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Home ownership has been looked upon as constituting 
part of the "American way of life". The home owner has been 
considered a reliable* conscientious citizen who, by acquir
ing his home, has obtained a position of security and prom
inence •

Unfortunately, horn© ownership and the means employ
ed to gain such ownership were considered to be of a local, 
Individualistic nature. The mortgage instrument came into 
prominence at,-£he credit derice to facilitate purchasing. 
Government did not concern Itself greatly with these matters. 
The few laws that were enacted were State and local regula
tions directed toward curbing the most obvious abuses that 
appeared.
i Under these ideal conditions the mortgage became a 
speculative medium and greatly aided the speculative spirit 
that gradually permeated land and home ownership. Homes were 
purchased through mortgages at fantastic prices, little hee#

rqj was paid to the fact that the mortgage, like any credit tool, 
19 constituted a debt that would eventually have to be paid In 

full.
Hard times for the mortgagor accompanied the

63436i
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depression in the thirties* His straitened economio circum
stances resulted in missed mortgage payments. This called 
for immediate payment of the entire mortgage from the mort
gagee. Failure to do so meant foreclosure.

When foreclosures reached the 1,000-a-day mark 
during 1933 it became certain that Federal Government relief 
for the home owner was the only solution. Mortgage-financ
ing institutions were incapable of correcting the situation 
and State moratory legislation served only as a rude dam 
against the wave of foreclosures.

The Home Owners' Bean Corporation was created on 
June 13, 1933 to furnish this relief* The Corporation was 
to refinance those mortgagors who were threatened by fore
closure and who could not seour© relief from private sources. 
Because of its dramatic and far-reaching role the Corporation's 
success or failure helped to determine the success or failure 
of the other Federal housing activities that followed.

This study of the Corporation has been undertaken 
to ascertain how well It has achieved its purpose. The study 
has been arranged to present a comprehensive view of the Cor
poration: the need for it, its purpose, its activities and
administration, and a general summarization of its record.
Such a study also furnishes additional information In the
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study of public administration - a field whose scope is con
stantly expanding.

Acknowledgment Is gratefully extended to Dr* Herman 
B. Trachsel, Associate Professor of Political Science at the 
State University of Iowa, for his encouragement and suggest
ions in the process of research and the advice he has will
ingly given in solving the problems of the writer.
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Chapter X
THE m®% FOB THE HOME O H M S 1 X.GAH CORPORATION

Home ownership has always been considered a virtue 
in this country. By acquiring a home it has commonly been 
believed that a person also acquires security and a place of 
respect in the community. Unfortunately, the means of obtain
ing a home were considered to be of a strictly local, indi
vidualistic nature. As a result, governmental responsibili
ty In the housing field was confined to the local and State 
levels. This responsibility usually resulted in restrictive 
measures intended to curb the most apparent abuses as they 
occurred.

The Federal Government assumed no positive inter
est in housing for one hundred and fifty years. It did so 
only after a major depression required housing relief on a 
national seals* Events had demonstrated that home ownership 
could not be left entirely in the hands of private enterprise 
with only occasional checking by local governments.

The Declining Position of the Home Owner

The home owner*a position was becoming constantly 
less advantageous in the United States prior to 1929. This 
was true despite the great sentimental value attached to home
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ownership as part of the American way of life. A large part 
of the responsibility for this situation can be placed on 
the individualistic nature of the home owner and on the in
creasing use of mortgage financing as the means of acquiring 
a home* Conditions as they then existed within the housing 
field tended to change the home owner's position from one of 
security and prominence to one of Insecurity and tenancy*

Individualistic nature of the home owner
Several factors contributed to the declining posi

tion of the home owner* Hear the fore stands the inherent 
individualistic character of the home owner* In selling his 
services to industry he had to eompete with highly developed 
organisations* Unable to state the wage that he would work
for, he had to accept what was offered, this resulted in a
low return for his services* On the other hand, he was met 
by the high charges placed upon the commodities and services 
that he required from industry*

hack of organization placed the home owner in an 
Increasingly poor position as the American economy continued 
to Industrialize* Industrialization meant organization and 
specialization* As this process continued the individual 
home owner was standing less and less on an equal footing 
with those with whom he had to deal. It meant that he was 
increasingly forced to accept the terms Imposed by others
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when it came to owning his own home. The only alternative 
was to do without it, but even there he was subjected to 
pressures for there were many forces pointing to the satis
faction derived from home ownership.

This situation meant that the unorganized home 
owner was feeing increasingly difficult obstacles. Abuses 
within the mortgage system were rampent. Higher construc
tion costs were passed on to the ultimate consumer - the 
home owner. In many instances the product was of poor qual
ity so that the home owner received less for more money# Even 
local governments increased the burden of the home owner. As 
governmental costs rose so did the tax on real estate even 
though other forms of property had grown proportionally great
er In value# Lacking any organization, the individual home 
owner was powerless to make his voice heard for tax reduo** 
tioae# At every turn he was beaten into a position leas fa
vorable*

Speculative practices in land and homes
Apart from these developments appeared the prac

tices that arose with the rapid expansion and settlement of 
the country* As new territory was acquired the land was 
thrown open to entry and settlement. Ho thought was given 
to whether the land was to be used for speculative resale or

for actual use by the new possessors* Land companies purchased
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huge tracts for a pittance, divided them, and resold them to 
settlers* Land became not so much a material to own as some
thing with which to speculate* "Here the city lot or the 
quarter section passed from owner to owner with hardly more 
ceremony than marked the passing of a ten-dollar bill* Land 
speculation developed in time into a major vocation, stand
ing side by side in Importance with speculation in cotton,2
tobacco, and grain

Accent on profit* Profit, not prestige from owner
ship, became the guiding principle In land development. There 
was a profit to be had in the buying and selling of land* 
Lending institutions made their appearance to furnish the 
money necessary to finance this tremendous speculative urge. 
This financing was conducted to obtain the highest return on
the capital Invested. The safety of the investment had been 

3
forgotten.

In competing for loans, "lending agencies bid
against each other, mushroom developments sprang up, and
homes were sold as fast as they were built and financed.
Little regard was given to design, construction, location,

4
or the ability of the purchaser to pay his obligation."

Lack of governmental regulation. There were no ef
fective means present with which to prevent, or control, this 
speculative phenomenon. Land speculation had colored the
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entire social picture of the early yeare of the Bepublle and 
to a considerable extent dominated the formative stages of 
federal policy, there were few persons engaged in the shap
ing of that policy who were entirely immune from its lure, 
there may have been oonsiderable wrongdoing In disposing of 
the public lands but either personal Interest or the whole
political atmosphere worked against any very definite stand 

5against it.
Local and State governments* too* were ineffectual 

in their regulatory duties•> there was no regional or munic
ipal planning. Cities grew by haphazard means with little 
regard paid to how the owner used his property. Certainly, 
little official attention was devoted to the financial means 
used by lending agencies operating within the real estate 
field,

the mortgage Instrument. The instrument which so 
readily facilitated these speculative transactions was the 
mortgage. As is typical of so many tools whereby man pro
ceeds to carry on his daily task of living* the mortgage 
could prove to be either a boon or a scourge to Its users.
In its development the mortgage more nearly resembled the 
latter. An Indication of this can be surmised by its fre
quent use as the plot for a melodrama with the mortgagee ap
pearing as the universally hated villain. These melodramas
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might have been truly humorous had their counterpart in actu
al life not been so tragic.

Mortgage financing in itself is not harmful* With
out it much of the economic expansion that took place In this 
country would hare been impossible* More specifically with
in the housing field, the mortgage is a means whereby a per** 
son lacking the necessary capital for the outright purchase 
of property may secure credit to do so, pledging the propar
ty Itself as security* When the safety of the loan is care*** 
fully observed no dangerous results need appear. But as 
practiced prior to 1929 mortgage financing was one of the 
contributing factors to real estate speculation, Beal es
tate dealers and mortgage lenders "in an effort to make com
missions and earn interest have ballyhooed home ownership 
and induced buyers to assume impossible debt burdens*w The 
mortgage made it possible for people on all levels to pur
chase homes ordinarily far beyond their means* "It masked 
the speculative nature of a transaction and lent the sober
weight of appraisal and authority to prices that might oth-

7
erwise have passed for fantastic*" By enlarging the number 
of people actively engaged in home buying it led to a marked 
inflation of the home-prlce structure*

Spiralling mortgages and Indebtedness. The mort
gage debt expanded as the price structure moved upward. Mort
gage loans were made on the assumption of market values. As
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land prices and construction costs rose the mortgage lending 
market responded with an upward movement releasing the neces
sary credit for the expending real estate boom.

Urban mortgages, in 1920 about 19 ,000,000,000, in
creased to #13,843,000,000 by 1925 and to #22,153,000,000 in 

9
1930. At the same time real estate values had started to 
decline and building activity continued on a large but dimin
ishing scale In 1927 and 1928. The foreclosure marker was
steadily moving upward until it reached nearly 26,000 in June,

10
1933, from a monthly average of approximately 6,000. Care
ful observation would have revealed that something was radic
ally wrong.

Basic Defects la the Mortgage System

The weaknesses in the mortgage structure became ap
parent with the arrival of the depression. But

Back of the collapse of home ownership and home fin
ance were conditions more fundamental than the de
pression Itself. The basic defects were in the 
mortgage structure and the sense of insecurity which 
those weaknesses gave both to home owners and to 
those whose small savings were invested in mortgages, 
directly or indirectly. The depression simply re
vealed the defects and showed the need of safeguard 
against panic in mortgage financed 11

diversified types of lending Institutions
The diversified types of Institutions operating in 

the mortgage field constituted one of the basic defects in
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the mortgage structure. Building and loan associations, mu
tual savings banks, life insurance companies and commercial 
banks as well as individuals engaged in mortgage lending.
Hone of them except the building and loan associations was 
primarily engaged In lending In home mortgages.

This situation resulted in a lack of uniformity 
throughout the mortgage structure. Divergent interests and 
methods of doing business prevented any possibility of the 
adoption of standard practices. Each institution developed 
Its own lending and appraisal methods, Its own Interest charg
es, and its own Individual requirements concerning the grant
ing of loans. Cooperative action was impossible among the 
thousands of widely scattered local financing institutions.

lack of a constant flow of funds
Where institutions engaged in mortgage lending on a

part-time basis it
often occurs that only when organizations have in
vested sufficiently in other assets are funds di
verted into home mortgages. If, later, It appears 
that greater returns will accrue from brokers' 
loans or purchases of bond Issues, funds are with
drawn from urban mortgages and returned to these 
fields.
This tendency is characteristic of other fields of 
credit activity also, but the real estate mortgage 
field was especially subject to influx and efflux 
of credit because each part of the nation had de
veloped its own mortgage credit mechanism.iZ

This situation resulted In the development of an undependable,
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vacillating flow of credit into the home mortgage system under 
special circumstances and in certain areas* No systematic, 
coordinated financial program was developed among the lend* 
ing institutions and none took the responsibility of attempt* 
ing to improve conditions*

Particular hardship was worked upon those borrowers 
located in relatively isolated areas serviced by only one or 
two lending institutions* they were thus forced to accept 
every condition demanded by the lender to secure the needed 
loan*

Use of the short-term mortgage
Although conservative business practice would have 

indicated the desirability of the long-term amortised mort
gage, such was the exception rather than the rule prior to 
1933* Instead, the short-term, lump-sum loan was in general 
use because of its higher profit return and more liquid na
ture* Usually written for three or five-year terms, the net 
result was the practical necessity of renewing the loan at 
the end of the period with high commission and refinancing 
charges*

the prevalent practice of lending only a small per
centage of the value of the property on the security of the 
first mortgage required the frequent use of the second mort
gage* In fact, institutional mortgage lenders were limited
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by the laws of most States to a loan of 60-66 per cent of the
price of the house. Thus, the second mortgage was resorted
to as a means of spanning the gap between the amount secured
by the first mortgage and the equity which the prospective
home owner was able to pay down. In some cases builders and
sellers customarily wrote up the selling price so that the
second mortgage represented a bonus from 20 to as much as 30 

13
per cent.

Amortization was seldom used with the first mort
gage but was generally required in the case of the more risky 
second mortgage. A common practice developed of paying off 
the second mortgage while the first mortgage was carried along 
by paying the required Interest. When economic reverses oc
curred and an interest payment was skipped demands were made

14
for immediate payment of the entire first mortgage#

High interest rates
Interest rates charged by the mortgage system were

relatively high. One reason for this was the fact that the
"organization of our credit resouroes for home purchase has
remained so primitive compared with the rest of our financing
structure that the home owner has paid from 2 to 5 times as

15
much as a business man for a loan.”

Sources o f t g a g e  m6ney were limited to a few in
stitutions In any specific area so that the interest rates
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could be fixed by them. The Illiquidity of mortgages made it 
more difficult to shift the risk to other investors as in the 
ease of marketable securities. This situation excluded lend
ers from the mortgage field who, under ordinary oiroumstanoes,
might have entered* This left only the institutional lenders

16
who ultimately determined the Interest rates,

numerous studies of interest rates have been made 
with some variation in results. However, the following rates 
will give an adequate picture. It was estimated that the 
rate of Interest charged by savings and loan associations on 
first mortgages during 1931 ranged from 6.2 per cent in Con
necticut to 15.3 per cent in Tennessee. During 1924 second
mortgage interest rates ranged from 8 to 15 per cent or more,

17
with the country as a whole averaging over 10 per cent.

That such charges were clearly exorbitant can be
seen when they are contrasted with estimates for the three
components which ordinarily are considered to determine the
Interest rate. Again, variation appears in these estimates
but the following may be used as a reliable guide: one-half
of 1 per cent for the risk element, one-half of 1 per cent
to 2 per cent for the expense of making loans, and 2 per cent
for the cost of money to the lender. Thus, the total cost
to the lender was estimated to vary from 3 to 4 and one-half 

18
per cent.
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By comparing these figures with the Interest rates 
charged it ean he seen that the home owner was paying an un
necessary premium for the use of his borrowed money, This 
premium amounted to approximately 2 per cent under the 
most favorable conditions to as high as 12 per cent under 
the worst conditions. It must be remembered that this was 
for first mortgages only. The premium ran considerably high
er in the case of seeond mortgages.

lack of organization and a credit reserve system
The average mortgage institution was small in nature 

and operated in a localized area under local regulations and 
conditions. As such it was interested only in the problems 
immediately at hand and demonstrated no desire for large-soale 
organization or cooperation.

This localized, individualistic character prevent
ed any possibility of a steady market for Investment in mort
gages as securities. Under the conditions as they prevailed 
such an investment was entirely too Illiquid and offered no 
assurance of the loan being repaid. The mortgage system with 
its unorganized methods of doing business presented too great 
a risk factor.

Conditions were such that little attention was paid 
to the possibility of establishing a credit reserve system 
similar to the Federal Reserve System established for canmanjJaL



www.manaraa.com

13

banking. This lack of credit facilities made the mortgage 
system extremely sensitive to any fluctuation within the gen
eral economic structure. Any slight downward move which 
caused more than the usual amount of withdrawals by deposit
ors in turn placed a demand on the home owner for the lomed!- 
ate payment of his loan. Failure to pay meant foreclosure 
on the mortgage.

Other Factors Hurting the Homejftmer

The home owner was faced by other nearly insurmount
able obstacles In addition to those encountered within the 
mortgage field. These can be classified into the three fol
lowing fields: high construction costs, high taxes, and cum
ber some State laws.

High construction costs
The construction field has been an anomaly in the 

general American industrial picture. While industrial ad
vancement has resulted in cheaper per-unit cost for most com
modities this has not been the case in home construction.
Here, the per-unit cost has actually shown a continual in
crease. This situation has been the result of several con
tributing factors, no one of which can be singled out as the 
main offender.

Qharacterlsties of the construction industry. The
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construction industry was, and still is, one in name only*
In no significance does it have the characteristics of other 
well known industries, Attempts at industrialization hare 
failed, so that the construction industry at the present time 
refers to the rest number of Independent, but interrelated, 
suppliers of materials and services in the construction Held* 
the industry is local, disintegrated, handicraft, and uncoor
dinated in nature* Its products are neither uniform in type, 
design, nor size, with 50 per cent of the contractors haring 
one to three employees*

A lack of central responsibility is perhaps the in
dustry's most significant characteristic. "There are many 
parts which are brought together temporarily for one job and 
temporarily for another job, but there is no central agency,
no central pattern, no central organizing foroe in the con-

19
struotion Industry." This lack of responsibility enoourag- 
es each part in endeavoring to strengthen itself at the ex
pense of the whole by whatever means are at hand.

lack of organization has tended to make the sellers 
stronger than the buyers.

This is true all the way from the producers of build
ing materials, who are in many cases large and con
centrated, down through to the poor ultimate consum
er who buys the product - a purchaser who is an ama
teur, who makes one purchase and knows very little 
about it, and who has nothing to speak of in the way 
of bargaining strength.*®

Restraints of trade have played an Important role
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In the construction industry. These restraints have been 
practiced by all groups In their attempts to secure what the 
traffic will bear. The uncoordinated nature of the construc
tion industry

prorides a perpetual and spontaneous breeding ground 
for efforts at integration. Almost universally there 
have grown up local tie-ups, reciprocity arrangements 
between eontraetors and building materials, dealers, 
between architects, building supply houses, and build
ing and loan associations or banks, and between con
tractors and labor organizations. Local pressure Is 
often utilized to keep the contracts in the community, 
particularly where local dealers or contractors have 
perfected arrangements for dividing the local market 
between them. 21

Producers of materials use patents, basing point sys
tems, zone price systems, joint selling agencies, and other 
devices to limit output, allocate markets, and raise prices. 
Distributors use fixed mark-ups to secure their profits and 
boycott producers who do not route their business through the 
distributive hierarchy. Contractors divide the work among 
themselves In a pre-arranged manner by the use of bid deposi
tories, central estimating bureaus, and division of the field. 
Building trades unions have often participated in these re
straints and add new restraints of their own. The unions 
have frequently boycotted new products or new processes from 
the fear of their displacing labor. Bach section of the in
dustry attempts to receive for Its services what the traffio 
will bear. Consequently, the stimulus to achieve profitable 
restraints Is an organic part of the industrial organization.
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Moreover, local building, zoning, and sanitary codes, togeth
er with tax and other legislative restrictions are used to
implement the restrictive practices of politically powerful 

22
groups.

Mr, Thurman W. Arnold, an Assistant Attorney Gen
eral of the United States at the time he appeared before the 
Temporary Hatlonal Economic Committee in 1939, listed five 
economic effects of these restraints in trade; (l) they have 
prevented prices from dropping when purchasing power dropped 
and when purchasing power rose they have raised prices still 
faster, (2) they have boycotted and eliminated competitors 
able and willing to reduce prices, (3) they have kept the in
dustry horizontally split Into groups so that no single group 
can get increased volume by lowering prices. Thus they have 
furnished the incentive for each group to get the greatest 
share possible, (4) they have handicapped the use of prefab
ricated materials and thwarted the development of methods of
mass production, and (5) they have prevented experiment In

23
housing design, materials, and methods of construction. He 
might well have added as the sixth the fact that they have 
increased cost to the ultimate consumer - the home owner.

Cost components. In general, construction costs 
average between 70 and 60 per cent of the complete over-all 
cost of a house. A breakdown of these construction costs 
shows that labor costs represent about 23*37 per cent of the
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total cost, material costs 46.73 par cent, operating over-
head and profit 7.78 per cent, land acquisition 14.07 per

24
cent, and fees 8.05 per cent.

labor costs have always received considerable at
tention In the concern about housing costs. There has been 
a tendency to place most of the blame for high housing costs 
on labor*s doorstep. Actually, labor "is far from responsi
ble for all the snags and snarls that beset home building.
There are ills for which it is accountable but they are too

25often exaggerated beyond reason.”
Hourly wages for construction workers have continu

ally been cited as being too high. It is true that they are 
higher than those for most classes of wage earners. But 
high hourly wages do not necessarily mean high yearly In
comes, nor do all construction workers benefit from union 
wage scales. For example, the construction census of 1935
placed the average yearly earnings for all construction work-

26
ers on jobs let by contract at only #1149.00* This situ
ation occurs because of the seasonal nature of construction 
work. Iven during the boom period of the twenties the build
ing trades were fully employed for only three to five months 
during the year* About 100 days per year per man were lost
and about 600,000 men, out of a total of 2,500,000, were

27
always unemployed due to seasonal fluctuations.
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This problem of high hourly wages and seasonal work 
poses a question which, to date, has not been solved. The 
home owner, an innocent bystander, of course has to pay the 
extra premium to the worker while he employs him to compen
sate the worker for the time that he will not be working at 
all. The best solution is the elimination of the seasonal 
characteristic of the industry, little has been done along 
that line to date. Another possible solution that has been 
suggested is the guaranty of a minimum annual wage to the 
worker in return for a reduction in the hourly wage rate.
This suggestion has met with a cool reception from labor ap
parently from fear that it would turn out to be a reduction 
in pay over the long-run* Actually, the entire eonstruetion 
Industry will need a thorough revamping before suoh a system 
could be satisfactorily Installed.

The percentage of union labor operating within the 
construction industry varies considerably with communities, 
trades, and the type of construction. While it is generally 
agreed that the building trades unions control well over one- 
half of the eligible workers In the over-all construction in
dustry this does not hold true In house construction. A sur
vey made in 1939 indicated that contractors in forty-nine out 
of seventy-two cities surveyed placed union labor at less
than 25 per cent on small-house construction: while union of-28
florals in twenty-five cut of the seventy-two cities agreed.



www.manaraa.com

19

At the seat time D. W, Tracy, President of the International 
Brotherhood of Bleetrical Workers, believed that the percen
tage of onion labor working on houses costing $15,000, or

29
less, constitoted only 10 per cent of the total number.

The redaction of laborers* wages alone will not 
bring the goal of low-cost housing much closer. Assuming 
the 23 per cent labor cost mentioned above to be true, a 20 

per cent reduction in wages would effect only a 4 .4 per cent 
decrease in the cost of housing. This would mean that a heme 
originally selling for $5,090 could be sold for $4,770* This 
new figure still does not meet the requirements for low-cost 
housing.

Wage rates, however, constitute only one factor in 
labor-cost ratios. Management and the efficiency of the la
borers play quite as important a part. And on these fronts 
labor’s record is not unsullied.

Organization akng craft union lines has resulted 
in an unusually large number of jurisdictional strikes aris
ing from disputes between two crafts. It has been estimated
that 95 per cent of the strikes within the construction in-

30
dustry have been the result of jurisdictional disputes.
The waste from this alone has been Incalculable.

thalons have established rules governing the activi
ties of the members in an attempt to control working proce
dures and working conditions. While such rules often do
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concern themselves with maintenance of the work quality, ana 
the health ana safety of the workers, they have also been 
used to maintain high wages, to protect jobs, to Increase 
work, and to Increase the onions* bargaining power. As a re
sult, "Plumbers with high hourly wages are now found moving
plumbing equipment; brick masons wash down and point up brick

31work; carpenter® strip forms from concrete." In such cases 
skilled worker® are performing semi- or unskilled work with a 
resulting waste of time, skill, and effort.

labor, too, has resisted the Introduction of more 
efficient devices wherever possible. As a result home build
ing largely remains in a handicraft stage and the tool® most 
generally used are hand, not power driven. The effectiveness 
of this resistance has been more pronounced in the case of the 
construction unions because of the over-all localized, unco
ordinated nature of the construction Industry Itself. The 
unions* bargaining power has generally been more effective 
because of that fact.

Costs prohibitive to the home owner. The practical 
result of the general archaic procedures practiced within the 
construction industry Is the prohibitive cost burden placed 
on the home owner. This cost cannot be lowered effectively 
to meet the demand for low-cost housing by forcing cost re
duction on any one group withing the construction Industry.
The problem is too hydra-headed to require any but a full
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force assault against all phases of the cost components. With
out those necessary reductions housing costs will remain as 
they have been In the past* During the twenties about 25 per 
cent of the families could afford the housing produced while
in 1936 about 85 per cent of the homes were built for those

32families in the upper ID per cent of the Income class.

High taxes
A factor in home ownership quite commonly overlook

ed, or minimized, Is the property tax. Actually, the proper
ty tax has proved to be a considerable burden bn the home 
owner and has frequently caused the loss of an otherwise un
encumbered home*

Local government reliance on the property tax. The 
property tax has always been the mainstay of local govern
ment revenue in the United States. That the full force of 
the property tax fell on real estate during the early stages 
of the country*s development was only natural. Ownership of 
real estate usually meant ability to pay. Then too, real 
estate values continued to advance and in the enthusiasm to 
own real ©state the tax faotor was easily overlooked.

Local government continued to rely upon the taxa
tion of real estate as the country developed industrially and 
new sources of revenue became available. This was due prima
rily to two factors: (1) local governments were creatures of
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the State a ad bad to rely upon the type of taxes which they 
were permitted to levy by the State, and (2) real estate was 
immovable so there was no danger of its disappearing at as
sessment time and was therefore easily assessed.

Under such conditions it was very easy to rely tpon 
the taxation of real estate to the utmost. In 1928 real es
tate taxes provided more than 60 per cent of the average mu-

33
nieipality*s revenue. Unfortunately, conditions have chang
ed very little to the present time. Although cities are pres* 
ently engaged in scrambling for new sources of revenue real

34
estate provided 30 per cent or more of their income in 1% 4.

Added burden on home ownership. The property tax 
is levied on an ad valorem basis. The basic disadvantage of 
the ad valorem levy is that it may or may not be related to 
the ability to pay. From the standpoint of the home owner, 
however, the necessity of payment is more important than the 
ultimate Incidence. "Whether he is making or losing money, 
whether his property is free or encumbered, the owner of the 
property must ordinarily pay the property tax within the pe
riod prescribed by law or suffer the heavy penalties, direct

35
and indirect, of delinquency."

Assessments are usually placed below market value 
of the property. Once established, however, they are subject 
to little change. During periods of depression the home
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owner any find that the market value, through shrinkage, has 
become less than the assessed value. In this ease the home 
owner is paying a premium for such ownership and it occurs 
daring the time that he can least afford it.

A tar study made by the Home Owners' loan Corpor
ation indicated that the average annual tares of the Corpor
ation's borrowers amounted to approximately 2*7 per cent of 
the original loan* In twenty States the ratio was above 3
per cent and In eight of these States It was 4 per cent or

36
more. When comparing the tax load with other fixed charg
es the Corporation found that country-wide the average month
ly tax installment represented approximately 33 per cent of 
the average monthly loan payment* In four States, however, 
taxes were equivalent to 50 per cent or more. The study fur
ther showed that the tax payment averaged approximately 60 
per cent of the interest payment and that it actually exceed-rt*.

J f
ed Interest charges in ten States.

State laws concerning mortgage lending and foreclo
sure proceedings have generally required oostly, time-consum
ing, and unnecessary procedures. They have hampered mortgage 
institutions and at the same time burdened the home owner 
with higher fees for he is the one who pays for the services 
rendered*
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State mortgage laws, fliere Is so uniformity through 
out the States on the form of Instrument used. Nine States 
require a deed of trust, thirty-eight States require a mort
gage, while one State requires an outright deed. Farther va
riation is found in that the deeds of trust and mortgages may 
or may not oarry a power of sale.

It has been a necessity that a lawyer draft the in
strument to conform to all of the laws regulating the partic
ular ease, The usual instrument has been quite lengthy, run
ning from one thousand to four thousand words. This redun
dancy would have been unnecessary under uniform mortgage laws* 
But with the great variation that has been present it has 
been necessary to cover every point that might arise.

State foreclosure laws. Even greater diversity has 
been found In the case of foreclosure laws. Three methods of 
foreclosure have been provided for: in twenty-eight States
court action has been generally used; In eighteen States the 
power of sale has been used; and In one State foreclosure has 
been accomplished by notice or publication. In addition, 
there has been variation in the redemption period®. Twenty 
States have permitted no redemption period at all while twen
ty-eight States have permitted redemption periods ranging up 
to twenty-four months. In four of the States permitting re
demption the purchaser has been entitled to possession of the
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property daring the redemption period while the other twenty-
four States have permitted possession by the foreclosed owrar.
In some States the redemption period has preceded the sale of

38
the property and in others it has followed the sale*

Roughly, three classifications can be made into 
which the State foreclosure laws may be grouped? (1) thir
teen States where cost has been low (under #100) and the time 
required has been short (less than three months); (2) eleven 
States where the cost has been high and the time required has 
been unnecessarily long; and (3) twenty-four States where 
oost has not only been high and the time required has been 
long but where there has also been a redemption period of six
months or more during which time the mortgagor has been en-

39
titled to possession.

The diversity in State foreolosure law© was olorly 
demonstrated by a study of the foreolosure problem made by 
the Home Owners1 loan Corporation, Average foreclosure cost 
in Texas was found to be #5*18 with the length of time requir
ed being one month and ten days* On the other hand, it oost
#354t30 to foreclose in Illinois with the average time requir-

40
ed being twenty months and twenty-one days. The average 
foreclosure cost throughout the nation was #124 and the av
erage time required was approximately nine months.

Results. An additional financial burden has been 
placed on the home owner by the diversity in mortgage laws



www.manaraa.com

26

In two ways. First, it has been a practical necessity for a 
lawyer to draft the instrument to make sure tiiat it complies 
with the law. This has added unnecessary legal expense to 
the acquisition of a home. Secondly, as Instruments must be 
recorded the recording fee has generally been higher because 
of the lengthiness of the instrument,

The home owner has been penalized Indirectly in a* 
nother manner by the lack of uniformity In mortgage laws, She 
Interstate flow of mortgage money has been hampered to a laige 
degree due to this fact. This has prevented liquidity in the 
market and has forced the home owner to accept the terms, what
ever they might be, of the local mortgage lender.

Foreclosure laws have resulted in additional hard
ship on the home owner. They have generally imposed too great 
a cost burden on the home owner for he la the one who ultim
ately has paid the foreclosure costs whenever possible. In 
addition, they have caused mortgage institutions in States 
where foreclosure costs have been high and the time required 
has been lengthy to forego high percentage lending for fear 
of losing money in the event they should have to foreclose. 
Furthermore, it has been estimated that the loss due to loss 
of interest on the investment, accruing taxes, insurance, and
depreciation costs during redemption periods has been #2 a

41day on a $5,000 mortgage. To prevent this loss the lending
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Institutions have been forced to proceed immediately against 
the defaulter to prevent as much loss as possible on the in
vestment -

foreolosure costs generally have been highest where 
court notion has been followed and lowest where power of sale 
has been used* Bit regardless of the method used costs have 
still been too high* Required attorney fees, auctioneer Ibes, 
charges for published notices of foreclosure, master in chan
cery fees, and sale referee fees have all extracted an unwar
ranted charge from the home owner.

The tragedy of this legalized waste la that while it 
was bom of and had Its apparent Justification in a 
desire to succor the borrower, it has in faot injur
ed him beyond measure, legislatures in their zeal 
to give aid to the mortgagor have buried him beneath 
an unworkable system. To mix metaphors, the golden 
eggs seem generally to have turned to dust. ^ 2

Lack of Information about the Housing Field 

In any attack upon an existing evil a prerequisite 
for a task well done is factual knowledge about the condi
tions surrounding the evil. Such was not the situation in 
the early stages of our collapsing home structure. At the 
time of the President*s Conference on Home Building and Home 
Ownership in December, 1931»

The gesral incompleteness of foreolosure infoxmation 
definitely shows a weakness in our realty structure.
It should be possible to secure from various locali
ties a factual picture of not only home foreclosures, 
but other trends which would be helpful in guiding



www.manaraa.com

28

the sound economic development of the various com
munities along realty lines. *“3

One of the great values of that Conference, from which came 
approval of the establishment of a central bank for home fi
nancing institutions, was that it was the first of its kind 
to collect available data on the subject of housing ana to 
present it in a form suitable to serve es a working basis 
for an attack upon the existing conditions.

Federal Housing Legislation Prior to the

then viewing the Federal Governmentfs housing ac
tivities of the present time it is difficult to believe that 
Its start, born of the depression, came in 1932 with the es
tablishment of the Federal Home loan Bank System. Prior to 
that time the Governments interest had been slight and spora
dic. Official enactments consisted of measures directly con
cerned with the housing emergency during World War I. After 
that, until 1932, the Government retreated back Into its funds 
off* policy until forced to come to the rescue to prevent the 
complete collapse of the country’s real estate structure.

World War 1 measures
fhe necessity of housing transient war workers and 

the inability of the existing housing facilities to do so 
prompted Federal legislative action to relieve the situation.
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The War Finance Corporation, established in 19X3, was author
ized to provide credit for industries and enterprises which 
were necessary or contributory to the prosecution of the War. 
The field of housing was construed to be within the Corpora
tion’s jurisdiction and two loans were made to building and 
loan associations amounting to $300,000 for building purposes.

Subsequent legislation produced the Emergency Fleet 
Corporation under the United States Shipping Board and the 
United States Housing Corporation within the Department of 
Labor to operate directly In the housing field. Appropria
tions totalling $200,000,000 were made In July 1918 for thslr 
work. The Emergency Fleet Corporation made loans to limited 
dividend companies that constructed and managed housing for 
shipyard workers. However, the Corporation exercised such 
close supervision over the construction and management of the 
housing that the companies were little more than legal devic
es. In all, the Corporation provided quarters for 9,185 
families and 7,564 for single war workers. All construction 
under this program was finished by the middle of 1919.

The United States Housing Corporation produced the 
’•public war housing**. Sixty contracts were awarded in all, 
but the termination of the war came before much actual con
struction had been completed. It was determined that twenty- 
seven of the projects should be completed. Through this 
means 5,998 family units and 7,181 single quarters were pRwided.
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However, the first tenants did not move in until January
44

1919* two months after the War ended*
As these housing activities were viewed a® emer

gency measures created by the conditions of war an immedi
ate liquidation program was inaugurated at the termination 
of hostilities* The Emergency fleet Corporation, which had 
been forced to acquire and manage many of the properties on 
which it had made loans in order to realize any return at 
all on Its investment®, sold all of its holding® by 1924 and 
went out of existence* The United States Housing Corporation, 
on the other hand, liquidated very slowly. Still legally in 
force in 1942 although its organization had disappeared, and 
still technically In possession of some property, its affairs 
were turned over to the Federal Home Loan Bank Administra
tion on February 24, 1942 by Executive Order 90?0 for final
liquidation* Liquidation was finally effected by the fall of 

45
1945*

Establishment of the Federal Home Loan Bank System
The number of housing problems arising after World 

War I, such as the developing housing shortage, high rents, 
and the shortage in long-term mortgage credit for home fi
nancing, stimulated the Department of Commerce to prepare a 
Federal Building Loan bill and have it introduced in Congress 
in 1919* Its terms provided for a credit reserve system for
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institutions operating in the home financing field. It failed 
of enactment, however, and reintroduction in succeeding con
gressional sessions met a similar fate.

Herbert Hoover developed an interest in the pro
posed Federal Home Loan Bank system while he was Secretary 
of Commerce. Later, a® a candidate for the Presidency in 
192$, he pledged himself to sponsor legislation creating such 
an organization. As President, with the unanimous approval 
of the Conference on Home Building and Home Ownership, he
called upon Congress to enact such a measure. Congress oom-

46
plied on July 22, 1932.

The Act created the Federal Home Loan Bank Board 
with authorization to establish a credit reserve organiza
tion for home financing Institutions. Federal Home Loan 
Banks were established in twelve districts to which lending 
institutions could apply for advances backed by the security 
of home mortgages.

Its failure to aid the home owner. That such a
measure was desperately needed is Indisputable, but it came 
too late to stem the ti&l wave of foreclosures swamping the
country. Its beginning was as disappointing as its propon
ents were enthusiastic. The principal drawback was not that 
it was no good, but rather that it was hailed as a cure-all. 
The public had received the mistaken impression that it was 
to be the rescuer of harassed home owners. Such was not the
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ease,
Uvea with the best of intentions the Home Loan Bank, 
as at present constituted, can do nothing for the 
home owner who is today faced with foreclosure. Both 
the set-up and the purpose of the bank are designed 
not for the direct borrowing, but for rediscounting 
mortgages held by building and loan associations, in
surance companies and savings banks.47

The philosophy behind such a system was that the 
lending institutions in discounting their mortgages at the 
Home Loan Banks would use the money obtained to lend on new 
mortgages. The philosophy, in the earlier years, never en
tered the realm of actuality. The institutions were in no 
hurry to join the system because they were not interested in 
expanding their lending policy at that particular time. Those 
that did Join used the money obtained to pay off their loans 
from commercial banks. The Home Loan Bank Board was power
less to change the situation because it could neither foroe 
eligible Institutions to join the system nor, having joined, 
force them to use the funds obtained toward expanding their 
eontracted lending policy.

The provision in the Act permitting the Home Loan 
Banks to make direct loans to home owners was more an after
thought thap a primary purpose. No machinery was oreated to 
carry the provision into operation and the regulations made 
by the Board to provide for these direct loans were "so oner
ous they could not be taken advantage of. They allowed ad
vances of but 30 per cent of the then depression value of the
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property In most cages and bat 40 per cent of that value if
48

the loan could be paid in full in 8 years.”
A total of 41)580 applications for loans were re-

ceived but only three, amounting to a total of but $9 ,000,
were made throughout the country, fhe cost of handling the

49
applications was $136,591.

Baring this period the States had been busy pass
ing moratory legislation* Twenty-eight States passed such 
laws but this only served as a rude dike against the mount
ing flood of foreclosures. By March 1933, 500,000 families 
had lost their homes through foreclosure. It had become ap
parent that federal relief for the home owner was a necessi
ty.
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Chapter II
CREATION OF THE BOM! OWNERS * LOAN CORPORATION

A state of complete deterioration in the home fi
nancing field was reached by 1933- As home foreclosures 
neared the one thousand-a-day mark an immediate and effec
tive governmental relief program for the home owner became 
imperative. Belief for the desperate farm owner had already 
been Initiated on March 4> 1933 when Federal Land Banks were
authorized to lend directly to farmers and to permit a five

1
year moratorium on the payment of the principal, "Although 
farmers have become more vociferous in their protests, be
cause their mortgage troubles are eight to ten years older,

2
the lot of many mortgaged home owners is no less dire."

The task confronting the Federal Government in its 
efforts to aid the home owner presented many difficulties.
An uncharted course had to be followed because no comparable 
measure had ever been attempted before. Yet a delay to per
mit thorough study of the situation could not be countenanc
ed for conditions called for immediate action. The type of 
agency needed and the manner and procedures to be used in 
granting the relief were important. The extent of the aid 
and the effects which the contemplated action would have on 
the entire mortgage financing structure needed careful attenttn
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as well as the seeds of the home owners.

Whatever form the agency assumed It had to be so 
constructed that it could bring effective, immediate relief 
to the distressed home owner. To accomplish that purpose an 
organization had to be devised that would come into looal 
contact with those requiring its services* It was generally 
agreed that a system similar to the Federal Home Loan Bank 
System would not meet the requirements. Aid could not be 
granted quickly enough by simply establishing a number of re
gional lending organizations. Nor could the Government be 
assured that relief was being extended to distress oases or 
that the mortgages on which it would be making the loans were 
valid first mortgages.

Then too, the home owners were not the only ones 
who needed to be considered. The Government would be enter
ing a field reserved for private enterprise during ordinary 
conditions. The agency established could not be such that 
would enter direct competition for loans with private lend
ing institutions, nor could It hamper their operations to 
such an extent that the investments of the investors, deposi
tors, and policy-holders in those institutions would be jeop
ardized. With these safeguards in mind, it was generally 
agreed **that it would be unwise to set up a system like that
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of the Federal Land Banks to make loans direct to individual
borrowers. To do this would be to put the government into
competition with existing lending agencies. This is consid-

3©red both unnecessary and inadvisable,”
The agency to be created needed to have a quickly- 

formed , emergency type of organization that oould establish 
offices where needed. It had to be so constituted that it 
oould send its field representatives into the field for di
rect financial operations with the mortgagors and mortgagees. 
To be effective the Government would have to go to the peo-

The agency needed would have to be granted a large 
degree of administrative Independence and discretionary nile- 
maklng and procedural-determining powers. Otherwise it would 
become enmeshed In "red tape*1 and be largely ineffectual.

Oongreagionĵ ^
President Hoosevelt in his message to Congress re

questing legislation for the home owner said:
Implicit in the legislation which I am suggesting 
to you, is a declaration of national policy. This 
policy is ihf.t the broad Interests of the Nation 
require that special safeguards should be thrown 
around home ownership as a guaranty of social and 
economic stability, and that to protect home own
ers from inequitable enforced liquidation, in a 
time of general distress, is a proper concern of 
the Government.4

Congressional debate on the bill creating the Home
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Owners* Loan Corporation demonstrated the fact that the great 
majority of both houses of Congress realized the plight of the 
home owner and that they endorsed the program as a whole. Op
position did appear against some of the provisions "as being

5too liberal and by others as being too conservative." This 
was true of the limitation placed upon the V8lue of the homes 
to be aided and the maximum limit of the loan incorporated in 
the bill. On the one hand its provisions were said to be "pri
vileged socialism," and would lead to a situation whereby we
would "make the soviet government seem modest in its communis- 

7
tic program." On the other hand, proposals were made to do 
away with all limitations on the amount to be loaned on indi
vidual properties.

Action on the bill was expedited because of its 
emergency nature. It was passed in the House of Representa
tives on April 28 by a vote of 3®3 to 4* approved unanimous
ly by the Senate on June 5» and signed by President Roose
velt on June 13, 1933, just two months after he had proposed 
that legislation be enacted.

Purpose of the Act

The declared purpose of the Act was to "provide 
emergency relief with respect to home mortgage indebtedness, 
to refinance home mortgages, to extend relief to the owners of 
homes occupied by them and who are unable to amortize their
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6
debt elsewhere." The Act's limitations concerning the maxi
mum value of the home and the maximum amount of the loan that 
could be extended to the home owner narrowed Its purpose to 
the relief of small home owners. This limited purpose was 
expressed by Bepresentative Steagall when he said:

but the purpose of this bill is to afford a measure 
of relief, not complete relief, but a measure of re
lief to distressed home owners. Nobody contends 
that we should go to the extent of opening up the 
Treasury or its credit for adequate relief for all 
home owners in the United States. We only hope to 
relieve some of them, and we wish to see that the 
aid goes to those worst In need. 9

Although cloaked with the shroud of emergency, the 
Act was one of the first concrete steps taken in recognition 
of the growing philosophy that adequate housing cannot be 
left entirely to chance end private enterprise but is a pub
lic concern. The general welfare of the Nation is enhanced 
by the protection of the home owners in the ownership and oc
cupancy of their homes despite economic conditions which are
beyond the owners* control and which jeopardize that owner-10
ship and occupancy.

Statutory Provisions

Most of the Act's provisions were concerned with 
defining the corporate status of the Home Owners* Loan Cor
poration and the authorizations and limitations granted to 
it to accomplish its purpose of aiding the home owner. Sub
sidiary provisions, however, provided for the Corporation’s
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underwriting of the Federal Home Loan Bank System to a limit
ed extent by directing the Corporation to engage in certain 
financial transactions within that system.

Corporate provisions 
■«*
The Federal Home Loan Bank Board was authorized to

create the Home Owners* Loan Corporation which was to be an
instrumentality of the United States with power to sue and be 11
sued. The Board was given the authority to direct the Cor
poration and to operate it under such bylaws, rules, and re
gulations as would lead to the accomplishment of the purpos
es of the Act# The members of the Board were to serve as the 
board of directors of the Corporation.

The provision authorizing the Issuance of bylaws, 
rules, and regulations was later attacked on the ground that 
it granted illegal legislative powers to an administrative or 
executive agency. But this principle, now generally accepted, 
of permitting the executive arm the means to carry out the 
legislative Intent through the issuance of rules and regula
tions was upheld in the case of Home Owners' Loan Corpora
tion v. Rawson. The court determined that

The statute under which respondent corporation (an 
Instrumentality of the United States) was created 
and its Board of Directors is authorized to func
tion, does no more than permit the administrative 
board to exercise the discretion vested in it to 
effectuate the clearly and definitely expressed po
licy In the statute. It does not constitute le
gislation.3-2
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Financial authorizations, The Act authorized the 
Federal Home Loan Bank Board to determine the amount of the 
Corporation's capital stock to a maximum amount of $200,000,000. 
the Secretary of the Treasury was directed to subscribe for 
this capital stock In the amount Issued*

The Corporation was so designed as to be self-sup* 
porting, and as nearly self-liquidating as possible. The 
funds necessary for the Corporation's operations were to be 
obtained by the Issuance of bonds to be used for sale and ex
change, The original Act provided for the issuance of bonds

13
in an amount not to exceed $2 ,000,000,000, such bonds being 
guaranteed as to Interest only. The maturity date was not to 
be later than 1952, The bonds were to bear interest not In 
excess of 4 per cent and were tax-exempt, both as to prin
cipal and interest, except for surtaxes, estate, Inheritance, 
and gift taxes. The Corporation was to retire its bonds and 
capital stock as rapidly as its resources permitted. To see 
that this was done the Corporation was required to use all 
payments made upon the principal of its loans for bond retire
ment.

The number and amount of applications for loans
soon made it apparent that the original bond authorization
would not suffice. To meet this high demand the bond auth-

14orizatlon was raised to $3,000,000,000, and subsequently
15to $4,750,000,000,
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file guaranty extended only to the Interest of the 
tends proved to be an obstacle in the operation of the Cor
poration. Mortgagees offered considerable resistance to ac
cepting the bonds in exehanga for their mortgages and there16
was no legal authorization to force such acceptance. That
the bonds were not looked upon as prime Investments can be
seen when they failed to go above ninety-two and one-half on
the open market daring 1933, and fell as low as eighty-two 

17
and one-half.

It became apparent that guaranty would have to be 
extended to the principal of the bonds if home owners were 
to be given adequate relief without delay. Aside from the 
fact that smoother operation would result from guaranty of 
the principal other factors dictated that the guaranty should 
be extended4 Bonds issued by the farm Credit Administration 
had been guaranteed and the situation surrounding the Home 
Owners' Loan Corporation was in no way different. Then too, 
there wee no compelling argument why what was really a moral 
obligation to pay should not be made a legal obligation. Guar
anty was extended to the principal of the bonds on April 27, 

16
1934.

Frovislon for the home owners' relief
The Home Owners1 Loan Corporation was authorized, 

for a period of three years, to exchange its bonds or to
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advance cash under certain conditions for the relief of home 
owners. The amount to he loaned was not to exceed $14,000 
or SO per cent of the value of the property, whichever was 
the smaller*

Types of relief authorized. Section 4 (d) of the
Act allowed the Corporation to acquire, In exchange for bends,
home mortgages and other obligations and liens secured by
real estate recorded in the proper office or executed prior

19
to the date of the Aot. The Corporation was authorized to 
make advances in cash to the holder of the mortgage, obliga
tion, or lien acquired in connection with such an exchange. 
The cash payment could be made to pay taxes and assessments 
on the real estate, to provide for necessary maintenance and 
repairs, and to meet the Incidental expenses of the transac
tion. The amount of cash payment could equal the difference 
between the face value of the bonds and the purchase price 
of the mortgage, obligation, or lien but could not exceed 
$50. The interest rate was not to exceed 5 per cent on such 
loans.

In those cases where the mortgagees refused to ac
cept the bonds and the home owner could not obtain a loan 
from private lending agencies, the Corporation could advanoe 
cash to the home owner in an amount not to exceed 40 per cent
of the value of the property. The interest rate upon suoh

20
loans was not to exceed 6 per cent.
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The Act further authorized the Corporation to make
cash loans for the payment of taxes and assessments and to
provide for necessary maintenance and repair work In oases
where the property was not otherwise encumbered and it could
be shown that the home owner could not secure the necessary21
loan from;£ .private Institution. The amount of the loan

J , , _ r C.y ;

In such eases was limited to 50 per cent of the value of the 
property and was to be secured by a duly recorded home mort
gage. The interest rate and amortization provisions were the 
same as those where bonds were exohanged.

In addition to refinancing mortgages the Corpora
tion was authorized to advance cash or exchange bonds for the
rehabilitation, modernization, rebuilding, and enlargement of22
homes already refinanced. The total amount finally permit-

23
ted for such operations was #400,000,000. This provision 
was enacted when It was found that many homes refinanced were 
in very poor state of repair. By this means the home owner 
was able to secure needed improvements and the Corporation, 
at the same time, enhanced the value of its mortgage security, 

Eligibility requirements. To be eligible for a 
loan from the Corporation an applicant must have been unable 
to carry or refund the indebtedness upon his home property 
and he must have been in involuntary default on June 13, 19 33. 
However, the applicant was deemed eligible if he could show
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to the satisfaction of the Corporation that he became invol
untarily in default as to indebtedness after June 13, 1933 

because of unemployment or because of economic reversals en
tirely outside his control.

The retirement of involuntary default was insert
ed In an amendment to the Act on April 27, 1934 to thwart 
those home owners who needlessly defaulted in order to re
ceive loans from the Corporation. "From this it will be seen 
that the Corporation* s business is to assist those home own
ers who would not require or request its assistance but for 
the temporary disruption and dislocation of their financial
affairs by economic forces which they are powerless to oon- 

24troli*
Belief was afforded those owners who had lost their 

homes by foreclosure or forced sale, or by voluntary surrend
er to the mortgagee, prior to the date of the enactment. The 
original Act provided for those who had lost their homes with* 
in the two year period immediately preceding the Act. This
was subsequently changed to allow redemption by those who had

25
lost their homes after January 1, 1930.

loan security requirements. As security for its 
loans the Corporation could accept only real property owned 
by the applicant in fee simple or the applicant’s interest 
in real estate held by him under a renewable lease for not 
less than ninety-nine years or under a lease having not less
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than fifty years to ran from the date of execution of the 
Corporation’s lien instrument, The property must hare been 
improved with on© or more dwellings, although it became in
eligible if it was designed for more than four families or 
if it had an appraised value by the Corporation of more than 
$20,000.

The property must have been shown to be the bona
fide home of the applicant although he need not have actually
occupied the property, for economic conditions might have
forced him to seek cheaper accomodations or he might have
lost it through foreclosure. A small store, or shop, pro*
dueing an income might have been present also if it could be
proved to the satisfaction of the Corporation that it was in-

26
cidental to the residential function.

Method of loan repayment authorized. The refinanced
home owner was originally permitted a three year moratorium
on the payment of the principal if he was not in default with

27
respect to any other condition of his mortgage. This priv
ilege was later rescinded by the amendment of April 24, 1934 
after it had been found that one of the effects of "that pro
vision has been to bring to us a lot of people who were not 
iji distress, who were abundantly able to take care of their 
present obligations with the present mortgage lenders, but 
who thought it would be a nice thing if they did not have to
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meet any of these obligations for the next 2 or 3 years.*2® 
Repayment of the loan was to he amortized by means 

of monthly payments sufficient to retire the loan within a 
period not exceeding fifteen years* However, individual ex
tensions on any Installment could be authorized by the Cor
poration when conditions merited it so long as the fifteen- 
year maximum was not extended*

On August 11, 1939 the amortization period was ex
tended to twenty-five years for those oases which, in the

29
opinion of the Corporation, needed such an extension* The 
experiences of the Corporation had demonstrated that a large 
number of its borrowers Could not meet the monthly payments 
required under the fifteen-year amortization plan* Extend
ing the payments over a twenty-five year period meant a re-

30
duction in monthly payments of approximately 42 per cent.

Administrative independence granted
The Home Owners* loan Corporation was granted a 

large degree of administrative independence by Gongress. Aside 
from defining the general area within which the Corporation 
was to operate It was free to exercise its own discretion In 
determining the procedures and policies to be followed* Con
gress had authorized the Corporation to issue its own bylaws, 
rules, and regulations in refining the generalities into turns

of the specific.
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tow lines of responsibility were imposed. The Cor
poration’s supervising agency, the Federal Home Loan Bank 
Board, was originally an Independent agency whose members 
were appointed by the President with the advice and consent 
of the Senate. Few controls were maintained over it, and 
oonseqaently over the Home Owners9 Loan Corporation, except 
for the Insignificant annual report to Congress and the ap
proval of the Secretary of the Treasury for certain financial 
transactions. This independence of the Corporation extended,
In its early years, to the determination of its expenditures31
without external control.

Personnel. The original Statute granted a free 
hand to the Corporation In the matter of selecting, employ
ing, and fixing the compensation of Its employees. The only 
limiting clause was the provision that no employee could re
ceive a salary in excess of that provided by law for the maa-32
bars of the Federal Home Loan Bank Board. Some restric
tions were added on May 28, 1935 which prevented a person 
who was an officer or director of an institution engaged in
lending money on real estate from being appointed as a Cor-

33
poratlon employee in any regional or State office. It was 
also required that a person must have been a bona fide resi
dent of a State for at least one year immediately preceding 
the date of hie appointment as an employe© in any State or
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district office of the Corporation rendering service in tiiat 
State*

These restrictions still permitted the Corporation 
a great deal of discretionary power concerning Its personnel 
policies* Legislative attempts were made to 1b ve the Cor* 
poration’s employees placed within the classified Civil Ser
vice from the start of operations* These attempts were re
pelled, ostensibly because the type of organization and the 
necessity for promptness in selecting employees precluded the 
use of Civil Service procedures with the resulting loss in 
time* In addition it was claimed that Civil Service proced
ures would not permit enough flexibility in the organiza
tion’s work#

fhe free hand in personnel matters granted to the 
Home Owners1 Loan Corporation was not an exclusive grant* It 
became quite a common practice to permit the government cor
porations being established in large numbers during the early 
Hew Heal days similar privileges* As a result, pressure be
came Increasingly persistent to cover the large number of em
ployees in these corporations into the classified Civil Ser
vice* Such coverage was finally extended to most of the oor-

34
porations on January 1, 1942 by Executive Order. By that 
time, however, the Home Owners’ Loan Corporation had complet
ed its lending operations and had started to reduce the number
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of Its personnel.

Minor authorizations - Interagency financial transactions
The Home Owners* Loan Corporation was uaed to help 

underwrite the Federal Home Loan Bank system to a limited ex
tent. Statutory provision was made for the Corporation to 
purchase Federal Home Loan Bank Bonds, debentures, or notes, 
or consolidated Federal Home Loan Bank bonds or debentures. 
Also, the Corporation was to purchase full-paid income shares 
of Federal Savings and Loan Associations after the funds of 
the Seoretary of the Treasury for this purpose were exhausted. 
Authorization was also made for the Corporation to purchase 
shares in any institution which was (1) a member of a Feder
al Home Loan Bank, or (2) whose accounts were insured under

35
Title IT of the National Housing Act. A limit of IJOflpOtyOOO 
was placed on the amount available for these transactions.

Title IT of the national Housing Aot authorized the 
establishment of the Federal Savings and Loan Insurance Cor
poration to Insure deposits in mortgage lending institutions. 
At the same time Congress directed that its capital stock of 
#100,000,000 was to be subscribed for by the Home Owners*
Loan Corporation.
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Chapter III
ACTIVITIES 0? THE HOME OWNERS’ LOAN CORPORATION

yull-soaled lending activity had to wait until a
suitable organizational structure had been erected, This
required three months to build and another month to secure

1
satisfactory operation. Applications for loans were being
accepted during this period by the Corporation but few were
receiving the necessary processing. By December 31, 1933

2.
only 37,249 loans had been refinanced.

It is not surprising, In view of the mortgage sit
uation then existing, that considerable criticism was direct
ed toward the Corporation for this delay. In all fairness 
to it a certain amount of lost time had to be expected. On 
the other hand, there is ample evidence that the problem was
not attached as promptly or a© efficiently as it might have 

3
been*

The Organization in Outline

A home office was established in Washington and an 
operating staff created consisting of a general manager, a 
general counsel, and heads of the various departments and di
visions originally created. This staff was gradually expand

ed as new departments were created when the need for them
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arose. Originally, five deputy general managers and six as
sistant general managers were appointed. The deputy general 
managers were to serve as aides to the general manager, usu
ally as Heads of Home office departments or divisions. The 
assistant general managers were placed in charge of the six 
districts into which the country was divided. Central of
fices were established in each of the States as well as the 
District of Columbia and the Territories of Hawaii and Puerto 
Mao. States were subdivided into districts and district of
fices established in those areas where the amount of business 
required them.

During 1934 it became apparent that the pressure 
of business was becoming too great to be supervised expedi
ently by the home office. The country was divided into elev
en regions and regional offices established to which, there
after, the primary supervision of the State offices was del
egated. *The jurisdiction of the regional office is merely
the jurisdiction of Washington headquarters transferred into

4
regions for greater convenience and flexibility.*

Issuance of Bonds

The Corporation’s success obviously depended upon 
the attractiveness of its bonds to the mortgagees. The capi
tal Stock limitation of #200,000,000 and the proviso that 
cash could be loaned only when the mortgagee could not be



www.manaraa.com

58

persuaded to accept the bonds prevented any other alterna
tive.

Difficulty prior to principal guaranty
The resistance to acceptance of the bonds by the

mortgagees and their poor showing on the open market have
5

already been pointed out. This unexpected non-acoeptance
caused delay in extending aid to the home owner and result*
ed in increased operating cost to the Corporation.

he the bonds continued to meet a slow-moving and
unstable market a group of some 3,000 investment dealers and
bankers were organized into a bond selling group early in 

6
1934. It was hoped that by this means the bonds would be
better received. They did rise to ninety-three and ninety-
four on the market but at no time did they reach par value.
In all, about #700,000,000 worth of interest guaranteed bonds

7
had been exchanged for mortgages.

The Act of April 27» 1934 extending guarantee to 
the principal allowed mortgagees who had previously accepted 
bonds to exchange them, for a period of six months, for the 
fully guaranteed bond. Approximately one-half of the bonds 
were so refunded during that period. On July 1, 1935 all 
4 per cent interest-guaranteed bonds outstanding were called.

Total amount Issued
Through June 30, 1946 the Corporation had issued



www.manaraa.com

59

8bonds to an amount of #3>490,000,100. This amount, togeth
er with a small cash disbursement, refinanced 13,093,451,321 
worth of mortgages and permitted approximately #400,000,000 
for payment of delinquent interest and taxes, foreclosure aitf 
acquisition costs, and reconditioning costs on homes secur
ing the Corporation’s loans. In addition, a #223,856,710 cu
mulative investment had been made in the share capital of 
savings and loan associations and #100,000,000 provided for
the entire capital stock of the Federal Savings and Loan In-

9
surance Corporation.

Legdi^FrooMur©

It is best to describe the lending procedure in a 
somewhat lengthy manner. A more thorough knowledge of the 
activities of the Corporation and of the methods employed to 
refinance loans can be secured by this means. It will also 
assist in understanding the Corporation's administrative or
ganization and the problems connected therewith.

It should be remembered, in viewing its procedural 
pattern, that

the Corporation does not enjoy in the conduct of 
its business the freedom of action of the private 
lending agency. ... Thus, the extent of the relief 
granted by the Corporation in a given case is ri
gidly limited, as are the obligations which may be 
refunded, and the types of security which may be 
accepted by it are limited as well. Likewise, each 
case must be thoroughly investigated before a loan
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may be granted* in order to determine the eligi
bility under the law of the applicant and his 
home property.*0

Filing of application
A home owner could file an application for a loan 

In the Corporations district or sub-district office operat
ing in the territory in which he resided. If neither type 
of office covered his area* application was made at the State 
or territorial office, At the time of application the appli
cant was required to submit evidence of his title or Interest 

I-;-:.in the property and the circumstances necessitating his seek
ing a loan* this Initial step* while absolutely necessary, 
created considerable delay in the lending process, for

in very few cases - not more than 25 or 30 percent 
of them, on the average throughout the country - 
does the home owner make at the outset a correct 
statement of his situation. It is to be remember
ed that a large proportion of these people have 
limited experience in matters of this sort* and 
they do not know.11

Preliminary analysis and reports
After the application had been made it received a 

thorough analysis in the district office. If this analysis 
Indicated that the case might be eligible it was placed on 
file In the Control Section of the district office. If the 
analysis showed that the ease was clearly Ineligible all in
terested parties were so notified, Reconsideration of the
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ease was permitted for rejected applications provided the 
home owner presented hi® evidence for believing that the re
jection was erroneous.

Bases for rejection. Grounds for rejecting an ap
plication were a title fault, a property value over $20,000, 
an unsatisfactory character report, too low a property value 
to support the asked for loan, and other tests prescribed by 
the Board* In the attempt to see that only distress cases 
received loans if H t  is discovered that the home owner has 
unnecessarily or without justification stopped payments on 
his mortgage Indebtedness, such evidence shall be considered
sufficient basis for ending further consideration of any ap- 12
plication." It should be remembered that the distress re
quirement was not present in the original act* It was insert* 
ed in the Act of April 27* 1934 after it had become apparent 
that undeserved loans were being consummated*

Reports* The next step comprised a character re
port from an approved reporting agency. Statements were also 
secured from each holder of a lien or encumbrance on the pro
perty specifying the amounts of such lien or liens.

Assuming eligibility, a preliminary appraisal was 
made by an employee of the Corporation*s Appraisal Section, 
The appraiser1® report included his estimate of the state of
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condition and the need for repairs as well as the value of 
the property* If this appraisal showed that the value of the 
property was sufficient to allow the loan applied for all ma
terial coaoerning the ease was re-examined in the district 
office and either rejected or certified for a second apprais
al •

The second appraisal was known as the fee apprais
al and was made by an appraiser, not an employee of the Cor
poration, who was on the list of approved local appraisers.
To speed the process of obtaining a loan it had been decided
to have a local appraiser in each county and a proportional-

13
ly larger number in congested areas. Appraisals were made 
by these appraisers on a flat fee basis. This basis was 
placed very low because the applicant was required to pay 
for it in cash except In those cases where he was unable to 
do so. In those eases the Corporation paid the fee and add
ed it to the face value of the loan when consummated.

The fee appraiser had to submit findings similar 
to those submitted in the first appraisal. His report had 
to Include an estimate of the repairs needed as well as the 
value of the property.

The report was then reviewed by a review appraiser 
of the Corporation* The case file was then forwarded to the 
State office for further action if the appraised value of
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tlie property appeared to support the requested loan*

State offlee action
When a need for reconditioning work was indicated 

the case was sent to the teeonditinning Section of the State 
office* Specification® for the needed work and estimates of 
the cost were prepared and the case then forwarded to the 
State loan Committee.

The State loan Committee. A Loan Committee sat at 
every State office* The Committee members were the State 
manager, the State counsel, and the State appraiser, or their 
authorized deputies. The State reconditioning supervisor sat 
with the Committee in those cases involving reconditioning*

The Committee studied the entire file together with 
the appraised values of the property and the recommendations 
of the Corporation's review appraiser* The Committee then 
determined the final value of the property so far as the Cor
poration was concerned. This value could not be over 110 per 
eent of the fee appraisal value* If the value was incapable 
of supporting the desired loan, or if the case was found to
be ineligible for other reasons, all interested parties were 14
so notified*

Insurance report* A still-eligible case was sent 
to the State Insurance Section from the Loan Committee* This 
Section computed the amount of fire insurance which the
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mortgagor would b© required to carry. As a measure of se
curity for its loans the Corporation required that fire in
surance be carried in an amount equal to the depreciated re
production value of the property or equal to the principal 
amount of the loan, whichever was the smaller. Hail and vdnd* 
storm insurance were also required in those areas where con
ditions deemed It advisable.

Lienholder's consent, fhe next step was taken by 
the State Adjustment Section, fhls Section had the respon
sibility of determining whether the amount of the proposed 
loan would be sufficient to cover the claims presented by the 
lienholders. fhe amount demanded by each lienholder had to 
be stated and a written acceptance of the Corporation's bonds 
or cash in exchange for the lien had to be secured from each. 
In those cases where the loan would not be adequate to sat
isfy ©11 the claims the loan was rejected unless the lien
holders agreed to scale down their claims or to subordinate 
their liens to the Corporation's prospective lien.

A practice developed during the period when the 
bonds had been selling below par whereby the lienholder re
quired the home owner, in return for his agreement to re
lease his lien, to pay to the lienholder the difference be
tween the market price and the par value of the bonds. Al

though the Corporation could not prevent this practice,
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from, the beginning we issued most specific in
structions os that point, and said that we would 
not make a loan, and we have refused to make 
loans in every case where w© knew that practice 
was resorted to* We have repeatedly circulated 
publicity throughout the United States on the 
subject. We went on the radio on national hook
ups and advised home owners everywhere not to 
submit to any such Imposition, and we have used 
every resource we could to stop it.1*

This particular practice dropped out of existence after guar
anty had been extended to the principal of the bonds.

Another method was devised by some unscrupulous 
mortgagee® intent upon squeezing the last possible dollar 
out of the defunct mortgage* In those oases where they vol
untarily, or from necessity, agreed to accept bonds of less 
value than the full value of the mortgage as a full settle
ment of their claim they required the mortgagor to agree, 
secretly, to pay them the difference as the price for doing 
so.

the legality of this practice was often presented 
for Judicial interpretation. The principle soon developed 
that

Where a secured creditor agrees wholly to relinquish 
and release M e  claim against a debtor in considera
tion of receiving a specified sum from an HOLC loan 
to the debtor, he cannot, as a part of the same 
transaction, make a secret arrangement with his debt
or to keep the indebtedness intact in whole or in 
part and stand by and permit the loan to be closed, 
become a beneficiary and later seek to realize upon 
M s  claim. But if he does make such an arrangement 
with his debtor with the full knowledge of the HOLC, 
and it closes the loan, then the creditor, not having
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perpetrated any constructive fraud and there hav
ing been no accord and satisfaction, can maintain 
an action to collect the indebtedness still owing him.16

title examination and loan closing. After the con
sent of the lienholders had been secured, the case was then 
sent to the Legal Department for title examination and loan 
closing, the Corporation relied upon attorneys, title com
panies, and abstractors to find evidence of the applicant's 
title to the property offered as security for the loan, title 
companies and attorneys were employed to assure the Corpora
tion that the instrument taken to secure its loan was a valid 
first lien upon that title.

Attorneys and title companies were closely examined 
by the Corporation and those satisfying its qualifications 
were placed upon its "Approved List of Fee Attorneys and Utle 
Companies"* At the helghth of the Corporation’s lending ac
tivities on December 9, 1935 there were C,4&6 attorneys and 
326 title companies on this list. On the same date there
were 3,163 abstractors and abstract companies rendering ser-

17
vice on the Corporation’s loans.

The Title examiner, upon completion of the prelim
inary title examination, submitted the entire case file in
cluding the Freliminary Certificate of Title to the district 
counsel* After careful perusal of the record by the district 
counsel it was transmitted to the State counsel. If the case
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still appeared to be eligible the State Counsel set a date 
for the closing of the loan and the record was turned back 
to a loan closer. Any approved attorney or title company 
could serve as the loan closer but it was preferable to have 
the same one that had carried on the preliminary title in
vestigation. On that date the loan closer filed the Corpor
ation’s lien instrument for record and disbursed the loan 
proceeds.

All material concerning the case was then return
ed to the State, or district office, where it was thoroughly 
cheeked and then transmitted to the regional office. There 
the case was once more thoroughly examined by the Examining
Section of the regional Legal Department and then placed in

IS
the permanent files.

Notes on the lending procedure
The procedure as described was not perfected on the 

first day the Corporation opened for business. Considerable 
variation in procedures occurred during the early lending pe
riod which led to delay and confusion on the part of every
one concerned* One of the "greatest handicaps we have had, 
or we did have in the early operations of this Corporation, 
was the tendency of local officials to decide for themselves
what the procedure ought to be rather than the standard pro-

19cedure laid down by the Corporation."
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It does Illustrate the fact, however, that the 
State organizations were responsible for the lending opera
tions. All contacts with the applicants were carried on by 
the Corporation*® State, dlstriot, and local offices. The 
regional offices and the home office acted purely as super
visory agencies in the actual lending procedure.

Wholesale Division
The large number of banks and other financial in

stitutions that were closed and being liquidated presented 
a peculiar problem to the Corporation. Large numbers of 
home mortgages were in those institutions and with liquida
tion In full swing they were subject to Immediate foreclo
sure. **The fact that a mortgage was held by a closed fi
nancial Institution raised the presumption that they were
subject to foreclosure and hence in distress under the terms 

20
of the act.**

The Corporation created a separate division known
as the Wholesale 01vision to handle the refinancing of the
mortgages In those institutions. State Wholesale Divisions
were established during 1934 and the actual work was done by
those offices. Over 120,000 mortgages with a value of over
♦380 ,000,000 were refinanced. With this type of emergency
practically over by 1935, the Wholesale Division concluded

21its work during that year.
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Barly termination of application acceptance
The Corporation had been authorized to grant loans 

for a three year period ending June 12, 1936. The general 
assumption was that it would continue to accept applications 
until very shortly before that date. However, the large num
ber of applications and the limited amount of funds available 
necessitated an earlier refusal to accept any more applica
tions. Unfortunately, Hovember 13, 1934 was selected as the 
announcement date. This produced charges that politics had 
entered the picture for the announcement had followed the 
elections of that year by only a few days*

It is relatively unimportant whether politics had 
actually played a part In determining the date set for the 
announcement. It Is certain that politics played no part in 
determining that such a move had to be made. The Corpora
tion found that it would be unable to handle new applications 
with the bond authorization that it had at that time and there 
was no way of knowing whether that authorization would be In
creased .

later, on May 28, 1935, the bond authorization was 
increased to *4 ,750,000,000 and the Corporation permitted ap
plications to be filed for a thirty day period immediately 
following, From lane 27, 1935 until ?une 13, 1936 the Cor
poration completed final action on the applications that it 
had on hand.
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lending statistics
The Corporation received a total of 1,886,491 ap

plications for loans totalling 16,173,355,652 in value. B- 
liminations or withdrawals reduced the number on which loans
actually were made to 1,017,821 with a total value of #3,093, 22
451,321.

Of the total amount actually loaned, #2,700,000,000 
went to former mortgagees; #230,000,000 was applied to the 
payment of taxes and assessments; #70,000,000 was used for 
the repair and reconditioning of the properties refinanced; 
and the balance, or #50,000,000, was spent for insurance, ap
praisal and legal fees, and other costs incidental to the

23processing of the applications and the granting of the loans.
A breakdown of the #2,700,000,000 that was paid to

former mortgagees shows that 35 per cent went to building and
loan associations, 30 per cent to savings banks, 13 per cent
to commercial banks, 8 per cent to life insurance companies,
5vper cent to mortgage companies, 4 per cent to investment

24
companies, and about 3 per cent to Individual mortgagees.

Appraisal Activities

Appraisals were an important instrument in the op
eration of the Corporation. Appraisal Sections were estab
lished in the State offices and appraisal activities usually 
conducted from there. The Appraisal Sections located in the
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regional ana horn© offices performed supervisory functions al
though they aid aid in ©eking appraisals in difficult or un
usual eases.

During the actual refinancing period the great ma
jority of appraisals were made In connection with loan appli
cations. The type of appraisal action taken In those cases

25
has been described previously. But after the refinancing 
period ended large numbers of appraisals were necessary. Bach 
foreclosed property acquired by the Corporation required a 
property appraisal to determine the proper sales price and 
whether repairs and reconditioning were necessary. Reap
praisals were quit© often made on properties still owned by 
the Corporation*© mortgagors, "to keep appraisal data up to 
date and abreast of change© in local economic conditions,

26
real-estate value©, and the physical condition of properties." 
Appraisals were necessary in the routine property management 
operations to determine whether reconditioning and moderniza
tion of properties would be profitable to the Corporation.

Appraisals for other government agencies
The Corporation*s Appraisal Section cooperated with 

other government agencies to a considerable extent. Because 
of the scientific appraisal knowledge possessed by its employ
ees the Section was requested to render services to the dher 
agencies under the jurisdiction of the Federal Home Loan Bank
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Administration. It also enters# into arrangements with the
Federal Works Agency and the Procurement Division of the
Treasury for the appraisal of various types of properties

27
throughout the country.

The Appraisal Section was used extensively by other 
agencies to make appraisals of properties during th© acquisi
tion of such properties for th© War effort. For example,
during 1942 th© Section made 360 appraisals for the Navy, 110

28
for the Army, and 63 for other agencies. All work of this
nature was done on a reimbursable basis.

Appraisal statistics
A total of 5 1̂68^533 appraisal© were made in con

nection with Corporation activities from th© start of opera
tions through iTun© 30,1944* A breakdown of this figure 
show® that only 508,862 appraisals were made since June 30, 
1936, leaving 4*660,771 that were mad© while th© Corporation 
was engaged in lending operations. That this figure may be 
better understood It should be remembered that each proper
ty securing a refinanced loan received three separate ap
praisals.

Most of the 508,863 appraisals made subsequent to 
the lending period were made in connection with the acquisi
tion of foreclosed properties by the Corporation or were re
appraisals of properties made because of changed economic
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conditions or raal-estate values*
Figures are not available concerning the number of 

appraisals made since June 30, 1944* However, the number 
would be small* Only 91,505 appraisals were made during the 
three years immediately preceding that date and the number 
was steadily declining each succeeding year.

The question of making proper appraisal® was one of
the most perplexing problems confronting the Corporation*

On the one side, the depression had shattered ideas 
of property values. All transactions were distress 
transactions, and the practical criteria of value 
presented by the market, which the great majority 
of appraisers had followed, were gone. On th® other 
side, the country lacked a profession of real-estate 
appraising comparable with the professions of ac
counting, engineering, or medicine.2®

The practical expediency of basing appraisals on market value
had created an absence of appraisers possessing a knowledge
of economic principles underlying real-estate values and of
the technique of making scientific building inspections and
of computing valuations.

The Corporation was required to remove the chaotic
conditions in the appraisal field if its purpose was to be
accomplished. Appraisals would have to be based on some
other factor than market value. Market value had depreciated
to such an extent that few properties would have supported
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the requested loam If appraised on that value.
Three-point appraisal formula. The Corporation de

veloped th© three-point appraisal formula as the basis for 
its property appraising. Basically, it was used to arrive 
at a fair valuation of th© property and one liberal enough 
to permit the property to be used as collateral for a loan. 
This formula gave "equal weight to th© present market value, 
the reproduction cost, less depreciation, and the value ar
rived at by capitalizing th© reasonable rental value of the

30
horn© over a period of years."

Despite the attempts made to arrive at a fair value,
"the Corporation*© valuations are often disputed, sometimes
with entirely conscientious motives, but at other times from

31
a desire to accommodate selfish interests." If serious 
disputes arcs® they became subjects for investigation by the 
regional appraisers in discussion with State appraisal ad
visors. that these protestations produced results in some 
cases would be expected. In the main, however, the valua
tions established by the Corporation were adhered to. To do 
otherwise would have reduced the appraisal program to a sham
bles.

Methods used to improve appraisal technique. The
Corporation attempted to secure the services of only the

32
better qualified local appraisers. In addition, series of 
technical appraisal conferences were held in several States
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ana were open to anyone interested in appraisal work, These 
conferences were designed to assist appraisers in estimating 
the value of real property and in presenting their findings 
in an intelligent manner, with clear justification for their 
conclusions. In other words, the emphasis was directed to-* 
ward appraisal Judgment rather than the establishment of for
mulae. Basic principles stressed were: (1) that cost and
value are not synonymous, (2) that th© value of a property 
as mortgage collateral is not the same as market value, (3) 
that mortgages cannot be based upon speculative values, and
(4) that appropriate allowances must be made for depreciation

33
and obsolescence. The Appraisal Section also held group 
meetings of the appraisal personnel in looal, district, and 
State offices. Bulletins on technical appraisal principles 
were issued periodically and home office and regional apprais
al personnel aided in difficult and unusual appraisals and 
Issued Instructions concerning them.

Property Reconditioning

Property reconditioning has been one of the major 
activities of the Corporation. Its magnitude became apparent 
when it was found that over 50 per cent of the homes being

34
refinanced needed some type of repair or reoonditioning work. 
To direct this phase of the Corporation’s work the Recondi
tioning Section was established on June 1, 1934. Prior to
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35

000 had been completed.
The Corporation actually assumed the initiative con

cerning th© reconditioning of property* This is apparent by
■ ,t

th© requirement that th© appraiser© making the initial ap~ 
preisal of property for loan refinancing eligibility also had 
to submit estimates as to the need for repair and recondition- 
ing. In a oase where such work was needed, work specifica
tions and a coet estimate were prepared by the Recondition
ing Section and became a part of th© case record while th© 
application was still being considered for loan refinancing.
At the time the loan was closed Corporation employees In
spected the home, advised the owner on the proposed repairs,
prepared and secured bids, approved contracts, and super-

36
vised the progress of the aetual work. Although the owner 
had the right to prevent such practices - he had to approve 
the work contract also - under the circumstances he very sel
dom objected.

A loan could be granted for the remodeling and mod
ernising of a home already refinanced by th© Corporation.
This type of relief constituted the only exception to the 
rule that an owner who had received on© loan from the Cor
poration was not eligible for a second one. wTo save the ex
pense of reopening a first mortgage already held by th© Cor
poration on a home, it may permit the writing of a second
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mortgage to secure the recondition l o a n . "37
The Corporation also held the authority to advance 

funds to a home owner for necessary repair and recondition- 
ing work even though his mortgage had not been refinanced by 
the Corporation, Th® home owner had to prove that he had 
been unable to secure the seeded loan from a private lending 
institution before the Corporation could advance the money. 
Actually, this provision was seldom used. Eeeonaitlonisg 
loans were mad® only to distressed home owners whose mort
gages la practically all cases had been refinanced by the 
Corporation.

Th® Reconditioning Seotion also cooperated with in
surance adjusters to provide for repairs or rebuilding of 
homes damaged or destroyed by fire or storm. Settlements
from Insurance companies averaged approximately $40,000 a

3 8
week during the period of maximum operation.

Cooperative action with other government agencies
In two cases the Reconditioning Section and the 

Works Projects Administration attempted to coordinate their 
efforts. In Atlanta, Georgia, and Louisville, Kentucky, the 
Reconditioning Section supplied the funds and the Works Pro
jects Administration provided the labor on several jobs. The 
results were unsatisfactory because of the.: limited number of 
days that a W$*A worker was allowed to work a week and because
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most of the jobs were small ones ansaited to that type of em~
39

ployment program*
Baring the War the Reconditioning Section cooper

ated with other agencies on several occasions, tinder the 
Home Use Service program it secured seven-year leases on pri
vately owned buildings and dwellings and contracted for their 
conversion into suitable housing units to house war workers. 
This work was started in 1942 and terminated in 1944 when the 
management of the units was transferred to the federal fublie
Housing Authority. A total of 47,195 leases were secured by 

40
the Section.

The Reconditioning Section also aided the Homes Re
gistration Offices In their program of encouraging the re
pair, modernization, and conversion of homes to provide ad
ditional housing accomodations for war workers. The Section 
Inspected properties and made recommendations concerning the 
work that had to be done.

The Section was called upon to cooperate with the 
War Production Board after the adoption of th© priorities 
system for defense housing in 1941. field investigators made 
surveys of priority compliance In 284 publicly financed de
fense housing projects to ascertain th® extent of priority 
compliance and to emphasize the necessity of conserving sosroe 
building materials. Later, in May 1942, another survey was
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made in connection with th® Board*a wstop-constructioji order”. 
This survey ended in July 1942 by which time over 23,000 con
tacts had been made in 5,503 cities. All of this work was

41
done on a reimbursable basis.

Reconditioning statistics
The Reconditioning Section, during the Corporation* s 

lending period, was primarily concerned with extending recon
ditioning loans to borrowers whose properties needed neces
sary repair and maintenance work. By June 30, 1936 nearly

42
360,000 reconditioning contracts had been awarded. After 
the lending period had passed the need for such work decreas
ed quite rapidly although the Section continued to advance 
loans for this purpose when needed.

When the Corporation started to acquire homes 
through foreclosure it was found that large numbers needed 
repair or maintenance work before they would be suitable for 
sale or rental. Consequently, the Reconditioning Section 
turned to that type of reconditioning as Its primary concern.
Of the 66,065 reconditioning contracts awarded during the

43
1940 fiscal year, 60,235 were of that nature.

As economic conditions improved borrowers were bet
ter able to finance necessary repair work themselves and the 
number of Corporation foreclosures started a rapid descent.
The work of the Reconditioning Section neoessarily started to
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decline under those conditions. From 3uly 1, 1940 through 
«Time 30, 1944 only 71,598 reconditioning contracts were a- 
warded and of this number only 3,093 were made during the 
1944 fiscal year.

A total of 867,466 reconditioning contracts amount-
44

lug to a value of ♦183,959,027 were awarded by Ian© 30, 1944. 
Figures on the number of contracts awarded since Jane 30,
1944 are not available but would undoubtedly be quit© small 
unless a reversal of the previous trend has occurred.

^Scientific” reconditioning techniques created
Th© Corporation has attempted to implant two new 

concepts in the field of property reconditioning. It is 
hoped that private agencies will follow Its lead in this 
move.

Master specifications. One of the fundamental con
tributions of the Reconditioning Section has been its build
ing of a set of master specifications with the cooperation 
of architects, contractors, manufacturers, building trades 
associations, th© United States Bureau of Standards, and the 
Merlean Society for fasting Materials. The specifications 
constitute a handbook Of approved materials and practices in 
home reconditioning that is adaptable to varying conditions 
and localities. Constant revision of the specifioatione en
sured the use of the latest improvements. Work done on
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reconditioning projects under the Corporation’s jurisdiction 
was performed in accordance with these specifications. Some 
private reconditioning work has also mad© us© of them.

The advantage of these specificatione is that they 
make reconditioning work simpler and more uniform. By their 
use the exact nature of the needed repairs can he adequately 
and uniformly described and the nature of th© work to be per
formed accurately detailed*

neighborhood reconditioning. While reconditioning
of individual property was necessary for good security, the
Corporation realized that it "would have achieved much more
permanent and worth while results had they been empowered to

45
recondition surrounding properties." The value of a home, 
although based primarily upon its own assets, is influenced 
directly by its surroundings. The effect of reconditioning 
a property in a blighted area, while increasing the value of 
th© property somewhat, is not so satisfactory as the results 
of renovating the entire area.

Though the Corporation had no legal power to com
pel neighborhood reconditioning it encouraged such aotivitiea 
The Seconditionlng Section’s staff participated in the pre
paration of neighborhood conservation surveys and in the de
velopment of cooperative improvement plans in those areas 
where the Corporation had a heavy concentration of loans. The 
most notable project was attempted in Baltimore, Maryland, In
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a district known as th© Waverly area* The Reconditioning 
Section, with the cooperation of private mortgage and insur
ance companies and with individual owners of both mortgaged 
and unencumbered properties, Initiated an improvement pro
ject covering several blocks. Where the home owner was un
able to finance the cost of reconditioning loans were obtain
ed through the Federal Home Loan Bank System and private lend
ing agencies. The city cooperated in th® program by con
structing necessary street and alley improvements, parks, and

46
playgrounds.

Loan Servicing

The Corporation's financial success depended In 
large part upon the system developed in servicing its loans. 
Personal contact by Corporation representatives could not be 
used entirely because this method would prove too costly in 
view of the Corporation*s country-wide organization. Another 
factor needing consideration was its policy in handling de
faulting mortgagors. Too lenient a policy would result in 
an eventual breakdown in the Corporation*s financial struc
ture while too strict a policy would bring charges that the 
Corporation was abrogating the philosophy underlying its cre
ation.

Collections
It was decided that mail billing would be the most
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efficient and least costly method of loan collection. Month
ly bills wese mailed to the borne owner in advance of the due 
date from regional offices. These offices were selected as 
tbs proper collecting offices as all loan records were kept 
there. As a means of convenience to the borrowers, collec
tion offices were established by the Corporation in loan- 
ooncentration areas where payments could be made in person
rather than requiring that the payments be made only to the

47regional offices by mail.
Sixty days after the first missed payment a field 

representative of the Loan Service Division made a personal 
call on the home owner. Els task was to locate the cause of 
the trouble and to suggest any possible cure. nThls is a 
fundamentally different approach from the methods of earlier 
years, when inability to make repayment according to the 
terms of th© mortgage contract was solely the borrower’s

48
problem, end it was up to him to find his own solution.”

When these methods failed to produce payments and 
delinquency reached the ninety-day stage the case was turned 
over to the State Loan Service Division to follow through 
either to collection or to foreclosure.

Procedure followed with defaulting home owners
Every possible aid was rendered to the home owner 

by the Loan Service Division. The method developed rested on
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the,^assumption that better results could be obtained by an 
Individual ease analysis than by bulk treatment* The bases 
for this assumption were: (1) that the real cause of de
linquency must be ascertained and a solution worked out co
operatively by mortgagor and mortgagee; (2) that careful in
vestigation of the facts in each individual case spot-lights 
the real problem and permits accurate classification of de
linquent loan accounts; (3) that since the mortgagor is more 
interested in the property than a third person, every in- , 
duoement should be made to gat the mortgagor to make some
payment; and (4) that the problem of the mortgagor becomes

49automatically the problem of the mortgagee*
Satisfactory solutions to the defaulting home own

er1 a problems were sought by whatever means available* At
tempts were made to secure positions for the home owner If 
he was unemployed, arrangements were made for public assis
tance for the most needy, and loans were extended in certain 
eases* The latter method provided for the recasting of the 
loan payments more nearly suited to the individual's ability 
to pay*

Foreclosures
Foreclosure was undertaken only after all other ef

forts to secure payment had failed. In most oases foreclosure 
resulted from abandonment of the property, wilful refusal to
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pay, death of th© borrower, legal complications outside the 
control of the Corporation, or th© absolute inability of th© 
home owner to pay.

Charges that th® Corporation pursued a hard-boiled 
foreclosure policy were unfounded. In over 70 per cent of 
all eases the Corporation withheld foreclosure proceedings 
until the arrearage amounted to twelve monthly Installments
or more. Because of this practice, Mthe average loan bal-

*

anoe at the time of foreclosure was actually higher than the 
ayerage original amount of the foreclosed loans ... the Cor
poration made substantial advances for taxes, insurance, and
maintenance over and above th© original loan amount before

50
it resorted to foreclosure.w The Corporation’s foreclo
sure policy might well be described as firm but not hard- 
boiled* It was this firmness in th© face of bitter criti
cism that prevented the entire bottom from dropping out of 
the Corporation’s program.

The question of th© Corporation’s right to fore
close was even brought to a judicial test* Th© Gourt deter
mined that

the obligation of the mortgagor to pay or the mort
gagee to foreclose in accordance with th© covenants 
in the note and mortgage are all absolute and none 
of them are made contingent on the borrower’s health, 
good fortune, or ill fortune, or the regularity of 
his employment. In this respect a mortgage to the 
Home Owners’ Loan Corporation is in no different 
status than one to any other person or corporation
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and the court can In nowise change the contract or 
the obligation entered Into,51

Foreclosure proceedings were handled by the State 
office after receiving th© approval of the regional office.
In most States practicing attorneys from the Corporation’s 
’’Approved List of Fee Attorneys and Title Companies” were 
employed to carry out the foreclosure proceedings. Th© State 
office assumed a supervisory role in th© process.

The greatest number of foreclosures occurred during 
the recession period from July 1936 to June 1937 when the av
erage age of the loans was about two years, By that time it 
became apparent that it was th© only thing to do in those 
case® where the individual was absolutely unable to repay th® 
loan and In those cases where th® individual wilfully refus
ed to do so, hoping to receive a free gift from the Govern
ment. During th© 1937 fiscal year 70,864 foreclosures were 

52authorised. From that peak period the number of foreclo
sures ha© shown a constant decrease. Daring the 1945 fiscal 
year the numfeer totalled only 432 and it has been estimated 
that only 100 foreclosures will occur during th© 1947 fiscal 
year. By June 30, 1946, 198,196 properties had been acquir
ed by the Corporation through foreclosure.

When viewing the foreclosure policy of the Corpora
tion, keeping in mind the type of mortgagor refinanced by the 
Corporation, the "outstanding fact is not that the Corporation
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may ultimately have fifteen per cent of foreclosures but that
85 per cent or more of homes that were absolutely lost have 

54
been saved." This prediction, made in 1936, proved to be 
fairly accurate but erred on the optimistic side. Actually, 
80*5 per cent were still solvent as of June 30, 1946*

Tax and Insurance problems
The Corporation found in its loan servicing that

taxes and insurance costs were difficult problems for Its
mortgagors* loan payment is usually made by monthly install*
ment but tax and insurance charges are usually paid In lump
sum. Just how burdensome taxes were on th® Corporation1s
mortgagors can be illustrated by the fact that 40 per cent
of them were delinquent in tax payment for one or more of the

55
years during 1933 to 1937*

There are approximately 182,000 taxing Jurisdic
tions in the United States, Under our haphazard system of 
tax administration it becomes a difficult problem to keep a 
current check upon the payment of local taxes by the mort
gagor* Prior to 1939 the Corporation spent approximately
|350,000 a year to cheek the properties on which It held mart- 

56
gages*

During this same period the Corporation, to protect 
Its lien, advanced considerable amounts to its mortgagors for 
the payment of taxes. The peak was reached during the 1940
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fiscal year when such, advances totalled f66,283,241.^ At 
the same time the Corporation was also paying an average of 
$500*000 a month for penalties and interest on delinquent 
taxes.

A payment plan for taxes and Insurance. The Cor
poration inaugurated a plan in September 1939 protect 
Itself against tax and insurance defaults. The plan permit
ted the home owner to transmit advances on a monthly basis 
for taxes and insurance. Those mortgagors who received an 
extension or revision of their loan payments under the Mead* 
Barry Amendment were required to enter into the tax and in
surance plan with the Corporation. "Under this arrangement 
the home owner agrees to deposit monthly with the Corpora
tion one-twelfth of the amount of his annual taxes and one*
thirty-sixth of the amount of a three-year fire insurance 58
premium.* At one time, on «Tune 30, 1942, the number of

59
mortgagors using this plan numbered 431,213. The number 
has since decreased due to the reduction in the number of 
outstanding accounts. However, the proportion of such ac
counts to aoeounts outstanding has steadily Increased. This 
proportion was approximately 53 per oent on tftm© 30 > 1942, 
and has risen to approximately 70 per cent at th© present 
time.

Change in insurance policy. The Corporation had 
maintained insurano© contracts slnoe 1933 with the Stock
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Company Association, formed to represent the stock fire in- 
sursnce companies, and the Mutual Company Association, form
ed to represent the mutual fire insurance companies* These 
contracts covered the properties owned by the Corporation 
and the properties of borrowers who failed to provide ade
quate insurance protection for their properties.

A study of the Corporations insurance program 
made during 1939 showed that fire losses on its mortgagors* 
properties proved to be very low compared to the premium® 
paid for the Insurance. On February 1940 an invitation was 
extended to ell Insurance companies licensed to do business 
in the United States to submit bids for the insurance of the 
properties. A total of twenty-nine bids were submitted* The 
bid of the Stock Company Association was accepted, a new con
tract was exemted, and existing contracts cancelled.

tinder this agreement an open policy was provided 
for each State and Territory under which the properties of 
those borrowers who maintained monthly tax and Insurance ac
counts with the Corporation could be insured. It also pro
vided for insuring the properties of those borrowers who pro
vided insufficient insurance for their properties as requir
ed by the Corporation.

It was not compulsory that mortgagors insure their 
property through the Stock Company Association but 90 per
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cent of them who had adopted the Corporation’s tax and in-
63

euranoe payment plan did so.
As a result of this Insurance study the Corpora

tion decided to handle its own insurance protection on pro
perties owned by it. In June 1940 the Corporation cancel
led all outstanding insurance policies carried by it and 
adopted a plan for the monthly accrual of a reserve for fir© 
losses.

Loan servicing statistics
Loan servicing remains as the primary activity of 

the Corporation at the present time but even it has decreas
ed considerably during the past few years. This is attribu
table to two reasons: (1) the number of outstanding loans
has decreased considerably, and (2) improved economic con
dition® have made it easier for the mortgagors to maintain 
their accounts In a solvent status.

On June 30, 1939 forty-nine per cent, or 390,410, 
of the ordinal accounts needed loan servicing. Of this num
ber 204,296 accounts were more than three months delinquent;
74,374 represented problem eases although not actually in de-

61
fault} and 111,738 were delinquent in tax payment. On that 
date only 53 per cent of the accounts were being paid on 
schedule.

By June 30, 1945 only 10,972 of the 532,495 active
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accounts were in arrears three months or more and 92,642
were In arrears less than three installments. By June 30,
1946, ninety-eight per cent of the 430,307 accounts out-
standing were current or less then three months in arrears,
leaving only 2 per cent, or approximately 6,500, serioasiy62
in need of loan servicing,

Properties acquired by the Corporation were ulti
mately to he sold although they might stay in the posession 
of the Corporation for some time, The first step, after ac
quisition, in the majority of cases was necessary repair and 
reconditioning. Experience had demonstrated that this step 
enhanced the sales price of the property by a greater amount 
than the cost of the repairs. The average repair expenditure
on acquired properties has been approximately #333 per pro- 

63
party.

The Corporation did not develop the practice of 
immediately ridding Itself of its property holdings although 
sale was the ultimate destination. During the peek of its 
property holding In 1938 and 1939 the Corporation was such a 
factor in "the residential reel estate market that if it pur
sued a policy of dumping, irrespective of losses or local 
conditions, it would soon so undermine the real-estate struc
ture as to not only stop new building but depress the value
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of the hundreds of thousands of homes on which it held mort- 
64

gages,*1 On the average, the homes were held a little more 
than ten months before being sold,

Acquired properties were placed under the super** 
vision of the Property Management Division, fhis Division 
determined whether the properties were to be offered for im
mediate sale or rented for a period of time. It performed 
no rental or selling duties itself but did supervise these 
operations, these supervisory activities cost more than ♦40 
per year for each individual property.

fhe actual rental and selling of the properties 
were handled by contract and approved real estate broker®. 
Diets of sales and management brokers were compiled by the 
troperty Management Division for these purposes. When the 
Division determined that a property should be rented it con
tacted one of the listed management brokers for that area 
who then performed the actual rental and rent collection 
duties. In the case of sales, the Division compiled lists 
of its properties to be sold, together with the established 
sale prices, In a particular locality and forwarded these 
lists to the sales brokers for that particular locality, 
fhese brokers were then free to contact prospective home 
buyers and make arrangements to sell the properties.

Brokers operated on a fee basis set by the Corpor
ation9 s home office on the recommendation of the regional
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offloe. These fees werf based on the fees established by the 
real estate board of the locality if such fees were reason
able. If considered to be not reasonable, the Corporation 
established a fee schedule which it believed reasonable for 
the work,

Properties were sold on an all-eaah basts or on a
cash down payment of 10 per cent or more of the sales price,
with the balance amortised for a period not exceeding twenty-

66
five years. Actually, only 6 per cent of the sales have
been made on an all-cash basis,

fhe Corporation faced other problems in the sale 
of its properties beside the fear of reducing real-estate 
values through immediate large-scale selling. Homes held 
by it were predominantly old and of the small-value type* to 
sell these houses the Corporation had to meet the competi
tion not only of new housing but that of other institutions 
with houses to sell.

fhe decision to sell was not greatly influenced by 
the loss which would occur from the anticipated sale and the 
sales price was not determined by the capitalized value or 
acquisition cost but by the actual market value, This prac
tice has resulted In a loss of approximately #1400 per pro
perty, The average sales price has been 94 per cent of the
original loan and 74 per cent of the capitalized value of 

6?
the property.
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That the Corporation has had success, other than 
monetary, In the selling of its acquired properties cannot 
he denied. 0ntll April 1939 the number of properties ac
quired monthly had exceeded the number sold. Since that 
time the reverse has been true in an increasing ratio. Two 
factors have contributed to this situatalon. Loan exten
sions permitted by the Mead-Barry Amendment have materially 
reduced the number of foreclosures and the housing shortage 
occasioned by World War II created a market for any avail
able housing. The fact that the Corporations "favorable 
balance of trade" in owned properties started before either 
of these factors were present does not alter the fact that 
had they not ooourred the Corporation*s owned property situ
ation might be much different. By ffanuary 30, 1947 the Cor
poration owned only 3® of the nearly 200,000 properties it 

66
had acquired.

A rather small, but fairly important, accomplish
ment of the Corporation’s sales activity has been its abili
ty to meet the demand for low-cost housing. "Over 26 per
cent of its total sales have been in the price class below 
$2,000, end more then half have represented units priced
below #3,000, which are generally within the reach of fami-

69
lies with lees than #1, 500 annual income,"

Property management statistics
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Peak property management activity had ended before 
1942* The Division had acquired the vest majority of its 
properties between the 1937 and 1940 fiscal year and its 
heaviest Celling period occurred between the latter part of 
the 1939 fiscal year and the 1941 fiscal year.

During the 1937 fiscal year the Division acquired 
70,864 properties while it sold 49,716 during the 1940 fiscal 
year* Its peak in property holdings was reached during July 
1938 when it handled 103,349 properties.

By the 1945 fiscal year its activity had decreased 
to such an extent that it acquired only 432 properties and 
sold 4,990. It is estimated that it will further be reduced 
to the point where only 100 properties will be acquired and 
250 sold daring the 1947 fiscal year.

liquidation Progress

Too strict a comparison with ".sound* business prac
tices should not be made when considering the liquidation 
progress of the Corporation. In the first place, a safe fi
nancial consideration would not have dictated the refinanc
ing of many of its loans. The average mortgagor when refi
nanced had been several months in default and unable to se
cure aid from private sources. Loans, in many cases, were 
made on homes in great need of repair and in areas where 
blight had made its appearance.
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The Corporation had barely started operation, before 
two types of proposals were being made that would materially 
effect its liquidation progress* One type wanted liberalized 
mortgage terms while the second type sought enforced early 
liquidation of the Corporation*

Demands for liberalized mortgage terms
Despite the fact that the Corporation offered its

mortgagors the most liberal mortgage terms experienced In
this country to that time pressure soon appeared for greater
liberalization*

With the rescue job well done .*«, the 10LC was an 
easy target for various agencies and individuals 
who sought economic or political favor with the 
mortgagors! particularly with those who found them
selves In trouble largely because of the decline in 
economic activity during late 1937 and early 193®*
Many of these self-appointed friends of the people 
and agitators against the BOLC policy represented 
the same group who were responsible largely for the 
original mess*70

The demands for liberalization favored three pro
posals: lower interest rates* extension of the amortization
period, and a new moratorium on principal payments* The 
Corporation’s attitude was against any liberalization for 
several reasons: the term® were already the most liberal
given, the Corporation was operating at a deficit and liber
alization would result in further deficits, the difference 
in monthly payments would help the home owner only slightly, 
a moratorium would not help those in default because the



www.manaraa.com

97

Corporation was already authorized to extend the payment pe
riod, and such changes would necessitate the recasting of 

71
the mortgagee.

In opposition to Its announced views, however, the 
Corporation ruled on September 7, 1939 that after October 15, 
1939 the interest rate would be reduced to 4i per cent on all 
loans. The probable object was to out off further liberal
ization demands. By acting on its own initiative it hoped to 
forestall a possible lower rate imposed by Congressional 
action.

On August 11, 1939 some degree of liberalization 
had already been achieved through Congressional enactment.
The Mead-Barry Amendment authorized the Corporation to ex
tend the amortization period to twenty-five years where con-

72
ditions merited such action. The concrete results provid
ed by these two moves permitted the borrowers ten more years
to pay their indebtedness and reduced their monthly payments

73
from an average of #24*55 to #14*96. In all, some 251,000 
loans were extended under this amendment.

Iven these previously unheard of liberalized terms 
failed to stop subsequent demands for more. In 1944 the na
tional Association of Home Owners’ Loan Corporation Mortga
gor® wee advocating an interest rate of 3 per cent and an ex-

74
tension of the amortization period to 30 years.
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Remands for early liquidation
Rarly liquidation proposals earae from two sources:

(1) legislative, and (2) private institutions dealing with 
housing finance, these proposals have produced no change in 
the original directive that the Corporation shall be liqui- 
dated by June 30, 1952. However, Congressional discussion 
of immediate liquidation and misleading publicity of that 
fact during 1943 caused thousands of the Corporation’s mort
gagors to arrange new loans with private lending institu
tions. Quite often these new loans were made'on disadvan
tageous terms *

Congressional attacks. Legislative opponents of 
the Corporation, led by Representative Dirksen of Illinois 
and Senator Byrd of Virginia, started their attacks In 1940 
and reached their greatest strength in 1943* Three major 
points were emphasized In their attacks: (1) the Corpora
tion was an emergency agency and the emergency had passed,
(2) non-war expenditures should be reduced, and (3) home fi
nancing was a private enterprise function and should be re
turned to it.

Although the Corporation vigorously opposed any 
liquidation plan other than that originally enacted the Joint 
Congressional Committee on Reduction of Non-essential federal 
Expenditures under the chairmanship of Senator Byrd recommend
ed to Congress that the Corporation be liquidated by June 30,
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751945* Also, the Independent Offices Appropriation Act of
1944 required the Corporation to submit semi-annual reports
to Congress during the fiscal year, 1944, with respect to
Its liquidation showing "all dispositions of the property of
such Corporation by States during the period of liquidation,
together with the amounts of Federal funds expended In the
process of liquidation, and any losses incurred in the us©
of such funds during each quarterly period of the fiscal 

76
year 1944*”

Deq>ite these attacks the Corporation was able to 
weather this period of legislative scrutiny without change 
being made in its liquidation plans. Apparently the opposi
tion lost it® force after that period for the Corporation 
has been sailing in fairly calm waters since that time.

Proposals mad® by private institutions. A group 
of mortgage lending institutions engaged in offering propo
sals whereby they would agree to take over mortgages held by 
the Corporation, flhey were classified by John B. Fahey, Com
missioner of the Federal Home loan Bank Administration, as 
the type who seem

to believe that the only purpose for which Congress 
established the Corporation was to take over their 
poor loans, enable them to put cash received into 
profitable mortgages and, after the Government had 
spent millions in making some of these defaulted 
obligations safe again, to turn them back to those 
who were foreclosing them from 1933 to 1936, and 
leave all the losses to the Government.77
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However, these proposals always had certain "conditions”
present whereby the institutions would be sure of only one
thing - easy profits. Such "conditions” usually stipulated
that: (1) the private concerns take over all loans with the
Government giving a complete guaranty against losses, (2)
they take over only the "good" loans leaving the "slow” ones
with the Government, or (3) they take the sound loans at per78
and accept the others at a discount.

Ho attempts were made by the Corporation to follow 
any of these proposals. If it had transferred only the 
"good" loans it would still require a nation-wide organiza
tion to service the "poor" loans remaining in its portfolio. 
This would have resulted in large losses to the Government. 
Any attempt to sell all of the mortgages would again result 
in a loss to the Government through loss of Income from 
future interest payments.

Liquidation statistics
The Corporation^ liquidation has been moving for

ward in an orderly fashion. On June 30, 1946 the number of 
loans outstanding totalled 430,307 and it is estimated that 
the figure will have declined to 343,090 by June 30, 1947. 
The value of these loans outstanding was 1736,000,000 on
June 30, 1946 and had further diminished to $621,412,000 on

79January 31 * 1947. As of that date the Corporation was
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approximately 82 per cent liquidated.
In accordance with statutory provision all money 

received on prinoipal repayment has been deposited regular
ly in the Bond Retirement Fund and used exclusively for the 
retirement of bonds. By Board resolution certain other in
come such as the proceeds from property sales and the repur
chase of investments In savings and loan associations are 
also placed in the Bond Retirement Fund. On June 30* 1946 
bonds outstanding totalled 1737,0001000 and it is estimated
that this figure will be reduced to #§88,258,000 by tfune 30, 80
1947*

By dune 30, 1943 the cumulative net Income had
reached #243,319,544 while the Corporation's losses totalled 

81
#335,649,490* Thus, its operating deficit as of that date 
stood as #92,329,946. This was later reduced to #72,000,000 
by Tone 30, 1946.

Considering the Corporation’s present trend in 
loan amortisation and its income and expense statements it 
is anticipated that there will be a remaining balance of out
standing accounts amounting to #270,925,000 on tfune 30, 1952, 
the final liquidation date for the Corporation. It is furth
er estimated that the Corporation, "should not only be able 
to cover eTl future expenses but also wipe out its present 
deMoit, and thus make possible the return to the Federal
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Government of the entire original $200,000,000 capital of
82

the Corporation."
There are two possible courses open for the hand

ling of the remaining outstanding accounts as of that date. 
Hither they can be turned over to an appropriate Government 
agency in the housing field for final liquidation or, as 
they will be seasoned mortgages and should be easily sale
able, they can be sold to private financing institutions 
without loss to the Government.

Cooperation with other Government Agencies

Statutory authorization permitted the Corporation 
to purchase obligations of the Home Loan Banks and, after 
the funds available to the United States Treasury for such 
purposes were exhausted, full-paid income shares of Federal 
savings and loan associations,. Originally these activities 
were confined to Federally chartered associations but an Act 
of May 27, 1935 permitted investment in State chartered in
stitutions as well, provided they were members of a Federal
Home Loan Bank or their accounts were Insured by the Federal

83
Savings and Loan insurance Corporation.

The period of heaviest investment was during 1935 
and 1936. By the end of this period confidence toward 
savings and loan institutions had returned to such an extent 
that continued governmental investment had become unnecessary.
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After September 1, 1937 the Corporation followed the policy
of making no purchases of shares except in rehabilitation

84
cases of extreme need. Of the anoted $300,000,000, the
Corporation had invested a cumulative total of $223,856,710

85in the associations by tfune 30, 1946.
the enabling act permitted a five year period be* 

fore the associations could be called upon to start repur
chasing these Federal investments. At the end of this pe
riod of grace the repurchases were to be carried forward at 
the rote of 10 per cent of the investments per year. How
ever, improved conditions daring this five year span had en
abled some associations to start repurchasing before the time 
alldted. By February 1941 the Corporation had received ap
proximately $40,000,000 through voluntary repurchase and the
continuing early repurchasing had reduced the Corporation*s

86
Investment to $15,193,000 by September 30, 1946.

Dividenda on these investments have helped offset
part of the loss from property sales which the Corporation
has had to sustain. By June 30, 1945 these dividends had

87
reached the cumulative total of #43,339,222.

Financial assistance was also extended to the Fed
eral Savings and Loan Insurance Corporation. The entire ca
pital stock of $100,000,000 of this Corporation was author
ized to be subscribed for by the Home Owners* Loan Corpora
tion. fhe Home Owners* Loan Corporation has retained this
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stock to the present time.
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Chapter IV
ABMIHI8TR ATI OK OF THE HOME OWNERS’ LOAN CORPORATION

The history of the Corporation can clearly be di
vided into two major periods. The first period covered its 
first three years of operation fro© lane 13, 1933 through 
lane 12, 1936. Baring this time it engaged in actual lend
ing activities. The second period extends from lane 13, 1936 
to the present time daring which It has been in a liquidat
ing status.

The first period was attended by a rapidly expand
ing organisational structure and a necessity for the estab
lishment of its administrative and regulatory systems. The 
second period, after a time of fairly stable administrative 
and organizational conditions, has been characterized by a 
continual decreasing activity and a constant dwindling away 
and regrouping of its organizational framework.

It is necessary to examine the Corporation as it 
appeared at the height of its activities to obtain an accu
rate picture of its administration. Therefore, even though 
it is still an agency in good standing, the past tense must 
generally be used for many of the administrative features 
once present no longer exist.
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Heference will quite often be made to the Federal
Home Loan Bank Board even though it was abolished by Execu-

1
tive Order 9070 of February 24, 1942. At that time its 
name was changed to the Federal Borne Loan Bank Administra
tion and the Board was abolished and replaced by a single ad
ministrator called the Commissioner. The Home Owners1 Loan 
Corporation, however, experienced its greatest activity prior 
to that date and the Federal Borne Loan Bank Board, as the 
Corporation^ board of directors, served as the directive 
force for that activity*

General Administrative Organization 

Administrative problems faced the Corporation on 
many fronts* The organisational structure had to be suited 
to the intricacies of the mortgage lending and real-estate 
title practices required under fifty-two separate jurisdic
tions. Major difficulties were encountered In securing sat
isfactory personnel. Training programs became necessary to 
ensure technically and professionally qualified personnel 
for its work. Lines of responsibility had to be so placed 
as to provide maximum freedom of action in the State end 
local offices and yet, at the same time, provide adequate 
supervisory facilities for the home office.

Apart from these questions, the
major administrative problems faced by the Corpora
tion during the early part of its program were
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Inherent on the peculiar character of its work*
Unlike many governmental agencies, the Corpora
tion is working not in large units through the 
mediacy of other organisational bat is dealing 
directly with nearly 2,000,000 individual home
owner applicants and borrowers in all seetlon® 
of the country.2

These problems needed answering promptly and under conditions 
allowing no aid from previous experience in similar opera
tions on any corresponding scale.

The chain of command
The Corporation was to operate under the control 

and supervision of the Federal Home Loan Bank Board whloh 
served as the Corporation’s board of directors. Except for 
this connection and a few auxiliary departments performing 
services for all the agencies under the Board, the Federal 
Home Loan Bank Bystem and the Corporation have had separate 
organizations•

The Corporation’s executive control was delegated 
to a general manager appointed by the Board and assisted by 
deputy general managers. This control was then stepped down 
through a line organization comprising assistant general 
managers, regional managers, and State, divisional, and Ter
ritorial managers to the district and local offices.

The home office. A home office was created at Well
ington where all the policies of the Corporation were deter
mined and corporate action authorized. Principal executive
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direction of the Corporation was exercised from this point 
and control accounts and reports of the Corporation were con
solidated here. On September 23, 1941 the home office was 
moved to Hew York City to permit more office space in Wash
ington for the expanding military activities. It has re
mained in Hew York to the present time.

Special departments and divisions were created to 
deal with the special or technical aspects of the Corpora
tion's work such as appraisal, reconditioning, loan servic
ing, and property managing. Auxiliary functions such as per
sonnel, legal advising, and fiscal were performed by depart
ments responsible directly to the Federal Home Loan Bank 
Board, these departments performed similar services for all 
of the agencies under the Board's direction.

Those departments created specifically for the Cor- 
poretion's work were directly accountable to the general man
ager while those departments performing auxiliary functions

3
were responsible to the Federal Home Loan Bank Board,

Departments or divisions created in the home office 
were, in most oases, mirrored in the regional and State of
fices, Those regional, State, and district employees whose 
home office department or division heads reported directly to 
the Board were subordinate to their office managers in re
spect to discipline and compliance with manuals of procedure
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that ware not inconsistent with regulations issued by the
4

home office department or division beads.
Deputy general managers were placed In charge of 

departments or divisions in the home office and assistant 
general managers were appointed to supervise the six district 
areas Into which the United States was divided. These dis
trict area© were merely administrative devices. The assis
tant general managers in charge of these district areas re
mained in the home office and concerned themselves with the 
activities of the Corporation’s State and district offices 
located within their respective districts. They served lit
tle purpose In the Corporation’s operations, particularly
after the regional offices were established, and were final-

5
ly abolished on September 1, 1938. Home office supervision 
of field operations has been exercised by the general manag
er through home office department and division heads since 
their elimination.

Regional offices. Regional offices were created
between ffune 1934 and January 1935 after it became apparent
that expeditious supervision of field operations by the home
office alone was impossible. The regional offices did not
assume new duties but

represent a breakdown and decentralization of func
tions that would otherwise have to be handled cen
trally in the home office. By decentralizing 
through regional offices the Corporation has not
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only avoided an unnecessary and undue concentra
tion of personnel at Washington and eliminated 
the handicaps, delays, and travel expenses that 
distances to one central office would have in
volved, but has facilitated dealings between su
pervisory executives and officials engaged in 
field service, with resulting improvement in ef
ficiency all along the line.®

State offices. State offices were established in 
every State except Texas. Because of the distances involved 
in that State three divisional offices were located In Bal
ias, Houston, and San Antonio. Territorial offices were es
tablished in Hawaii, Puerto Rico, and the District of Colum
bia while the Washington State office assumed the responsi
bility for operations in Alaaha.

These offices were responsible for the lending op
erations, All applications were finally passed upon and all 
loans disbursed by the State agencies with the exception of 
a small number of special cases that had to be approved by 
the home office.

Local offices. District offices were established 
at points of principal loan concentration and operated under 
immediate direction from the State offices as a part of the 
State agencies. In addition, loan service and collection 
stations were organized in local areas to bring the Corpora
tion directly to the Individual home owner. All personal 
contacts were made by the State, district, and local offices.
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Number of offices established
The Corporation rapidly expanded the number of Its 

offices, The peak was reached In 1938, two years after its 
lending period had stopped. The necessity for this expan
sion after the lending period had finished might appear 
doubtful but it should be remembered that the Corporation 
experienced its greatest loan servicing problems during the 
recession years of 1936 and 1937. This required an increase 
in the number of local loan service stations to cope with
the situation. Daring 1938 the Corporation had ten regional 

7
office®, fifty-five State, division, and Territorial of
fices, fifty-two district offices, and three hundred and

6
seventeen loan service and collection stations.

Home office supervision
All supervision of the field offices was performed 

by the home office and all accounts and records were central
ised there daring the first months of operation. A® the Cor
poration’s work grew it became physically impossible to main
tain all of the supervisory functions in one central office. 
Ileven regional offices were established during 1934 and the 
immediate supervision of the field offices delegated to them.

The home office maintained general supervisory 
duties after the regional offices were established. It saw 
that the general policies issued by the board of directors
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were carried out, provided technical assistance to the re- 
glonal offices, and exercised general administrative con
trol over their activities* The home office also served as 
the central gathering point for all records and reports on 
the Corporation* These records and reports were based upon 
the information forwarded to it from the regional offices.

Regional office supervision
The regional offices assumed the direct supervision 

of the field offices* Sach regional office operated under 
the direction of a regional manager appointed by the board 
of directors. The structural organization of the regional 
offices was designed to permit the most direct supervision 
of State and district offices possible, for that reason di
visions were established within the regional offices to su
pervise each type of activity in which the Corporation par
ticipated.

In 1935, at the peak of operation, a typical re
gional office presented this picture. Under the supervision 
of the regional manager were assistant regional managers di
recting the work of an Appraisal Section, a Reconditioning 
Section, a Delinquent Accounts Section, a Property Manage
ment Section, a tegal Department, an Accounting Department, 
and a Treasury Department* The executive staff also includ
ed an office manager and a director of personnel. These
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sections supervised the work of their respective sections 
within the State and district offices.

Despite the obvious advantages derived from the 
use of regional offices considerable Congressional opposi
tion to their establishment was encountered. This opposi
tion culminated In an amendment introduced in the Senate to

9
transfer regional activities to State offices. Fortunately 
it was defeated. Its supporters failed to realize the dis
tinctive difference between the State and regional offices. 
They failed to distinguish between the actual lending func
tions and the supervision of those functions* A transfer of 
the regional activities to State offices would have rendered 
the State officers subject to their own control with the re
mote possibility of being effectively supervised by the dis
tant home office* Such an administrative organization would 
have resulted in great variation throughout the country in 
the caliber and methods of work performed by the State of
fices*

Other supervisory provisions
Other methods of overhead control were developed 

to ensure a large degree of satisfactory operation in addi
tion to home and regional office supervision.

Inspection and Investigation. The Corporation
employed field Investigators to carry on continuous spot-
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checking of the regional and field offices. Whenever re
ports were received in the home office that Indicated weak
nesses in operations these Investigators were sent to the 
offending office to ascertain the reason for the difficulty.
Investigations were made wherever anything showed op indica-

10
ting an error in Judgment or mismanagement.

State Advisory Committees. State Advisory Commit
tees were appointed to observe and advise on State office 
operation. The members, three in number, were appointed by 
the board of directors upon the recommendation of the State 
manager. The members received no compensation and If they 
failed to function the Board was so notified and it could 
appoint new members.

These Committees met periodically and observed the 
operations of the State offices. They gave such advice as 
appeared appropriate and the State managers could take any
problem to them for discussion, "so that home owners In dis-11
tress may be properly and fully served."

It appears highly improbable that these Advisory 
Committees served a very useful purpose. Periodic inspec
tion of the Corporation’s operation certainly would not af
ford these committees with sufficient Information to offer 
pertinent suggestions or advice concerning specific opera
tional problems.
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Administrative Departments 

Departments or divisions were established within 
the Corporation to handle specific functions as the need for 
them arose* Basically, the major activities of the Corpora
tion concerned appraisal, reconditioning, loan servicing, and 
property managing* Other activities supplemented these in 
their work.

Appraisal and Reconditioning Division
Bach of these activities was originally under the 

jurisdiction of a separate division but during 1936 they 
were combined within the Appraisal and Reconditioning Divi
sion and each reconstituted a Section.

Appraisal Section* Home office supervision of the 
Corporation’s appraisal work was originally exercised by an 
Appraisal Advisor to the Board aided by a senior assistant 
and five others, each of whom supervised an area consisting 
of several States. In addition, there were twenty-five oth
ers, known as regional appraisers, each assigned to a State 
or a group of States, these, with assistants, were employed
in continuous spot-checking of local personnel, values, and

12
other appraisal problems.

the reorganization of the Appraisal and Recondi
tioning Divisions in 1936 abolished the position of the Ap
praisal Advisor and placed control In the hands of a deputy
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general manager with jurisdiction over both Sections. The 
reorganization did not effect the method of supervising ap
praisal activities*

Appraisal supervision was delegated down through 
regional Appraisal Sections to State appraisers who control
led and supervised, through district appraisers, the apprais
al work in each district. These district appraisers, in 
turn, supervised the appraisers making the actual appraisals, 
both preliminary and fee*

State appraisal advisors were appointed to aid in 
developing a good appraisal program. They were to consider 
appraisal results, personnel, and the Corporation’s apprais
al methods. They were to offer suggestions and recommend 
appropriate changes to the Appraisal Section. They served 
without pay and were to be selected "because of their expedi
ence and, in every case, outstanding citizens in their own
community whose judgment receives ready and general accept-

13
anoe*"

Selection of the proper appraisal personnel placed 
a great problem before the Corporation. The work could not 
wait until a force had been trained in the technicalities of 
the work to be undertaken* Training had to take place along 
with the lending operations. To allow immediate action and 
at the same time to protect the interests of the Corporation,
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a screening process was Inaugurates to provide a cheek on
early errors* Reviews of the appraisals were made while the

14
applications were still under consideration*

A person had to have one or more of the following 
qualifications to be eligible as an appraiser of the Corpor
ations (1) at least five years of actual full time experi
ence in the real estate brokerage and appraisal business,
(2) at least five years experience as an appraiser of resi
dential properties for a banking or home-financing institu
tion* (3) experience in assessing residential property for a 
city* town* county* or State government* (4) be qualified as 
an expert appraiser in court* (5) be a member of the Ameri
can Institute of Real Batata Appraisers* (6) be otherwise 
professionally qualified beyond doubt as a builder or archi
tect* the last qualification was to apply to rural oommuni- 

15
ties.

The examination and rating of appraisers moved for
ward until at the height of it® activity the Corporation had 
approximately 8*500 appraisers of which 6,500 were fee ap
praisers. These fee appraisers were not Corporation employ
ees *

The Appraisal Section maintained card files on all 
appraisers making Corporation appraisals* These were kept 
up to date as well as possible and recorded current experUmes
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with the Individual. In brief form they gave the background 
of their experience, their previous connections, the opin
ions of their present supervisors, and their professional 
ratings as established by the Corporation, These ratings 
were based on their accuracy in fixing values, on their oare 
and thoroughness In inspections, on the quality of their re
ports, on their integrity and standings, and on their grades

16
in written examinations on appraisal subjects.

The Corporation rendered a service to the country 
by the development of its appraisal techniques. The train
ing of appraisal personnel and the development of a national 
standard for real-estate valuations helped to bring a sem
blance of order to the home-mortgage field*

The comment of more than one bank man, that the 
real worth of Federal Home Owners loan Corporation 
bonds depends upon the skill with which these men 
do their appraising, and that time alone can tell 
how they are doing their work, Is absolutely cor
rect. But there Is convincing evidence that the 
management is picking its appraisers carefully and 
does not mean to be victimized.17

Reconditioning Section. The Reconditioning Sec
tion was established during 1934* The number of necessary 
home repairs and the proviso in the Act of April 27, 1934 
permitting the remodeling and modernization of homes result
ed in activities on too large a scale to be handled success
fully by means other than a specialized section.

The Reconditioning Section was responsible for
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determining tiie need for reconditioning, for aiding the home 
owners in securing reconditioning contracts, and for inspect
ing and supervising the repair operations. It also super
vised the work done on homes when the Corporation granted

18
loans for improvements beyond the necessary repair category.

A director of reconditioning originally managed 
the Reconditioning Section, In 1936, however, the Section 
was grouped with the Appraisal Section within the Appraisal 
and Reconditioning Division and placed under the jurisdic
tion of the deputy general manager in charge of the Division, 
A small executive staff in the home office determined poli
cies and supervised field operations, Each regional office 
contained a reconditioning staff to furnish more direct su
pervision of the field operations which were performed by 
the Reconditioning Sections located in the State offices.

the personnel of the Section was drawn in large 
measure from the building and architectural trades. At one 
time 44 per cent of the State reconditioning supervisors and
26 per cent of the assistants and Inspectors held profea- 

19
sional ratings.

The work accomplished by this Section Improved the 
property of the home owner and provided added security for 
the Corporation• Apart from these, the Section "has provid
ed a considerable volume of construction work at a time when
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stimulation of the oapltal-goods industries was badly needed* 
Of more permanent significance, however, is the standard set 
for home owners, contractors, and home-financing institutions

to
the country over,"

Loan Service Division
the Corporation established the Loan Service Divi

sion under the direction of a deputy general manager in Oc
tober 1935. the Division’s responsibility extended to the 
maintenance of the Corporation's mortgagors In a solvent 
status, this required its employees to serve as "trouble 
shooters" whenever mortgagors fell behind in their loan pay
ments.

the focal points in loan servicing were the region
al offices, the direct supervision, control, and review of 
field loan servicing were performed from these points. Under 
the direction of regional loan service supervisors the re
gional Divisions contained Control Sections and Analysis and 
Beview Sections. The Control Sections assumed jurisdiction 
of the ease files of mortgagors receiving loan servicing as
sistance. The Analysis and Review Sections supervised loan 
servicing activities in the field. Begional field investi
gators were employed for this supervisory work.

The State Loan Service Divisions were responsible 
for all personal contacts made with delinquent mortgagors.
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Till a responsibility necessitated strict supervision of the 
loan servicing personnel located in district offices and 
loan service stations, These loan service stations were as* 
tafollshed in localities where concentration of delinquent 
mortgagors appeared. In moat oases they were established 
for that specific purpose although they sometimes served as 
local collection stations also,

When an account became delinquent the regional 
loan Service Division notified the State Division, When the 
State Division was strategically located to handle the ease 
it did eo, otherwise it was passed on to the district office 
or loan service station for action. Office interviewers and 
field representatives were located in these offices to con
tact the mortgagor and attempt to work out solutions for his
problems so as to remove his account from a delinquent sta- 

21
tus,

the Loan Service Division has been the Corporation's 
largest division, numerically, During June 1936 the Divi
sion employed 5,000 of the approximately 16,000 Corporation 
employees. Only nine of this number were located in the
home office while 1,235 were in regional offices and 3,756

22
were in field offices throughout the coontry.

Property Management Division
The Property Management Division was created on
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January 15, 1936 "to provide for the orderly liquidation of
23properties acquired by the Corporation.* The 01vision was 

responsible for analyzing the properties as they were about 
to be acquired by the Corporation, for determining whether 
they were to be offered for rental or sale, and whether or 
not any reconditioning was to be done. The sale and rental 
prices were also determined by this Division based upon the 
appraised value as determined by the Appraisal Section*

The Division*s primary concern ha® been the liqui
dation of the acquired properties as speedily as possible. 
The fact that this has been governed somewhat by the effeot 
its sales would have on the real-estate market resulted in 
properties being held by the Corporation for a considerable 
period of time, in some cases, before being sold. During 
this hold-over period the properties were under the juris
diction of this Division*

Pour Sections were established within the Division 
to accomplish its work. The Analysis Section analyzed the 
properties and determined whether they war© to be sold or 
rented, the prices to be asked, and whether reconditioning 
was to be done* The Sales Seotion assumed jurisdiction of 
those properties offered for sale and wa^ responsible for all 
activities leading to that end. The Management Seotion was 
responsible for the management of those properties to be
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rented an til such time as it was decided to ^ffer them for 
sale. At that time jurisdiction moved to the Sales Seotion. 
The Records and File Seotion maintained reoords and files on 
all properties under the jurisdiction of the Division*

The regional Divisions performed the major proper
ty management duties. Under the direction of regional pro
perty managers, they made the analyses of all properties 
about to be acquired by the Corporation and determined wheth
er they were to be sold or held temporarily for rental. They 
supervised the local sales and management activities and 
kept all primary records on properties owned by the Corpora
tion.

Actual sales and management activities were placed 
in the hands of real-estate brokers "rather than to set up

24
an independent system in competition with private industry." 
Regional property managers were charged with the responsi
bility of selecting and preparing lists of Contraet Sales 
Brokers, Approved Sales Brokers, and Contract Management 
Brokers, Contract Sales Brokers were real-estate agencies 
while Approved Sales Brokers were the individual real-estate 
salesmen. Payment for their services was made on a fee basis, 
established by the Corporation1® general manager and usually
conformed to the fees established by the local real-estate

25
boards for similar real-estate transactions.
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Lists of properties were prepared In regional of
fice® and submitted to these brokers for notion. In toe 
ease of sales, the lists were submitted to the Contract Sales 
Brokers* The Approved Sales Brokers, In turn obtained the 
property listings from them. The money collected by the© 
fro© sales and rentals wa® transmitted to the regional of
fices end entered into the Corporation's working fund.

State end district offices also contained Property 
Management Divisions* Their responsibility extended to a 
more direct supervision of the Contract Bales end Management 
Brokers. Their main function, In other words, was to serve 
as liaison unite for the regional Divisions.

The Property Management Division had 2,867 employ
ees at the peak of Its operations on July I, 1738. Brokers* 
list® Included 2,800 Contract Bales and Management Brokers

26
and more than 15,000 Approved Bales Brokers on the seme date*
Daring the month of July 1938 the Division had jurisdiction

2?
over 103,349 properties.

The three major auxiliary function® developed to 
aid in the Corporation’s work concerned legal advising, fi
nance, and personnel* The departments organised to handle 
these function© were not responsible for any of the Corpor
ation’s primary functions but offered assistance and advice 
whenever possible to permit more efficient Corporation oper
ation*
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Legal Department 
The Legal Department performed legal services for 

all of the agencies under the Federal Home Loan Bank Board 
and was directly responsible to the Board in its functioning. 
The services that the Department performed for the Home Own
ers* Loan Corporation included

the preparation of legal opinions, the preparation 
end promulgation of all legal regulations and pro
cedure, supervision of the examination of land 
titles for the Corporation and of the closing of 
Its loans, the examination of the Corporation*© 
loans to determine their legal regularity, the 
preparation of all necessary legal instruments and 
forms, supervision and direction of the conduct of 
all necessary litigation, including foreclosures, 
disposition of all claims asserted by or against 
the Corporation, the general supervision of those 
branches of the Legal Department In the field, and, 
in short, the supervision and conduct of all of the 
Corporation*s affairs which are legal In their na
ture, as distinguished from administrative and man
agerial#^ /

The Legal Department created three Divisions for 
Its work with the Corporation, They were the Advisory Divi
sion, the Litigation Division, and the Examining and Servlc- 
ing Division, Bach Division in the home office was under 
the direction of a division head who reported directly to 
the associate general counsel in charge of the Corporation*a 
legal staff. The associate general counsel was subject to 
the supervision of the general counsel for the Federal Home 
Loan Bank Board. The general counsel served as counsel for 
the Federal Home Loan Bank System, the Federal Savings and
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Loan Associations, and th© Federal Savings and Loan Insur
ance Corporation as well as for the Home Owners* Loan Oor- 

29
poratio®.

The Advisory Division
The Advisory Division was charged with the respon

sibility of furnishing legal advice, opinions, and interpre
tations that were required in the Corporation’s operations. 
It served as a legal clearing house by handling all legal 
matters not within the jurisdiction of the Litigation or the 
Examining and Servicing Divisions. The Advisory Division 
also served as the liaison agency between the Legal Depart
ment and the Corporation.

The Division contained five sections. A Briefs 
Section prepared briefs On all legal questions presented to 
it. A Regulations Sections drafted the rules and regula
tions as instructed by the Board or as requested by the Cor
poration. A Finance Seotion concerned Itself with legal 
problems concerning bond transactions and maintained oontaot 
with the Treasury Department regarding them. An Audit Seo
tion worked with the Corporation’s Auditing Department con
cerning problems arising from exceptions In the auditing re
ports. An Accounts Section worked with the Accounting Divi-30
sloa concerning problems of oredit and Insurance losses.
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The litigation Division
The Litigation Division was subdivided into four 

sections to fulfill its litigation functions. A General Li
tigation Section handled all of the Corporation's litiga
tion except that of foreclosure action. The large number of 
foreclosure actions authorized prompted the creation of a 
foreclosure Section in 1936 to deal With the litigation aris
ing within that specialized field. A Claims Section handled 
the claims filed with the United States Employees* Compensa
tion Commission on behalf of Corporation employees. As the 
Corporation handled all of its own fidelity, casualty, and 
public liability risks the Claims Section also handled all 
claims of such nature. An Investigation Section was main
tained to "investigate all alleged violations of criminal
statutes In any way connected with the operation of the Gor- 

31
poration.” After an investigation, If a violation had oc
curred, administrative action was taken or, if it appeared 
to be willful violation of the criminal statutes, the case 
was turned over to the Justice Department for action.

The Examining and Servicing Division
Five sections operated within the Examining and 

Servicing Division. The Examining Section supervised the ex
amination of land titles and the loan closing procedure. The 
Reconditioning Section supervised the awarding of contracts



www.manaraa.com

141

for reconditioning and prevented the attachment of liens on 
property as a result of the reconditioning performed. The 
Tax Section maintained an accurate record of the tax status 
of the properties on which the Corporation held a lien or 
which It owned. This Section also authorized the payment of 
taxes on behalf of the borrowers when it was necessary to 
protect the Corporation1s lien. On October 1, 1936 the Tax 
Section was transferred to the Loan Service Division as its 
functions were Intimately connected with the work of that 
Division. A Loan Service Section furnished legal service 
and advice to the Loan Service Division and supervised the 
legal aspects of the servicing and collecting of the Corpor
ation1 0 loans. The Property Service Section gave legal ser
vice and advice to the Property Management Division in its
work with the sale, rental, or other disposition of the pro-

32
parties under the Division’s Jurisdiction.

Operational Motes
This organizational structure was duplicated in the

33
regional Legal Departments with two minor exceptions. There
fore, each division of the home office Legal Department had 
a wpoint of $ttlek contact, through its counterpart in the Re
gional office, with the State, Territorial and District Legal
Departments, In every Jurisdiction in which the Corporation 

34operates.” By this manner it was possible to peas opinions
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and directions to the field organizations in the quickest 
possible time. This decentralization of organization pro
vided an effective legal service for an organization opera
ting on each an extensive and such an individualistic scale* 

The State and district Legal Departments did not 
own such extensive legal organizations* Legal counsels were 
appointed to render legal assistance to the State and dis
trict administrative units. These counsels were usually as
sisted by a small staff of legal personnel.

The Legal Department maintained a list of fee at
torneys for loan closing, foreclosure, sale closing, and for 
litigation in some oases. These lawyers were selected on 
the recommendation of the State counsel after being passed 
upon by the regional counsel and by the home office. They 
were also endorsed by their Senators and Representatives most
of the time but this had nothing to do with their legal qua-

35
lifieations of course.

On November 30, 1935 the Legal Department employed
2,964 persons. Of this number only 843 were attorneys. Of
the attorneys, 67 were in the home office, 189 were in the
regional offices, and 587 were in the State, Territorial,
and district offices. At the same time there were 8,486 fee

36
attorneys on the Corporation*s approved list.

The following figures are given to illustrate the
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amount of legal services rendered to the Corporation by the 
Legal Department. During the 1937 fiscal year the General 
litigation Section handled 16,140 new oases, the Foreclosure 
Section handled 75,784 new oases, and the Claims Section 308 
new cases* The Investigation Section had 2,700 cases refer
red to it, the Reconditioning Section handled more than 
66,000 reconditioning case© and the Tax Section certified 
almost #16,000,000 for payment of taxes by the Corporation
on mortgagor-owned property and approximately #9,000,000 on

37Corporation-owned property.

Financial Organization

The Federal Home Loan Bank Board maintained direct 
financial supervision of the Corporation through the offices 
of the Financial Adviser and the Budget Officer* both of 
whom served for all of the agencies under the Board and re
ported directly to it. The Financial Adviser supplied the 
Board with all the technical financial advice with reference 
to the Issuance, sale, purchase, and refunding or retirement 
of bonds and maintained contact with the Dnlted States Treas
ury concerning these matters. On this advice orders would 
be issued by the Board pertaining to the Corporation’s bonds.

The Budget Officer was responsible for the collec
tion of budget data for all the agencies under the Board. He 
then organized it in a proper fashion and, after approval by
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tli® Board, presented it to the Director of the Bureau of the
Budget and to the appropriate Congressional appropriation 

38
committees.

The Comptroller*a Division
The Comptrollers Division has been responsible for 

maintaining ©11 accounting and financial records and has been 
custodian of the Corporation’s assets* The original proce
dure kept the Comptroller’s functions centralized in the home 
office* During 1934* however, regional Accounting, Treasury, 
and Insurance Sections were organized and a supervisory force 
maintained in the home office* The Purchase end Supply Sec
tion was retained in the home office ”io permit more economi
cal purchase and use of equipment and supplies than would be

39
possible on a decentralized basis,*

The Accounting Section. ComiSete records of all 
transactions effecting borrowers’ accounts were maintained by 
the regional Accounting Sections. These records provided the 
material for reports submitted by the regional Accounting 
Section to the home office where they were then consolidated 
Into the general books of the Corporation,

A staff of field representatives under the Comp
troller’s supervision maintained personal contact with the 
regional Sections and provided supervision and assistance in 
their work.



www.manaraa.com

145

the accounts maintained in the regional offices 
wefe subject to inspection by the Corporation’s Auditor, and 
current transactions were verified by his staff.

The Treasury Section. The Treasurer’s functions 
placed responsibility upon him for cash received, for the dis
bursement of funds, and for the safekeeping and issuance of 
bonds. He also served as custodian for all certificates evi
dencing the Corporation’s Investment in connection with mort
gage loans, all leases, and other papers. Other duties per
formed by him Included the maintenance of records and the
prepsisfeion of reports concerning the financial activities of 

40
the Corporation,

To assist the borrowers in making payments on their 
loans collection offices were established throughout the coun
try In loan-oonoentration areas. These collection offices re
ceived and transmitted the payments to the regional Treasury 
Sections.

The Insurance Section, An Insurance Section was 
established to protect the Corporation’s home-mortgage in
vestments against fire, wind, and other hazards. Its duties 
were to see that the insurance requirements of the Corpora
tion "are consistent with the provisions of the laws of the
several States and conform to the various types of insurance

41
coverage and contracts required by local conditions.”
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The Corporation followed the practice of permit
ting the mortgagors to arrange for the purchase of insurance 
through local insurance agents when they so desired. All 
policies, however, had to he checked to see that they met the 
requirements of the Corporation and to make certain that non
standard clauses and conditions were not present. A consis
tent follow up on policies about to expire also had to be em
ployed *

The Insurance Section helped mortgagors settle 
their Insurance claims with private agencies on certain oc
casions# This was done when it appeared that the mortgagor 
was not receiving an equitable adjustment for damage sus
tained *

As of June 30, 1936 this Section was servicing ap-
42

proximately 2,5Q0p00 insurance policies. Since that time 
the Insurance problem has decreased considerably because of 
the large number of mortgagors who have adopted the insurance 
payment plan created by the Corporation in 1939.

The Purchase and Supply Section. A central Purchase 
and Supply Section was maintained in the home office. Since 
1934 all purchases have been made through It except inconse
quential items or supplies required to meet local emergen
cies and not exceeding $25. Such purchases could be made by 
the office directly concerned. Prior to 1934 it had been
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necessary to allow loeal purchasing to obtain the proper
43speed In operation.

This Section maintained warehouse stocks of common 
office supplies and approved forms for shipment to field of
fices upon requisition* It also kept a check on the Corpor
ation^ equipment by maintaining an inventory of the non
expendable equipment in ail of the Corporations offices.

Auditing
fhe Corporation's Auditor was appointed by the 

board of directors and was responsible to it for his activi
ties* He was to properly audit the Corporation's accounts 
and report to the board of directors on any infractions of 
the rules and regulations prescribed by enabling legislation, 
Board resolutions, manuals of procedure, or general govern
mental standards or regulations that he discovered during 
the course of his activities.

fhe auditing procedures and functions fell into 
two broad categories: pre-audit and certification of vouch
ers prior to disbursement, and post-audit of the accounts, 
records, authenticated transaction sources of original entry, 
and certification as to their correctness.

In 1934 the Board directed that, in conformance 
with standard government disbursing practice, all vouchers 
from the home office be pre-audit ©cl and certified for
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disbursement, fills directive was issued after six months ex
perience without pre-audit. Then, in 1936, the Board provid
ed for the decentralization of the disbursing authority by 
permitting certain expenditures to be made from regional 
working funds. The expenditures authorized Included advance
ments to borrowers for tax payment and insurance and the pay
ment of expenditures incurred In the acquisition and repair 
of properties by the Corporation, Field pre-audit and cer
tification of vouchers were required prior to these disburse
ments, This procedure provided "maximum safeguard of dis
bursements at the most effective point, before checks are
drawn; the most expeditious payment without loss of control,

44
and the minimum cost of audit per voucher,"

Post-audit procedure consisted of continuous, peri
odic, and spot-check audits that were made by auditors in the 
regional offices and by travelling field auditors from the 
home office. Coordination of the auditing activities was per
formed by the staff of auditors In the home office.

Audits were maintained on an annual basis for State
and district office® and for shorter periods for the field

45collection stations. Any discrepancies that appeared were 
reported to the Board and to the department, or office, in
volved .

Financial independence leads to difficulties
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Corporation had been granted a large degree of 
financial freedom In fulfilling its objective. This free
dom led to early difficulties. One of the first was deter
mining the type of accounting forms and procedure that would 
be satisfactory to the General Accounting Office and still 
be of practical use to the Corporation,

Conflict with the Comptroller General. At the re
quest of the Corporation a representstire of the General Ac
counting Office worked with the Corporation in seeking a 
proper solution. A system of accounts was worked out and 
Installed in the Memphis, Dallas, Omaha, and Cincinnati re-

46
gional offices during 1935* These accounts, however, did 
not extend any farther and the spirit between the two agen
cies cooled quite rapidly. The main contentions of the Gen
eral Accounting Office were that the Corporation was unwill
ing to provide adequate accounting records, to make full and 
complete accounting for the funds of the Corporation, and to
cover the accounts into the Treasury for appropriation and 

47
expenditure.

The Corporation, on the other hand, maintained 
that It had developed its own system after two years of stiivw 
lng on its part to reach a mutually satisfactory system and 
that the accusation of non-acoountlng and unwillingness to 
submit to an audit by the General Accounting Office was un
founded. The Corporation1s views were expressed by John H,
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Fahey, Chairman of the Federal Home Loan Bank Board, when he 
said:

This is not the fact. The work of the Corporation 
has been carried on within the letter and spirit 
of the law. The Comptroller General has full ac
cess to all records and accounts of the Corporation.
On its own initiative the Corporation enlisted the 
cooperation and advice of the Comptroller Generalfa 
office In setting up its forms and machinery for 
accounting, thus obtaining Invaluable aid in pro
viding for easier auditing of the books of aeoount.
The Office of the Comptroller General receives our 
regular statistical reports, is empowered to audit 
regularly the accounts of the Corporation, and is 
entirely familiar with our accounting records and 
procedure. The Corporation submits monttty finan
cial reports and frequent special reports to the 
Treasury Department and the Bureau of the Budget.
It makes regular financial and statistical reports 
to the Emergency Council for the information of 
the President.4®

The insistence of the Comptroller General that the 
accountable warrant system be employed by the Corporation was 
another basis for the conflict between the two agenoles. This 
system was entirely inadequate and impractical from the Cor
poration* s viewpoint. wThe result of this process is that 
representatives of the Corporation In the field working on 
salaries will not assume the personal responsibility for mis
cellaneous expenditures until after approval by the Gofljirol- 

49ler General.11 This would have resulted in delay to the
point that the Corporation would not have been able to acoom-

'

pilsh Its purpose.
This conflict, being only one of many developing 

between the Comptroller General*s office and the rapidly
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expanding government corporations, played a part in produc
ing later Executive and Congressional action calling for more
strict financial control of these corporations. These meas-

50
ares will be dealt with at a later point in this chapter.

Types of expenditures authorized
The original act had empowered the Corporation to 

use its funds as It saw best In accomplishing its purpose. 
Congressional will did not need to be consulted in this mat
ter, How long this Independence was to prevail depended, In 
part, upon how well the Corporation used its funds.

One expenditure incurred 'by the Corporation during 
the course of its operation aroused a great deal of Congres
sional criticism. Forty thousand dollars were expended for 
a group health insurance plan for the Corporation’s home of
fice employees. This brought into the open the conflicting 
views as to just how far the implied authority of the Board 
could go. Congressional judgment frowned upon such expendi
tures ,

I think the subcommittee were unanimous, perhaps, 
in their opinion that the Home Owners1 Loan Cor
poration had no authority to use #40,000 of their 
funds for that purpose; but if the gentlemen will 
recall, in the basic act setting up the Home Own
ers’ Loan Corporation they were given the right 
to use their own funds ,,. for any purpose which 
the board of directors deoided was in line with 
the general purpose for which the board was creat
ed. This was very broad discretionary power, there 
is no doubt of it, ... Personally 1 think that was
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a very strained construction, and so said In the 
hearing, hat it has heen done.****

Xt Bast be admitted that this expenditure did stretch the dis
cretionary power rather far, however much the purpose may be 
applauded.

Limitations placed on financial freedom
A generally accepted administrative principle re

quire© central control over the operating agencies* finan
cial operations ♦ this principle had been largely ignored 
daring the Hew Heal period when the corporate form of admin
istrative agency became very popular. Like the Home Owners* 
Loan Corporation, a great percentage of the government cor
porations had been given broad discretionary financial free
dom.

Since that time this financial freedom has gradual
ly been encompassed by a number of Executive Orders and Con
gressional enactments. These have pertained to the Home 
Owners* Loan Corporation as well as to the other government 
corporation®.

Executive Order 6166 of June 10, 1933 required the 
Bureau of the Budget to review periodic reports of depart
ments and establishment® relating to the obligation of appro
priations and funds to see that they were keeping their ex
penditures within the apportionments approved by the Dlreotor .
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This applied to the Corporation only insofar as its adminis-
52

trative expenses were concerned. Executive Order 7126 of 
August 5, 1935 required the Corporation to submit estimates 
of its administrative expenses to the Bureau of the Budget 
and prohibited it from Incurring an obligation for adminis
trative expenses unless the estimates for such an expendi
ture had the approval of the Director of the Bureau of the 

53Budget.
The First Deficiency Act of 1936 imposed further 

control over the Corporation's administrative expenses. By 
its terms the Corporation could incur no obligation for ad
ministrative expenses after June 30, 1937 except in pursu
ance of a specific Congressional appropriation for that pur
pose, Thereafter, the Corporation has met administrative54
expenses from funds appropriated by Congress. These ap
propriated funds, in reality, are part of the total funds of 
the Corporation that are to be set aside for administrative 
expenses.

Executive Order 8512 of August 15, 1940 required 
the Secretary of the Treasury to prepare and transmit to the 
Director of the Bureau of the Budget such financial reports 
*as may be necessary or desirable to make known in all prac
ticable detail the financial condition and operations of the 
Government and its various agencies,” to aid in the preparation
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of budget estimates.55 in turn, the various agencies were 
required to submit to the Treasury Department such Informa
tion and data as were required in the preparation of the re
ports*

Government corporations1 financial Independence
received it® greatest jolt during 1945 when Congress passed
two bills calling for restrictive measures. On February 24,
1945 the bill known as the George Bill was passed. It pro**
vided for an auditing of the financial transactions of all
government corporations by the General Accounting Office "in
accordance with the principles and procedures applicable to
commercial corporate transactions and under such rules and
regulations as may be prescribed by the Comptroller General

56
of the Gnlted States.” Such audits were to begin with the
1945 fiscal year and a report was to be submitted to Congress
by the Comptroller General not later than January 15 of the
year following the close of the fiscal year. This report was
to include recommendations by the Comptroller General and was
to show any financial transaction which, in his opinion, was
carried out without authority of law.

Congressional control was further widened with the
passage of the Government Corporation Control Act on December 

576, 1945. It provided that all wholly-owned government cor
porations were to submit annual budget programs to the



www.manaraa.com

155

President through the Bureau of the Budget starting with the 
fiscal year beginning July 1, 1946. Such "business-type" 
budgets were to contain estimates of the financial conditions 
and operations of the corporations for the current and en
suing fiscal years and the actual conditions and results of 
operations for the last completed fiscal year. The Act fur
ther required annual audits to be made. This provision was 
essentially the same as that provided by the George Bill but 
superseded it. Certain financial controls were invested 
with the Secretary of the Treasury concerning the Issuance 
of bonds and the depoe&ing of monies in banks.

Opposition to the bill was found within the affect
ed corporations . Enforced limitations are always fought by 
those whose freedom is being encroached upon. Claims were 
made by some corporations that they already had administra
tive audits and that the new audit would merely be a dupli
cation of effort. Further points were raised that it would 
be extremely hard to make estimates of their operating ex
penses with any degree of accuracy and that the required an
nual budget approval by Congress would, in effeot, make them 
yearly corporations which would result in uncertainty and a 
decrease in efficiency.

A freedom from supervision is a nice provision for 
the operating corporations, but it is believed that the
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following quotation is an excellent summation of the ideal 
situation regarding the financial control of government cor
porations .

During tiie past ten (10) years there has been in
creasing realisation by the Congress and the Ex
ecutive that while it Is desirable from the stand
point of operation for Government corporations to 
have reasonable flexibility, some control by the 
Congress and the established fiscal agencies of the 
Government is necessary to a proper coordination of 
the budgetary and fiscal processes of the Govern
ment as a whole. ... The purpose of the present 
bi3X is to set s uniform control for all Government 
corporation® along broad lines without interfering 
with their authorized individual activities.58

the Corporation*® administrative expense record
The Corporation has displayed a good administrative 

expense record in its operation. These expenses, 65 per cent 
of which have been for personnel expense, have been consis
tently reduced from the #37,000,000 peak in the 1936 fiscal 
year to #6,944,556 for the 1945 fiscal year. It Is estimat
ed that they will be further reduced to #5,179,000 for the 
1947 fiscal year.

The fact that the cumulative administrative expen
ditures were #11,763,082 less than the cumulative amounts
approved by Congress as of June 30, 1943 illustrates that the

59
Corporation has not needlessly thrown away money. Such ex
penses have averaged approximately three-fourths of one per 
cent of its total load in loans and properties. This compares
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quite favorably with any private financing institution. It 
stands as a very reasonable amount when consideration is 
given to the type of mortgagor refinanced by the Corporation.

Personnel

file selection of qualified personnel presented a 
staggering problem to the Corporation at the inception of 
its program, Tbe need for prompt selection to permit an 
early commencement of operations counterbalanced the need 
for employees possessing the necessary technical and profes
sional qualifications to efficiently handle so large and 
widespread a lending operation. As few possessed the neces
sary qualifications, it "was necessary to select, train and 
test personnel - attorneys* appraisers* investigators, clerks*
accountants - In the necessary procedure almost as the work 

60
progressed." Manuals of rules and regulations were prepar
ed and distributed to field offices*, conferences were held 
and supervisory personnel were employed in traveling in the 
field, assisting the operating personnel wherever possible 
and helping straighten out difficulties whenever they devel
oped, "The Corporation has field men and inspectors sent 
out from time to time to look into conditions, to investigate 
anythigi which shows up, as indicating error or mismanage
ment,"

!fh© personnel program was supervised by a central
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Personnel Department under tiie Federal Home Loan Bank Board. 
It supervised tiie personnel programs within eacii of tiie agen
cies under the Board's jurisdiction. General policies were 
determined there and then transmitted to the Personnel De
partments located in tte home and regional offices of the 
Corporation, These, in turn, supervised the personnel poli
cies employed by the Corporation. Payroll and leave matters 
were handled in these offices and standards were established 
for the field operations of the Personnel Department# Per
sonnel matters were handled by employment managers in State 
and district offices but there were no full-scale personnel 
departments established in those offices.

Barly personnel difficulties
Early employment qualifications included polities! 

connections# The chairman of the State Democratic Coma?!ttee 
was selected as State manager in one State. In another, ft 
variety of trades were represented in district managers: 
florists, merchants, undertakers and others, but not one had 
previous experience in the real-estate mortgage field. The 
State manager In a third State required each employee to pay 
5 per cent of hie salary into the Democratic State campaign 
fund. To get a job with the Corporation, "an applicant in 
moat States had to get the approval of his local district, 
county, and State party leaders and obtain his Congressman's
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or Senator's cooperation,*1̂
That all was not well on the personnel front ap

peared evident when It was found that during the first two 
years of operation f^rty-four State and district managers 
and assistant managers were removed because of mismanagement, 
disregard of explicit Instructions, or inefficiency. During 
the same period twenty-two persons violated the Corrupt Prac
tices Act, and eleven managers and assistant managers were

63
removed because they solicited funds for political purposes. 
During 1934, 1,176 lawyers were dismissed, many because of 
unsatisfactory work and 2,116 appraisers were dropped because 
their work disqualified them for farther employment. In all, 
some 3,000 were removed during this period because of onsat-

64
isfactory work*

Improved conditions developed after Mr, John H* 
fahey'a appointment as chairman of the Federal Home Loan Bank 
Board in November 1933* *^he personnel of the HOLC manifest
ed much leas Interest in politics and much more in home fl- 

65
nanclng.* Most of the dismissals for inefficiency or sim
ilar reasons came after hie appointment to office.

Attempts to limit the Corporation's personnel freedom
During the Corporation's first year of operation an 

effort was made in Congress to outlaw any "partisan political 
test or qualification,* and to retire that all agents and
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and employees "be appointed, employed, or promoted solely 
upon the basis of merit and efficiency." Any member of the 
Board or any agent or employee of the Corporation foond to

66
be violating these provisions was to be removed from office. 
This effort failed as well as any effort to compel the use 
of the Civil Service Commission* There appeared to be almost 
unanimous agreement that Civil Service requirements would 
eause more damage than benefits. The Corporation itself was 
opposed to its use for the following reasons; (1) a large 
number of employees had to be put to work In the emergency 
in specialized tasks and it was necessary, to get the work 
done and to protect the Corporation against financial loss, 
that large numbers be promptly changed, "If the employees 
were placed under civil service, the time required to prefer 
charges, to conduct trials, and to accomplish these changes 
would hopelessly delay the program**; (2) delay; (3) to aoeom* 
plish the task It was necessary for employees to work longer 
hours than under civil service, A switch would restrict 
hours and would "practically destroy the present esprit de 
corps1*; (4) civil service laws and regulations involve red 
tape and delay. The Corporation would be unable to operate 
a&lsfaetorily under such conditions; and (5) the success of 
the Corporation depended a great deal upon promptness. If 
it were placed under civil service its action would be
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delayed.^?

A degree of control was given to the Civil Service 
Commission over the Corporation* s personnel policies by Ex
ecutive Order 6746 of June 21, 1934 despite this opposition* 
This Order provided for maximum salary rates approximately 
equivalent to the maximum of corresponding eivll service 
rates. In beeping with the Order the Corporation’s Person* 
nel Department classified the positions of its employees ac
cording to the provisions of the Classification Act of 1923
sab1act to review and revision by the Civil Service Commla*

66
sion.

The Corporation’s personnel policies
Personnel policies employed by the Corporation 

were developed to parallel those employed by Civil Service.
In feet, there was a large degree of cooperation between the 
Civil Service Commission and the Corporation despite the 
fact that the Corporation was opposed to being placed onder 
Civil Service jurisdiction. This cooperation might well 
have been instigated primarily by President Roosevelt for he

69
stressed the desirability of such cooperation.

Selection of personnel. The Corporation followed 
the policy of filling vacancies whenever possible by the pro
motion or transfer of its employees. When this was impos
sible it used the following sources for new employees 1 "former
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employees if available; other Federal employees; individuals
on Civil Service registers; individuals registered with Fed-

70
eral and State Bmployment Agencies and in our offices.”

Tests were developed to measure an applicant’s 
qualification® wherever possible. By this means these qual
ifications could be measured with the standard minimum re
quirements established by the Corporation. This testing pro
gram was widely used for the selection of the Corporation's 
clerical help.

Service ratings. Service ratings were Inaugurated 
and the employees graded and classified according to their 
merits. These ratings were an index of performance and re
flected the quality of work and the work production record 
of each employee. They also indicated the attitude of the 
employee, his possession of a knowledge of the work, hie 
originality and good Judgment, leadership, and oooperative- 
ness.

The service ratings were made semi-annually and 
assumed considerable importance in the considerations for 
promotions, transfers, and salary increases. For that rea
son m  opportunity was afforded to the employees to discuss 
the status of their service ratings with supervisors, how
they had been evaluated, and to learn how they could improve

71
their performances.
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Salary scales. Executive Order 6746 of June 21, 
1934 had provided for maximum salary rates approximately 
equivalent to the maximum of corresponding oivil service 
rates, the Corporation, however, established the minimum 
of the Corporation*a classified salary ranges several steps 
below the maximum rates permitted. This procedure allowed

72a certain degree of flexibility for promotion within grades.
The Corporation also developed a practice which 

has seldom been used by government agencies. Grade sched
ules were established progressively lower in field offices 
than corresponding grades in the home office. The Corpora
tion found such differentials to be satisfactory and eoonom-

73
ioally sound In the administration of the field offices.

Terminations* Termination problems have occupied 
a large part of the Personnel department*e time since the pe
riod of active lending operations has stopped. Standard se
paration procedures were established and all offices requir
ed to follow them, fairness and equal consideration to all 
employees was possible by this means, factors considered in
cluded service ratings, length of employment, versatility,
qualifications for advancement, military service, and eco-

74
nomic circumstances.

Voluntary separation has played an important part 
in the termination program. Such separations have been high.
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One reason for this lias been the low salaries paid by the 
Corporation in competition with private industry. At one 
time nearly 90 per cent of the employees in the field were 
under grade 9 which had a maximum limit of $2,600* The top 
salary paid State employees was $8,500 to the State manag
ers of Hew York and Pennsylvania. The situation was graph
ically presented by 3ohn H. Fahey, Chairman of the Federal 
Home Loan Bank Board, when he said: "You are not going to be 
able to hold a man that is capable of running a business of 
that sort. Ho private enterprise in the world would even ex
pect it. ... fake even clerks and stenographers. Right now 
we are experiencing in the matter of separations, 60 per

n
cent of voluntary separation.”

Another factor influencing voluntary separations 
has been the desire of employees to secure employment of a 
more permanent nature. This matter has represented a seri
ous loss to the Corporation as It means that It is losing ex
perienced employees who have to be replaced by inexperienced 
personnel, or perhaps not replaced at all. This difficulty 
can be illustrated by the fact that it was estimated that 
1590 employees would be needed for the 1947 fiscal year, yet
on December 31, 1946 the Corporation actually had only 935 

76
employees.

Summation of personnel policies. The personnel
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policies pursued by the Corporation showed a rapid improve
ment from their poor beginning. By sincere effort and co
operation with the Civil Service Commission it had develop
ed standards and procedures that conformed closely with those 
of Civil Service, the Corporation was in the "fortunate po
sition of being able to meet quickly and with few changes 
in our policies and procedures, the requirements of any Ex
ecutive Order which may be Issued covering our organisation

77into the federal Civil Service." Its position might well 
be said to have been that of enjoying all the privileges of 
membership without the necessity of paying dues.

Entrance into Civil Service
On November 26, 1940 Congress authorized the Pres

ident to cover into the classified Civil Service any offloes 
or positions in or under an executive department, independ
ent establishment, or other agency of the Government with 
some exceptions concerning federally-owned or controlled cor
porations . Exempted were those employed on a fee, contract, 
or piece-work basis who may lawfully perform their private 
profession or business simultaneously. Executive Order 8743 
of April 23, 1941 followed this enactment. This Order placed 
the Corporation’s employees within the classified Civil Ser
vice on January 1, 1942 with the exception of a few top ad
ministrative personnel and those employed by the Corporation
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on a temporary or by fee or contract payment.76 since that 
date, of coarse, Civil Service rales and procedures have 
been followed in the Corporation’s personnel work.

Organizational Redaction 

The organizational structure as described was de- 
veloped during the first few years of the Corporation’s ex
istence. %  1939 it became apparent that necessary opera
tions could be performed by a smaller organization, The 
mortgage refinancing period had been ended for three years 
and the loan servicing and foreclosure problems occasioned 
by the 1936 and 1937 recession were easing* Therefore, the 
Corporation started to eliminate offices and consolidate its 
organization whenever possible.

During 1939 the number of offices had been reduced 
to forty-one State, division, and Territorial offices, three 
district offices, and ninety-six loan service and field sta
tions* The ten regional offices and the home office remain-

79
ed in operation of course. By March 6, 1947 the Corpora
tion had decreased to the point where only the home office

80
and regional offices at New Torit and Chicago remained.

The rapid closing of offices would indicate a cor
responding sharp decrease in the number of employees but 
such was not the case. In some instances there was "practi
cally no personnel saving effected in the closing of field
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stations* Simply the designation as an offioe is eliminated, 
bat the representatives, most of whom represent loan servicê  
oontinue to operate in their respective territories and in
most instances operate out of their homes rather than from a

81
locally designated office." The actual reduction in the
number of employees proceeded along more gradual lines than
the reduction in the number of offices* From a high of
20,611 in September 1934» the figure had decreased to 9,843
by Fuly 1, 1940 and to 935 by December 31, 1946.

During 1944 the Corporation consolidated the loan
Service Division, the Property Management Division, and the
Appraisal and Reconditioning Division into one division
called the loans and Property Division. Also daring 1944
ell field operations of the Accounting and Treasury Sections
were consolidated into the Comptroller's Division in the re- 

82
gional offices*

The federal Government's Housing Structure

Federal housing agencies have been subjected to 
several external administrative reorganizations. The Home 
Owners' loan Corporation has been no exception. These 
changes have produced little internal reorganization but 
they will be briefly described so that the Corporation's 
status among the housing agencies can better be identified. 

The expansion of the Federal housing activities
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lias been stepped up steadily since their beginning in 1912 
when the Federal Home Loan Bank Board was established. Un
fortunately, this expansion did not follow any previously 
planned pattern. Bach agency was established independently 
when a new need for housing aid became apparent. As a re
sult there were Federal agencies interested in public hous
ing, in mortgage financing, in mortgage holding, and in 
mortgage insurance, all of whom were Independent and unco
ordinated as to purposes and practices.

The Central Housing Committee established in 1935 
was the first attempt to bring order out of the general 
chaos. This Committee had no appropriation and no adminis
trative powers, As originally established it consisted of 
representatives from the eight Federal agencies concerned 
with housing. They were to develop some sort of cohesive 
program by holding periodic conferences and by establishing 
subcommittees to study specific factors connected with hous
ing. Its purpose was to

eliminate causes of friction and conflict among the 
agencies, to encourage the exchange of Information, 
to avoid duplication of effort, to decrease the oon- 
funion that exists in the public mind about federal 
housing activities and, in general, to make possible 
a smoother and more effective administration of the 
housing work undertaken by the federal government.83

Its results depended entirely upon the spirit of cooperation
existing between the participating agencies.
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Any official move to coordinate the Federal hous
ing agencies was delayed until 1939. On April 25 of that 
year President Roosevelt submitted Reorganization Plan Ho. 1 
to Congress to take effect July 1, 1939* This Plan put the 
Federal Home Loan Bank Board, with its constituent agencies,
within the newly created Federal Loan Agency under the sup-

64
ervlsion of an Administrator. Other agencies primarily in
terested in home mortgage financing were also placed in the 
Federal Loan Agency. The powers of the Administrator ex
tended to the supervision of administration and the coordina
tion of functions and activities of the various agencies. No 
functions or operations were consolidated or redistributed.

The United States Housing Authority and the United 
States Housing Corporation were placed within the newly cre
ated Federal Works Agency by the same Reorganization Plan.
The latter was merely continuing its prolonged liquidating 
program and was not actively engaged in housing. The former 
was actively engaged in the public-low-cost rental housing 
field.

This reshuffling of the housing agencies might be 
defended along functional lines but it cut across the logi
cal channels If common purpose and common endeavor and con
tinued to make any far-reaching cooperation among the hous-

85
ing agencies an impossibility.
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This organizational structure continued until Feb
ruary 24, 1942 whan, by Executive Order 9070, the National

66 .
Housing Agency was created, Under the direction of a Na
tional Housing Administrator three constituent units were 
established 1 the Federal Home Loan Bank Administration, the 
Federal Bousing Administration, mnd the Federal Public Hous
ing Authority. Each unit was placed under the direction of 
a Commissioner.

By this means the Federal Government's housing ac
tivities were placed under the direction of one agency with 
the responsibility for over-all housing policies and pro
grams, for handling relations with other government agencies, 
and for conducting financial and technical housing research, 
housing market analyses and urban development studies.

Definite areas of responsibility have been estab
lished for Its constituent units. The Federal Home loan 
Bank Administration is primarily responsible for providing 
a credit reserve system for home financing institutions, for 
insuring the savings of investors in savings and loan insti
tutions through the Federal Savings and Loan Insurance Cor
poration, and for carrying out the liquidation of the Home 
Owners# Loan Corporation, It has already succeeded in final
ly liquidating the United States Housing Corporation. The 
Federal Housing Administration's primary responsibility is
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the enoourage^ent of private construction, repair, arid im
provement of homes by insuring mortgages made by privet© fi
nancing institution©« The Federal Public Housing Authority 
is responsible for publicly-financed war housing end for low- 
rent slum olearane© programs carried out by local housing 
authorities.

The Internal structure of the Home Owners* Loan 
Corporation was ohsngad somewhat by this Executive Order 
when it abolished the Federal Home Loan Bank Board except 
for the Chairman. The Chairman resolved the new title of 
Commissioner. This automatically abolished the board of di
rector© of the Corporation and pieced it under the super
vision of the federal Home Loan Bank Commissioner.

Executive Order 9070 was issued under the provi
sion© ©f the first War Power© Act of 1941 and its force will 
automatically expire with the termination of that Act. This 
mean© that the present national Housing Agency’s organiza
tion will also be eutomaticslly terminated at that time,
VIth this in mind * President Truman submitted Reorganization 
Plan Vo. I of 1946 to Congress establishing a permanent Na
tional Bousing Agency. Th® submission for such a plan had

87
been authorized by Public Law 263, 79th Congress.

HeapIt© the obvious advantages demonstrated by the 
actual existence of this organization since February 24, 1942,
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the now very familiar cries of socialism and of exploita
tion of the lending agencies by the public housing agencies 
were raised* Such tactios aided in the defeat of the Plan. 
The Senate passed a resolution disapproving the Plan on July
15, 1946, just one day before it would have been placed in 

88
effect. This followed an earlier disapproval by the House 
of tepresentativee.

Poring the 79th Congress a housing bill sponsored 
by Senators Wagner, Sllender, and Taft was introduced in the 
Senate, One of the provisions of the bill called for a per
manent National Housing Agency. Passed by the Senate on 
April 15, 1946, the bill died while being considered by the 
House Banking and Currency Committee at the time of Congres
sional adjournment* Heintroduoed in the Eightieth Congress, 
Its fate is still undetermined*

The Federal Government’s housing organization, 
while coordinated under the National Housing Agency, rests 
on a shaky foundation at the present time. Its dissolution 
will come with the revocation of the First War Powers Act 
unless preventive steps are taken in the meantime*
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Chapter V
ifficts A m  evaluation

The Home Owners1 Loan Corporation was designed as 
an emergency agency to furnish relief to distressed home 
owners* While fulfilling that objective the Corporation has 
produced other benefits, some of which will have a lasting 
effect in the home financing field.

the Corporation's Accomplishments

When enumerating the benefits derived from the 
Corporation's work It should be remembered that it has been 
only one of several Federal agenoies working within the 
housing field for the past decade and a half* It would be 
erroneous to bestow the entire credit for improvements made 
upon one agency* Mutual credit must often be extended*

Relief to home owners and mortgage institutions
The most tangible achievement has been the saving 

of approximately 800,000 home owners from threatened fore
closure* This represents the number successfully refinanced 
of the 1,0171821 original borrowers. The immensity of this 
task can be better appreciated when it is realized that the 
Corporation refinanced approximately one-sixth of the totol
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number of mortgaged homes in the United States*
Each time a mortgage was refinanced meant that some 

lending agency was receiving a financial shot in the arm*
With its quickly developed program, "the Corporation consti
tutes the one force powerful enough to prevent complete dis
aster* .** It protected the solvency of financial institu-

1
tions of all types.” the Corporation exchanged its bonds 
for frozen assets and provided banks, building and loan as
sociations, insurance companies, mortgage companies, and in
dividuals with cash to pay needy depositors or creditors.

A breakdown of the total sum paid shows that form
er mortgagees received approximately #2,700,000,000 of the 
|3*093,451,321 total of loans refinanced* Building and
loan associations received #945,000,000; savings banks,
#810,000,000; commercial banks, #351,000,000; life Insurance
companies, #216,000,000; mortgage companies, #135,000,000;
Investment companies, #108,000,000; and, individuals 

2
#81,000,000,

More effective use of the bonds received might 
have been mad© by the private lending agencies. They were 
employed usually in meeting depositors* withdrawal demands 
or merely stored away for us© in whatever emergency ap
peared, Beflnancing might well have been conditioned by the 
requirement that the proceeds be used for making new loans.
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This requirement would have required payment in casii rather 
than in bonds for the refinanced mortgages*

This type of refinancing program might have result
ed In the proverbial killing of two birds with one stone - 
the refinancing of distress mortgages and the building of 
new home® so badly needed* It is a conjectural matter 
whether this procedure could have produced the necessary 
speed in relieving the distressed home owner* The then ex
isting economic condition® would undoubtedly have produced 
great reluctance on the part of many institutions to enter 
Into new lending operations* However meritorious such a 
plan appears now there was no demand for it® instigation, 
primarily because no one appears to have thought of it*

Adoption of the long-term mortgage
The Corporation Instigated a great change in mort

gage-financing technique by Its adoption of the long-term 
amortized mortgage. "The Home Owners* Loan Act passed by 
Congress in «Fune of 1933 to atop the mortgage panic of that
period, was the most constructive and liberal mortgage plan

3
which had been developed in this country up to that time*” 
Little effect would have been felt had the Corporation been 
the only agency to use the long-term mortgage, but the Fed
eral Housing Administration followed its lead. This has re
sulted in the long-term mortgage now being generally acoejted
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by private lending agenoies.
This type of mortgage is better suited to the in

terests of the mortgagor than the short-term mortgage. Its 
fixed monthly payment can be handled more easily by the 
mortgagor whose income, on most eases, comes on monthly pay
ments .

Hand in hand with the long-term mortgage came the 
practice of lending a larger percentage of the property val
uation. The maximum percentage was 80 per cent in the case 
of the Corporation while the Federal Housing Administration 
permits loans up to 90 per cent. The desirable feature of 
this large percentage lending is that it eliminates the ne
cessity of resorting to the seoond mortgage with its many 
abuses•

Private lending agencies have generally accepted 
the long-term amortized mortgage but they have not adopted 
the liberal terms offered by the Government agencies. Their 
terms usually permit a 60 to 70 per cent valuation loan 
amortized over a fifteen-year period when government backing 
Is not present. Very few permit the twenty-five year amor
tization period encouraged by the Government housing agencies.

The Corporation permitted some flexibility in its 
mortgage repayment plan. Mortgagors were encouraged to pay 
more than the required amount whenever possible. This per
mitted them to adjust their payment pattern to their



www.manaraa.com

186

economic situation. By this means mortgagors were able to 
eliminate their Indebtedness sooner than they oould have by 
remitting only the set amount each month.

Private lending agenoies have not encouraged this 
practice. To do so means a reduced return on their invest
ments through lower interest income. This failure to en
courage any flexibility In loan repayment continues to make 
the mortgage a rigid financing instrument regardless of 
economic circumstances.

There are definite advantages in the long-term 
mortgage, There can be little argument with the statement 
that it Mls not overstating the case to say that the great
est single achievement of the Federal Government in the
home financing field was to make America consolous of the

4
soundness of the fully amortizing mortgage." But there are 
dangers also in its use. Bangers which do not arise from 
the type of mortgage itself but from its use as a means to 
fulfill the dream of many prospective home owners. The ease 
with which a home may be obtained under such a system is 
widely advertised by private lending institutions and endors
ed by Federal housing agencies. Though it opens the door to 
possible home ownership by many who otherwise could not af
ford it, it also invited over-purchasing unless caution is 
used. The procedure can ricochet in several directions: (1)
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It may not insure the repayment of the mortgage within the 
useful life of the building or provide adequately against 
depreciation or obsolescence, (2) it makes it more difficult 
for the home owner to retire the loan within the productive 
period of his life-time, especially if he buys after he has 
reached middle age, (3} the long-term mortgage actually in
creases the total outlay a family makes for a home, and (4) 
the easy home purchase plans, like other forms of consumer
credit, encourage buyers to undertake obligations beyond

5their long-run ability to pay comfortably.
The lest point particularly Imposes a serious prob

lem with present day conditions. It cannot be questioned 
that the critical housing shortage is causing many, people to 
over-step themselves In purchasing homes. The results may 
be disastrous with the appearance of an economic recession. 
Large monthly payments for low valued houses will be the sit
uation in many oases.

Reduced interest rates
The 5 per cent interest rate adopted by the Cor

poration started the general lowering of Interest rates 
throughout the entire mortgage structure. Little effect 
would have resulted in private lending practices had the Cor
poration been the only agency to adopt it. Once adopted, 
however, It was used by the Federal Housing Administration,
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The result has been that private lending institutions in 
oompeting for loans have had to reduce their interest rates 
fro® the pr©-depression rates of 6 to 15 per cent to the 
4 to 6 per cent level. The importance of interest rate re
duction can he appreciated when it is learned that the Cor
poration’s borrowers have saved #600,000,000 in interest 
payment alone#

Improved appraisal techniques
The Corporation made a lasting contribution to 

real-estat© practice in its development of improved apprai
sal techniques. Realizing that proper appraisal methods 
and value form the base of a sound mortgage credit struc
ture the Corporation developed the three-point appraisal 
method to arrive at proper valuations. This method gave 
equal weight to the market value, the reproduction less de
preciation cost, and capitalization of the average rental 
value over a ten-year period rather than relying on the un
scientific, hit-or-miss market value appraisal previously 
employed, A property valuation was secured that approxi
mated the true value of the property.

Full-scale adoption of this appraisal method would 
tend to stabilize property values end prevent the extreme 
fluctuations to which they have been subjected. The number 
of appraisers using this method is of course unknown. The



www.manaraa.com

191

Corporation trained approximately 8*500 appraisers In scien
tific appraisal techniques and their Influence should con
tinue to lend a scientific approach to the appraisal prob
lem.

Tax relief
The Corporation has rendered a degree of aid to 

local governments by the payment of taxes on its property 
and the payment of delinquent taxes for its borrowers. It 
advanced $66*283*241 to Its mortgagors during the 1940 fis
cal year for tax payments. Prior to September 1939 it also
advanced an average of more than $500*000 per month for the

7
payment of penalties and interest on taxes. Since the be
ginning of operations some $230,000,000 has been advanced to8
mortgagors for the payment of delinquent taxes.

The tax and insurance plan adopted by the Corpora
tion in 1939 cot only reduced the tax and insurance problems 
of its mortgagors but it aided in selling this type of pay
ment plan to private lending agencies. Started by the Fed
eral Housing Administration in 1934, such plans are now com
monly used in all mortgage repayment systems. They are bene
ficial to all parties concerned; the home owner can better 
handle his taxes and insurance by regular monthly payments, 
the mortgagee does not have to worry about the security of 
tie investment because of tax delinquency, and the local
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governments are assured of steady property tax payments.

Standardization of mortgage practices
Private real estate and legal personnel were em

ployed by the Corporation In many of its operations. Ap
praisals, title examination, loan closing, title filing, and 
foreclosure action were bandied in this manner. In such 
cases the Corporation established standard fee payments.
These standards were usually based on the prevailing local 
standards established for such work but where such fees ap
peared to be too high the Corporation established its stand
ard at a point which appeared to be a reasonable charge. Di
rect benefits accrued to the mortgagors by this practice for 
these fees were paid by them.

The success of this project was handicapped by the 
varying mortgage and foreclosure procedures required through
out the fifty-two States and Territories in which the Corpor
ation operated. Nevertheless, the policy of developing 
standardized procedures was followed wherever possible. 
Standardization is the key to reducing excessive charges 
present in the mortgage business. Such charges can be re
duced and rendered uniform as the operations of the Corpora- 

9
tion have shown.

Home improvements
A rather minor accomplishment has been the
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reconditioning of homes instituted by the Corporation. Ap
proximately 1190,000>000 has been advanced to borrowers for 
this purpose. Homes have been improved that might not have 
been otherwise and at the same time the security for the 
Corporation’s investments has increased in value. Assist
ance has been given to the building industry and idle labor 
employed. In addition to these benefits, the Corporation’s 
reconditioning program "has demonstrated to private home- 
financing institutions the advantages that a well-directed 
reconditioning program can yield both in protecting an in
stitution’s active loans and stimulating the rental and sale10
of acquired properties."

Attitude of Private Agencies toward the Corporation

the attitude of private mortgage agencies toward 
the Corporation has been typical of all business attitude 
toward government - that of self-interest. This self-in
terest entailed a hesitancy on their part to accept bonds 
guaranteed only as to interest. Marked improvement was no
ticed in the sa!eati.ity of the bonds in early 1934 when it 
was rumored that the guaranty was to be extended to the 
principal. After that extension had been made conditions 
improved remarkably in the exchange of bonds for mortgages.

A policy of watchful waiting was assumed by the 
private institutions. During the first years of the
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Corporation*s existence they were in suoh poor financial con
dition that Federal action was the only method available to 
aid recovery* For that reason they were compelled to acoept 
the Corporation’s help* But at all times they were fearful 
of any form of extension for the Corporation, either in bond 
authorization or In time. While testifying in regard to a 
contemplated increased bond authorisation, Mr. Friedlander, 
President of the Cmited States Building and Loan League saidt

We are very fearful that It will have a very de
cided effect, first, upon collections of loans 
which we have in our note ease; secondly, that 
It will retard the getting back into normal func
tioning of private capital. As long as there is 
an opportunity for borrowers to file applications 
with the Home Owners’ Loan Corporation and get 
the benefit of Government credit, just that long 
they are going to look to the Government for their 
funds rather than to private institutions.il

It appears that in this statement he has unwittingly built a 
case for the extension of governmental financing.

In some cases an adverse effect was felt by private 
lending agencies merely by the existence of the Corporation. 
They faced the problem of home owners defaulting who were 
able to carry their loans. wOur problem has oom© since all 
the publicity has attended the Home Owners' Loan Corpora
tion, that the people who could meet their obligations have
started to coast and lay back in the hope of getting a Gov-

12
ernment loan later on,”

That they were justified in their complaint against
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tills practice Is Indisputable. But It was not a charge that 
could be placed against the Corporation for the original act 
did not limit loans to distress cases only. To combat this 
practice the Corporation gave specific instructions to its 
lending stations that loans were not to be consummated when 
it was evident that this practice had been resorted to by an 
applicant. The distress requirement inserted in the amend
ment of April 27, 1934 farther alleviated this cause for 
complaint•

Once rescued from the brink of disaster by the 
Corporation the self-interest of private business asserted 
Itself again. Starting as early as 1936 and 1937 various 
proposals were advanced whereby the Corporation would trans
fer back to the private agencies those loans that had turned

13
out to be satisfactory risks. Hone of these proposals 
were accepted by the Corporation.

The following quotation describes the general at
titude private lending institutions had towards the Corpora
tion.

In spite of its gigantic extent, mortgage refi
nancing in Itself did not serve to divide opinion 
on any fundamental issues. Creditors were reliev
ed of a crushing weight of frozen assets in a time 
of great stress, and debtors obtained more favor
able credit terms than had ever before prevailed 
in this country. It was well understood that in 
the H.O.li.C* no permanent socialization of mort
gage lending was Intended and no attempt to pre~ 
serve home ownership irrespective of public cost.
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For these reasons the Corporation has not been subjected to 
any large scale opposition by private lending agencies.

Administrative Evaluation

The following matters deserve consideration before 
conclusions are reached concerning the Corporation’s admin
istrative success.

It has had at one time all of the problems of or
ganization, establishment of procedures and meth
ods of doing business, employment, the develop
ment of a new method of mortgage refunding with 
bonds, the establishment of a servicing procedure, 
end the conduct of a financial operation which is 
unprecedented. And all of these things had to be 
done by a public Institution which was subject to 
criticisms not only just and proper, but also 
from critics who are biased and who said it could 
not be done and who did not wish to see the re
sult accomplished, and, in many oases, who for 
partisan reasons desired to discredit even the 
best efforts made In good faith,1?

Barly difficulties
Complaints were heard against the Corporation soon 

after its establishment. Some were justified and some were 
muttering® of malcontents, It could hardly be expected that 
an agency of this type could be established and operated 
without any friction or trouble appearing. Then too, it was 
sometimes very simple to hover outside and seleot individual 
oases of error. There were cases where loans had been made 
to people with substantial incomes. This has been freely ad 
mitted. Mistakes were made in personnel selection, in
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appraisals, in individual tests of eligibility, and in other 
instances. The Corporation has been the first to admit it.

Trouble spots developed along certain fronts and 
in certain geographical areas* The necessity of building 
the organization from the base up resulted in delays in loan 
consummation® and the inevitable ”red tape” during early op
eration®. Lending transactions at first placed too great an 
emphasis upon complicated forms and procedures causing delay 
in aiding the home owner. During the first five months of 
operation it

was necessary that more than 1,000 items be checked 
and answered and 22 forms completed before the ap
plication could even be sent from the branch office 
to the State office. Then new rules were promul
gated from Washington with great frequency. For 
many weeks it was the rule that every loan in every 
part of the country must first be sent to the loan 
examining committee in Washington for scrutiny and 
further checking before the loan application, pre
viously thoroughly checked at the local and State 
offices, could be granted. For many weeks It was 
necessary for each district manager to affix his 
signature to each application for a loan 18 times 
and the State manager 22 times.16

The administration of the Illinois and New York 
agencies developed into points of contention. Criticism di
rected against their management appears to be well founded 
when it was established that the average cost to the Corpor
ation per closed loan in Illinois was as follows: October
1933. #501.10; November 1933, #135.39; December 1933, 
#199.57; end, January 1934, #238.72- The average cost in
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New York was $440,14 in November 1933, #525.81 in December
17

1933, #122.34 in February 1934. These averages are to
be compared with a cost of #13 to #15 per loan in Ohio and 
Indiana,

There were 442 salaried field employees in Illin
ois in February 1934. During that month they closed only 
181 loans. During that same month the New York employees 
were able to close 1.69 loans per employee. The truly 
astounding fact was that the average cost per closed loan, 
in Illinois, was increasing during this period, reaching 
#456 in February 1934,

It seems inexplicable that the average cost per 
closed loan should rise the longer the Corpora
tion is in operation in that State. The only plau
sible theory would seem that so many politicians 
out there are being added to the Home Owners1 Loan 
Corporation pay roll, traffic police should be em
ployed to keep them from bumping Into each other, 
or that salaries are increased or both.l®

Whatever the true causes were for this situation they were 
gradually eradicated and replaced by Improved administration* 

Organisational difficulties, procedural "red tape," 
and politics all played their part during the Corporation’s 
early career. These appear to be inevitable factors when
ever government agencies are organized, particulary when few 
lines of responsibility are imposed. To have expected the 
Corporation to operate differently would have meant expecta
tion of a defiance of human nature.
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Oeneral administrative evaluation
The appointment of John H. Fahey as chairman of the 

Federal Home Loan Bank Board in November 1933 created a vast 
Improvement in the Corporation’s administration. Personnel 
policies were established to secure efficiency rather than 
to reward politicians. Incompetence was eliminated in large 
scale fashion. Selection was standardized and based on test
ed qualifications whenever possible, rating scales were de
veloped and used to aid in determining promotions, transfers, 
and terminations. Positions were classified and standard pay 
schedules were adopted. A policy governing terminations was 
devised that was just and equitable.

These policies were formulated before the Corpora
tion was placed within Civil Service jurisdiction. Little 
change was required when the Corporation was placed under 
Civil Service on January 1, 1942.

The Corporation’s administrative organization of
fered no new administrative devices to study. A line organ
ization was developed with home, regional, State, and local 
offices established to meet the dispersed type of operations 
performed by the Corporation. The home and regional offioes 
served primarily as supervisory agencies while the State and 
local offioes performed the personal contact duties. This 
permitted the Corporation to operate on the local level,
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where It was needed, and at the same time permitted adequate 
supervision of that operation.

The establishment of regional offioes provoked19
some Congressional erltioism. It was claimed that they 
merely produced a pyramiding organization, that they dupli
cated work done In the State offioes thereby increasing the 
cost of operation needlessly, and that they should be elim
inated and their duties transferred to the State offices.

It is true that regional office work was a dupli
cation of State activities in many respects. Their reoheek- 
lng of all case records and other data received from State 
Offices constituted a duplication of effort. But the region
al offioes served a useful purpose for it was from those 
points that local operations were primarily supervised. By 
this supervision a much greater uniformity and smoothness in 
operation was perfected than would have been possible by the 
home office alone. Direct home office supervision over such 
a dispersed and localized organization would have permitted 
local manager® to be their own supervisors to too great an 
extent. little effective control could have been maintain
ed by the central home office.

in organization’s efficiency is quite often measur
ed by Its expense record. When measured from this standpoint 
the Corporation’s record is excellent. Administrative
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expenses have consistently been smaller then the amounts ap
propriated by Congress. Operating costs have been gradually
lowered until they average about three-fourths of 1 per cent

20
of the average loan balances. This compares quite favor
ably with the aliasings made by private lending agencies. In 
making such a comparison It must be admitted that the Cor
poration has had an advantage in the size of its organiza
tion but it must also be recognized that it has had large 
numbers of cases requiring special attention and additional 
cost not generally encountered by the private agencies.

It is quite an oddity for a government agency to 
cost less than originally planned. Tet that Is the Corpor
ation’s situation. Estimates were 'freely made in Congress 
and among the managers of mortgage-lending Institutions 
throughout the country that the legislation would impose a

21
loss of #500,000,000 to #1,000,000,000 on the Government.”
1&© present financial standing, however, indicates that the 
Corporation will heve returned to the Government its entire 
investment including the #200,000,000 originally Invested as 
the Corporation’s capital stock by the final liquidation 
time in 1952,

Several factors have been responsible for the Cor
poration’s excellent financial showing. Improved economic 
conditions arising from the War have permitted many mortgagors
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to Maintain their accounts in a solvent status who sight not
'' V '

have been able to otherwise. The housing shortage occasion- 
eel by the fbh has allowed the Corporation to sell its acquir
ed properties more easily and at a higher price that it might 
otherwise have been able to do. Begardless of these facts, 
the Corporations competence must be given partial credit f>r 
producing this financial standing. It was expected to be 
far different than it Is and it might have been so had the 
Corporation been poorly operated.

Be^e^^^ngs^Jn^JheM ortgageSyst^

The most significant lesson taught by the Corpora
tion’s work Is the need for a standardized and controlled 
home financing system. Improvements have been made. The 
long-term mortgage has been acoepted and interest rates have 
been lowered, Variation is still found, however, in many fi
nancing practices.

An adequate credit reserve system needed
The Inability of private institutions to meet the 

housing crisis In ®n adequate manner demonstrated the need 
for a mortgage reserve system long before the Federal Home 
Loan Bank System was established. %n the words of John H. 
Fahey:

it proves that If we had developed a representa
tive mortgage reserve system in time it would have 
prevented most of the trouble that occuffed in the
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mortgage field, and the direct lending of the Gov
ernment would have been unnecessary. In my judg
ment the experience mean® that nothing is more im
portant to the safety of the country’s mortgage 
lending institutions than to give thought to the 
value and utility of the mortgage reserve system 
represented by the establishment of the Federal 
Home Loan Bank System,22

It is true that such a system would have helped, 
but such enthusiasm for the ability of the Federal Home Loan 
Bank System appears somewhat out of place if the tenor of 
the period Immediately preceding the depression will be re
called, A system can be only as good as are the means of 
controlling it. Lending institutions were not required to 
join the System and to believe that State chartered insti
tutions operating under a myriad of laws and interested only 
in securing the largest degree of profits possible would 
have been Interested in such a system is rather wishful think
ing*

These institutions became interested in, and will
ing to join, such a system only after the depression appear
ed, Self-preservation was the motivating force in most in- 
stances rather than any particular desire to participate In 
a Federally sponsored reserve system.

The Federal Home Loan Bank System will aid in 
future crises but total success can hardly be expected. It 
does not possess the necessary controls to prevent specula
tive practices entirely. It is in actual contact with only
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a part of the Institutions engaged in home financing. On
June 30, 1945 it was estimated that there were 2,624 non-

23member savings and loan associations. In addition, the 
number of other lending institutions and individuals engaged 
in this field were inestimable. It would be safe to state 
that this number has increased during the last two years due 
to the handsome rewards appearing in the housing field. These 
new institutions are the ones that can create havoc with 
their eyes glued on easy money with too little regard paid 
to safe mortgage principles.

The present Federal Some Loan Bank System does not 
go far enough. The credit reserve system needs to encompass 
all mortgage lending institutions. It needs to have competent 
control over the institutions once they are within the aysten. 
Interest rates should be controlled and standardized lending 
procedures need to be installed and controlled by the credit 
reserve agency. By this means a stable home-mortgage system 
could move much nearer reality.

Uniform State mortgage and foreclosure laws needed
The Corporation found great variation in State 

mortgage and foreclosure laws. This h^s only helped to sur
round mortgage-financing with mystery and has required the 
potential home owner to secure legal, or expert, services 
at every step with needlessly high fees. Mortgage and fore
closure laws must be amended to provide a more simple,
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uniform, inexpensive, and expeditious procedure. No justifi
cation can be found for present condition.

Studies made by the Corporation point to this need 
for standardization and simplification. The time required to
obtain a certificate of title varied from sixteen to seventy*

24
bn© days and cost varied from $21.12 to $55.78. A standard 
lend title registration system should b© installed in all 
Static reduce title examination time and cost to a mini
mum.

Costs and time spent in foreclosure are excessive
in over half of the States. Th© time required varies from
three weeks to eighteen months and costs vary from only a

25
few dollars to as high as $800. Procedures are extremely 
varied and complicated. A simplified power of sale fore
closure system should be installed in ell States. This would 
eliminate the present costly court proceedings required by 
many State laws.

Need for tax relief
State tax laws must be amended so as to prevent 

their acting a® impediments to the financing and owning of 
home®, fhat the amount of taxes play an important part in 
home ownership can be seen from a Corporation analysis made 
during 1940. In four States real-estate taxes were found to 
be equivalent to 50 P©r oent or more of the loan payment
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and In twelve more they represented two-fifths to one-half 
of the monthly installment. The experience of the Corpora
tion has shown that it has acquired fewer homes and has been
able to dispose of them at better rates in communities and

26
areas where taxes were on a reasonable level.

The most notable movement in State property taxa
tion has been the trend toward granting homestead exemp
tions. By June 1942 twelve States had offered exemptions

2?
in some form to property owners. The movement has not 
spread any further to date. This type of legislation does 
furnish some degree of relief but it does not offer the all- 
around relief so badly needed in property taxation. The 
property tax still violates the ability-to-pay principle.
Real tax relief must stem from th© development of local tax 
systems based upon that principle rather then by adopting 
partial relief measures while still relying on the property 
tax as th© chief revenue collector.

Ceneral Summarization 
It appears certain that the Corporation will contin

ue its present program leading to final liquidation by June 
30, 1952. It played a sudden and dramatic part in the home 
financing field though little noticed now. It was largely 
through the Corporation’s efforts that a bottom remained in
tact in th© real-estate market daring 1933 and 1934. The
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Corporation was one of the first Federal housing agencies 
created and the success of the Government*s entire housing 
program depended upon its success to a large extent* Had 
the Corporation permitted its defaulters to run over it the 
whole Government program might have broken down with a re
sulting demoralization of the entire real-estate market.

The Corporation developed a new pattern in the
theory and the practices of mortgage financing.

It has demonstrated conclusively, on the one hand, 
that with reasonable and proper encouragement, ul
timate debt-free home ownership is possible for 
the great majority of families who undertake the 
venture. It has also, on the other hand, pointed 
the way in new techniques of lending and collec
tion policies that make such a venture a worth
while proposition for owner and lender alike.28

It is unfortunate that the Corporation has not
taken advantage of its opportunity to render a greater ser
vice to the general public. Ho agency has been in a better 
position to assess home ownership and the problems connect
ed with it. Tet it has failed miserably as an educational 
instrument to acquaint home-hungry citizens with these facts. 
Every mean® should be used to alleviate the general ignorance 
which surround® home financing. Yet the Corporation has done
nothing in this area. Though not an active participant in
sounding the call for home ownership for everybody it has re
mained silent, to Its discredit, when it could have so bene
ficially pointed to the pitfalls surrounding such a more.
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The mortgage financing field has Improved tremend
ously since the inception of the Corporation. The long-term 
amortized mortgage Is In general use, the interest rate has 
dropped, a credit agency has been established for home fi
nancing institutions, a system of depositor insurance for 
these Institutions has been created, and the insurance of 
mortgages has been Inaugurated. Federal housing agencies 
have been pieced under one central agency, at least tempor
arily, and legislation is pending to make such an organiza
tion permanent.

Whether an organization similar to the Corpora
tion shall ever be needed again is of course unknown. The 
need for one can be eliminated if only the present mortgage 
financing gains can be retained and the remaining dark spots 
progressively removed. There can be no logical reason ad
vanced for permitting such basic needs as housing and 0 good 
mortgage financing system to be governed by a few to the de
triment of the many.
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