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PREFACE

Eéma ownership has been looked upon as constituting
part of the "American way of life". The home owner lms besn
congidered 2 reliable, consclentious citizen who, by scquir-
ing his home, has obtained s position aflsecurity and prom-
inence, “

Unfortunately, home ownership eand the means employ-
ed to gain such ownership were oonsldersed to be of a loeal,
indivldaalistic neture. The mortgage instrument came into
préginence ag the credit device to faoil&tata purchasing.
Go#ernment did not concern 1tself 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.
; Under these ideal conditions the mortgage beceme &
speoulative medium end greatly aided the speculative spirit
that gradually permeated land and home ownership. Homes were
purchased through mortgages at fantestic prices. Little heed’
was paid to the fact that the mortgege, like any credit tool,
oconstituted a debt that would eventually have to be psid im
fall.

Hard times for the mortrmagor eccompanied the
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depression in the thirties. His straltened economic circum-
stances resulted in missed mortgage payments., This called
for immediste payment of the entire mortgege from the mort-
gagee. Fallure to do so meant foreclosure.

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

The Home Oﬁners' Loan Corporation was created on
June 13, 1933 to furnish this relief. The Corporatlion was
to refinance those mortgagors who were threatened by fore-
closure and who c¢ould not secure relief from private sources.
Because of its dramatic and far-reaching role the Corporation's
snogcess or failure helped to determine the success or fallure
of the other Federsl housing activitles that followed.

This study of the Corporation hes been undertaken
to ascertain how well 1t hss achleved its purpose. The study
haz besn arranged to present a comprehensive view of the Cor-
porstion: the need for 1t, its purpose, its activities and
administration, and & general summarizetion 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-
stently expanding.

Acknowledgment is gratefully extended to Dr. Herman
H. Trachsel, Associate Professor of Politicel Science at the
Btate Unlversity of Iowa, for his encouragement and suggest-
ions in the process of regsearch and the edvice he heg will-

ingly given in solving the problems of the writer,
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Chapter I
THE NEED FOR THE HOME OWNERS' LOAN CORPORATION

Home ownership has always been considered a virtue
in this country., By aequiring a home it has commonly been
believed that a person also acquires security and a place of
respect in the communlity. Unfortunately, the means of obtein-
ing a home were considered to be of a striotly local, indi-
vidualistie nature. As a result, governmental responsibdili-
ty in the housing rleld was confined to the local and State
levels., This responsibility usually resulted in restriotive
measures intended to ourb the most apparent abuses as they
ocourred.

The Federal Government assumed no positive inter-
est in housing for one hundred and fifty years, It 4id so
only after a major depression required housing relief on a
nationel scale. REvents had demonstreted that home ownership
oould not be left entirely {in the hands of private enterprise

with only oceasional checking by local governments,

The Deolining Position of the Home Owner

The home owner's position was beocoming constantly
less advantageous in the United States prior to 1929. This

was true despite the great sentimental value attached to home



ownershlp as part of the Americen way of life. A large part
of the responslbllity for this situation can be placed on
the individualistic nature of the home owner and on the in-
creasing use of mortgege finanoing as the means of acquiring
a home, Conditions as they then existed within the bhousing
f1eld tended to change the home owner's pesition from one of

security and promipence to one of insecurity and tenancy.

Individuallstiec nature of the home owner

Beveral factors contributed to the dsclining pesi-
tion of the home owner, Near the fore stands the inherent
individaalistio character of the home owner. In éolling his
gservices to industry he had to compete with highly developed
organizations. Unable to state the wage that he would work
for, he had to accept what was offered. This resulted in a
low return for hls services. On the other hand, he was met
by the high oharges placed upon the commodities and services
that he required from lndustry.

Lack of organization placed the home owner in an
inoreasingly poor posltion as the American economy continued
to industrialize. Industrislization meant orgenization and
speclalization. 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

ineressingly forced to accept the terms ilmposed by others



when it came to owning his own home. The only alternative
was to do without L%, but even there he was subjsoted to
pressures for there were many forces pointing to the satis-
faotion derived from home ownership,

This aituation meant that the unofganized bome
owner was facing lnereasingly difficult obstacles. Abuses
within the mortgage syetem were rampant, Higher construc-
tion costs were passed on to the altimate consumer - the
home owner. In many ingtanaas the product was of poor quel-
ity so that the home owner recelved less for more money. Even
local governmentas inecreased the burden of the home owner. As
governmental ocosts rose so did the tax on real estate even
though other forms of property had grown proportionally great-
e¢r in value, Lacking any orgenization, the individual home
owner was powerléss to make his volce heard for tax reduce
tions. %t every tarn he was beaten into a position less fa-

vorable.,

8peculative practices in land end homes

Apart from these developments appeared the prac=~
tices that srose with the rapld expansion snd settlement of
the country. As new territory wes aoquired the land was
thrown open to entry and settlement. No thought was given

to whether the land was to be used for speculative ressle or

for actuel use by the new possessors. Land companies purchagel



hage tracts for a plttance, divided them, and resold theam to
settlers., Land became not so much a material to own as some-
thing with whioh to speculate. "Here the city lot or the
quarter section passed from owner to owner with hardly more
ceremony then marked the passing of s ten-dollar bill, Land
speculation developed in time into a major vocation, stand-
ing side by side in importance with speculation in cotton,
tobaceo, and grain."a

Agcent on profit. Profit, not prestige from owner~

ship, became the gulding principle in land development. There
was a profit to be had in the buying and selling of land.
Lending institations made thelr appearance to furnish the
money necessary to finance this tremendous speculative urge.
Thies finanoing was oconducted to obtain the highest return on
the caplitel invested. The safety of the investment had been
forgotten,

In competing for loans, "lending agencles 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,
or the abllity of the purchaser to pay his obligation.”

lLack of governmental regulation. There were no ef-

fective means present with which to prevent, or control, this

speculative phenomenon. Land speculation hed colored the



intira soclal pleture of the early years of the Republio end
to a considerable extent dominated the formative stages of
rcdgral poliey, -ihera were fow persons engaged in the shap-
ing of that policy who were entirely immune from its lure.
There may gave been oconslderable wrongdoing in disposing of
the pablidhiands but either personal interest or the whole
politlicel atmosphere worked againét any very definite stand
against 1%,

Local and State governments, t00, were ineffectual
in thelr regulatory dutles. There was no regloral or munic-
ipal plenning. Cities grew by haphezard means with little
regard peld to how the owner used his property. Certainly,
1ittle officiel attention waa'devoted to the financlal means
used by lending agencles operating within the resl estate
field.

The mortgage instrument. The instrument whioh so

readily facilitated these apeculative transactions was the
mortgage, As 18 typical of so many tools whereby man pro-
ceeds to carry on hls daily task of living, the mortgage
could prove to be slther & boon or a scourge to its users,
In its development the mortgege more nearly resembled the
latter. An indication of this can be surmised by its fre~
quent use as the plot for a melodrame with the mortgagee ap-

pearing as the universally hated villain. These melodramas



might have been truly humorous had their counterpart in sctu-
al 1life not been so traglo.

Mortgage financing in itself is not harmful. With-
out it much of the sconomliec expansion that took place in this
country would have been lmposzible., More specificslly with-
in the houslng fleld, the mortgage 13 a means whereby a per-
gon laoking the necessary caplital for the outright purchase
of property may secure e¢redit to do so, pledging the proper-
ty 1tself as security. When the safety of the loan 1ls eare-
fully observed no dangerous resalte need appear. But as
praoticed prior to 1929 mortgage financing was one of the
contributing fasctors to real estate speculation., Real es~-
tate dealers and mortgage lenders "in an effort to make com-
migsione and earn interesst have ballyhooed home ownership
and induced buyers to sssame impossible debt burdens."6 The
mortgage made it possible for people on all levels to pur-
chase homes ordinarily far beyond thelr means. "It magked
the speculative nature of a transaction and lent the sober
welght of eppralsal and aathority to prices that might oth-
orwise have passed for fantaatia."v By enlarging the number
of people actively engaged in home buying it led to a marked
inflation of the home-price structure.

Spiralling mortgages and indebtedness. The mort-

gage debt expanded as the price structure moved upward. Mort-

gage loans were mede on the assumption of market values. As



land prices and construction costs rose the mortgage lending
market responded with ean upward movement releaeéng the neoes-
sary oredit for the expending real estate boom.

Urban mortgages, in 1920 about $9,000,000,000, in-
oreased to $13,843,000,000 by 1925 and to $22,153,000,000 in
1936.9 At the same time reel estate velues had started to
decline and bullding activity continued on & large but dimin-
ishing scale in 1927 and 1928. The foreclosure masrker wasg
steadily moving upward until it reached nearly 26,000 in June,
1933, from a monthly average of approximately 6,060.10 Care~
ful ébaervation would have revealed that something was radioc-

ally wrong.

Basie Defects 1n the Mortgage System

The weaknesses in the mortgage structure became ap-
parent with the arrival of the depresslon. Bat

Back of the sollaepse of home ownership and home fine
ance were conditlons more fundamental than the de-
pression itself., The basic defects were in the
mortgage struoture and the sense of insecarity whioch
those weaknesses gave both to home owners and to
those whose small eavings were invested in mortgages,
directly or lndireotly. The depression simply re-
vealed the defects and showed the n?fd of safeguard
against panie in mortgage finance.’

Diversified types of lending institutions

The diversified types of institutions operating in
the mortgage Tield oconstituted one of the basic defects in



the mortgage structure. Bullding and loan assooclations, mu-
tual savinge banks, life insurance companies and commerocial
banks as well as individuals engaged in mortgage lending.
Hone of them except the baullding and loan assoclations was
primarily engaged in lending in home mortgages.

This situation resulted in e lack of aniformity
throughout the mortgage structure. Divergent interests and
methods of dolng business prevented any possibility of the
adoption of standard practices. Each institution developed
ita own leading and appralsal methods, its own interest ohafg-
e, and 1¢s own individual requirements concerning the grant-
ing of loans., Cooperative action was impossible among the

thousands of widely scattered looal financing Institutions,

Lack of a constant flow of funds

Where institutions engaged in mortzage lending on s
part-time basis it

often occurs that only when orgenlzations have in-

vested sufficlently in other assets ere funds d4l-

verted into home mortgages. If, later, it appesrs

that greater returns will socrue from brokers'

loasns or purchases of bond issues, funds are with-

giawg from urban mortgages and returned to these
elda.

This tendenoy is characteristle of other fields of
credit aetivity also, but the real estate mortgage
fleld was especlally subject to influx and efflux
of ersdit because each part of the nation ggd de-
veloped its own mortgage coredlt mechanism.

This situation resulted ln the development of an undependable,



vacillating flow of credit into the home mortgage system under
Qpeoial ecircumstances and in certain areas. No systematie,
coordinated finencisl program was developed among the lend~
ing institutlons and none took the responsibility of attempt~
ing to improve conditions.

Particular hardship was worked upon those borrowers
located in relatively lsolated areas ssrviced by only one or
two lending institutions. They were thus forced to acoept
every condition demanded by the lender to secure the needed

loan.

Use of the short-term mortgage

Although conservative business practice would have
indloated the desirability of the long-term amortized mort-
gﬁge, such was the exceptlon rather than the rule prior to
1933, Instead, the short-term, lump-sum loan was in genersl
use because of 1ts higher profit return and more liquid na-
ture. Usually written for three or flve-year terms, the net
result was the practical necessity or‘renawing the loan at
the end of the period with high commission and refinancing
charges.

The prevalent practice of lending only 5 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 bullders and
sellers customerily wrote up the selling prioce so that the
second mortgage represented a bonus from 20 to as much as 30
per oont.13

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. Wher economlc reverses oo~
curred and an interest payment wes skipped demends were made
for immediate payment of the entire first mortgage.lh
High interest rates

Interest rates charged by the mortgage system were

relatively high. One reason for this was the fact that the
“orgﬁnizatinn of our credlt resources for home purchase has
remained so primitive compared with the rest of our finaneing
atructure that the home owner has pald from 2 to 5 times a8

15
much 83 a business man for a loan,"

Sources of. ma1izmge money were limited to a few in-

stitotions in any specific area so that the interest rates
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conld be fixed by them. The 1lliquidity of mortgeges made it
more difficult to shift the risk to other investore as in the
case of marketable securities. This situation exoluded lend-
ers from the mortgage fleld who, under ordinary ciroumstances,
might have entered. This left only the institutional lenders

- 16
who ultimately determined the interest rates.

Numerous studles of interest rates have been made
with some veriation in results. However, the following rates
will glve sn adequate picture. It was estimated that the
rate of intereat‘aharged‘by savings and loan assoclations on
first mortgages during 1931 raenged from 6.2 per cent in Con-
necticut to 15.3 per cent in Tennessee. During 1924 second
mortgage interest rates ranged from B to 15 per cent or more,
with the country as 2 whole averaging over 10 per oant.17

That such charges were olearly exorbitant can be
seen when they are contrasted with estimates for the three
components whioh ordinarily are considered to determine the
interest rate. Again, variation appears in these estimates
but the following may be used &s a reliable gulde: one-~half
of 1 per cent for the risk element, one-halflf of 1 per cent
to 2 per cent for the expense of making loans, and 2 per ocent
for the cost of money to the iender. Thus, the total eost

to the lender was estimated to vary from 3 to 4 and one-helf
18
per cent,
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By comparing these flgures with the interest rates
oharged it can be zeen that the home owner was paying an une-
neocessary premlum for the use of his borrowed money. This
premium amounted to appreximétely . 2 per cent under the
most favorable conditions to es high as 12 per cent under
the worst oonditions. It must be remembered that this was
for first mortgages only. The premium ran conslderably high-

er in the case of second mortgages.

Lack of orgenization 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
immedlately &t hand and demonstrated no desire for large-scale
organizetion or cooperation.

This looalized, individualistic oharsoter prevent-
ed any posalbility of a ateady market for investment in mort-
gages as securities. Under the conditions as they prevalled
such an investment was entirely too illlquid and offered no
assurance of the loan belng repald. The mortgage system with
i1ts unorganized methods of doing business presented too great
a risk faotor,

Conditlons were such that 1ittle attention was pald
to the possibility of establishing e credit reserve system

similar to the Federal Reserve System established for commenidl
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banking. This lack of eredit facilities made the mortgage
gystem extremely sensitive to any fluctuation within the gen-
eral eoconomic structure. Any slight downward move which
caused more than the usual amount of withdrewals by deposit-
ors in turn placed & demand on the home owner for the immedi-
ate payment of his loan. Fallure to pay meant foreclosure

on the mortgage.

Other ?aetors Hurtigg the Home Owner

The home owner wes faced by other nearly insurmount-
able obstacles in addition to those encountered within the
mnrtéage field. Thess can be olassifled into the three fol-
lowing fielda: high construction costs, high taxes, and cum-

bersome State laws.

High construction coste
The eonstruction fleld has been an anomely in the

general American industrial pleture. While industriel ad-
vancement has resulted in cheaper per-unit cost for most com-
modities this has not been the case in home sonstruction,
Here, the per-unit cost has aotually shown a continual in-
ocrease. This situation has been the result of several oon-
tributing factors, no one of which can be singled out as the

main offender.
Characteristiocs of the construction industry. The
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eonstruetion industry was, and still is, one in name only.
In no significance does 1t have the characteristies of other
well known Industries. Attempts at indastrislization have
railad, gc that the construction industry at the present time
refers to the vast number of independent, bhut interrelated,
sappllers of materials and services in the construotion fleld,
The industry is local, disintegrated, handiecraft, and uncoor-
dinated in natare, Its products are neither uniform in typse,
design, nor size, with 50 per cent of the contractors having
one to three employees.

A lack of central responsibility is perhaps the in-
dustry's most significant characteristic. "There ere many
parts which are brought together temporarily for one Job and
temporarily for another Jjob, but there is no oentral ageney,
no central pattern, no central organizing foroce in the ocon=
struotion 1aaustry."l This lack of responsibility encourag-
es each part in endeavoring to at;angthen itselr at the ex~
pense of the whole by whatever means are at hand.

Lack of organization has tended to meke the sellers
stronger than the buyers. |

This is true all the way from the producers of build-
ing materiala, who are ln meny cages large and con-
centrated, down through to the poor ultimate consum~
er who buys the product - a purchaser who ls an ama-
teur, who mukes one purchase and knows very little
g:og:rézinggg‘:ggeﬁgghfgghing to speak of in the way

Restraints of trade have played an important role
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in the construotion industry. These restraints have been
practiced by all groups in their attempts to securse what the
traffic will bear. The uncoordinated nature of the construoc-
tion industry
provides a perpetual and spontanscus bresding ground
for efforts at integration. Almost universelly there
have grown up local tle-ups, reciprocity arrangements
between contractors and building materlials, dealers,
between architects, bullding supply houses, apd bulld-
ing and loan associations or banks, and between con-
tractors and labor organlzations. Local pressure is
often utillzed to keep the contracts in the community,
particularly where local dealers or contractors have
perfected arraggementa for dividing the local market
between them,2l
Producers of materials use patents, basing point sys-
tems, zone price systems, Jjoint selling agencies, and other
devices to limit output, allocate markets, and ralse prices.
Distributors use fized mark-ups to seoure their profits aend
boyeott producers who do not route their business through the
dlatribotive hierarchy. Contractors divide the work eamong
themselves in a pre-arrangsed menner by the usge of bld deposi~
tories, central estimating bureeus, and division of the fleld.
Building trades unlons 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. EKach section of the in-
dustry attempts to receive for its services what the traffie
will bear. Consequently, the stimulus to achieve profitable

restreints is en organiec part of the industrial organlzation.
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Moreover, locel building, zoning, and sanitary codes, togeth-
er with tax and other legislative restrictions sre used to

implomegg the restrictive practices of politically powerful
groups,

Mr., Tharmen W. Arnold, an Assistant Attorney Gen-
eral of the United States at the time he appeared before the
Temporary Nationel Economic Committee in 1939, listed five
economic effects of these restreints in trade: (1) they have
‘prevented prices from dropping when purchasing power dropped
and when purchesing 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 horizontelly split into groups so that no single group
oan get inoreéseﬂ volume by lowering priceas. Thus they have
furnished the incentlve for sach group to get the greatest
share possible, (4) they have handioapped the use of prefab-
rioaﬁed materials and thwarted the development of methods of
mass production, and (5) they have prevented experiment in
housing design, materials, and methods of construetion.23 He
night well have ndded a8 the sixth the fact that they have
increased cost to the ultimate consumer - the home owner.

Cost components. In general, construction coste

averags between 70 end BO per cent of the oomplete over-all
coat 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 per cent, operating over-
head and profit 7.78 per cent, land acquisition 14.07 per
cent, and fess 8.05 per cent.zh

Labor costs have ealways received considerable at-
tention In the concern about housing costs. There has been
a tendenecy 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 llls for which it is accountable but they are too
often exaggerated beyond raasonaﬂzs

Hourly wages for oconstruction workers have continu-
ally been clted as belng too high. It is true that they are
higher than those for most classes of wege earmers. But
high hourly wages 40 not necessarily mean high yearly in-
comes, nor do all construetion workers benefit from anion
wage scales, For example, the construction census of 1935
placed the average yearly earnings for sll construotion work-
ers on jobs let by contract at only #11&9.00.26 This situ-
ation ococurs because of the seasonsl naetare of oconstruotion
work, Rven 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 2,500,330, were

always unemployed due to seagonal fluctuations,
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This problem of high hourly wages and seasonal work
poses & question whieh, to date, has not been sclved, 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 solutlon is the elimination of the seasonal
ocharacteristic of the indastry, Little has besen done along
that line to date. Another possible solution that has been
suggested 1s the guaranty of a minimum annual wage to the
worker in return for & reduction in the hourly wage rate.
This suggestion has met with a cool reception from labor ap-
parently from fear that 1t weald tarn out to be a reduction
in pay 6ver the long~-run. Actuelly, the entire construction
industry will need & thgraugh reveniping before suoh a system
oould be satisfactorily installed.

The percentage of anion labor operating within the
construction industry vﬁries considerably with communities,
trades, and the type of construction. While it is generally
aérend that the bullding trades unions control well over one-
halft 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 eontractors in forty-nine out
of seventy-two citles surveyed placed unlon labor at less
then 25 per cent on small-house comstructicn. while union of-

28
floisls in twanty-five out of the seventy-two clties agreed.
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At the seme time D, W. Traoy, President of the International
Brotherhood of Electrical Workers, believed that the percen-
tage of union labor working on houses costing $15,000, or
less; constituted only 10 per cent of the total number.zg

The reduction 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, & 20
per cent reduction in weges would effeot only & 4.L per cent
decrease in the cost of housing. This would mean that a home
originally selling for $5,000 could be sold for $4,770. This
new figure still does not meet the reguirements for low-gost
housing.

Wage rates, however, constitute only one factor in
labor-cost ratios. Mansgement and the efficlency of the la~
borers play quite as important a part. And on these fronts
labor's record is not unsullled.

| Organization almg oraft union lines has resulted
in an unasually large number of Jurisdictionel strikes aris-~
ing from disputes between two crafts. It has been éstimatad
that 95 per cent of the strikes within the construction in-
dustry have been the resalt of jurisdicticnal dlspntea.3
The waste from this alone has been incalculable.

Unlons have established rules governing the activi-
ties of the members in an attempt to control working proce-

dures and working oonditions. While such rules often do
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oconcern themselves with maintenance of the work quality, and
the health and safety of the workers, they have also been
ugsed to maintain high wages, to protect jobs, to increase
work, and to inoresse the unions' bargaining power. As a re-
sult, "Plumbers with high hourly wages are now found moving
plumbing equipment; briok masons wash down and point up briek
work; carpenters strip forms from eoncrete."Bl In such cases
skilled workers are performing semi~ or unskilled work with a
resulting waste of time, sklll, and effort.

Labor, too, has resisted the introduction of more
efficlient devices wherever possible., As & result home bulld~
ing largely remains in a handioraft stage and the tools most
generally used are hand, not power driven. The effectiveness
of this resistance has bsén more pronounced in the case of the
oonstruotion unions because of the over-asll locallized, unco-
ordinated nature of the comstruction industry itself. The
unions' bargaining power hag generelly been more effective
because of that fact.

Costs prohibitive to the home owner. The practical
result of the general archale procedures practiced within the
construotion 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 forelng cost re-
duction on any one group withing the comstruction 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 these neceasary reductions housing costs will remsin as
they have been in the past. Durlng the twentles gbont 25 per
cent of the familles could afford the housing produced while
in 1936 ebout 85 per cent of the homes were bullt for those

32
families in the apper 10 per cent of the lncome class.

High taxes
A Taotor imn home ownership quite commonly overlooke-

ed, or minimized, 1s the property tax. Actuelly, the proper~
ty tax has proved to be & considerable burden bn the home
owner and has frequently csused the loss of en otherwise un-
encumbered home.

Local government reliance on the property tex. The

property tax has always been the mainstay of local govern-
ment revenus in the Unilted 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
iéal estate usually meant ability to pay. Then too, real
estate values continued to advance and in the enthusiasm to
own real estate the tax factor was easlly overlooked.

Local government continued to rely upon the taxa-
tion of real estate as the country develcped industrially and
new sourcee of revenue became avallable. This was due prima-

rily to two factors: (1) local governments were creatures of
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the State and had to rely upon the type of taxes whioh they

were permitted to levy by the State, and (2} real estate was
immovable s0 there was no danger of its disappearing at as-

sessment time and was therefore easily assessed.

Under such oondltions 1t was very easy to rely won
the taxation of real estate to the atmost. In 1928 real es-
tate taxes provided more than 60 per cent of the average mu-
nicipality's revenae.33 Unfortunately, condltions have chang~
ed very little to the present time. Although cities asre pres-
ently engaged in serambling for new sources of revenue real
estate provided 50 per cent or more of thelr income in 194,

Added burden on home ownershlp. The property tax

i levied on an ad valorem basis. The baslc disedvantage of
the ad valorem levy 1ls that 1t may or may not be related to
the abliity to pay. From the standpoint of the home owner,
howover, the necessity of payment is more important then the
nltimaﬁe incidence. “Whether he 1ls making or losing money,
whether his property is free or encambered, the owner of the
property must ordinarily pay the property tax within the pe-
riod prescribed by law or auffe: the heavy penalties, direct
and indireot, of aelinqaeney.“as

Assessments are usually placed below market value
of the property. Once established, however, they are subfect

to little change. During perlods of depression the home
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owner may find that the market value, through shrinkage, has
become less than the assessed value. In thls case the home
owner 1s paying a premiam for such ownership and it ocours
daring the time that he can least afford it.

A tax study mede by the Home Owners' Loan Corpor-
ation indiceted that the average annual taxes of the Corpor-
ation's borrowers amounted to approximately 2,7 per cent of
the original loan. In twenty Stetes the ratlo was above 3
per cont end in eight of these States it wes 4 per cent or
maru,36 When comparing the tax load with other flxed charg-
es the Corporatlion 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 80
per cent of the Interest payment agg that it actunally exceed-

57

od interest oharges in ten States.

Cumbersome State laws

State lswe concerning mortgage lending and foreclo-
sure proceedings have generally required costly, 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 1s the one who pays for the services

rendered.
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State mortgage laws. There is no uniformity through
out the States on'the form of instrument aused. Nine States
require a deed of trust, thirty-elght States require s mort-
gage, while one State requires an outright deed. Further va-
riation is found in that the deeds of trust and mortgsages may
or may not carry a power .of male.

It hes been a necessity that & lawyer draft the in-
strument to conform to all of the laws regulating the partic~
ular case, The usual instrument hes been qulte lengthy, run-
ning from one $housand to four thousand words. This redun-
dancy would have been unnecessary ander uniform mortgesge laws,
But with'tha great variation that has been present it hes
been necessary to cover every point that might arise.

Sﬁate foreclosure laws. Even greater dlversity has
been found in the case of foreclosure laws., Three methods of
foreclosure have been provided for: in twenty-eight States
sourt action has been generally used; in eighteah States the
power of sale has been used; and in one Stete foreclosure has
been accomplished by notlce or publieation. In addition,
there bas been variation in the redemption periods. Twenty
States have permitted no redemption period at all while twen-
ty~elight 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 during the redemption perlod while the other twenty-
four Btates have permitted possession by the foreclosed owm,
In some States the redemption period has preceded the sale of
the property and in others it has followsed the sale.38

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
Stataa where the cost hasz been high and ﬁhe time required has
been unnecessarily long; and {3) twenty-four States where
oest has nat anly been high and the time requlred has been
long bat where there hes also been a redemption period of six
months or mere during which time the mortgsgor haa been en-

- titled to posaessian.”

The diversity in Btate foreolosure laws was olar1y 
demonstrated by a study of the foreeclosure problem made by
the Home Owners' Loan (orporation. Aversge foreclosure cost
in Texes was foupd to be $5.18 with the length of time requir-
ed belng one mnnhh‘and ten days. On the other hand, it cost
$354,30 to foreolose in Illinols with the azgrage time requir-
ed being twenty months and twenty-one deys. The average
forselosure cost throughout the nation was $124 and the av-
erage time required was approximately nine months.

Results. An addlitional finenelal burden bas been

placed on the home owner by the diversity in mortgage laws
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in two ways. First, it bas been a practiocal necessity for a
lawyer to draft the instrament to make sure that it complies
with the law. This has added unnecessary legal expense to
the aecquisition of a home, }ﬁecondly, as instruments must be
recorded the rscording fee has generally been higher because
of the lengthiness of the instrument.

The home owner hes been penallzed indirectly in a-
nother manner by the lack of uniformity in mortgage laws., The
interstate f15€"ar mortgage money has been hampered to a lame
degrees due to this fact. Thié has prevented liquidity in the
market and has forced the home cwner 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 gensrally imposed too great
a ocost burden on the home ownsr'for he is the one who ultim-
ately has peid the foreclosure costs whenever possible. In
addition, they have eauaeq mértgage institutions in States
where foreclosure costs have been high and the time required
has been lengthy to forego high perceantage lending for fear
of losing monsey in the event they should have to foreclose.
Furthermore, it has been estimated that the loss due to loss
of interest on the investment, acoruing taxes, insurance, and
depreciation costs during redemption perlods has been $2 a
day on a $5,000 mrtsage-u To prevent this loss the lencding
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institations have been forced to proceed immediatsly agalnst
the defaulter to prevent as much loss as possible on the in-
vestment.

Poreclosure c¢osts generally have been highest where
sourt aotion has been followed and lowest where power of sale
has been unsed. But regerdless of the method used ocosts have
still been too high., Required attorney fees, auctioneer fes,
charges for published notices of foreolosure, master in ohan-
cery fees, and sale referee fees have all extracted an unwar-
ranted charge from the home owner.

“The tragedy of thia legalized waste 1s that while it
was born of and had its apparent justification in e
desire to succor the borrower, 1t has in faot injar-
ed him beyond messure. Legislatures in their zeal
to give ald to the mortgagor have buried him beneath

an unworkable system. To mix metaphors, the,goldon
eggs seem generally to have turned to dust,”*

Laok of Information about the Housing Fleld

In any atteck upon an existing evil e prerequlsite
for a task well done is factual knowledge about the condi-
tions surrounding the evil, Such was not the situetion 1n
the early stages of our collapsing home struoture, At the
time of the Pmsident's Conference on Home Bullding and Home
Ownership in December, 1931,

The gereral inoompleteness of foreclosure information
definitely shows s weakness in our realty structure.
It should be possible to secure from various looall~

ties a feotual picture of not only home foreclosures,
but other trends which would be helpful in gulding
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the sound economiec éavelapmeﬁg of the various come
munities along realty lines.

One of the great values of that Conference, from which came
approval of the establishment of = central bank for home fi-
nancing institutions, was that it was the first of its kind
to colleot avallable data on the subject of housing and to
preaené it in a form suitable to serve es a working basis

for an atiack apon the exlsting condlitions.

Foderal Bbaaint Le;lalation Prior to the

When viewing the Federal Government's housing ac-
tivities of the present time it ig difficult to belleve that
its atart, born of the depression, came in 1932 with the es-
tablishment of the Federal Home loan Bank System. Prior to
that time the Government's interest had been slight and spore=
dic. Official enactments consisted of measures directly cone-
ocerned with the housing emergency during World Wer 1. After
that, until 1932, the Government retreated back into its 'bhmis
off*® policy antil forced to come to the rescue to prevent the

complete collapse of the country's real estate structure.

World War I measures
The necessity of housing transient war workers and
the lnablility of the exlsting housing fecilitles to do so

prompted Federal legislative sotlon to relieve the situstion.
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The War Finance Corporation, estabiished in 1918, was author-
ized to provide credit for industries anﬁ enterprises which
were necessary or contribatory to the praééautioa of the War.
The field of housing was construed to be within the Corpora~-
tioﬁ'a Jurisdiotion and two loans were made to building and
loan assoolations amounting to $300,000 for building purposes,

Bubsequent legislation produced the Emergency Fleet
Garpa?ntion under the United States Shipping Board and the
United States Housing Corporation within the Department of
Labor to operate dlrectly in the housing field. Appropris-
tions totalling $200,000,000 were aade in July 1918 for timir
work., The Emergency ¥leet Corporation mede lcans to limited
dividend companiss that constructed and managed housing for
shipyard workera. However, the Corporation exercised such
olose supervision over the construetion and management of the
housing thet the companies were llttlse more than legal device
es. In all, the Corporation provided quarters for 9,185
temilies apd 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
"pablic war housing®. 8ixty contracts were awarded in all,
bat the termination of the war came before much actual con-
straotion hed 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 querters were povided,
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However, the first tenants d4id not move in uintil January
1919, two months after the War ended.hh

As these housling activities were viewed as emer-
gency measures created by the conditions of war en immedi-
ate liquidation program was inaugurated at the termination
of hostilities. The Bmergency Fleet Corporation, which had
been foroed to aoguire end manage many of the properties on
which 1t had made loans in order to realize any return at
all orn its Investments, sold all of 1ts holdings by 1924 end
went out of existence, The United States Housing Corporation,
on the other hand, liqulidasted very slowly. Still legally in
force in 1942 although its organization had disappeared, and
still teohnically in possession of some property, ite affairs
were turned over to the Federal Home Loan Bank Administra-
tion on February 24, 1942 by Executive Order 9070 for final
liquidgtion. Liguidation was finally effected by the fall of
19&5.h5

Tatablishment of the Federal Home Loan Bank System

The number of housing problems arising after World
War I, such as the developing hqasing shortage, high rents,
and the shortage in long-term mortgage oredit for home fi-
nancing, stimuleted the Department of Commerce to prepare a
Yederal 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 finaneing fleld. It falled
of enactment, however, and reintroduction in sueceeding con-
gressional sessions met a similar frate.

Herbert Hoover developed an interest in the pro-
posed Federal Home Loan Bank system while he was Secretary
of Commercs. Later, as a candidate for the Presidency in
1928, he pledged himself to sponsor legislation creating sich
an organlzation. As President, with the unanimous approval
ar‘ﬁno Conference on Home Bullding and Home Ownership, he
called upon Congress to enact such a measure. Congress Com~-
plied on July 22, 1932, ¢

The Aot oreated the Federal Home Loan Bank Board
with authorization to establish a eredit reserve organiza-
tion for home finanoing institutions. Federal Home lLoan
Banks were established in twelve districts to which lending
institutions could apply for advances backed by the security
of home martgeges.

ita fallure to aid the home owner. That suoh a

measure was desperately needed is indisputable, but it oame
too late to stem the tihl wave of foreclosures swamping the

country. Ite beginning wae as disappointing as 1ts propon-
ents were enthusiaatlc. The principal drawback was not that
it was no good, but rather thet 1t was hailed as a cure-all.
The pablic hed received the mistaken impression that 1t was

to be the resouer of harassed home owners. Such was not the
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cage,
Even with the best of lntentions the Home Loan Bank,
as at present constituted, oan 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 direot borrowing, but for rediscounting
mortgeges held by bulldling and loan agsoclations, in-
surance companies and savings banks.k%

The philosophy behind such & system was that the
lending institutions in diseounting 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-
tersd the realm of actuslity. The institutions were in no
nurry to Jjoin the system because ﬁhay were not interested in
expanding their lending pollcey at that partioular time. Those
that did Join used the meneybobtained to pay off their loans
from commercial banks, The Home Loan Bank'Board waeg power=
less to change the situation because it could nelther foroe
eligible lnstitutlions to Join the system nor, having joined,
forose them to use the funds obtalned toward expanding their
éantract&d lending policy.

The provision in the Act permitting the Home Loan
Banks to make direct loans to home owners was more an after-
thought then a primery purpose. No machinery wes created to
carry the provision into operation and the regulations made
by.tae Board to provide for these direet 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 ceses and but LO per cent of that value if
the loan oould be paid in full in 8 years."ha

A total of 41,580 applications for loans were re-
celved but only three, amounting to a total of bat $9,000,
were made throughout the country. The cost of handling the
applications was #136,591.k9

Daring this perlod the States had been busy pass-
ing morgtary legislation., Twenty-eight States passed such
laws bat thls only served as a rude dike against the mount-
ing flood of foreclosures. By Maroh 1933, 500,000 families
had lost their homes through foreclosure. It kad become ap~

parent that Federal rellef for the home owner was a necessi~-

ty.
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Chapter II
CREATION OF THE HOME OWNERS'! LOAN CORPORATION

A state of complete deterioration in the home fi-
nancing field was reached by 1933. 4As home foreclosures
neared the one tnaasénﬁ-a-day mark an immedliate and effec~
tive governmental relier'pragram for the home owner beceme
imperative, Rellef for the desperate farm owner had alreedy
been initlated on March 4, 1933 when Federal Land Banka were
apthorized to lend directly to farmers and to permit a five
year moratoriaum on the payment of the principal.l *Although
farmers have become more voeiferous in their protests, be-
cause their mortgage troubles are eight to ten years older,
the lot of many mortgaged home owners is no less dlre."z

The task confronting the Federal Government in its
efforts to ald the home owner presented many difficulties,
An uncharted coarse had to be followed because no comparable
measure had ever been attempted before. Yet a delay to per-
mit thorough study of the situation sould not be countenanc-
ed for condltions 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 attentim
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as well as the needs of the home owners.

Whatever form tné aéeney assumed it had to be so
sonstructed that 1%t could dring effective, immediate relief
to the distressed home owner. To accomplish that ﬁurpoae an
organization had to be devised that would come into local
contact with those requiring its services. It was generally
agreed that a system similar to the Federal Home Loén Bank
System would not meet the requirements. Ald could not be

‘g:unted quickly enough by simply astahlishing a numbsr of re-
glonal lending organizations. Nor could the Goverpment be
assured that rellef was being extended to distress cases or
that the mortgages on which 1t would be making the loans were
valid rirst mortgages.

Then too, the home owners were not the only ones
who needed to be considered. The Government would be enter-
ing a f1eld reserved for private enterprise during ordinary
conditions. The agency establlshed ooul& not be such that
would enter direct competition for loans with private lend-
ing institutions, nor cculd it hemper thelr operations to
such an extent thet the investments of the investors, deposi-
tors, and pollicy-holders in those institutions would be Jeop-
erdized. With these safeguards in mind, it was generally
agrcnd vthat 1t would be unwise to set up a system llke that
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of the Federal Land Banks to make loans direet to individusl
borrowers., To do this would be to put the government into
competition with existing lending ageno;es. This is oonsid~
ered both annecessary and inaavisable."B

The agency to be created needed to have & quieckly-
formed, emergency type of organization that could establish
offices where needed. It hed to be so constituted that it
could send its fleld representatives into the fleld for di-
rect financial operations with the mortgegors end mortgagee s.
To be effective the Government would have to go to the peo-
ple,
' g; ‘ The agency needed would ha#o to be granted & large
degree of adm#niﬁratlva independence and discretionary mle ~
making and procedural-determining powers. Otherwise it would

bscome enmeshed in "red tape" and be largely ineffectual.

Jongressionel Opinion Comcerning the Bill

President Roosevelt in his message to Congress re-
quostiﬁg legislation for the home owner sald:

Implicit in the legislation which I am suggesting.
to you, is a declaration of netionsl policy. This
policy is thet the broad interests of the Natlon
require thet special safeguards should be thrown
around home ownership as a guaranty of soclal and
economic stability, and that to proteet home own-
ers from inequitable enforced liquidation, in a
time of general distress, is a proper concern of
the Government.h

Congressional debate on the bill creating the Home
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Owners' Loan Corporation demonstrated the fact that the great
ma jority 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 agalnst some of the provisions "as being
too liberal and by others as being too conservative."” This
was true of the limitation placed upon the velue of the homes
to be alded and the maximum limit of the loan inecorporated in
thé bill. On the one hand its provisions were sald to be "pri-
vileged aaoialism,"6 and would lead to a situation whereby we
would "make the soviet government seem modest in its communis-
tic progream." On t he other hand, proposals were made to do
away with all limitetions on the amount to be loaned on indi-
vidual propertles.

Action on the bill was expedited because of its
epergency nature., It was passed in the House of Representa=~
tives on April 28 by a vote of 383 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 leglslation be enacted.

Purpose of the Act

The declared purpose of the Act was to "provide
emergency rellef with respect to home mortgzage indebtedness,
to refinance home morteages, to extend relief to the owners of

homes occupled by them and who are unable to amortize their
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debt elsewhere." The Aot's limitations concerning the maxi-
mum value of the home and the meximum amount of the loan that
could be extended to the home owner narrowed its purpose to
the rellef of smell home owners. This limited purpose was
expressed by Representative Steagall when he sald:
but the purpose of this bill is to afford a measure
of relief, not complete relief, but & measure of re-
lief to dlatressed home owners. HNobody eontends
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 SBtates. We only hope to
relieve some of them, anl we wish to see that the
ald goes to those worst in need.
Although oloaked with the shroud of emergency, the
Aot wae one of the first concrete steps taken in recognition
of the growing philosophy that adequate housing cannot be
left entirely to ohance end private enterprise but is a pub~
lic ooncern. The general welfare of the Nation is enhanced
by the protection of the home owners in the ownership and oo-
cupanoy of their homes despite economic conditions which are
beyond the owners' ggntrol and which jeopardize that owner-
ship and ocoupancy.

staﬁutogx Provisions

Most of the Act's provisions were concerned with

defining the corporate status of the Home Owners' Loen Cor-
poration and the sathorizatlions and limitations granted to
it to accomplish its purpose of alding 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 1limit-
ed extent by directing the Corporation to engege in certain

finanolial transactions within thet system.

Corporate groviéimns

Tﬁe Fadefal Home Loan Bank Board was suthorlized to
oreate the Home Owners' Loan Corporation which was to be an
instrumentality of the United States with power to sue and be
sueﬁ.ll The Board was given the authority to direct the Cor-
poration and to operete it under suoch bylaws, rules, and re-
gulations as would lead to the acoomplishment of the purpos-
es of the Act. The members of the Board wers to serve as the
board of directors of the {orporation,

The provislon authorizing the issuance of bylaws,
rules, and regulations was later attacked on the ground that
it granted 1llegal legislative powers to an administrative or
executlive agency. But this principle, now generally accepted,
of permitting the executive arm the means to carry out the
legisletive intent through the lssuance of rules and regula-
tione was upheld in the case of Home Owners' Loan Corpora-
tion v, Rawson., The court determined that

The stetute under which respondent corporation (an
instrumentallity of the United States) was created
and its Board of Directors is authorized to func-
tion, does no more then permit the administrative
board to exeroise the dlscretion vested ln it to
offeoctuate the clearly and definitely expressed po-

liey in thf statute. It doesm not constitute le~
gislation.l?
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Financisl authorizations. The Act authorized the
Federal Home Loan Bank Board to determine the amount of the
Corporation's eapital stoek to a maximum amount of $200,000,000,
The Becretary of the Treasury was directed to subseribe for
this capital stock in the amount lssued.

The Corporation was so designed as to be self-sup-
porting, and as nearly self-liquidating as possible. The
funds necessary for the Corporstion'’s operations were to be
obtained by the lssuance of bonds to be used for ssle and ex~
change. The originel Act provided for the lssuance of bonds
in an amount not to exceed gz.oso,ooo,oao,ls 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 oent and were tax-exempt, both as to prine
cipal and interest, except for surtaxes, estate, inheritance,
and gift taxes. The Corporation was to retire its bonds and
capital stock as rapldly as its resources permitted. To see
thaet this was done the Corporation wes required to use all
payments made upon the prineipal of its loens for bond retie-
ment.

The number and amount of applications for loans
soon mede i1t apparent that the original bond euthorization
wouald not suffics. To meet this high demand the bond auth-

1
orization was ralsed to §$3,000,000,000, eand subsequently
l .

to $4,750,000,000.
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The guaranty extended only to the interest of the
bonds proved to bé an obstecle in the operation of the Cor-
poration, Mortgegees offered considerabls resistance to ac-
oepting the bonds in exchange for their mortgeges and there
was no legal authorization to force aueh'aoosptanoa.lé That
the bonds were not looked upon éa prime investments can be
seen when they failed to go above ninety~two and one-half on
the open markgg daring 1933, and fell as low as elghty~-two
and one-half.

It became apparent that guaranty would have to be
extended to the prinecipal of the bonds if home owners were
to be glven adequate relief without deley. Aside from the
fect that smoother operation would result from guaranty of -
the principal other factors dlotated that the guaranty shmld
_ be extended. Bonds issued by the Farm Credit Administration
had been’é&arunteod and the situation surrounding the Home
Owners' Loan Corporation was in no way different. Then too,
%heroﬂﬁ85”£§'oompelling argament why whet was really a moral
abl;gaﬁion to pay shpa}g,not be made a legal obligation. Guare
#nty ggs extonded to.ine principal of the bonds on April 27,

1934.

Provision for the home owners' relief

The Home Owners' Loen Corporation was aathorized,

for a perlod of three years, to exchange its bonds or to
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advance cash under oertain oonditlions for the relief of home
owners. The amount to be loaned was not to exceed $14,000
or 80 per cent of the value of the property, whichever was
the smaller,

Types of relief suthorized. Section 4 (d4) of the
Aot allowed the Corporatlon to acquire, 1n exchange for bmds,
home mortgages and other obligations and llens secured by
real estete reocorded in the proper office or exeouted prior
to the date of the Act.  The éorporatién wes authorizad to
make aévaneeﬁ in cash to the holder of the mortgagd, obliga-
tion, or lien acquired in connection with such en exchange.
The cash payment could be made to pay taxes and assessments
on the resl estate, to provide for necessary maintensnce and
repalrs, end to meet the incldental expenses of the transac-
tion., The amount of cash payment could equel the difference
between the face value of the bonds and the purchase prioce
of the mortgage, obligation, or lien but could not exceed
$50. The interest rate was not to exceed 5 per cent on such
loans.

VIn those cases where the mortgegees refused to ac-
cspt the bonds and the home owner oould not obtain a loan
from private lending agencies, the Corporetlion could advance
oash to the home owner in an smount not to exceed 40 per osnt
of the value of the property. The interest rate upon suoch

: 20
loans was not to exceed 6 per ocent.



L7

The Aot further authorized the Corporation to make
caph loans for the payment of taxes and assessments &nd to
provide for necessary maintenance and repalr work in oases
where the property wes not otherwise encumbered and 1£ could
bo;ahaun that the home owner oould not sscure the necessary
loan from a private institation. The smount of the loan
in id&hwéﬁgié'was limited to 50 per cent of the value of the
property and waea to be secured by a duly recorded home mort-
gage. The interest rate and smortization provisions were tha
same &8s those where bonds were exchanged.

In addltion to refinancing mortgages the Jorpora-
tion was authorized to advance cash or exchange bonds for the
rehabillitation, moderniza;%an, rebuilding, and enlargement of
homes already reflinanced. The total amecunt finally permit-
ted for such operations was ibOB,OOO,OOQ.zB This provieion
was enaoted when 1t was found that many homes refinanced were
in very poor state of repair. By this means the home owner
was able to seocure needed imprbvemsnta and the Corporation,
at the same time, enhenced the value of its mortgage security

Eligibility requirements., To be eligible for a
loan from the Corporation an epplicent 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, 1933,

However, the appliocant wes deemed eliglble if he cnuld show
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to the satisfaction of the Corporstion that he became invol~
antarily in defsult as to indebtedness after June 13, 1933
becanse of unemployment or because of economic reversals en-
tirely outside his oontrol.

The requirement 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-
ors who would not require or request its assistance bdut for
the temporary disruption and dislocation of their finanocial
affairs by sconomic forces whiech they are powerless to oon-
trol."zk

Rellef was afforded those owners who had lost their
homes by foreclosure or forced sale, or by voluntary sarrend-
sr to the mortgagee, prior to the date of the enaotment. The
original Act provided for those who had lost thelr homes with-
in the two year period lﬁmedlately preceding the Act. This
wag subsequently changed to allow rademgtion by those who had
lost their homes after Janusry 1, 1930.

Loan gecurity requlirements. As securlty for its

loans the Corporetiom could accept only real property owned
by the applicent 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 & lease having not less
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than fifty years to ran from the date of execution of the
Corporstion's lien instrument. The property must have been
improved with one or more dwellings, although it became in-
eligible if it was desligned for more than four femilies 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 mapplicant although he need not have aotually
oocupled the property, for esonomic conditions might have
foreed him to seek cheaper accommodstions or he might have
lost it through foreclosure. A small store, or shop, pro-
ducing an income might have been present also 1f 1t could be
proved to the satisfaction of the Corporation that it was in-
oidental to the residential funotlon.26

Method of loan repayment authorized. The refinanced
home owner was originally permittod a three year moratoriam
on the payment of the prinoipal if he was not in default with
respect to any other ccndition of his martgage.27 This priv-
l1lege was later rescinded by the amendment of April 24, 1934
after 1t 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
in distress, who were abundantly able to take care of thelr

present obligations with the present mortgage lenders, but

who thought it would be & nice thing if they did not have to
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meet any of these obligations for the next 2 or 3 years.“zs
Repayment of the loan was to be amortized by means
of monthly peyments sufficient to retire the loan within a
pericd not exceeding fifteen years, However, individual ex-
tensions on any installment ceould be authorized by the Cor-
porastion when oondltions merited it so long as the fifteen-
year maximam was not extended.

On August 11, 1939 the amortization period was ex-
tended to twenty-five years for those oases which, in the
opinion of the Corporation, needed such an oxtonsion.zg The
experlences of the Gérporation hed demonstrated that a large
number of its borrowers dould not mest the monthly payments
required under the fifteen-year amortization plan. Extendw
ing the payments over a twenty~-five year period meant a re-

30
duotion in monthly payments of approximately 42 per cent.

Administrative 1ndogonﬂshee granted

The Home Owners' Loan Corporation was granted a

large degrese of administrative independence by Congress. Aslde
from defining the general areas within which the Corporation
was to operste it was free to exercise its own discretlion in
determining the procedures and policles to be followed. Con-
gress had authorized the Corporation to lssue its own bylaws,

rales, and regulations in refining the generalities into terms

of the specifio.
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Few linea of responsibility were imposed. The Cor-
poration's supervising agency, the Federal Home Loan Bank
Board, wes originally an independent agency whose members
were appointed by the President with the advice and oconsent
of the Senate. Few controls were maintalned over it, and
oonsequently over the Home Owners' Loan Corporation, exocept
for the lnsignificant ennual report to Congress and the ap=-
provel of the Secretary of ths Treasury for certain finamial
trensactions. This independsnce of the Corporation extended,
in its early years, to the determinetion of its expenditures
without external onntrol.31

Personnel. The originel SBtatute grented a free
hand to the Corporation in the matter of seleoting, employ~
ing, and fixing the compensation of 1ts employees. The only
limiting olause was the pravisibn that no employee could re-
ceive a salary in excess of that provided by law for the men-
bers of the Federal Home Loan Bank Board. 2 Some restrio-
tions were added on May 28, 1935 which prevented a person
who was an officer or director of an inpstitution engaged in
lending money on resl estate from being appointed as a Cor-
poration employee in any regional cr State orfioe.33 It was
also required that e person must have been a bona fide resi-
dent of a Siste for at least one year immediately preceding

the date of his appointment as an employee ln any State or
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dlstriot office of the Corporation rendering service in that
State.

These restrictions still permitted the Corporation
a great deal of discretionary power concerning its personnel
policles., Leglslative attempts were made to have the Cor-
poration's employees placed within the olassified Civil Ser-
vioe from the start of operations., These attempts were re-
pelled, ostensibly because the type of orgenization and the
necesglity for promptness in seleéting employees precluded the
use of Civil Service procedures with the resulting loss in
time. In addition it was claimed that Olvil Service proced~
ares would not permit enough flexibility in the organiza-
tion's work.

The free hand in personnel matters granted to the
Home Owners' Loen Corporation wag mot an exclusive grant. It
beceme qulte & common practice to permit the government cor-
porations belng established in lerge numbers during the early
New Deal days similar privileges. As a result, pressure be-
came increasingly persistent to sover the large number of em-
ployees in these corporations into the elassified Civlil Ser-
vice. Such coverage was finally extended toc most of the oor-
porations on January 1, 1942 by Executive Grder.sk By that
time, however, the Home Owners' Loan Corporation had complet-

od its lending operations and had started to reduce the number
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of its personnel.

Minor euthorizations - interagency finsnciel transactions

The Home Owners' Losn Corporastion wes used to help
underwrite the Federal Home Loan Bank system to & limited ex-
tent. BStetutory 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 Snarotary-or the Tressury for this purpose were exhausted,
Authorizatlion wae also made for the Corporation to purschase
shares in any institution which was (1) & member of a Feder-
al Home Loan Bank, or (2) whose accounts were insured under
Title IV of the National Housing Act.” A limit of $304000,000
wes placed op the amount avallable for these transactions.

Title IV of the National Housing Act authorized the
esteblishment of the Federsl Savings and Loan Insurance Cor-
poration to insure deposits in mortgege lending institutlions.
At the same time Congress direoted that its capital stock of
$100,000,000 was to be subsoribed for by the Home Owners’

Loan Corporatlion.
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Chapter IIIX
ACTIVITIES OF THE HOVE OWNERS' LOAN CORPORATION

Full-scaled lending asctivity had to walt until a
saitable organizational structure had been erected. This
required three months to bulld and another month to seoure
satisfactory aperatian.l Appllcations for loans were being
accepted during this period by the Corporation but few were
recelving the necessary processing. By December 31, 1933
only 37,249 loans had been rerinanoed.2‘

It is not surprising, in view of the mortgage sit-
wation then existing, that considerable criticism was direct~
sd toward the Corporation for thise delay. In all fairness
to 1t a certain amount of lost time had to be expected. On
the other hand, there is smple evlidence that the problem was
not a;taekeé as promptly or as efficlently as it might have

been.

Ihe Organizetion in Outline

A home office was esteblished in Washington and an
"operating staff oreated consisting of a generzl manager, a
general counsel, and heads of the various departments and di-

vislons originally created. This staff was graduslly expand-

ed as new dspartments were oreated when the need for them
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arose., Originally, five deputy general mensgers and six as-
sistant general managers were appointed. The deputy general
managers were to0 serve as aides to the general mansger, usu-
ally as heads of home office departments or divisions. The
essistant general managers ware placed in charge of the six
districts into whieh the country was divided. QCentral of-
frices were established in each of the States as well as the
Distriot of Columbie and the Territorlies of Hawaii and Puerto
Rloo. BStates were subdlvided into distrlots and distriot of-
fices established in those areass where the amount of businesm
required them.

During 1934 1t became apparent that the pressure
of business wes becoming too great to be supervised expedl-
ently by the home office. The country was dlvided into elev-
on regions and reglonal offices established to which, there-
aftor, the primery supervision of the State offides was delw
egated. "The Jurlsdioction of the regional office ls merely
the Jurisdiotion of Washington headquarters transiarred into

reglons for greater convenlence and flexibllity.®

Issaance of Bonds

The Corporation's succesg 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
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persuaded to mccept the bonds prevented any other alterna-~

tive.

Difficulty prior to principal guaranty

The resistance to acceptance of the bonds by the
mortgagees and thelr poor showling on the open market have
alrsady been painted out.5 This unexpected non-acceptance
caused delay in extending aild to the home owner and resalt-
ed in incressed operating cost to the Corporation.

As the bonds continued tc meet s slow-moving and
unstable market a group of some 3,000 investment dealais and
bankers were orgenized into a bond selling group early in
193&-6 It wae hoped that by this means the bonds would be
Eotter recelved. They di1d rise to nlnety~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 honds
had been exchanged for mortgages.7

The Aot of April 27, 1934 extending gusrantee to
the prineipal allowed mortgegees who had previously eccepted
bonds to exchenge them, for e period of six months, for the
fully guarantead bond. Approximately one-half of the bonds
were 80 refunded during that period., On July 1, 1935 all

L per cent interest-guaranteed bonds outstending were called,

Total amount issued
Through June 30, 1946 the Corporation had 1ssued
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bonds to an amount of 93,&90,000,100.8 This smount, togeth~
er with a small cesh dlsbursement, refinanced $3,293,451,321
worth of mortgages and permitted approximately $400,000,000
for payment of delinquent interest and taxes, foreclosure and
acquisition costs, and reconditioning costs on homes secur-
ing the Corporation's loans. In additiom, a $223,856,710 cu-
malative Investment had been made in the share capital of
savings and loan assooliations end $100,000,000 provided for
the entire capitel s;ock of the Federsl Savings and Loan Ine

surance Corporation.

Lending Procedure

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

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

the Corporstion dves not enjoy in the conduet of
its business ths freedom of action of the private
lendlng agency. ... Thus, the extent of the rellef
granted by the Corporation in a given case 18 rli-
gidly limited, as are the obligations which may be
refunded, and the types of security which may be

scoepted by it are limited as well., Likewise, each
case must be thoroughly investigated before & loan



60

may be granted, in order to determine the eligl-
bility ander tgg lew of the applicant and his
home property.

Filing of application N,
A home owner could flle an appliecation for a loaen

in the Corporation's district or sub-district office operat-
ing in the territory in whiech he resided. If neither type
of office covered his ares, application was made at the State
or Territorial office. At the time of applicetion the eppli-
oant was required to submit evidence of his title or interest
'ﬁain the property and the circumstances necessitating his seek~
ing a loan. This initlel step, while absolutely necessary,
oreated oonsiderable 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 & correct
statement of his situatlon, It is to be remember-
ed thet a large proportion of these people have
limited experiencf in matters of this sort, and
they do not know.ll
Preliminary anslysis and reports
After the application had been made it received a

thorough analysis in the district office., If this snalysis
indicated that the ocase might be eligible it was placed on
file in the Control Sectlion of the district office. If the
analysis showed that the case was clearly lneligible all in-

terested parties were sc notifled., Reconsideration of the
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¢cese was permitted for rejected applications provided the
home owner presented his evidence for belleving that the re-
jeetion was erroneous.

Bases for rejection. Grounds for rejecting an aep-

plication were & title fault, & property value over. $20,000,
an unsatisfactory eharacter report, too low a property value
to support the asked for loan, anéd other tests prescribed by
the Board., In the attempt to see that only distress ocases
recelived loans if it is dimcovered thet the home owner has
unnecessarily or without Justification stopped payments om
his mortgage indebtedness, such evidence shall be consldered
safficient besls for ending further consideration of any ap-
plication,” It should be remembered that the distress re-
quirement was not present in the orlginal set. It was lnsert-
ed in the Aot 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 apbraved reporting agency. Statements were also
secnred from each holder of a lien or encumbrance on the pro-

perty specifying the amounts of such llem or llens,

Aggréisala
Assuming eligibility, a preliminary appralsal was

made by an employee of the Corporation's Appraisal Secticn,
The appraiser's report included his estimete of the state of
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econdition and the need for repairs es well as the value of
the property. If this appraisel showed thet the value of the
property was safficient to allow the loan applied for all ma~
terie) oonoerning the ¢case was re-exemined in the distriot
office and either rejlected or certified for a second apprals-
al,

The seoond appralsel was known as the fee appralis-
al and was made by an appralser, not an employee of the Cor-
poration, who was on the llst of approved local appraisers.,
To speed the process of obtalning a loen it had been decided
to have a local appraiser in each county and e proportional-
ly larger number in congested areas.13 Appraisals were made
by these eppralsers on a flat fee basis, This basis was
pLaao& very low because the applicant was required to pay
for it in cash exocept in those cases where he was unable to
do s0. In those cases the Corporation peid the fee and add-
#d it to the face value of the loen when consummated.

The fee appraiser had to submit findings similar
to those submitted in the first appralsal. 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 appralser
of the Corporation. The oase file was then forwarded to the

State office for further aotion if the appraised value of
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the property appeared to support the requestsed loan.

§tate office action
When & need for reconditioning work wae indleated
the oase was sent to the Reconditioning Seoction of the 8tate
office, BSpeciflcations for the needed work and estimates of
the coet were prepared end the case then forwarded to the
S8tate Loan Committee,
The State Loan Committee. A Loan Committee sat at

every State offioce, The Committee members were the State
manager, the Btate 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 eppraised 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. Thie value oould not be over 110 per
" eent of the fee sppraisal value. If the value was incapable
¢ supporting the desired loan, or If the osse was found to
bo.inaliéihlg for other reagons, all interested parties were

- 80 notified.

Insurance report. A stlill-eligible case was sent

to the State Insurance Section from the Loan Committee. This

Section computed thg amount of fire insurance whish the
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mortgagor would be required to carry. As a measure of se-
curity for its loans the Corporation reguired that fire in-
surance be carried in an amount equal to the depreciated re-
produotion valus of the property or equal to the prineipal
emount of the loan, whichever was the smaller, Hall and wnie
atorm lnsarance were also requlired in those areas where con~
ditions deemed 1t advisable.

Llenholder's oconsent. -The next step was taken by
the State AdjJustment Bection. This Section had the respon-

albllity of determining whether the amount of the proposed
loan would be sufficient to cover the claims presented by the
lienholders. The amount demsnded by each lienholder had to
be stated and a written acceptance of the Corporation's bonds
or cash in exchange for the llen had to be secured from each.
In those cases where the loan would not be adequate to sat-
18y all the c¢laims the loan was rejlected unless the lien-
holders agreed to soale down thelr elaims or to subordinate
thelr liens té the Corporation's prospective lien.

A precotice 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,

W
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from the beginning we lsgsued most specifie in-
structions on that point, and ssild that we would
not make a loan, and we have refused to make
loans in every case where we knew that practice
wag resorted to, We have repeatedly circulated
publieity throughout the Unlted States on the
subject. We went on the radlo on national hook~
ups and advised home owners everywhere not to
submit to any sueh imposition, and Yg heve used
every resource we could to stop it.

This pertiocular practice dropped out of existence after guar-
anty had been extended to the prineipal of the bonds.

Another method was devised by some unserupulous
mortgagees intent upon squeszing the last possible dollar
out of the defunct martgagé. In those cases where they vol-
untarily, or from necessity, agreed to accept bonds of less
value than the full value of the mortgaze as a full settle~
ment of thelr cleim they required the mortgagor to agree,
secretly, to pay them the difference as the price for doing
80.

The legality of thils prectice was often presented
for judleial interpretetion. The principle soon developed
that

Where a secured creditor agrees wholly to relinquish
and release his clalm against a debtor in considers-
tion of receliving e 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 elosed,
become a beneflelary and later seek to realize upon
his claim. But if he does make Such an arrangement

with his debtor with the full knowledge of the HOLC,
and 1t oloses the loan, then the creditor, not having



66

perpetratsd any constructive fraud and there hav-
ing been no asccord and satisfaction, can maintain
a? aigion to eollect the indebtedness still owing
him.

Title examinetion and loan closing. After the con-

sent of the lienholders haed been secured, the case was then
sent to the Legal Department for title examination and loan
elosing., The Corporation relied upon attorneys, title com~-
penies, and abstractors to find evidence of the applicant's
title to the property offered as security for the loan, Titls
oompanies and attorneys were employed to assure the forpora-
tion that the instrument taken to secure its loan was a valid
first lien upon that title.

Attorneys and title compenies were c¢lisely examined
by the Corporation and those satisfying its qualificeations
were placed upon lts "Approved List of Fee Attorneys and Title
Companies®, Al the heighth of the Corporation's lending ac-
tivities on December 9, 1935 there were &,,86 attorneys and
326 title companies on this list. On the same date there
were 3,163 abstractors and abstract oompanies rendering ser-
vice on the Corporation's loans.l7

The Title exeminer, upon completion of the prelim-
inary title examinetion, submitted the entire case file in-
eluding the Preliminary Certificate of Title to the district
counsel. After careful perusal of the record by the district

gounsel it was tranemitted to the State counsel. If the case
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still eppeared to be eligible the State Counsel set a date
for the closing of the loan and the record was turned bamok
to a loan sloser. Any approved attorney or title company
eould serve as the loan c¢loser but it was preferable %o have
the same one that had carried on the preliminary title in-
vestigation, On that date the loan closer filed the Corpor-
ation's lién instrument for record snd disbursed the loan
proceeds.

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

the permanent files,

Notes on the lendinz procedure

The procedure as described was not perfected on the
Pirst day the Corporation opened for buslness. Considerable
varistion in procedures ocourred during the early lending pe-
riod whieh led %o delay and confusion on the part of every-
one ooncerned. One of the "greatest handicaps we have had,
or we 41d have in the early operations of this Corporation,
was the tendency of loecal officials to declde for themselves
what the proosdure ought to be rather than the standard pro-

cedure laid down by the Corporation.”
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It does 1llustrate the fact, however, that the
State organizations were responsible for the lendlng opera-
tions. All contacts with the applicants were carried on by
the Corporation's State, distrliet, and local offices, The
reglonal offices and the home office acted purely as super-

visory agencies in the nctual lending procedure.

Wholesale Division

The large number of banks snd other finencial in~
stitutions thet were closed and belng liquidated presented
& peculiar problem to the Corporstion. Large numbers of
home mortgages were in those institutions and with liguids~
tion in full swing they were subjeet to immedlate foreclo-
sure, "The fact that a mortegnge was held by a closed fi-
nancial institution raised the presumption that they were
subjeot to foreclosure and hence in distress under the terms

20
of the aot.”

The Corporation created a separate division known
as the Wholesale Division 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 emergenoy
practically over by 1935, the Wholesale Division conecluded

21
its work during that year.
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Barly termination of applieation acceptance

The Corporation had been authorized to grant loans
for a three year periocd ending June 12, 1936, The general
assumption was that 1t would continue to accept applications
until very shortly before that dste. However, the large num-
ber of applications and the limited amount of funds aveilable
necessitated an earlier refusal to asccept any more applica-
_tions. Unfortunately, November 13, 1934 was seleoted as the
announcement date. This produced charges that palltids had
entered the plecture for the announcement had followed the
eleotions of that year by only a few days.

It is relatively unimportant whether politices had
estually played a part in determining the date set for the
" announcement. It is oertain that politims'played‘na part in
determining that such a move had to be mede. The Corpora-
tion found thot it would be unable to handle new applieations
with the bond authorization that it had at that time and there
was no way of knowing whether that authorization woald be in-
oreased.

Later, on May 28, 1935, the bond authorizetlion was
inoreased to $4,750,000,000 and the Corporation permitted ep-
plieations to be flled for a thirky day perlod immediately
following. From June 27, 1935 until June 13, 1936 the Cor-
poration completed final actlon on the applications that it

Ay

had on hand.
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Lending statistics
The Corporation received = total of 1,886,491 ap-
plications for loans totalling $6,173,355,652 in value. B-

limipations or withdrawals reduced the number on which loans
actually were made to 1,017,821 with a totel value of §$3,093,
tp51.321.22

0f the totel amount actually loaned, $2,700,000,000
went to former mortgagees; $230,000,000 was applied to the
payment of taxes end 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 insuresnce, ap-
pralsel and legal fees, and other costs inoldental to the
processing of the applications end the granting of the 1oans?3

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 1life insurance companies,
§.per cent to mortgage nampanies, 4 per eent to lnvestment

: 2l
‘companies, and about 3 per cent to lndlvidual mortgagees.

Appraisal Activities

Appralssls were an important instrument in the op-
oration of the Corporation. Appraisal Sections were estab-
lished in the State offices and appraisal activities usually

oonducted from there. The Appralsal Sections located in the
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regional and home offices performed supervisory functions al-
though they d1d sid in maeking appraisals in difficult or un-
gsusal cases.

During the ectual reflnencing period the great mea-
jority of appralsals were made in connection with loan appli-
cations. The type of appraisel action taken in those cases
has dbeen described previously.z But sfter the refinancing
period ended large numbers of appraisels were necessary. Bach
foreclosed propafty aequired by the Corporation requlired a
property appraisal to determine the proper sales price and
whether repalrs and reconditioning were necessary. Reap-
praisals were quite often made on properties still owned by
the Corporatlion's mortgagors, ™to keep appralsal data ap to
date and abreast of changes in looal economle conditions,
real-estate values, and the physlcal condition of propertlas%P
Appreisals were necessary in the routine property management
operations to determine whether reconditioning and modernlza-

tion of properties would be profitable to the Corporation.

Appraisals for other government agencies

| The Corporation's Appralsael Section cooperated with
other government agencles to a considerable extent. DBecause
of the selentiflc appraisal knowledge possessed by its employ-
ees the Seotion was requested to render servieces to the dher

egoncies under the jurisdlction of the Federal Home Loan Bank
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Administration, It also entered into arrangements with the
Federal Works Agenoy and the Procarement Division of the
Treasury for the appraisal of various types of properties
throughout the eountry.27

The Appreisal Section was used extensively by other
agenoles to make appraieals of propertlies durlng the acquisi-
tion of such properties for the War effort. For example,
during 1942 the Section made 360 appreisals for the Navy, 110
for the Army, and 63 for other agencies.zg All work of this

nature was done on & reimbursable baslis.

éppraibal statistiocs

A total of 5,168,533 appralsals were made in con-
nection wtth'ﬂérﬁaéaﬁidn'aEEIVities from the start of opera-
tions through June 30,1944. A breakdown of this figure
shows that only 508,862 appraisals were made sinoé June 30,
1936, leaving 4,660,771 that were made while the Corporation
was engeged in lending operstions. That thls flgure may be
better understood it should be remembsred that each proper-
ty seouring & refinanced loan received three separate ap-
praisals.

Most of the 508,863 appralsals made subsequent to

the lending period were made in connection with the acquisi-
tion of foreoclosed properties by the Corporation or were re-

appraisals of properties made because of changed economic
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oonditions or real-estate values.

Figures are not available concerning the pumber of
appraisals made since June 30, 1944. However, the number
would be small. Only 91,505 appraisals wers made during the
three years immedistely preceding that date and the number

was steadlly declining each sucoeedling year.

Appraisal problems

The question of making proper appraisals was one of
the most perplexing problems oconfronting the Corporation.
On the one side, the depression hed shattered ideas
of property values, All transactions were distress
transections, and the practical oriteria of value
presented by the market, which the great majority
of appraisers had followed, were gone. On the other
side, the country laoked a profession of resl-estate
appralsing comparable with the profssslons-or ac~
counting, engineering, or medieline.
The practiocal expediency of basing appralsels on market valaue
had ereated an absence of appralsers possessing a imowledge
of economic principles underlying real-estate values and of
the teohnigue of meking sclentifie bullding inspections and
of eomputing valuations.

The Corporation was required to remove the chaotioc
conditions in the appraisal fleld if its purpose was to be
ascoomplished. Appralisals 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 loan if appraiced on thaet value.

Three-point appraisal formala. The Corporation de-

veloped the three-point appralsal formula as the basis for
itz property appraising. Basloally, 1t was used to arrive
at a falr valuation of the property and one liberal enough
to permit the property to be used as collateral for a loan.
This formula geve "equal weight to the present market value,
the reproduction cost, less depreciation, and the value ar-
rived at by capitallzing the reasonable rental value of the
home over a period of years.“%

Desplte the attempte made to arrive at a felir value,
*the Oorporation's valuations are»ortan4dispntad, sometimes
with entirely conscientious motives, but at other times from
a desire to accommodate selfish interesta."Bl If serious
disputes arose they became subjécts for investigation by the
reglonal appralsers in discussion with State appralsal ad-
visors. That these protestations produced results in some
ceges would be expected. In the main, however, the valua-
tions established by the Corporation were adhered to. To 4o
otherwise would have reduced the appraisel program to a sham-
bles.

Methods used to improve appraisal technlque, The

| Corporation attempted to secare thgzservicea of only the
better qualiflied local appraisers. In addition, serles of

teohnical sppraisal conferences wers held in several Btates
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and were open to anyone interested in appralsal work. These
conferences were designed to assist appraisers in estimating
the value of real property and in presenting their flﬁdlngs
in an intelligent manner, with olear Justification for their
eonolusions. In other words, the emphasis was directed to-
ward appralisal Judgment rather than the establishment of for-
mulae., Basale principles stressed were: (1) that cost and
value are not synonymous, {(2) that the value of a property

as mortgege collateral ls not the same as market value, (3)
that mortgeges ceannot be based upon speculative values, and
(L) that appropriate allowences must be made for depreciation
and obsalasaenee.3 The Appralsel Sectlion also held group
meetings of the appraleal personnel in looal, district, and
State offlices. Bulletins on technicel appraisal principles
were issued periodleslly and home offloe and regionsl appraie-
al personnel alded in difficult and unusual appraisals and

issued instruoctions concerning them,

Praggrt; Reaonditioning

Property reconditioning has been one of the ma jor
sctivities of the Corporation. Its magnitude became apparent
when 1t was found that over 50 per cent of the homes being
refinanced nesded some type of repair or reconditioning work?k
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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that time 52,269 reeaﬁ&ttianing contracts amounting to $6,800,
600 had been camplateé.as

The Corporatlion setually assumed the initlative ocon
qernins‘the reccnditioning of property. This is apparent by
the requirement that the appraiséré making the initial ap-
pralsal of property for loan refinancing eligibility also had
to sabmit estimates a@s to ths need for repalr and recondition-
ing. In a oase where such work was needed, work specifica~
tions and a cost estimate were prapared by the Recondition-
ing Seotion and became & part of the case record whille the
application was still being considered for loan refinancing.
At the time the loan was olasad‘carporation employees in-
spected the home, advised the owner on the proposed repairs,
prepmrad and Bacgied bids, approved contraots, and.suparw
vised the prsgrﬁém of the actual work. ¢ Although the owner
had the right to prévant such practices -~ he had to approve
the work contreot also - under the e¢ircumstances he very sel-
dom objeoted.

A loan could be granted for the remodeling and mod-
ernizing of a home already refinanced by the Corporation.
This type of rellef constituted the only exception to the
rule that an owner who had recelved one loan from the Cor-
poration was not eligible for a second one. "To save the ex-
pense of reopening & first mortgege already held by the Cor-

poration on e home, it may permit the wrlting of a second
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mortgege to securs the recondition loan.m37

The Corporation also held the authority to advance
fands to a home owner for necessary repair and recondition-
ing work even though bis mortgage hed not been refinsnced by
the Corporation., The home owner hed to prove thet he had
been unable to secure the nesded loan from a private lending
institution before the ﬂprparaeion could advance the money.
Aotually, this provislion wés seldom used., Recondltioning
loans were mede only to distressed home a*ners whose mort-
gages in practically all oases had been refinanced by the
~Corperation.

The Reconditioning Seotion also cooperated with in-
surance adJusters to provide for repairs or rebullding of
homes dameged or destroyed by fire or storm. Settlements
from insurance compsnies sversged appreximatgéy $40,000 a

week during the perlod of meximum operation.

Gooperative sotion with other government agencles

In two cases the Reconditioning Seotion and the
Works Projects Administration attempted to coordinate thelr
efforts. In Atlante, Georgle, and Louisville, Kentucky, the
Reconditioning Section supplied the funde and the Works Pro-
jects Administration provided the labor on several Jobs. The
results were unsatisfastory because of the limited number of

deys that & WPA worker was allowed to work a week and because
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most of the jobs were small ones unsuited to that type of em-
~ ployment program.jg
| . During the War the Reconditioning Section cooper-

atéd wf&h'ptnar agencles on several occasions. Under the
Home Use Service program it secured seven-yéar leases on pri-
vatelyjowme& buildings and dwellings and contracted for their
conversion into sultable housing units to house war workers.
This work was started in 1942 and terminated in 1944 when the
management of the units wag transferred to the Federal Publie
Bpualng Authority. A total of 47,195 leases were secured by
the 8ection.bo

The Reoonditloning Seotion also alded the Homes Re-~
gistration Offices in thelr program of encouraging the re-l
pair, modernization, and eonversion of homes to provide ag-
ditional hoasing accomodations for war workers. The Section
inspeoted properties and made recommendations concerning the
work that had to be done.

The Section was called upon to cooperate with the
Wer Production Board after the adoption of the priorities
system for defense housing in 1941, Field investigators made
surveys of priority compliance in 284 publloly financed de-
fense housing projects to escertaln the extent of priority
eomplience snd to émpnaaize the necessity of conserving scaroe

bullding materials. Llater, in May 1942, another survey was
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made in connection with the Board's "stop-construction orderw,
This survey ended in July 1942 by which time over 23,000 con~-
tacts had been made Iin 5,503 zities. All of this work was

done on a reimburseble basis,

Recondltioning statistics

The Reecnditloning Section, during the Corporation's
lending period, was primerily oconcerned with extending recon-
ditioning loans to borrowers whose properties needed neces~
sary repalr and mesintenance work. By June 30, 1936 nearly
360,000 reconditioning contracts haed been awarded. ; After
the lending period had passed the need for such work decreas-
ed gquite rapldly although the Section oontinued to advence
loans for this purpose when needed.

When the Corporation started to acquire homes
through foreclosure it waes found that large numbers needed
repalr or maintenance work before they would be suitable for
sale or rentsl. UConsequently, the Reconditiorning Seotion
turned to that type of reconditioning as its primary concern
0f the 66,085 reconditioning contracts awarded during the
1940 fiscal year, 60,235 were of that zzuen;i.azt'e.h3

a8 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 Reoonditioning Section necessarily started to
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decline under those condltions. From July 1, 1940 through
June 30, 1944 only 71,598 reconditioning contracts were a-
warded and of this number only 3,093 were made during the
1944 riaoai year.

A total of 867,466 reconditioning oontreets amount-
ing to a value of $183,959,027 were awarded by June 30, l9hﬁ¥’
Figures on the number of contraets awarded since June 30,
1944 are not available but would undoubtedly be quite small

anless a reversal of the previous trend has oocurred.

"gelentific” reconditioning technigues ereated

The Gerperatiaﬁ heg attempted to implant two new
coneepts in the fleld of property reconditioning. It ia
hoped that privete sgenoles will follow its lead in this

move,

Master specifloations. One of the fundamental con-

tribations of the Reconditioning Section has been its build-
ing of a set of master specifications with the cooperation
of architects, sontractors, manufacturers, bullding trades
assoclations, the United States Bureau of Standards, and the
Amerioan Boelety for Testing Materisls. The specificatione
constitute 8 handbook Or approved materlals and practicees in
home reconditioning that 1s adaptable to varylng oonditions
aend localities. Gonstant revision of the specifications en-

gured the use of the latest improvements. Work done on
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reconditioning projects under the Corporastion's Jurisdietion
was performed in accordance with these spscifications. Some
private reconditioning work hss also made use of them.
| The advantage of these specifications 1s that they
make recondlitioning work simpler and more uniform. By their
use the exaot nature of the needsd repairs can be adequately
and uniformly deseribed and the nature of the work to be per-
formed accuratsly detailed.
Neighborhood regonditioning. While reconditioning

of individual property was necessary for good security, the é
Qorporation realized that it "would have aschieved much more
permanent and worth while results had they beén empowersd to
recondition surrounding préperties.“hs The value of & home,
although based primerily upon its own assets, is influenced
directly by 1ts surroundings. The effect of reconditioning
a property in & blighted area, while increasing the velue of
the property somewhat, is not so satisfactory as the results
of renovating the entire area.

Though the Corporation had no legal power to com-
pel nelghborhood recondlitioning it encouraged such activitiea
The Qananditlaning 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 projeot was attempted in Baltimore, Maryland, in
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a district known as the Waverly area, The Reconditioning
Seotlon, with the cooperation of private mortgaga end insur-
ance companies and with individual owners of both mortgaged
and unencambered propertles, initiated an improvement pro-
jeot covering several blocks., Where the home owner wes un-
able to finence the cost of reconditioning loans were obtain-
ed through the Federal Home Loan Bank System and private lend-
Alng agencies, The city coopsrated in the program by con-
strueting neggssary street and alley improvements, parks, and

playgrounds.

Loan Servicing

The Corporation's financial success depended in
large part upon the system developed in servicing its loens.
Personal contaet by Corporation representatives could not be
used entirely because this method would prove too costly in
view of the Corporation's country-wide organizetion. Another
factor needing oansidaratién was ite policy in handling de-
faulting mortgegors. Too lenient a polioy would result in
an eventual breakdown in the Corporation's flinanclael struc-
ture while %too strict & poliey would bring charges that the
Corporation was abrogating the philosophy underlying lts ore-

atlon,

Collections

It was declded that mall billing would be the most
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efficient and least costly method of loan collection. Month-
ly bills wer malled to the home owner in advance of the due
date from regional offices. These offices were selected as
the proper collecting offices as all loan records were kept
there. A® a means of convenience to the borrowers, collee~
tion offices were established by the Oorporation in loan-
concentration ersas where payments could be meds in person
rather than requiring that the payments be made only to the
reglonal offices by mall,

Sixty days after the first missed payment a fleld
representative of the Loan Service Division iada a personal
call on the home owner. His task was to locate the cause of
the trouble and to suggest any possible ocure. "This 18 a
fundamentally dlfferent approsch from the methods of earlier
years, when inabllity to maeke repayment according to the
terms of the mortgage contract was solely the borrower's
problem, end it was up to him to find his own solution."hs

When these methods falled to produce payments and
delinquency reached the ninety-day stage the cese was turned

over to the State Loan Service Divislon te follow through

either %o eolleetion or to foreclosure.

Procedure followed with defaulting home owners

Every possible aid wus rendered to the home owner

by the Loan Service Division. The method developed rested on
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thg&gasumption that better results eculd be obtained by an
individual c¢ase aneslysis than by bulk treatment. The bases
for thie essumption were: (1) that the real cause of de~-
linquency must be ascertalned and a solution ﬁarkaﬂ out co-
operatively by mortgagor and mortgegee; (2) that careful in-
vestigation of the facts in each individuel casge spot-lights
the rezl problem and permits accurate elaasif;oahion of de-~
linquent loan accounts; (3) that since the mortgagor 1s more
interested in the property tham a third person, every ine .
ducement should be made to get the mortgagor to make some
payment; and (4) that the problem of the zortgagzor becomes
automatically the problem of the mortgagee.kg

Batisfactory solutions to the defaulting home own-
er's problems were sought by whatever means available, 4t-
tempts were made to secure positions for the home owner if
he was unemployed, arrangements were made for publlec assis-
tance for the most needy, and loang were extended in certain
cases, The latter method provided for the recasting of the
loan payments more nearly suited to the individual's ability
to pay.

Foreslosures

Foreclosare was undertaken only after all other ef=-
forts to seoure payment had felled. In most cases foreclosure

resulted from abandonment of the property, wilful refusal to
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pay, death of the borrower, legal complications ouside the
gontrol of the Corporation, or the absolute inability of the
home owner to pay.

Charges that the Corporation pursued a hard-boiled
foreolosure poliey were unfounded. In over 70 per cent of
all cases the Corporation withheld foreclosure proceedings
untll the arrearage amounted to twelve monthly installments
or more. Because of this practice, "the average loan bal~
ance at the time of foreclosure was actually hignerﬂtnan the
everage origlnal smount of the foreclosed loans ... the Cor~
poraﬁion made substantial advances for taxes, insurance, and
maintenance over and above the orlginal loan amount before
it resorted to roraclosure."so The Corporation's foreclo-
sure policy mlight well be deseribed as firm but not hard-
boiled. It was this firmness in the face of bitter eriti-
olsm that prevented the entire bottom from dropping out of
the Corporation's program.

The question of the Corporation's right to fore-
¢lose was even brought to a judiclal test. The court deter-
mined that

the obligation of the mortgagor to pay or the mort-~
gagee to foreclose In accordance with the covenants
in the note and mortgege are all absolute and none
of them are made contingent on the borrower's health,
good fortune, or 11l fortune, or the regularlty of
his employment. In this respect a mortgage to the

Home Owners®' Loan Corporation is in no different
status than one t0 any other person or corporation
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and the court can in nowise gfﬂn@e the contract or
the obligation entered into.

Foreclosure proceedings were handled by the State
office after receiving the approval of the regional office.
In most States practieing attorneys from the Corporation's
rapproved List of Fee Attorneys and Title Companies" were
employed to carry out the foreclosure proceedings., The State
office assumed a supervisory role in the process.

The greatest number of foreclosures occurred daring
the recession period from July 1936 to June 1937 wben the av-
erage age of the loans was about two years. By that time it
became apparent that it was the only thing to do in those
¢ases where the individual wes absolutely unable to repay the
loan and in those cases where the individual wilfully refus-
el to do so, hoping to receive a free gift from the Govern~
ment, During the 1937 fiscal year 70,864 foreclosures were
authcr&zsd,SQ From thet peak period the number of forecleo-
sures has shown & constant decrease. During the 1945 fiscal
year the number totalled only 432 and it has been estimeted
that only 100 foreclosures will oceur during the 1947 fiscel
year., By June 30, 1946, 198,196 properties had been acquir-
ed by the Coypration through foreclosure.

When viewing the foreeclosure policy of the Corpora-
tion, keeping in mind the type of mortgagor reflnanced by the
Corporation, the "outstaending 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
been saved." This predictlon, made in 1938, proved to be
falirly apgourate but erred on the optimistic side. Actually,
80.5 per cent were still solvent es of June 30, 1946.

Tax eand insurance problems

The Corporation found in its loan servieing that
taxes and insureance 0osts were dlfficult problemes for its
mortgagors. Lloan payment is usually made by monthly installe-
ment but tax and Iinsurance charges are usually paid in lump
gum. Just how burdensome taxes were on the Corporationt's
mortgagors ¢an be lllustrated by the faot that 40 per cent
of them were delinquent 1n.tax payment for one or more of the
years daring 1933 to 1937.

There are approximately 182,000 taxing Jjurisdio-~
tions in the United States. Under our haphagard system of
tax administration 1t becomes a diffioult problem to keep &
eurrent check upon the payment of local texes by the mort-
gagor. Prior to 1939 the Corporation spent approximately
3350;000 a year to check the properties on which it held mort-
gages. 5

During thls same period the Corporation, to protect
its lien, adveanced considerable smounts to its mortgagors for

the puyment of texes. The peak was reached during the 1940
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fiscal year when such advances totalled 366,283,2&1.57 At
the same time the Corporation wes also paying en average of
$500,000 a month for penalties and interest on delinquent
taxes.

A payment plan for taxes end insurance. The Cor-

poration insugurated a plan in September 1939 to protect
itself agailnst tax and insurance defsults. The plan permit-
ted the home owner to trensmit advenoes on & monthly basis
for taxes and insurance. Those mortgagors who received an
extenslion or revision of their loan payments under the Mead-
Barry Amendment were rsquired 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 hls annuael taxes and one-
thirty-sixth of the amount of & three-year fire insurance
premiom,.” 8 At one time, on June 30, 1942, the number of
mortgagors using this pleaa numbered k31.213.59 The namber
has since decreesed due to the reduction ln the nuamber of
outstanding accounts. However, the proportion of such ac-
counts to accounts outstanding has steadlily increased. This
proportion was approximately 53 per cent on June 30, 1942,
and has risen to approximetely 70 per cent at the present
time.

Changs in insurance policy. The Corporation hed

maintained insurance contracts slnce 1935 with the Stoek
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Company Assoclation, formed to represent the stook fire in-
sarance companies, and the Mutual Company Asseeiatiéﬁ, form-
od to represent the mutusl fire insurance companies. These
gontracts oovered the propertles owned by the Corporation
and the propertles of borrowers who failed to provide ade-
quate insurance protestion for thelr properties.

A study of the Corporetion's insurance program
made during 1939 showed that fire losses on 1its mortgagors®
properties proved to be very low sompared to the premiums
pald for the lnsurance. On Februasry 1940 an invitation was
extended to all insurance companies licensed to 4o business
in the United States to submit bids for the insurance of the
propertles., A total of twenty-nine blds were submitted. The
bld of the Stock Company Assoclation was accepted, 8 new con-
tract was execbted, and exlsting oontracts cancelled.

Under this agreement an open policy was proyided
for each Stete and Territory under which the properties of
those borrowsrs who maintained monthly tax and lnsurance ao-
counts with the Corporation could be insured. It also pro-
vided for insurine the properties of those borrowers who pro-
vided insufficlent insurance for thelr properties ss requir-
ed by the Corporation.

It was not compulsory that mortgagors insure their

property through the Stook Company Association but 90 per
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eent of them who had adopteﬁéghe Corporation's tax and in-
surance payment plan 4id so.

As a result of thls insurance study the Corpora-
tion declded to handle its own lnsurance proteection on pro-
perties owned by it. In June 1940 the Corporation cancel-
led all outatending insurance policies carried by it and
adopted a plan for the monthly accerual of & reserve for fire

losses.

Loan servioing statisties N

Loan servicing remains as the primary ectivity of

the Corporation at the present time but even it has decreas-
od sonsiderably during the past few years. This is attribu-
table to two reasons; (1) the number of outstanding loans
hes decreased considerably, and (2) improved economic con-
aitiéns have made 1t easler for the mortgagors to meintein
their accounts in a solvent status.

On June 30, 1939 forty-nine per cent, or 390,410,
of the original sccounts needed loan servieing. Of this num-
ber 204,298 ecoounts were more than three months delinquent;
74,374 represented problem cases although not aetagily in de-
fault; and 111,738 were delinquent in tax payment. On that
date only 53 per cent of the acoounts were belng paid on
schedule.

By Jane 130, 1945 only 10,972 of the 532,495 aotive



91

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 oute
ptanding were caurrent or iess then three months in arrears,
leaving only 2 per cent, ogg&pproximataly 8,500, seriously

in need of loan servicing.

Properties scquired by the Corporetion were ulti~
mately to be sold although they might stay in the posession
ef #he Corporation for some time. The first step, after ac-
gquisition, in the majority of cases was necessary repélr and
reconditioning. Bxperience hed demonstrated that this step
enhanced the sales price of the property by a greater amount
than the ocost of the repairs. The average repalr expenditure
on soquired properties has been approximately $333 per pro-
ytrty.63

The Corporation did not develop the practice of
inmediately ridding itself of its property holdings although
sale was the ultimate destination. During the peak of its
property holding in 1938 and 1939 the Corporation was such a
faotor in "the residential resl estate market that 1f 1t pur-
gued a poliey of dumping, irrespective of losses or loocel
conditions, it would soon so undermine the real-estate struo-

ture as to not only stop new building but depress the value
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of the gzndrede of thousands of homes on whieh it held mort-
gages.," On the average, the homes were held a little more
than ten months before being so0ld,

Aequired properties were placed undervthe guper-
vision of the Property Manegement Division. This Division
determined whether the propertles were to be offered for im~
mediate sale or rented for & period of time. It performed
no rental or selling duties 1tself bat 4id supervise these
operations, These supervisory activities cost more than $40
per year for each ;ndivi&nal property.

The ectual rentel and selling of the properties
were handled by contract and approved rezl estate brokers.

. Lists of sales snd management brokers were aompiled by the
Property Management Division for these purposes. When the
Plvision determined that a property should be rented it con-
tacted one of the listed management brokers for that area
who then performed the actuasl rental and rent colleetlon
dutles. In the case of sales, the Division compiled lists
of ite properties to be so0ld, together with the established
sale prlces, in & particuler locality and forwarded these
1iste to the sales brokers for that particular locality.
These brokers were then frse to contact prospective home
buyers and meske arrengements to sell the propertles.

Brokers operated on a fee basis set by the Corpor-

atiocn's home office on the recommendation of the regional
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office. These fees we:g:based-en‘tha reas;eStablished by the
real estate board of the locality if such fees were reason-
eble. If considered to be not reasonéble, the Corporation
established a fee schedule which it believed reasonable for
the work.

Properties were sold on an all-cash basis or on e
cash down peyment of 10 per cent or more of the sales price,
with the baéanaa amortized for & period not exceeding twenty~
five years. ¢ Actually, only 6 per cent of the sales have
been made on an all-cash basis,

The Corporation facéd other problems in the séle
of 1ts properties beside the fear of reduclng real-estate
" values thrpugh immedlate large-scale selling. Homes held
by it were predominantly old and of the small-value type. To
gell these houses the Gorpurgbion had to meet the competi=-
tion not only of new housing bat that of ciher institutions
with houses to ssll.

The dealsion 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 capltallized valus or
agqueisition casﬁ but by the esctuel market velue, This prac~
tice has resulted in a loss of approximstely $1400 per pro-~
perty. The average sales price has been 94 per cent of the
original loan6gnd 74 per cent of the capitalized value of

the property.
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That the Corporation has had success, other than
monetary, in the selling of 1ts acquired properties cannot
be denied. Until April 1939 the nomber of properties ac-
quired monthly had g;ceeéed the namber sold. Since that
time the reverse hasrﬁebﬁ~true in an inoreasing ratio. Two
faetors have contributed to this situatsion. Loan exten~
sions permitted by the Mead-~Barry Amendment have meterlally
reduced the number of foreclosures and the housing shortage

~occasioned by World War II oreated e market for any avall-
able housing. The faet that the Corporation's "favorable
balance of trade” in owned properties started bafore either
of these factors were present does not slter the fact that
had they not ococurred the Corporation's owned property situ-
ation might be much different. By Jenuaxry 30, 1947 the Cor-
poration owned only 38 of the nearly 200,000 properties it
hed acquired.ss

A rather small, but fairly lmportant, accomplish-
ment of the Corporation's seles sctivity has been its abili-
ty to meet the demand for low-cost houging. "Over 28 per-
cent of its total sales have been in the price class below
$2,000, end more than half heve represented units priced
below $3,000, which are generally within the reach of fami-

69
lies with less than §1, 500 anneel income.”

Property msnagement statistics




95

_?eak property mansgement activity had ended before
1942, The Division had acquired the vast ma jority of its
.prap@rtiea between the 1937 and 1940 fiscal year and its
heaviest selling period occurred between the latter part of
the 1939 riseel year and the 1941 fiscal yesar.

During the 1937 fiscal year the Division escquired
79,35& prnpartiaa while it sold 49,716 during the 1940 fiscal
year. Its peak in propsrty holéings was reached d&ring July
1938 when 1t handled 103,349 properties.

By the 1945 fiscal year its metivity had decreased
to such an extent that 1t acqulred only 432 properties snd
a0ld A;QQO. It is estimated thet 1t will further be reduced
to the point where only 100 properties will be acquired and
250 s0ld during the 1947 fiscal year.

ééguigg}ion Pﬁgﬁrasa

Too strict a comparison with "sound” business prac-
tices should not be made when considering the liquidation
progress of the Corporsticn. In the first place, a safe fi-
nancial oonsideration would not have dlctated the refinanc-
ing of many of lts loans., The average mortgegor when refi-
nanced had been several months in defanlt 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 Qorporation had barely started operation. before
two types of proposals were belng made that would materially
effect its liguldation progrees. One type wanted liberalized
mortgage terms while the second type sought enforced early
liquidetion of the Corporation.

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

murtgagars the most liberal mortgage terms experienced in
this country to that tlme pressure soon appeared for greater
1iberalization,
With the rescue Job well done ..., the HOLJ wes an
easy target for warlious sgencles and individuals
who sought economic or political fevor with the
mortgagors, particularly with those who found them-
selves in trouble lsrgely because of the decline in
sconomlc msotivity during late 1937 and early 1938.
Many of these self-appointed friends of the people
and agitators agaeinst the HOLC policy represented
the same group Bho were responsible largely for the
original mess,/

The demands for liberalization favored three pro-
posals: lower interest rates, extension of the amortization
period, and a new moratorlum on principel paymenta. The
Corporation's attitude wae agelnst any liberalization for
several reagons: the terms were already the most llberal
given, the Corporation was operating at a defieit and liber-
alization would result in further defloits, the difference
in monthly payments would help the home owner only slightly,

a moratorium would not help those in default becsuse the
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Corporation was already authorized to extend the payment pe-
riod, and such changes would necessitete the recasting of
the mortgagee.Tl

In opposition to lis announced views, however, the
Corporation ruled on September 7, 1939 that after Oectober 15,
1939 the interest rate would be reduced to L% per cent on s&ll
loans. The probable object was to cut off further liberal-
ization demands, By acting on its own initlative it hoped to
forestall a possible lower rate lmposed by Congressional
action.

On August 11, 1939 some degree of liberalization
had alresdy been achlieved through Congressional enactment.
The Mead-Barry Amendment authorized the Jorporation to ex-
tend the amortization perliod to twenty-five years where con-
ditions merited such aation.72 The conerete results provid-
8d by these two moves permlitted the borrowers ten more years
to pay their Indebtedness and reduced thelr monthly payments
from en average of $24.55 to 01&.96.73 In all, some 251,000
loans were extended under this amendment.

Even these previously unheard of liberalized terms
failed to stop subsequent demands for more. In 1944 the Na-
tional Assoclation of Home Owners' Loan Corporation Mortga-

gors was advocating an interest rete of 3 per cent and an ex~

tension of the amortization period to 30 years.
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Demands for early liquidation
Barly liquidation proposals came 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 dlscussion
of lmmediate liquidation agd misleading publiecity of that
faet during 1943 csused thousands of the Corporation's mort-
gagors to arrange new loans with private lendlng institu~
tions. Quite often these new loans were made on disadven-
tageous terms,

Congressional attacks. Legislative opponents of

the Corporation, led dy Representative Dirkeen of Illinois
and Senator Byrd of Virginia, started their attacks in 1940
and reached their grsa;est strength in 1943. Three major
points were amph&ﬁized in their ettacks: (1) the Corpora-
tion wes an emergency agency and the emergency had passed,
(2} non-war expenditures should be reduced, and (3) home fi-
nencing was a private enterprise funetion end should be re-
turned to it.

Although the Corporation vigorously oppoéed any
l1iquidation plan other then that originally enscted the Joint
Congreasional Committee on Reduction of Non-essential Federal
Bxpenditures under the shairmsnship of Senator Byrd reocommend=-

ed to Congress that the Corporstion be liguldated by June 30,
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1-9«%5.?s Also, the Independent Offices Appropriation Act of
1944 required the Corporation to submit semi-annusl reports
to Congress during the fiscal year, 1944, with reapeet to
.1ts liquidation showing "all dispositions of the property of
such Qorporation by Stetes during the period of liguidation,
together with the amounts of Federal funds expended in the
process of liquidation, and eny losses Incurred in the use
of suech fungg during each querterly pericd of the flscal
year 104L."

Depite these attacks the Corporetion was able to
weather this period of leglslative scrutiny without chenge
being made in its liquidetion plens. Apparently the opposi-
tlon lost its force after that period for the Corporation
hes besn aailingin falrly calm waters since that time.

Proposals made 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. They were clasglfied by John H. Fahey, Com-
missioner of the Federal Home Loen Bank Administration, as
the type who seem ]

to believe that the only parpose for which Congress
established the Corporation wss to take over thelr
poor loaens, enable them to put cash received into
profitable mortgages and, after the Government had
spent millions in meking some of these defaulted
obligations safe agaln, to turn them back to those
who were foreclosing them from 1933 to 1;36, and
leave all the losses to ths Government.’
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However, these proposals always had certaln "conditions®
present whereby the institutions would be sure of only one
thing -~ easy profits. Buch "conditions™ usually stipulated
that: (1) the private concerns take over all loans with the
Covernment giving a complete guaranty ageinst losses, (2)
they take over only the "good" loens lesving the "slow" ones
with the Government, or (3) they take the sound loans at per
and accept the others at a diseount.78

No attempts were made by the Corporation to follow
any of these proposals. If 1t hed transferred only the
rgood” loans 1t would still require a natlon-wide organiza-
tion to service the "poor" loans remaining in ites portfolio.
This would have resulted in large losses to the Government.
Any ettempt to sell sll of the mortgages would again result
in s loss to the deernment through loss of income from

future lnterest pesyments.

Liguidation statistics

The Corporation's liquidation has been moving for-
ward in an orderly fashion. On June 30, 1946 the numbsr of
loans outstanding total@g@ 430,307 and 1t iz estimsted that
the figure will have declined to 343,090 by June 30, 1947.
The value of these loans outstanding was $736,000,000 on
June 30, 1946 end had further diminished to $621,412,000 on
January 31, 19&7.79 As of that date the Corporation was
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approximately 82 per cent liquidated.

In acoordanoce with statutory provision 21l money
received on principal repayment has been deposited regular-
ly in the Bond Retirement Fund and used exclusively for the
retirement of Banas. By Board resolution certain other in-
come such as the proeeeds from property sales and the repur-
ohase of investments ln savings and loasn assoclations are
8180 placed in the Bond Retirement Fund. On June 30, 1946
bonds outstanding totelled §737,000,000 and it is estimeted
that ggis figure will be reduced to $588,258,000 by June 30,
1947,

By June 30, 1945 the cumuletive net income had
reached $243,319,544 while the Corporation's losses totalled
#335,6&9,&90'81 Thus, its operating deficit as of that date
stood as $92,329,946. This was later reduced to $72,000,000
by June 30, 1946, F

Consldering the Corporation's present trend in
. loen amortization and its income and expense statements 1t
is antlclipated that there will be a remaining bslanece of out-
standing eccounts amounting to $270,925,000 on June 30, 1952,
the final liquldation date for the Corporation. It ls furtu-
er estimated that the Corporation, "should not only be able
to cover 81l future expenses but also wipe out its present

de.ilcit, and thus make possible the return to the Federal
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Government of tnesentira original $200,000,000 capital of
2
the Corporation.”

1

There are two possible ecourses open for ths hand-
ling of the remaining outstanding aécaunbs as of that date.
Bither they can be turned over to an appropriate Government
égeney in the hounsing field for final liquidation or, as
they will be sessone@ mortgages and should be easlly sale-
able, they can be s80ld to private finencing institutions

without loss %o the Government.

Coo

ki et R A S S i

eration with other Government Agencies

et ermprssen

Statutory authorization permitted the Corporation
to purchase obligations of the Home Loan Banks and, after |
the funds avallable to the United States Treassury for suach
purposes were exhausted, full-pald income shares of Federal
savings and loan assoclations. Orlginally these activities
were confined to PFederally chartered assoclations but an Aot
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 eccounts were Insured by the Federal
Bavings and Loan Insurance corporation.83

The period of néaviest investment was during 1935
and 1936. By the end of this period confidence toward
savings and loan institutions hed returned to such an extent

that continued governmental investment had become uunecessery,
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After September 1, 1937 the Corporation followed the pollcy
of making mo parohasesng shares except in rehabilitation
cases of extreme need. Of the alloted $300,000,000, the
Corporation had invested a cumulstive total of $223,856,710
in ths asecoiations by June 30, 191.6.8

The enabling act permitted a five year period be-
fore the asscciations eould be called upon to start repur-
chaslng these Feﬂeral investments. At the end of this pe-
riod of grace the repurchasses were to be carried forward at
the rete ol 10 per cent of the investments per year. How~
ever, improved céqditicna during this five year span hed en~-
" abled some assoeistiona 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
investment to $15,193,000 by September 130, 191.6.86

Dividends on these investments have helped offset
paft of the loss from property seles which the Corporation
has hed to suataln. By June 30, 1945 these g%vidends had
resached the cumulative total of $43,339,222.

Finencial assistance wes alsc extended to the Fed-
oral Bavings and Loan Insurence Corporation. The entire oca-
pital stock of $100,000,000 of this Corporation was author-
ized to be subsoribed for by the Home Owners' Loan Corpora-

tion. The Home Owners' Loan Corporation has retalned this
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gtoek to the present time.
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Chapter IV
ADNINISTRATION OF THY HOME OWNERS' LOAN CORPORATION

The history of the Corporation can olearly be d4i-
vided into two major periods. The first period covered its
firat three years of operation from June 13, 1933 through
" June 12, 1936. During this time it engeged in aoctual lend~
ing activities, The second period extends from June 13, 1936
to the present time during whioch it has been in a liquidat-
ing status,

The first perlod was attended by e rapidly expand-
ing organizational structure and a necessity for the estab-
‘1ishment of 1ts administrative and regulatory systems. The
second period, after a time of falrly stable edministrative
and organizetionsl conditions, has been oharacterized 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 en accu-
rate ploture of 1ts edministration. Therefore, even though
1% 1s still an agency in good standing, the past tense must
generally be used for mény of the adminlstrative features

once present no longer exist.
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Reference will quite often be made to the Federal
Home Loan Bank Board even though it was abolished by Execu-
tive Order 9070 of February 24, 19#2.1 At that time its
name was ohanged to the Federal Home Loan Bank Adainistra-
tion and the Board was abolished and replaced by a single ad-
ministrator called the Commissioner. The Home Owners' Loan
Corporation, however, experienced its greatest activity prior
to that date and the Federal Home Loan Bank Board, as the
Corporation's board of directors, served as the Girective

force for that eetivity.

General Administrative Organlization

Administrative problems fsced the Corporation on
many fronts. The orgenizational structure had to be sulted
to the intricecies of the mortgage lending and reasl-estate
title practices required under fifty-two separate jurledio-
tions. Major dlfficulties were encountered in securing sat-
isfactory personnel. Tralning programs became necessary to
ensure technically and professionally qualified personnel.
| for its work. Lines of responsibility had to be so plaoced
8s t0 provide meximum freedom of action in the State and
local offices and yet, at the same time, provide adequate
supervisory facilities for the home offloce.

Apart from these questions, the

ma jor administrative problems faced by the Qorpora-
tion during the early part of its program were
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inherent on the peculiar eharaoter of 1ts work.
Unlike many governmental egencies, the Corpora-
tion is working not in large units through the

medlacy of other orgenlzations, bat is dealing

@irectly with nearly 2,000,000 individual home-
owner applicantg and borrowers in all sections

of the country.<

These problems needed answerihg promptly and under conditions
allowing no ald from previous experience in similar opera-

tions on any corresponding scale.

The ohaln of command

The Corporation was to operate under the control
and supervision of the Federal Home Loan Bank Board which
served as the Corporation's board of directors. Bxcept for
this connection and a few auxiliary departments performing
services for all the agencies under the Board, the Federal
Home Loan Bank System and the Corporation have had separate
organizations.

The Corporation's ezecutive control was delegated
to & general manager appointed by the Bosrd and assisted by
‘deputy general managers. Thia ocentrol was then stepped down
through a line organization comprising asglstant general
managers, regional managers, and Btate, divisional, and Ter-
ritorial managers to the distriet and locel offlces.

The home office. A home office was created at Wash~

ington where all the pollcies of the Corporation were deter-

mined and corporate action authorized. Principal executive
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directlion of the Corporation was exercised from this point
and control acoounts and reports of the Corporation were con-
solidated here, On September 23, 1941 the home office was
moved ‘to New York City to permit more office space in Wash-
ington for the expanding military activities. It has re~
mained in New York to the present time,

8pecial departmenta and divisions wers oreated to
deal with the spesisl or technical aspects of the Corpors-
tion's work sach as appraisel, reconditioning, loan servie-
ing, and property managing. Auxillery functions such as per-
sonnel, legal advlising, and fiseal were performed by depart-
ments responsible directly to the Federal Home Loan Bank
Board. These departments performed simlilar services for all <
of the agenoles under the Board's direction.

Those departments oreeted specifically for the Cor-
porationts work were directly accountable to the general man-
ager while those dep&rtments performing auxiliary funotions
‘ﬁéro responsible to the Federal Home Loan Bank Board.3

¥ Departments or divisions created in the home office
were, in most cesea, mirrored in the regional and Btate of-
fieces., Those regional, State, and dlstrict employees whose
home office department or divislon heads reported directly to
the Board were subordinate to thelr office mansgers in re-

spect to discipline and complisnce with manuals of procedure
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that were not inconsistent with reguletions issued by the
home offlce department or division heads.h

Deputy general managers were placed in oharge 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 aress were merely azdministrative devices., The essis~
tant generasl manegers in oharge of these district areas re-
meined 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 1lit-
tle purpose in the Corporation's operations, psrticularly
after the reglonsl offlces were established, and were final-
ly abolished on September 1, 1938.5 Home office supervision
of field operations has been exerclsed by the general maneg-
or through home offlce department and divislon heads since
thelr eliminmtion.

BReglonal offices. Reglonal offices were oreated

between June 1934 and January 1935 after it became apparent
that expeditious supervision of field operations by the home
office nlone was impossible. The regional offices did not
assume new datles but

represent & breakdown and decentralization of funo-~
tions that would otherwlse have to be handled cen-
trally in the home office. By decentrslizing
through regioneal offices the Corporation hes not
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only avnlded'an unnecessary and undue concentra-
tion of personnel at Weshington and eliminated
the handicaps, delays, and travel expenses that
dlstances to one central office would heve in-
volved, but has facllitated dealinge between su-
pervisory executives and officlals engesged in
field service, with resulting improvement in ef-
ficlency all along the line. '

State offices. State offices were established in
every State except Texas. Baaause\or the distances lnvolved
in that Btate three divisionsl offices were located in Dale
las, Houston, and San Antonio. Tsrritoriel offices were en-
tablished in Hawail, Puerto Rleco, and the District of Colum~
bla while the Washington State office assumed the responsi-
bility for operations in Alaska.

These offices were responsible for the lending op-
erations, All appliocations were finally passed upon and all
loans disburaaa by the State agencies with the exception of
a smsll pumber of speclal cases that had to be approved by
the home offlce.

Looal offices. District offices were established

at points of principal losn concentration and operated under
inmedinte direction from the State offices as a pért of the
State agencles. 1In addition, loan service and collectlon
stations were organized in loocal aress to bring the Corpora-
tloh directly to the individual home owner. All personal

oontacts wers made by the State, district, and local offices.
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GHART I

A TreicaL STATE OfFicE

STATE OfFFice Totar STATE \ STAFE
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Qor. 3199 23 | 149 520 | 6,000 7 ”' P
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8114 000 12|27, 9Y0 yol 63,790 1624 500
é {9,000 I't| 6,000 2¥| 52,000 3 5£ 000
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3| ¥y 4e 4| & o000 213 360 " 21| & do0
3|40 g| ¢ 000 2| 3,360 2| R, 400
£13,4%0 3| 4,000 2| 3360 z| 2 500
213950 J| 4 000 2| 3,3¢0, R| Z 500

TAKEN From Housg CommirTee 0m APPROPRIATIONSj HEARINGS : TNOEPENDENT OrFices APPROPRIA~

Tion Bus Fog 1938, 79 Cows, /51 sexs, 1937, p 659
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CHART IV

A Tyeicar District OfFice

DISTRICT OFFICE TOTAL Orsrmc.:'“ p“""“‘
Loan SeRrvice

PATE [ EmMP|SALARIES

Tuws 30 134 23 | 9%, 6o s“PER:(Soﬂ
Ocr. 3 1934| R% | 1, 400 ! 3600
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/938 Buoéer| 20 | 33 sLo
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] feo - - 1| 1,08 y| v 760
60 -l - 11,700 33,600
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TAKEN FROM House Commirree on APPROPRIATIONS, HEARINGS: [noepsnpeént Qrficés APPRoPRIA-
Tons Bl For (938, 75th Gone., lsr sess, (937, P 653
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Number of offices established

The Corporation rapldly 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 Corporstion
experienced itg greatest loan servlcing 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 hed ten regional
orflcea,7 fifty-five State, division, and Territorial of-
floes, fifty-two district offices, and'three nugdred and

seventeen loan service and collsction stations,

Home office supervision

All supervision of the fleld offlces was performed
by the home office and all amccounts and resords were central-
ized there during the first months of operation., As the Cor-
poration's work grew 1t became physlcally impossible to mein-
tain all of the supervisory funotions in one central office.
Eleven reglonal offices were established during 1934 and the
immediate supervision of the fleld offices delegated to them.

The home offlce maintained general supervisory
duties after the reglonal offices were established. It sew

that the general polloles issued by the board of directore
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were qarriqg:aut, provided technical assistance to the re-
gian&i ottiéés, and exerclsed general sdministrative con-

trol over their esctivities. The home office also served as
the ecentral gathering point for all records and reports on
the Corporation. These records and reports were based apon

the information forwarded to it from the regional offieces.

Regional office supervision

The regional bffiuea‘@saqmad the direot supervision
of the fleld offices. XRach regicnal office operated under
the direction of s reglonal manager appointed by the board
of directors., The struetural organization of the regional
offices was designed to permit the most direct supervision
of State and dlstriet offlices possible. For that reason 4i-
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 operatlion, a typleal re-
glonal office presented this plethra. Under the supervision
of the regional ménager were sasistant regionel managers di-
reating the work of an Appraisal Sectlon, a Reconditloning
Seotion, a Dellinguent Acccunts Seetion, e Property Manage-
ment Section, a lLegal Depertment, an Accounting Department,
and s Treasury Department. The sxecutive staff also includ-

ed an offira sansger and a director of personnel. These
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gections 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 Oongressional opposi-
tion to their establishment was enoountered. This opposi-
tion culminated in an amendment introduced in the Senate to
transfor reglonal activities to State offiees.g Fortunately
it was defeated, Its supporters failed to realize the dis-
tinctive difference between the State and regional offices.
They falled to distinguish between the actual lending funes
tions end the suapervision of those funotions. A transfer of
the regional sctivities to State offioces would have rendered
the Btate offiocers subjeot to their own control with the re-
mote posslbility of being effectively supervised by the dls-
tant home office. Sush an administrative organization would
have renulto& in great variation throughout the ocountry 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 end investigation. The Corporation

employed field investigatora to ocarry on contlnuous spot-
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checking of the reglonal and field offices, Whenever re-
ports were recelved in the home office that indicated weak~
nesses in operations these investigators were sent to the
offending office to asoertain the reason for the difficalty.
Investigstions were mede wherever anything showed up indica-
ting en error in judgment or aiamanagement.la

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 boerd of directors wpon the recommendation of the State
menager, The members received no oompensation and if they
falled to funotion the Board was so notified and it could
appoint new members.

These Commlittees met periodically and observed the
operationg of the Stete offices. They gave such advice as
appeared appropriste and the State managers could teke any
problem to them for discussion, "so that home owners in dis-
tress may be properly and fully servea."ll

It appears highly improbable that these Advisory
Committees served a very useful purpose, Periodle inspeo-
tion of the Corporation's operation certainly would not af-
ford these committees with sufflecient information to offer

pertinent suggestions or asdvice concerning specific opera-

tlionsl problems.
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Administrative Degartments

Departments or divisions were established within
the Corporation to handle specific funotions as the need for
them arose. Basioally, the major activities of the Corpora-
tion concerned appraisal, reconditioning, loen servicing, and
property managing. Obther activities supplemented these in

thelr work.

Appraisal and Reconditloning Division
Fach of these activities was originally under the

Jurisdioction of a separate divislon but during 1936 they
were combined within the Appralssal snd Reconditioning Divi-
sion end eaoch reconstituted a Bection.

Appreisal Section. Home office supervision of the

Corporation's appralsal work was orlglnally exercised by an
Appraisel Advisor to the Board alded by & senlor aessistant
and flve others, each of whom supervised an area oconsisting
of several States., In addition, there were twenty-~five oth-
ers, known as reglonal appraisers, each assigned to a State
or a group of States. These, with assistante, were employed
in continuous spot~checking of loeal personnel, velues, and
other appralsal prablems.l2

The reorganization of the Appralsal and Reocondli-
$ioning Divisions in 1936 abolished the position of the Ap-
pralssl Advisor and placed control in the hands of a deputy
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genersal msnager with Jurlsdiotion over both Sections. The
reorganization did not effect the method of supervising ap-
pralsal sotivities,

Appraisal supervision was delegated down through
reglonal Appreissl Sections to State appraisers who control-
led and supervised, through district appraisers, the appreis-
8l work in each district. These district appraleers, in
turn, supervised the appraisers making the actual appraisals,
both preliminary and fee.

State appraisal advisors were appointed to eid in
developing a good appraisel program. They were to consider
appraisel results, personnel, end the Corporation's apprais-
sl methods. They were to offer suggestions and recommend
appropriate oh&ngée to the Appraisel Section. They served
withopt pay and were to be selected "beocause of their expexi-
ence and, in every case, outstanding oitizens in thelr own
commanity whose . judgment recelves ready and general accept-
anue."la |

Selection of the proper appralsal personnel placed
a great problem before the Corporation. The work oould not
walt antil a foroe had been trained in the technicallties of
the work to be undertaken, Training hedé to take place along
with the lending operations. iTo allow immediate mection and

at the same time to protect the interests of the Corporation,



130

a soreening process was lnaugurated td!provide a check on
‘@arly errors. Reviews of the ﬁﬁpraisals were made while the
applications were still under eanslderatian.lk
A person hed to have one or more of the following

qualifications to be ellgible as an appralser of the Corpor-
ation: (1) at least five years of actual full time experi-
enge in the reel euatate brokersge and appralsal business,
{2) at least five years experience as an appralser of resi-
dential properties for s banking or home-financing institu-
tion, (3) experience in assessing residential property for a
oity, town, county, or Btate government, (4) be gquelified as
an'axpert appraiser in ecourt, (5) be a member of the Ameri-
can Institute of Real Estatg;&ppra&gere, (6) be otherwise
professionally qualified bayond doubt as a builder or archi-
tect. The last qualiflieation was to apply to rural communi-
ties.15

The examination and rating of appralsers moved for-
ward until at the helght of its activity the Corporation had
approximately 8,500 appraisers of which 6,500 were fee ap-
prailsers. These tee‘appralaers were not Corporation employ-
ees.

The Appraisal Section maintained card files on all
appralsers making Corporation eppraisels. These were kept

up to date as well as possible snd recorded current experieces
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with the individual. In brief form they gave the background
of their experlence, thelr previous oconnections, the opin-
ions of their present supervisors, and thelir professional
ratings as establisbed by the Corporation. These ratings
were based on thelr accuracy in fixing values, on their care
and thoroughness in lnspeotions, on the quality of their re-
ports, on thelr integrity and standings, and onﬁtheir grades
1
in written examinatlons on appraisal subjects.

The Corporation rendered a service to the oountry
by $he development of 1ts appralsel techniques. The train-
ing of eppraisal personnel and the development of & national
ptandard for realwestate valuations helped to bring e sem~
blance of order to the home~mortgage fleld,

The oomment 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 thelr appralsing, and that time alone can tell
how they ere doing their work, is absolutely cor-
reot, But there is convincing evidence that the

management is pleking its appraigers carefually and
does not mean to be victimized.

Resonditioning Seotion. The Reconditioning Sec-
tion was established during 1934. The number of necessary
home repeirs and the proviso in the Act of April 27, 1934
permitting the remodeling and modernization of homes result-
od in sctivities on too lerge a scale $0 be handled success-
fully by means other then & specialized seotion.

The Reconditioning Section was responslble for
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determining the need for reconditioning, for aiding the home
owners in securing recondktioning contrects, and for inspect-
ing and sapervising the repair operations, It also super-
vised the work dene on homes when the Jorporation granted
loane for improvements beyond the necessary repalr catogory%s

A director of reconditioning originally mansged
the Recondltioning Seotion, In 1936, however, the Section
was grouped with the Appralsal Section within the Appraisal
and Reoanditloniﬁg Division and placed under the Jjurisdic~
tion of the deputy general manager in charge of the Divisio.
A emall executive steff in the home office determined poli-
cles and supervised fleld operations, Each regional offioe
contained a reconditlioning ataff to farnish more direct su-
pervision of the fleld operations which were performed by
the Reconditioning Sectlons located in the State offloces.

The personnel of the Seotion was drawn in large
measure from the bullding and srchitectural trades. At one
time L4 per cent of the State recondtioning supervisors and
26 per ecent of the sssistants and inspectors held profes-
sionel ratings.lg

The work scoomplished by this Section improved the
property of the home owner and provided added seourity for
the Gorporation. Apart from these, the Section "has provid-

ed 8 ponsiderable volume of construetion work et & time when
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stimulation of the oapital-goods industries was badly needed.
0f more permanent slgnificance, however, is the standard set
for home owners, contractors, and home-financing institutions

the country over."

loan Service Division
The Corporation established the Loan Service Divi-

sion ander the direction of s deputy general manager in Oo-
tober 1935. The Division's responsibility extended to the
maintenance of the Corporation's mortgeagors in a solvent
status. This required its employees to serve as "trouble
shooters" whenever mortgagors fell bebind in their loan paey-
ments.

The fooal points in loen servicing were the region~
al offices. The direct supervision, control, and review of
f1eld loan servicing were performed from these polnts. Under
the direction of regional loan service supervisors the re~
glonal Divisions contained Control Sections and Analysis and
Review Beotions. The Control Sections assumed Jurisdletion
of the case files of mortgagors receiving loan servicing as-
sistence. The Analysis and Review Sections supervised loan
servieing activities in the field. Regional field investi-
gators were employed for this supervisory work,

The State Loan Service Divislons were responsible

for all personal contacts made with delinquent mortgzagors.
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This responsibility necessitated strlet supervision of the
loan servioing personnel located in district offlces and
loan service stations. These loan service stations were es-
tablished in locallties where concentration of delinquent
mortgegors eppeared. In most cases they were established
for that apeeciflo purpose altho&gn they sometimes served as
local collectlion statlions also.

When an account became delinquent the regional
Loan Service Divislion notified the 8tete Division. When the
Btate Division was strateglically located to handle the case
it dld so, otherwise it was passed on to the district office
or loan service station for aection., Office interviewers and
field representatives were located in these offices to con-
taot the mortgagor and attempt to work out solutlions for his
problems 80 as to remove his eccount from a delinguent ste~
tus.zl

‘ The Loan Service Division has been the Corporatiom's

largest division, numerieally. During June 1936 the Divi-
sion employed 5,000 of the spproximately 16,000 Corporation
employees. Only nine of this number were located in the
home office while 1,235 were in regional offiggs and 3,756
were in fleld offices throughout the country.

Property Management Division

The Property Msnagement Division was created on
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January 15, 1936 "to provide for the orderly liquidation of
properties aoquired by the Garporation.“z The Division was
rpaponaible for analyzing the properties as they were about
to be asquired by the Corporation, for determining whether
&hey were t0 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 Divieion based upon the
appralsed value as determined by the Appralsal Seotion.

The Division'’s primary concern has been the liqui-
dation of the acquired properties as speedily as posasible.
The faot that this has been governed somewhat by the effect
its sales would have on the real-estate market resulted in
properties being held by the Corporation for a considereble
period of time, in some cases, before belng sold. During
this hold-over perlod the properties were under the Juris-
dietion of this Division,

Pour Seetions were established within the Divislon
to accomplish its work. The Analysis Seotion enalyzed the
properties and determined whether they were to be sold or
rented, the prices to be asked, and whether reconditlonlng
wag to be dome. The Sales Seetion asgumed jurisdiehidn of
those propertles offered for sale and was responsible for all
gotivities leading to that end. The Management Section was

responsible for the menagement of those propsrties to be
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rented until such time as 1t was declded to uffer them for
sale. At that time Jurisdiotion moved {0 the Sales Section.
The Records and Flle Section maintalned records 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 %o be acqulired by the (orporation and determined wheth«
er they were to be so0ld or held temporarily for rental. They
supervised the local sales and management activitles and
kept all primsry records on properties owned by the (Corpore-~
tion.

Actual 5ales and management activities were placed
in the hands of real-estate brokers "rather than to set up
an 1nédpbnéent system in competition with private industryﬁh
.ﬁngianal property managers were ohaerged with the responsi-
bility of selecting and preparing lists of Contract Sales
Brokers, Approved 8Sales Brokers, and Contract Management
Brokers. Contract Sales Brokers were real-estate agenocies
while Approved Sales Brokers were the individual real-estate
salesmen, Payment for thelr services was made on & fee baals,
established by the carpcration*s general manager and usually
oonformed to the fees established by the local real~eétate

25
boards for similar resl-estate transactions.
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Ligts of propertles were prepsared in reglonal of-
floes and subtmitted to these brokers for action. In the
osse of sales, the lists were submltted to the Contresot Sales
Brokers., The Approved Gmeles Brokere, in turn obtsined the
property listings from them. The money collected by them
from esles and rentsls wes transmitted to the reglonsl of-
fices and entered into the Corporation's working fund.

Btate and district offices also contained Property
¥anagement Divisions. Thelr responsibility extended to &
more direct supervision of ths Contraot Sales snd Management
Brokers. Thelr msim funotlon, in other worde, was to serve
a8 lisison units for the regional Divieions.

The Property Henagement Division hed 2,887 suploy~
see &t the peak of lts operstions on July 1, 1938. DBrokers!
iists inocluded 2,800 Contract Sales end Managerent Brokers
send more then 15,000 Approved Sales Brokers on the same daﬁﬁé
Paring the month of July 1938 the Divislon had jurisdietion
ovar 103,349 prupertiss.zv

The three major auxiliary funotions developed to
ald in the Corporation's work concerned lege)l edvieing, fi-
nanoce, and personnel, The departments orgsnized to handle
these fanotions were not responsible for any of the Corpor-
ation's primery rnn@tiums but offered sesistance and zdvice
whenever pansible to permit more efficlent Corporation oper-

ation.
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Legal Department

The Legal Department performed legal services for
all of the agencles under the Federal Home Loan Bank Board
i and was directly responsible to the Board in its functioning.
The services that the Deyartment performed for the Home Own-
ers' Loan Corporation inecluded

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's
loans to determine their legal regularity, the
preparetion of all necessary legal instruments and
forms, supervision and direction of the eonduct of
all necessary litigation, ineluding foreclosares,
disposition of all claims asserted by or agalnst
the Corporation, the general supervision of those
branoches of the Legeal Department in the fleld, and,
in short, the supervision and conduct of all of the
Corporation's affalrs which are legal in their na-
ture, as gistinguimhed from administrative and men~
sgerial,?

The Legal Department created three Diviaions for
1ts work with the Corporation. They were the Advisory Divi-
;alog. the Litigation Division, end the Bxamining and Servic-
ing Bivlsion.} Bach Division in the home office was under
the direction of & division head who reported directly to
the assoolate general counsel in charge of the Corporation's
legal staff. The associate general counsel was subjeet to
the supervision of the general counsel for the Federal Home
loan Bank Board. The general ocounsel served as coungel for

the Pederal Home Loan Bank System, the Federal Savings and
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Loan Associations, and the Federal Savings snd Loan Insur-
ance Gorpggation as well as for the Home Owners® Lban Cor-

poration,

The Advisory Divisiom

The Advisory Dlvision was charged with the respon-
8ibility of furnishing legal advice, oplnions, and interpre-
tations that were required in the Corporation's operations.
It served a® a legel clearing house by handling all legal
matters not within the Jjurisdioction of the Litigation or the
Bxramining and Bervioing Divislions. The Advisory Divislon
also served as the llalson agency between the Legal Depart-
men® and the Corporation.

The Division contained five sections. A Briefs
Beotion prepered briefs on all legal questions presented to
it. A Reguletions Sections drafted the rules and regula-
tions as instructed by the Board or as requested by the Cor-
poration. A Finance Seotion ¢oncernsed itself with legal
problems concerning bond transections and maintained ocontact
with the Treasury Department regarding them. An Audit Seo-
tion worked with the Corporation's Auditing Department con-
cerning Qroblems arising from exceptions in the audliting re-
ports. An Accounts Section worked with the Accounting Divi-

30
sion concerning problems of oredit and insurence losses.
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The Litleation Division
The Litigation Division was subdivided into four

seotions to fulfill its litligation funetions., 4 General Li-
tigation Section handled all of the Corporation's litiga-~
tion except that of foreolosure action. The large number of
foreclosure actions authorized prompted the ereation of a
Foreclosure Seotion in 1936 to deal with the litigation aris-
ing within that speclalized field. A Claims Seetion handled
the claimg flled with the Unlited States Employees' Compensa-
tion Commission on behalf of Corporation employees. As the
Qorporation handled all of its own fldellty, casuslty, and
publio liebility risks the Claims Section also handled all
claims of such nature. An Investigstion Section was main~
talned to "lnvestigate all alleged violations of oriminal
statutes in any wey connected with the operation of the Cor=-
poration.“31 After an investigation, if a violation had oo-
eurred, administrative mction was taken or, 1if it appeared
to be willful violation of the crimipnal statutes, the case

was turned over to the Justice Department for aetion.

The Examining and Servicing Division

Five seotions operated within the Exeamining and
Bervieing Division. The Examining Section supervised the ex-
amination of land titles end the loan ¢losing proocedure. The

Reconditioning Section supervised the awardlng of ocontracts
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for reconditioning and prevented the attachment of llens on
property as a result of the reconditioning performed. The
Tax Seoction maintalned an accurate record of the tax Status
of the properties on which the Corporation held a lien or
whleh it owned. This Sectlon also authorlized the payment of
taxes on behalf of the borrowers when it was necessary to
protect the Corporation's lien. On Qctober 1, 1938 the Tax
Gectlion was transferred to the Loan 8Service Division as its
functions were lntimately 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 aspeots of the servioing and collecting of the Corpor~
ation's loans. The Property Service Seotlon gevse legal ser~
vice and advice to the Property Menagement Division in its
work with the sale, rental, or other disposition of the pro-

32
perties under the Division’s Jurisdiction.

Operational Notes

This organizational structure was duplicated in the
regional lLegal Dapartments with two minor exceptions.33 There~
fore, each division of the home office Legal Department had
a "point of quick conteot, through its counterpart iln the Re-
glonal office, with the State, Terrltorial and District Legal‘
Departmente, 1ln every Jurisdiction in which the Corporation

34
operates.” By this manner it was possible to pass 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 serviee for an organization opera-
ting on such an extensive and such an individualistic scals.

The State and distriet Legal Departments dld not
own such extensive legal organizations. Legal counsels were
appointed to render legal assistance to the State and dis-~
trioct sdministretive units. These counsels were usually as-
sisted by a small staff of legal personnel.

The Legal Department malntained a list of fee at-
torneys for loan e¢losing, foreclosure, sale closing, and for
litigation in some cases. These lawyers were selected on
the recommendation of the State counsel after being passed
upon by the reglonal counsel and by the home office. They
were also endorsed by thelir Senators and Representatives most
of the time but this hsd nothing to do with their legal qua-
lifications of oourse.gs

On November 30, 1935 the Legal Department employed
2,96k persons., Of this number only 843 were attorneys. Of
the attorneys. 67 were in the home office, 189 were in the
reglonel offices, and 587 were in the State, Territorial,
and dlstrict offices., At the same time there zere 8,486 fee
attorneys on the Corporation's approved 1ist.3

The following figures are given to illustrate the



143

amount of legal services rendered to the Corporation by the
Legel Department. During the 1937 fiscal year the General
Litigation Section hendled 16,140 new cases, the Foreclosure
Bection handled 75,784 new cases, and the Clalms Section 308
new cases. The Investigation Seotion had 2,700 cases refer-
red to 1t, the Reconditlioning Section hendled more than
66,000 reconditioning cases and the Tax Section certified
almost $16,000,000 for payment of tazes by the Corporation
on mortgagor-owned propertyS%nd approximately $9,000,000 on

Corporation-owned property.

Finaneial Drganization

The Federal Home Loan Bank Board meintained direct
financial supervision of the Corporation through the offices
of the Finenolal Adviser snd the Budget Offlcer, both of
whom served for all of the agenolss under the Board and re-~
ported directly to it. The Pinancial Adviser supplied the
Board with all the technlcal finaneial advice with reference
to the issusnce, sale, purchase, and refunding or retirement
of bonds and maintained contact with the United States Trees-
ary concerning these matters. On this advice orders would
be issued by the Board pertainlng to the Corporation's bonds.

The Budget 0fflcer was responsible for the eollec-
tion of budget data for all the agencies under the Board, He

then orgenized 1t in a proper fashion and, efter approvel by
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the Board, presented it to the Director of the Bureau of the
Bndget and gg the appropriate Congressionel appropriation

committees,

The Comptroller's Division

The Comptroller's Division hes besn responsible for
maintaining all accounting and financisl records and hes been
ou#todian of the Corporation's essets. The original proce-
dure kept the Comptroller's functions centralized in the home
office. During 1934, however, reglonal Accounting, Treasury,
and Insurance Sectione were organized and'a supervisory fome
mainteined in the home office., The Purchase and Supply Sec-
tion was retained in the home office "to permit more economi-
oal purohese and use of equipment and supplies than would be
possible on a decentralized basis."39

The Acocounting Seotion, Compete records of all
transactions effeoting borrowers’ accounts were maintained by
the regional Acoounting Sections., These records provided the
materiasl for reports submitted by the regional Acoounting
Section to the home office where they were then consolidated
into the general books of the Corporation,

A staff of field representetives under the Comp-
troller's supervislon maintained personal contact with the
reglonal Sections and provided supervision and assistance in

thelr work.
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The accounts maintained in the regional offices
were subject to inspection by the Corporation's Auditor, and
current transactions were verified by his staff.

The Treasury Section. The Treasurer's funotions

placed responsibllity upon him for cash received, for the dis-
bursement of funds, and for the safekesping and issuance of
bonds. He also served as custodian for all certificates evi-
deneing 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
propation of reports ¢oncerning the financisl aotivities of
the Oarporation,hg

To assist the borrowers in mekling payments on their
loans eolleotion offices were established throughout the ocoun-
try in loan-concentration areas. These collection offices re-
celved and transmitted the payments to the regional Treasury
Sections.

The Insurance Section. An Insurance Seotion was

astablished to protect the Corporation's home-mortgage in-
vestments against fire, wind, and other bazards. Its duties
were to see that the insurance requirements of the Corpora-
tion "are consistent with the provisions of the laws of the
geveral fitates and conform to the various types of lnsurance

Ll
coverage and contracts required by locel conditions."
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The Qorporation followed the practice of permit-
ting the mortgagors to0 arrange for the purchase of insurance
through local insurance agents when they g0 desired. All
policles, however, had to be checked to see that they met the
requirements of the Corporation and to make certain that non-
stendard clauses and conditions were not present. A cans;a»
tent follow up on polieles about to expire also had to be em-
ployed.

The Insurance Sectlon helped mortgagors settle
thelr insurance claims with private agencies on certein oo~
cesions. This was done when it appeared that the mortgagor
was not receiving an equitable adjustment'ror dahage sug-
talned.

As of June 30, 1936 this Section was servicing ap-
proximetely 2,500000 insurance polf.ama.’*2 Since that time
the insurance problem has decreased conslderably because of
the large namber of mortgagors who have adbpted the insurance

payment plan oreated by the Corporation in 1939,

The Purchase and Supply Seetion. A central Purchese
and Bupply Section was maintained in the home office. Since
1934 ell purchases have been msde through it.exoopt inconse-
quential items or supplies required to mest local emergen-
cles and not exceeding $25. Such purohases could be made by
the office directly concerned. Prior to 1934 it had besn
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necessary to allow local purchasing to obtaln the proper
speed in operation.

This Seotion maipntained warehouse stocks of common
office supplies end approved forms for shipment to field of-
fices upon requisition. It also kept a oheck on the Corpor-
ation's equipment by meintalning an inventory of the non-

expendable equipment in all of the Corporation's offices.

Audliting
The Corporation's Auditor wes appointed by the

board of directors end 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 infrections of
the rules and regulations preseribed by enabling legislation,
Board resolutions, manuals of procedure, or general govern-
mental standards or regulations that he discovered during
the course of his activities.

t The auditing procedures and funotions fell into
two broad categories: pre~audlt snd certification of vouech-
ers prior to disbursement, and post-audlt of the accounts,
yeocords, authantleétad transaction sources of originsl entry,
and certification as to their correctness.

In 1934 the Board direoted that, in conformance
witﬁ standard goverpment disbursing practice, ell vouchers

from the home office be pre~anadited and certified for
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disbursement, This directive was issued after six months ex-
perience without pres-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 aathorized included advance-
ments to borrowers for tax payment and insurance and the pay-
ment of expenditures incurred in the escquisition and repair
of properties by the Corporation. Field pre-audit and cer-
tifieation 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,
and ths minimum cost of audit per vauoher."kh

Post-andit procedure consisted of continuous, peri-
odlo, and spot-check maudits that were made by suditors in the
regional offices and by travelling field auditors from the
home office. Coordination of the auditing activitles was per-
formed by the staff of aqditars in the home offlce.

Audits were maintalned on an annual basls for State
and distriet offices and for shorter periods for the fleld
collection stations.hg Any discrepancies that appeared were

reported to the Board and to the department, or office, in-

volved.

Finanolal independence leads to difficulties
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Thq Corporation had been granted a laerge degree of
finanolal 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 amd still
be of practicsl use to the Corporation.

Confliot with the Comptroller General. At the re-

quest of the Corporation a representstive of the General Ac-
counting Offioce worked with the Corporation in seeking a
proper solution., A system of aocounts wes worked out end
installed in the Memphls, Dallas, Omaha, and Cinolnnati re-
glonal offices during 1935.b6 These accounts, however, did
not extend any farther and the spirit between the two agen-
cies cooled quite rapidly. The meln contentions of the Gen-
eral Accounting Office were that the Corporation was anwille
ing to provide adequate accounting records, to make full and
oomplete accounting for the funds of the Corporation, and to
cover the accounts into the Treasury for appropriation and

L7
expenditure.

The Borpor&tion, on the other hand, maintalined
that it hed developed 1ts own system after two years of strive
ing on its part to reach & mutually satisfaotory system and
that the acousation of non-accounting and unwillingness to
submit to an audit by the General Acocounting Office was un-

founded. The Corporation’s views were expressed by John H,
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Fahey, Chalrman of the Federal Home Loan Bank Board, when he
said:

This i1s not the fact. The work of the Corporation
hag been carried on within the letter and spirit
of the law. The Comptroller General hes full ac~
oess to all records and sccounts of the Corporation.
On its own initietive the Corporation enllisted the
cooperation and advice of the Comptroller Generasl's
office in setting up 1te forms and machinery for
acocounting, thus obtalning invaluable aid in pro-
viding for easier auditing of the books of account.
The Office of the Comptroller Gemeral recelves our
regular statistical reports, is empowered to audit
regularly the scocounts of the Corporation, and is
entirely familiar with our accounting records and
procedure. The Corporation submits montly finan-
olal reports and frequent speclial reports to the
Treasury Department and the Bureau of the Budget.
It makes regular financiel and statistiocal reports
to the Emergenzg Couneil for the information of

the President.

The insistence of the Comptroller General that the
accountable warrant system be employed by the Corporation wase
another basls for the conflict betwsen the two agencies. This
systenm was entirely 1nadequéte and impracticsl from the Cor-
poration's viewpoint. "The result of this process ls that
repiesentativea of the Corporation in the field working on
aalarieﬁ will not eassume the personal responsiblility for mis-
cellaneous expenditures untll efter approva; by the Comtrol-
ler Goneral."bg This would have resulted in delay to the
point that the Gorposation would nat have been able to acoom-
plish its purpose. .

This confliet, being only one of many developing
between the Qomptroller General's office and the rapidly
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expanding government corporations, played a part in produc-
ing later Executive and Congressionsl action ealling for more
striot finaneial control of these corporations, These meas-

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

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

use its funds as 1t sew best in accomplishing its purpose.
Congressional will 414 not need to be consulted in this mat-
ter, How long this independence was to prevail depended, in
part, apon how well the Corporation used itz funds.

One expepditure incurred by the Corporation during
the course of its operation arsused a great deal of Congres-
sional criticism., Forty thousand dollars were expended for
a group health insurance plen for the Corporation's home of-
fice employees. This brought into the open the conflioting
views as to Jjust how fer the Implied authority of the Board
eould go. Congressional judgment frowned upon suoch expendi-
tures,

I think the subocommittee were unanimous, perhaps,
in their opinion that the Home Owners' Loan Cor-
poration had no suthority 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 Qorporation they were given the right

to use their own funds ... for any purpose whilch
the board of directors decided wes in line with
the general purpose for which the board was oreat-

ed. This was very broad discretionary power, there
is no doubt of it, ... Personally I think thet was
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a8 very strained construection, agg so0 sald in the
hearing, but it has been done."

It must be admltted thet this expenditure did stretch the dis-
oretiopary power rather far, however much the purpose may be

applanded.

Limitations placed on firanciel freedom

Afganarally acoepted administrative principle re-
quires central oontrol over the operating agencies' finan-
cial'aperatiana. This principle had been largely lgnored
daring the New Deal period when the corporste form of admine
istrative agency became very popular. Like the Home Owners'
Lo&n Garparation, a great pesrcentage of the government ocor-
porations had been glven brosd diseretionary financial free-
dom,

Sinece that time this finaneial freedom has gradual-
ly been encompaseed by & number of Executive Orders and Con-
gressional enactments. These have pertalned to the Home
Owners' Loan ﬁoiporation as well as to the other government
sorporations,

Exeoutive Order 6166 of June 10, 1933 required the
Bufbau of the Budget to review peiiodio reports of depart-
ments and establishments relating to the obligetion of appro-
priations and funds to see that they were keeplng their ex-

penditures within the apportionments approved by the Director .,



153

This applied to the Corporation thy insofar as its edminis-
trative expenses were ocncerned.52 Executive Order 7126 of
August 5, 1935 réquired the Corporation to submit estimates
of its administrative expenses to the Buresu of the Budget
and prohiﬁiteé it from ineurring an obligation for edminis-~
trative expenses unless the estimates for such an expendi~
ture had the approval of the Director of the Buresu of the
Endget.53

The First Deflciency Act of 1936 imposed further
control over the Corporation's administrative expenses. By
its terms the Corporation could incur no obiigation for ad-
ministrative expenses after June 30, 1937 except in pursu-
ance of & specific Congressional appropriation for that pur-
pose, Thereafter, the Corporation hes met administrative
expenses from funds approprieted by 453ongresa'.5lP These ap-
propriated funds, in reality, are part of the tatal funds of
the Corporation that are to be set aside for administrativo
expenses.

Executive Order 8512 of August 15, 1940 required
the Secretary of the Tressury to prepare and transmit to the
Director of the Bureau of the Budget such financial reports
¥ag mey be necessary or desirable to make known in all prac-
ticable detall the finanoiaml condition and operations of the

Government and its various agencles,” to aid in the prepearation
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of budget estimates.55 In turn, the various agencles were
required %o submit to the Treasury Department such informa-
tion and data as were required in the preparstion of the re-~
ports.,

Government corporations' finenoisl independence
received its greatest Jjolt during 1945 when Congress passed
two bills eallipg for restrictive measures. On February 24,
1945 the bill known as the George Bill was passed. It proe
vided for an auditing of the finaneial transactions of all
government corporations by the General Accounting Office ™in
sscordance with the principles and proocedures applicable to
commerelal corporate transactions and under such rules and
regulations as may be presoribed by the Comptroller General
of the United States." ¢ 8Sueh audite were to begin with the
1945 tiscel year and a report was %to be submitted to Congress
by the Comptroller General not later than January 15 of the
year followlng the ¢lose of the fiscal year. This report was
to include recommendations by the caﬁptroller General and was
to show any financisl transactiorn which, in his opinion, was
sarried out without authority of law.

Congressional control was further widened with the
passage of the Government Corporation Control Act on December
6, 19A5.57 It provided that all wholly-owned government cor-

porations were to submit annual budget programs to the



155

President through the Bureau of the Budget starting with the
fiscal year beginning July 1, 1946. Such "business-type"
budgets were to eontaein estimates of the financial conditims
and operations of the corporations for the current and en-
suing fiscal years and the actual conditions and results of
operations for the last ocompleted fissal year. The Act fare
tnef required annual audits to be made. This provision was
essentially the same as that provided by the George Bill but
superseded it. Certuin finanoial controls were invested
with the Seoretary of the Treasury concerning the issuance
of bonds and the deposking of monies in banks.

Opposition to the bill was found within the affect~
ed corporations. Enforced limitetions are always fought by
those whose freedom is being encroached upon., Claims were
made by some corporations that they already had edministra-
tive audits end thet the new audit would merely be a dupli-~
cation of effort. Further points were raised that it would
be extremely hard to meke estimates of their operasting ex-
penges with sny degree of acocuracy and that the required an~‘
nual budget approval by Congress would, in effeot, make them
yearly ocorporations which would result in uncertainty and a
deorease in efflolency.

A freedom from supervision is a nice provision for

the operating corporations, but 1t ls belleved that the
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following quotation 1s an excellent summation of the ideal
eituation regarding the finsnciasl control of government cor-

porations.

During the pest ten {10) years there has been in-
creasing realization 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 coocrdination of
the budgetary and fiseal processes of the Govern-
ment as a whole, ... The purpose of the present
bill 1 to set & uniform control for all Government
vorporations along broad lines without 1nterfgr1ng
with their authorized individual activities.)

The Corporation's administrative expense record

The Corporation has displayed a2 good administrative
expense record in 1ts operation. These expenses, 85 per cent
of which hmve been for personnel expense, have been conslie~
tently reduced from the $37,000,000 peak in the 1936 fiscal
yoar to $6,944,556 for the 1945 flseal year, It is estimat-
ed that they will be further reduced to $5,179,000 for the
1947 fiscal year,

Phe fact that the cumulative administrative expen-
ditures were $11,763,082 lese than the cumulative amounts
approved by Congress as of June 30, 1943 illustrates that the
Gur§ar&tinn has not needlessly thrown away money.sg Buch ex-

penses have averaged approximately three-fourths of one per

cent of 1ts total load in loans and propertles. This compares



MILLIDNS

AoninisTRATIVE Exrensss

@RAPH II

of tHe Home Ownegs' Loaw Corporation
BY FiSCAL YEAR

157

el]

30

5]

EsTivArce  ACTuUAL,

o

I AN R RS RS RERY

15

fo

| RN Ry

LW VTR UYL W W VY

I T Y

L 30 Y

LLIETHITIRY

| EEAERERN

737 7

3

<@

5

17%¢

w37

7937

19379 [7%0 Py

1992

i)

ATTTTTURTININNY

LARRANN!

1943 199y 1145 (7%

1977




158

quite favorably with any privete finanocing institution. It
stends as a very reasonable amount when consideration is

given to the type of mortgsgor refinanced by the Corporation.

Personnel

The selection of qualified personnel presented a
staggering problem to the Corporation at the inception of
its program. The need for prompt selection to permit an
early commencement of operations eounterbalanced the need
for employees possessing the necessary technical and profes-
sional qualifications to efficlently handle so large and
widespread = londiag operation, As few posscessed the neces~
sary qualifications, it "was neoessary to select, train and
teat personnel - attorneys, appralsers, inVBstigatoré, olerks,
acoountants -~ in the necessary procedure almeost as the work
prograssed."6o ¥anuals of rules and regulations were prepﬁr-
ed and dlstridbuted to field offices; conferences were held
and supervisory personnel were employed in travolin@ 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 oonditions, to investigate
anytnig§ which shows up, as indicating error or mismenage-
ment,"

The personnel program was supervised by a central
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Personnel Department under the Federsl Home Loan Bank Board.
It supervised the personnel programs within each of the agen-
c¢les under the Board’s Jurisdiction. GCeneral pollicies were
determined there and then transmitted to the Personnel De-
partments located in ts home and regionsl offices of the
Corporation. These, in turn, supervised the persomnel poli-
cies employed by the Corporation. Payroll and leave matters
were handled in these offices and standards were established
for the fleld operations of the Personnel Department. Per=~
sonnel matters were handled by employment menagers in State
an& distriot offices kut there were no full-scale personnel

departments established in those offlces.

Barly personnel difficultlies
Barly employment qualirieations included politieal

conneotions., The chairmen of the State Demooratio Committee
was selected as State manager in one State., In another, a
variety of trades were represented in distrlot managers:
rlerists. maronanta, undertakers and others, but not one hed
previous exparianee in tne rea1~estato mortgege field. The
State menager ina tnlrd atate required each employee to pay
5 per sent of hia salary into the Democretic State campaign
fund, To get a Job with the Corporstion, "an applicant in
most States hed to get the approval of his loeal distrlct,

sounty, and State party leaders and obtaln his Congreesman's
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or Semator's cooperation,n62

That all was not well on the personnel front ap-
poeared evlident when it was found that during the first two
years of operation rorty~four State and districet mansgers
and agslistant managers wers removed becauss of mismanagement,
disregard of explleit instructions, or inefficiency. During
the same perlod twenty-two persons violated the Corrupt Prac-
tices Aoct, and eleven managers and assistent managers were
removed beoause they solicited funds for politieal purposes,
During 1934, 1,178 lawyers were dismissed, many because of
unsatisfectory work and 2,116 appralsers werse dropped because
thelr work disqualiried them for further employment. In gll,
some 3,000 waresremoved during this period because of unsat-
isfactory work. v

Isproved conditions developed after Mr. John H,
 Fahey's appointment as chairman of the Federal Home Loan Bank
Board in November 1933. "The personnel of the HOLC manifest.
o0 much less interest in polities and much more in home fi-
nancing.” ? Most of the dismissals for inefficlency or sim-

ilar reasons came after his appointment to office.

Attempts to limit the Corporation's personnel freedom

During the Corporation's flrst year of operation an
effort was mede in Congress to outlaw any "partissn politiocal

test or gualifiocation,® and to require that all agents and
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and employesés "be appointed, employed, or promoted solely
upon the basls of merlt and effliclency." Any member of the
Board or any agent or employee of the Corporation found to
be violating these provisions wae to be removed from office.
This effort feiled es well &8 any effort to compsl the use
of the Civil Servioce Commission. Thers appeared to be almést
unanimous agreement that Civil Service requirements would
ocause more damage than benefits. The Corporation itself was
opposed to its use for the following reasons: (1) a large
number of employess had to be put %o work in the emergency
in specialized tasks and 1t was necessary, to get the work
done and to proteot the Jorporation agalnst financlal loss,
that large numbers be promptly ohanged., "If the employees
were pleced under olvlil service, the time required to prefer
oharges, to oconducet trisls, and to accomplish these changes
would hopelessly delay the program”; (2) delay; (3) to acocom~
plish the task 1t was necessary for employees to work longer
hours than under civil service. A switoh would restrict
bours and would "practically destroy the present esprit de
corps”; (4) eivil service laws and regulations lnvolve red
tape and delay. The Corporation would be unable to operate
sbisfsctorily under such conditions; and {5) the success of

the Corporation depended a great deal upon prompitness. If

it were placed under oivil service its action would be
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delayed .67

A degree of control was given to the Civil Service
Commisslon over the Corporation's personnel policies by Ex-
scutlve Order 6746 of June 21, 1934 despite this opposition.
This Order provided for meximum selayry rates approximately
egquivalent to the maximum of corresponding oivil service
rates. In keeping with the Order the Corporation's Person~
pel Department elassifled the positions of its employees ao~
cording to the provisions of the Clagsification Aot of 1923
aabsegg to revién and revislon by the Oivil Service Commla-

ston.

The Corporation's personnel policies

Porsonnel policies employed by the Corporation
were developed to parallel those employed by Olvil Service.
In fect, there was a large degree of cooperatlon between the
Givil Service Commission and the Corporation despite the
raét thet the Corporation wase opposed to being placed under
Civil Bervice jurisdiction. This cooperation might well
have been instigated primerily by President Ragaevelt for he
stresmed the desirability of such eooperapion. ?

Selectlion of persommel. The Corporation followed

the policy of filling vecencies whenever possible by the pro-~
motion or transfer of 1ts employees. When this was impos-

sible it used the following sources for new employeest "former
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employees if available; other Pederal employees; individuals
on Civil Service registers; individuals registered with Fed-
eral and State Employment Agencles and in ocur ofriues."7°

Tests were developed to measure an appligant's
qualifications wherever possible., By this means these quel~
ifications could be measured with the standard minimum re-
quirements established by the Corporation., This testing pro-
grem was widely used for the selection of the Corporation's
clerical help.

Service ratings. Service ratings were insuguratéd

end the employees graded and classifled scocording to their
mnéits. These ratlinge were 8n index of performence and re-~
fleoted the guality of work and the work production record
of each employee. They also indicated the attitude of the
omblayeo, his possession of a knowledge of the work, his
Drlginality and good Jjudgment, leadership, and cocperative-
ness.

The service ratings were made semi-annually and
assumed conslderable lmportanece in the considerations for
promotions, transfers, and salary increases. For that rea-
s6n an opportunity was afforded to the employees to discuss
tholsﬁatua of their service ratinss with supervisors, how

they had been evaluated, and to learn how they could improve
71

thelr performances.



164

Salary scales. Executive Order 6746 of June 21,
1934 had provided for maeximam salary rates approximately
equivalent to the msximum of corresponding civil service
rates, The Corporation, however, established the minimum
of the Corporation's clessified salary ranges several steps
below the maximum rates permitted. This procedure allowed
a certain degree of flexibllity for promotion within grades?z

The Qorporation slso developed a practice whlch
has seldom been used by government agencies. Grade sohed-
ules were established progressively lower in fleld offices
than corresponding gredes in the home office. The Corpora-
tlon found such differentlials to be satiasfactory and econom-
“foally sound in the administration of the field offlees.73

Terminations, Termination problems have occupled
a large part of the Personnel Department's time since the pe-
rlod of aotive 1ondlﬁg operetions hes stopped. Standard se-
paratice provedures were established and all offlces requir-
ed to follaﬁ them, PYairness and equel consideration to sll
employees wag possible by this meams. Faotors considered in-
cluded service ratings, lemgth of employment, versatillty,
qualifications for advancement, militery service, and eco-

Th
nomie sirecumstances.

Yolantary separation hes played an important pert

in the t#rminatlon program., Such separations have been high.



165

One reason for this has 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 fileld were
under grade 9 whioh had & maximam limit of $2,600. The top
salary pald State employees was $8,500 to the State meneg-
ers of New York and Pennsylvania. The sltuation was graph-
loaily presented by John H. Fahey, Chairmsn of the Federal
Home Loan Bank Board, when he said: "You are not going to be
able to hold a man that is eapable of running a business of
that sort. No private enterprise in the world would even ex-
.. peet it. ... Take even oelerks end stenographers. Right now
we are experiencing in the metter of separations, 60 per
cent of voluntary separation.”

Another factor influencing voluntary separations
has been the desire of employees to secure employment of &
more permanent'nathre. Thie matter has represented a seri-
ous loss to the Corporation as it means that it 1s losing ex~
perienced employees ﬁho have to be replaced by inexperienced
personnel, or perhaps not replaced at all. This difficulty
can be illustrated by the faat‘that it wes estime ted that
1390 employees would be needed for the 1947 fiscal yesr, yet
on December 31, 1946 ﬁhe Qorporation aotually had only 935
employees, ¢

Sanmation of personnel policles. The personnel
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policies pursued by the Corporation showed a rapid improve-
ment from thelr poor beginning. By sincere effort and co-
operation with ths Civil Service Commission it had develop-
ed standarde and procedures thet conformed closely with those
of Civil Service. The Curpar&tion was in the "fortunate po-
sition of being able to meet quickly and with few changes

in our policies and proceduree, the requirements of any Ex~
‘ecutive Order whleh may be issued covering our organization
into the FPederal Civil Service." 7 Its position might well
be sald to heve been that of enjoying all the privileges of
membership without the necessity of peying dues.

Entrance into Civil Servige

On November 26, 1940 Congress asuthorized the Pres-
1dent to cover into the classgified Oivil Service any offices
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 com
poretions, ¥xempted were those employed on a fee, contract,
or plece~work basis who mey lewfully perform their private
profession or business simultaneously. Executive Order 8743
of April 23, 1941 followed this enactment. This Order plseed
the Corporation's employees within the olassified Civil Ser-
vice on January 1, 1942 wltg the exception of & few top ad-

ministrative personnel and those employed by the Corporation
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on a temporary or by fee or contract payment.73 Since that
dzte, of course, Civlil Service rules and procedures have

been followed in the Corporation's personnel work.

Organizational Reductlion

The organizational structure as deseribed was de-
veloped daring the first few years of the Corporationts ex-
istenoce. By 1939 it beocame apparent that necessary opera-
tions could be performed by a smaeller organization., The
mortgage refinencing perlod had been ended for three years
and the loan servieing end foreclosure problems oecasioned
by the 1936 and 1937 recession were éasing. Therefore, the
Corporation sterted to eliminate offices and consolidate its
organization whenever possible.

During 1939 the number of offices had been reduced
to forty~one Stete, division, and Territorial offices, three
distriot offices, and ninety-six loan service and fleld aga-
tlons, The ten rezglonal offices and the home offlce remain-
ed in operation of course, By March 6, 1947 the Corpora-
tion had deoreased to the point where only the home office
and reglonal offices at Kew York end Chlesgo remained.ao

The raéid olosing of offices would indicate a cor-
responding sharp decrsase in the number of employees but
such was not the ¢mse. In some instances there was "practl-

cally no personnel saving effected in the closing of fleld
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stations. Bimply the designation as an offioce is eliminated,
but the representatives, most of whom represent loan servioce,
continue to operate in their respesotive territories end in
most instances operate out of their homes rather than from a
locally designated afrloe.Qal The aetusl reduction in the
nunber of employees proceeded along more gradual lines than
the reduotion in the number of offices, ¥rom s high of
20,811 in September 1934, the figure had deoreased to 9,843
by July 1, 1940 and to 935 by December 31, 1946,

Puring 1944 the Corporation consolidated the Loan
Service Division, the Property Mepagement Division, and the
Appraisal and Reconditioning Divislon into one division
called the lLoans end Property Division. Also daring 1944
all field operations of the Adcounting end Treasury Sections
were oonsclidated into the Comptroller's Division in the re-

82
glonal offices,

The Federal Government's Housing Strusture
e e i — ——

: Federal housing agenocies have been subjeoted to
soiaral external administrative reorganizations. The Home
Ownors! loan Corporation has been no exception. These
ohanges have produced ll&ﬁle internal reofganization but
they will be briefly descoribed so that the Corporation's
status among the housing agencles can better be ldentified.

The expsnsion of the Federal housing activitles
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has been stepped up steadily since thelr beginning in 1932
when the Federal Home Loan Bank Board was established. Un-
fortunately, this expansion 414 not follow any previously
plenned pattern. Each agency wes established independently
when & new need for housing aid became apparent. As a re-
sult there were Federal agencies interested in public hoas-
ing, in mortgage fineneing, in mortgage holding, and in
mortgage insurance, all of whom were independent and unco-
ordinated as to purposes and prectices.
The Central Housing Committee established in 1935

‘was the first attempt to bring order out of the general
chaos, This Ohmmittee had no appropriation and no adminis~
trative powers, As originally established it consisted of
representatives from the elght Federal agencies concerned
with housing., They were to develop some sort of cdhesive
progrem by holding perlodic conferences and by establighing
sabeonmittees 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 avold dupliestion of effort, to decrease the oon-

fusion that exists in the public mind about federal

housing activities and, 1n genersl, to make possible

Rousing work andertaken by the federal government.83
Its results depended entirely upon the spirit of cooperation

existing bstﬁeen the particlpating agencies.
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Any offieial move to coordinats the Federsl hous-
ing agencles was delayed antil 1939; On April 25 of that
year President Roosevelt submitted Reorganization Plan No. 1l
to Congress to take effect July 1, 1939, This Plan put the
Foederal Home Loan Bank Board, with its congtituent agencles,
within the newly created Federal Loan Agency under the sup-
ervision of an Aéministrator.ga Gther‘agemcies primarily in-
terested in home nortgage financlng were slso placed ln the
Federal Loen Agency. The powers of the Administrator . ex-
tended to the supar?isiou of sdministration and the coordine-
tion of functiahs and activities of the various agencies. No
funetions or operations were consolidated or redistributed.

The United SBtates Housing Authority and the United
Btates Housing Corporation were placsd within the newly cre-
ated Federal Works Agency by the same Reorganization Plan.
The latter was merely continulng its prolonged liquidating
program and was not actively engaged in housing. The former
was actively engaged in the public-low-cost rental housing
t&élﬂ.

| Thig 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«raaghing cooperation among the hous-

85
ing agencies an impossibility.
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This organizational structure continued until Pabe
roary 24, 1942 when, by Exeocutive Order 9070, the Netional
Housing Agencj was created.86 'Under the direction of a Na-
tional Housing Administrator three constituent units were
established: the Federal Home Loan Bank Administration, the
Federal Bousing Adminlstration, snd the Federal Public Hous~
ing Aathority. Bach unit wes placed under the direction of
‘a Qommissioner,

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

Definite arecas of responsibility have been estab-
lished for its constituent units. The Federal Home Loan
Bank Administration 1s primarily responsible for providing
a oredit reserve system for home financing institutions, for
insuring the savings of investors in savings end loan insti-
tutions through the Pederal Bavings and Loan Insurance Cor~
paiatlon, and for ocarrying out the liguldation of the Home
Owners' Loan Corporation. It has already succeeded in final-

ly 11qu1déting the United Statee Housing Corporation. The

Federal Housing Administration's primery responsibility l1s
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the encouragement of private construction, repalr, and im-
provement of homes by Iinsuring mortgeges mude by privete fi-
nenoing institutions. The Federal Public Housing suthority
is responsible for publioly-finenced war housing end for low-
rapt slum olearance programe osrried out by loosl housing
asuthorities,

The internal strueture of the Home Owners' Loan
Corporastion was ohunged somewhat by this Executive Order
when it sbolished the Federsl Howe Loan Bank Board except
for the Chaslrman. The Chalrman recelved the new title of
- Commissioner. This aatomaticslly abolished ths board of 4le
reotore of the Corporation end plecsd 1t under the super-
vision of the Federasl Honxe Loan Bank Commimsioner.

Exscutive Order 9070 was lssued under the provi-
slons of the Flrst War Powers Act of 1941 and its fores will
automatiocally expire with the termination of that Act. Thie
moans that the present National Housing Aszency's organiza-
tion wiil elso be sotomatlically terminated at that time,
With thiz in mind, Fresldent Tromen submltted Reorganlzation
Plan No. 1 of 1946 to Congress establishing a permanaent Na-
tioral Housing Agency. The sabmission for such agglen hed
been authorized by Public Law 263, 79th Congress.

Degpite the dbhvioas sdventsges demonstrated by the

aotusl existence of this orgsenization since February 24, 1942,
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the now very familiar orles of socialism and of exploita-
tion of the lending agencies by the public housing agencies
were raised., Sush tactioe aided in the defeat of the Plan.
The Senate passed a resolution disapproving the Plan on July
15, 1946, Just ome day before 1t would have been placed in
etrect.sa This followed an earlier disapproval by the House
otrneprasentativas.

Puring the 79th Congress a housing bill sponsored
by S8enstors Wagner, Ellender, 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 Carrency Committee at the time of Congres-
glonal ad journment. Relntroduced in the Eightieth Congress,
1ts fate i3 still undetermined.

The Federal Government's houslng organization,
while eoordinated ander the National Housing Agency, rests
on & shaky foundation st the present time. Its dlssolution
will oome with the revocation of the First War Powers Act

unless preventive steps are taken in the meantime.
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Chapter V
BFFECTS AND EVALUATION

The Home Owners' Loan Corporation was designed as
en emergency agency to furnish relief to distressed home
owners. Whlle fulfilling that objective the Corporation has
produced other benefits, some of whieh will have a lasting
effect ln the home financing fleld.

The Corporation's Acoomplishments

When enumerating the benefits derived from the

Corporation's work it should be remembered that it has been
only one of several Federal agencles 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 credlt must often be sextended.

Relief to home awners and m¢ng§gs institutions

The most tangible aghlevement has been the saving
of approximately sdé,aae home owners from threatened fore-
closure. This represents the number successfully refinanced
of the 1,017,821 original borrowers. The immensity of this
task oan be better eppreciated when it is realized thet the
Corporation refinanced approximately one-sixth of the totel
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number of mortgeged homes in the United States.

Each time a mortgage was reflnanoed mesnt that some
lending agency was receiving a financial shot in the arm.
With its qulekly developed progrem, "the Corporation consti-~
tutea the one foree powerful enough to prevent complete dis-
aster. ... It protected the solvency of financisl institu-
tions of all typas.“l‘ The Corporation exchanged its bonds
for frozen assets and provided bagks, building and loan as-
soclations, lnsurance companies, mortgage compenles, apd in-
dividuals with eash to pay needy depositors or creditors.

A breakdown of the total sum paild shows that form-
er mortgagees received approximately $2,700,000,000 of the
$3,093,451,321 total of loans refinanced, Building and
loan sssociations received $94,5,000,000; savings banks,
6815,000,&09; commercial banks, $351,000,000; life insurance
companies, $216,000,000; mortgeze companies, $135,000,000;
inv&stmnnt companies, $108,000,000; and, individuals
$61,000,000.

More effective use of the bonds recelved might
have been made by the private lending agencies. They were
empiéyeﬁ usually in meeting depositors' withdrawal demands
or merely stored away for use in whatever emergency ap-
peared. Refinancing might well have been conditioned by the

requirement thﬁt\the proceeds be used for meking new loens.
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Thls requirement would hsve required pasyment in cash rather
than in bonds for the refinsnced wmortgeges.

, Thie type of reflnancing program might have result-
ed 1ﬁ‘thu proverblal k$lling of twe birds with one stone =~
tné refinancing of dlstress mortgeges and the bullding of
new homes 80 b@dly,needeé. It i3 a oonjeotural matter
whether this procedure could bave produced the necessary
speed in relleving thé distressed home owner. The thsn ex-
hiaﬁina eeunoﬁio conditions would undoubtedly have produced

great reluctance on the part of many institutions to enter
‘ 1ntn new lending operations, However meritorious such a
.. plan appears now there was no demend for its instigetion,

primerily because no one aeppears to have thought of it.

Adoption of the long-term mortgege

The Corporation instigated a great change in mort-
gage~Tinaneing technique by 1ta‘adoption of the long-term
amortized mortgage. "The Home Owners' Loan Aot passed by
Congress in June of 1933 to stop the mortgage panie of that
period, wag thé most econstructive and liberal mortgage plan
whioch had been developed in this country ap to that time."3
Little effect would have basn felt had the Corporetion been
the only agenoy to use the long-term mortgage, but the Fed-
oeral Housing Administration rollowéd its lead. This has re-
sulted in the lomg-term mortgage now being generally sccerted
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by private lending agencies,

This type of mortgage is better suited to the in-
tafesta of the mortgagor than the short-term mortgage. Its
fixed monthly payment oan be handled more easlly by the
mortgagor whose income, on most cases, comes on monthly pay-
ments.

Hand in hend with the long-term mortgage came the
practice of lendiug = larger percentage of the property val-
uation. The maximum percentage was 80 per cent in the case
of the Gurporatian while the Federal Housing Administration
permits loans up to 90 per oent. The desirable feature of
this large percentage lending is thet it eliminates the ne-
cesslty of resorting to the second mortgage with its many
abuses.

Privete lending agencies have generally sccepted
the long-term amortized mortgege but they have not adopted
the liberal terms offered by the Government agencies. Thelir
terms usually permit a 60 to 70 per oent veluation loan
amortized over a rifteen-year period when government backing
'8 not present, Very few permlt the twenty~five year amore
tization period encouraged by the Government housing agencies.

. fhe Corporation permitted some flexibllity in 1ts
mortgage rspayment plan., Mortgegors were enoouraged to pay

more than the required amount whenever possible. This per-

mitted them to adjust their payment pattern to their
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economioc sltuation. By this means mortgegors wers able to
eliminate their indebtedness sooner than they ocould have by
renitting only the set amount each month,

Private lending agencles have not encouraged this
practice. To do so means a reduced return on their invest-
ments through lower interest income, Thie failure to en-
eourage any flexibility in loan repayment continues to make
the mortgage a rigid financing instrument regardless of
esonomic oircumstances.

Thers are definite advantages in the long-term
mortgage., There ocen be little argument with the statement
that 1t "1s not overstating the case to sey that the great-
est single achievement of the Federal Government in the
home financing field was to make Amerloas conselous of the
soundness of the fully amortizing mnrtgaga."h But there are
dengers also in its use. Dangers whlch do not arlse from
the type of mortgage iteelf but from i{ts use as a means to
fulfrill the dream of many prospective home owners. The ease
wiﬁﬁ‘whieh a home may be obtalned under such a system is
widely adveftlsed by private lending institutions and endors-
ed by Federal housing agencles, Though it opens the door to
posalble home ownership by many who otherwise could not af-
ford it, it elso 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 1life of the building or provide adequately against
depreciation or absolescence, (2) 1t 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 mortgege actuslly in-
oreases the total outley a family mekes for a home, and (4)
thé easy home parchase plans, llke other forms of consumer
credit, enecouraege buyers to undertake obligations beyond
thair 1ang;run ebllity to pay eomrortably.s f

The last point particulerly imposes a serious prob-
lém,wlth present day conditions. It cannot be questioned
that the orltical housing shortege is ocausing many people to
over~step themselves in purehesing homes. The results may
be disastrous with the appeerance of an economio recession.
harse monthly payments for low valued houses will be the sit-

uation in many oases,

Reduced interest rates
The % per cent interest rate adopted by the Cor-

poration started the general lowering of interest rates
throughout the entire mortgage structure. Little effect
woul& have resulted in private lending practices had the Cor-
poration been the only agenoy 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 institutlons in
competing for loans have hed to reduce their interest rates
from the pre-depression rates of 6 to 15 per cent to the
4 to 6 per cent level. The importance of interest rate re-
duction can be appreciated when it is learned that the Cor-
poration's bergowars have saved $600,000,000 in interest

payment alone.

Improved appraisal technigues

The Corporation made a lasting contribution to
:ealnaatate practice in its development of improved apérai-
églitsahniqnes. Reallizing that proper appraisal methods
and value form the base of & sound mortgage oredit struc-
ture the Corporation developed the three-~point appralsal
method to arrive at proper valuations. This method gave
‘aqual welght to the merket value, the reproduction less de~
preciation coat, and capitalization of the average rental
value over a ten-year period rather then relying on the un~
polentific, hit-or-miss market value appraisal previously
employed., A property valuation was secured that approxi-
mated the true value of the property.

Pull~-sosle sdoption of this appraisal method would
tend to stabilize property values and prevent the extreme
fluctuatione to which they have been subjected. The number

of appraisers using this method is of eourse unknown, The
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Corporation trained approximately 8,500 appraisers in selen-
tifrle appraisal techniques and their influence should oon-
tinue to lend a scientific approach to the appraisal prob-
lem.

Tax relief

' )Tha Corporstion has rendered a degree of aid to
local governments by the payment of taxes om its property
and the payment of delinquent taxes for its borrowers. It
a&%anaed $66,283,241 to 1ts mortegagors during the 1940 fige
cal yeer for tax payments. Prior to September 1939 it also
adian«ad an average of more than $500,000 per month for the
payment of penalties and interest on taxes.7 Since the be~
31am1ng of operations some §$230,000,000 has been advanced to
moftgagors for the payment of delinquent taxes.s

The tex and insurance plan adopted by the Corpora-

tion in 1939 not only reduced the tax and insurance problems
af‘its mortgagors but it ailded in selling this type of pay-
meﬁt plan to private lending agenclies, 8Started by the Fed-
erel Bousing Administration in 1934, sueh pléns ATE nOW oom-
monly used in all mortgage repayment systems, They are bene-
ficlal to all_partieg conoerned: the home owner can better
bandle his taxes and insurance by regular monthly payments,
the mortgagee does not have to worry about the gsecurity of

his investment bscause of tax delinguency, and the local
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governments are assured of sﬁaady property tax payments.

Standardization of mortgage practices

Private real estate and legel personnel were em-
ployed by the Corporation in many of its operations. Ap-
praisals, title examination, loan closing, title riling, and
foreclosure actlon were handled in this manner. 1In such
cages the Corporation established standard fee payments.
These standards were usually based on the prevailing local
standards established for uucp work but where such fees ap-
peared to be too high the Corporation established its stand-
ard et s point which eppeeared to be a reasonable eharge. Di-
reot benefits acorued to the mortgegors by this practice for
these fess were pald by them.

The success of this project was handicapped by the
varying mortgege and foreslosure procedures required through-
out the rifty-two States and Territories in which the Corpor-
ation operated. Nevertheless, the polioy of developing
standardized procedures was followed wherever possible.
Standardization 1s the key to reduoing excessive charges
present in the mortgage business. Such charges can be re-
duced and randargé uniform as the operations of the Corpora-

tion have shown.

Home improvements
A vather minor esccomplishment has been the



193

reconditioning of homes instituted by the Corporation. Ap-
proximately $190,000,000 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
Corporstion's investments hes inoreased in value., Assist-
ance has been given to the building industry and idle labor
employed. In addition to these benefits, the Corporation's
reéoﬁditiuaing program "has demonstrated to private home-
finaneing institutions the advantages that a well-directed
reoonﬁiiloning program ¢an yleld both in protecting an in-
stitution's actlive 1oansignd stimulating the rentsl and sale

of aoquired properties.”

Attitude of Private Agencies toward the Corporstion

The attitude of private mortgage agencies toward
the Corporation hes been typical of all business attitude
toward government - that of self-interest. This self-in-
terest entalled a hesltancy on thelr part to accept bonds
guaranteed only as to interest., Marked improvement was no-
ticed in the saleatllity of the bonds in early 1934 when it
wﬁs rumored that the guaranty was to be extended to the
prineipal., After that extension had been made conditlions
improved remerkably in the exohange of bonds for mortgages.

A policy of watehful walting was assumed by the
private institations. ©During the first years of the
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Corporation's existence they were in such poor finesncial ocon-
dition that Federal action was the only method available to
ald 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 inoreased bond authorization, Mr. Friedlander,
President of the United States Bullding and Loan League sald:

¥e are very fearful that it will have a very de-

olded effect, rirst, upon collections of loans

whioh we have in our note ease; secondly, that

it will retard the getting back into normel func-

tioning of private capltal. 48 long as therse is

" &an opportunity for borrowers to file applications

wlth the Home Owners' Loan Corporation and get

the benefit of Government oredit, Just that long

they are going to look to the Government fii their

funds rather than to privete institutions.
It eppears that in this statement he has unwittingly built a
case for the ggtensien of zovernmental rinanolné.

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 defeulting who were
able to carry their losns. "Our problem has come since all
the publioity has attended the Home Owners' Loasn Qorpora-
tion, that the people who sould meet thelr obligations have
ptarted to coast and lay back in the hope of getting a Gov-

12
ernment loan later on,"

That they were justified in their complaint ageinst
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thls prectice is indisputable. But it was not a charge that
could be placed against the Corporation for the originsl act
41d not limit loans to distress cases only. To combat this
practice the Corporation geve specifie instruections to its
lending stations that loans were not to be consummated when
it was evident that this practice had been resorted to by an
appiicant. The distress requirement inserted in the amend-
ment of April 27, 1934 further alleviated this cause for
complaint.

Once rescued from the brink of disester by the
Corporation the self-interest of private business asserted
1taelf agaln. Starting as early as 1936 and 1937 verious
proposals were advanced whereby the Corporation would trans-
fer bsck to the privete agencies those loans that had turned
oat to be satisfaotory riska.13 None of these proposals
were acoepted by the Corporation.

The following quoteﬁion describes the general at~
titude privete lending institutions had towards the Corpora-
tia&.

In spite of 1ts glgantle extent, mortgage refi-
nanoing in itself did not serve to divide opinion
on any fundemental issues. Credltors were rellev-
ed of a crushing weight of frozen assets in a time
of great stress, and debtors obtained more favor-
able oredit terms than hsd ever before prevalled
in this country, It was well understood that im

the H.0.L.C, no permanent socielization of mort-
gage lending was intended and no attempt to pre. 1L

serve home ownership irrespective of publiec cost.
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For these reasons the Corporation has not been subjected to

any large scele opposition by private lending agenoles.

Administrative Evalustion
e

The following matters deserve consideration before
oonclusions are reached concerning the Corporation's admin-

istrative suceess,

It hag 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,
and the conduct of a financial operation which is
unprecedented. And all of these things had to be
dons by a public institution which was subject to
eriticisms not only Just and proper, but also
from eritics who are blased and who s&id it eould
not be done and who d4id not wish to see the re-
sult accomplished, and, in many osses, who for
partisan reasons desired to dlsc{gdit even the
best efforts made in good falth,

Barly diffiuultiaé
) | Complaints were heard against the Corporation soon
after its establishment., BSome were Justified and some were
mutterings of melcontents, It ooulé hserdly be expected that
an agency of thie type could be established and operated
without any friction or trouble appearing. Then too, it was
sometimes very aimple to hover outside and seleot individual
oases of error. There were cases where loans had been made
to peoplé with substantial incomes. This hes been freely ad-

mitted. Mistakes were made in personnel selection, in
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appraieals, In individual tests of elizlbility, ard in other
instances. The Corporation has been the first to edmit it,
Trouble spots developed slong certein fronts and

in certaln geographical areas. The necessity of building
the organization from the base up resulted in delays in loan
consummetion® and the inevitable "red tape" during early op-
eretions. Lending transactions at first placed too great an
emphasis upon compliecated forms and procedures causing delay
in aiding the home owner, During the first five months of
operation it

wag necessary that more than 1,000 items be checked

and answered and 22 forms completed before the ap-

plication oould even be sent from the branch office

to the State office., Then new rules wers promul-

gated from Washington with great frequency. For

many weeks 1t was the rule that every loan in every

part of the country must first be sent to the loen

examining committee in Washlngton for sorutiny and

further checking tefore the loan applleation, pre-

viously thoroughly cheoked at the looal and State

offices, could be granted. For many weeks it was

neoessary Tor each district menager to affix his

signature to each application rog a loan 18 times

and the State manager 22 times.l

The sdministratlon of the Illinois and New York

agencies ﬂevalbpsd into points of contention. Criticism di-
rected agalnst their menagement appears to dbe well founded
when 1t was established that the average cost to the Corpor-
ation per closed loan in Illinols was as follows: Oetober
1933, $504.10; November 1933, $135.39; December 1933,

$199.57; and, January 1934, $238,72. The average cost in
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,{ﬁew York was $440.14 in November 1923, $525.81 in December
19}3, end $122,.84 in Februery 1934, These averages are to
be compared with a cost of $13 to $15 per loan in Ohio and
Indiané,J,

There were L42 salarled fisld employees in Illin-
els 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{nlaéed loen,
in Illinols, wes lnrereasing during this period, reaching
$456 in February 1934,

It seems inexplicable that the average oost per
¢losed loan should rise the longer the Corpora=-
tion 1s in operation in that State. The only plau-
sible theory would seem that so many politiclans
out there are being added to the Home Owners'! Loan
Carporation pay roll, traffic police should be em=
ployed to keep them from bumping into oggh other,
or that salaries are increased or both.
Whatever the true causes were for this situstion they were
gredually eradicated and replaced by improved administration.

Organizational difficulties, prooedural "red tape,"
and pélltios all played their part during the Corporation's
early career., These appear to be inevitable factors when-
ever government agencles are organized, partioulary when few
1ines of responsibility are imposed. To have expected the
Corporation to operate differently would have meant expecta-

tion of a deflance of human nature.
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Genersl administrative evaluation

The appointment of John H. FPahey as chairman of the
Federal Home Loan Bank Board in November 1933 created a vast
improvemert in the Corporation's administration. Personnel
policies were establlshed to secure efficisney rather than
to reward politieians, Incompetence was eliminated in large
scasle fashion., Selection was standardized and based on test-
ed qualificetions whenever possible, rating scales were de-
veloped and used to ald in determining promotions, transfers,
and termipnations., Posltions were classified and standard pay
schedules were adopted. A pollcy governing terminations was
devised that was Just end equitable.

These policles were formulated before the Corpore-
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 atudy. A line organ-
igation was developed with home, reglonal, State, and loocal
offlces »ctablished to meet the dlispersed type of operations
performed by the Corporation. The home and resional offices
served primarily as supervisory agencies while the State and
looal offices performed the personal contact duties. This

permitted the Corporstion to operate on the local level,
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where it was needed, and at the same time permitted adeguate
supervision of that operation.

The establishment of regional offices provoked
some Congressional orltioism.l It was claimed that they
matalyypradaeed a pyramiding organization, that they dupli-
cated work done in the Stete offices thereby increasing the
e08t of operation needlessly, end that they should be elim-
inated and thelr duties transferred to the State offices.

It is true that regional offite work was & dupli-
cation of State activities in many respects. Thelr recheck-
ing of all ocese records and other data received from State
offices constituted a dupliocation of effort. But the region-
al offices served s useful purpose for it was from those
points that local operations were primarily supervised. By
this supsrvision a much greater unifofmlty and smoothness in
operation was perfected thanm would have been possible by the
home office alone. Direct home offlce supervision over such
e dispersed and localized organization would have permitted
laﬂél managers to be thelr own supervisors to too great an
extémt.‘ Little effeoctive control could have been meintaln-
ed by the oentral home offics.

An organization's efficiency is quite often measur-
ed by its expense record. When measured from tals standpoint

the Gurparatgon‘s record 18 excellent, Administrative
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expenses have consistently been smaller then the amounts ap~
propriated by Congress. Operating costs hsve been gradually
lowered until they average about three-fourths of 1 per cent
of the average loan balances.20 This ocompares juite favor-
ably with the showings made by privete lending agencies. In
making such a8 comparison it must be admitted that the Cor-
poration hag hed an advantage in the size of its organiza-
tion bat 1t must also be recognized thet 1t hass had large
nambers of cases requirlng speciel attention and sdditional
cost not generally encountered by the private agencles.

It is qulte sn 0ddlty for e government agency to
cost less than origlnally plenned. Yet that is the Corpor-
ation'’s situation. Estimates were Treely made in Congress
and smong the menagers of mortgage-lending institutlions
throughout the country thet the legislatlon would impose a
loss of $500,000,000 to $1,000,000,000 on the Government."Zl
The present finasnclal standing, however, indicates that the
Gorporation will have returned to the Government its entire
investment including the $200,000,000 originally invested as
the Garpé}ation‘a capital stock by the finel llquidation
time in 1952,

Several factors have been responsible for the Cor-

poration's exeellent financial showlng. Improved economic

conditions arising from the War have permitted msny mortgsgors
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to maintain their aseounts in a solvent stetus who might not
| ha?eJhaen able to otherwise. The housing shortage occasion-
;ed;by thq.th has allowed the Corporstion to sell its acquir-
ed propertieg more easlly and at a higher price that it might
»athprwige bave been able to do. Regardless of these facts,
thé.aorpaiation'a competence must be given partial credit Hr
pxpdueing this financlal standing. It was expected to be

faf different than it is and it might have beer 80 had the

Corporation been poorly operated.

Needed Changes in the Mortgage System

The moast significant lesson tasught by the Corpora-
tion'e work 1s the need for & stendardlized aend controlled
home finencing system. Improvements have been made. The
long~terz mortgage has been accepted and interest rates have
been lowered. Variation 1s still found, however, in meny fi-

naneing practices.

An adequate credit reserve sygtam neaded

The inability of private institutions to meet the
housing crisis in en adequate manner demonstrated the need
for a mortgage reserve system long before the Federal Homé
Loan Bank System was established. ;p the words of John H.
Fahey:

it proves that If we had developed a representa-

tive mortgage reserve system in time 1t would have
prevented most of the trouble that occuwed in the
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mortgage field, and the direet lending of the Gov-
ernment would have been unnecessary. In my Jjudg-
ment the experlence means 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 systen
represented by the estgb&isﬁment of the Federsl
Home Losn Bank System,.?2

It is true thet such a system would have helped,
but such enthusiasm for the ability of the Federal Hbma Loan
Bank System appears somewhat out of place if the tenor of
the perlod immediately preceding the depression will be re=-
ealled. 4 system can be only as good as are the means of
controlling it, Lending lnstitutions were not required to
Join the System and to believe that State ohartered insti-
tutions operating under a2 myriad of laws and interested only
in seouring 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 2 system only after the depression appear-
ed, Belf-preservation was the motiveting force in most in-
at;nces rather than any particular desire to particlipate in
a Pederally sponsored reserve system.

PThe Federsl Home Loan Bank System wlll aid in
fature orises but total success can hardly be expected. It
does not possess the necessary controle to prevent specula-

tive practices entirely. It is in actual contact with only
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a8 part of the institutions engaged in home financing. On
June 30, 1945 it was estimated that there were 2,624 non-
member savings and loan assaniations.23 In sddition, the
number of other lending institutions and individuals engaged
in this fileld were inestimable. It would be safe to state
that this number hes increased during the last two years due
to the handisome rewards appearing in the housing field. These
new lnstitutions are the ones that can oreate havoo with
their eyss glued on easy money with too little regerd paid

to safe mortgage princlples.

The present Federal Home  Loan Bank System does not
go far enough. The oredit reserve system needs to encompass
all mortgage lendihg institutions., It needs to have competent
eontrol over the institutions once they are within the system.
Interest rates should be controlled and standardized lendling
prﬁeaﬂurss peed to be installed and controlled by the eredit
reserve agency. By this meens a stable home-mortgage system

could move muoh nsarer reality.

Unifore State mortgage and foreclosure laws needed

The Corporation found great variation in State
mortgage and foreclosure lsws, This h-s only helped to sur-
round mortgage-financing with mystery and has required the
potential home ?wnar to secure legal, or expert, services
at every etep with needlessly high fees. Mortgage and fore-

elosure laws must be amended to provide a more simple,
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uniform, lnexpensive, and expeditious procedure. No justifi-
cation can be found for present condition.

Studies made by the Corporation point to this need
for standardizetion and simplification. The time reguired to
obtain a certificate of title varied from sixteen to seventys
one deys and cost verled from $21.12 to @55.78.2h A standard
land title reglstration system should be installed in all
States to reduce title examination time and cost to a mint-
mum,

Costs and time spent in foreclosure are excessive
in over half of the States, The time required varies from
three waeks to eighteen months and costs vary from only a
few dollars to as high as 3800.25 Procedures are extremely
varied and aompllcataﬂ.‘ A simplified power of sale fore-
oclosure system should be installed in ell States. This would
eliminate the present costly eourt proceedings required by

meny State laws,

Need for tax reliefl

8%ate tax laws must be emended s0 as to prevent

thelr aoting as'impedimenta to the finencling and owning of
homes. That the amount of texes play an importent part in
home ownership can be seen from a Corporation analysis made
daring 1940. In foar States real-estate taxes were found to

baréquivalent to 50 per eent 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 sequired fewer homes and has been
able to dispose of them at better rates in communities and
areas where taxes were On & reasonable level.26

The most notable movement in State property taza-
tion has been the trend toward granting homestead exemp~
tions. By June 1942 twelve States had offered exemptions
in some form to property cwners.z The movement has not
spresd 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 ablllity-to-pay prineiple.
Real tax rellef must stem from the development of loeal tax
systems based upon that principle rather then by adopting
partial relief measures while 8till relying on the property

tax as the chlef revenue collector.

Ceneral Summarization
It appesrs certain that the Corporation will contine-
ue its present program leeding to finasl liquidaetion by Jane
30, 1952. It played e sudden and dramatlic part in the home
finencing field though little noticed now. It was largely
through the Corporation's efforts that a bottom remained in-
tact in the resl-estate market during 1933 and 1934. The
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Corporation was one of the first Federsl housing agencles
created and the success of the Government's entire housing
progrem depended upon its success to a large extent. Had
the Corporation permitted its defaulters to run over it the
whole Government program might heve broken down with & re-
sulting demoralization of the entire real-estate market.
- The Corporation developed a new pattern in the

theory and the practices of mortgage finsncing.

It has demonstrated oconoclusively, on the one hand,

that with reasonable and proper encouragement, ul-

timate debt-free home ownsrship is possible for

the great majority of familles who undertake the

venture, It has also, on the other hand, pointed

the way in new techniquee of lending and collec-

tion policles that make such a venture a worth-

while proposition for owner end lender alike,28

It is unfortunate that the Corporstion hes not

taken advantage of its opportunity to render a greater ser-
vice to the general public. Ko agency has been in a better
position to assess home ownership and the problems connect-
ed with 1t. 7Yet it has felled miserably as an educatlional
instruoment to acquaeint home-hungry cltlizens wlth these faots.
Every means should be used to alleviate the general lgnorance
which surrounds home financing. Yet the Corporstlon has dome
nothing in this area, Though not en active participant 1n
sounding the call for home ownership for everybody 1t has re-
mained silent, to its aiseredit, when 1t could have so bene-

fiolally pointed to the pitfalls surrounding such a move.
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The mortgage financing fleld hss improved tremend-
ously since the ineeption of the Corporation. The long-term
amortized mortgage is in genersl use, the interest rate has
dropped, a eredit 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 lnaugurated. Federal housing egencles
have been pleoed under one central agency, at least tempor=-
arily, and legislation is pending to mske such an organiza-
tion permanent.

Whether an organizetion similar to the Corpora-
tion shall ever be needed again 1s of course unknown. The
need for one can be eliminated if only the present mortgage
financing geins csn be retalned and the remaining dark spots
progressively removed. Thers can be no logloal reason ed-
vanced for permitting such basic needs as housing and a good
mortgege finsnoing system to be governed by a few to the de-

triment of the many.
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