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Housing Advisory Counci%}— inance Committee Meeting - 1/15/35

The second meeting of the Finance Committee convened at 10:00 A. M.,
January 15, 1935, on the call of the Chairman, Mr. Robert V. Fleming.
The purpose of the meeting is to decide the questions listed in the
following agenda:

(References are to Transcript of December 17-18 Meeting)

A - Title I (a) Should the 1limit of $2,000. for insurable loans
be raised or should there be no 1limit?

(b) Should scope of application be enlarged to include
renovation and modernization of multi-family dwell-
ings, commercial buildings and industrial plants?

(c) Should the expiration date of December 31, 1935, for
this Title be extended?

(Ref.: Pages 43,47,51,52 and 53 of Transcript)
B - National Mortgage Associations:

(a) Should capital requirement of $5,000,000. be reduced; and
if so, to wnat amount?

(b) Should they be allowed to issue obligations 15 times instead
of 10 times their capital stock?

(¢) Should the National Banking Act and the Federal Reserve Act
be amended to permit member banks to invest in stock of
National Mortgzage Assoclations?

(Ref.: Pages 21,22,23,24,59,60,66,70,71 and 75 of Transcript)

(d) 1Is it desirable that a Mortgage Discount Bank be established?

(e) 1Is it desirable to make insured mortgages eligible for redis-
count with the Federal Reserve Banks?

(Ref.: Pages 67, 68, 69, 106 and 107 of Transcript)
C - Insured Loans: (a) What measures, if any, should be adopted if the
National Mortgage Association does not material-
ize, to import liquidity to funds impounded in

mortgage loans?

(Ref.: Pages 66,67,68,69,71,73,74,80,81,82,83,106
and 107 of Transcript)

(b) Should the limitations on interest rates that may
be charged by mortgagees (5% to 6%) be altered?

(Ref.: Pages U5 and U6 of Transcript)

D ~ Such additional questions as may be proposed by Mr. Moffett or Members
of the Finance Committee,
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Those members present were: Members of the Federal Housing Ad-
ministration present were:

Mr. Robert V. Fleming, Chsirman Mr. James D. Dusenberry
Mr. F. S. Cannon Mr. J. Howard Ardrey
Mr. R. Re. Rogers Mr. Stewart McDonald
Mr. Charles A. Miller Mr. Roger Whiteford

Mr. Wayne F. Palmer, Exec. Secye Mr. Vard ¥, Canaday
Mr. Abner Terguson
Mr. D. A. Reinbrecht

The Chairman asked for consideration of the following question:

(a) QUESTION: Should the limit .of $2,000. for insurable loans
be raised or should there be no limit?

It was the opinion of all members of the committee that to sub-
stantially increase the $2,000. limit would be to take this class
of loans out of the class of character loans. It was stated that
for single dwellings there was practically no demand for an increase
in the limit. Consequently, any increase would merely be in the in-
terest of multi-family dwellings and commercial enterprises, which
groups have other means of securing money rather than under the pro-
visions of Title I of tihis Act. It was further felt that, if these
larger projects were nbl: to moet the requirements of Title I, of
an annual carning power of five times the loan, any loaning institu-
tion would be prepared to mecet its requirements. Lastly, it was
felt that there was no experience on which to base insurance rates
for the typec of loan provosed. It was thought that tae hazard of
loans ruaning to larger nmounts would be so much greater than the
$2,000. character loans as to make this type of business highly un-
desirable,

VOTE: "Should the limit of $2,000. for insurable loans be
raised or should there be no 1limit?™ It was unanimously voted that
the limit of $2,000. for insurnble loans should not be increased.

(b) QUESTION: Should the scope of application be enlarged
to include renovation and modernization of muiti-family dwellings,
commercial buildings and industrial plants?

Mr. Rogers stated that all of the arguments on the previous
question applicd to this question, and without further discussion
the Chairman cnlled for the qucstion.

VOTE: "Should the scope of ap~lication be enlarged to include
renovation and modernization of multi-family dwellings, commercial
buildings and industrial plants?™ It was unanimously voted not to
enlarge the scove of applications to include renovation and moderni-
zation of multi~family dwellings, commercial buildings and industri-
al plants.
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A (c) QUESTION: Should the expiration date of December 31, 1935
for this Title be extended?

Mr. Reinbrecht stated that at the rate of increase in loans under
Title I, it was obvious that, some time between August of this year
and. the end of the year, the funds available for Title I would be ex-
hausted. It was therefore decided to increase the scope of this ques-
tion to include a recommendation to the Administrator to increase the
insurance fund available under Title I. Mr. Miller stated that the
“date of expiration of Title I should be extended because there are
many people who are not attempting to secure loans now but who will
at a later date, as they get more confidence. Mr. Fleming felt that
the one year contemplated by the present law was too short a period
in which to educate the banking institutions of the country in this
type of loan and if extended to December 31, 1936, we would have a
good yardstick to see how it is going to work out. By that time the
banks will become keen for this type of business. Mr. Whiteford
stated that to date the Federal Housing Administration had been called
upon to pay only one loss on a loan of this type and that on a $220.,00
project. Mr. Rogers expressed the opinion, which was concurred in by
all present, that in any additional amount the Administration re-
quested that due consideration should be ziven to a gradual tapering
off in Title I. Therefore, it might be advisable to ask for an
amount not in excess of 2100,000,000.. Mr. Fleming felt that the
Administrator should be zdvised of this thought but that the actual
amount should be established by the staff.

VOTE: "Should the expiration date of December 31, 1935 for this
Title be extended? It was unanimously voted that the expiration date
of Title I should be extended to December 31, 1936 and, if necessary,
the Federal Housing Administration, after examination of the subject,
should ask for such additional funds for insurance purmnoses as might
be necessary to carry out the intention of this proposed amendment
but in an amount not to exceed $200,000,000.

B (a) QUESTION: Should the requirement for National Mortgage
Associations of $5,000,000. in paid-in capital be reduced, and if
so, to what amount?

After an extended discussion, in which much doubt was expressed,
particularly by Mr. Rogers, as to the feasibility of Title III, the
thought of the Committee was summarized as follows: that there would
be great danger in reducing the capital of National Mortgage Associ-
ations below $5,000,000. for two reasons; first, that with a lower
capitalization tanere is grave doubt in the minds of the Committee
as to National Mortgage Associations being able to carry their over-
head because of the restricted volume of business; second, because
1t would inevitably cause increased risk to the purchasers of the
debentures who would probably be of that class in the community upon
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whom such risks should be most reluctantly placed.

VOTE: "Should the requirement of $5,000,000. in paid-in capital
for National Mortgage Associations be reduced, and if so, to what
amount ? The vote was unanimously "XNo".

B (b) QUESTION: Should National Mortgage Associations be allowe
to issue obligations 15 times instead of 1C times their capital stock?

VOTE: After amending the question by the addition of the phrase
‘Mprovided the $5,000,000. capital is maintained", it was unanimously
voted "Yes".

B (¢) QUESTION: Should the National Banking Act and the Federal
Reserve Act be amended to permit member banks to iavest in stock in
National Mortgage Associations?

It was the general opinion of all present that any recommenda-
tions made to Congress for amendments to the National Banking Act
should comply as closely as possible to the present practice of the
Federal Reserve System. Mr. Miller stated that it was undoubtedly
better to count on recognized financial institutions for developing
a system of National Mortgage Associations rather than to look to
individuals. He felt thot there was more interest on the part of
banking aszencies, now buidened with mortgage portfolios, to work out
their own salvation through this method. He stated that, even though
there was no return on the moncy invested, the advantage to them
would be great enough to warrvant their investment in these Associa-
tions. Upon the request of Mr. Fleaing, Mr. Palmer gave the informa-
tion on the existing Federal Rescrve Banks. The smallest paid—in
capital is at Minneapolis, in the amount of $3,132,000.; Dallas, Tex-
as, has $4,048,000.; Kansas City has $4,052,000.; St. Louis has
$4,088,000.; and Atlanta has $4,369,000.. It was the opinion of
those present that it would be undesirable to attempt to establish
National Mortgage Associations in every Federal Reserve Districte
It would be better to have stronger Associations in the larger cen-
ters. Mr. Rogers stated that if history repeats itself, the banks
will be sorry that they have ever mixed un in a business about which
they ¥mow nothinge. The banks know little about the mortgage business.
If they studied history they would think twice before investing
in National Mortgage Associations. Mr. Cannon felt that the strength
of the National Mortgaze Associabtions, organized undsr bank subscrip-—
tions, would be that the banking intcrests were themselves concerned
in the management.

VOTE: "gShould the National Banking Act and the Federal Reserve
Act be amended to permit member bonks to invest in stock in National
Mortgage Associations?™ Messrs. Fleming, Miller and Cannon voted
"Yes", Mr. Rogers voted "No".

QUESTION: (not in the Agenda) To wiat amount should banks be
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limited in subscribing to National Mortgage Associations?

Mr. Fleming stated that banks are now limited to subscription
of 6% of their capital stock and surplus in Federal Reserve Bank
stocks. Of this amount, 3% is immediately paid ine Mr. Miller
stated that he believed it would be necessary for the banks to
subscribe not only to capital but to surplus in the National Mort-
gage Associations in order that those Associations would not show
a loss immediately upon the start of the operation.

VOTE: It was voted that the Committee recommend:

To amend Section 5136 of the revised statutes of the United
States as amended.

Be it enacted by the Senate and House of Representatives of
the United States of America in Congress assembled, That Section
5136 of the revised statutes of the United States, as amended,
relating to the corporate powers of National Banking Associations
to deal in investment securities be amended by adding at the end
of paragraph 7 of said Section 5136, as amended the following:

Provided that nothiang herein contained shall be taken to prevent
the purchase by the association of shares of stock of National Mort-
gage Associations, authorized to be organized under the provisions of
Section 301 of the National Housing Act approved June 27, 193u, and
the association is hereby authorized to purchase and hold stock in
such National Mortgage Associations to an amount not in excess of six
per cent of its capital stock.

To amend Section 9 of the Federal Reserve Act as amended.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That Section 9 of
the Federal Reserve Act dealing with the membership of state banks
in the Federal Reserve System be the same is hereby amended by add-
ing to the end of said Section 9 as amended, the following:

Provided that state member banks gshall be and hereby are author-
ized to purchase and hold shares of stock in the National Mortgzage
Associations authorized to be organized under the provisions of
Section 301 of the National Housing Act approved June 27, 1934 to
an amount not in excess of six per cent of their capital stock.
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Mr. Rogers did not vote because of his vote on the previous gques-
tion. Messrs. Miller, Cannon and Fleming voted "Yes'.

It was voted to recommend to the Administrator to consider
whether or not it ig advisable to limit the period that the above
powers may be given to member banks. The vote on this resolution
was unanimous.

B (d) QUESTION: Is it desirable that a Mortgage Discount
Bank be established?

Mr. Rogers stated that this subject has been agitated for a
great many years by the real estate interests of the country. If
mortgage discount banks could be established by private capital
there would be no objection to it. If it were sponsored by the
Government, he feels that in the end this would mean tax exemption
on this type of security as well ag political control. He would
be strongly opposed to it. Mr. Fleming thought that every effort
should be made to develop Title III rather than to go into other
unexplored fields such as Mortgage Discount Banks.

VOTE: "The time is not opportune for further consideration
of Mortgage Discount Banks". Ur. Rogers did not vote. Messrs.
Fleming, Miller and Cannon vcted in the affirmative.

B (e) QUESTION: 1Is it desirable to make insured mortgages
eligible for rediscount with thie Federal Reserve Banks?

VOTE: The vote on this question was unanimously "ilo".

C (a) QUESTION: What measures, if any, should be adopted if
the National Mortgage Association does not materialize, to import
liquidity to funds impounded in mortgage loans?

YOTE: It was voted that this question should be carried over
until the next meeting of the Finance Committee. Special studies
would be submitted at that time. Professor Kemmerer of Princeton
and Mr. Howard . Jeffergon will be consulted in regard to Mortgage
Discount Banks in other countries.

¢ (b) Should the limitations on interest rates that may be
charged by mortgagees (5% to 6%) be altered?

Mr. Ardrey, in much detail, explained to the Committee the
basis of the present interest rates.

VOTE: It was unanimously voted by the Committee "that the rates

established by the Administrator should be given a trial before there
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should be any consideration of a change".

QUESTION: Should we recommend that there be some loosening
up in the regulations to the end that an insured mortgage would
remain insured if sold to an individual, provided the mortgagee who
sells the mortgage agrees to continue to service it?

There was an extended discussion, with everyone agreeing as
to the necessity for making insured loans more readily salable
and transferable.

VOTE: It was voted that the staff, as well as the Finance
Committee, study into this question, particularly in view of the
questionable status at this t ime of Title III.

The question was raised as to whether or not it would be pos-
sible to insure the debentures of the National Mortgage Associa-
tions as well as mortgages. There was no decision on this question
but it will be listed on later Agendas of the Finance Committee.

The meeting adjourned at 3:10 P. M.

Chairman, Finance Committee

Executive Secrestary
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dousing Advisory Council - Finance Committee Meeting - 1/15/35

The second meeting of the Finance Committee convened at 10:00 A.M.
January 15, 1935, on the call of the Chairman, Mr. Robert V. Fleming.
The purpose of the meeting is to decide the questions listed in the
following agendas

(References are to Transcript of December 17-18 Meeting)

A - Title I (a) Should the limit of $2,000 for insurable loans
be raised or should there be no limit?

(b) Should scope of application be enlarged to in—
clude renovation and modernization of multi-
family dwellings, commercial buildings and in-
dustrial plants?

(c) Should the expiration date of December 31, 1935
for this Title be extended?

(Ref.: Pages 43, 47, 51, 52 and 53 of Transcript)
B -~ National Mortgage Associations:

(a) Should capital requirement of $5,000,000, be reduced; and
if so, to what amount?

(b) Should they be allowed to issue obligations 15 times in-
stead of 10 times their capital stock?

(c) Should the National Banking Act and the Federal Reserve

Act be amended to permit member banks to invest in

stock of National Mortgage Associations?
(Ref.: Pages 21, 22, 23, 24, 59, 60, 66, 70, 71 and 75 of Pranscript)
(d) 1Is it desirable that a Mortgage Discount Bank be established?

(e) 1Is it desirable to make insured mortgages eligible for re-
discount with the Federal Reserve Banks?

(Ref.: Pages 67, 68, 69, 106 and 107 of Transcript)
C - Insured Loans:
(a) What measures, if any, should be adopted if the National
Mortgage Association does not materialize, to import

liquidity to funds impounded in mortgage loans?

(Ref.: Pazes 66, 67, 68, 69, 71, 73, 74, 80, 81, 82, 83, 106
and 107 of Transcript)
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(b) Should the limitations on interest rates that may be
charged by mortgagees (5% to 6%) be altered?

D - Such additional questions as may be proposed by Mr. Moffett or
Members of the Finance Committee.

Those members present were: Members of the Federal Housing Ad-
ministration present were:

Mr. Robert V., Fleming, Chairman Mr. James D. Dusenberry
Mr. F. S. Cannon Mr. J. Howard Ardrey
Mr. R. R, Rogers Mr. Stewart McDonald
Mr. Charles A. Miller Mr. Roger Whiteford

kMr. Wayne s Palmer, Exec. Secy. Mr. Ward M. Canaday
Mr. Abner Ferguson
Mr. D. A. Reinbrecht

The Chairman called the meeting to order.

MR. FLEMING: Gentlemen, the first question up for consideration
of this committee is under Title I - Should the limit of $2,000.for in-
surable loans be raised or should there be no 1limit? The law now has
the $2,000, limit .,

MR. CANNOI: At the rate we are going now, where would we land?

MR. REINBRECHT: We will hit the billion dollar mark at the end of
the year if we continue at the present rate. The best estimate we have
made is at present between $500,000,000, and $600,000,000, which would
mean $100,000,000. of the reserve out of the $200,000,000. The question,
as I understand it, was put up with the idea of raising the limit to
$50,000,, with the idea of bringing in apartment houses, stores, etc. I
don't know how far you are going to go with regard to the intent of
the Act.

MR. CANNON: I always thought that the Act covered residential

repairs.

MR. MILLER: It seems to me it is pretty dangerous to make any
considerable increase right now. In big cities you have personal
risks of an entirely different class. I would like to see a lot of
rehabilitation, but I am afraid your percentage of loss will increase.
The banking institutions would have something to say about that. They
would not make large loans simply because they would be insured to
20%. I don't think we would accomplish a grsat deal. In regard to
apartment houses and factories that can stand rehabilitation, there
are other means of getting the money rather than under the provisions
of Title I. There are no applications for loans in New York except
for the outside territory. I think the risk would be out of all pro-
portion. The -R.F.C. has started a new scheme by making industrial
loans. We do not want to rehabilitate industrial plants with Housing
money. I would like to see the insurance on insurable risks increased
to cover multiple dwellings, but as far as uninsured loans go I think
we would be stuck a lot.
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MR: FLEMING: I thought there should be a little survey made to see
whether there was a demand for thats Ny feeling is that when you get in
the larger sums, varticularly wp to $50,000., the 20% insurance in volume
does not mean anythini. It does mean a good deal with the small volume,
and has a tendency for greater libsrality. But when you get up into tiae
higher sum it is like industrial loans through the R.F.C. There will not
be enough volume so that your guarsntee will amount to much. Maybe bank-
ers are too hardshelled. But when you are making a loan and you are taking
80% of it yourself, the 20% protection is not going to sway your judgment.

MR. MILLER: It seems to me, in volume, you can make character loans
of $2,000. with a great deal of safety, but if you go to make large loans
you get stucke.

MR. FLEMING: The rules of the Pederal Housing Administration must be

M2, ROGERS: You cut out apartment houses?
MR. FLEMING: Yes, it is an individual proposition.

MR. MILLER: If an individuwal has an income of five times the loan,
he won't need heln.

MR. CAWIION: I don't think we ought to change this,
MR. FLEMING: TUnless you are going to change the whole intent of the
law, I think you have to stay at $2,000.

MR. CANION: Do you think a slight liberalization will create any
movement for quick action?

MR. MILLER: I would rather not stir Congress up.
MR. BEIVBRECHT: The biggest part of the loans so far are under
$1,000. Only about 1% of the total loans are between $1,900. and $2,000.
The real demand is for the smaller loans. Since Regulation #11 has been

worded where it says that not more than $2,000. can be expended on one
plece of property without the approval of the Administrator, we have had
a number of requests for loans for from $2,500. to $4,000. up to $5,000.
In proportion, it is not a great deal, but there are a good many cases
that would come above the $2,000., and yet would not be large enough to
come under Title II, or under a mortgage proposition, where the income
i1s sufficient according to the present regulations to meet the require-
ments. But whether it is advisable to go to Congress to get the changze
from $2,000. to $5,000., is a question in my mind as to whether it is
worth the trouble.

MR. FLEMING: I think Title I is doing a good job.

VR. ZEINBEECET: There is every indication that a tremendous drive
will be going on this Spring.

MR, FLEMING: We have made quite a number of loanse. Tae majority
of the applicants have not had bank accounts of any substantial amount.

( MR« REINBRECHT: We have written out to all people who have made
4330) ‘



loans and our advices have been that credit extended is brand-new credit.

MR. FLEMING: There have been other credits extended, but not under
this plan.

. REINBRECHT: A lot has been extended under Building and Loan.
But the baan especially, and even the finance companies have reported
that the biggest wart of their increase in business would not have been
available had it not been for the modernization credit line.

MR. FLEMING: Our delinquents have been practically nothing.

MR. REINBRECHT: We sent out a questionnaire for delinquents among
the institutions making the largest number of loans, and the finance com-
panies have reported more delinquencies than banks, but they do not call
them delinquencies when they are only one day old. 3

MR. FLEMING: Mr. Whiteford, we have been discussing the first ques-
tion. I think the sentiments expressed by Mr. Cannon, Mr. Miller and my-
self are that we do not belisve it is desirable to change the $2,000.
limit. Mr. Miller expressed the opinion that for the little additional
amount you might be able to raise, there would not be enough loans involved
to agitate Congress. How do you feel about it, Mr. Rogers

MR. ROGERS: I would agree with that. My first intent was to raise
it. As to apartments, it usually requires $2,00C. to $5,000. repairs be-
fore we can rent them, but Mr. Miller's statement about the R.F.C. takes
care of that situation. It does not fall within the limits of character
loans and I think I would be willing to go along with the Committee.

MR. FLEKING: It is a legitimate proposition.

MR. REINBRECHT: Of course, if the ban<s want to, they can have loans
insured un to $2,0DQ., and then make loans for $5,000.

MR. FLEMING: Do I take it that it is the opinion of the Committee
that we answer Q estion A - Title I (a) by saying that we do not believe
that the limit of $2,000. be changed at the present time? Is that satisfactory?

VOTE: It was unanimously voted that the $2,000. limit should not
be changed.

MR. FLELING: Regarding Question A - Title I (b), Should scope of
anhllcatlon be enlarged to include renovation and modernization of multi-
family dwellings, commercial buildings and industrial plants? What is

your opinion?

MR. EOGERS: That is practically answered by A-(a).

In view of the fact that we do not believe
, (a) answers (b). We will now take up A (c) -
Should t¢e expl atlon date of Decembef 31, 1935 for Title I be extended?

MR. CANNON: The indications are that if our work this Spring picks up,
we will absorb a whole lot of this in the Summer.
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MR. REINBRECHT: On the basis of the curve on the chart, up to the
end of December you are practically past the billiion dollar figure. Ve
will come close to hitting the billion by the end of the years It all
depends on the intensive drive by the building sup»ly dealers and the
monufacturers under insurable loans.

MR. WHITEFORD: If that is done, will you not have done the necessary
renovizing?

MR. ROGERS: I think it is a question of whether nrivate industry is
ready to go along. And if so, there is no need to extend the date. 1
think discussion should be put off until the next meeting.

MR. FLEMING: I imagine the Administrator wants to get this infor-
mation in order to present to Congress any amendments. Of course you
have to get amendments in early.

MR. MILLER: I caanot see why the mowers cannot be increased. If
we have not the money, the Administrator is not going on and insure
beyond the money available. It seems to me that on the recovery, which
I think will advance, there will be more demand. There are many people
who do not go after the loans now, but if they get more confidence they
will become good risks. I think a year from now we will be coming into
better prospects. It is a mere question of whether we can get the
money for another year. The building industry is not going to be so
busy that it will have to bother with small loans for a year. If it
is done with very little risk, I would like to see it done for another
year.

MR. WHITEFORD: The risk to the Government will become greater if
you extend the time. If Mr. Fleming's bank has made $500,000. worth of
loans, and it has insured 20% of that amount, and these loans have been
paid off, you have built up a reserve to where the bank is protected later
on. The insurance feature is going to cost far more if you allow the
banks the benefit of the insurance reserve out of good loans already made.,

MR, FLEMING: I would like to see it extended for another year. One
year 1s a pretty short time for the banking institutions. Only 300 or
400 knew anything about this tyne of nersonal loan. It will be sometime
before they have a yardstick, and if you give them another ysar to see
how it works, I believe the banks will go ahead. If you stop it off
the end of this year they would wait and see how it turns out.

MR. WHITEFORD: Why would they wait to insure if they can get it
~ . o . s .
for nothing? We look on it as practically 100% insurance.

i

MR. FLEMINUG: I would like to see tuis thing worked out so that
the banks can go ahead on their own. If you extend it to Dec. 31,
1936, we will have a pretty good yardsticlz to see how it is going to
work out. I think by that time they will become keen enough for this
business, so that they will know what are good risks, like the Morris
Plan Bank. ‘

MR. WHITEFOED: Of course they want to be as keen as possible, like
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the Korris Plan Bank. The first loss of the Moriis Plan Bank was on a
loan of $120 made on a little house waich was worth only $200 or there-
about. I understand the man who defaulted was on the relief roll of
New Jersey.

MR. REINBRECHT: Excuse me, you are wrong. The man lost his job
and then went on the relief.

MR. WHITEFORD: Mr. Nickson was giving me the story. I don't think
that when the banks build up a reserve they are going to be so careful
about these loans as they are now.

MR. FLEMING: I hate to think that.

MR. REINBRECHT: Most of the letters we get from the banks all over
the country say that they will not lose if they can possibly help it.

MR. WHITEFORD: The story was concerning oil burner loams, and that the
banlts would not make the loans. But the truth was that they would not make
them for more than three years. We are making them for five years.

MR. FLEMING: Gentlemen, what is your pleasure? Should we ask that
this Title I be extended to Dec. 31, 1935, and in the event that the
guarantee funds are used up, should there be an additional appropriation?

MR. CANADAY: I discussed that this morning with Mr. Moffett and he
was of the opinion that we should not ask for an extension. He thought
nrivate capital would be able to take care of this by the end of the year.
I felt this morning that we ought to have a longer period, but thought
you would be interested in having his comments on it. Mr. Moffett ought
to know what we think nbout it.

MR. DUSENBERRY: We would like to gst the opinion of this Committee.
We believe it will work out all right. I do not believe the loss is
going to be great. I believe that many institutions will go on their own -
become educated by that time, and that maybe by the close of 1935 in
Title I, that you are going to have a test of the loans as to how they
are going to work out. The tendency will be to stop and watch and see how
the thing is going to work out.

MR. ROCGERS: Mr. Chairman, is the extent of time also involved in
further appropriation?

MR. FLESING: It will be coupled with it.

that if the billion dollars is used then it will be used upj but if

you work out a reinsurance on the basis of the loans that have been paid
off, whici isa possibility even under the present Act, (I cannot give
details on it) where an institution has built up a tremendous reserve,
there is no reason why that cannot be worked out as a reinsurance with
those particular institutions.

MR. REINBRECHT: It will be used up by August; used up in the sense

MR. FLEMING; Well, I think it will work out that way. .
(4330)
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MR. ROGERS: How would it do to discuss the extension of time
coupled with appropriation of $100,000,000. instead of $200,000,000%
Wouldn't that perhans bridge over the gap between fear on the part
of the banks, and still carry?

MR. FLEMING: I think that we could word the answer that it should
be extended to December 31, 1936, and that such additional funds should
be apnropriated not to exceed $100,000,000. after examination of the
reinsurance features that might be developed.

kR. CANNON: Take our Building and Loan Associations; they are just
zetting into this. They are handling long-term loans and short-term
loans.

liR. WHITEFORD: Here is another angle to that. It was voted to
insure 5-year and 10-year loans, so that is going to increase the
amount a good deal. You go to a 10-year limit. Of course, we only
insure the whole loan for 5 years. That is going to add to the bulk
of the insurance a good deal.

MR. CANNOW: On your repayment you would have ample coverage. I
think that will work out very nicely; bring a lot more into the game.

MR. WHITEFORD: It will bring more insurance in.

MR. FLEMING: I would rather see us make a recommendation to extend
Title I to December 31, 1936, and that the Housing Administration anply
to Congress for such additional funds as ere necessary or desirable to
carry that into effect. I do not say $100,000,000. or even $50,000,000.

MR. REINBRECHT: Nobody knows what the figures are going to be; we
don't kmow when it is going to be used up.

MR. ROGERS: If the Housing Administration is going into another
QBOO 000,000., and then at the end another $200,000,000., it is going
to keep on.

MR. FLEMING: It would be public psycnology.

ME. BEINBRECHIT: According to the Gompers! curve, figured on
a billion dollars at the end of the year, we have so far been keeping
in line with the curve and know what this spring drive is going to be
at the end of 1935, but I did also say it was anybody's guess because
the drive might be so big that the billion dollars might be used up
prior to the end of the year, even as early as December 1. There isn't
anybody that can do it. It is a guess. ’

MR. EOGERS: Do you think it would set better with Congress?
MiR. FLEMING: Don't think you can tell the écope of tae drive.
MR. REINBRECHT: No one can.

MR. FLEMING: Mr. Rogers' point is that it will set better with



Congress.

MR. ROGERS: I thinlkk it would set better. I thinlk there 1is going

to be a lot developed out of this plan. No question about it.

MR. FLEMING: After you become oriented I think a lot of personal
loans will develop.

MR. ROGERS: I thinl so, too.

MR. FLEMING: I don't think they will know how good the 3 or 5
year credit is in one year.

MR. ROGERS: The theory of guarantee is getting greater and greater.
I would say on that theory that they should be willing to stop any funds
on their tapering off. They could run on two or three years and still
be talken care of out of this reserve that has been created.

MR. MILLER: In many States the building and loan associations are
not mermitted to loan excent under the guarantee of this Act. Banlts have
been very slow to adopt this. It is coming along, and as.far as I have
been able to learn their experience has been uniform, but at the end of
this year it will not amount to anything. I think that six Dbanks, the
last I heard, were actually engaged in making these loans. 4t the end
of the year if we have 20 we will be doing well. B8eeing the experience,

the time might be extended.

MR, FLEMING: A great many institutions have been hesitant.on account
of State laws.

MR. CAWNON: We will not have a clear way of procedure until the

i

legislatureshave completed their work late in the spring.
MR. FLEMING: How do you feel about Mr. Miller's suggestion?

MR. MILLER: I would rather prefer your suggestion that we let the
Administration decide that question.

MR. CANMCIN: Your sugzestion indicated that it would be an extension
made.

MiR. FLEMING: Do I teke it that the Committee votes we make a def-
inite recommendation that the expiration date of Title I be carried for—
ward to December 31, 1936, and if necessary the Federal Housing Adminis—
tration, after examination of the subject, ask for such additional funds
for insurance purposes as might be necessary to carry it out, not to exceed
$200,000,0007 Without objection, that will be the decision of the Commit-
tee. TFor the benefit of those members of the staff that were late, Mr.
Fleming briefly outlined the earlier votes of the Committee on Items A (a)
and & (b). This reopened the discussion on these points but without a
change in the action of the Committee.
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MR. CAWADAY: I had some discussion with Mr. Moffett about that, and
I also had a memorandum from Mr. Deane referring to the advisability of
banks permitting loans up to $2,000. on individual apartments in an apart-
ment building where the building is made up of individual units, where it
is cooperative or where it is not cooperative. That is one of the places
we have a great deal of vpressure, and there is some question about what we
may have the right to do, under present jurisdiction treating it as a dwel-
ling, but there is also the question which may have been discussed before
I came in, -- the fact that in many instances, if we could lend tc manu-~
facturing institutions or to various types of organizations that have
machinery or heavy goods or anything of that kind, we could enlarge this
activity very considerably. Los Angeles has just projected a plan for .
one hundred million dollars worth of business this spring; another asks
for the right to expand this type of loan to include larger loans on busi-
ness property and various ranches, etc., and we felt after considering
the need at some length it would be advisable to raise these limits sub-
stantially, and I just give you that as a reaction of the Administration.

MR. FLEMING: We feel that we are getting beyond the character loan
if you do that.

MR. CANADAY: That raises a bright subject as to whether, if you go
beyond the character lcan, the business institution should be allowed to
berrow on its credit, whether that should be included in this type of
instvred loan.

MR. FLEMING: I think it would be the feeling of the Members of the
Committee, that with a larger amount vp to $50,000. you are getting into
a different breed of pup entirely. It is the question of the income of
the individual and you have also the question involved as to the insur-
ance feature. Take a whole lot of character loans of small amount, Your
volume  of insuronce covers a good deal, but when you get into these lar-
ger loans you do not have as many of them, and it comes down to the gues-
tion as to whether the loan is good or not. If not good, he does not care
anything about the insurance feature at all. That has been demonstrated.

MR. CANADAY: Do you feel that there is a vacant spot in the present
Act between what the present Act does and what private capital is willing
to loan?

ME. FLIMING: I have nct chiecked with all the institutions, but the
observations that we have made here are that people who want larger credit
than $2,000., are able to stand on their own. We have made quite & number
of loans. The people that want the insured loans are mainly the people
who haven't any banking relationships to make loans of that type.

MR. McDONAID: Mr. Moffett has the feeling that if the scope were en—
larged so that manufacturers might get loans of larger sizes, they might
modernize equipment or build additions. he fact that there was an in-
surance would act as a kick-off,

MR. WHITEFCRD: You wouldn't raise the amount above $2,000.°7

MR. McDCNAID: XNo.
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MR. WHITEFORD: Any business conecern that is well conducted has set
up a reserve for depreciation and obsolescence, It seems the object would
be to induce them to use the money that they have set up, for modernization.
They have kent their depreciation money and have not spent it. The little
fellow, who does not have depreciation, if allowed to modernize or improve
within the $2,000., might bring more by including a commercial propsriy.
Mr. Deanc has asked a number of times with the idea of spending $2,000.
per apartment unit on an apartment house, and I advised him that under the
Act it was contemplated that there was no right to insure that kind of a
loan. What will happen is this: Take an apartment house of 50 apartments,
$2,000, per apartment, that is $100,000. That is more than the equity in
many cases is worth. They have trusts on them that they can't even carry,
and the banking institution that may lend that money, if it has a substan-
tial reserve, will say it will not cost us anything; we can make this loan;
we are protected in the long run; and they are bound to make a bad loan.
That is not character loan. I feel that this, in the last analysis, is
not the kind of business that the Government should be in anyhow, and
$200,000,000. in my judsgment is enough for the Government to advance by
way of insurance. It has done a pretty good job, and we will have reached
most of the desirable loans of that character. Why do you want to keep
the Government in that kind of business? This is the only Santa Claus
part of the Act. I am not in favor of Santa Claus.

MR. FLEMING: Ido not think there will be many institutions that will
make these loans anyway. It would not cost us anything. I do not think
many of them will do that, Many of them are vproud of their rescord.

MR. WEITEFORD: Without financial ability, banking institutions cannot
make an apartment house loan like that and let $50,000. be spent for
reinvesiment.

liR. FLEMIIIG: I do not think anyone would purpossly go in to make
$50,000, loans.

MR, MILLER: If you make $2,000, loans on apartments so—called, that
would mean that you would make $20,000. loans on several avnartments.

(Mr. Miller spoke so low that it was impossible to take down his
remarks., )

MR. ROGERS: I concur in what Mr. Miller says. We soent some
$5,000,000. last year. Of course there would be o tremendous waste in it
if we had spent $12,000,000., and I agree with Mr. Miller.

MR. FLEMING: This brings us to National Mortzage Associations. The
first question is B-(a) Should capital requirements of $5,000,000.
be reduced; and if so, to what amount? Mr. Miller, what is your
view?

MR. MILLZR: I don't want to object to everything, but I am thinking
about the debentures., Under this plan their safety, and the »rice at
which debentures can be sold, and bought by widows and orphaus, depends on
whether the capital is sufficient to cover the items not covered by in-
surance; whether it can cover taxes; whether it will cover the interesty;
and I must say that I have seen people who would buy these debentures, if
this is not successful, who will go thru seven different kinds of Hades
because
(4303)
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everybody guessed wrong. I should hate to see them feel that they were
deceived by the U. S. CGovernment by buying o certificate representing
government insurance and then find that by reason of lack of capital the
thing went down to disaster, and while they got the principal back, they
met with a loss of the interest. In the metropolitan areas I have tried
to figure out how Mortgage Associations could operate with less than
$5,000,000.,being limited then to borrowing ten times its capital, so
that if you had $1,000,000.you could borrow $10,000,000. The spread is so
slight, as between the prices at which they can be sold, that I am at a
loss as to how it can be operzted unless you have a volume to help carry
the overhead. These things will not sell themselves. They will be under
large expense, at least at the beginning. The public does not run to the
National Mortgage Association and buy certificates. It will have to be
explained to them. This will run up the cost. I put down figures as to
what I thought it would cost to run the National Mortgage Association, and
assuming that they hai enough capital to borrow $50,000,000.,even then
they might keep out of the red, but it will be close. You are going to
have National Mortgage Associations go along for a little while and not
make money. I am afraid the holders of the debentures will eventually
meet with losses unless you provide ample capital. I am familiar with
it. They say people will not put in $5,000,000.%t0 start a new plan with-
out knowing definitely what their commitments will amount to, what it

is going %o cost to operate, at what price debentures can be scld, etc.;
therefore,they say that they will be willing to start with $1,000,000.
which they are willing to risk, but we will limit our losses to that.
They are risking not only their capital but the money of the confiding
public who is going to be sold these debentures, sc that they are prac—
tically guaranteed by the U. S. Government. The $5,000,000. they thought
would help. The capital has met with tremendous opposition with relation
to the debenture holders and the loss that they might have. Don't let's
get the Government of the Federal Housing Administration into the unpop-
ular position that the mortzsge companies have got themselves into. If
the Government did the same trick and they met with o loss, I think the '
Government would be promoted into the position of Public Enemy Number One.

MR, FLEMING: Mr. Ardrey, can you throw any light to us on what has
occurred in regard to formation of Mortgagze Associations; what objections,
what comments, etc.?

MR. ARDREY: I have not found anybody really interested in the or-
ganization of National Mortgage Associations, except either building mat-
erial people who recosnize it is essential to get the thing going, and
also a few mortgage companies who wanted to rehabilitate under this Act.
Particularly, a large building and loan association on the Pacific Coast
was willing to go into receivership, and insure mortgages as a means of
liquidation. The objections I have met are, in the first place, that they
do not want to zet $5,000,000.capital together until they see a suffic-
ient market. I think that Title II, guaranteeing up to July 1, 1937, in-
stead of being a help is a harm, when they begin to figure what will hap-
pen after then. . Of course it is pretty difficult to interest anybody in
putting up $5,000,000.t0 organize National Mortgage Associations where
the spread is so narrow. Take the sharp man, I think he can make money,
?ut t?ere is no particular inducement, if you can buy bank stock for 70
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cents or 75 cents on the dollar. At 5% interest rate and 4% debentures,

I think you can figure out there is profit, but tiey cannot make sc much
money that there is an inducement for them to come in. If you try to sell
bonds against the maturities, the longer the bond the higher the rate.

One objection they find is with the same experience of all other companies,
they are so uncertain as to moratoria. These are the principal objections.
We have had two or three groups proposing to organize National Mortgage
Associations with a smaller amount of capital. My feeling is that the
smaller the capital, the less public confidence. Relatively, they are

just as strong. But the $5,000,000. sounds more to the public than
$2,000,000. While it is a matter of expediency, my own feeling is that
you cannot have them everywhere. I do not believe they are going to spring
wp in every one of the districts. In the three or four cities where you
might promote them among financial institutions, you can get it as quickly
with the $5,000,000. as you could with $2,000,000. I think a $2,000,000.
Association in New York would be an absurdity. We have not had anybody
show a willingness.

MR. McDONAID: When you get down to the question of whether the
Banking Act should be amended, that practically answers the first and
second questions.

MR. FLEIING: That simply opens up an avenue as to capital subscribed.

ME, McDONAID: I have had experience with small banks in Iowa and
Missouri, and they feel that if they subscribe to the National Mort-
gage Associations, and it will be possible to organize one in keeping with
the sire of their territory, they would superivse it, and they thought
they could organize such an Association in inland territory with a cap-
ital of around $2,000,000. That is why we divided the territory into Fed--
eral Reserve Districts. Some of these districts are pretty thin. They
certainly will not be able to organize one of $5,000,000. in my opinion -
they might be able to form one with $2,000,000. capital in the territory
mentioned, also Colorado and down South.

MR, FLEMING: It is debatable as to whether they should be given that
power, but they could not invest depositors' money.

MR. McDONAID: That is the thought, that they would use part of the
capital, and be allowed to discount, without recourse, mortgages for the
amount of stock that they own.

[R. FLEMING: Discount or sell?

MR. McDONALD: Discount without recourse. You take the Iowa and some
of the Ililincis banks, they have small paper on home loans. That is pop-
ular investment on the part of the Western people.

MR. WHITEFCRD: Why could you not mcdify the suggestion to leave it
at $5,000,000. in certain Reserve Districts, and $2,000,000. in others? I
think New York would want $5,000,000.

MR. MILLER: Could they make any money? I don't think the expense of
living, salaries, etc., are as high out West.
(4330)
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MR. WHITEFCRD: Rents are less, clerk hire less, expense of living
less, ocut West.

MR. FLEMING: In endeavoring to get people to organize National Mort-
gage Associations, if member banks would organize a mutual association
throuzgh which they could sell their mortgages, they would expect to make
their primary money out of the mortgages themselves.

MR, MILLER: The insured loans would be turned over to the mortgage
company under Title II. The service charge is where they have made the
money. So if you had a $1,000,000.mortgage company, with $10,000,000- of
loans, that would be $11,000,000. Put it all in mortgages. There would
be a maximum spread of 1%. You have at least half of that allowed immed-
iately for salary accounts. The thing would have to be run by a man who
would not get more than $10,000.and I don't think you can get an intelli-
gent enough man to operate the thing safely for that figure. However,
somewhere between $1,000,000, and $5,000,000, you might hit it.

liR. WHITEFCRD: Suppose you allowed them to raise the multiple from
ten to fifteen times?

MR, MILLER: I am trying to look out for the debenture: holders if I
can. The great mistake which the mortgzage companies made was the feeling
that they never were g£oing to have another catastrophe, and they were
spread out with so thin a margin that when the catastrophe came, they were
suk. If we operate cver a great many years, we will run into depressed
real estate conditions all over the country, and we must watch to see that
no one gets pinched. If you take care of your overhead by letting them
maize loans up to 15 times the smaller capital, you increase the debenture
holders. The Senate said the debenture holders would suffer. I said,
"Wonsense - this is limited - those people will be safe - but if you go and
dilute it, yocu will have something that won't be safe."

MR, WHITEFCRD: Of course that capital can be invested under the law
in non—insurable mortgages, but they cannot issue debentures against them.

MR. MILLER: Of course they may lose.

MR, FLEMING: They must be first mortgages subject to the approval
of the Administrator.

MR. CANNON: I think Xr. Miller has presented it quite clearly. As
to reducing it below $5,000,000. I know what our operating costs are, and
I can see the possibility of danger is very grave when you get your capital

down too low. There is no inducement t¢ let them work it. I am afraid of
the possibility. I object to the reduction of the capital investment.

MR. ROGERS: I subscribe to everything that has been said before, and
say that even the $5,000,000. cannot be successful. I am convinced that
there is a risk, and I would oppose a reduction below $5,000,000.but I
don't think they can be successful with even the $5,000,000.capital, and I
doubt that you can get people to subscribe on the present basis. If the
debentures arc tax exempt - Yes; but without it, I don't think there is a
possibility of the Naticnal Mortgage Associations, as set up in the Act,
being successful.
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MR. FLEE If that be the feeling of the Committee, tiien there is
no use having the Government rebuild the structure.

MR, That is my opinion.

MR. FLEMING: It comes down then to what can be done to create a form
of organization that will allow a sale of these mortgages in order that
institutions will sten in.

MR. ROGEZS: There would have to be a wider spread.

MR. WHITEFORD: You don't think Title III will work at all?

MR. ROGERS: That's the way I feel.

ME. FLEIIIG: Xow do you feel, Mr. Ardrey?

MR. ARDZEY: I won't go that far. ZFrom my correspondence, I find that
a very large wmercentage of thae banks, who have already anplied to be apnhroved
as mortgagees, have done so with the expectation that Title III was going to
function. We put restrictions on the size of the banks because we have talked
Title III, and we expected it to function, and we feel that small banks should
not insure mortgages until the Tational Mortgaua Associations were formed. If
we do not ¢» this, we should say that there are no National Mortgage Associase
tions in sight, ond those banls that want to make the loans can do so, with
the expectotion of having to hold them. You have $147,000,000. capital in the
Federal Home Loan Bank, organized originally for distressed building and loan
associations. I don't kmow how they are going to be nmade to operate in normal
times. The capital is there and there might be some means of revamping. My
observation has been so far that the banks and other institutions who made loans
in 1927,1928 and 1929, and had 50p loans, are interested in the insurance fea—~
ture because they are willing to reduce the rate, and did, and have a new mort—
gage waich takes it out from under the morator ;um in the States. I think
Title II will function mezasurably without Title III.

MR. MILLER: It won't function without building loan

e

iR, ARDEEY: You won't draw the »ublic into the mortgage market through

Mr. ROGE=S: I
If mede, and you of
would get some new busine
by offering a way out.

think you would. You are offering 80% mortgages.
0 the present institutions, I think you
ss. Tae mortgage business has been done in the wvast

bt

ga.gee .

2. 721”““0 =D: You cannot sell it to anybody except an approved mori-

¥R. FLEMING: Has not the way out been that mortgage paper was given to
the public?

Mx. ROGEES: I admit your omeration would be more limited. I think we
are dlscussnlb how 1t could be made to work. My idea is that it cannot be
made to work under the present debenture ides. But new business and old
business on the nresent plan of Title II would make it wor)
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MR. WHITZFORD: Would you periait approved mortgages to be sold to the
banks? If the original mortgaygee sarvices the loan, takes 1t to the bank
and the bank makes the loan, it 1s an apnroved mortgagee. I am a customer

the banz and I want to buy an insured mortgage — I buy it from the bank
with the understonding that the banik serviced it. Yoa would let the public
buy the insured note instsad of the debenture?

M2, ROGEZS: It is a question of what the public will do. The insurance
does not follow the mortgags beyond the elibigle mortgagee. If there were
wy way of having the insurance follow the mortgage, it seems to me you would
then solve the problem.

WHITZFORD: You would not advocate that, if you weie going to make
Title III function?

MR. R0GE2S: Wo. I am tninwing that Title III will not function.

X )¢ I don't see any reason why an apnroved nortgasgee cannot
be permitted to sell that mortgage under the regulations of the Administrator,
provided the Administrator says, "You can sell it, but you have to ssrvice
it." Then the insurance will follow the mortgase. That is only nossible if
Jou are not going to have Title III.

tu
! pa
il
=)
&
5]
be

That comes to thae

Ko

uestlon of changing the law.

WAITEFORD: You don't have to.

lid. FLEMING: As I understand the law, the insurance follows the mort-
gagee. You cannot have the individual as a mortgugee If a trust fund, the
Administrator cannot aprove the serviciug.

¥R. ARDREY: We havs dressed it up for the National Mortgage Associations,
creating safety, etc.

MR. FIEMING: I believe you can create a marizet for insured mortgages.
I would never be agreeable to have the individual become the agent for

collection.

MR. 20GIES: Is it possible to have the mortgage serviced?

fire Whiteford is of the opinion that the law can be in-
o u; re the proceeding can be followed. The best advice we had
efTect that this could not be done. Mr. Whiteford thinks it can.

MR. 20GERS: If it can, it seems to me you have solved the situation,
except as to the man who cannot buy the whole piece, but wants to buy a »art.

¥R, FERGUSON: Would the general wublic be interested?

KR. ROGERS: VWe are talking sbout trustess. They want to have some nlace
to put their mo money Should the $5,000,000. limitation be reduced?
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MR. FLEMING: - I think there is a grave danger in doing this. We can
say that the capital sinould not be reduced, at least for two reasons; first,
that with a lower canitalization there is grave doubt in our minds as to
National Mortgage Assoclations being able to carry their overhead because
of the restricted volume of business; second, because it would inevitably
cause increased risk to the wurchasers of the debentures, wnc would probably
be of thatclass in the community on whom such risic should be most reluc-
tantly placed.

We will now consider B (b) - "Should they (National Mortgage Asso-
ciations) be allowed to issue odligations 15 times instead of 10 times their
capital stock?"

MR. ARDREY: I think if you have a $£,000,000. Mortzage Association,
you need not worry about the 10 or 15 times.

MR. MILLER: MMight it not be nractical in getting one set up, if we
could give the trust companies power to subscribe to stock? They are very
much interested in getting the vroblem solved. While I do not think there
is any hope of doing it within the next Tow weeks, I think we mignt evade
the 15 times, and if with $5,000,000. capitnl we might not object to the
15 times. With this volume it would give o little betver chance for the
mortgage comwany to keep out of the red, and make somthing for the stock—
holders.

MR. FLEMIKG: There is a need of further earning power.

(The orinion of the Committee was then asked. All were agreeable.)

B

MR. ROGEZS: I think it is a pretty thin margin.

¥

-

MX. PALVER: At the Executive Committee meeting it was asked that I
announce befo each Committee that it is desired to maintain any minority
opinion, so it is not necessary that we get a unanimous vote.

Lr

3]

MR. FLEMING: In vegard to B (b) then, we believe it would be desirable
for National Mortgage Associations to be allowed to issue obligations 15
times instead of 10 times their capvital stoclk, in that it would make more
effective the earning power of the organization.

¥s

We now come to B (c) - "Should the National Banking Act and the Federal
Reserve Act be amended to mermit member banis to invest in stock of National
Mortgage Associations?™ How do you feel on that subject, Mr. Miller?

MR. MILLER: I think it should be limited to a certain percentage of the
capital. I feel pretty strongly that the National Mortgage Association that
we are discussing today -- in future. I will say sometaing about that later

-

on. I would like to say much, but I don't know to what extent. Many trust
companies would have considered going in if they had the power.

MR. FLEMING: They are allowed to subscribe to six per cent of the Stock

and surplus of the Federal Reserve bani that is one half.

(4330)



17—

MR. ARDREY: Required to subscribe., I imagine that somewhere be-
tween that neak and some other peak you get that figure., Take a large bank
with $150,000,000. capital and surrlus, that would be $10,000,000.--would be
more than ample. Take in our community here, unless we take Richmond and
Baltimore into the picture, 10% would not do the trick. I think it is too
much but they do permit National Banks to invest 15% of their canital in safe
deoosit companies, but that is a wholly-owner company.

MR. ELEMING: That is a different matter, That is the peak. I am
starting at the peak. If you had the same Federal Reserve Requirement that
would be six ver cent of the capital.

MR. CANNON: It follows the mattern of the Federal Reserve System,
in a way?

MR. FLEMING: There is some psychology, politically, if you are
going to recommend it from that standpoint,

MR. CANON: That is the picture that runs in my mind. We are in
the Chicago district now. All those districts are pretty well knit together.

MR. FLEMING: Is there any regulation with respect to the form of
the management of these banks as far as the corporate structure is concerned?

MR. ARDREY: Wo; no regulation.

MR. FLEMING: In other words, there is no set up contemplated on the
stockholders.

MR. ARDREY: We have had no idea in the world of drawing any restric-
tions around the free management and control of it. We have not drawn any
regulations; nothing in sight., Whiteford is a little contrary. He has come
only recently, and we have been devoting our time almost exclusively to get-
ting out our mortgage forms.

ME. FLEMING: DNo provision so far as you know against serving on
the boards of its official organizations?

MR. WHITEFORD: No; I don't see why there should be. We don't want
to put any limitation on them.

MR. ARDREY: What we have said nublicly was that the formation of
these institutions would be almost right down the line with National Banks.

MR. FLEMING: They will have a Tederal charter?

MR. ARDREY: Yes; take the form of a national banking association;
rub out "banking" and put "mortgage" and you have the forms all there.

MR. WHITEFORD: We have the forms and charter for each, All that
has been prevared; but we haven't written any regulations because we feel
that the less regulations the better for the present, so far as personnel
ig concerned.

MR. ARDREY: My own suspicion has been from the beginning that if
you had National M Nortgaé Associations, unless you had a stock identified
with high class institutions and personnel on the board and personnel on the
management and banking stability, you would never sell the debentures.

( 4330) MR. FLEMING: As an illustration. a bank havine $10.000.000. cavital
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and surplus find, would have $600,000C.

MR. WHITEFCRD: What was that?

MR. FLEMING: TFiguring Federal Reserve six per cent.

R. ARDREY: What is the capital of the smallest Federal Reserve
Bank?

MR. FLEMING: I cannot answer that; I rather imagine that Atlanta
is the smallest. )

MR. McDCNAID: No reason why we would have to stick to our regional
districts regarding the organization, such as National Mortgage Associations,
for instance.

MR. ARDREY: The law authorizes National Mortgage Associations to
do business anywhere, any State.

MR. WHITEFCRD: It is not likely to get a bank in New York to sub-
scribe to a Mortgage Association in an area somewhere else.

MR. McDCONAID: 3But on the contrary you could get the Richmond bank
to subscribe to New Yori: mortsages.

MR. MILLER: If you have the adequate capitalization for it a year
or so, you will pretty well show the money-making capacity of the institution,
and then instead of going around drumming up capital for the bank you will finc
the very people wanting to put in money. The mortgage companies start in a
small way until they could malze money; and then as they showed that they could
make money, they grew. I cannot believe with my knowledge of the mortgage
market of the country that even with the competition occurring among them,
they have ceased to show any intelligence whatever in the time loans they
have made and the risks they took. This is a feature which takes it out of
debentures, it seems, to a great extent. We reached 80% with one bank, with
a total mortgage loss of less than 1/10 of one per cent. I do believe the
important thing is to get one of these associations started if we can, and
see what it will do. If I guess right, I am reasonably sure that it can be-
come profitable to the stocknolder.

MR. FLEMING: As I understand, auy mortgage that is not insured can
be bought with the approval of the Administrator.

MR. McDONAID: That is only as far as the capital funds go.

MR. MILIER: I don't like it; it is in the Act.

MR. FLEMING: I think there is your one danger.

MR. McDCNALD: They cannot issue debentures.

MR. ARDREY: There is a point in that. I don't know whether it was
discussed in the meetings, but there is quite a business the National Mort-
gage Associations can do, in buying round amounts of mortgages here and there
that are insurable but not insured--that are eligible for insurance—-and they
can buy them and revamp them and insure them and issue debentures against them.

MR. MILLER: They can buy only insured. loans.

(4330)



~19=-
MR. FLEMING: Amortized mortgages.

MR. McDCNAID: The idea was that when the peonle subscribed to five
million, they could immediately invest it and earn an income.

MR. ARDREY: Did I hear scome one say that the Naticnal Mortgage As—
sociation could not insure a mortgage?

MR. MILLER: They can buy an insured mortgage, but as I see the law
they cannot become an approved mortgagee.

MR. ARDEFY: We have approved them as a mortgagee.

MR. WHITEFGRD: They are not apvoroved in the Act.

MR. ARDREY: I think the distinction there is, and the Council can
put us right on it, that they can purchase and sell mortgages. The restric-
tion was to keep these National Mortgage Associations from going out and com-
peting with Building and Loan Associations but it says: (quoting from the Act)
they may "purchase and sell first mortgages and such other first liens as are
comnionly given to secure advances on real estate held in fee'. It was with
this concept we had that these institutions would buy mortgages which are
eligible for insurance upon revamping or rewriting and, with the cooperation
of the borrower, they would insure these mortgages which they might purchase.

MR. MILLER: With that construction it is all to the good.

‘MR, FLEMING: The smallest reserve bank is Minneapolis, $3,132,00.
paid in capital and surplus. That answers the question raised a little while
ago.

MR. ARDREY: They have to have four million subscribed.

MR. McDCHWAID: Would you make this five million subscribed?

MR. ARDREY: The law says five million in cash.

MR. REINBRECET: The law requires it paid in.

MR. McDCNALD: We are thinking of changing the law.

MR. FLEMING: We voted on B (b). That still brings us back to the
question "Is it desirable for national banks and Federal Reserve members to be
allowed to invest in siock of the corporation, and if so what percentage of
the capital?" Suppose we put the first question to see if it is desirable that
they subscribe.

MR. ROGERS: It is a question for the banks themselves to settle. I
am not a banker, and if I were I thinlz I would think a little bit about the
history of National banks had I been asked to subscribe to Federal Land Bank
stock. The banks would be in an awlkward position if they subscribe to the
Stock. In spite of the fact that we have had as many foreclosures on amor-—
tized loans as on straight payment loans, my own belief is the banks would
find themselves in an awkward position by reason of the fact that they have
" backed mortgage institutions. If history repeats itself the banks will be very
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sorry that they have ever mixed 1p in a business they dida' know

much about. The banks kmow little about the mortgage business I think
if they studied history they would think twice before 1nvest1ng in National
Mortgage Associations. On this particular subject I vote "No." I shall go

alonz with the Committee if it wants to. As a committee member I will save
it against itself.

MR, CAVNCN: I taink Mr. Rogers has stated a matter of policy there.
I think this is the only way we can get the machinery started and I think
it is possible to work it out. It can be done with probzply better supervision
through that sort of an organization plan by permitting the banks and trust
companies, etc., to subscribe to the stock racher than what might otherwise
be accomplished if left to others with less définite motives.to handle the
situation. From that point of view I am agreeable with the plan,- that is,
that it would be desirable for national banks to have that privilege or
members of Federal Reserve banks to have the right to subscribe to this
associlation. Personally I would feel much safer if they had management
interest.

MR, MILLER: It seems to me one of the great troubles that we had
before the baniz holiday thoat is not cured as yet was the freezing up of the
assets of the country banks. This does not apply to the big banks or to the
large cities, unless it is in Detroit. With freezing up in mortgage loans
and while they have been reczpitalized through RFC, they are still going on
and have still got this back-log of tremendous uanliquid loans which, with an
ordinary real estate market, they would eventually be able to liquidate. I
have Jjust been over the portfolio of one institution to divide it up into
three classes--all the loans that were now under 60%; all the loans that were
between 80% and 80%, and 2ll the loans that were over 80%. That was a
portfolio of =nineteen million, and there were between six and seven million
dollars of loans that rangzed between 60% and 30%. I put the 80% because
of this law. Between six and seven million of these lcans that ranged
between 70% =nd 80%, on these there was not a single default of interest, or
ranged up very much cleser to the 80% average than the other. In other words,
that banl: will come out all right when normal conditions are restored in the
mortgage market, and it is about the worst tnnt I nhave seen in the mortgage
business. It will not have =2 loss of any considerable amcunt. There
was some reason for having a marginal loss. It seems to me that after all,
we do hope that this whole Act will tend to bring back money into the
mortgage market and the old channels be used again and new channels created.
In order to do so we have tc creste some channel throush which they can flow,
and to do that is ultimately for the salvation of the banlzs themselves,
outside of the big cities, to determine whether we can do that job success—
fully. It should be a rather minimum amcunt. For the sake of trying to
do this big job in a big way it is nrobably advisable. I have my doubts as
to whether banks should have mortzaze loans—-I lmow one large bank that has
60%, ond it is not a savings banii; all of its deposits =are in mortgnge
loans that can be liquidated tod:y, and I s=w a lot more in about that shape.
Why let them stond aside and let somebody else do the job thet is perfectly
their job? That is the only arzument I could make for it. Take the trust
companies, they have been getting many mortgage lo-ns in the big cities,
but they have an enormous amount of mortgage losns. It is also true that
they owe at least the effort to briug this thing out of chaos and set us
on our feet again, and if I werc running one of these trust companies with
one hundred million or something like thot in trust funds invested in
guarantced mortgages, I should feel it wos my duty to risk a certain

(4330)



D]

percentage of my capital in an effort to bring this thing out, provided I had
something to say about the management. I have no hesitation in voting in
favor of permitting the use of it.

MR. FLEMING: Permissive power. I rather think that those subscrib-
ing would be only thcse of the the type of institutions that you mention. It
is not a nontaxable proposition.

MR, MILLER: You wouldn't have it unless the thing turned ocut to be
really profitable, and then you will find them small country institutions.
They may £o out to buy up. I would see it limited to five years, to be out
in that time.

MR. FLEMING: That is a good thought.

MR. ROGERS: Mr. Miller's talk runs along the line of expediency.
But after all is said, the Act runs a long time in the fubure.

MR, FLEMING: This S5-year period is agreeable to me.
MR, RCGERS: 1 agree with Mr. Miller as to the matter of expediency.

MR. FLEMIEG: We are not going to get individuals to start to put
their money into these Mortzage Associations. There might be somebody like
Mr. Ardrey spoke of, in the building trades cr construction field, whe might
put some in. There is no question but what the great portfolics of banks

should never have been frozen up with mortgage paper.

MR. ROGERS What objection do you have to the building trades going
into this?

MR. ARDREY: ©None in the world.

MR. ROGERS: The man who takes the greatest risk is the man who buys
on a 20% shoestring, and the next one is the one who talies the mortgage. It
does seem that the material man nmust get into this proposition where he was
taking a risk in the sense of lending some of his money.

MR, WHITEFCRD: How will it sell the debenture? It does not give
character enough tc the company. The first question they ask when theyccome
down is,"will you arrange with the R.F.C. that they will lend a certain am-
ount of mcney on the debentures"? Then, "Where will we sell these debentures"?
This is the story you get. You cannot start this off with the RFC. This is a
reclamation propositicn anyhow.

MR. ROGERS: It seems that if the national concerns in the heavy
industrial trades finance this thing, the big concerns, I know no reason why
their paper would not go on the market on a comparable basis with General
Motors. Automobile companies have found their paper acceptable.

MR. ARDREY: The answer is that the finance companies on automobiles
are doing it on 12 or 18 months, whereas you have 20 years. They find a mar-
ket principally in the banks as commercial paper--almost the same as commercial
paper. With the General Motors Acceptance Corporation its debentures sell
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among banks, with tremendous capital behind it, and sponsorship behind it,
short maturity, and their experience has been good, but it is all short
paper. It is not 20-year paper. you can sell a debenture.

MR. RCGERS: It is an argument against the formation of debenture
associations.

MR. ARDREY: There is this difference. Mr. Whiteford had some
friends down here, and we spent one whole morning talking with them about it.
We did not say we wouldn't give them a charter to organize, but when talking
about the rate the paper would bear, a basic rate of five per cent, they
didn't see where they could function. They believed that debentures issued
by a corporation of that kind would sell at a higher rate; they could not
make a living out of it. I don't know at what they will sell the debentures.

MR. WHITEFORD: These debentures are not tax—-free and long-term. A
man was talking about it Saturday morning. He said, "We do not see how we can
sell them". And he said that when you compare these securities with a lot of
tax-exempt securities there are, we have to have a longer term, I talked to
him about the short-term idea. He said that is so, and he spoke of moratorium
laws right away. He said: "You have moratorium laws in 13 States. You sell
these debentures to parallel these maturities. You cannot foreclose; you don't
get the property; the Administrator cannot issue his debentures; you just can-
not do it; we cannot recommend them; the people wouldn't buy them".

MR. ROGERS: He was correct. National Mortgage Associations would
be faced with the fact that when there is a social feeling against foreclos-
ures you cannct foreclose, irrespective of the moratorium.

MR. WHITEFCRD: Banks would not touch them.

MR. MILLER: Go to the people who bought mortgage certificates before
and to the people who would like the mortgazes. It would be sold in some
cases to the interior savings banks. There has never been a time in the his-
tory of the State where the safest banlks could not get money they needed to
keep up the percentage of mortgeges. We had to depend on what we thought was
the interest of the mortgage in getting a good loan. To get the money flow-—
ing back is absolutely essential to the recovery of the United States in my
Judgment. I am here to contribute what 1little I can in that direction, be-
cause it is the most important thing we have to do. They will lose their
status as approved mortgages as soon as they begin to let it drift and taxes
accumulate. As to your moratoria, in the first place some of the States have
had those laws only as to mortgages written before the panic. In other States
you are already asking State legislators to make changes.

MR. FLEMING: Automobile paper has been sold because there has been
education about it, for example, Ford Motor Company.

MR. MILLER: These must be sold differently. You have to educate
the public. You have features you never had befcre-—guarantee, insurance
fund, protection to the principal sum involved, moratorium.

MR, FLEMING: The question before us is whether this permissive
power should be given - whether we would recommend this power be granted.
Are you gentlemen in favor of granting that permissive power? (B-c)
(4330)



MR. MILLER: Yes.
MR. CANNON: Yes.
MR. ROGERS: No.
MR. FLEMING: I vote "YES".

The next question would be the amount that they would be limited to
subscribe to. It seems to me you get a good figure on six per cent of capital
and surplus.

MR. MILLER: I think it should be three per cent. I think six per
cent is too high.

MR. FLEMING: As you .zet into smaller institutions that affects them
more. That ten per cent loan may be all right in larger institutioas, but
not in the smaller institutions. Do you think three per cent will be a suf-
ficient amount?

MR. MILLER: 1In New York it would take care of it.

MR. ARDREY: I don't think you are going to have Mortgage Associa-
tions in every Reserve District.

MR. FLEMING: You would have less resistance from bankers if it were
small.

MR. MILLER: If the New York bank should show a handsome profit, the
public will take care of it, and the bankers would not have to put their money
in it.

MR. McDCNAILD: Just because you are allowing banks to subscribe to
it, you would not prohibit fire insurance companies or individuals from sub-
scribing, would you?

MR. FLEMING : No.

MR. ARDREY: The more you make it sound like a Federal Reserve
Bank, the easier it would be.

MR. MILLER: Would you make it possible to allow this three per cent
limit to have it cover capital and surplus? I don't think a fellow would like
to have a mortgage company started and immediately go into the red. Make the
three per cent cover the contribution of capital and surplus.

MR. ARDREY: The Comptroller recommends a paid-in surplus.

MR. FLEMING: Three per cent of capital and paid-in surplus would
make it pretty small. I think it should be three per cent of capital and
surplus.

MR. MILLER: If you limit it to three per cent of the capital, they

cannot put in any of the surplus.
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MR. WHITEFORD: The question under the law is, if $5,000,000, capltal
the Administrator could require surplus.

MR. ARDREY: You cannot require it, but the Comptroller recommends
paid-in surplus.

MR. WHITEFORD: I think the Act ought to give the Administrator that
authoritye.

MR. ROGERS: If a man said he was ready, would you let him start the
National Mortgage Association? I don't think you have to put it in the Act.

MR. FLEMING: In regard to the permissive power of the member banks to
subscribe - if you said three per cent of the capital only, they would De
tied to the capital.

MR. ROGERS: I thinlk it should be capital and surplus.
MR. FLEMING: You can get it started better with a small percentage.

MR. MILLER: There is more chance of getting it through Congress with
the small percentage.

MR. FLEMING: I don't think in the New York District you would have
any trouble, or in our District, or the Boston District or Philadelphia
District.

MR. ARDREY: The average surplus of many national banks is sixty per
cent, so I would make it either six per cent of the capital or three per
cent of the capital and surplus. This would be adequate in New York. I
don't expect these things to spring up in all the Districts., I think we
would be better off if we had six or eight National Mortgage Associations
in the larger centers than if scattered around. There is nothing in the
Act that makes the purchase of insured mortgsges mandatory. A New York
Association might insure a sound mortgage outside of New York, but because
of the small number of mortgages in that particular community they would
not want to go down to look after one mortgage. They will buy the mort-
gages in densely populated sections. They would picic the place. I think
a New York Association with five million dollars, if run well, and if it
increased its capital as the business grows, would function. We don't
want to keep the capital limited.

MR. FLEMING: If you subscribe to the Federal Reserve stock, you sub-
scribe according to capital. You cannot have two sets of stockholders, and
I don't think you will get other people to come into the proposition if the
banks buy preferred stock and the other people could buy both preferred and
commone I think t#his would mess it up. What would be the recommendation
about allowing the bank to subscribe from surplus?

MR. ARDREY: I don't think there is anything to prohibit that. I think

a National Mortgage Association in New York, with five million dollars, would
sell its stock at one hundred and twenty.
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MR. FLEMING: Are you going to be restricted under the law? If you
set the 1limit with a par of one hundred, and not to exceed a price of one
hundred and twenty a share, a five million dollar proposition would give
you a one million dollar surplus. If they said you must have a two million
dollar surplus you would be hlocked.

MR. ROGERS: If the amendment reads that these Federal Reserve Banks
were authorized to buy capital stock of the National Mortgnge Associations,
that doecs not govern the price. They could pay one hundred and twenty a
share. You arc not saying that they would be authorized to buy it only at
par. It might be they would want to come in later vhen the stock would be
worth one hundred and fifty,

MR. ARDREY: What docs a non-member state bank now have to do when it
comes in?

MR. FLEMING: They have to subscribe to an amount of stock equal to
six per cent of their capital and surplus, but they only pay in half of that.
New stock is issued. In the Federal Rescrve, in case of liquidation, the
surplus goes to the Government. The stock is limited to six per cent dividend.

MR. ROGERS: With what sort of an amendment would you be satisficd?

MR. ARDREY: An omeundment which merely says to amend Section 513%6, pro-
viding that they may subscribe to stock of National Mortgage Associations up
to, and not to excced, six per cent of their capital, and leave the surplus
out .

MR. FLEMING: 7You will be getting a little better than three per cent
of capital and surpluse.

MR. MILLER: I am thinking about the National Mortgage Association.
If the first annual report shows a loss, cverybody will be scared. Some
sort of a reserve must be set up to take carc of it

MR. ARDREY: Would that not be in the by-laws of the National Mortgage
Associationt

MR. MILLER: Yes. You can subgcribe to the stock at par, but you cannot
subscribe to the surplus. I want to get away from the legal mind that says
it cannot be done.

MR. WHITEFORD: If you say "subscribe" that is the meaning, but you
should say "purchasec and become the holder of'.

MR. FLEMING: Talking Mr. Ardrey's suggestion, shall we recommend that
we amend the National Banking Act, paragraph 5, Section 5136, Revised
Statutes; also amend the Banking Act of 1933, mcmber banks, Section 9, Federal
Rescrve Act - to provide that member banks be allowed to invest in, and pur-
chase stock of, National Mortgagc Associantions to an amount not to excced
six per cent of their capital stock? I think this has a very much better
chance of going throughe. Xow do you gentlemen votc?

MR. ROGERS: I ~m not voting on account of my previous votc.
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MR. MILLER: Yes.
MR. CAYNON: Yes.
MR. FLEMING: I vote Yes.

The question has also been discussed as to whether it is advisable
to 1limit the period that this power may be given to member banks. It appears
to the Committee that this is a question which the Federal Housing Administra-
tion, if the recommendation is adopted, would have to work out with Congresse.

MR. ARDREY: If we are right, then the banks already in ought to have
a right to continue to subscribe to this stocke A New York National Mortgage
Association, with five million dollar capital, will have ten million dollar
capital in two or three years.

MR. FLEMING: The only danger is if we get into a boom. I don't think
the big (?) banks are going to be hurt on six per cent of the capital. I am

afraid about the small banks. I think the banks have a job to do here to
help save themselves.,

MR. FERGUSON: Is not this idea broad enough to permit them to purchase
new stock?

MR. FLEMING: Yes, but all we are doing is giving out the suggestion
that it may seem desirable.

MR. ARDREY: As a practical matter you might limit it to July 1, 1937.

MR. WHITEFORD: That would have quite an influence.

MR. FLEMING: Six per cent capital would not change it muche. Once they
get going the other capital will come into it. This is a primer.
Gentlemen, it is 12:50, Shall we adjourn for lunch?

(It was the opinion of the Committee that sandwiches should be served at the
table, as the Committee wanted to adjourn about 3:00 P.M. Tunch was then
served. )

MBQ FLEMING: Question B (d), 2 sections: We will take up the first
section, "Is it desirable that a mortgage discount bank be established?"

MR. ROGERS: This subject has been agitated a great many years, and I
think it grows largely out of the desire to create a Government-sponsored
Mortgage Discount Banks However, in National Mortgage Associations there
obviously is room for the establishment of the National Discount Bank, and
it will come in strong competition with it. On the economic side, I would
say 1t would be disadvantageous to all concerned, would be subject to politi-
cal control, and it would get into trouble in the end. And in the end, in
order to make it work it would have to be given Government guarantees any-
how and tax exemptionse. If the Mortgage Discount Bank is to be by private
capital, there would be no objection to it. If Government sponsored, which
means, in the end, tax exemption, my vote would be "Nol"

MR. CANNON: Mr. Rogers has summarized it, as I see it.
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MR. MILLER: I have been thinking what could be done if the National
Mortgage Associations could not be formed. I believe that private capitaliza-
tion might then be the only solution. I would not want to definitely condemn.
it until I know that National Mortgase Associations will or will not work,

If they won't work then we will have to go back and consider what can be done.
There are two problems. One is the problem of the selling of the mortgage
which can be taken care of by the Mortzage Associations and in a sort of re-
volving fund to insure and sell part of their present holdings and use the
money for new construction, if necessary to bring the thing out, and be help-
ful, but there is also the question of liquidity. Now that, at times, has
been very acute. Uader the laws of New York State we are allowed to have

YO% of our assets in savings banks in mortgage loanse If they lifted up to
that it would reduce liquidity of the savings banks to about thirty per cent
unless some way was found to take care of it. Temporarily at least that
situation has becn pretty well handled with the aid of the RFC, so that if
they are where a liquidity problem arises, it could probably be taken care

of entircly in that community. It did arise a year ago last January quite
severely, and the liquidity corporation there made some twenty millions of
loang—~purchases of the prior interest in mortgnges. That is one trouble of
establishing a bank with private capital. If things go right, it will have
nothing to do a great part of the time, and then have to be able to take up
the load when the load is needede The nearest avproach with us is the savings
and loan banks in New York State, which is not a liquidity proposition. When
they get out of funds so that they cannot make any loans at all, they are
allowed to borrow on their credit and deposit mortgnges of good standing as
collateral in the building and loan bank. That bank in turn from time to
time as it needs moncy issues its bonds, which it secures primarily, in the
first instance, by depositing mortgages as collateral and, in the sccond
place, by the credit of the building and loan banks in order to get the

money out of the fund. That is not liquidity, except for purchasing new
loanse. If there should be a demand, they could not borrow in the building
and loan bank to meet that demand; they can only borrow for the purpose of
moking new loans. The new issue 1s at four per cent. The bank bringing out
the issue told me it was well over—-subscribed beofore it was announced and
they have always been able to sell at five per cent, and during the panic had
sold at five per ceat and the bonds have never gone below par, so that in a
very small way the thing worked out to a successe. In liquidity functions if
you have not the power, it is a question as to how far you can go. It would
vastly ald safety of mortgage loans and tend to reduce mortgage interest, if

D

there was a way out for the institutions who are loaded with mortgage loans.

MR. ROGERS: 1If that is the purposc of the bank, I think it would be
very desirable. Most can be taken care of by private institutions. My
understanding of the mortgagze discount bank is the same as has been proposed
for a number of years on the theory that a great deal of good has come to
the recal estate intercsts,

MR. FLEMING: It comes down to the central bank. Commercial banks
would have to have powar to issue paper.

MR. ROGERS: The reduction of interest rates would do more harm.
MR. FLEMING: It would fall by its own weight.
MR. ROGERS: It certainly would.
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MR. FLEMIUG: The thing to aim at then is to try to make Title III work,
If it won't work, then what?

MR. ROGERS: I am inclined to think Title III will work, if you will
carry the insurance clear back to the ultimate investor, and I think it can
be done under the Act.

MR. FLEMING: I think there is something in that, too.
MR. MCDONALD: If anybody wants the money, there it is.

MR. MILLER: In my experience of forty years, real estate security is
very well thought of. They want to know if it is going to be handled as a
straight proposition.

MR. ARDREY: All the building and loan associations in the country are
against this mortgage discount. You will get between two fires, between the
mortgage companies, who want it, and the others,

MR. FLEMIIG: I would cast my vote on this to say that we feel that

every effort should be made to develop Title III rather than to go into other
unexplored fields, such as the mortgage discount bank.

MR. ROGERS: The time is not opportune to discuss mortgage discount banks
in view of the fact that efforts should be directed toward finding a way of
making Title III worl.

MR. FLEMING: Do the ideas expressed meet your views?
All replied in the affirmative.
MR. MILLER: If Title III does not work I should like to see this body
talke up consideration of a better proposition. A man set up a mortgage bank
in Colombia and Peru, and it is working satisfactorily.

MR. FLEMING: Could we get him to give us a memorandum?

MR. MILLZR: I think so; he is a useful citizen. I hope we will not

entirely close the door on that question.

MR. ROGERS: "We simply say it is not opportune at the moment.

MR. FLEMIHG: I think what we should do is to make a note of it.

MR. ROGERS: I will write Professor Kemmerer of Princetvon.

MR. FLEMING: 1In regard to B (d), "Is it desirable to make insured
mortgages eligible for rediscount with the Federal Reserve Banks?", if
Title III works there is no need of bringing this up at all, because then

the mortgages will be sold to these banks.

MR. ROGERS: If you limit Federal Reserve banks to take for rediscount
construction mortgages with a definite time set for completion -

MR. FLEMING: That is eligible now.
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MR. ROGERS: I vote "¥o" on the second section. .

MR. MILLER: I am opposed to anything that will freeze up the Federal
Reserve System. I vote "No.!

MR. FLEMING: We do not fcel that it is desirable to make insured
mortgages eligible for rediscount in Federal Reserve banks. I vote "No"
on the second sectione We will now take up C (a), "What measures, if any,
should be adopted if the Wational Mortgage Association does not materialicze,
to import liquidity to funds impounded in mortgage loans?" Shouldn't we say
on that, that this is a subject which the committee is exploring and will be
glad to report on at a later mceting? '

MR. ROGERS: I will write Professor Kemmerer; it will take two weecks
beforc reporting.

MR, MILLER: I will write Mr. Howard M. Jefferson tomorrow morning.
(This name was submitted by Mr. Reinbrecht.)

MR. FLEMING: I do not think the committee would want to bring any
recommendations without a solid meeting on that one questione.

MR. MILLZR: What we are hoping for is that the Mortgage Association
can function if we get that legislation through..

MR. ROGERS: Wouldn't the answer to that be to emphasize as far as
possible the further worlking of Title II in the hope that Title II will
eventually be made to work. Going back to our discussion, it does seem to
me that Title II could be made to work very much better if the insurance
followed ecither the debenture or the mortgage, irvespective of the hands it
got into. If the small saver did not have to depend on the solvency of the
Mortgage Association to get his moncy back, but could rely on at least getting
a Government dcbenture, he would invest his money.

MR. ARDREY: UMr. Whiteford is of the opinion that we might draw a regu-
lation under Section 201(b) of the Act, which says:

"The term 'mortgagee! includes the original lender under
a mortgage, mnd his successors and assigns approved by
the Administrator; and the term 'mortgagor! includes the
original borrower under a mortgage nnd his successor and
assigns". ==

The original lcnder of the mortgage is approved by the Administrator. As
a practical question it is impossible for the Administrator to approve
successor mortgagees vhere the mortgnge passes from hand to hand. Without
attempting to lay dowvm any controversial opinion about it, my opinion also
is that the individunal would not be interestcd in buying amortized monthly
payment 20-year mortgagces at alle But I think the thing we hear quoted
around is that amortization means liquidity to institutional investors and
dissipation of principal to individual investors. Mr. Callaway, who is a
member of this Committee, is a lawyer and Vice President in charge of the
Trust Department of the Guaranty Trust Companye. He failed to come to the
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last meeting, but was down Friday afterward. I asked him if he would not
assume rcsponsibility for your Cormittee and for us to prepare such an
amendment to our regulations that would set up a range whoereby we could
qualify mortgnge compnnics, or trust companies rather, both in their corporate
capacity and in their fiduciary capacity. I tried to get him on the ‘'phone
yesterday. We have very definitely in mind in this office that we do not
have National Mortgzage Associations. If we do not hnve National Mortgage
Associations, we can broaden the regulations.. We have written these regula-
tions here having in mind Titles II and III.. Of course, if Title III does
not function, the whole frame-work would be modified. Whiteford thinks that,
as it is, we can set up somothing here and call it o service or something
under this Title II. It doesn't rend that way to me. Mr. Ferguson might
know what Mr. Whiteford has in mind.

MR. FERGUSON: What I have thought about Section (b) is, that we would
be safe if we would, by regulation, some way or other, say that we would
approve any holder of the mortgagze so long as the original mortgagee retained
the obligation to service the loan. In other words, the original mortgagcee
could sell the mortgage to whomsocver he pleased, but he still retained the
obligation to service it, to collect the payments, and to apply them.

MR. FLEMING: Suppose he says he doesn't want to do this?
MR. FERGUSON: Then he cannot sell it. Some pcople say they can scrvice
them for one-half of one per cent.

MR. ROGERS: No question about that. It would be a very helpful step.
Companics have already said they can handle it.

MR. FLEMING: It might grow. In the hands of the individual himself,
he is going to dissipate it.

MR. ROGERS: There is tremendous money that can be drawm out of hiding.
Say an executor of an estate that is worth $50,000 wants to put the monecy
somewhere. As to the individual himself, I am not impressed with the thought
of dissipation.

MR, ARDREY: I think it is a pretty substantial loss of interest, how-
ever. It will take him ten months.

MR. Z20GERS: The avernge individual is more impressed with safety than
he is with the return of five per cent or six per cent, and I think if he
was getting back five per cent or six per cent I am not afraid of the
dissipation of it.

MR. MILLER: What worries me is that the banks would sell participations
in those mortgages. They would have a $10,000. mortgage and sell $1,000. to
one man, and another $1,000. to somebody else, and all the time the mortgngse
would be sScattered amonz ten participants, and probably do it without any
trust debenturc; probably do it without more than an undivided interest in
that mortgage. How would you go to work to foreclose your lien on the part
that you sold for participation, as the bank has no interest in the mortgage
except to service it? I think that would have to be worked out by regula-
tions, or you would get the whole Federal Housing Administration in wrong

(4330)



-31-

again in reaping some of the errors of the banks that sold for participation
in the old days. I don't think it is impossible to work it out, but I am
glad I am not on the Committee.

MR. ARDREY: We spent a lot of time, days and nights, to make this Act
as flexible as we could, to give it all the spread, at the same time recog-
nizing the safeguardse. These mortgages have stamped on the back of them
"Insured". We tried to throw around them all safeguards. We have had some
criticisms. We want to consider whether or not we would amend the regula-
tions in order to create trust powers. It is perfectly obvious that you
could not let a bootlegger buy an insured mortgage and have the borrower pay
all the taxes. Somewhere you have to have some responsible persone. We
considered whether or not we could not set up an intermediary, but we hesitated
about going any further than the plain purport of the Act. We were anproving
these mortgagees with quite a responsibility as it was. We have set un a
service intermediarye. Supnose tne only fellow who wanted to be approved as
mortgagee wanted to service twenty-four millions—-that is a pretty big re-
sponsibility.

MR. ROGERS: 7You are up against that contingency anyhow. -

MR. ARDREY: Certainly, except under the terms of the deed of trust,
through holders of the notes, there is an offset,

MR. MILLER: There would be an offset 1f the assignce misappropriated.
It would only be if the thing ran along until complete.

MR. ROGERS: You take the risk in either event. The question you are
discussing is whether or not the insurance feature could be carried further
back, particularly the eligible mortgagee of service origin,

MR. FLEMING: I do not see any reason why we could not broaden it. It
secms to me that is the key to the situation. It would broaden Title II.-

MR. ARDREY: It scems to me that by not imposing on the purchaser of
the debenture the risk of the solvency of the National Mortgage Association
which gives him the benefit of the insurance, that you could drag this money
out at a very cheap rate. There is no prescent provision in the Act for that.
We have had more complaints on our low-cost housing program as well as very
serious complaint from people who would operate as approved mortgagec because
of the lapse of time between the issuance of the debenture and the fore-
closure,

MR. FERGUSOW: ‘Do you know why that was changed in the Act? The Act
as it was originally drawn provided that he should get his debentures upon
foreclosure and transfer or title or in the discretion of the Administrator,
upon the assignment of the mortgage.

MR. MILLER: It was chanzed in the Housec. x

MR. ROGERS: 1Is there any possible way any debenturc of the National
Mortgage Association can have the benefit of the insurance?

MR. ARDREY: No present way.
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MR. FLEMING: Going back to the question - What do you think the
situation is? .Should we recommend that therc e some loosening up in
the regulations to the end that an insured mortgage would rcemain insured
if so0ld to an individual, provided the mortgngee who sells the mortgnge
agrees to continue to service it? How do you vote? All we can do is to
suggest that we make the mortgage more liquid by making it more salable.

Docs that meet your vicws?
(The Committee agreed.)

MR. ARDREY: What is the feeling of the members of this Committee
about the restriction we put in the regulations about who may be a mortgagee?

M. FLEMING: We have not discussed thate

MR. ARDREY: It is part of the same thing, because so far we have not
approved. small banks as mortgagees, but we are considering doing so. Gen-
erally speaoking, we have not approved any mortgage compnnics, largely be-
cause they were not under supervision, and because the trust relationship
did not scem to us to be properly provided for.

MR. FLEUING: Gentlemen, we will take up the last question, C-Insured
Loans, (b) "Should thc limitations on interest rates that may be charged
by mortgagecs (5% to 6%) be altered?™ My observation is that it is rather
expensive on old mortgnges, nnd not so expeansive on new mortgages, when
the cost of the house is taken into consideration. Unless someone wants
an cighty per cent mortgnge on a piece of property constructed prior to
this Act, an insured mortgaze at six per cent for twelve years is very much
bettere.

MR. ROGERS: What is thc purpose of this question?

MR. ARDREY: There are just as many people talking one way as the
other.

MR. FLEMING: Suprose we ask Mr. Palmer to rcecad Pages 45 and U6 of the

)

Minutes of the Housing Advisory Council Meeting, Deccmber 17 and 18, 1934,
(Mr. Palmer then read Pages 45 and 46 from the Minutes.)

MR. PALMER: I will olso read the following from a letter from Mr.

Lewis H, Brown, which just came in this morning, pertaining to the same
subject.

"3-The President's ruling on the 5% interest rate
threatens the success of the National Housing
Act. What can be done to have this ruling
changed ™ '

MR. ROGERS: I think he must be thinking of changing it downward.

MR. MILLER: They sent Mr. Moffett a letter last night. Mr. Brown's
idea was that the President handicapped the Federal Housing Administration
by saying he wanted a uniform five per cent interest rate, and Mr. Brown's
thought was it should be left as it was in the Act, with discretionary
powers in the Administrator to increase it to get the best results.
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MR. FLEMING: I think Mr. Brown is correct. I don't think it was wise
to pin it to a five per cent proposition.

MR. ROGERS: I don't see that you could change these rates very much.
In the case of five per cent it comes to seven per cent. You cannot put the
rates up. From an economic standpoint you must put them dowm.

MR. MILLER: I am not sure you cannot put them up where people are
accustomed to paying higher rates. In some parts of the country the people
are paying eight and ten per cent. We want to induce money back into the
mortgaée market. There is no other business into which you can induce money
by putting the rate for money below what you have had it before. In New York
six per cent has been the prevailing rate for years. If you bring it from
six per cent down to five per cent, no matter what the demand is for the
Yoan, it handicaps your style. I think it will slow it up in certain parts
of the country.

MR. FLEUING: Take a new mortgage - the purchaser gets a distinct ad-
vantage and saving., He Imows the contract runs for twenty years, and if
he keeps the reserve up that is all he has to worry about. I think he is
getting protection that way by lower cost, and I think it is pretty cheap
financinge

MR. ROGERS: This changes the situation - if he sells the house as soon
as he builds it. When we talk about selling a piece of property —-——-

MR. FLEMING: Sometimes they want to step right into this thing. So,
to those pecple you will have one mortgage on the property, and it is a
tremendous argument.

M2. ROGERS: I don't think you could raise the rate.

M2. FLEMING: No. But when it comes to an o0ld piece of property, unless
that fellow wants to roll the first and second trust into one, it is far
better for him to get a mortgage from an insurance company. There is no
objection this, so far as the Federal Housing Administration is concerned,
because you only have two billion dollars.

MR. ARDREY: The Act provides for two billion dollars, but the President.
may increase it. We compared our rates with the insurance premium, and it
compares favorably. The lowest rate is five per cent plus the service charge.
The insurance vremium figured on flat five per cent all the way through
amounts to 5.88%. The interest figared on en amortized basis is 1. 76%, 5%
and 1% service charge figures 7.76%. The interest rate and service charge
is only six per cent actual cost. We have had criticisms from both directions
from the fact that we had the service charge and the flat rate was 5%. A
great many friends of this Act in Congress have been critical about the rate
of 5%. The President did not take exception to Mr. Moffett and permitted it
to stand. This Act was passed in the atmosphere of the Home Owners! Loan
Corporation' legislation and operation, and the people who voted for it had in
mind that the Federal Housing Administration would function here, and private
capital would come along and take the place of the Home Owners! Loan Corpora-
tion, which was making loans at 5%, plus actual appraisal costs Mr. Moffett
took the report made by the President's Committee in 1931 and made a survey
as to the rate on dwelling mortgage loans from commercial banks, savings
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banks, trust companies, building and loan associations and life insurance
companies. When we were ready to announce our rates, we sent a telegram
to our offices and asked for the rates, and they did not change. The
average rate thrown into a not was 6.69%.

MR. FLEMING: Your average is considerably lower than that.

MK. ARDREY: Yes, taking the insurance rate out. That was the rate
in the mortgage itself, and had nothing to do with service charges, etc.
Congress expected that these loans would not be made through brokers or
agents, but would be loans made directly from the portfolios of institutions
in the country that held the thrift funds of the country, and roughly speak-
inz, of course, these were commercial banks, savings banks, trust companies,
building and loan associations and life insurance companies. Of the 21 bil-
lion dollars worth of loans, 3 to 4 billions were held by individuals (many
of them bought outright through mortgage companies), 3% billions by mutual
savings banks, 2% billions in commercial banks, 2 billicus in insurance
companies, 3 billions in trust companies, and 6% billions in building and
loan associations - total of 21§ billions. It was exnected that these loans

would be made direct. We were supposed to take the place of the Home Owners'
Loan Corporation. When Mr. Moffett made up his first schedule of charges,

he made a rate of 5% in the area by States where the minimum mortgage rates
existed - Counnecticut, New Jersey, the northeastern sections of the country.
He had the 53% rate in the zone where they were higher, and the 6% rate out

in the Pacific Coast and in the Soutawest. EKaving in mind the National Mort-
gage Associations, and servicing them at nome, he figured you had one-quarter
of one percent service charge and 3% commission. The President asked him to
come up and talk about it, and the understanding was that the President wanted
a 53 rate on new construction where there was acquisition of property. MNr.
Moffett did not quote a rate on refunding, but in his letter to the President
he said that he would make a basic rate of 5%, but the rate would be somewhat
higher on refunding operations. The President had no fault to find with the
service charge and the initial commission, but he did not want it called that,
and he said:; "You find some other way to put it in so it dces not sound like
that". This was on November first, with the election on November sixth. We
wrote it wp that it would be one-half of one percent without commission, and
as we figured it we found it was about 1% lower than the charge that the
President had anproved. The Act calls for initial service charges. What they
meant I don't know, but it looks like they meant all of these charges. Sec-
tion 203 (b) seys, "To be eligible for insurance under this section a mortgage
shall - (2) involve a nrincipal obligation (including such initial service
charges and appraisal and other fees as the Administrator shall approve) in

an amount not to exceed $16,000 * * * * M Congress apparently, from what Mr.
Watson tells me, wanted to take the cost of the mortgage and give the bor-
rower the right to borrow that, as well as the principal of the loan.

MR. FLEMING: There is nothing in the Act prohibiting the lending agency
charging what it wants to, is there?

MR. ARDREY: There is nothing, excent the 5% interest provision. The Act
says the Administrator must approve the charges - such charges as aporoved by
the Administrator. We have not drawn up any schedule of charges for avnnlica-
tion all over the country because you cannot do it for the reason that in
many places the mortgage companies and other lenders have agreements as to
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fees, etce We do not require that they have a title policy. We say it
shall be a first lien. The reason we do not bother about it is because
under the foreclosure provision it says the title shall be conveyed satis-
factorily to the Administrator. We have even had appraisal fces criticized.

About Lewis Brown's memorandum - the rates are very low. Our thought
was that before very long we might find political comment arising, and in-
stead of the President giving the man in Utah the same advantnge as the man
in New York, he might be depriving the fellow in Utah, because no onec would
let him have the money. As a practical thing I do not believe pecople will
lend money so chenply in some arcas as in others.

MR. FLEMING: We can answer C-(b) "Should the limitations om interest
rates that moy be charged by mortgagees (5% to 6%) be altered™ as follows -
In reply to the inquiry we believe that the rates established by the Adminis-
trator should be given a trial beforc therc should be any consideration of
a change.

(This was agreed to by the Committecs)

MR. ARDREY: What is Mre. Miller's opinion as to how far we ought to go
in trying to crcate a market for the insured mortgage itself, and how far we
ought to go in approving, as a mortgagee, every member of the Federal Reserve
System, every member of the Federal Home Loan Bank, etc., after application
and examination of their statement?

MR. MITILER: When you first started, it was my own thought that many
things woulid be delegated to the approved mortgagec that have not been dele=.
gated to the approved mortgagec because they would have an interest in the
property.s ®We did not think it was feasible for the Federal Housing Administra-—
tion 50 set up such an organization as could appraise all over the United
States. I thought they should be carefully selecteds Now about all that is
delegated to the mortgagee is the collection of the monthly payments, and
watching the fire insurance, and this could be done by a bank with small
capital, and each one of those would know enough, I presume, to foreclose.

I cannot say how the banks are going to feel, but I think you should be
allowed to let the property go to the member banks.

MR. ARDREY: I know it is perfectly legal in a great many States. In
our Mortgagors! Application for Loan, these payments made in advance arc set
up as trust funds. In many States you coan enforce that against the recciver
of o banke.

MR. MILLER: I think probably you could, so far as the bank had ordinary
trust powers. I doubt that you could enforce it if the bank had retaining
trust powers, except as an offset against the mortgage.

MR. ARDREY: During the time so mnany banks were closing up, in March,
1933, a great many of these nationally operating concerns adopted a new system
of collection of taxes, and they were collecting them by creanting trust powers
when they got the money. They were advised that they could do that.

MR. ROGERS: We did not do this. This would not work unless all banks
had the trust capacity. Practically all of the loans we had were in that
trust position and given the benefit of it.

(4330)



~36- .

MR. MILLER: I would like to get the advice of the Administration
and of the Committee on this proposition. Savings bank clients in New
York have a certain number of their mortgages that would probably run to
at least 50% of their mortgage loans that now, under present conservative
aporaisals that we will make, will show that these loans, while in good
standing, are still between 60% and 80% of the present appraisal of the
property. They are therefore overloans at the present time and are illegal.
I think there is a good deal that can be done with the cooperation of the
examining authorities, and with cooperation of the Savings Banlks Associa-
tion. With the advisory powers they now have, if it were desirable and
worth while, a good deal could be done to persuade savings banks to insure
all the insurable loans that they have and make them legal loans. As soon
as they are insured they become a legal loan up to 81%. Would the Admin-
istration welcome endeavors in that direction, or is the Administration
interested primarily only in new loans at this time and would not welcome
any particular concerted action to bring about that sort of thing? I talked
with the Department about the banking problem, and I would expect to get
cooperation there if it is desirable to have the thing done. However, if
the Administration would prefer to wait, I don't want to butt in and create
a campaign that the Housing Administration would not apvrove of.

MR. ARDREY: I can answer that without any hesitation for myself and
Mr. Moffett. We have not put any emphasis ourselves on any one of the groups
of loans that we have under our schedule. We believe that you do not get
anywhere with new loans until you get in better condition the portfolios
under the old. You know the New York law better than I do. It prohibits
the making cf a loan of over 60%, but does not penalize anybody for making
one. Therefore, the savings banks in New York are smart enough to be quite
willing to have an open loan running on demand, rather than rewrite it, be-
cause that is making a loan. We have made our lowest rate(a rate where a
mortgage company has foreclosed on a piece of property and is selling it to
a buyer who is a borrower and taken back the mortgage which he wants to in-
sure) 5 with no service charge. Even though it is old proverty, it is
classified and the mortgage hazard there pays 20% in cash, so then the bank
welcomed the premium of one half of 1%, partly as a sales talk and partly
as something else. The lowest rate we make is in cleaning up distressed
properties; the next lowest rate we make is on new consitruction, 5%, %% ser-
vice charge, and 3% insurance vremium. Where Jones sells to Smith and Smith
wants to borrow the money and goes to a bank, and that bank makes a loan on
that class we allow %% service charge. Both parties are putting fresh money
into the morigage market. We make five reconditioning loans to one new one.
In Ohio someone got crossed up with these loans, and they are damning us
for giving preference to reconditioning loans. This is inconsistent. Mr.
Van S - has set up six rehabilitation companies, taking capital out of the
trust he is administering and outting in new capital without any liabilities.
These institutions do not technically qualify, but, with certain agreements
and certain understandings we had, four of them have been aporoved as mort-
gagees. Their thought was that they would want to insure all the mortgages
that they had, with a view to selling them to approved mortgagees, and var-
ticularly hoping that they would have National Mortgage Associations. We
do want to have this thing used as widely as it will be in rehabilitation of
the mortgage structure morket. A good deal can be accomplished in the
next six months or a year.
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MR. MILLER: A great deal can be done along that line.
MR. FLEMING: Have we overlooked anything?
MR. PAIMER: No.

MR. FLEMING: Mr. Ardrey, do you feel at liberty to tell us in re-
gard to Mr. Brown's memorandum?

MR. ARDREY: From my telephone conversation with him yesterday in
New York, he does not expect this thing to be so quick in operation as a
lot of people expect it to be. As much as he is in the durable goods
market, he is only interested,apparently, in having an even flow of mort-
gage funds into the market, consumption of materials, and employment of
labor. He thinks that the tendency down here is toward imposing, in these
rules and regulations and amendments to the Act, conditions on lenders that
are going to defeat their own purpose. He believed that this thing should
be liberalized enough with rates, etc., so that lenders would lend from
business reasons alone rather than to do it pro bono publico. That is
what we have in mind. You can zet a lot of people coming along and &ooly-
ing to the mortgagees who never mske a loan, just to cooperate. When busi-
ness begins to pick up, these rates are not going to do any harm.

MR. MILLIR: You cannot cut them any further.
MR. ARTREY: We have been damned because of the 1% service charge.

MR. FLEMING: Will it be agreeable with you gentlemen for me to ask
Mr. Palmer to take the notes, confer with me and draft the final report?

(A1l agreed:)
MR. FLEMING: We will now adjourn.

The Meeting adjourned at 3:10 P. M.
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