operation provide quite a wide range
of mortgege lending programs. The ratlio of maxzimum loane
to~value ratio variles from 50 to 90 percent (except for
FHA and GI loans). In most states the laws restrict savings
bank loans to 66-2/3 percent of the appralsed valus of the
improved real estate, but in a few states conventional
loans may be made up to 90% of appraised valve, Toana
generally have to amortlzed over periods not exceeding
twenty-rive years, .

Mutual savings benks, with only 13% of the total home
mortgage debt in 1960, have shown the slowest growth as
compared with otber inntitutional lenders. (Chart 2,)
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INDIVIDUAL IENDERS

individuel (privete) lenders at cne time accounted
for tke lion's share of funds autStaﬁding on mcrtg&g&
loons, but at the present Lime such lenders sccoun$ for
less tlran one-ninth of the total mortxagé debte Yhey
st11l sre, rowever, Imporiant as a source of prime rorte
gaze funds and continue to be the largest aource of
Junlor mortgege loans.by fer.

Many individuals with money to lnvest are willing
to loan on resl estate. They feel that real estete is
wore desirable than otler investments beceuse it iz poage
sible to see the property which is pledged as accuwity 
for tre loen. 7o otlers lond scems wnore secure becpuse
it will not depreciete or be destroyed by many cormon
lecards,

Individuals sometimes loan on real estaie which
institutional lenders wlll not or caennot legally eccoph
ag collateral. Thus private money sometimes {ills tle
nccd for lﬁans which would not otherwise be mede., liony
such loans entail more than everage rick and, therefore,
carry a higher interosl rate than thoee mode by Institn-
+1onal lenders. Individusls are also willing to nele
logna on terme so ahort trat ordinary lenders gre nob
snterested because of the expense of placingz the leen

on tkeir books.
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Althoush loans mode by individuals comprise only

amall segment of all leans, they help to round out the
loon warket and 111 in zaps lelt by the organized londers.
Vital ag thils is,

Institutional lenderoe.

NUMBEER OF NONFARM

(Units in Milliona)

TABIE

14
DWELLIRG UNITS AND AVERAGE

DEBT per UNIT

a

thoy do not actively compete with {ha

nits in One~ to

Four-Family Dwellings

Year Total Avg. Debt
(Dgg. Number Total IMortgaged Debt<Free per Unit
S
1950 40.5 36,3 12.5 22,8 & 3,614
1951 41.9 3645 13.1 23 .4 3,938
1952 43,1 37.6 13,8 23,8 4,252
1953 44,4 38.8 14 .4 24.4 4,595
1954 45,6 40.0 16.2 24.8 4,995
1665 47,2 41.6 16.1 25,5 5,402
1956  48.6 42,9 16.8 26.1 5,886
198567 49,7 44,0 17.4 26.6 6,181
1058 50.9 45,0 18.1 26.9 6,516
lo59 52.2 46,2 18,8 27.4 6,952

Source:

Federal Home loan Bank Board
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CHART 1. TOTAL NONFARM MORTGAGE DEBT OUTSTANDING AT YEAR EUD

Billions of Dollars
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TABIE 16. KORTGAGE DERT

l « 4 Family Nonfarm Homes by Type of lender

_ (£000,000 Omitted)
Life HMutual Commere

Dec. 31 Total Savings Insurance Savings cial HQOIC FRMA  Individuals

Assns, Companies  Panks Banks and gthrs
1925 ¢ 12,984 & 3,994 ¢ 837 $ 1,547 £ 1,376 - - ¢ 5,230
1930 18,891 6,082 1,732 2,341 2,199 - 6,537
1935 15,437 3,127 1,281 2,089 1,541 £2,897 4,502
1937 15,518 3,201 1,246 2,111 1,786 2,398 4,686
1938 15,775 3,433 1,330 2,119 1,910 2,169 § 80 4,734
1939 16,342 3,616 1,495 2,128 2,096 2,038 144 4,825
1940 17,391 3,919 1,803 2,162 2,363 1,956 178 5,010
1941 18,351 4,349 1,969 2,189 2,672 1,777 203 5,192
1942 18,212 4,349 2,241 2,128 2,752 1,567 206 4,969
1943 17,811 4,355 2,386 2,033 2,706 1,338 60 4,933
1944 17,924 4,617 2,435 1,937 2,703 1,091 50 5,001
1945 18,591 5,156 2,306 1,894 2,875 852 7 5,501
1946 23,034 6,840 2,545 2,033 4,576 636 6,398
FHA "3"'3"2, ) -y 1,108 =558 1“,":5"6'1' ponay [ =514
VA 2,400 977 254 194 890 - 0 85
Conventimal 16,942 5,448 1,183 1,551 2,325 636 0 5,799
1947 28,199 8,475 3,497 2,283 6,303 486 4 7,151
FHA 3,781 409 1,281 *57% 1,394 — 4 418
VA 5,500 2,035 843 477 1,870 - 0 275
Conv. 18,918 6,031 1,373 1,531 3,039 486 00 6,458
1948 33,279 9,841 4,943 2,835 7,396 369 197 7,698
FHA 5,269 545 2,043 467 1,707 o 186 321
GA 7,200 2,397 1,104 755 2,230 - 11 703
Conv. 20,810 6,899 1,796 1,613 3,459 69 0 6,674
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TABIE 15, MORTCAGE DEBT (Continued)

1 - 4 Famlly Nonfarm Homes by Type of Lender S
| (¢:000,000 omitted)

Dec. 31 Total Savings Life ¥utuel Commer- Individuals
, Assns., Insurance Savings = c¢ial HOIC PUMA and
Companies Banks Banks Others

1949 $z7. 621  £11,117 5,008 $3.364 £ 7,056 £ 231 £ e08 £ 8,052
* 565 —%505 ﬁ”ﬁfﬁﬁﬁ e

FHA 6,906 - 68 78 T 605 p——— - 446
va 8,100 2,586 1,224 1,077 20350 — 425 438
Conv. 22’615 7846 2,084 1,662 3,604 231 0 7,168
1950 45,175 13,116 8,478 4,512 9,481 10 1,333 8,445
FHA “8,565 81z = 3655 1,000 5510 = “i56 =395
VA 10,500 2,973 2. 026 1,457 20630 - 1,177 - am
Conv. 26,312 9,331 2,769 1,846 4,341 10 0 8,015
1951 51,718 14,844 10.610 5.331 10,275 -= 1,825 8,833
FEA 9,67 a0 3150 1,543 2,818 -— AT T
va 13,200 3,135 3,131 1,726 27921 - 1,644 . 645
Conv. 28,841 10,871 3,359 2,062 4,542 - 8,007
1952 58,508 17,645 11,757 6,194 11,250 - 2.218 9,444
FEA 10,770 885 T 1,793 3,104 ] =335
YA 14,600 3,304 3,347 2,237 3,012 -= 1,020 690
Conv. 33,138 13,366 4.045 20164 5,044 - 0 8,519
1953 66,102 20,999 13,195 - 7.393 12,025 - 2.385 10,145
PHA 11,550 1,080 273 5020 3,529 — 5 =55
VA 16,100 3,979 3,560 3,053 3,061 - 1,839 . §oa
Conv. 38,012 16,000 40362 22200 51435 -— 0 9,315
1954 75,677 25,004 15,153 9,002 13,300 — 2,327 10,801
FEA 15,778 1,140 “i562 5534 53790 - 657 106
vA 19,500 47709 4,643 4,262 3,350 ce= 1,630 706
Conv. 43,599 19,146 5.708 20506 6,160 - 0 10,079
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TABIE 1S5. MORTGAGE DEBT (Continued)

1 ~ 4 Family Nonfsarm Homes by Type of Lender

{£000,000 omitted)

I Tife — Futual  Commere ‘ Individual

Dec. 31 - Total Saviogs Insurance  Savings clisl WIL FPH&EA and

Asans, Comvanies Banks __ Banks Otrers
1955 - §88,249 - £30,001 £17,661 £11,100 £15,075 - {2,443 §11,969v
FHEA 14,357 1,390 5,104 2,576 4,286 - 750 ; 251
va - 24,600 5,883 6,074 5,773 3,711 - 1,713 1,446
Conv. 49,312 22,728 6,483 2,751 7,078 - o 10,272
1956 99,001 34,004 20,130 12,990 16,245 - 2,867 12,765
FHA 151505 1,472 5,381 2,897 4,515 - 799 441
VA - 283400 6,643 7,304 7,139 3,902 - 2,068 1,344
Conv. 55,006 25,889 7,445 2,954 7,828 - o 10,980
1957 107,617 37,996 21,441 14,110 18,385 - 3,777 . 13,908
FHA 16,501 1,603 75,541 35,140 4,370 -~ 1,041 806
VA - 30,700 7,011 7,721 7,790 3,589 ~ . 2,736 = 1,853
Conv. 60,416 29,382 8,179 3,180 8,426 - o 11,249
1958 117,687 42,890 22,374 15,640 17,628 - 3,580 15,575
FHA 19,725 '§‘,‘15‘ 7 5,279 5,929 4,846 - ’I’,ie4 1,450
VA - 30,400 7,077 7,433 8,361 3,335 - 2,416 1,778
Conv. 67,568 33,656 8,662 5,450 9,447 - 0 12,347
1959 130,909 490,887 23,586 16,887 12,200 - 4,953 16,696
PHA 23,854 2,944 - 7,125 4,631 5,442 —~— 1,954 1,758
VA 30,000 7,187 7,088 8,589 3,161 - 2,984 993
Conv. 77,055 39,456 9,375 35,667 10,597 - 15 13,945
1960 142,000 56,160 24,925 18,395 19,295 —-— 5,536 17,629
PHA 2 'a","v'é 0 ""5‘,'13‘ 0 7,945 5,005 6,020 - E,‘ 673 1,927
va 29,700 7,155 7,045 8,555 3,145 - £,805 997
Conv. 85,550 45,875 9,985 4,785 10,130 - 60 14,705
Sources: Federal)l Fome Loson Bank, Veterans Administration, Federal Housling Administration

(EFFA), Federal Hational Mortgage Association (EIFA), end Office of the pdministrator (HHF)
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TABIE 16, MORTGAGE FORTFOLIO OF
SAVINGS AND IDAR ASSOCIATIONS

Total Mortgage Portfolio

Yesar Amount No. of Loans Av.s Loan
Dec, 31 In Millions) (In Thousands) Balance
1948 $10,409 3,027 £3,439
1949 11,714 3,364 3,482
1950 13,714 3,763 35,644
1961 15,610 4,054 3,851
1952 18,416 4,452 4,157
19563 21,957 4,820 4,555
1954 26,088 5,308 4,915
19565 31,354 5,859 65,351
1956 35,719 6,303 5,667
1967 39,969 6,700 5,966
1958 46,478 7,269 6,267
1959 53,194 7,607 6,993
1960 €0,084 7,985 7,525

Source: Federal Home Loan Bank Board.



Chart 2 . TOTAL HOME MORTGAGE DEBT, BY TYPE OF LENDER
{ Percentage Distribution)

1922 1960

Govt. Sponsored _«
Agencies 2,7%

Savings &
Loan Asso.
Wy, | 39%
Ingurance ™3, §
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Source: Federal Home Loan Bank Board
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CHAFTER IX

SUMMARY AND CONCLUSIONS

Out of the economic corises of the egriy thirties
there evolved & series of radical changes in the teche
niquaslof financing American real estate,

Although there was a substantisl growth in mortggge
debt outstanding during the 1920's, particularly from
1925 to 1920 when debt on 1= to 4-family nonfarm homes
ineressed by 45%, finencing terms then in use did ndt'

pormit & rate of growth such as haas been expariénced during

the current poétuwar pertod, Typical mortgage«loan terms
rarely extended ba}ona ten years, and threee to fiveeysar
maturities were more common, Henewal at matuf&by provided
a long-term‘charécteriatic, but the uneasy thﬁught of
refusal to renew was an obstacle to many borrowergesan
obatacle which fuliy materialized in the 'thirties in

the form of & flood of foreclosures leading to direct
Government action. In addition to short terms, loantoe
value retlios were conslderably lower than 1s common foday.
Loan amounts rarely exceeded two~thirds of the appraisal
'va;ue abﬂ froquently were no more than fifty per cent,

Interest rates were considerably higher than now,
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The increased activity of the Federal Government in
the mortgege market has beoen sccompanied, in fact has
induced, a near revolution in the methoda of mortgage
finencing represented by lbngér maturities, lower equity
- requirements, and monthly payments covering not only ine
terest and amortiszation of principal but elszo insurence
end real proprerty taxes. ‘

The first action of the Government to alleviate the
distreas in the mortgage market during the depreasion was
the creation in 1932 of the Federal Home Loen Bank System,
the function of which was to assist member institutions,
principelly savings and loan a@ssoclations, by lending to
them on the seourity}of‘their.movtgégee. Thua the,Bgnky.
became a central ressrvolr of credit for the member asso-
ciations which constitute the only national aystem of
thrift institutlions,

The Federel Sevings end Loan Insurance Corporstion
enptablished to insure savings and losn associastions ag-
counta has no doubt been a means of atimulating the rate
of growth of these orgenizations and those that carry this
1naurance.

The first direct action of the Government in the
mortzage fleld was the establishment of the Home Owners!
Loan Corporation, the functlion of which was to make direct,
monthly-amortizad, 15 year loens to individuals faced with



foreclosure., More than 1,017,821 home loans were made
by this agency for £3,500,000,000. Xo new losns were
made after Juns 1036, whon thoe necessity for the ageney
wag pasged, and by 1851 its entire portfolio had been
liquidated--and at a profit,
¥ith the change in emphasis from rslief to recovery,

Government action in the mortgage lending field changed
from direct lending to ection which would encourage pri--
vate lenders to mske funds avallable in adequate quantity
and on terms which would meet the needs of lower-income
people., The Federal Hovaing Adminiptretion was orgenigzed
in 1934 principelly to stimulate privats mortgege lending
on one~ to four-family dwellings and on large rental |
properties, by insuring private losns., Loans for remmirs
to real property were also later inoluded in the insurance
program.

- The Federal'ﬁatienal Nortgege Associstion was sot
up in 1938 to create a botter secondary market for morte
gages ag a further inducement to private lenders to extend
- their activities in thia fleld. 7This agenoy has been one
of the principal Instrumentalities in developing the geow
graphié redistribution of capital, It is suthorized under
prescribed conditions ¢to engapge in the purchasing and selle
ing of FHA insured or VA guaranteed mortgzages, As s general

rule, ita purchases have been made in areaa whore thoere 1s
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a ahortage‘or mortgagze caplitale-vhere inastitutions have

‘become over-invested in mortgages. Its sales tave been

made to institutions in capitel surplus areas which are
seeking an outlet for surplus funds,

An additional stimlus was piven private lenders by

a program simllar to FHA through the Sorvicemen's Roade ‘
Justment Act of 1944 in which provision was made for the

guarantee of a specified percentage (with a meximum guae-

rantee now of §7,500) of mortgage loans by the Vat¢rans
Adminlistration.

Growth of Mortgape Capital
Life insurance companies, mutual savinga banks,

savings and loan associations, end the savings departe
ments of commercial banks, conatitute the main reservoir
of the nation'ssmvings. They are also the principal ine
vastors in mortgage securities, Qver?e 30-yoar pe#io&

thoy have experienced a phenomenal growth. This periocd

haes also seen sn equally smazing growth in such resources

as penaion and benefit funds, ‘They, too, seek long-temrm
investments eand have recently ahown e tendency to look

to the mortgage market as an outlet for funds,

Geographie Shifts of Morbmage Capital
In some areas of the country, notably the northeast

and middleeeast, there is a surplus of mortgege capltal.
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In other areas, such as the sounthsast and southwest, there
is a marked deficit. There 1s a heavy ooncentration of
insurance companies and mutual savings banks in the northe
east. A generation ago theae mortgage investors conducted
their business operations "in their own backyards". In
surance compenies are now nationwide inveators. The lending
territory of mutual savings banks has been brogdened by new
legislative enactments, Much of the poatwar residential
development throughout the United States would have been
impossible to finence without thia reeallocation of morte

gage capital,

Improved Appralsal and londing Standards
Although the appraisal has always been an essential

élement of mortgage lending, 1t is only in recent years
that lenders became concerned with the appraisal prcoeas
itself. It is not so long ago that appralsals generally
wera unsubstantiated opinions. Appralsers were qualifiéd
in the sense that they had a broasd experience in the real
estate fleld., However, estimates of valuation were often=
times arrived at by the "inspirationsl” aystem, or by the
application of simple rules of thumb, such as multiples of
income, o
Todey the appraisoris qualifications are atill essene

tial but he must also warshal, enalyze, and present the
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facts that will support his opinion. Appraisals have
bacome more scientific with the passing of years, and
mortgage lending 1hatitutioﬁs.have been of material
‘assistance in improving appraissl standarda. In most
inatitutions today tho staff appralsers are tralne& men
"with specializad'eduéation‘in app?aiaal»teohniduaa and
sconomics. Many of then are professional men, such as
architects or engineors.

Since the appraisal 1s the foundation on which the -
loan is based, 1t follows almost avtomatiocally that lending
practices in our institutions have been greatly improved.
Bany larger institutions have adopted a definite aystém
of rlsk rating. In every 1na£1tutlon where proper fpe
praisal procedura 1s insisted on, there 1s o taclt recoge
nition of the principle of risk rating, even though thére
may not be any exact mathematical celoulation of the risk.
Another progreseive devolopment in lending practice has
been the growing recognition of the necessity of looking
to the credit rating of the borrower, s sdditional secue
rity for tre loan. Prior to 1930, mortgages generally
were made with real cestate mra the sole security. The
institution was apparently not too concerned with thre
borrower's ability to pay interest. If there was a dee
" fault, the mortgage was foreclosed. The borrower might
or might not be sued under the bond. Todey, it 18 mn
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flmost universal requirement in the .case of one~famlly
house loans that the horrowsr have a satisfactory credit
rating. Such credit reting is also an essentisl feature
in coertalin business and cormercinl loans. It 1s less

often required in the case of income~producing property.

Loan Amortization

Today most lende"s require tbat mortgage loen be.
amortized or redueed in rull or in part during the term
of the loan, |

Ohe-famiiy house loens usually are “éelrnliqﬁiﬂating,"
18,y the entiré morteage 1ndebcédnaas‘ia palid off duiiﬁé
the time for which the loan runs, Thevmajority of loans
are writﬁen for 16 or 26 years. Bacause‘ar the incressed
gsecurity derived from the regular repayment‘or the loan;
ingstitutions have increased loan maburitlég. Before 1930
thﬂ cuetomary term was flve yeara or iesa. Home owmers
faced & periodioc threst that the loan would bo ocalled by
the holder‘of the‘mortgage. A‘home owner tcday 18 securs
1@ the knowledge that he will never face such a éémand ir
he makes his reguiar mﬁnthiy payments.
- The importance of this comparatively new method of
lending to both borrower end lender oannob be over«estimated.
Depreciation in propeuﬁy valua~-particular1y i ths praparty

15 well maintained-fia much slower than the rate of mortgage
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repayment., The result is that the bank's mggregate risk,
measured in terms of ratlo of total losns to total value

of' mortgere properties ls constantly being reduced,

legearch

People who earn thelr livelihood from real estate have
become more researcheminded, Thia 1s true of thosse who
finance real estate as well as of those who bulld and own
1t, There 1is a growing recognition of the fact that baslo
studles made by professionally trained persona such as
economists, englneers, and architects can be of immense
value In the day~to-day normal business operstion. BRee
search can not only develop new techniques but can also
study existing operations, analyze them, and arrange far
a transfexr of information between organizations with come
mon interests.

Regearch progrems may be academic in thely approsthe=
that is, in the senge that they proceed along well defined
scientific lines-~but in thelir applications they can be
extremely practical, Well-documented metorisl is now
avalleble on such down-to-earth and basie queations as,
“"#here should I bulld mj house?" "Whkat kind of a house
ghould I build?" "How should I build 1t?" and "How
should I finance 1t?" |



Hany of the research programé are ongaged in directly
by government agencies or departments. Constituent agencles
under the Fousing and Home Flnence Apency such as the FHA
and the Fedseral Home Loan Bank have tlreir own research de-
partments., The Housing and Bome Finance Azency's own cene
tral research bureau beceme sctive during 1953, Similarly,
the Labor Department and tre Commeéce and Treasury Departe
ments develop data that have application in the field of
rcal estate finance. Frivate organizatibns algo have ree
gearch programs. Among these are the American Bankers
‘Asaociabion, the National Associetion of Mutual Savings
Banka, the Mortgage Bankers Association, ana the National
Assoclation of Home Builders. o

Large universitlea, with a;gﬁowins awareneas of the
importance of real aataté in our general economy, havé |
gradually inbredsed the nmumber of courses availebls to
wmdergraduates and gradﬁate studants.on real aét&te aﬁb;
jectis. Out of this there has naturally developed a wide
variety of veal estate research projeats. Many of these
projects have been sponsored and underwritten by private

organizations or by the Federal Government.

Elimination of Unsound Practices
The far-reaching developments described ebove have
all been beneficial to real estate interests. By making

cﬁpital mdre'readily avalleble for aqundly conceived
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ventures, they have also tamd the beneficial effect of
elimineting certaln unsound practices that characterized
real estate activity prior to 1930 pbactices such as
gecondary finsncing on one«family homes, excessive specu=
lation in land subdivisions, end mortgage bond issues as
a meana of financing lerge projects.

In the days when 50 or 60 percent morigages prevalled
in the one<family house fleld, it was necessary for most
parchasers to arrange for some sort of ssecond mortgage
financing. This complicated and raised the cost of legel
arrangoments prior to a sale, The carrying ohnrgos on these
second mortgages wore goensrally hoavy bocause of the relae
tive innecurlty of tho investment and because such money
came from private gourcos. With the first mortgages avellaw
ble todey (conventionsl in exceas of 80 percent, FHA 97
porcent and VA 100 percent), such Cinancing is unnecossary,
Indeed, under many forms of first-mortgege agroemenis on
one-~'amily houses second mortgages are prohibited. -

The sbundance of mortgage capital in lending inatle
tutions makés i1t unnecessary to regort to ths dovice of
s6lling first-mortgags bonds to the public az a means of
‘obtaining necessary financing. Although there 1s nothing
wrong with first-mortoege bonds &n themsolves, there was a
| great desl of over-financing by this method during the

1020%'s, Many thousanda of persons sustained aserious loases



through such inveatments. It seems unlikely that there"
will be much need for this financing device during tle -
foreseeable future, excopbing in individual cases,

In conclusion 1t seems that the desirce of President
Hoover, as sot forth in hia opening address to his cone
ference on home finsnce and ownership of December 2, 1933
have been largely accomplishted., This goalesto male it
posaible for snyone in the United States of sound character
and industrious habits to own his home-«has been brought
about by the combined efforts of the various government
- egencles sand privete londing institutlions lerein discussed.
In fact, they mey have made it too easy to purchese homes
es indicated by the sharp rise in forsclosures in the past
three years, and by the fact thaet tlre Federal Housing Ade
minlistration kas publicly expressed concern over the Iine
creened foreclosure of FFA loans. This probably will mean
more strict compllance to existing risk-reting procedures
or possibly an increase in the required down payment, In
tle opinion of the author dboth of these steps will end

should be taken in the near future,
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APFERNDIX A

Addreas of President Hoover at opening meeting of the
Fresident's Conference on Home Bullding and Home Ownership,
Washington, D. C., Wednesday, December 2, 1931,

You have come from every State in the
Union to consider a matter of basic national
interest. Your purpose is to consider 4t in
its long view ratisr than its emergency aspecta,
Next to food and c¢lothing the housing of a
nation 1is ita most vital social and economio
problem. This conference haa been called
especinlly to consider one great segment of
that probleme-that is, in whkat manner can we
facilitate the ownership of homes and how can
we protect the owners of homes?

The conference also has before it some
phages of that other great segment of housingg
that 18, the standards of tenement and aparte
ment dwellings. #hile at this time we give
primary emphasis to home ownership in city,
town, and farm, we are sll of us concerned in
the improvement of oity housing. I hope we may
et some future time subject the question of
city housing to more definitely organised
national intelligence through which we shall
furtber establish standards which will give
impetus to public understanding and publie
action, this, the question of blighted arces
and slvms in many of our great citiea, I am
confident that the gentiment for home ownere
ship is 80 embedded in the Americen heart that
millions of people who dwell in tenements, aparte
menta, and rented rows of solid briock have thre
aspiration for wider opportunity in ownership
of their own homes. To posgsess one's own home
is the hope aend ambition of slmost every
indlvidusl in our country, whether he lives
in hotel, apartment, or tenement.

While the purpcse of this conference is
to study and advigse upon the very practical
questions of home design, of materials, of
building regulations, of zoning, of taxes, of
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transportation, of financing, of parks and playe
grounds, and other topiecs, yet behind it all
every one of you here is impslled by the high idegl
and aspiration that each family may pass their
days in the home which they own; that they may
nurture it as theirsj that it may be their castle
in all that exquisite sentiment which it surrounds
with the sweetness of family life. .This espiration
penetretes the heart of our national wellebeing.

It makes Tor happler married life, it makes for
better children, it makes for confidence and
gecurlity, it makes for courage to meet the battle

- of life, it makes for better ocitizenship, There
can be no fear for a demooracy or aelf-government
or for liberty or freedom from home owners no
matter how humble they may be,

Trere is e wide distinction between homes
end mere housing. Those immortal ballads, Home,
Sweet Home, My 01d Kentucky Home, and the Little
Gray Home in the West, were not written about -
tenements or apartments. They are the exprese
slons of racial longing which find outlet in the
living poetry and songas of our paople. Thay were
written about an individuval abode, allive with the
tender associations of childhood, the family life
at the fireside, the free out of doors, the indow
pendence, the security, and the pride in possession
gfiths family's own home~«the very seat of 1ite

eing.

That our people should live in threir om
homes 18 & sentiment deep in the hsart of our
race and American life, W%We know that as yet
is not universally possible to srll, ¥We know that
many of our people must at all times live under
other conditions, But they never sing songs
.about 8 pile of rent receiptas, To own onefs
own home is & physical expression of individue
alism, of enterprise, of independence, and of
the freedom of spirit, Ve do not in our imagie
nation attach to a transitory place that exprese
sion about a man's home being hie castle, no
mattor what its conatitutional rights may be.

But to return to our practical problems.
Over 30 committees embracing the collective
skill end experience of our country have been



voluntarily engaged for the past year in cole
lecting the best of national experience from
every part of our country, in collating it into
definite recommendations for your consideration,
Like the solution of 8ll practical problems, .
the facts first must be discovered; they must
be assembled in their true perspective; and
the conclusions to be drawn from them must be
the inexorable march of logic. This eonfersnce
- has not been called primarily on legislative
questions, Its major purpose is to stimulate
individusl action. It seeks a better planned
vee of our Nation's energles end resources, .
especially those that ars rooted in neighborlie
ness and mutual help, and those that find
expression in our great national voluntary
orgenizationa, in our schools and colleges,
and in our research laboratorieas., Tlre conference
represents 8 place In our mastery of the forces
that modern solence and modern teclknology place
at our disposal, It is not to set up government
in the building of homes but to stimulate ine
dividual endeavor and make community conditions
propitious. The basis of its action 1s to colw
late the whole of our experience to date, to
- agtablish standards, to advance thought to a
new plane from which we may secure 8 revie
talized start upon nationsl progress in the
buuding end owning of homes,

About a year ago we teld in Washington
such a conference as this in relation to the
. health and protection of children, That
oconference established new gstandarda and a new
end higher plane of understanding eand action,
It presented a set of standards and conclusions,
and those oonclusions, I am informed, have now
been printed in literally milllions of coploge=
through the associaetions which were interested,
through State authorities, and municipal autho=
rities. They have penetrated the thought and
permeanted the practice of the Nation, Meny
- conferences have been called by the governors
of many States, by the mayors of msny cities,
to consider and apply their conclumions, Thelr
actions have already wilelded s powerful influence
in the administrative functions of govermment
from the Federal Government down to the smallest
community. They lave been made the basis of
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legislative action. They have lifted the sense

of nublic and individual responaibility in the
Nation., And 1t is a result of this kind which

we are confidently sxpecting from this conference,

I notice that some--not the members of theae
committees~~have contended that the developrment
of city end urben l1life necessarily has driven us
‘to less end less possible cwnership of homes. .

I do not agree with that, Tke very development
of tranasportation, the advantages of distribution
of industry to-day make tre ownership of lLomes
far more feassible .and desirable than ever before.
But it involves vast problems of city and Ine
dustrial management which we should have the
courage to face, It involves also & great
problem of finasnce. The newly married pair
setting out upon the stream of life zeldom.

come to their new gtate with sufficlent re-
sources to purchase or enter upon that great
adventure of life of building a home.

It hsa long been my opinion that we have
rairly croditably solved every other segment -
of our credit structure more effectively than
we have solved this cne. In normal times the
Pederal Reserve System has given mobility %o
financing of commerciasl transactions. Tre
egricultural banks and the insursnce companies
have given mobility to farm eredit. The publie
exchanges have given mobility to the financing
of industrial credit through stocks and bonds.
Through varlious discount companies we have
established mobility for the sale of sutomoe
biles and radio sets and fur coats on the
instellment plen, where 20 or 28 per cent
cash payments are gratefully eccepted,

- We have in normel times, through the
savings banks, Iinsurance companies, the
building and loan assoclations, and others,
provided sbundant and modblle finance for 50
per cent of the cost of a home through the
first mortzage. PBut the definite problem 1a
not presented by thoge who can find 50 per cent
of thre cost of & home. Our chief problem in.
finances relates to those who have sn earnest
desire for & home, who have & job eand tlrerefore
possess sound character oredit, but whose
initial resources run to only 20 or 25 per cent,



Trese psople would willingly work end ally all
their rent end all their savings to gain for
themselves this independence end security end

- soclal well«being, 3Such people are e good risk,
They are the very baals of stablility to the
Netion, To find e way to meet thelr need is one
of the problems that you bave to consider; that
1s, how we can make & home avallable for installe
ment purchase on terms that dignify the name
credit and not upon terms &nd risks comparsble
to tre credit extended by a pawnbroker. Our
building snd loan and meny other associections
rave made an effort to find a solution fer

this group, but 1t 18 aas yet largely unore
ganiaed and the quesation substantially unsolvea.

I recently made a public proposal for the
creation of & system of home loan discount banks.
Trat proposal 1s familisr to you, and I will not
traverse its detalls at the present tims, It
was brought forward partieslly to meet the situas
- tion presented by the present emergency, to
alleviate the hardships that exlst amongst home
owners to-day, and to revitmlize the bullding
of romes as a factor of economic recovery, but
in its long-distance view it wes put forward in
tre confidence thrat through the creation of an
institution of this sharacter we could gredunlly
work out the problem of systematically promoted
home ownership on such terms of sound finance
as people who have thre home-owﬁing aspiration
deserve in our country.

. And there are many otker problema 1nvolved
in your investigetlons which beer equal impore
tance to the problem of home financing, Tke
surroundings in which such homes mre to be
bullt; the very method of threilr bduilding: transe
portation and other facilities which must be
provided for thems end the protection that must
be given to them from the encroachment of come
merce and industry. A1l of these and meny
other subjects you will compass. You should
ba. in a position when you complete your work
to advise our country of new atandarda and new
- 1deals for our eountry. _

I wish to express our gratitude, in which 1
know you will all join, to the hundreds of com=
" mittee members who have labored gso devotedly and
capably in preparation for your conference.
asgure you of my appreciation for your conming
and my oonfidence of the high results that wlll
flow from your deliberatlions.
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