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How can one pay for a house? This is a universal question. This
is a question which seems uppermost in the minds of visitors to the
United States. When citizens of the United States of America go abroad
they hear the same question.

This booklet explains how we pay for our houses in this country.
Those not acquainted with this country will find a useful introduction
to housing finance in these pages. It also shows the role of government
and how industry, financial institutions, and governments -~ Federal,
State and local -~ work together to achieve our national housing policy
of a "decent home and a suitable living environment for every American
family, as soon as feasible.,"

Each year this booklet is revised to take account of changed
conditions and new legislation. Originally it was a part of an orien-
tation series to better equip outgoing American housing advisers to
foreign countries. Experience has indicated that foreign observers
of United States practice provide the most interested readers.

Numerous persons have contributed to successive issues of this
booklet. The reader is given the advantage of combined resources of
the Housing and Home Finance Agency with its five constituent oper-
ating agencies and units. The Office of International Housing within
the Office of the Administrator of the Housing and Home Finance Agency

takes final responsibility and will be pleased to provide additional

information upon request. | f(ﬁEZU\J
(0, S

Dan R. Hamady
Assistant Administrator

February 1962
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HOUSING FINANCE IN THE UNITED STATES

The purpose of this booklet is to provide overseas U. S. housing
advisers and visitors and others interested in the United States with
information on how money problems of building and buying homes are met in
the United States. Certain background and descriptive material useful to
the understanding of housing finance have been included. Where necessary
or useful, additional data on housing finance can be secured from the
Office of International Housing of the U, S, Housing and Home Finance
Agency (HHFA)., Members of Embassy or Mission staffs should communicate
through established channels.

A. Relationship of Housing to the Economy

1. Characteristics of American Housing

Buying a home is a very important matter for the average American.
For the great majority of American families, buying a home is the biggest
individual purchase and investment they will ever make, More and more
American families are buying their own homes. According to a Bureau of
the Census survey in 1960, 62 percent of American families owned the homes
they lived in.

Housing or dwelling units Yy vary widely across the 3,500 mile
breadth of the United States. Home building in immediate post-war years

was very heavily concentrated (90 percent or more) on single family struc-

1/ Housing consists of shelter and the utilities which are essential to
T +the operation of a modern dwelling. The term "dwelling unit" as fre-
quently used in housing statistics is the space occupied by a household
consisting of all who share a common table. Dwelling units may be in
single-family homes (detached or row-houses), 2, 3 and 4 family homes,
apartments, etc. In multi-family homes or apartments, each "housekeeping"
space, generally occupied by a family, is a dwelling unit.
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tures, largely for sale to families that would occupy them. Recently the
proportion of single family structures has decreased so that in 1961 it
was only about 78 percent of the total. Dwellings reflect differences

in climate, local housebuilding material, family income, tradition,

taste and other factors. "The Cape Cod Cotbage (of New England) differs
as much from the Park Avenue Apartment (of New York City) as that, in
turn, differs from the Georgian Iiansion of the South or the adobe house
of the Southwest. Farm housing is differently equipped from urban
housing. The dwelling places of the poor bear little resemblance to
those of the rich." Ef

2. _The Importance of Housing in the United States

Home building is a leading American industry which in post-war
years has been at record levels, For 13 years in a row, 1949 through
1961, American industry built more than 1,000,000 dwelling units per
annum for a total of about 16,000,000 non-farm dwellings é/and recent
evidence suggests that the true figure may be even greater.

More than a quarter of total private domestic investment is
being used for residential building. New residential construction is
normally four percent or a little more of the Gross National Product. é/
If repairs and maintenance on existing housing are included, residential

construction probably constitutes around six percent of GNP.

2/ America's Needs and Resources, J. F. Dewhurst, et al., Twentieth
Century Funds, 1955.

2/ Actual statistics are of "staruvs," not of completions, which
necessarily will lag.

li/ Gross National Product (often called GNP) represents the total
national production of goods and services at current market prices.
See Federal Reserve Bulletin, January 1962, p. 9.



- Y -

The level of housing construction is very important to several
large industries of the United States. A study made in 1950 shows that
new residential construction consumes the following percents of total
industry production in the industries named: Lumber - 3L percent;
Bricks - 63 percent; Wire Nails and Staples - 3L percent; Softwood
Plywood - L1 percent, &/

In general, there has been a relationship between the ups and
downs of business activity - business cycles - and the ups and downs of
home construction. Home construction more often than not drops some
months before the general decline of business activity. On the other
hand, it generally follows, rather than precedes, general business
recovery.

3. Housing Inventory

Data from the 1960 census show that the total number of dwelling
units in the United States in that year was more than 58,000,000, Most
of this inventory is urban housing, reflecting the sharply increasing
urbanization of the United States and the decreasing numbers, relatively
and absolutely, of the farm population. Of the total population of
180,004,000 in 1960, only about 15,600,000 lived on farms. &/

L. The Nature of the Housing Industry

Homes built in the United States are built by one of three classes

of builders: owner-builders, operative-builders, or general contractors.

5/ Housing Almanac, 1957, National Association of Home Builders.

6/ Farm Population, Series Census-AMS (p.27) No. 29, April 18, 1961,
Bureau of Census, U. S, Department of Commerce,
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The owner-builder, who is also called "amateur" builder, is an
individual who constructs one house only for the use of his own family
or relatives. Construction may be through his efforts only (perhaps aided
by relatives) or may be partially his effort with the remainder being done
by sub-contractors. In the years immediately following World War II,
there were large numbers of such amateur builders. During these years,
amateur builders far outnumbered the professional (or "commercial®)
builders, i.e., operative builders and general contractors. Z/ Since
virtually all amateur builders constructed only one house, in terms of
total homes built the professional builders were much the most important
factor. In recent years, professional builders (especially operative
builders) have grown even more important as the owner-builder has declined
in numbers and importance. In 1955 and 1956 about only one-sixth of home
construction was attributable to owner-builders. E/

The operative builder has come to dominate residential construc-
tion. Two-thirds of private, single-family, non-farm houses built in
1955 and 1956 were built by operative builders. The operative builder
(also called merchant-builder or speculative builder) is one who builds
housing on his own land, to his own specifications, for unidentified
future buyers or renters. Often he builds sample houses from which buyers

may make a choice prior to construction of their own houses.

I/ Structure of the Residential Building Industry in 1949, U. S. Department
of Labor, November 195l

§/ "Builders of New One-Family Houses." Construction Review, U. S,
Departments of Labor and Commerce, August-September, 1950
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The third category of builder is the general contractor. This
builder (frequently called custom-builder) builds housing to order, on
someone else's land and to another's specifications. In 1955 and 1956
about one-sixth of single-family, non-farm homes were built by general
contractors. In terms of numbers, however, there are approximately as
many general contractors as operative-builders. (It should be noted that
general contractors frequently engage in non-residential construction --
building stores, gasoline stations, warehouses, etc. -- whereas this is
seldom true for operative builders.)

Generally speaking, the operative builder is a larger scale
operator than the general contractor. As in most American industries, a
small number of large and medium-size firms (operative builders and
general contractors) provided the bulk of commercial production. In 1949,
the larger firms, accounting for only four percent of all professional
builders, produced 55 percent of the output.

B. Structure of U, S. System of Property Rights

1. Home Ownership Dominant

The most significant fact about housing finance in the United
States is that about 62 percent of non-farm dwellings are owned by the
occupant. In farm areas an even higher percentage are owner-occupied.

2. B3 in Pro

The ownership of homes is protected in many respects by the
Constitution of the United States. See, for instance, the Fourth, Fifth
and Fourteenth Amendments. It is also protected by the common law that
this country inherited from England and by the continental law as used
in Louisiana. State constitutions and laws give further protection to

private ownership of residential property.
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Ownership of the residential structure usually carries with it
ownership of the underlying land. In Baltimore, Maryland, however, dwellings
had traditionally been built on leased land., This practice is declining in
Baltimore but occasionally appears elsewhere,

The ownership of homes is ordinarily in the form of a "fee simple"
type deed. This form of ownership carries full rights of use, sale and
inheritance, limited only by laws for general welfare and protection of
the coommunity. These include zoning laws and laws permitting foreclosure
and sale for non-payment of taxes.

3. Conveyances of Property Rights in Residences

Owners of homes have almost complete freedom in the transfer of
their ownership. Sales may be made freely to new buyers by the transfer
of deed with full warranty of all rights of ownership. The so-called
"warranty" deed carries with it a "fee simple" title and requires the
seller to defend the new buyer from all claims against the title. It is
customary for such transfer to be made a matter of public record in the
various county offices (counties are minor civil divisions of State
- governments). The Federal Government has no responsibility in the
matter.

Leases represent permission for a non-owner to obtain possession
and use of a residence for an indefinite or a stipulated period. It is
usually required by practice or State law that leases for one or more
years be put in writing. Leases for shorter periods are often made
orally. It is not uncommon to make a public record of a residential

lease,
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Owners of residences may borrow money by pledging their property,
either in the form of a mortgage or in the form of a so-called deed of trust.
Mortgages either convey the real estate with the right of defeasance
(recovery of title) after the debt has been paid off or the real estate is
pledged for the debt, with the pledge being cancelled after the repayment of
the debt. In the case of the deed of trust, the title is transferred to
trustees who hold the title until evidence of final payment of debt is given.
It is customary in all Jjurisdictions to make a public record of mortgages
and deeds of trust,

In some States the installment sales contract is also used. This,
in form, represents a contract to sell with transfer of title to purchaser
to be executed only after a stipulated number of payments. In some juris-
dictions the installment sales contract has been viewed as in the nature of
a mortgage; it must be recorded and is treated by the courts much like a
mortgage.

In most jurisdictions mechanics liens take precedence over other
forms of indebtedness, except taxes, to the extent the value of the prop-
erty is enhanced by the work involved. A mechanics lien is a charge or
claim upon real property for the satisfaction of a debt incurred as a
result of labcr or material supplied, e.g., carpentry or plumbing work,

If the owner fails to pay for these services, the workman may invoke the

mechanics lien, the method provided by law whereby he may secure payment.
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There are many variations in the types of conveyances and also in
the manner of recording titles. The simplified Torrens system 2/£as not become
general practice in the United States. In the United States, in the absence
of such a system, a buyer must either take his chances that the abstract of
title gives clear evidence that he is obtaining undisputed ownership, or he
must have the records searched for title defects. He may, in addition,
obtain title insurance from a fiduciary institution engaged in this business.
Title insurance, procurable through payment of a fee, requires that the
insuring company indemnify the buyer should significant defects to the title
develop or appear.

L. Regulation of Residential Property

States and their civil divisions including cities regulate the
construction and operation of residential property in many ways. The
exercise of the right of eminent domain and of the police power permits the
protection of the public interest. One of the most significant powers is
the right of eminent domain whereby with adequate compensation private
property may be taken for public uses. Zoning regulations represent an
application of police power to provide for orderly and logical land uses.
Building codes establish standards of structural soundness, safety, and
provide for adequate sanitary facilities. Housing ordinances seek to

enforce healthful uses of structures and prevent overcrowding.

9/ This is the system which originated in Australia whereby a public

record is made once and for all through the courts concerning the
valid ownership of property; all prior claims are forever stopped.
Future transfers then take place by a simple recording. It is not
necessary to provide a complete chain of title at the time of each
subsequent transfer.
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Foreclosure laws represent current legislative modifications of
the older common law procedures. Such laws permit lenders to take title
to property which has been pledged for the payment of a debt. State laws
vary widely in the cost and time required to effect foreclosure. DMost
States have laws for eviction of defaulting mortgagors, some only after
three months to a year, following foreclosure of their mortgaged property.
Provisions exist also for eviction of tenants for non-payment of rent.

Many States enforce labor standards in the building industry and
in the operation of rental property. Laws regulate wages, hours, use of
child labor, etec. With respect to construction for the account of the
Federal Government, pertinent laws regulate wages, hours, etc. and com-
monly require the payment of "prevailing" wages in the community. This
applies, too, to rental housing projects financed with mortgages insured
by the Federal Housing Administration and to low-rent public housing built
by local authorities with the aid of Federal contributions.

Owners of real property are usually subject to property taxes
which may be levied by States, counties, or cities. In addition to
general property taxes, there may be special taxes or assessments which
are levied for improvements or services that benefit particular proper-
ties. Property taxes are the principal source of reveme for local
governments. The Federal Government does not levy property taxes.

C. Structure of the Financial System

An understanding of real estate finance can be more readily
gained if one understands the operation of financial institutions

generally. A brief sketch of the overall financial system of the
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United States follows. The relationship of the Federal housing agencies
to this picture is considered as a later topic.

i. The Corporation

The Corporation is the dominant means for the mobilization and
control of capital employed in American industry, commerce and finance.
Its prominent role as a legal and economic institution is because the
corporation permits individuals to associate themselves through an autono-
mous legal entity while retaining limited liability themselves. The commer-
cial banks, the savings and loan associations, and almost all other types of
institutions or enterprises which will be mentioned as we proceed are almost
always incorporated enterprises - corporations. Ownership of shares in many
corporations is distributed widely. Housewives in families of limited means
are a numerous group of small investors.

2. Commercial Banks

The commercial banking system of the United States creates the
means for payment and provides for clearance in settling transactions and
debts. It also mobilizes and lends financial resources. The system
creates the means of payment by making loans to borrowers. Proceeds of
loans are credited to checking accounts. The purchase of evidences of in-
debtedness of govermments, particularly of the Federal Government, similarly
creates additional deposit accounts. Commercial banks are organized within
and identified with given localities. In relation to the banking system
generally, individual banks are comparatively small. There are, however,

a few large branch banking systems, particularly in the Far West. Banks

may be incorporated under Federal law as well as under laws of each of
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the fifty States. Although no individual bank can extend a new loan for
more than its current excess reserves, the banking system as a whole can
lend several times its reserves - mathematically, the highest multiple
is the reciprocal of the required reserve ratio. EQ/

3. Federal Reserve System

The United States does not have a single central bank but rather
a system of central banks known as the Federal Reserve System, with 12
Federal Reserve Banks located in various regions in the country. It is
the responsibility of these banks to maintain an adequate supply of re-
serves, so that commercial banks may meet the needs of business, industry
and agriculture. As a result, the Federal Reserve Banks are occasionally
referred to as "bankers' banks." In cooperation with the Treasury, the
Federal Reserve Board, the governing body of the Federal Reserve System,
establishes the over-all policies for banks, seeks also to stabilize the
money market as a whole, and, in keeping with the Employment Act of 195,
undertakes to utilize monetary controls in such a way as to maintain a
high degree of activity in the economy.

i, Savings Institutions

The thirft institutions of the United States are numerous.
Individual savings flow through various financial institutions into the
final investment market. Commercial banks commonly have savings depart-
ments. Mutual savings banks play a very important role in the Northeast
United States. Life insurance companies mobilize tremendous amounts of

regular savings. Trust companies and the rapid development of retirement

lg/ For description of this process, see Chapter VI of The Federal
Reserve System, Its Purposes and Functions, Washington, D. C., 1939.
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and welfare funds are other channels for the flow of savings. Of particu-
lar importance to the housing business are the savings and loan associa-
tions numbering in 1961 about 6300. These are quite generally though not
always organized as mutual institutions owned by savers and borrowers.

5. Money Market

The money market of the United States represents the total inter-
relationship between the flow of savings and investments. Used here in
its broadest sense, the term money market denotes all of the available
facilities for borrowing and lending funds. Through the various stock
exchanges, bond houses, brokerage offices, and investment banking institu-
tions, ownership in (stocks) and debts of American industry (bonds) and
evidences of indebtedness of all forms of government (bonds, notes, etc.)
are freely traded in the money market. The rate structure in this market
is closely knitted so that any imbalance between the net rates on long,
intermediate, or short term paper tends to be quickly eradicated in the
trading process. The United States is one of the best equipped nations
in the world to mobilize capital quickly and economically for the conduct
of any enterprise, including construction of housing. The fact that the
United States has produced well over a million houses per year for the
past several years, with moderate rates of interest, usually between
i and 7 percent, is ample evidence of the effectiveness of the financial
system. The great current demand for capital and a moderately tight
credit policy to avoid inflation, have caused mortgage rates to hover at

higher levels than prevailed previously for many years.
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D. Hbusing;Finance

Credit is employed in four phases of the housing business:
(1) for assembly and preparation of land on which housing is to be built;
(2) for construction of the buildings; (3) for purchase of dwellings;
and (i) for modernization and repair of structures. There are some varia-
tions in financial arrangements depending on whether the housing is for
owner occupancy or for rent.

1. Financing Land Development

Prior to the 1930's the most common method of developing land for
housing was to subdivide vacant lands and sell the resulting lots. The
subdivider was in fact only a retail land merchant. Sometimes he arranged
for and carried out the installation of roads and utilities, usually
assisted by municipal special assessment financing or outright gifts from
the municipality. Generally, however, the subdivider did nothing more than
survey the land and place lot 2nd street markers. Subdividing was thus
separate from building and its methods more often than not proved a deterrent
to the development of attractive neighborhoads,

Today subdividing methods are quite different. li/ Subdividing is
ordinarily profitable now only when associated with building operations.
Land is purchased very often by the operative builder who will improve and
subdivide the property and build housing thereon. On other occasions, an
independent developer will clear and survey the land and sell lots whole~
sale to builders. The municiprality plays a much smaller role than formerly

in assisting the land developer. The following selected quotations from

11/ Some development and sale of lots to individual buyers still persists,
notably in Florida.
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the Mortgage Banker of October 1956 provide some insight into the problems
and procedures of financing land development: '"One of the major problems
facing builders, both large and small operators, is the decreasing supply
of well-located land for housing develovments and the increasing cost of
both the land and its improvement. In seeking financial help for these
operations, the builders have turned (frequently) to the mortgage banker,
either to obtain direct loans from him or to secure his help through
financial sources available to the mortgage banker."

"Other sources for loans for land improvements have been title
companies, private investment companies or groups of individuals, material
suppliers and a few insurance companies ... Loans from these outlets ...
have been for as much as 50 percent of the land value. Some of the deals
by these sources have been on the basis of participating in the profits
of the builder, The land was provided and the improvements were installed,
then the builder gave up !:0 percent or 50 percent of the nrofit from the
sale of houses. This is more of a partrership in a building operation than
actually loaning money for land cost or land improvement."

In the financing of land development, the financing organizations,
whether insurance company, commercial bank, savings and loan association
or mortgage banker, are placing greater emphasis on land planning and
archi tectural restrictions. Land planning is becoming generally accepted
as a basic factor in determining the neighborhood which will result and
therefore an important consideration in the ultimate soundness of the
investment.

Recently Federally chartered savings and loan associntions have

been authcrized to utilize a small portion of loanable funds to finance
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land development in connection with housing projects of private operative
builders. Also, several corporations have been organized to obtain capital
by public sale of shares, the proceeds of which would be used for land
development.

2. Financing Construction

Construction loans are commonly made to builders who either are
in the general contracting business or are operative builders or both.

These loans or advances provide working capital for the builder and as a
rule are secured by mortgages on the property. Savings and loan associa-
tions, savings banks, insurance companies, mortgage lending companies, and
commercial banks are common sources of construction loans. Such loans may
be made on an unsecured basis, or may be secured by chattel mortgages on
tangible assets, such as building machinery, mortgages on land, pledges of
securities, etc. Construction loans are almost invariably short term loans,
generally for periods of three to twelve months., In the case of large scale
multi-family dwellings for rent, a sponsoring corporation often takes the
financial responsibility and hires the contractor. Some individuals take
the financial responsibility for building their own houses, hiring a
contractor to do the work; others do the work themselves. Lenders will
usually advance funds if they are applied to construction work by persons
with a good credit rating and experience in building.

Contractors ordinarily will be required to put up a completion
bond obtainable through a surety company. Usually there will be a "hola
back" so that the builder obtains the full cost of construction only after
the job is finished and accepted. Interest rates on loans to builders

vary widely, depending on local conditions and the credit of the builder,
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but frequently are from 5 to T percent, or sometimes higher for loans
that are repaid upon completion and sale of the structures. A
builder's investment in a house is commonly liquidated by a subsequent
mortgage loan obtained by a purchaser. An advance commitment by the
Federal Housing Administration to insure the final mortgage improves
a builder's prospect for obtaining construction funds from bankers on
advantageous terms. A further source of credit to buiflders, dbut
generally not a major source, are materials suppliers and subcontrac-
tors. Manufacturers of prefabricated houses and their subsidiary
acceptance corporations are sometimes a source of interim credit for
prefabricated structures.

3. Financing Purchase of Homes

Long-term loans to buyers of homes to finance purchases
are secured by mortgages on the properties. Debt sérvice, taxes,
and insurance are paid monthly to an institutional lender. Small
down-payments and long-term amortization of loans offer a house-
holder a free choice whether to buy or rent a house. Buyers of
homes, whether the houses are new or existing structures, have a
wide variety of institutions from which they may borrow. As of
September 1961, the estimated mortgage debt ouplstanding on 1 to

h-family structures by type of holder was:
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Institutions Billions of Dollars 12/
Total = « : o 3 147.1
Savings and loan asaociationa . EE o e 59.5

Life Insurance companies . . . . . . . .
Commercial banks i W L o W
Mutual savings banks . . 3 ‘
Federal National Mortgage Aasocia*ion* 5
Other Federal agenciles . . . . . - o .+ .
Individuals and all others . . . « o« o .

= W
-3 l-*\n\’-(;\o\n
G W = N

=

* Not a primary lender but s secondary holder of mortgages
originated by others.

4. Financing Modernization and Repair

Loans for the modernization and repair of dwellings are
usually obtained on an unsecured basis although new legislation in
1961 may change this pattern. Banks are probably the most important
source of such loans. They frequently use a Federal Government
insurance arrangement which will be described later. Savings and
loan associations and gpecialized finance companies are also
important sources of loans for this purpose. The rates of interest
for modernization and repair loans are ccommonly much higher than in
the case of mortgage loans. Net cost to the borrower in connection
with such unsecured loans that are insured is generally more than
9 percent annually. The new insured loan for modernization bears only
6 percent but it probably will be better secured. The duration of the
unsecured loans 1s typically abcocut 3 to 5 yeers while the new modern-
ization loan is of longer duration up to 20 years or three-quarters of

the economic life of the structure, whichever is less.

12/ Preliminary data. The sum of the items exceeds the reported total
because of rounding.
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In 1960 about 4.7 billion dollars were estimated to have been
expended on alterations and additions ("property improvement").
Much of this was paid for by borrowed funds. An additiomal 7 to 7.5
billion dollars were spent on maintenafice and repair, most of which
ceme out of income or savings. In some yearg this figure apparently
may be as large as expenditures for new construction. }i/

E. Relationship of the Federal Government to Housing

It is impossible to list all the various points of contact of
the Federal Govermment with the housing business. This paper treats
only of the organization and effect of the principal Government
agencles that deal directly with housing finance. These agencies are
the Housing and Home Finance Agency together with its five constitu-
ents, the Federal Home Loan Bank Board and its components, the
Veterans Administration, the Department of Agriculture, and the Farm
Credit Administration. The peripheral and indirect influences of the
Federal Government, as the research and statistical services of the
Bureau of Standards and Bureau of the Census of the Department of
Commerce, the Bureau of Labor Statistics of the Department of Labor,
or the taxation and credit effects of other Federal Agencies will
not be covered herein. Basically, the Federal budget in its
influence on general economic activity is more important than any
other aspect.

Despite these numerous points at which the Federal

Government affects or influences the production of houses, neither

13/ Fourteenth Annual Report for 1960, HHFA, p. 1.
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the Federal Government nor any State or local governments build or
contract for the building of a significant share of new houses.
Privately financed, private bullders are the norm.

The official housing goals of the United States are
expressed in the Housing Act of 1949. This goal is "...the realiza-
tion as soon as feasible of the goal of a decent home and suitable
living environment for every American family..." The act states
also that in the attainment of that goal "...private enterprise

shall be encouraged to serve as large a part of the total need as it

can..." The principal role of govermment is to use its resources in
such a manner as "...to enable private enterprise to serve more of
the total need..." Private enterprise is thus enabled to provide

the means for improvement of housing. Govermment provides favorable
conditions to make this possible. The success of this policy is
evident throughout the land, for all but a very small amount of
housing built is constructed by private enterprise. This does not
mean that Federal, State, and local governments do not have a large
role to play or that everything is being done that can be done.

1. Housing and Home Finance Agency (HHFA)

The major housing responsibilities of the Federal
Government center in the HHFA, the supervisory and coordinating
agency for five other housing agencies which are subordinate to it.

The Housing and Home Fipance Agency was established on

July 27, 1947. The Administrator reports direct to the President.
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The HHFA succeeded the National Housing Agency which had been created
shortly after the outbreak of World Wer II. HHFA when organized in-
cluded as constituents, the Federal Housing Administration (established
1934 ), the Public Housing Administration (established 1937) and the
Federal Home Loan Bank Board (established 1932). 1In 1950, the
Federal National Mortgage Association (FNMA) was transferred to HHFA.
The Urban Renewal Administration (URA) and the Commmity Facilities
Administration (CFA) were establighed in December 1954 ags additional
constituents of HHFA. In 1955, the U.S. Congress took the Federal
Home Loan Bank Board from under HHFA and made it,as it had been
earlier, an independent agency. HHFA now has five constituents:

FHA, PHA, FNMA, URA, AND CFA. Pending legislation and an executive
order would convert this agency into the Department of Urban Affairs
and Housing% The Administrator would then become a "Secretary"

which is equivalent to a minister in most governments and he would

be a member of the Presideat’s cabinet.

The chief functions of the constituent agencies of HHFA are
outlined below:

{1} The Federal Housing Administration insures private
institutional lenders against loss on approved residential mortgages
and loans for repairs, etc., creating conditions thereby which make
it easier for families to buy and to maintain their own homes and
assuring & stable, active national market for residential mortgages.

(2) The Public Housing Administration makes loans and annusl

contributions to local public housing authorities to assist im the
construction and operation of low-rent housing for low income families.

* The proposed change in status for the Agency was rejected by the
present Congress but remains an objective of the President.
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(3) The Urban Renewal Administration provides loans and
grants to local public agencies for slum clearance, redevelopment and
rehabilitation -- "to rebuild decaying cities.” Such funds are for
initial planning, for acquisition and clearance of slum areas, and for
preparation for redevelopment, largely by private agencies, for the
prevention and elimination of slums and blight. This Administration
also makes grants under some circumstances for urban planning.

(4) The Commmity Facilities Administration makes loans,
if comparable credit is not otherwise available, to localities where
there is a shortage of water and sewage systems, and other public
facilities. In addition to such loans for actual construction, funds
are made available for the plamning of future public works upon the
agreement of the applicant to repay such funds when it starts the
construction of the public work planned therewith. This Administra-
tion makes loans to colleges to enable them to comstruct housing for
students and faculty. It alsc provides loans for housing for the
elderly.

(5) The Federal National Mortgage Association assists in
the maintenance of a secondary market for mortgage loans by purchas-
ing FHA-insured and VA-guaranteed mortgages, improving thereby the
liquidity of mortgage investments and asgsisting in the better dis-
tribution of investment capital available for residential mortgage
financing. FNMA also has other mortgage purchase responsibilities
called Special Assistance Functions which assist the social housing
objectives of the Federal Government.

2. Office of the Administrator

The Office of the Administrator (OA) of the HHFA performs
various staff functions, (legal, planning, programming, public
information, etc.) which assist the Administrator in his supervisory
and coordinating responsibilities. Of especial interest to foreign
visitﬁra is the Office of International Housing (OIH) headed by an
Assistant Administrator. It assists the Department of State on
international problems which concern housing, community facilities,
planning, building materials and related matters. In the course of

carrying out this responsibility, members of OIH frequently attend
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international meetings as members of the U.S. delegation. OIH also
consults with foreign missions and visitors, exchanging information,
apsisting, etec. It provides technical support, training support and
related assistance to the U.S. Agency for International Development
which maintains housing advisers abroad and aids less industrialized
countries in their housing problems. Informal but close contacts are
maintained with housing specialists in several internmational organiza-
tions. Still another function is the examination of documents
concerning the technology, practices, laws, organizations and accom-
plishments in housing of foreign nations for the use of U.S.
officials and industry.

Three new important action programs were assigned the
Administrator by the Housing Act of 1961: (1) grants, loans, and
technical assistance for comprehensive planning, acquisition, con-

struction, and improvement of mass transportation facilities,

(2) grants to permit local public bodies to acquire land to be used

as permanent open space, and (3) grants to public or private bodies

for the purpose of developing and demonstrating new or improved means

of providing housing for persons and families of low income. At

present these are being handled within the Office of the Administrator
rather then by the operating constituent units or agencies. These

three new programs are presently in the exploratory stage.
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Comprehensive planning for mass transportation is now
eligible under the previously authorized Planning Assistance Grants
to local public bodies. Technical assistance in this field may also
be provided by the Administrator of HHFA.

The grants are authorized to public agencies for demonstra-
tion projects designed to contribute to the improvement of mass
transportation or the reduction of mass transportation needs. Loans
to public bodies are to provide for financing of the acquisition,
construction and improvement of transportation facilities and equip-
ment. No loan can be made unless (1) there is being developed for
the urban or metropolitan area a program for the development of a
comprehensive mass transportation system, and (2) the proposed
facilities can reasonably be expected to be required for such a
system.

The grants to local public bodies to acquire land to be
used as permanent open a}_:da.ce'/]:;?a:I;'m:alg;:y exceed 20 percent of the total
cost. The grant may be as high as 30 percent if the public body
exercises responsibilities relating to open land for an urban area
as & whole or which participates in the exercise of such responsi-
bilities for all or a substantial part of an urban area pursuant to
an interstate or other inter-governmental compact or agreement.
Proceeds of the grant may not be used to defray development costs
or ordinary governmental expenses. The open space land to be
acquired must be important to the execution of a comprehensive plan
for the urban area and where a program of comprehensive planning

is being actively carried on for such an area.
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In cases where grants have been made to acquire open space
land but later the conversion of such land to other uses is found
essential for orderly development of an urban area, other open space
land of equivalent value can be provided as a substitute.

Policies and actions in comnection with this program must
be in consultation with the Secretary of the Interior. In turn the
Secretary of the Interior must inform the Administrator of recrea-
tional planning for the areas to be served by grants.

The demonstration grant program is intended to encourage
experimentation with new means for providing families of low income
with suitable housing. At this time the local public housing
authorities have not been given administrative approval for partici-
pating in the program. This should encourage private, non-profit,
cooperative, and other groups to undertake to become eligible for
grants to perform this new experimental function. At this writing
the undertaking is toc new and untried to enticipate the course it
will take. This program was authorized by Section 207 of the Housing
Act of 1961. It should not be confused with a new program for
mortgage insurance for experimental housing provided for the
Feferal Housing Administration. The latter is to encourage untried,
new materials, design, and construction methods. It is applicable
to Section 203 (home loan program) end ancther Section 207,

of the National Housing Act, pertaining to insurance for rental

housing. The demonstration grant program of the Office of the
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Administrator may involve some of the same experimental uses of

materials or design but it probably will emphasize meaningful new

ways of utilizing public subsidies to assist families of low

income.

3. Federal Housing Administration

The Federal Housing Administration is headed by a
Commissioner who is subject to the general policy and supervision of
the Administrator of HHFA. The FHA conducts a mortgage insurance
business. It has no money to lend. Its sole business is to insure
lending institutions against loss of principal from default of loans
made for the construction 1_‘*[ or purchase of homes or rental proper-
ties, or modernization and repair of houses. Preliminary data
indicate that since FHA began operations in 1935 through 1961 a total
of 73.923 billion dollars of insurance has been written. Insurance
on mortgages for individual homes totaled 50.796 billion dollars, on
rental projects of multi-family type, 8.919 billion dollars; and on
property improvement loans, 14.208 billion dollars. Through 1960
FHA home mortgage insurance had helped over 5% million families to
own homes and had helped to provide housing for nearly 900,000
families in multi-family projects. As of June 1961, FHA-insured home
loans constituted about 19 percent of the total outstanding debt on

non-farm 1 to 4-family houses.

14/ FHA insures advances for multi-family construction but not for
single family housing or projects.
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The FHA is self-supporting by virtue of insurance charges
levied on lending institutions. In most of the home mortgage pro-
grams this is one-half percent annually on the declining loan balance.
This premium is paid by the borrower to the lender who in turn pays
FHA. As of December 31, 1960 the FHA had insurance reserves of
922 million dollars which had been built up from premiums and were
available for contingent losses.

Data on the characteristics of typical FHA insured mortgeges
are of interest. In 1960, the typical 15/ nev home transaction
involved a mortgage of $13,569, the dwelling and land was valued at
$14,607. The house was a 1-family structure containing 1,091 square
feet (exclusive of space in basement, attic or garage). providing an average
of 5.5 rooms of which 3 were bedrooms. In about Th percent of the
homes, garage or carport facilities were included. The average
term of repayment of the mortgage was approximately 29.2 years at a
monthly rate of $103.81, including payments for principal, interest,
FHA insurance, property taxes and hazard insurance. This monthly
payment together with the cost of utilities, maintenance, expenses,
etc. totaled a monthly housing expense estimate of $128.98. The
monthly housing expense, in turn, represented about one-fifth of
the typical mortgagor's monthly income which approximated $597.

Under the principal FHA program of the present law, loans
that are secured by insured first mortgages on proposed construction

of a one-family dwelling occupied by owners may not, under the

géf'Beferencea to the typical case are to median values of the
statistical distribution.
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statute, exceed 97 percent of amounts up to $15,000 of appraised
value; 90 percent of the amount from $15,000 to $20,000 of appraised
value; and 75 percent of such value in excess of $20,000. &é/

The top limit for any one mortgage on a one-family structure is
$25,000. For existing properties the duration of mortgages may not
exceed 30 years or three-quarters of the FHA's estimate of the
remaining economic life of dwelling, whichever is the lesser. For
nev construction the term may be 35 years. As of February 1962

the permissible interest rate is 5.25 percent. The mortgage
insurance premium and service charges on initiating the loan, if
any, are additional. Somewhat different terms apply to other pro-
grams such as those for "disaster housing,”" housing in "outlying
areas" or on farms, housing for families displaced by slum
clearance, housing for servicemen, housing for families of moderate
income, housing for elderly persons, etc.

Under the existing law, loans on multi-family projects for
rent which are insured by FHA may not exceed 90 percent of value.
There are also limitations on the amount of loan by room and by
dwelling unit. The maximum interest rate for the "regular" rental
program (Sec. 207) is 5.25 percent to which is added the one-half
percent mortgage insurance premium. Maturities are at the option
of the FHA. Loans to cooperatives may be somewhat more liberal

than those to investor corporations. Mortgage loans to finance

16/ These are the minimum terms of the legislation. They are per-
missive and not mandatory. Actual effective terms, except for those
set out in the statutes, are left to the FHA Commissioner's
discretion.
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nursing homes also may be insured if properly regulated and if
local authorities certify the need. Also favorable provision is
made for rental housing for the elderly. Mortgage amounts for
insured loans to finance trailer courts or parks may be based only
on the land and utilities, not on the mobile homes. In 1961
special impetus was given to provision of rental housing for
families of "moderate income." (Sec. 221.) Interest rates are
below the market rate, non-profit types of sponeors are required
and financing is assured through the Special Assistance Facilities
of the Federal National Mortgage Association. Also new is pro-
vision for insurance of mortgages on separate apartments in a
multi-apartment building rather than on the entire structure.

This is termed "condominium."

The traditional FHA insurance program for loans for the
modernization and repair of homes provides that unsecured loans
made by approved lending institutions are automatically insured
without special examination. FHA has, consequently, less control
of the quality of insured loans made for modernization and repair
than on other insured loans, each case of which is examined by FHA.

Unsecured loans for modernization and repair of houses
vary in maturity, depending on purpose or amount, from a minimum
of 5 years and 32 days up to a maximum of 7 years and 32 days

including renewal of original note. Discounts }Z/ instead of

517 A discount, as here used, is a loan wherein the interest charge
is deducted in advance, e.g.: A loan of $100 for one year at a
discount of 5 percent yields the borrower $95 with the obligation
to repay $100.
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interest charges are used. The maximum discount is $5 a year per
$100 of loan for the first $2,500 and $4 a year on all over $2,500.
In the case of single family houses, the amount of the loan may be
as much as $3,500; for a multi-family structure as much as $15,000.
The 5 percent discount is equivalent to approximately 9.3 percent
interest per annum on declining balances on a 3-year note. The
lender is insured up to 90 percent of loss on any single loan.
Total insurance coverage is limited to an amount equivalent to 10
percent of such loans made by the lending institutions. 18/ The
premium (currently .50 of 1 percent) is paid by the lender and may
not be passed on to the borrower (having already been allowed for
in the discount charge).

A new home improvement program was introduced by the
Housing Act of 1961 which added to the National Housing Act new
insuring authority for the Federal Housing Administration (Sec.220(h)).
Costs of improvement not to exceed $10,000 may be financed at 6 per-
cent interest. Maturity may be as long as twenty years but not more
than three-fourths of the remaining economic life of the structure.
The nature of the required security is left to the Commissioner of
FHA. This program is an important element in the vast effort being

made to revitalize our communities.

18/ An insurance reserve is kept for each lending institution. New
credits of 10 percent of net proceeds of loan are made for each new
loan. Debits are made for claims paid. Reserves are also adjusted
by regulations, reducing reserves since otherwise such reserves
could grow to more than 100 percent of the outstanding portfolio of
such loans.
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The premium income and fees collected by the FHA under its
different programs have not only permitted it to pay its operating
expanse and pay off claims but also, as previously mentioned, to
accumulate substantial insurance reserves. Initial operating funds
advanced by the U.S. Treasury have been repaid with interest. Mort-
gage termination because of foreclosure has consistently remained
very low. Losses thereby in relation to income from premiums and
fees have alsc been low. Losses on the total amount of mortgage
insurance written on homes and apartments, including higher risk
undertakings of wartime, have been fifteen one-hundredths percent of
the dollar amount. Losses on the lower-risk home program have been
only two one-hundredths percent. 19/

The FHA meets its insurance obligation on defaulted
mortgage loans, when 1t receives the property, by payment to the
lender in the form of 20-year Treasury guaranteed flebentures bearing
interest equivalent to long-term U.S. bonds. Before maturity of
debentures, recoveries can be made by FHA, the amount of which depends
on the money received from the sale of the real estate. In the case
of mortgages on individual homes, FHA recoveries in excess of FHA
investment are distributed: first, to the mortgagee to the extent
necessary to cover hisg foreclosure expenses, and secondly, the
regidual to the mortgagor who lost his property by foreclosure. For
rental projects, any residual after payment of expenses of the

mortgagee is retained by FHA.

19y Annual Report 196C, HHFA, p. 59.
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In the case of property improvement loans, the claims paid
as a percent of the aggregate were 1.79 through December 31, 1960. @/
The claims paid have varied from a high of slightly over 4 percent
in 1938 to less than 1 percent during the past four years. Claims
arising from defaulted modernization and repair loans are payable
in cash rather than in debentures. All claims and operating expenses
under the property improvement program have been paid out of income.

The use of FHA mortgage insurance in connection with the
urban renewal program is discussed in a later section of this paper.

The very important part played by FHA in the mortgage
lending field overshadows other significant contributione which need
to be mentioned. FHA has contributed materially to improvement in
housing standards through the establishment of minimum property
requirements, careful architectural analysis, construction inspec-
tions, and the establishment of methods of locating, planning and
establishing subdivisions. Moreover, FHA analysis of local housing
markets has helped to avert overbuilding in specific areas and
price ranges.

L. Public Housing Administration (PHA)

Like the FHA, the Public Housing Administration is headed
by a Commissioner who is subject to the general supervision of the
Administrator of HHFA. The PHA makes loans and annual contributions

to about 1,100 local housing authorities scattered across the

20/ Annual Report 1960, HHFA, p. 105.
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United States. These loans and contributions provide the means
whereby the local (and independent) authorities build housing for
families of low income. The Housing Act of 1959 stipulates that
"it shall be the policy of the United States to make adequate
provision for larger families and for families consisting of
elderly persons." (U.S. Housing Act as amended, Sec. 1.) The
responsibility of local housing authorities usually covers a
municipality or county. Utilizing the funds received from PHA,
these authorities construct housing for families of low income.

The localities in which public housing is built must
assure (1) tax exemption, which is partially offset by payments
in lieu of taxes, not in excess of 10 percent of shelter rent, and
(2) demolition of unfit dwellings (or compulsory repair, etc.) in
a number equivalent to those newly constructed. The Public
Housing Administration contracts to pay the local authorities
annual amounts which permit them to cover the gap between economic
rent (the income necessary to operate and amortize housing projects)
and what the tenants can afford to pay. These payments constitute
& subsidy without which it would be impossible to build decent
living quarters for families of low income. In order to keep public
housing as an aid to families of low income, and to prevent it from
competing with privately built housing, there must remain a spread
of 20 percent '"between the upper rental limits for admission to the
new housing and the lowest rents at which private enterprise is

providing (through new construction and available existing structures)
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a substantial supply of decent, safe and sanitary housing." An
exception introduced by the Housing Act of 1959 reduced this spread
to 5 percent in the case of certain families of disabled or deceased
veterans and families displaced by publicly ordered demolition of
houses especially families of disabled or deceased veterans. The
Housing Act of 1961 eliminates this requirement gap with respect to
elderly families and displaced families.

The Housing Act of 1959 limited admission to public housing
projects to families with low income as fixed by the local public
housing agency and approved by PHA. If a family income rises above
certain levels, regulations provide that this family must leave the
public housing project since it is felt that the new income level
will enable the family to find housing it can afford in the private
market. The Housing Act of 1961 permits the tenants whose incomes
have risen above allowable limits to continue occupancy during the
period the local agency determines that the family is unable to
find decent private housing within its financial reach. However,
the family must pay a rental related to its income.

As a step in the process, PHA is authorized to make pre-
liminary loans to local housing authorities to plan low rent
housing projects. During construction, the PHA may advance initial
funds until the situation permits the local housing authority to
float short-term notes. When the interest costs in the private

money market are low, funds to finance construction are secured
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there by floating short-term notes. If rates were too high, funds
could be secured from PHA. When the construction is completed the
authority then replaces the short-term notes with long-term or
"permanent" financing.

Long-term financing may follow any one or a combination
of three methods:

1. "Local authorities may sell to private investors
serial bonds maturing over periods not in excess of 40O years.
Payment of interest and principal on these bonds is secured by a
pledge of the annual contributions to be paid by PHA..." "Their
security features are comparable to obligations directly guaranteed
by Federal Government."

2. "Local authorities can borrow capital funde from PHA
for periods up to 4O years at an annual cost equal to the cost of
long-term money to the Federal Government..." at the time a contract
for a project is approved.

3. Local authorities may sell to private investors short-
term notes, generally running from 6 months to 1 year. These
temporary notes are secured by a commitment of PHA to loan amounts
sufficient to cover principal and interest of the temporary notes at
their maturity. This arrangement may extend for some time into the
period after construction has been completed.

"All of the above obligations of local authorities, like
other obligations of State and local public bodies, are exempt from

8ll Federal income taxes. In addition, the obligations of local
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authorities are usually tax exempt in the authority's own State.” ﬂ/

By the close of 1960 about 478,153 dwelling umits in 2,670
low-rent local public housing projects were under active management.
Another 115,133 dwelling units either were under construction or in
the pre-construction stage. (Defense, emergency and similar World
War II period dwellings, most of which have been demolished, sold to
local authorities, or otherwise disposed of by the Federal
Government, once totaled nearly a million units.)

5. Urban Renewal Administration (URA)

The Urban Renewal Administration, like the FHA and PHA, is
8 component of the HHFA. The URA is headed by a commissioner who is
subject to the general direction of the Administrator of HHFA.

This Agency is responsible for the program of slum clearance and
urban renewal authorized in the Housing Act of 1949 under which
planning advances, loans, and grants are made to localities for
projects to clear and redevelop slums and to rehabilitate and
impreve blighted areas.

The URA makes matching grants for urban planning by regional
or metropolitan bodies or by State agencies performing planning work
for small communities. It also develops technical criteria related
to the Urban Renewal program so as to assist the Administrator in

exercise of certain of his nondelegable functions.

21/ HHFA Annual Report 1953.
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The Housing Act of 1949 and subsequent amendments author-
ized the HHFA Administrator to advance money to local public
agencies, some to be established by States on a State-wide basis,
(HA 1959) to enable them to make surveys and plans for the
acquisition of blighted, deteriorated or deteriorating areas; the
clearance, preparation, and sale or lease of such land (generally
for private redevelopment); and to prepare broad plans for carrying
out Urban Renewal in stages for a period ﬁot exceeding ten years.
This legislation provides also for Federal capital grants of not
more than two-thirds 22/ of the aggregate net project costs of
the projects in a community, i.e., deficits incurred in carrying
out local slum clearance and Urban Renewal projects. The balance
of the net project costs must be met by the locality, either in
cash or in the form of non-cash grants-in-aid, such as parks,
public facilities, etc., acceptable under the Act. The Housing
Act of 1957 introduced an alternative basis for calculating
Federal capital grants. A local public agency may elect either
the two-third grant formula or one in which it gets a so-called
three-fourths grant but wherein it must meet all expenses for
planning, surveys, legal services, and administrative costs.

The outcome is felt to be about the same in either case. All
advances and loans (but not the capital grants) are repayable

with interest at not less than the applicable going Federal rate.

22/Three-fourths for municipalities of 50,000 or less or for
economically distressed areas of 150,000 or less. [ﬁbusing Act of
1961, Sec. 301, (a) (2).7



- 37 -

To be eligible for these benefits, & locality must show
among other things that it has what is commonly called a "Workable
Program." A workable program must assure that the locality will
commit itself to the attaimment of the following essential
obJjectives:

"l. Adequate local codes and ordinances, effectively
enforced.

2. A comprehensive plan for development of the
community .

3. Analysis of blighted neighborhoods to determine
treatment needed.

k. Adequate administrative organization to carry
out urban renewal programs.

5. Ability to meet financial requirements.

6. Responsibility for rehousing adequately families
displaced by urban renewal and other governmental
activities.

7. Citizen participation.” 23/

The Housing Act of 1961 authorized the URA to make capital
grants of not to exceed 4 billion dollars. The URA also has authori-
zation to make loans and advances for which it may borrow from the
Treasury. As of September 1961, a total of 802 projects in 635
communities which would involve clearance of many thousands of slum
dwellings, had been approved for planning or execution. _2,_1_':/ URA has
been authorized to and operates a program of planning grants to urban

areas for land use surveys, renewal plans, economic studies or other

gE/'urban Renewal - What it is - HHFA, November 1957.
2h/ Housing Statistics, HHFA, November 1961, pp. 80-81.
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planning work. Grants may not exceed two-thirds or, in a few cases,
75 percent of the estimated cost of the planning. The intent is to
encourage comprehensive planning.

The mortgage insurance role of the Federal Housing Adminis-
tration has been amplified by the U.S. Congress to permit use of its
services in improving American cities. The Housing Act of 1954
authorized the Federal Housing Administration to insure mortgages by
private lenders for rehabilitation or new construction of homes in
"urban renewal areas.”" This is to permit necessary repeir of build-
ings that are worth retaining and to assist in financing the new
structures. FHA terms for mortgages under the Special Section 220
Urban Renewal housing program are more liberal in many respects
than under other regular FHA programs. As the many Urban Renewal
programs of American cities progress, this mortgage financing
program will increase in importance. The Housing Act of 1961
amended this feature of the National Housing Act, as previously
mentioned, by providing insurance of loans including advances
during construction for use in home improvement. The cost of im-
provement may not exceed $10,000 per family unit and the rate of
interest may not exceed 6 percent. Loans may ba for not more than
20 years or three-fourths of the remaining economic life of the
structure, whichever is the lesser period (220 (h)). Both one-
family and multifamily structures are eligible. The loan plus
outstanding debt related to the property cannot exceed limits

imposed on other mortgages insured under Section 220.
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Also, under Section 221, the FHA may insure mortgages
with maturities up to forty years for low-cost private housing
for rent and for sale to families displaced as a result of
governmental action in a community which has a workable program
for the elimination and prevention of slums and blight, or in
a community where there is being carried out a slum clearance and
urban redevelopment project under the original Title I of the
Housing Act of 1949. Eligible displaced families include those
who are required to move because of any govermmental action, such
as land acquisition by a public body, closing or vacating of
dwellings by public officials, or the eviction of families from
public housing because of high income. Under the Section 221
program mortgages may cover new or rehabilitated housing.

6. Community Facilities Administration (CFA)

The Community Facilities Administration, another con-
stituent of the HHFA, is headed by a Commissioner who is subject
to the general direction of the Administrator of HHFA. The
principal functions of CFA are:

(a) to carry out programs of financial assistance

to communities for (1) the planning, and

(2) construction of essential public facilities
and installations (water and sewer facilities,
roads, etc.)

(b) to carry out a program of loans to higher level

educational institutions for student and faculty
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housing, and to public or non-profit hospitals
for housing for nurses in training and interns.

(c) to provide loans to non-profit organizations for

building rental housing for the elderly of 62 or
more years of age who are in the "lower middle"
income bracket. Rent schedules must be approved
by the Commissioner.

In addition, it has certain management and liquidation
functions and provides certain staff support to other U.S.
agencies, particularly technical approval of educational buildings
financed with Federal assistance.

The college housing program authorized under Title IV of
the Housing Act of 1950 as amended provides loans to colleges and
universities for dormitories and family dwellings for students and
faculty. The program includes "other educational :ra.ciliti.ea" such as
dining halls, student unions, and buildings for student health
services. It also includes housing for student nurses and interns in
hospitals not operated for profit. The Administrator is authorized
to borrow from the Treasury to finance this program. Loans to
educational institutions may not exceed 50 years and are made at
low interest rates.

The CFA makes loans to States, municipalities and other
political subdivisions of States to finance the construction of all
types of public works from a revolving fund. Recipients pay interest
rates which are based on rates in the long-term money market. CFA

receives its funds from the U.S. Treasury.
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A related responsibility of CFA is to make advances to State
and local govermments for planning & reserve of public works. The
intent of Congress in granting this authority has been to maintain
at all times a current and adequate reserve of planned public works
which could be put under comstruction whenever the economic situation
makes such action desirable and to help attain meximum economy in
the planning and construction of public works. The planning advances
are made only if the municipality or local agency has adequate legal
authority to plan, finance, construct and operate the local public
works. A revolving fund has been authorized to finance these
advances. The advance of funds does not become due and repayable
until work contemplated in the plans is put under construction. The
Housing Act of 1961 authorizes CFA to provide technical services to
communities in budgeting, financing, planning, and constructing
community facilities.

T. Federal National Mortgage Association (FNMA)

The Federal National Moritgage Association, often referred to
as "Fannie May," was created as a corporate instrumentality of the
United States on February 10, 1938 pursuant to Title III of the
National Housing Act, as amended. Its initial objective was to
provide secondary market assistance by the purchase of home mortgages
insured by the Federal Housing Administration (FHA-insured mortgages).
Subsequently the Association's activities were expanded to include the
purchase of home mortgages guaranteed by the Veterans Administration

(VA-guaranteed mortgages).
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In 1950, the FNMA was transferred to the Housing and Home

Finance Agency (HHFA). Under the Housing Act of 1954, the associa-

tion was rechartered as a constituent of HHFA. The charter changes

were made with the express purpose of establishing in the Federal

Government a secondary market facility for home mortgages to be

financed with private capital to the maximum extent feasible.

FNMA is authorized accordingly to carry out the following

three major operations:

(1)

(2)

(3)

“"Secondary Market Operations,"” the objective of which
is to provide a degree of liquidity with respect to
such mortgeges and also to improve the distribution
of mortgage investment money;

"Special Assistance Functions," the objective of which
is to provide financial assistance, when and to the
extent the President of the United States or the
Congress ghall determine that such assigtance is in
the public interest (a) with respect to selected types
of FHA-insured and VA-guaranteed home mortgages, and
(b) with respect to home mortgages generally to retard
a decline in home building activities materially
affecting the stability of the national economy;
"Management and Liquidating Functions,"” the objective
of which is to manage and liquidate in an orderly
manner the mortgage portfolio purchased, or to be
acquired by the Association under contracts entered

into, prior to November 1, 195k.
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The FNMA is run by a Board of Directors. The Housing and
Home Finance Administrator is Chairman of the Board and appoints
the other four members. The HHFA Administrator also appoints the
pregident and vice-president of FNMA, the principal executive
officers. FNMA is fully self-supporting. It pays all administra-
tive expenses from its earnings, pays dividends to the U, S.
Treasury, and does not receive appropriated funds.

Under the FNMA Secondary Market Operations FHA-insured or
VA-guaranteed mortgages are purchased from investors or lenders
holding such mortgages on new and existing housing and wishing to
sell them. FNMA will normally not enter the market to buy these
mortgages unless there is a need to strengthen the market or to
provide additional funds. Since the availability of funds will vary
in different regions at the same time, FNMA may be buying mortgages
in one region and simulténeously be selling mortgages in another
region. The Association is required to set its prices, etc., so
that excessive use of the Association's facilities will be avoided.
In other words, FNMA is not to supplant private secondary market
operations, bvt to supplement. Funds to conduct this program come
from the U. S, Treasury, from sales of common stock issued to
lenders and other institutions that sell mortgages to FNMA under

this program, from bonds sold in the open market and from earnings. 35/

257 The counterpart of Federal funds used by FNMA in its secondary
market operations is preferred stock of the Association held by the
U, S. Treasury. As earnings and liquidation permit, the preferred
stock is to be retired. When all preferred stock is retired, the
assets and liabilities of FNMA that are pertinent to this function
and the function itself, are to be transferred to private ownership,
control and management.
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Under the Special Assistance Function FNMA enters the
mortgage market to buy FHA-insured, VA-guaranteed mortgages
(a) in order to ease mortgage market money conditions, making
mortgage money more readily available, or (b) to assist in estab-
lishing a market for mortgages on certain housing programs. Funds
are obtained by borrowing from the Treasury. Fees are charged by
FMA in connection with such purchases so that these operations
will be self-supporting. Mortgages so obtained are subsequently
available for sale to private investors.

The Management and Liquidating Functions of the Associa-
tion pertain to the mortgages held in the portfolio of the
Association as of the close of October 31, 1954, and to mortgages
that may be acquired pursuant to commitments entered into prior
to November 1, 195L4. The mortgages so held, or thereafter
acquired, consisting primarily of FHA-insured and VA-guaranteed
mortgages, were financed by funds directly from the Secretary of
the Treasury. The 195 legislation stipulates that the Associa=-
tion shall refinance such borrowing and repay the Secretary of the
Treasury as rapidly as possible, to the maximum extent feasible,
through the issuance of its obligations to private investors.
FNMA is in process of carrying out this legislative mandate.

8., Federal Home Loan Bank Board

The Federal Home Loan Bank Board, a policy-making body
of three officials appointed by the President was established in

1932, It has the following responsibilities:
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(a) it establishes policy for and regulates the

operations of the Home Loan Bank System,
(v) it provides for the organization and regulation
of Federal Savings and Loan Associations, and

{(c) it establishes policy for and regulates the
operations of the Federal Savings and Loan
Insurance Corporation.

The Home Loan Bank System is made yp of eleven banks
owned as of December 31, 1961 by more than 4,800 member thrift and
home financing institutions, largely savings and loan associations.
The member institutions may obtain additional funds, as needed,
from the Home Loan Banks using home mortgages as collateral. The
banks in turn obtain funds from the capital market by sale of
consolidated debentures. These debentures are not guaranteed in
any way by the Government. However, they represent an excellent
form of investment and are bought freely by commercial banks
and other investors. They commonly are issued for intermediate
periods of time, usually for not more than twelve months. The
Home Loan Bank System, in brief, is & permanent system of
reserve banks for thrift institutions engaged in long-term home
mortgage financing. It performs for its members some of the basic
gervices that the Federal Reserve System performs for commercial
banks which are engaged largely in providing short-term credits

to industry, agriculture and commerce.
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Savings and loan associations are the core of the Home
Loan Bank System. Many hundreds of associations are located in
cities and towns across the country. They may be chartered either
by the Federal or State governments. Federally chartered associa-
tions are required to be members of the Home Loan Bank System. GState
chartered institutions are eligible if they meet certain standards.
Most savings and loan associations, and the majority of the members
of the Home Loan Bank System, are State chartered.

Being mutual institutions, the entire capital of Federal
savings and loan associations 1s owned by their members. Holders
of savings accounts possess votes related to the amount of their
savings except that no member may have more than 50 votes. Each
borrower also has a single vote. The funds of Federal savings and
loan associations are loaned principally in the form of first
mortgages on homes located within 50 miles of the association's
home office.

As of September 30, 1961, savings and loan associations
held more tuan 61 billion of a total of over $150 billion of out-
standing debts secured by mortgages on 1l-to-li family non-farm
homes. These loans used to bear 43 to 6 percent interest but
recently the rate has increased somewhat with commissions some-
times added as an extra cost to the borrower. They are usually
amortized over 12 to 20 years. Generally individual loans amount

to about two-thirds of the value of the property.
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9. Veterans Administration (VA)

Under legislation of the U.S. Congress passed in 194k
and since amended, the Veterans Administration carries out a
significant role in helping millioneg of former service men and
women to acquire housing. This legislation authorizes the VA
to guarantee loans for eligible veterans to permit them to buy
businesses, equipment, homes, etc. In practice veterans have
used this bemefit very largely to buy homes. In communities
where private funds are not available, the VA is empowered to
make direct loans, the outstanding balance of which totaled over
a quarter billion dollars at the end of 1960. At that time VA
guaranteed mortgages representing 20 percent of all debt on one-
to-four-family houses. -

Under the guaranty, lenders are protected against loss
by the Veterans Administration up to & maximum of $7,500 or 60
percent of the loan amount, whichever is the lesser. Loans under
this program may bear interest rates (as of the date of writing)
not in excess of 4-3/4 percent28/1t should be moted that there
are significant differences between the VA program and the FHA

program, namely:

26/ As an alternative to guaranty of loans, qualified lenders may
have loans insured, whereby the lender received a credit for his
insurance account of 15 percent of the individual loan amount.
Lenders are insured for losses on such loans up to the aggregate
outstanding amount of insurance credit derived from all insured
loans made. This alternative is little used.
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(a) The VA program is for a special group only (ex-service
people); the FHA program is for the general population,

(b) The VA program assumes a liability on the part of the
government and does not charge those benefited; the
FHA assumption of risk and liability ig in exchange
for premiums paid by the borrower under an actuarially
based insurance scheme, and

(e) It is expected that the VA program will one day lapse,
having served its special purpose, and pass out of

existence; the FHA program is permanent and for the
indefinite future.

10. Farm Housing

Description to this point has confined itself almost wholly
to urban housing. A few words are thus in order on farm housing.

By and large American farm families live in dwellings located
on their land and not in villages or clustered farm communities. As
a result, unlike urban homes, farm homes are usually considered an
inseparable part of a producing enterprise. The value of the land
portion of an urban, single-family house is roughly one-sixth of the
total value. In the case of farms, however, the land is usually much
more valuable than the home. In the consideration of farms, the
emphasis--and logically so--is on the producing aspect, the land and
service buildings, rather than on the home. Farm mortgages conse-
quently have as their principal purpose the provision of operating
capital or funds for the purchase of equipment or improvement of
the productive enterprise. There have, however, been several
programs, private and public, that have been pursued to improve the
living conditions on American farms. The Farmers Home Administration

of the Department of Agriculture makes direct loans for the
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purchage, enlargement and improvement, development and refinancing
of farms, and guarantees loans made by private lenders for the same
purpoge. This is a source of credit that is restricted to people
who cannot obtain credit from other sources. A considerable volume
of farm housing is built or improved under this program. The
Housing Act of 1949 also authorized the Farmers Home Administration
to make contributions and grants for the construction and improve-
ment of farm housing and other structures. This provision is little
used .

The Rural Electrification Administration, also of the
Department of Agriculture, hes been instrumental in providing elec-
trification for American ferm homes through a system of loans to
rural electrification cooperatives. Now nearly all farms have
electric gservice. This Administration also makes loans to cooper-
ative associations for the sxtension of rural telephone service.

One of the most important real estate credit sources for
farmers is the Federal Land Bank system, which is regulated by the
Farm Credit Administration, an independent Federal Government
agency. This system is analogous in many respects to the Federal
Home Loan Baunk system which hes been previouwsly discussed. The
Federal Land Bank system provides credit for general agricultural
prrposes. Although statistics on this are not conslusive, there
are indications that a counsidersble volume of farm housing is
fipanced through this chennel. The system 1s completely farmer

owned .
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Servicemen who are farmers have loan guaranty privileges,
for farm housing or agricultural purposes, under the provisions of
the Servicemen's Read justment Act of 1944, as amended.
F. Conclusions

The importance of the role of the U.S. Government in housing
is unquestioned, yet the role has consistently remainedan indirect
one. Housing that is owned or supervised by the Public Housing
Administration is only about one percent of all non-farm housing. By
providing insurance and thus lessening risk, by making loan funds
available, and by grants the U.S. Federal Government has encouraged
and asslisted private enterprise and local communities to build and
improve housing and their communities. These aids unquestionably give
the Federal Government considerable influence. On the other hand,
in keeping with the National Housing Policy enunciated in the Housing
Act of 1949, there has been no effort to dominate or control. The
view of the National Association of Home Builders, the dominant trade
association in the home construction field, is as follows: "The
United States Govermnment has provided invaluable aid and encouragement
to the growth of home ownership through its mortgage insurance and
loan guarantee programs, but the job of housing Americans has

remained a function of private enterprise." 21/

27/ Housing Almanac 1957, National Association of Home Builders.
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Because the Govermment doces not control housing construc-
tion, it does not control the allocation of resources devoted by
private enterprise to the construction of housing. Builders and
buyers largely share the responsibility for how the resources of
the economy are used. If housing is not built in the amounts, in
the areas, in the rent and price classes, and according to the
characteristics desired by the renters and buyers, a mistake has
been made. Prices and costs are helpful guides in the process but
sometimes they give the wrong signals or react too late. Condi-
tions may change between planning and finishing construction.

It follows that a careful evaluation of the market is desirable
at all times. Housing Market Analysis is the subject of another
peper available in the Office of Intermational Housing, HHFA.






Section 314 of the Housing Act of 1954 reads as follows:

The Housing and Home Finance Administrator is authorized

to make grants, subject to such terms and conditions as he
shall prescribe, to public bodies, including cities and

other political subdivisions, to assist them in developing,
testing, and reporting methods and techniques, and carrying

out demonstrations and other activities for the prevention

and the elimination of slums and urban blight. No such grant
shall exceed two-thirds of the cost, as determined or estimated
by said Administrator, of such activities or undertakings.

In administering this section, said Administrator shall give
preference to those undertakings which in his judgment can
reasonably be expected to (1) contribute most significantly

to the improvement of methods and techniques for the elimination
and prevention of slums and blight, and ?2) best serve to guide
renewal programs in other communities. Said Administrator may
make advance or progress payments on account of any grant
contracted to be made pursuant to this section, notwithstanding
the provisions of section 3648 of the Revised Statutes, as
amended. The aggregate amount of grants made under this
section shall not exceed $5,000,000 and shall be payable from
the capital grant funds provided under and authorized by
section 103(b) of the Housing Act of 1949, as amended.

The Administrator has delegated his authority under Section 314 to the
Urban Renewal Commissioner, Urban Renewal Administration. The Demonstration
Program is administered through the office of Program Planning, Urban
Renewal Administration.
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