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Introdusiion

This repors, prepared Wy My, Isplan with the assistanse
of members of the Divisien of Econonigs nand Stasisties znd the
Underwriting Division, should serve as a benoleaark for further
studies of worigage experience. ¥Whlile the data pressnted herys
are too limited for relishle geneynlisations, i% ias felt that the
teclmique of analysis employed is Tefined to a point where it
sheuld meke ax sdequate Blus print. JRvery step in this imveetige~
1oz has desn aarefully weighed and considered; crogedure has been
subleated to sesrohing eritieism Yoth from within and frea cusside
the Adninistration,

The data frem iasuring operaticas fammish inforwation
wigue in She fleld of morigage finance., Their sempilation and
snalysis will be of inestimadles velue nos snly to She Federsl
Housing Adninistration in the aduinistretive esatyrol of its own
operstions dut also $o the satire field of sortgege lemiding,

Analyses such as this ashould be done at regularly regu=
ring intervels with 2 sonatant attempt at remeving the limitstions
resogaised in the present investigetion and presented in the texs,
Only Af sush studies are done on 2 uniforw dasis over a leag peried
of time gant renl amé lasting bemefils be derived out of past

lavrense N. Hloenberg
Mareh 14, 1340
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Hapresentations »f the Underwriting Jivision and the
Pivision n? Beonomice and Statistios of the Federal lousing idmine
intration wers seleaisnd on July 07, 1929 to eenstitnts a cormittee
known a8 ths Joint Committen of the Underwriting Divietion and the
Bivision of Zennomies and Siatietios to Btudy Defaulted =nd Foree
closed Unsea, At {ts flrst weeting held on July 30, 1879, the
Joint Commitiee regommended *an snalysia of ell forealosed crses
through Juns 3G, 1930 {n order t¢ Soternine wome of the cherioe
taristice of the defaulted and foreclosed cxses.™ n Novesbhar 1,
1949, & stady Xoown es the Fyeliminary Repors of the Jaint Come
rittee wns subnitied by the Seoredary to the Jdoint Uonmittes,
This report, to which was later added o supplement, nrvided

2

the dbasins for o weries of meatinze of the Joint Cormittee., 7l
present reaport is leargely s revision of the orlzinel studr, tove
sloying » technigque of analysins which was developsd 4n the Mvie
elon of Eonnomlos and Sértisties from experimentstlon with o mumber
af wothode; the technlimie seployed now is us 5 sllght modifies
tior of the one presented in ths Supplement t» the Frelisinary

M}?ﬂf‘o






The sdjective of the study iv an suslyeis of the charme-
teristios of noxtgage risk as evidemaged in ihe group of sorteages
insured YUy the Fedaral FNousing Administratien. Hortgage risk for
yurpeses of this study is éefined su risk of forsolosurs. While
1% 1is true Lhat foreclosure does not slweys result in losses to
the mortgages, foretlosure is a negsssayy but not a snffisient
sondition of loss. This dietinetion Deotweun risk of loes and risk
of foreslosure lo am important one with regard o the Hutusl Moyt
oge lnsuranve Fumd, The forwglosure yate on & given type of
property may be relatively high; however, thess properties sy,
on the eno land, bs retained by the ap-roved nortgeges in vhich
cxne no loss ie sustained by the Nutusl Wartgage Insursnge Fumdg
or may, on the othor hand, be transferrsd to the Fadersl Sousing
Adwministration and seld pt . price which mey even inslude & refumd
o original mortgagor. Hisk of lose is the subjeet of 2 weparste
study snd an anslysis of this predlem is alvesdy under way,

Yariations in mortpege risk by mortgags ehsrsoteristiss
kove, up to the present time, with dut few sxeeptions, never deen
mada the daais of a comprehensive industive study, vhat concapds
ak residential wortgage risk hovs been used by mertgage lsnders
an & basis for policy ia mortosge lending heve desx
doveloped a8 & revult of 3 prioyl ressoning eonfirmed, modified,






or rajested by mortgsge lending experisnse, The Federal Eousing
Administration has in the past, howsver, attempiad %o reduss the
experience of institutiens with morigages to & wmifors Mase for
purposss of analysieal study., Altheugh a great deal af time has
been speut on She prejest, ihus far but thres imstitutions have
soopernted by furnishing dats from thedr files. The results of
these studies are %0 be found in the files along with all data
sertaining to Shem, 5o far se FREA insuring poliey is coneermed,
these studies wars nod very productive sinee they were predieated
upon paet lending policlies, most of whiek have buen drastisally
ebraged or modfified by the THA risk reting systes as well as by
the fatrodugtion ef the aseriised morigege.

The purpose of the pressnt soalysis i thus not only
to determine the chnrasteriotine of morigsge risk, within the
1initations of the data, but also to test sams of the prevaliling
sonoepts of mortgnge risk.

1% should e mads sleny 3t the outset thas $he purpose
of the repert is not So test the sffialaney of the Underwriting
SZysten in seleoting inswrsble riske. In only one inatanse, thes
ef the rating of mortgsge pattern, is any exmmimetion, and this
is oaly partial, sade of ke seleation of insurable risk by the
Underwriting Gystem, This smalysis presanted Dalow, slong with
the analyses of the sharasteristies of morigages, neasurss the






relative experience with sertgages of different waitings of wort-
gage pattern. Since the relative mortgege experience treated

here i» oenfined to zisk of foreslosurs and $he risk  rating sys-
tom mam“ &les to compensste for probvable loss Shrough fore-
olosure, the analysis of ultimate loss secording %o the reting of
mortgsge pattern io mot somplete., XNereover, the msasures of mors-
gage risk devsleped in the Prelismimary Leport and utilised son~
sistenily in the pressat report are Adssigned 4o reveal waristions
in mortgage risk asscelsted vith givem norsgage charasteristies
rathey than to revesl sush wvaristioms in morigage risk vhich

the Undererising Jystea vay not bave taken inte secount, The
istter objeetive, that of testing the sffioleney of the Undwr-
wvriting Systen, is & nessseary somplemeu$ to the present objestive
of exanining the variations in mortgage risk dy verious morigage
sharseteristiss. 7The Joint Committee recognizes the importanse
of sush a study and has prepoesd thet such an analysis be under-
taken 88 soon a9 the necensery dats will havs Deen ssde svallable,
The statistical technigue for sueh a stuly hes alresdy bemn
dsveloped in the Divisien of Loonoulas and Statistics, and s

presented and explained in the sesticn bslov, entitled Technigues
of sanlysis.

The period seleoted for snelysis is fyom Jumuary 1, 1938
$o Degembsr 31, 1538 for iasured morigages and fros Jasuary 1, 1938
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to Jume 30, 1939 for foreslosures. 7The reasen for ssleeting dif-
ferent intorvals for insuring operations and foreclosures was se
thet the mortigages insured ix ths lnst yesr of the siuly, nanaly
1938, whauld have, on the svernge, s whole yser of experisnce or
sxpowars to risk, Theps wers 311,983 mertgages insured on 1~ to
4=family homes during this four-ysar period and 1,452 foreelosures
sxtliuding the Y1 Earaoa and Swantown fereslosures ithrough Jume 30,
1928, Becnuse of the suall swouwnd of insuranee on small howes
wristen &aring the year 1935, the duta for that yesy were conbined
with tkoss of the year 19365 far the years 1837 and 1938 the data
vere tabulated sepsrstely. In thiz repert only the gosbined exe
serienge for the sntire peried is considerwd; if 4ata are desired
aggordisg o Shs particular ysers in wvhich the aorigsges were
insured, they may Do had by referring to the work ahesis for this
stuly. The dats on insured mortgages Ly ysar endorsed my e
found in the Appeadiw, Vherever avsiledls, the data are presented
for nartgages insured on l- Yo ‘-~family houwss., Where this is not
pessidle, informtion on siagle-fanily or stingle-fmaily swnerw
osounpied homes has bDeen esmpiled, In xll oases ¥he data are brokem
dawn into new howes, Li.¢., homes wndar eonstrustion or to be son-
strueted, or the gonatrwetion of whieh was completed within the
gslendar year, or within the lset 12 months Dud nos within the
calondnry year; and existing homes, 1.8,, refinaneed homes over

ons ywor old at time of insuranecs.
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Comparable figures on foresclosures on June 30, 1929, Wy
dnte of endorsmment of the insured morignge were $alulsted. Fore-
tlosures in this study are defined ss morigeges en properties on
which foreslosure sals hne taken plase ragurdiless of wvhether or
not title to properties wes trunaferred ® the Yedersl Housing
Aninistrasien; the tewm, foreslesures, slso insludes trensfors
of deeds in lien of foreclosure under the same gonditions, The
figures on foreeclosures sre Yroken down inte new and existing
bhemes and tabulations, by type of strusture, comparsble to those
for fasured mprigages vere made,

The charasteristios of insured and faveslosed losms which
are samuined in this study are ae follows

1. Type of dwelling,

2. Eating of merigage natters,

3. Preperty wvaluntion,

4, Anoumt of morigsge prineipsl.

B, Amount of msathly norigage paymsmd.

8. FNatio of losn %W wsine,

7, Borrower's gross sammal inceme,

8. Eatic of properiy vslus $o derrowver's gross
amwnl ineons,

9. Emtio of anpusl peyment S0 Yorrower's gress
annual incowe,

10. Term of nertgage,
11. Horigages, Y olty-siss group.






18. Korwgeges, bFy city-size growp inalde
setrepelitan aress,

13, Hertgsges, by sity-aize group oulside
meiropoliton avress,

14, Type of movigeges,

The sbseclute dlatridusiens for sech einss interval of
essh surtgage charsateristie are derived by applylng perventags
distrivutions from asnwal repsrt russ of preaiwn-vaying ovr cen~
nitwent eerds to prenive-paying smeusl totale for each mortasge
charssteristio. The esaparshle distyiduliens for the foresolosed
morigages were compiled from the Delinquensy Regerd and Termins-
tion of Insured Mertgage oards (YEA Form No, 23697),

Two other faotors of mertgege risk are drisfly treated
&% the end of this report, namsly, veristions in sxparience ae-
cording to the raiio of dobt servise to incoms By income groups
~ and asaording to ocacupajtional grouns.

In $he Preliminary Rsport the Sectmisues of amalysis

of varistiens in uortgege riek by given worigege aharsetsristics
are s comparisen of the percentags distridutions of inswred snd
fopreclesed mortgages in the same aleags intervel of a given mort-
gage charscteristic snd ihe yatie of the sbsolute nwber of fore-
elosures %o tha adsolute mumber of insured sortgagws im the saxe
glans intervel of a given morigage eharssteristis. As was pointed
out in the Suprlsment to the Freliminary Repors, Both of these






neawares vhen applled to the adsolute $otsls of imsured and fere-
closed nortgages ers Lmadequate. No sscount is taken of the
waristion of the time in fores of the Linsured mortgege, Sinee
st any given time in say portfolis of sortgsges mds at 4ifferent
periods, the mortsnces mede in the saxlier peyieds will have a
grsater foreslosurs rate than these mads ia the latsy periods,
the Segmniqus emplayed &n this study adjusts for this waristion
in foreclosurs reates ovsr the foup-yeay peried, 1925.1938, %o
which this samlysis is 1lindted, Nor exmsmple, of all the losna
fnasursd undsr Title 11 bdetwesn 1535 and the snd of 1938, 3B per-
sent were lusured in the years 1935 and 1936; 52 percent weve
iusured in 1937; and 32 peveent in 1538, Of all the foreslosures
which FUEA sxperisnesd frem the ineeption of Title Il eperstions
throogh Juae 30, 1829, 63 pareeat wers on mortgeges insured ia
ke yenrs 1925 andl 1936; 38 pevesnt wvere on mortgeges insured
in the year 1937; snd 10 poreemt were on merigages inesured in
1038,

It ia evident that thoss morigeges endorsed in the ymars
1925 and 1936 heve had & grester change of belng foreslosed than
those sndorsed in the yesws 1837 and 1938 since they wers in fores
on June 30, 1939 an estimeted svarnge seriod of Z8.4 morthe, while
thoose inwured fn the following %wo years had hewm is exiztence a2t
this dats an setivated sversge oeried of 24 months and 12 monthe,
respestively. A nortgaze made in 1036 may heve beon foreclosed in






1978, 19438, 1937, 1928, or wp %0 the middle of 1939, Une made in
1935 may have been foreclosed in 1926, 1927, 1935, or up to the
slddle of 1939, And 30 on. In other werde, the moPtgnges andorsed
in 1925 swmd 1938 hsve been exposed %o risk of foreclosurs on She
average £or 2.3 times as long & seried se those sadovssd in 1928,
The mortzages insursd im 1937 bave been axpased on the sversge
for 2 tines as long & period as those endorsed im 1508,

To waie the exposurs to risk comparadle for mortgnges
tnsured in the 4ifforem$ yuars durlasg thig seried, the fmctors of
2.2 yeare, I ysars, snd 1 year havs besa used to adjust the in-
sured mortgagss made in the yesrs 1935 and 1938, 1937, and 1938,
respeactively, for shis vartation in exposure o risk, In makiag
this corrsetion it in sseumed that foresiosure is » funstion of
the ¥iue in foves for any given group of mortgagess sud thet the
sxyosurs o risk is the same in sll aclassifiostions of ehsrsoter-
feties for mortgagss snlorssd in the sams year.

The stendavds used ts nessure mortgags risk im thie
study ave average amuuil rates for Wiz foureyssr yarlod.‘ onle
sulated by dividing $he $otsl foreslosurss during the period By
the total awabdsy of lnswred nertgages adjusted for years in foroes,
fach aversge aanusl rates are Wn& foxr total, for new, snd
for sxisting bomes, iates are aleo ealeulatsd for sssh subdivie
sion of the fourtesn charmsteristies of morigages listed ler
study. ¥ith She aneual sversge rates for total, new, and sxisting
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homas sach squal to 100, relatives wars somputed for all intervals
used in eonslderation of the varicus charmoteriatiss, These
relatives express fluctunilons above aad below the average for
the group and in effest represens dagress of risk,

The method employsd may be {llusireted by an exsmple
from the data om the walustion of einglefumily homes, In 1935.
1938, 92,006 mortguges vers inwared; in 1937, 92,084 mortgeges;
and in 1938, 104,799, To adjust thess insured morigagss fov ths
sstisated average numbeyr of years in forge, the totsl mwaber
insured in 1935-1936 is maltiplied By the fastor 3,2 yeure to
ghve 300,435,232 worigege yeurs of exposure, The 1937 mertgages
maltiplied by the foetor 2 years gives 192,108 morignge yesrs,
and the 1928 mortgages multiplied Yy the fostor 1 year gives
104,799 merigage years. The toial munder of years of exposure
for all rortgagen insured Suring the period ia B97,342.2, Tp
to Jume 30, 1939 thers wers 1,419 foreslosures. Dividing 1,419
by B97,342.2 morigage years e over-all aversage ammwal yate of
foreslosurs, (03378 per year for the four-year seriod, is ds-
rived, In the walwtion growp of $4,000 to $5,000, there wvers
17,881, 20,06, and 23,999 nortgages invured in 1938.1038, 1837,
snd 1938, respestively. Multiplying thess figures by the cer-
responding festers of 5.2 years, 2 ysars, 1 year, the total ad-
Justed morigages is 120,632,2 years. Foreslosures in this velus
tisa group ssowunted to 243, Thus, mtvnm:m“he:
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foreslosure for this valustiom group is 003014, Since the aversge
sasmel rate for Sotal hewes inm all wsluation groups is 002376,

the relative of 84.78 for the $4,000-%4,999 walue group, computed
by dividing the yate for the growp by the tetal rate, indientes
that the FEA foreclosure sxperience on $4,000 te 5,000 homes has
besn but 85 perecent of that an sll howes.

Thue, when the relative ratios for separsts class inter-
vals are below 100, 1.0., Yslow the everegs for the vhole group,
they sre interpreted as indloating faversdle sortgage experiemce,
and when relative ratios are adove 100 thay 2re interpreted ns
uafavoratle mortgage experivnce, An exsaple of ths progedure in
the apclieation of the Seshnique of the sdjustment for exposure
to riak may bo found in the Appendix,

In applying this nédjestnent of years in foree to the
insured mertguges on nev hones 23 well as existing hones in addi.
tiom %o tetal homes, & doudle purpose in served, Not only i¢ the
varintion of time in fores ndjustsd for, Ybut also ths difference
in time in foroe as hetween mortgages on now sad on sxisting homes
is correoted simultansously. This difference in yerys sxperiense
as between nev and existing homes is signifisant and is sxplained
Ty the faet that the bulk of Insursmce wristen by sha Federal
Housing Administyation in the sarlier ysars of its spevation was
en exiating homes, For smsmple, of dhe total mertigages insured
in the four-year period, 1935 through 1928, Z1 vereent wers o0a
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sxisting homea endorsed in the yenrs 1928 and 1936 as eompared vith
11 peresnt of the total un nev hemes sndoreed in the mmme period,
The fast that the mortgages on ney homes Bave on the aversge heem
in foree for s shorter psried, has exposed these mortgages to the
riok of fareslosure fer A shortsr pericd then exiating homes and
henge they have sn spparently mores favorsble mortgage sxperiense.

The affest of sdjusting the insured nortgages for the
eatimeted aversge reriod in forece moy de dsmonstrated by an analysis
of ihe data on ingured snd foreglosed martgages on new and exist-
ing single-family homes during the rerind under smamisation. From
1935 through 1934 there were 294,730 nordigages insursd on singlow
fanily Lowes, Of these 49,313 percent were morigages insurel on
new hemes and 50,57 pareent were on existing homes. 1f the mors-
goges on nov snd existing homes insured in the separate yeers are
sdiusted for the estimaled wveraye wunbey af years in forvee, that
iz, if the mortgager emdorsed in the years 1938 snd 1936 are adjurte
e} Yy 3,2 ysare, thene endoresd in 1937 by 2 years, and the 1938
mortgages By 1 yesr, the pereentage of nev homss to total homes
changes to 44,03 pergent and of existing hemes changen te 56,47
sereent,

As of Jume 30, 1939, 39,04 pereont of the 1,412 fore-
slosvres on mortgagse insured during the four-yser neriod were on
asy homas, aad 80,98 pereent wers on sxisting homes, If the un-
sdjusted ratio of forsclosed to iamured merigages for sew homes
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is computed, the valus of the relative umadjusted yotio is 79,14,
On the ether Band, 1f She adfmated ratis of forsclosed to Lssured
mortesges on new homes is computed, the yalus of the relstive ad-
SJusted ratio ia §7.87,

1f She same progedure is followed in the ense of sxist-
ing homen ks waluss for the rsalative ratios, wadjusted and ad.
Justed, are 112,57 and 102,86, respectively.

For the relstive unadjusted ratics for nev and existing
homes, the values ere 79,14 and 119,57, respeatively, The 4iffer-
ange of 40,47 peromnt betwesn these two ratios represmmts ihe
sdvantage in sortgege risk of nev homes over existing homes besed
an Fis experience for the period usder sxsaination, Yhen the
relative ratios of forecloasd te Ansuwred mortgages for nev and
sxisting homen wre adjueted for sxposurs to risk, the walues de-
some 87.87 sad 108,85, respeetively. 7The differencs of 22,18 per-
aeat betwesa thess two ratios represenis the adwvantage of mory-
gage risk of nov homes over sxisting howes gomputed en the besis
of the sdjusted insursd nertgege dats,

By adjusting for the mvsroge length of She :erled which
the insured mortgages have bewm in force, the spparent advantage
in mertzags riek of mow homes over exisiing homes is redused from
40.43 %0 23,18 or by approximately 45 peroemt,

It has siready besn stated that the purpess of the study
is %0 aonlyne ke wveristions in merigege risk ssscaiated with the






various merigage sharscteriatiss snd not to deteruins whether or
a0t the Underwriting System has compeasated for such wariations
in risk, In the presemt study it iz sssumed that in ssoh class
iaterval of say of the 13 nortgage chsroeteristies thare is 4he
sane distridution of mordgege risk as ueasured by the weting of
nortgage pattern, Ia order to tesd the Underwriting System it~
self, the toshaigue sugpested for the propessd stuly involves
the same prosedurs as sutlined shove im measuring wariations in
mortgege risk, with the exesption that in thie sase $hs risk of
the {nswred norigages would be held cemstant by the sslestion of
insured mortgages with ssue rating of mertgage pattern,

Ferfech wmdsrwriting, that is, sdequate compemsstion
for sll possilbls variations in nmortgege risk, under these cendi-
Sions should give & relative ratio squal to 100 in sesh slaes
interval of & given mortgege charscteristic. Deviations ahove
or below 100 for spesific mlase imtervals would indisate & lack
of or ton mush compensation of risk, At the present tine cross
tabulations of the various mortgagre charsoteristios by wmating of
vorigage pattern are not svailable, Az socon as Shey will have be~
ecens aveiladls such A study vill be uadertakem,

Maxy of the limitations of the data are selfeevidmmt,
In the first plase, the morigsge exparienss ia seunfined to s
period of short duration and of comparatively favorable egonomis
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sonditions, Secondly, the nusher of forselosurss is relatively
negligidle, Thirdly, the morigages have bdean "gelsated” agcord-
ing %o spesific eriteris of risk vhich have baen refined oy modi-
fisd soverel tises Shroughout the pericd undsr syaminmation. These
changes is underwriting progedure have soms offeet on the homo-
goneily of ihe sample. Vourthly, beosuse ssendments $o She origisal
morignge instressnt which releass the originmal mortgagor are nod
slweys reflscted in tho case bindsr, She morigsge expsrieass of .
the second or third purcheser of the property is attributed to
the person who origiaally mads the mortgeage. The sharsateristies
of the original Yorroway must of nesessity be agoepted vhich wey
st %e repressntative of the shayscteristics of the sudssquent
parchessrs of his property. IS is ixpessible to sstimnte the
mgnitode of sush soendwents, Fifthly, the assumption that in
sauh ¢lsss intervsl for say givem sharasteristic is found she
same digtridution of risk s measured by the rating of nortgsge
pastern is subjeet to eriticism, In faes, this =sy not be the
case at all, Yhers msy well be & bias in the dada degause, for
exmmple, in lov valwiions the proportieon of low ratings of morte
gage patteryn uay be highsy then in higher wvaluations, fush &
bias onn signlifiosnily affeet the varistions in nortgage risk
singe it 1s reassnadls S0 expect » higher vreportion of forew
clogurss from sorigages regsiving lov retings of mortgege patters
than from taose receiving higher ratings, Fowever, since at ths
present tine no data ars avellsble on the dlstridution of the
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seversl sharseteristics of wortgages Yy yating of morteege pattsm,
it Li» assumed, for purposes of amalysis, that no sugh Blas extisis snd
Shat the distridutien of risk is the ssue in esch alass imtervel,

Another biss which would affsct the megnitude of the anmuml
forsalosars yats Ls the presense of termiuzations in the iasured
sortzage dats, The sassuwpiion made regarding the insured mortgnges
s thet 2ll mortgeges mands were still in forew at the and of the
perisd under excauination, The date om insured mertgages include
temninations of all kxinds vhish may heve Saken plage sometine after
esndorsenent. These termimations includs prepayments, superssesions,
oanesllations, matured wortgages, snd forealosures. They amounted
to 20,884 cases vu Jume 30, 1939 er 6.53 perasmt of all morigages
insured bntm 1938 and 1938, Zhe elimimation of these enass
would have s negligidle affeo$ on the annunl foreslosurs rate for
19551938, Hovever, &s $ise goes on and »s Sermimations indrense
st the yate mov 4iscernille, futuwre anslyses of this kisd will
have to exalwde all suadk Serminations to give unbiased anrvnl
forealosure rates for the periods exmanined,

¥ish respect ta the analysis, 18self, 4% should de
pointed out that the Seskmigue exployed sitampts o mensure the
wnristions in morigage risk asscolated with sach of the 13 norigege
charagteristien, This asscoistion doss not neessmarily foply a
sasurl relationship. The facters respensidle for relatively high






or low mortgage risk i» o ziven wvortgege chavssteristic may de found
in othar merizage charscheristiss., For emmple, the relatively high
sortgage riek in svidencs in the sase of hanes with bigh welustiens
is prodably dus So the sharscter of the incomes of the owners of
sush properties rather then any qualities inherent in the propertiss,
thomeelves, The dagres of relatiomship between risk In wny one
nortgege charscteristis sem be measuresd By aimpls sorrslaiion,
However, it is clear that seovernl soarigage characier-
ietics have s conbined effeat in produsing foredlowuras, Vhare
the nortgage risk mey be atiributed on s prigrl greunds to mors
than ons wortgsge charasterissiis, in order to deteruine the highest
dsgree aof correlatian betwasn this risk and & yiven morigage
ckarsateristic in the pressngs of other mortgage sharssteristiss
which affect risk, the stasistionl tectmiqus of partial correle~
$i0n wey be emplayed, This Seahmique permits the dctersipation
of the highest relaticaship detwasn o dependent wariabdble, whioh
in this cans Lu sortgage risk, snd sn independent verisble, which
may b6 Lngene or walustion or any osther mortgsge charsateristic
wvhen all other fastors or marigage charsateristics are hald eons
stant. Sush & teshrique invelves » aross tabdunlatien of the numbey
of insured and foreslosed sases By the warions wortgsge shayse-
teristics mdey mxamination, Ain svereall relstive risk ratio is
conputed and gurrelsted with one morigeage sharsncterietie as am
inéspendsat variakls whils sha other mortgege elmracteristics
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are bold ponetant in oxder o deteormine $hw net earrelotion, By
srparineniing with varlone smortaeoe choresteristles ss the indew
pendent verdsdle, thed movtgege churaoteristie with the nisrest
net sorrelation san he deteynined. A0 the prosent time nn miak
erses tadalsticns of $he neasgnory dads are svellsbie, b 2zt such
time zp thay #111 he svelledhle, the statismtiesl tegirnione muzsested

nere will be gpniled to determine net sorrelations.



¥nile Seotiom 203 of 1he Sntienal Housiug Ast, se sumnded,
persits lnsurenss to be written on 1w, 3=y =, and d=fanily homes,
the Bulk of the insursase is on single-fanily hemes. For the peried
under exsnination, $4.5 perosut of all howes insursd are single-
family hsmes while snly 4.4 psresnt, 0.0 peresnt, sad C.8 peresnt
sre Do, 3=, ARd 4efamlly homes, respeotively. The nost faveradle
morigage experienss for all homes as =emsursd Yy She relative
yution is sahibited by Zefanily homes for whisk the relative ratle
is 62.82 as presemted in Table 1. The comparadle velus foy single-
fanily homes is 101,19, or slighily above the avernge for all
hoves. Twoefamily homes ales present & beloweaversge foreslosure
sxperionce vhieh i sowsmiiat lems favorable tham that foy Jefonily
houss, Four~family homes shev the highest frureslosurs risk.

As betwesn nevw snd existing hemes, no sizmificant dif-
forenoe is exiiibited in the gase of single~family bomes, For 2w
snd Zfemily homes the morSgage sxpevience with nev hoses is
relstively more favorable then for existing homes, In the case
of 4ufomily strustures, existing hemes reveel s strikiagly more
favorshle risk than nev homes.

In swmary, the sver-all sorigage experiesse with single~
fonily howes which segeunt for the tulk of Title II iusuring opere~
siems revesls & slightly worss-than-aversge ferseloouré risk, Yo
slgnifiesnt differsnce is discernidle botwesn new homes and exist-

ing hones of thls type.
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2. Rasing of ¥ovtesgs Pattern (le S0 4-fently 1337192410

45 wag pointed out sarlier in this ropord, from the
ergralzation of the dsta, it L¢ po2sidls only in the caee of e
fats on rating of mortgege pattern to cxamine the Undermyiting
Mvision's seloction of imearshle riske. If mxy signifiosnce gen
b pttached to the mpting of vartasge paticmn ap & mosgurw of riek
of lose to the Mutesl Mortarse Inmaranee HPund, ta ehlich riek of
foreglosurs is & negepeary ennfition, 1% com bo negorted with
wora vplidity that rish of forselomars should wery with the size
of the roting of the mortgoge matters. In ether words & sroater
prportion of forselomyes shrmald asenr in oortesgos with the lower
ratinee. Frecleely Mow mony wortgases with low ratings chould de
sogented Ffor lnsarenes is & yroblew in adminietzotive pollay.

Fre apner linit for the proportion of these which may be fore-
#losnd without affeeting the wrlvency of the Mutual Portosge
Inguvengs Pond le o rrodlen far the potasrisl seotion.

Tue interesting ssoset of the movtange rattorm yabing
ourve s5f the velotive ratioe for all Yomws pressuted in Flaure 2
1o that 1¢ bears ont the gonbention besed on g prlovd ressoning
fn the shove nerngrach. Tre ouree deelines in wnhroben susoesalon
fron @ velstive retis »f 104,38 for the mortenges in the lewest
peraissible reting group, 0 to "4, to Fo40 for the pyoup wite
the highest possitle retings in ~bich thars heve bean foreclomures,

nsmsnly, BE to 53, The beiten.then-peweraes freselowares emparisnce






fay a1l tnmes Le oonfined b0 mortgsges repeiving ratings of 08
snd higber. The isoared martrages recslving suoh ratinge socount
for anly 76,7 neveent of i1l lanmred sorigagen. The nerégsgrs
receiving ratings of 50 to 54 revesl & worssethosesversze fore-
clomuye experionee, Kozt mpes witk thame vatinge aguomnt for

43 pargent of m inguyed moxtangen,

Tre swperisnos with the sxlsting homes eonforss more
elaguly to what 1s exneoied of warlations In sortgege risk sesceine
ted with ratinge of movtgegs settem then dosup the experisnoe with
wow bomme. I the lower wsbinge of mortzese nattern, partiesinrly
0 ot 84, the gwnerisnes with new homea in velstively more favorabise
than with exigting konon Shough Tor both the foyselomre oxnerionce
is abovowaverase. The emerisnce with new howes ressiving ratinge
of 70 4o 24 reflocts some inst:51lity in the datz. The relstively
more frvorsble owpsrience for sovtzegee on new huance reeriving
ratinge of 8F 0 80 than for fhnee in the BO So B4 sromm Doy pois.
aibly de ewplained by the gize of the sampie fnry the mordgesss
rapgsiving those higher watings. Howower, the above.aversm fore.
elnmare sxperieass for moyigeges on naw hoses in the reling gwwp
of 70 %5 T4 in which 10,2 peyomnt of 2ll sach morigoges fill ia
sore 41fC1oalt ts ewpluin, Xt mast be recslled that the data
vopresent ealy two gyesrs mwerisnoe singe the gompursble Aets
fny the yearg 1005 sud 1995 were not sveilable.

e betlerethanesvursge foreelomre ewperience vith new

Yomen frlle in the reting of worbgage vatters gruns of 68 to 59
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;mld 7T to 69 in whieh 36.9 persent of the inmwd movtgages are
repreganted. The batierthan.averasge foreclowirs swperience

with existlag homes fully in the rating of mortgasge pattem grouns
in whieh 37 peresnt of $he insared mortgnges ave represented.

In somnary, the date on the roting of martzwge pattemn
confive reesomable swomratations of s myvtem of mortgoge risk rebw
ing. n the vhels mortgegme with hisbey wutinge are less mbject
@ riek of foreslosure thex sorigeges vith lower vatings, The
renge of fawereble mevtzoge ererisngs for all honeg is for mnyt.
esgey with vetings of 68 und higher. Unly 58.7 poveent of all
rortzages insared sxe represented in these beloweaversge roting
of wortgage pattem groups. 7The worst shove.aversye foreelomre
experisnos 1s syhidited by the wortzaper with rutings of wortoegs
pattere of 80 %o £4. In thie mordgzepe pritern yaling grvup are
included approrimedely 20 porosnt of all insmured mortgeges. The
soertgare pattern rating growns for existing hones In the bettor.
Shonesversge foveclomare mupsriense range sre &0 nnd highery for
mow hawss they are 45 %o 99 and 77 xad higher. |

The arratio flnetustions In erpsrienes for the now homes
fa the higher rertgece psttern rting grwupe are probadly fonosions
of the aize of the samnle snd the length of ewperiencs.
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Dptas on & seple of mortgsgen on properties which have
Boen walined soeording te o rensonsbly wnifors syetem of valustion
besed on the nest sdvaneed valuation principles are tndesd wnique
in thes fisld »f mm'mmg. fa snulyein of morbymes osperi.
enoe based on mach & seenlo ghonld de interesbting wnd wolnadls if
enly becmise of the coniusien of prevalling smeepts regurding
the risks aasoointed with walustion.

A% Ahw outast the limitations of these dats om waluation
mist be saocinodly stased. A fundsmental premize in this saalydls,
axd thig aprlies with smual foree to the mnelysis of avery mwort.
g2 charanteristio mbjected to evaminetion fn thias repsrs, la
that 1n overy oclage intoerval thewe fa the same distribution of
risk ae meowired by the ratings of wortguge psttara. In abher
wmydg, in every olams intervsl, noteithatunding the rusher of
sames, ths sams pereent distridution of rotings of mortgnge patéom
is semuned to be present, It Lo only sn this sssumpiton thet varia.
tlons in morigege experience ar rish of fareglovurs scsosisted with
the varions merigage ohavecteristise cem de otudied.

Par ull hones, that 1z Both new sad existing ecubined,
the properdy veluation range of belowaversge foreslomire experi.
enge te fyon §3,000 to §7,000. ¥ithin thees favoradle limits, the
mud favorsdle morigase emerience ogourg in the valuelion groups
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$3,000 %o 5,000, The relative risk yxtios s¢ preseated in Tadle 3
for the thres valuation meups inclufled in thie norvower range are
54,42, 84,74, =nd 84,20,

Ag the valnations increase over 7,000, the ourve of the
rlative ratlos, as presented in Figure 3, riang shawply to & peak
volue of G23.94 for the yeletive ratio fn the walee pyromp $13,000
to 14,909, Trs yeseon for the lower relative ratic of 185.8Y fer
the highest valnetion growp of 518,070 or morw may b the sl
waple.  The higher foveelomive risk fomnd in the Righer valuations
is doe in all probebdility to the sharsoter of the inosms of the
emers of sath properties. It ls eontended with pems walldity
thak the higher ineones seceesury $o muintaldn eush properties mnd
a porparskle ernscted etendard of living ave fresuently the mosh
watable ingenmen.

4 equally tmpordant fastoy yeeponsidle for the forwelosare
rate »n properties with Righ walustions s the thin narked for ecueh
homes, Foreclowsye In msny inwtances 1o tnevitedls slinge $he swere
af proporites with Meh valustione find 4% d4CFieult to mell these
propertios without maffering vevere lossee. The shrinkages in the
velue of suoh properties is in prest pert due %o ladk of marietsdility.

The fmportent festure of the renge of favorstls morbmge
¥iak for all bomos o thad in the velmation growps of 22,000 to
7,000 are inghuded 79,6 peyvent of Yhe inenred morigoges for the
perind wdey sweminstion., It 4z trae, of courss, that mortosge






ouperienge in sach of the five valustion sreups tauluded is nat
equslly fovorable, s wag alvesdy painted cuby lmwever, the range
of tre ratlon of yelstive risk for »11 fiwe valustion growps i
fronw 84442 to 94.70,

e Vreskiown of the dutz indo new ond sxleting domes
by vslustion experisnse yoweals Interesting differmous 1z fhe

rsnges of favorsble merigace emperiengs. The llsits for dDelow.

sversge forselomyn emerieonce for neow homes ave Twom 53,000 te
W,000 velnatisne, Within theee limity the mogt favorsdle mort.
gage txpsrience ceeury In the veluatisn zyewps of 2,000 to §7,000,
The relstive rigk ratios for the mortzages in the ¥we yalustion
grompse Included are 7E.80 omd ?ﬁm. re onytinges in these two
walustion groupe represent 35,5 percent of 21l movbpagos inenwed
on nov homes.  The moytgages fullisg in the veluation groups of
#3,000 to 7,000, whieh represents $hw Gomplete belowesversge favo-
cloware renge. stocunt for 7% pareest of ol mortzsges lnmred axn
now homsy,

Apowe E7,000, s ths valustions insrsane, the ingresse
in the yulative risk retios lg sherp t0 s peak rotle of 205,57
for the new bomes with valustlons of 210,000 %a 511,993, The

earve dreps pregipiilously 0 & velus of 242,50 for the mrtgogns
in the higreet waluation group of {18,900 or wore,

It ohould ba noted that the yelstive rigk ratis for the
mortoages in the veluation m of $7,000 to 96,000 1s 104,41,






1% is interecting % meculate, from the shape of ths ourve for new
homew, whother this valuation growp with encd » "orderlins® mstic
wald, as the FEA emperionce is enlayged and prwlonged, Be excluied
from oy included in the Uimits of fuvoredle sextezon ewperience,

A% the other and In the velustion sesle, the mrtsuge
¢merisnce for the lowest waluation group of lass than $2,000 s
extremely unfavershle se Peflsoted Yy o retls value of 244,13, The
paxple heve is wogmestionsdly thin. In the mext valuesion gmup
of $2,000 to 33,000, the wulus of the yelastive ratis is 100.17.

e mortizase sxperisnce of new bomes in this waluabion
group shonld b watched curefully for dwe reacong, The first
reseon 1w the Inerecsing nation.eids intowesd in lowesoost wasing,
For evaeple, alenst 10 pereent of all new houes Insured by the
Yedersl Pousing Adnisistration moder Title I in 1979 sre valuad
st from £2,000 to 3,000, 1In 1978, the insmred mortgsges in this
valuatlon group ropyesonted only 7. T peresnt of all new bomes. In
1927, 4.8 povount of =1l new homow vore valuod st from $2,000 4
5,000, The sessnd receon is the ineresaing volumes of inmarance
on Glass %, Tile I Mees, the viluations ou which arve mgoroxioately
in the same renge 2y In these Title II homes., For the laxt nine
sonthy of the yoar 1928, 0,840 homss wore lnmired. FYor s oomparshle
period In the year 1979, 2,297 houes vere inmured.

The Linits of fovorsble martoze swperience for sxisting
houss are fyom valustlons of less Shan $5,000 up te $5,000.

#Hinin thess valuation llite nye ingluded 74 powcent of sll






ingured wortgagns on eximting wues. If should bs abasrwed $hat
the relative ratle for the walustion gyoup of 35,000 %o $5,000

is 99.08. The wnination gwoup ex2ibiting e mogt fawsredle
mrigege esperionce ig 5,000 to 34,000, In this grenp arp in.
einded 22,2 perotnt of sll {nmred portzegzes. Abowe 25,000,

the valasding emporiencs beosues increceluzly worer ss the valuse
tions inerenm,

In sawmsry, serigages on z1l homss with walustlons of
82,000 to 57,000 exhibit & delowesveysge foveglomurs rigk, Amroxi.
wately 79 peroent of sll mortgages inmred on slngle.fonlly homss
sre inelwded within thesr weluatisn linite. Adove 7,000, the sy
parent relstiongidy botweon fareclesare righ eand walustion ix that
risk inoresses se valustions increare.

For new bomox the valnsbion rsage for fevwevshle merégsge
experience is frem 48,000 40 7,000, In the valustion groups within
Shess limits, 72 peresat of cll sortgages osn new single.fenily
bomes are inginded. JFoy existing homesn the waldaation yonpe for
Relowmaversge mrionge amporioncs 1a from lese $han §3,900 te

35,000, Fihin these valuation limits sre inelwdsd 74 persest of
sll inmarsd sovbgsges o eristing homen.

Thug, the woor valustien Mimit fsr favorsble mortgage
axperionde on new bomey Lw $7,000 in eomtrast to on wpper limit
of 55,000 for evimting homss. While there is no mprarent lowey
veloation limit of favorsble morizege edperianes fer existing
bonsy, She lower limit for new honss ip #3,000.
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Theoretically, 2 morigage ampariense :malyels of MOTt-
enge prineipal ghmld reverl no valtsm of visk to vhich sy
wignificanos oan be attached bessies of varying lowmevsius ratios.
Howevor, boomise of the propendersnes nf 7O to 80 peromd loans,
the nmortgege risk veflectad by the experionss with warisus noyt.
&age prineipsl amonnts should prove walwable.

For ell bossn, worigesces with princdosl awomate up to
$,000 sx5idit & Baloveavarnge mardzege experianse, X§ will be
recalled thet the linite for favoradle merigsge emperisnss in
property valuation sve fyom §2,000 ta $9,000, The mortesge
principal crowp with the sast fevorshle morigsae riek ls 92,000
to $2,000. Yithia the limits of sertgage prinsinsl repressniing
belaw.pverage forealosure ewerisngs, 72,35 govesnt of sll mertzages
insared are included.

he dats en new Bomes Aienley, os evidenged by the shane
of tim cures presested f2 Pimws 4, sn ingtabilily whieh mey de
explained by the nature of the data, themselves, namesly, varying
leanevelne retioe, In sddition to having 90.2 pereent of sl) mew
romss fall {a the V2 to 80 losn.wmiur yutle zyoun, the duls o
pew homes iselude *81 to 90 percent” leens which reprweent an
sdditional 28,2 perosnt. Ia the new and existing homee feta oam.
Bined, these losng represent only 14,8 psresnt of the total Yew

ostige loane widh saed ls:owevslue retissz on eximting homne evre
prohidbited by statute,
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The yange of the mortgage principal ssewnts hoving Bolow
average experisnge is from §2,000 to 36,000 Ln e csse of new
omes. The ovuparadle vunse for premerty waluatlen i $3,000 to
7,000, The mortzage prinslpsl grouss ineluded in the below.
aveyupe foreglemive exparience rwoyessnt 78.7 peroent of 511 worde
Suges Inmured on new homes,

The lowest velstive Teilo of 73.020 nessuveg Uw Dovbe
gage syperienoce for the movtgage pringipal gyoup of 34,000 to
$4,990 in ehieh approvimetely 25 pevoent of tre new homes insurancs
fs written,

Avove 36,000, the surve of relative raties rises slsvly
with the hisber morkgesm prineipsl perunte beeowing very erratie
far the prinelps) mwwunty of 58,000 te 15,000,

The experioncs with existing homes shows loms ingbedility
in the lover prinelyal smounte than is found In the case of the
now homew, The sene of favoradle moytgage sxnerience is fer loans
of laws $han 93,000 to $4,000. JApsrextoptely €4 percent of a1l
laone mode on exleting homes are reprossnted withia those lisdt s,
he olasw interwsl exhiditing lowest risk is the wortzege primelpal
group of lese than §2,000, Homever, have, only 12,8 peveent of
losng mude on salsting homes sre Snaluded.

The inotability which dharscterizes the higher sartonge
prinaipal spownty oz new homes is common $0 2xigting howss alee.
in the case of the lattey, howewer, the turve of the yelstive ration






boasmss erratic esrlier in the seals of mortasee prinolnal amsunte
By one elssy interwel,

In wowmery, dsesure of the prepondarsnce of 7 to B0 pare
egent lowns in the dsta, sowme slenificsnce oen De atiributed to the
veristions in forselomare rigk samolsted wit: various serigage
prineipal ssounte. As in the case of the ewpertsnce with proverty
valuntions, shove a esrtein mortgoce prinetpsl amount, mortzege
risk varies direetly with the amownt of mordgege srineinel,

re renge of fovorsble morigege owperisnss for all howeg
iz on rortgepe rrinelosl asewnts wp to 35,000, Mortgoges with
mek srinelpsl muounts renvegent srerovimately 77 peroeat of 531
wrytgages ineared en le to Afunily lomew.

Tre limite of sortouge orimolssl esmints for below
avorase fnmwelosare ewparisnoe in the cose of acw hoges are frm
dz,o00 te 35,000, Included witidin these Lmits ave arprovimstely
79 pergent of 21l mortpsces {nmired m new le 40 Aefurlly bomes.

The limite of marteoass seineinel aseunte with below.
average fornclosmyes smeriones far ceigblng hemeg are noprrosor,
legs tran S2,000 to 34,0M, Ammsinately 84 nevoent of 1l norde
areme on exristing howveg sre renrssented in the mortgage nrinelpsl

groves wlthkin trese limlta,
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3. MUoushly Worssage Payment (single-fesily owner-ocecupled:
1935-1938)

Since the moathly mortga:e paysent is & fumction not
only of the amount of the mortgase principal which téself is =
function of valuation, but 2180 of the tsru of the nortgage, from
& theoretical polint of view, this seasurs of mortgagze risk aphesrs
t0 be less adequate 23 & messurs of over-all risk than the
ratic of sanual payment to {ncome which ie coneidered below.
Howvever, decause of the popularization of the long sera smortised
sortgage, payments on which are “like rent," it is coutended shat
this factor is a relatively more important econsiderstion to poten~
$inl hose purchasers then sither the valusticn of the proparty
or the sise of the mortgage. If the monthly mortgsge pay ent
coapares favorsble with the rent which potential home duyers are
accustomed to pay, this smsunt rather than the size of the oblige~
tion detoraines whether or not the ronter beconse buysr. ioreovar,
whkile the proportion speat for reamt or housing decroases ss
incoser lnersase, tiere is & very rough but certain rel&ti@uuhip
between incomes nand the wenthly mortgage payaents becsune the
absolute monthly payments increase ss incomes increase.

According $o Figure 5, the limits of favorsdle mortgage
experience for all home owners are sonthly mortgage payuments of
from lest thaa 510 to $35. Ia the 6 monthly mortgage peyment

£roups included in this renge are represented 70.5 percens of
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81l insured mortgages on single~family owner-occupled homes., It

is of interest %o note that within the aonthly mortgege payment
l1inits of favorable mortgagze experience, the zortgages in the 25 to
$30 group represent the most favorable foreclosurs experience. The
nortgager insured in this group sccount for apprexiuantely 19 percent
of all nortgages insured on single~-fasily owner-cccupied Romes.

Above §35 per month the foreclosure experience bBecomse
increasingly worse-thea~-aversse as the monthly payments increasse.
Since there is =& rouzh relatisnship bdetween izcome mnd the sonthly
nortgage paysents, the wores-thasn-aversage foreclosure experienecs
unquestionadly reflects tue leas etable incozes of the higher in-
coue groups,

The range of favorable aortgege exparience for new hone
ownerz is from lems thsn $10 to 540 per month. ?he 7 moathly mort-
gsge paysent groups include 77.3 percent of sll new owner-occupied
insured homes. ihe most favorable morigase oxperiencs with these
belew-average forsclosure lizmites is found in the two monthly mors-
£age payzent groups of from 320 to 330. Flishtly more then ome-thairad
of nll nev sinsle-fanily owner-occupied homees are revresentied in
these two srouns,

Over $40 per amonth, the worrs-than-aversge foreclosure
orperiance which cherseserizes all houew, applles to nev homes
with the higher menthly mortgase payxents. The sore precipitous

rize 1a tne curve of relsiive rutios for the monshly mortgaze






paynent groups over 340 for new homes then for existing homes
mey porsidly reflect "ovor-epsnding” in newv boses for mew furani-
fure and other sppurtenzacer by houe swners with unstsble incozes,

The renge of belew-eversngze forsolosurs sxperizunce for
existing hose owaers ie from lest thea J10 psr month to 335 per
aonth., The owger-occupled mertgages included in these =ix meathly
payaent groups rapresent 73.4 narceat sf all the existing owner-
oecupled homea, The monthly payzeat group exhibiting the moat
favorshle morggage expsrisnse 1o 3515 to 720, Over 35 per wouth,
ths inerease in curve of the relative ratiox se the monshly pay-
zente incramre his slresdy desn sxplnained,

In susmary, notwithstsnding the varying asturities of
tha aortgages, the pattera of mertgese risk roflected by the ex-
parience with the dets an werdgege principel amounts is in striking
evideres in the date on acnthly mortgese paymenge, sortgage rick
fpparently varler dirsctly with the size of the moathly Bortgnge
Payasnt esoumling the loan-velus rettios s constant,

The monthly psyzant linits of below-average foreclosure
experience for 2ll single~fsally owaer~eccupled homes are from
lesa then 210 to 335. The mortgesee insured in the menthly mori-
£age payment groups within these limite represent spproxizetely
Tl percent of nll ringle-fsally owner-occupled zsortenges,

the range of below-aversga foreclosure experience for

naw homes 1s from less than 310 to M0 per momth. (he insured
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mortgeget with such moathly payments accoumt for approxlmstely
18 percent of all mortgeges en existing single~family owaer-
cceupled hozes,

ibe limite of favoreble mortgege risk for hen; cuners
of exluting homes are from less thea J1C to §3% psr moath, Tus
insured mortgeges on existing single-fexily owner-eccunied homss
with sueh sonthly paymente represent sporoxisately 74 percant eof

all insured sortgszes on existlin; homes,






FIGURE 5
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6. Batlo eof Lesa to Vslue (1- %o M~family: 1935-1938)

nis ueasure of rizk has Been used {n traditions] mors-

gage lending nrectice as moet importsat, snd, in soas instsaces,
as the sole test for determininy investment quality sad risk, It
is centended that risk of foreclosure snd rizk of loss decreases
as the ratic of loan to vulna‘decrosnon. In practice, this woliey
Bhas been &nd s fregqusntly readered sboriive decaurc of secendary
finaneisy., Tha absence of twenx&aty finsacing 1ia ineured mort-
gages sakes the FHA sortgage expsrisnce valuadle in testing the
validisy of thie concent of mortgage lending,

If she remsoning is sound, the curves of the relative

ratios of foreclosed to adjusted inwured zortgages should deecline

in the directioca of the low losn-value raties. The curves for
total, new, nand existing homes, preseated in Figure 6, based on
YRA experiemce for a four-yssr period revesl juet such a relation-
ship exeept for the mortgages with loan-value ratics of Bl to 90
pereent. The Federsl Housing Administretion has been ineuring
sortgeges on mew homss with such lesn-value retios since enly
Fedruary 3, 1938, and they represent 1k, % perceat of all insured
mortgages. Too much impertiasnce crnnet be atiributed to the sxtremely
favoradle mortgage sxparieance for this group of aortgozes daccuse
they have deen exposed to risk for guch » short peried and

wvhea the adjusiment factor is applied, aortgages in Shis group

have an averags saawal foreeclosurs rate sxtending over oaly one
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yoar azainat the four~ysar psried for all other groups.

The limits of favorable mortgase experience, thay is,
vhere the relative rick ratlos are below-aversge, for total, new,
apd exieting homen are from losn-velus ratios of 50 or lews to
75. Tor mortgages with these loan-valus ratlos, the mortgage risk
un=aistakadly iaprover =z the losn-~valus rstios dscline with dug
insignificant exceptions, Hovever, 1t ehould de pointed out thas
88 the lesn-valus ratior decline, the percent of insursnos writtea
by the Federal Housing Administration on hoses with the lower losn~
valus retlos aleso declinse. In the loan-valus ratic interval of
71 to 75 the percent of all insurence written is 14.7. This valus
declines to }.5 percent for mortgages with loan-valus retioe of
50 or less., EKxcluding the "90 perceat” loams permilted under she
Fedbrusry 3, 1938 ssmenduents to the Hational Housing Act, the
favorshle sortgage sxparience is in the loan-valwe ratle groups
vhere 38.5 percent of the insursnce is written.

The breakdown of new srd existing hoses for mertgages
with loan-velus ratios of 50 or less to 75 presents a mors faver-
eble risk picture for new homes than for existing homes. Thls
is particularly true for the aew homes with lesn~value ratios of
50 or less te JO. It is within thewre leca-valus ratio lizits that
the sample of insured mortgages shines out, However, for the homes
in she loen-wvalus retio group of 71 to 75 wvhers 14,7 peresas of

sll sortgages insured ocecur, the sdvaatsge in experience of new



Ti




over exiating homes is actuslly reversed; sortgsges on nevw hones
in thie loaa-value ratic group have a somewvhat lese favorasble
nortgnge experience than 2o extsiing homee,

The most significsat festure of these data on losa~value
ratios is found in the sexperience with szortgegzee heving lesn~value
rasios of 7h to HO., The sortgsges inm this group reprseent 46,7
percent of all insurwnce mede and reveal & sigaificeat belowv-average
foreclosure oxparisnce. 7The ralative risk ratie for &ll mortgeges
in this group is 134,54 percent as compsred with 90.59 percent for
aortgages in the losa~value retio group of 71 to 75, Her-evﬁr.
shore sprears to he little difference in the mortgege sxperience
between nevw homes mnd.azistins hones, The relative risk ratioe for
the former is 140,17 and 130,34 for tha lstter,

In sunaery, the Sradisionsl somcept of the ratio of losn
to value ar & measure of ovar-all risk oprears $0 he confirasd by
the data on lonmn-valwe ratlos in part at least wish regerd o risk
of foreclosure. Foreclesure risk a2picars to veary diredtly with
the retio of losu to value, The most sericus violatien of this
cotcent in in avidence in the cuse of the "90 percent® leosns whieh
huve besn exposed £o risk sa estiaated average period of only 1k
aonthe om Juse 30, 1939,

The lome-~viive ratio liaits of frvorable morigege sxperi-
euce for all honoe wre from %0 or less to 75, The ahove-averzge

sxperisnce ir found in thes losn-velue ratiss of 76 to 80, Ia this






grouy spproxisately U7 porceat of sll wortgeges insured on 1l- to
hefamily homes are insluded,

In the cane of Dew homes, tha lorn-value retio liamite
of favorshle aad unfavorahle mortgage ~xperiente are the sene ea
1a the cese ef all homes. Im the lesa-value retie group of 10
te £0 im whioh the exnerience with new homss 1o slightly lese
favorsbls than with existins hones, 47 nerceat of martgrres in-
sured ao new le %o L-family homes ars ineluded, and apnroximataly

50 percent of 2ll exietine houer are inclnded,






56

FIGURE 6
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7. Bor 's Gress Apnusl Income (sinsle~fanily swnsr-ocownied:

411 home ovaare with incemes from lees than §1,000 to
$3,000 end from $3,500 15 64,000 per yeer exhibis favoradble mors-
goze exverisncs, botwithatanding she errstic neture of the curve
of the reletive risk ratior, presented in Flzure 7, which explsins
she Yroken limits of favorable msrtgsge exncrience, & trend line
fitted by inscection revesls an inorsaeingly unfaversble mortrege
evnerience with incresses in incomes, Thie relstionship of in-
eressed mortgsge risk with higzher income groups is eftenm expleined
in terms of higher but lese stadle incoxes,

I is difficult te ezplsin errstie movement of the ecurve
ef the relstive risk ratics by reesons etker then the limitations
of the data themselves., In the firet pisse, while (% is recognived
the figures represent gross ineoses of families, the impliclt
ssaveption {s that the gross character of the incozmas ie dlstributed
squslly throughout all incoses groups. Im other words, the lucomes
of all iasured sortgezors are groes ingomes. This, ia faet, say
net be the case. Aa arguseat can de asade fer the nredominance of
only single, net incomes in the loweet income groups, sad dual, er
$riple gross incoses im the middle imcome groupe, aad single nst
incomes szein in the highest inceme groups, Mertgage dedt for the
niddle inceme group based on dual or triple gross loeomes, the
ssparate net incones of which are relstively sasll, snd the sudden

decline in any one of whleh may mesn insolveacy, zay explain in
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part the erratic mortgaze experience.

In the secound place, the mortgage expsrience is based
on the 1acoue characteristice of the sriginal mortgagor vhoe i
ROt necessarily ihe same se the sortgagor who subsequently weat
into defeult., DBecsuse uany state statutes veramit the titles to
resl property to chaage hands without affecting the origlnal in-
sured mortgage iastrument, the foreclosure exverience which is
attriduted to the original mortgegor may not de bis responsibility
a2t all. This error, and its asgaitude camnet de determined, is
cosmon %o all FHAi data on the characteristics of the borrower,

In the third place, the dats on foreclosures on owner-
occupled heses represent sm eves zmzller esaple then foreclosures
on all 1- §o U-family homes. Thers are 978 foreclosures in this
tabulstion as compared with 1,492 for sll 1- o M-fasily fore~
closurss. The smallusss of the sample may thus secount for pars
of the unetadle charsetar of the dats on incoues,

sny one or sll three of the factors of lisitatiea of
the dota may be recponsible for the naturs ef the nortgage sxparisnees,

3ince 14 1i¢ sesuned in spite of thess evidemt limitotions
that, for purposes of sanlysia these limitstions may bo’oxyluln.d
avay, it 1e of interest to exsmine the Aifferences in the Rortgage
sxperience between new and existing homes. The mortgage expsrience
with new homes is levs favoradle then for existing hoaes for home

owners vith annual incomes up to §2,500. Above §2,500, the owners
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of existing homes exhibit o less favorable experisacs, Zixcept for
the loweet and the highest iacoame groups, the curves of the relaetive
risk ratios for nevw and existing homes follow one another fairly
closely. At these extremes, the zmovesent for new and existing
homes is inverse, The explanstion may de found in the nizer of

the ssmples. In the lowest incoame groups of lese than $1,000, the
sortgeges insured on new and existing howses represent only 0.6
percent of all mortgsges insured. In the highest incoze greup,
$10,000 or more, omnly 1.5 percent of all mortgager insured sceur,

Hgnificent dleparities in morSgege experience batween
new and existing homes oceur in the income groups 1,500 to 32,000,
$3,000 to 33,500, snd $5,000 to 47,000, In all these groups the
smount of buslness written on 211 heomes 18 net fneignificant., In
the first income groun, the mortgages Lasured represant 12,7 per-
cent of sll mortgsger; here existing homes exhibit = significently
aore favorable morsgage exnmerisnce than do new homes, In the
second, where 14.4% percent nf all mortgeges sre insured, this
arder is reverssd. Iz the third income group, the experience
with exinting homes ln‘nignifienntly loss favorable than the
sxperience with aew hoses,

For nev homes the income sroups exhibiting below-sversge
foreclosure exvarience are 31,000 to 41,500, 42,500 to $3 000 and
$3,500 to 34,000 per year. The mortgages insured in thess income
groupe account for 28,3 percent of sll mortgages insured on single-~

family owner-occupisd new hones,
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1n the case of existins howes, T3 percens of all mort-
gages inmsured on existing homer are reprasested in income groups
of less shan $1,000 %0 $3,000, sad froam 43,500 to 34,000 per yesr:
these income groups have bslov-mveruge forsclosure experience;
in she cese of nev howes, only 28.3 perceat of sll mortgeges ine
sured on nev homas are contained {n the eeversl lncome groups
which show a favorable mortgs:e experiemes. However, the experisace
vith mortgnges on new Lowes in the incous greup of 2,000 to 2,500
might well be lacluded with the favoruble mortgage experience,
since the reistive ratio is 101 UG, If this lucose group la which
are represented 24.3 percent of sll new hozas is included withina
Sie llaites of favorable mortgsse expericnce the sortzeges included
in thess groups repressat 52.6 percant of all borrowers on new homes,

In susaary, notwithstanding the erratic nature of ths
date on incomer, mortgage risk apsesrs to vary directly with
ingeses. [he below-average fereclosure experience for all single~
fanily ownsr-occuplied homes is for Roze owmers with grose iancozes
of less thaa #1,000 te 43,000 and 33,%0C to 34,000 per yesr. ¥ith-
in thene iacous groups are represeuted J2 percent of all zortgages
insured on single~funily owner-occupied homes.

Yor new hemes incoze groups exbibiting delow-sverags
forsclosure experience ars §1,000 te 1,500, §2,00C teo 3,000,
and $3,500 so $4,000 ia which spproximstely 53 perceat of all mortsages

on nev siagle-fesaily owner-oceupied homes are represented. The inceme
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groups for home owners of existing homes with below-aversgs fore-

tlosure experience ars lese then J1,000 to 23 00C snd 3,500 te

ﬁh,aen ver yerr. The mortgsces {nsursed in these grouns sccount

for 73 nercent of all mortgager mads on existing hoaxes,
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A% first glanse, the radio of property valus te derrever's
gross smvaal ineoms would be expeoted to give n falrly relisdle
nessurs of risk., The loglc of ihis messure rests on the assumed
direct relationalilp between worigage risk and She ratio of property
value to berrower's gross anmsl incene. For its walldity, the son-
cept is based on the aswumpiion that ﬁommlmﬂa!umnn
the verrever varies divestly with the walue of the house, JFrem
this it vonld follew that the ourve of s relative milos should
rise a2 the vetie of properiy valus to inceme rises, fHugh & reln-
tionekip 414 in the pant exist and to sone extamt does exiss on
waingured losns bessuse sorigagss, firet snd seoond snd sematines
third, covered 100 percent or more of the valwe of the propeyty
and were waasovtized, lHousing eost, vhieh was primeizally intersst,
in additisn to mmmm insyrange, wnder these eonditions
of mortgage lesding bore & direst relationship to preperty valws,

& ratio beaned un preperty valus ané invoms unéer these oonditions
414 have some significsnse as & neasure of over-sll risk,

Ihe reason for the shape of the curve of the relative
ratios for all hones in Figure 2 prebably is that the loamevalus
ratic and Wie durntion of the snortixed mortgage vary snéd thess
$wo factors destrsy the asswmed direet yelstionship in the onse
of TEA ingured mertgages, Ihe property valus-incoms ratic smy de
relatively high and the smmel paymend relatively lew in the oane
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of a long-ters amortised mortgege with a high lesn-wvelus retie,
all of whiek would make for a relasively favoradle mortgage riek,
This is presisely the opposite from what would be expested fyem
& high propsriy-velus incoms rasio.

The ourve revesals the exparisnece of the middle property
valus-ingone ratio groups of 1.8 to 5,0 as wnfavorable and the
groups st doth sxtremes as faverable, Ax sxplanation of the shape
of the ourve is thus 4ifficult without a further anslysis of She
relationship Yatwesn the retic of preperty value to imcowe, loan
to value ratio, tarm of mortgage and annus) payment to insome,

It Ls interesting to point cut that in the gase of new
homes the data reveal that hone svaers whene homas ays valued st
ous tismen thely swmal incomes sre sheve-cvarage nmorigage risks,
Iz apite of the faot that nothing ia krewn of the losnevalus raties,
and the terms of the morignges in this olasy intervel, this nberre-
tion appeers anressanadle. A cese hHinder anslysis in such a snse
as this L desirable in revealing nossidle ervors In classifics.
ton or transeription,

in suwsmery, the dats on the ystloe of property weluns te
borroverts gross samwel isseme, by themsslves, revesl little in-
formation for measuring mortgags rizk, Pevorabdle mertzrge risk is
found &n the ratio groups of 1.0 sud less, ond 2,0 and more, Home
ovaera in these rstio groups ars probably the lawest snd highest
ingene groups in which the merigeze experiense was Bbove-aversge,
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FIGURE 8
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18 s reasemable to expeot that morigeze risk inereases
s the propertion of the imaemss vhioch beme owners spend on hous~
fag ingresses. The curve of the relative risk ratios presented
in Pigurs ? for sll hames reveals in a striking meansr the varise
tiens in mortgage experience wnfer varying conditions of relstive
housing ceat., The gradual inmoreass in mertgsge risk with inoresser
in the retlo of anmual peyment to incoms confirms yessonsble expeaioe
tien, The values of the risk ratis rise wmuscessively with dut one
slight interraption from a delew-aversge low of B7.87 for home
owners who spend only B peresnt of their incomes for debt service
% & bigh of 273.13 fur home owners apsndiag 20 pereent or nere.

The point at whieh home owners begin so “overspemd" for
housing is of interest not only to wsrigage leaders dut to secial
selentints s well, On the Yesis of FiA exparimmes for this four-
yeor period, that peint, at least with regard $o all homes, ie af
18 peresnt of the nmnusl iossue or over, It muwst b deras in mind
that this ratio is dassd on saxponditures for interest snd prinsipal
alone. A wmore socurste measure of overspeading would heve Vo in-
oslude such negessary expenditures as toxes, hazard insuvence, water
rent, maintenence, snd somstimes special assessments. These ex-
penditures sonbined may ot necessarily represent $he sane proper-
tion of incones for all incoms growps,






Abeve 1E peroent of income fer &S servias in which
33.6 pevoent are insurwed mertgeges is ineludsé, the risk rotios
rios in valvue vory slovly watil (e 38 to 30 pevesnt w2tio group
is resshed affer whish the inerease in risk is very sharp.

The debt servics vetie groups for which faversdle moxt.
ange risk is experisnced inaglude €6.4 parcent of all inwared mort-
geees en single-fanily ownsrwasousied homes,

The surves of ths reletive risk ratlos for new snd
existing homes sprroximate one snother very slossly ia all Wb
two 4sbt-sarvise retic groups., Is ths group vwhich spends less
than & percent of the anwasl income for dedd sexviae, the saperi.
enoe with hous owners of new howes is significsntly unfaversdle.
Ihs relstive risk ratio for this group for new home cwneys is
165,25 in contrast with the sxperienss of existing home cwvners
in this group for whioh the ratio of relative risk i» 37,44,

This kind of mortgage exneriencs vith home owaers, ;artisularly
of new bomaes, whe spend leax than U persent for 4sdt servies is
eounter to expestation and a thin ssaple mey explain Shis ahdera-
tien.

In the seoond 4obt service retio growp of 30 40 3B perw
eent there is & significans dispariiy of risk betwesn new and
sxisting hemes, The yrevious nentinned order of morigsge axyeri-
smos is roverssd with nev homes revesling s ralstively wmere favor.
adle mortgage sxperiense tham sxisting homes, It is diffisuli to
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sxpiein this bresk in the gontimuily of the cwrvs of ihe rvelative
retios of nev hames withsut vemorting to 2 casa binder ammlysis,
Shart of this, any one of the limitations of the data indioated
is ths examinstions of the nortgaze exerismpe sssosiated with
the Yorrower's gross annusl ilusome may %8 responsible for this
variaSion, ZThsse are, nuasly, the gZyeoss ehnrecter of the ingomes,
unresorded relesser of erigien)l movrtyegors, snd the sine of the
saaple,

Conolueions baged on experiengs by debt service %0 ine
coms are limited Wy the fast that ths linits of favorable snd wie
favorabdle experiense wary not only in scoordmnse with thie retio
but sleo with the ineomes of berrowera. Thiz point is consideryed
in & later seotion of this repors.

¥ithin thege limitetions 1t is interesting to point oud
that for sxisting koxrcs, the abovoewasversge moripege syparience
oosurs in those dedt service ratie groupe in whieh 60.4 perewnt
of all imsured sortgegzes on ewisting homes sscurs, The somparadle
figers for nev homes 1s §7.2 percent,

In swmary, the dats on the retio of annusl peyment spe
pear $0 walidete ths resaaning that mortsags riak ix grester as
the proportion of ingous spent for 4#bt service ineressen, Yor
all bomes, morigage risk is delow avsrage for home cwners wiw
spand less than 1§ percent of thelr xamwmal gross inconss for debt
warvice. The mortgsges insured on these dsbd serviece ratic greups






repressnt aprroxinstely 87 perosnt of all insured mertgages om
single-fanily cmer-secupied homan.

in the ease of new homew, dhe mortgage risk is dolove
sversge for bome owners who spend B peresnt to 16 pereent and 20
S0 28 peroent of thelr snmual incomea. Foms cwmere in these groups
represent agproximately 87 pevesat of all owners of new single-
famlly ownsvesasupied insured homss. For existing howes home
cwners spending less than 1B peroent of their ingomss have & below.
aversge foreclosure sxperiense; they secoount for spyreximetely 69
persent of all owners of existing single-family omer-oetupied
homss.
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FIGURE 9
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Begtuse of the prefeminsnge of She short-tern stralght
mortgage in morigege lending prostioe prior to the passage of the
Hntional EHgusing As%, few notions reguriding the relationshiy de~-
twoen ths dupation of the mortigags and moripnge risk vere daveloped,
Secaune of ths popularisstion of the lomgeterm smorSised morigage
by \he Federsl Nousing Adminiutration, the mortgage sxisrisnse
measured by the data on the durntion of Sha martgwye is of rertiow-
lay interest,

Kerigeges on oll hosss vith naburities of less than §
yoors to 16 years, and 3l to 35 yesrs, exBABIt & below-sversge
forssiosure experismse, Exeluied frem this sone of experiense
are the mertzuges with maturitiss of 17 S0 30 yemrs wiich agscunt
for 54.1 percent of all morignges insured,

1f the mortgeges vith the lengest and the shortest
naturities are exeluded, the mortguge risk spresrs $o vary direetly
vith the maturity of the mordgage. The grester the maturity the
grester is the apparent risk, An explsnation of this relationshiy
mey be that squitiss sre Wilt wp more yapldly om nortgeges whieh
have shortey maturities. XHome owmers will thus mcke an effort %e
retain ownership becavse of dAanger of jeopardining squities of
signifieant amownts, (m the sther hand, the aygument sdvansed
for the longer-ters amoriised nmortgsge ia tha$ the wonthly mwort-
goge paynents ave relatively ssallier, thus imposing s omaller
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Yurden on incomes. The data om the term of the moriguge based on
the four-year uericd 4s net resolve Yhese contradistary srgueents,
The faot in that it ia A8fficult So come to sny comclunion abous
the relstienship Detween morigage risk snd matuwrity without first
knoving more about the eharasteristies of the marigeges in addi.
$1on %o thelr maturities, and sscond by heviag the moriguaes ex-
posed to risk for s longer period %o test the walidity of esch
srgunent,

The maturity greups exhibiting favorsdle mortgege experie-
snoe in the case of new hones are & 3o 16 years, snd 21 %o 25 ywars,
The maturily grow of 17 to 20 ysars exhibiting above-avarage fore-
elosure expsrienss insludss 88,3 pereent of all mortzages insursd
on new howos, Legy than snehalf of sms pereest of the morigages
on new honed have oaturities of leass tham 5 years.

in the came of sxisting homes the maturity growp with
favoreble mortgage expeavienss is & to 16 years. 7The mburily growp
revezrliing shove-sverage nartgage exparionce is 17 to 20 years in
which 41,8 pereent of the mma wortgspes rye insluded,

in sumsayy, 1ittle or no signifigsnce cin be attached %o
the arparent relstionship bdetwesn maturity and nertgages risk exhidited
Wy the dats on term of mortgege ia viev of the sogent apguaens for en
epposite relatienship, An explanaticn for the spsarent oontredictisn
betwesn the frets and the ressoning mey ds found possidle in the fast
that ike period for whieh the mortgages of all meturities have bem
exposed to risk is not suffisiently lesg emowgh %o Justify generali~
mtions on this pedns,
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FIGURE 10
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1. Horigeges, by City-size Ovowns (1~ %o 4efomily: 1937-3938)

The srguasat ash be sdvenesd that mortgepe risk should
be lurger in smeller gomoumitiss fban in lavger cemeunities. This
arpizent yosts on the premine Jhat propertiss going into dsfauli
have & grenfer narietabllity, hente forestalling foredlosure, in
the largey sosmumitiss than in the snzller commmities. Ia the
larger comsunities the wors mumerous families with a greater
variety of needs and tastes in heusing fasilities in the warious
{npome growps iu respousible for thie greater snse in markeling
honss, Xoregver, this graater perketabilily, bessuse of the mare
size of the sewmamity, is enhanged by sthe foet thet the lapger
somzenitive expand 2t the expense of $he eznller commmities.

The expanding commumity providss » widey market for resl preperiy
than the econtracting sommumity. Allowanse for this faetor has
besn mede in reting mortgages only sinse 1938 in the eoonemis
begkground rating for the “sgepe of the marked,.*

On the basip of the sbove reasoning the eurve of the
relative rztios presemted in Figure 11 would de expested to rise
in the diregtiom of the smmmllier sommmities, In faet, the move-
ment of the curvs is wary errmtiet Wwlow-sversgs foreclesure
sxperisnoe is found in olties of BCC,000 population snd ever,
end 10,000 to 100,000 pepulation in the onso of sll homes., The
ingursd morigages in those sity-size groups inslude 47.8 pereent
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of the murigages insured in the years 1937 snd 1938, The smaller-
sizsed commmitiss exhibit no worse sxperimmoe thas the oities with
populations of 100,000 te 500,000, Part of the explasation sey de
found in the faet that the sample which sovers mnly the last twe
years of the perioed under examination, snd i Ltself relstively
s=All, is spresd thin ever fou myy clty-size groups. Anothsr
poseitle explanation for failing So find tRe expeeted relationship
is the lsrge nusber of wmll oities lssated within metropelitan
arens. A $hird poasidle explanstsien ia ths fagt that tho data are
sveilaile for anly tve years. 7The morigages insured {n eities
within metropolitan areas represent acyroximetely 71 pereeat of the
total martgages insured in the years 1937 snd 1928, The expogied
relationship betwveen mertgage risk and eity-size groups insids
netropolitan areas iz Just ths oprosite of what is th for
sll siiy-sine groups., 7This velationship 4s emamined balew in
Segtion 13.

In swary, relisdle gensralisatiens eannot be drsm from
the &ata on the relatisnship betwesn mordgage risk snd the siss gf
the ¢ity in whish the morigaged yroperty is lossted, This may be
explained by %he fuet that the data cover only a two-yesr period of
insuring operetions, that the olass intervels are %sc numsrous, snd
that the data are heavily weighted Yy oities &wuﬁaﬁ in sedropolitan
sreas. It iy consluded Shat merigage risk snalymes nosording %o oity-
size groupe should slweys bs doms with referenae 8o whather or ot
the sities sre loonted lneide or outside metwopolitan arsss,
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FIGURE 11
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1% wvould seem yeasonable %o expest sualler somwunities
loeated su the periphery of prinoipel sities insiie meSropoliten
sress to #xhidis lowey relative mortgage riske than the primsipel
sitisn Desmuse of sudurdan migretieon, Yast growing suburban Sooe
munitien loeated wilthin melropolitan craxs endanes the mirketa-
bility of resl properiiss sad should forestsll forsslosure particu-
larly of new howes snd henge reduse the mortgsre risk exanined in
this stuly,

In the esse of all homes, sush & relationshiy, sven of &
rough mature, is &iffieult o disceyn from $he surves in Figure 12,
The favorshls morigage expsrismge is found ix the aities with popu~
lations of 5,700 o 100,000 and sl in the oses of oities with
populations sf 350,000 and svey. HRygludsd frow this below-nverage
Soreclosurs sxpariense sre eities with papulations of 100,600 %o
260,000 and eities with lesy them P 000 population, Togetber,
these two groups of eities Snslnds 29,8 peresnt of all vaortgages
fnsured in She yoars 1837 and 1938,

The surves of the relative ratlos for nevw and existing
banss belray an oven greatar instebility in the data than in the
ease of all mortgeges By oltsy-size groups. Seyeover, there sre
saeh significant dlsparities in the sxperionse between new and
sxisting homes that the wovemens of the oxrves may be aptly charece
torised Ay inverse %o one another, In médition, in the case of






Rov howes logated im the ssaller-size communisies inside meatry-
politan aremg, favorable moptzage sxperience ia viaidle only 4n
the onse of sities huving vopulations of 10,000 to 35,000, Thae
morkgages ineluded in the city-size grougps for vhish favoradle
nortgage sxperienge 1s exkidited renrassnte 20.3 perasnt af the
new hones insured and 43,8 percend sf exisling hemes,

In suawmry, She dsta on norigages by clity-sise growps
inside astropaliten sress fall 40 pre-amt any mnrived yelationship
betwesn morigage risk and the slse of & oléy in & metyepolitan
sren. The strildng Aifferences ia the sxperience betwson new and
existing homes loceied in metropslitan srese tan? furthay %o
sbscure vhatever relationahip might be expseted to exist devause
of the instability which chnrsaterizes the experiense of both

naw and existing homes,
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Yrom these 4ata it L3 resssnable to wxpect s loms favoy-
sble mortgege experisune on proparties loosted in smeller sosmsunie
ties than tn larger comwemities cutside metropolitan aress dessuse
of the =arkebabllity faster, With the axseptian of the experiense
of the aity-sine group of BO,000 40 100,000 peyulstion, sush an
expested reladionahiy is in wvidenss in the csse of all howes ep-
parsatly in spiste of the size of the ssmple. The ssrtgsges in-
wured in elties outsids metrepclitan arens represent approximetely
3% percest of all mortgages insured in 1927 end 1938, Por eity-
sixe zrow:;s of less thaa 2,600 population te 50,000 pepulasion,
the relesive ratic deglines contimudusly fyom & high of 119.64
ts a low of €4.,07, Below-gverege foreslosure sxperienss 1z sx-
hivited for properiies losnted in 0ities having a pepulstien of
10,000 to BOLO00 in which 36,3 peromnt of the insured homes cud-
siés wetropoliten aress nye lossted,

Interesting 257Terssnes Yetveen now and existing hoses
nre observable for properiies logated sutside metropolitan aress,
For olty-sinn groups of 10,000 populstion and ever, existing
homes display & relatively more faversble exparisnss than new
homen., For eitp-sise growps of less then 10,000, the reverse
is true, In the ocese of new homes 14 (s signifisant %o point
out thet belowveavsress foreslosure exveriense Le¢ found in oisies






having & population of lass tham 3,500. Apyreximately 31 pereent
of all homes insared in 1937 and 1938 are lossted iu citiss of thias
size cutside metropelitan aress. The inelusion of this group drings
op mmm of naw sortigeges insured ‘ﬂgﬂmtd in the olting
with balewsaversage forealasurs sxperiense $o 88 peremnt, 7The gow-
parsble figure for sxisiing hemes iz 48 pereent,

In swwary, ss the size sf oltles with populations of less
than 235,000 population deslines, morigege risk sppears to ineresss.
Bowever, too mush signifisance saanat be attributed te this sprareat
relationshiy bsewass the semple of mortgages inwursd in sities
loaated outsile metropalitan arens duwring 1937 sad 1938 sisns 1»
rslatively small.
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14, Lype of Mortamzes (1= %o 4efenilys 1935-1936)
An amlysis of morigege experisnes Dased on the Yype of

institetion originsting wewtguges i3 of sepecial interests sinee the
Peders]l Heusing Adeinistration does net deal directly with the appli.-
esnt for martgege inmursnse. Under thess conditions the process of
the eriginnl seleetion of $he mertgeger-appliesnt is & fumetion of
the lending institution. The type of syyroved norigages may net By
f¢self be necesserily & mecsure of mortgrge risk but will indisste
the type of mordgage riek which ie offered for insurenge by the
vericus tyses of institutions.

Seloweaversze foreclomure experisnce for sll hones is
1imited to nstionsl danks, state benks asud trast compsuiss, snd smwve
ings banks, Coesbined, these institutions originated 67 psresanl of
21l incured mortgeges on le to 4-fumily homes, <f these lending
tinatitutions, sations)l banke oxhiblited the uost faveradle exyarience,
sriginating 31,2 peroent of sll mertgages insured,

The worss-ihan-sverage foreslosurs eaperisnce iz found in
the osse of mortgage companies, bullding sad losn easceiatiasng, lnswr.
snee companies, and $he group Assignsted me "all others” vhich inaludes
investaent compenies, industrial danks, finsmee eompanies, end others.
¢f thase, morbguge companies and dulldismg ned losn mesociztions origle
suted the hulk of these mortgages with approxinstely 17 nercent sash,
Building and loan asgoaiations exhidited the highest above-average
foreglosure ax-erisnce with mertguge compemiss 5 olowe assond,

The meytznas experience vith new hemes is ralatively more
foversbie than for sxisting homes only in the esee of national banits.






These lending tustitutions display the lowest Below-aversge forealeswre
experieuce in the ease of new bomes vhile wortpage sompenies exhibis
ths highest adove-average experiense. In the case of existing homes,
the highest above-average foreclosure sxperience is exhidited ¥y builé-
ing end loan asscslations with morigage asd insurance eomponien shove
ing » sowewhal bettar dul higher<than.aversge foyeclosure sxperienecs.

In sumssry, commsreisl banks and sswvings banke originsted
nortgages which exhibits Below-nversgs sxperismes. These institutions
originated £Y pervgent of sll zortgsges insured on l- %o 4=-feaily
hones, Mortgages originated by morigsge companies, Wullding exd loen
sssosiations, sad insursnce cowpenies sshidbit the abeve-average fore-
closure sxypesriente with bullding snd loan assccliations displaying
the highest above-averege sxperience. FNortgage compsnies snd balld.
ing snd loen assooiations snah originated arsroximately 13 perceat
of a1l mortgages sndoreeld betwsen 1938 and 1938,

As bDetween the 2ifferent Sypes of appreved mortgsgess, there
ia no stanificent Aifferense batween new homeg and existing bowmes ey
gept in the cuse of atate bamks and trust cempenien which exhidit
above-aversge foredlomire syperisnce with new hoses and below-nversgs
experieoncs in the onse of existing homes, 7The highest sdove-aversge
forealosaurs experisnce for sxlsting hones is found iz the ones of
Yuilding snd loan sasogistions which sriginated sporeximtely 14 per-
cent of al) mortgages insured on existing hoses. The mortpages on new
homea originutad by them show an zdove-aversge forevlosurs experiesss
not significantly better than tbat for mertygege sompanies vhieh origi~
sated approximstiely 1€ perssat of all merigares insured om nev homes,
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In all preosding seations of this report only one ohsrac-
teristis of norteages wvhish all insured mnd forsslosed loans had in
conen was oexaminsd, Variations in wertgmage risk were meamursd in
terss of the one charsoteristic of mortgages and linits of favoradle
sortgage experiance weres aporowimated in terme of the gingle mort-
gnge churnoteristic, Fer exsmple, it was found that the limits of
favornble mortgegs sxperienge in teran of borvewsr's gross annuel
income are betweem $1,000 snd 33,000, amd 53,500 amd $4,000; or In
terzs of the poaroent ¢f annual incowe spent for 4adt service, the
range of favorable morigage experiencs is from less than £ percent
%0 1& peremmb,

The éata on annual income and the ratio of dedt service
to income, Yy themsslves, give no indioation of the limits of
favorable mortgige szperience i{n terme of BVoth incowe and the
ratio of samual payment to income., A eross tabulstion of anmnual
income Ly ratlie of smnusl payment to incone of insured and fore-
olased wortgages would provide more valuabls informeation in oeasur-
ing sortgnge risk eince the linits of favorable rortgoge saverience
sAy be aprreximeted not oaly in Serms of anmusl income bul alse
in tswms of the percent of income spent for dsbt service, Sueh »
oross tabulmtion was prepared and nwavides the danls for the
follawing two chartc and tabla. A grvoss Sabulantion of income by
ratio of amnunl paymnent to income wes awvailable for only 80,151






morigages on single-fanily homes insured in 1938, In the onse of
foreclasures, & croas tsdulation of 1,450 cases on mortgnges in-
sured on 1= to 4-fanily homes from 192F through 1932 was coupiled,
The limitations of the data in these two samples of insured sad
foreclosed mortgnges are patent, Yowsver, for purposes of msalysis,
in each ecase 1% wes sesumed that the ssmples veve suffisiently
representative, Sssuuse the data on insured mertgeages represent
a sample of only one year's operatiom, nessly, thas of 193&, mo
sdjustuent for exposurs to risk osuld be mpriied to the insured
portgege data ss was the omee with the 14 mortgage charssisristise
previgusly snslysed,

Feresnt dlatributions of the imsured merigages snd the
foreqlosed mortgages were somputed to defsymine the pevcent insured
snd the pareent foreclossd, respestively, for asch oell of incows
by ratio of snmasl payment to ingawe. The data were them susulated
into four fregquency intervels for the ratie of amnual peyment %o
incones (1) less thanm 10 peresnd; (2) lews tham 1F percent;

(3) 1ess than 20 perecent; and (4) 20 pereent and mere. The ratiocs
of pereent foreclosed $o peraent insured wers then computed on the
dasls of all insured mortgsges snd all forselosures im the sample

as 100 prromat, respeatively. YThese data spoesy in the assompany-
ing table. If $he percent of uortgzages insursd in sny ons cell

is agual %o the perosnt of foreclessd mortgagew in thet eell, the

valus of the ratio in equal to 1, or stated in terms of percanis,

1t is equal %o 100 reremnt, 1If the paresnt {nsured in any ome






gell is greater than the peresnt foreslosed in tha$ gell, She
valus of She ratio is laws than 1 or lese than 100 peresns, If
peroent imsured is smaller, the value of the ratio is grester than
1 or greater than 100 pereens, VYalues of less than 100 pevcent
for this retio are interpreted as favorshle morigage experisnee
for the given cell. Valwss of grester tham 100 psyesad for this
ratio are interpreted as unfevorsdle sertgage sxperiense for the
given oell, The sxporisnss is favorshle or unfaveradle in rels-
tien to the aversge ssperisncs for all nertgages insursd sud fore-
slosed used in the sample, This nethed differs saly slightly
from the funfamental method employed iz the Raport. Thers the
sbhsoluts figures for insured sortgnges and forealosures instead
of peresnts were used to compute the miiocs. Relatives wers thea
somputed on the basis of the aversge ratio as 100 pereeat. %he
viluss of the relstives sbove sud belov the aversge vers interpreted
as unfevoreble and favorsble mortguze superienss, respectively.
These ratios of poveeat foreclosed to pereent inmured
for emeh of the fowr freguency groups nentioned adove were zlotted
on & leogarithmic sosle and sprear in the first asscompanying chayt.
his revesls that on $he sverage forecloscre szperience wis un-
faveradle for home owners who spent 30 perasnt oy mors of thsir
sarusl imcome for 4sdt esrvies regardless of their incowes., Tor
these who spwnt ilsus then 3¢ percent for 4ed4 servise the range
sf favoradle msrtgage axperience is limited %o home owmers whose
auxua) ingems is up to 33,600, Beyond this peint ths eurve of






the rutio of paresnt foreslcssd o pereent inwured is slove the
100 pezoent line slemg whigh pereeat forsolssed and pareent insured
ars aqual., For hous owners whe apent less Shan 18 pereent anéd less
than 10 peresnt for interest and merigage rincipal, the wyrer ive
soue lizmits of faveradls risk are 4iffigult o determine heesuse
the curyes of thelr respective ratios »f percens fureslosed S0
pereast insured arese the 10O pereent line Swige.

o these two ourves, s well as ‘e third for whish there
was some favorsdle sortgage experiencs, trend lines were fitted Wy
iaspestion in order $o spproxismis move zlowsly upper income limits
of faverable risk,

Tor hons owners vhe spent less than 20 peyeeny the Titted
trend lins ovossed the 100 peresns lime At 53,600; for these whe
speat less tham 16 peroent, the point is a8 $4,600; and for those
vho spent less than 10 pervent, the polnt is at §92,200, Thess
thres insons-ratie wvaluss, all wpoer lindts of favorsble wertgege
exparisnce for homs ownore who spent leas than X0 peraent, less
than 16 pereent, and less tham 10 perosnt for debt service, vere
ured Yo deternine She senerslised eurve plotted en Plgurs 16.3,
Along this eurve tha average percent forselossd equals averwge
porosat fnsured, 7The area bBelow the curve dslinmeates the sons
of favorable morigage experianse and the ares sbove, unfavoradle,

The fallure of the guneralined curve to nprrosch "y¢
axis gradunlly, that is the curve is plotted as 2isomntinuevs






vith the ourve dacoming herisontel in shape st the retis of ammval
poyuent to ingoms of 30 perewnt, is explaised Wp the growplag of
the data on inoomes snd reuties of mumual payment t9 income, If
the alass imtorwsls in the eross Sabulatien were smaller, it ie
exyscted that there would de values for imcomes of less thsa 33,600
and vation of annval peyaent te income greatsr than 20 peveent
whish would make the ourve comSinuons.

It is apparent from the shape of the curve that %o asrure
favorabls uertange risk as the Derrovers’ mumml incomes inerease
sbovs 53,800 she ratio of their sanval payment to incoms should
desline %o 10 psreent for those borrowers whose incemes are in
wxness of approximately 9,000, In other words, the highsr tbe
sanwal incene the lower the yatio of amwual psysent %o inecome and
the lover ths imcome the highar the pernissidle ratis of smmunl
payment o ingome. iinoe there was ne favorable mortgage experi~
enge for hiose ovaers of say incomse whe spent move than 30 peveens
for debt warvice, the wpper limis of favershle average sapariense
spsears %o de & retie of smnuel paysent to incoue of 30 peremi,



!

)




94

FIGURE 15-A

SOILSILYLS ONY SOIWONOD3 JO NOISIAIC
NOILVHLSININGY ONISNOH v¥3034

‘@E6! NI SINOH ATNVA - TTINIS NO 0I&NSNI
SIOVOLYON 191°0S 40 NOILNGIYLISIO INFIYId NO 0ISVE S OFYNSNI INFIY3Id &

"8€61 HINOYHL SE6! ‘SIWOH ATINVS & 0L F NO GIHNSNI STIVILYON NO
SIYNSOTIIY0S 6901 40 NOILNGIYLSIG INFIYIJ NO 0ISVE SI GISO12340S INFIY3d 'F

INOONI  TVNANNY S, 33mM0YH08
JHONW 6666 ¢ 666'0 ¢ 666'v$ 666'c$ e6v'c$ 666'2$ 66’24 0002$
HO ol oL oL oL oL oL oL NVHL
000'01$ 000 $ 000'¢ $ 000'v $ oos'e$ o0oo'ce$ 0062 0002¢ sS37
1 1 | T | | T T
XSG/ NVHLI §S§37
| e
X0/ NVHLI §537 [ \_ .4.4.44..::/
I .....-. I \\.\... .I\//V(I
--u..-ooo--o--o--u-- [ ---n i \\\l.|"|'l\\|r \ — ]
Seeet e WAL TR R P A - e
...-.- \\\_ o —— ———
ettt - —

_ _
/.«te: yo %02

INOONI O1 UN3IWAVD TVANNY H0 011y

dNoyd

HOV3 NI ,Q34NSNI 1N30Y¥3d Ol

;03801703404 S39VOLYON 40 1IN30¥3d 40 OlLvy

: JNOONI

IVANNVY S . H3IMOYH0E OL LN3IWAVd TTVANNVY JO0 Ollvd A8
3WNOONI

IVANNY S H3MOYH08

o¥/c/y zvote

[¢]}

-]

02

oe

¢34

0s
09

[o]]
[e1o]]
os1

002

ooe

[s]0] 4
[o]0]
009

oos
oodi

00s"
000'2
000'¢

000'v
000'S

aIYNSN! INIOY3d NVHL SS3T
a350793405 AN3o¥3d

GIYNSNI INIFOYId NVHL YILVIY9
a350703404 ANIFIY3d



BORROWER’S ANNUAL INCOME
BY RATIO OF ANNUAL PAYMENT TO BORROWER’S ANNUAL INCOME:

MORTGAGE RISK AS MEASURED BY
COMPARISON OF PERCENT OF MORTGAGES FORECLOSED'

FIGURE 15-8B
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he most inpertant soaplement te inferwation en incomss
of bBorrowsrs sn insured propexties is the soures of ihis invene
or the ceswpatisn of the Wrrower, simee the setupstions themselves,
Af proeperly desaribved snd classified, often revesl sush inetabdility
of incomss whlch muy be assoaiated with those osewmpations, It 4s
obvious thet flustustions in income are $he simgle most importand
factor in foreclosurs. At the present tise the only sysilable
information on the cecwpations of ths Darrewers on ifrnmured woPrt
gazes 1s o sample sWuly of 6,459 mevignges inswred prior te April
1938 in New Jersey, Xamsas, Michigan, sad the Southern Califernis
fayuring offiaes,

Aside from the questiousbls naturs of the clamzificon-
tions themselves, %he limitations of such A wesll semple of insured
morigages are patent, At the present time a semple study of seme
7,000 insursd cases ix underway in which & new stendard oseupstion
classification is Yeing expesrimsntsd vith to detarmine 1%s fenel-
pilisy. Ghould it preve satisfactery, it is hoped that this new
ocecupation glassifisstion will be the besis upen which the ococups~
tions of all insured Borvovers will be tsbulated snd svallable
for soalysis,

In spite of Shess limitetions, & somparisen of the distrie
vasions of the oesupations of the Borrovers ca inwured properties
with thoss of Borrovers wiose properiies have desn foresloasd was






sade using the same classifisasion emplayed in the "inslysis of
Ingured Martgages in Your Stutes® referred $o shove,

Through June 30, 1979 there were 1,545 forsclowures,
1,489 of wiiich were formerly owned by non~gorporets borrewers,
These Berrovers wers grouped agcording o the eleven alasesifice~
tione ussd in the "Wour Jate Aunlysis.® Peresut Alstriludiens
ware then somputed for the seowrstions of the owners of the €,459
{nsured properties and of the 1,460 sroperties whioh were subee-
muently foreclosed. A comparisen of these pereent distridutions
by cocupssion growps is prosented in the ascompenying teble,

Table 1€.

1% is ressonabls to ancume ihat the distribdutious of the
sovupations of the insured mortgngers wnd of the oscupatiens of the
owners of propsvifes vhich weare subsequmatly fureslosed should e
sprrozinately the same if the distribution of mortgege risks were
constent for all ccoupeticn growpm; i.e., the largex the proportisa
of insured mortzages iz muy cne geeupstion group, the larger the
proportion of foreslasurss csn bs expesied from that growp. Ia
other words, for suy one wmiwn there shoulf nat be & larger
proporsicn of foreslosurss tham thsre sre lmsured mordgages in the
group, If the yerceat foresloaed in may oae MW&M group ia
graster tham the psreent insured, this dlsparity An peresnta in
interpreted as imdlosting relatively unfaverabls sortgage experimes.
If the opposits Ls the ease the Alsparity in pereents is interpretsd
as relatively fsvorable mortgags sxperiumee,
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The single most important cogupstionsl group in the
sauple of insured morigeges are offisials, vwners, managers, and
propristors of corporadions snd business estadblishnents. These
mortzegors repressuted 24.73 peresnt of the morigegors vhose oogupam
tions were classified, In this same group the csesupstions of the
noytgagors vhose preperfles wore sudseqummily foreelosed sogounted
for 30,3 pereent of all the owners of preparties foreclosed, I%
srpeers that $he wortgage experiense with thie greup is on the
sverage nuiiwly wnfgvoradle,

The next wmost lmzortant grous in teyme of peresmd insur-
od, namely, ths opsratives in industry, represeated 15 peroent of
all insured mortgegers. The percent forealosed in this grow
smounted S0 17.1. This dlsparity likewise indiestes relatively
wnfaveradle foreclseurs risk,

The third mosh ixportant grour iz Vhat of the svefen-
siensl ezployess whioh represemted 12,9 psrcent of sll insured
sortgagors. The forsclosure experiense is on the averags yela-
$ively faverable sines oniy 8.0 psresnid of 2}l mortgagers iz this
group had Sheir propertiss fereslosed. While the incomes from
the ceoupations included in this gremp are hizh, theay fluotuste
less violently than 44, for exmmple, the insowes of the sslessen
group., This asy explein the yelativaly faversdls nortgsge experi-
ange for the professional group.

In the grovp of seeupstions designated as semi-prefes-
sionnl the imsured sortgegors represent 11.9 percent mnd the
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foreclesed mortgagors ealy b6 percent. 7The explanation for this
favorable dlsparity can prodsdly be found in the soapensnt ocecups-
tious of this group. Inis occupation group consists priascipally

of federsl, state, and local enployees whe scsount for 6.4 percent

of the totsl auaber of mortgacors, and teachers whe accouns for 4
perceat. Since the incozes from these occupations ore relatively

sore stable thsn is moet pocupmtiens, it is expected that the fore-
clesurs rate for mortgazors with these accupations should be relatively
low,

The disparity ia perceat distributions ss betvean faro~
closed and insured mortgazors for the saleszen, repreaentitives,
and sgente group ies sigmificant and interesting. It is fregquently
¢sntendad that the high incemes from the oecupations represented
in this group are relatively less stable Lhen fros mest escupations,
1t (s interesting to ebudrve thet while these occupations represent
11.% percent of sll insured wortgagore, the perceat foreclozed in
this ocoupation group is 16,7, imdieating an apparently uafsverable
mortgage sxperience for the group.

kelngively favoyable mortgege exparience ie sxhibited by
the lesa Rumerous otcupation groups of eleriesl workers, technicliens,
and service workers, while in She lador group which lacludes hesvy
labor, light lsbor, and unclsasifisd labor, the experiance is
rolatively unfavorable., HNowever, the latter represenis such a
small ssmple that little or no lzpertance can be stiriduted teo the

experiencs with mortgagors in this eccupation group.
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Teble 16

PORLQWERYE OCCOUPATION, FERCENY DIATRIBUIIORE OF SAMPLE OF IBXUBEL
MOHICAGES AKD ALL PORECLISED MORTCGAGE! O l= T0 LePAMILY HORKS

Insureall) ?orcﬂlaund(f)

T TPereent
vietribation fereent
Dooupetion of fample Ildetributicn
uffieiales, cwsers, menagers, s
propeietora of eorporaticas end
Lusinsss eatablishmonta a3 e
‘rofessional group ldey Lokl
Genieprofessisnal group 113 L
Teshnieisa group e 3.7
Ealewawy, representatives, and
agents group 1l4E 16.7
grafts proup Sods 10.0
Gperatives in industry group 15,0 17.1
Clerioal workers group Tt %el
Service workers group 3el o3
Labor group o5 1.1
Kiseellaneous group 1.6 1.8
Total 100.9 100.0

(1)

Ineludes §,L59 nmurtguges insured prior
W April 194 An Zew Jersoy, Kanses,
itohiewn, und Sputhern Celifornia
insuring offices,

(2)

Insludes all forealosures {1,L69)
tarcugh Juae 33, 1%3 ou propertiea
held by mon~perporsals LOrTOWers.
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FEDERAL HOUSING ADUINISTRATION

HANRIZ R DN

Iete #areh 13, 1540
Tot Mr. lLewrsnce E., Bloowberg
From: sertinesr Ksplan

Subjeet: Xxample of the spolication of the provosed teehnigue for
annlynie of sortgeps riel by mortgage characteristics ss
1llustreted by the datm on property valuation,

Since ot any zlven tine 1a sny pertfolic of mortgsges sade
st different pericdc the mortgages nede im the earlisr rerfods will
have & greater forsclosure rats thrn those zode 1x the lster perieds,
ths technique of snalysis proposed for the efudy of mortgesse risk by
aortgesre sharacteristice endssvors ta adjuzt for thiszs veriztisg $n
foreelosure rates over the l-ysrr pertod, 1935 to 1338, to whieh the
snalysis ie limited., PFor exampls, of =11 She lesas insured wnler
Titie (I betwesn 1935 sad the end of 1933, 315 percent were insured
tn the years 191%5-193&; 32 parcent vere insured ia 1937; szad 33 per~
cent in 1938, Of sll foreclosures which ¥R experieaced from the
ingception of “itle 1l operations throu-h Jane 30, 1939, 50 percoat
were na mortgages {osured in 1933-1%16; 38 percent were en morigeses
insured in the year 1977:; and 10 nareent were on a6rtisger ingured
in 1938,

It 1t evident thet those mortgages sndoreed in the yasrs
1975~1936 bave had & grestsy ohsmes of balng forecloeed than those
endorsed in the yesre 1537-1938, since they were In force on June 30,
1939 an estinsted everage narisd of 18,4 montha while thosgs lnwured
the nllewlag £ yesars had besn in exletence at this tize an sstinsated
avereze neriod of 74 southe and 12 monthe, rennectively. 4 sortgage
sade in lY3Y uey have been forsclosed in 1935, 1936, 1937, 1338, or
up to the middle of 1979, One awrde in 1016 zay have bean forsclozed in
19%=, 1937, 193%, or up to the middle of 1§99, and so 9a. In other words,
the mortyages endorzed im 1595 end 1975 have dDeen expozed Lo rick of
forecclosure on the averege for 1.2 tises ar long a pariod ae thore
endoreed in 1938, The sortgsrer insursd ip 1937 have beenr cxpoced on
the sverz;e for ¢ tises se long 2 veriod as those ondorsed in 1938,

in arder to asuske the expesura to rlek of foraclozure aome—
pereble for sorbgagas insured ia the 21fferant yesrr durlag thie pericd,
the fzetowe of 3,8 yesrs, « yeers, sad L year have been
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uned So adjust s insured morigages nade in the years 193¢, 1936,
1927, end 1938, respectively, for this variztion in exposurs to risk,
The rationale of the methedology rests on the susumption that fore-
closare ix o funetion of the tize in foree for sy given group of
mortgagen and that the expesure to rist is the same 1n all ¢lmasifi.
eations of pharscteristics for sortgscer sndorsed {n the sane year,

The standards rropoesd teo mensure mortgege risk are svarege
samuc) rates for this 4-yesr peried, calaulated by dlviding the total
foreslosvren during the pesrisd by the totsl mumder of insared mort
gnges adjusted for years in foree. Sush average anmual yates Are oome
vauted for total, for mew, snd for sxisting homes, Kates are alsy
ecsloulated for sseh slsss intervel of the nortgage eharscteristis,
sith the aversge sunusl rates for totsl, new, and existing hozdse
snch equal %o 100, relasives sre computed for all intervsls of &
wortgage ohnrscteristie, TYThese relatives sexpress flustuations atovs
exd balow the aveysge for the group and in effest revresent the
degrons of rizk of forsalosure,

The asthod saployed mey be {1llusirated by an eyamcle from

the &ah on the valustion of simple-family houes oresented in the

ouponying tsdle. Irn 1935.1938, 92,888 sorigzages wers inmred
(n&lm 1)5 in 1957, 90,084 moztgares *{ootvm 4); snd in 1928,
104,799 (anlum 7). %o sdjust these insured martgages By the »sti-
sated aversge suubsy of yesrs in forvee, the total nunber ineursed in
14351938 4s multiplied by the feoter 7.3 years {(eolusm 2) %a give
300,435.7 mortgsge years of axposures (eolwm 3). The 1937 mortgages
sultiplied by the fmetor 2 vesrs {columm B) glves 172,108 sortgoge
yeurs (oolumn 8), end the 1%8 mortgages multinlied by the fuetor 1
yoer gives 104,799 mortesse yeovs {ooluma 7). The stotal nusber of
BOTIgLLE yEATS ef sxposure far 21l mortgages insured during the
reriod ie E97,342,2 (solwem 8). Up %0 Jume 2C, 1970 there wers
1,418 forwclosures (solwm 9). Vividing 1,415 Yy 5697,242.2 morte
grge years, ths over-all svercgs snmurl rete of ferecloesye, 002378
pey yeoy for the 4-yesr perlod, is derived (column 10), In the
wvaluation zroup of 14,000 to 54,900, there wepe 17,681, 20,076, zné
25,999 portgagen insursd in 1935.1938, 1937, end 1938, respe¢tively.
Haltdnleving thege figures by the corrvecponding fretore of 2.2 yeurs,
2 yorrs, 1 year, the totsl adjusted marigsges s 120,622,7 years,
Foveclovures in this vrlostion prowpy smoumted o 242, Thus, the
evorsge spoval rate of rereclomave for this valwstion group is 002014,
Singe the zverage annuel rete for totel hewez in 8l) weluation groups
is JLOBETG, the velative of B4,78 for the 54,000.54,99% walue group,

computed by dividing the rete for ths grous by the total rete, indi-
cates that the Fia forselosure sxperience on 24,000 to 30,000 howes
has been but BL percsnt of that om &ll hones,
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Thur, when the reletive ratios for separate cless intervels
sre Yelew 100, i,e., below the aversge for the whele group, they are
to de intarpreted az indlosting favarsble mortyags experienge, and
when reletive raties are sbowe 10O they sre to e lnterpreted as un-
Tavrreble mertenre exerience.
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LYPE OF URLLLING,

Takle 1n

LUBBER OF BURTGAGKE ITRSURED

DN TOTAL, KE L, %D LLl  TIHC b= 10 LePAU] LY LOWLY UY Vil Lal OUTED

Type of
pwelling

A1l Homesn
l-Fanily
E-Pauily
SwFamily
L=Family

Total

Yow llomse
J«Fumily
=Family
BeFanily
LmPuzily

Total

ixieting lones
leFamily
g=Fanily
S=¥amily
L=Funily

Total

1G55-1530

19351536

Bakii B
&0k
795

10,68

32,681
1,004
137
33
BlighT
ii.p %j?
17
i

&, 571

1337

#,084
§ » Tsld
510
Tl

10,076

Lb,b6e
1,571
153
Ly

B, 8T

L1,37e
Bl
357

el

51,206

1936

10k, 79
X 0606
u37

L3T

109,875

Gl y s,
1,1l
131
23

65,619

g

5

306

174

43,660

T»ﬁtlkl

&5, 739
13,837
1,551

1 » E"f}ﬁ

311,563
5,407
3,054
1,06
1%‘3 » 7}“&
Vi, 53
F,903
1,1%3
T
181,257






Table 2»

RATIEG OF kw&?uﬁéﬁ PATTIERE  BUMESDR ¥ qeﬁ?agﬁm* 1EGURED
O TOTAL, BEH ALL FAL G1EC i3 re] % HY YLAK REUORCEL

Gating of

¥ortgage Pstters 195%—1956(l) 13357 12§§ Total
ALYl Homes
50 to Gl 17,880 &b, 86 L, 079
55 to 53 17,463 5,23 Le, 866
50 vo 6l £e, 504, 25,663 L 167
65 to 63 1,60k 17,09« 36, 786
7 to Th 13,316 9,615 22,98
75 v 7,601 L,326 1,97
80 to 8 @y 720 1,56 lsy 366
5% Lo By 914 511 1,530
A Lo ¥ 153 Lo
Y5 to 100 102 119 el
Total 10&,076 109,&Ty <1l,35%
X¥ew Homes ,
5 te SL &G0l 1,633 1,297
5% te %9 G, 060 15,860 &%, 360
GO te é& , 11,751 16,75 26,404
fy} o Ly 13, 7@4 153,3%")33‘ 21,1%
72 % T T.e7h Ly Y67 1&,861
To to T3 Loy By 1,%60 6,29
&) to Bh 1,543 655 1,977
&5 vo 4y Lat g 7
F o by 153 &t €19
55 o 100 51 &b 117
Total 0,670 5, 619 116, Loy
Existing Homes
RO bo Bl 10,50 10,173 0,773
85 to 5§ P 579 vedk3 145,516
W to Gy 10,753 &, 50 15,703
&8 to G ) O G, Tély 15,634
T o Th &, il el 15,570
75 % 75 30677 éy 350 54635
B0 to ul 1,533 1,004 G 30T
% to By Lol R #1090
F Lo G, 18 &7 &Ll
95 to 100 51 I 95
Total 51,00 145,660 Gl , 666

(l)ﬂnt. tra not available.



e



FROPERITY

Table Ja

YALUATION Y

e T
AR S

OF #uRTGaMAEr IE

Wi TOYAL, BER, A¥

. i3
i 5«:1 VN

Propersy

‘alustlon

&11 Jomes

Leza than
#e, 02 ta
o000 to
L XS Lo
5030 tw
w,B32 ta
7,053 ta
2,000 %o
13,00 %o
1,000 to

15,009

or

§&,000
Ve T
i:}fi

Total

Lew Jomsg

L¢;$ thun ﬁ&,obﬂ
xrﬁj} “w 5:9?9
Ly0ud se  L,99)
L5000 te 5,Vyy
‘é‘,\.}‘}u) to éa')",}’j
7,003 %o 5%
Ly0U0 t0 9

13,00 to 11,9

12,000 e L,y

15,035 or more

saxleting
less th

B0
& Q00
5y R
6,000
T o P
£,000
10,000
12,000
15,000

S omBe g

BB B0
%o 22,?@?
o 3,954
to L,

to
te
o
to
Lo
to
or

") 2 57D
Sy 997
EIX 244
1,99y
L, 999

HOre

Total

17351536

625
10,609
17,5
17,651
Ljr-'n 13&;'
Gae
&, i
Gy 9y 7
Ayl
2,065
1,57«

#Dp b0l

196
<9V
P (¥ 1)
20139
YRR
}.lé}
*nf?d
5aiiily
1. "ng;
z,au&

gk

3,601

‘Zniigﬁ‘
Ly 550
13,200
11,53
Y %
5e765
2.6.&
BO&F"' 5
1,5
1,03%4
1,0¢h

&1, &0%

155-1978

i > * z tvg N L
Féf.’imi.ﬁ“‘i‘&%liﬁ S

SURSL
20! . — 5 PR
S BY YEhak nhimobu

1357

1,154
£, 18,
17,.die
@1, 075
17,& j”)
11, 7v
70 300
£, Liad)
<o Tk
1,05
1,Lud

0,254

6

2,357
&, L6l
9:)%1
e ¥
b.?l)
LeTT1
Le 353
1,703
iy

Lby kil

L1357
ff} 'i}ﬂ}{)
11, 5
19,850
T ‘»ﬁfﬁ‘
ko263
<83
F9% N
PR
£16
LT

;-‘:7 » 573

1930

733

by &le
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ﬂ:ﬁ*&

Us.407

fa-h E}J
19,78
35,153
31,181
2é,59e
14,737

8,600

ToC33

3,405

€,25)

1,729

s, 352






AHOUST OF 4OURTCGAGE FRINCIFAL:

Iable La

BUsBuR OF SJRICAGEY

XNEURES
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UM OF XOUTHLY MORTCAGE PAYW RTy  EBUMBRK P

Bontn

*H4N%H“
f SRR S RN

R
ﬁ(‘a\\k‘w'

TR Y gL
LI N L

ly

h}hh whn AL

P

B by f J.A &

laynent

A1 liones
lear than 10

612
17-;
3

SXL
'*.4

b
)
Lo
u,
/ J
£5
&S

L
e
to
PE
i
%8
Lo
g}
e
Ls
or

£y
11 59
u.t oI
<Fe¥d
ety
PR
Llye <5
Shey3
Cleyy
Shedd

LOreE

Total

hew omes
e then 19

e

110 b6 Jlie9
15 b 1905
1 e Elee
RN
35 o Blhewy
7 Lo 1301)
e’!l‘;) L *e"*',:.}‘
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{s)
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3 it
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1,26
E’ LEK{}

81,206

1554
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10,054
37, Jad
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5€3
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Lyule
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1,877
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Aﬁnéﬁﬂ
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19,9%
145,846
L905T1
fw,é&d
16,.,35
11,806
(213
10,620
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3¢,154(%)
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?n??ﬁ
‘&ia""é‘é
ERIR,
1 .16&6"
1,596

159, Tis
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{#)
TE,&36
&, 797
19, 363
1 “j%
@nﬁﬁﬁ
g BT
Yl

161,€37

dortgages reprosent.nz in excess of U0 persent of the

epyraised value of the underlying properiy beoswe eligivle
Por insursnoe unier csriain eonditions by the Aot of
February 3, 1u3L, wlth reference to new homes only.
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3,500 4o 3,999 5s 770 Oy Thest 72530 19, 2lb
L300 o 4,90 45Tk LeGlh Ts135 16, 3k
S,003 to 6,3 Ladba Log 25, &yl 135,862
7,000 o 9,5 Ky 5)é 1,743 &y d 0 &, 144
12,000 or wsore P 5 1,079 1,461 3,654
Total Tiegded 71,325 o, Te 21,078
Few Homes
Lees taan 1,000 «lé 59 118 4%
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Takle Ya
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Total 15,00 LYy SFe it 137, 657
sxiskiag domes
Less than 53 ) 550 TR &5
Ha te zed 11,87 T:87% 10,787 3,485
10 o .y 2%, 173 18,104 16,500 55, 363
15 Yo 1y 1,092 b, Gk Touctid 33,559
# to &L S by 2,900 F90 7. 105
&8 te Ly Ly L5 75 516
30 er =ore 1y ki 37 18

Total Shaull Ly 1l 36,08 135,805






116

“eble 10

TERR OF SORTGAGL  KUMSEL OF 4ORTCACES IS TRED OB TOTAL,
WER Aib BAISTING le 1O Le~PauILY Nouis BY YBAK LADUMSED

1755=14%30
Term of #orizege 13 35=1526 1557 193 fotal
All Lomes y
2l 1o &5 years (w) (a) 3,3704%) 50, 375(0)
17 t9 20 yesrs 55053 £, To6 53,487 1&8, 78T
13 to 16 years 23, 96T 264371 1, 556 76,78
Y te le yemrs 1% eu% 10,&40 £, LG5 S, 701
5 o [ years 1,711 1,081 w37 5,16y
Less than 5 years 1031 10 & 05
Total 100, Gat 102,076 10y, &7 311,583
Lew pones
#1 to &5 years () LY £7,03% “7,935
17 %o &0 years epG3L La,06e 35,597 by G0
1% te 1& yemrs 7,14, 7e2Th 30037 16,455
W Lo i= years c,é.d? 1.5‘#’51 ‘;}ﬂ"ﬂlﬁ b,:’m
% to & years 171 101 &b 35k
Less then 4 years L1 2 36
Total 3,257 53,870 64,81y Liad, TLG
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13 to 16 yesrs Zicy T3 €1,193 17,5k &1,ul0
¥ b9 18 years 13,3850 &, L, &3 215, 738
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Total 66, 571 51,806 L%, e 161,£57

{a)

Kow homes bLecane eliglible Lor LS-yesr aortgages
uRGer February %, 19% amsndment.

(h)axiuting hormes are inell;ille for mertigsres of
more then 20 years' duretion.
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5.0 b Fo 799 ' 6,10 Lylyl 18,992
8,500 Y0 Le%Y ' 54501 4,318 11,819
Leci than &,507 17,106 19,41 3¢, 317
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Less tian 2,500 &, Téd e TS Y, 65
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(8) ) ate nov available.
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