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This report—Housing in the Seventies—is the product of the National Housing
Policy Review, an intensive six-month effort begun in March 1973. The report was
the basis for the housing policy recommendations included in President Nixon's
message to the Congress of September 19, 1973.

The comprehensive 1973 review undertook to analyze and assess the
Federal Government's role—past, present, and future—in meeting the Nation's
housing needs. This report recounts the history of Federal involvement in housing;
explains the programs that evolved; assesses the cost-effectiveness of those
programs; describes the housing activities of State and local governments; and
outlines patterns of housing production and finance and the structure and
technology of the housing industry. A supplement containing some of the
technical and background papers produced for the National Housing Policy
Review also is being published.

This is the final version of Housing in the Seventies. An interim edition, in
draft form, was published in October 1973 and given limited distribution.
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James T. Lynn

November 1974




Federal Housing Laws: Conflicts, Duplication, and Confu-

Vi

sion

Why Did the Housing Laws Develop as They Did? 22
Multiple Goals 23
Programmatic Differences 25
Duplications 30
Indirect Federal Housing Activities
Introduction 33
Tax Policles 34
Income Tax Incentives for Homeowners 35
Tax Preferences for Homeowners: Outlines of Debate 37
Income Tax Incentives for Residential Rental Housing Development 40
Impact of Tax Reform Act of 1969 41
Tax Loss and Subsidized Housing 42
Tax-Exempt Financing of Housing 43
Administration Tax Reform Proposals 44
Welfare Assistance Payments 46
Other Federal Policies Affecting the Housing Market 48
Labor Policy 48
Equal Housing Opportunity Policy 49
Affirmative Action and Project Site Selection Criteria 50
Environmental Policy 50
Housing Finance

introduction 53
Overview of Housing Finance Market 54



Shortrun Problems in Housing Finance 56
Government Programs to Reduce the Shortrun Fluctuations in Housing
Finance 59
Mortgage Markets in the Long Run 61
Mortgage Debt Instruments 65
Government Restrictions on Contracts 65
Mortgages Payable in Full at Maturity 66
The Current Form of the Mortgage Loan 66
Alternative Mortgage Forms 67
Variable-Rate Mortgages 67
Interest-Only Mortgages 68
Mortgage Payments Related to the Borrower's Income 68
Private and Governmental Participants in Housing Finance 68
Private Sector Primary Lenders and Originators of Mortgages 69
Government-Sponsored Mortgage Market Support Institutions 73
Insurers and Guarantors 78
Suspended Subsidiary Programs

Introduction 83
Criteria for a Nationwide Evaluation 87
Eqvuity 87
Impact 89
Efficiency 90
Program Viability 91
Interpretation of Results 91
Major Findings and Conclusions 91
impact 92
Efficiency, Costs, and Equity 93
Conclusions 96

vii



Overall Program Equity

97

viii

Social Impact 99
What is Social Impact? 99
Direct and Indirect Impact 100
Summary of Selected Case Histories on the Social Impact of Housing 100
Public Reaction to Subsidized Housing 101
Impact of Subsidized Housing Programs on Patterns of Racial Mixing 102
The Section 235 Program 104
Major Findings 106
The Section 236 Program 111
Major Findings 111
The Rent Supplement Program 118
Major Findings 119
Low Rent Public Housing 123
Major Findings 124
Farmers Home Administration Sections 502 and 504 Pro-
grams 128
Major Findings 130
Special Issues 135
Impact on Housing Stock 135
Stimulating the Economy 136
Homeownership for the Poor 136
Housing Activities of State and Local
Governments

Introduction 139
State Government Activities in Housing 140
State Finance and Development Agencies 140

Lending and Finance Activity

140



Relationship to Other Government Agencies

145

Performance 145
Prospects and Problems 146
Community Affairs Agencies 146
Land Use Controls 147
Environmental Activity 147
Actions on Local Codes 152
Local Government Activities in Housing 152
Local Housing Authorities 152
Local Development Agencies 155
Land Use Controls 157
Environmental Activities 159
Building Codes 159
Housing Codes 160
Rent Controls 160
Public Services and Tax Policy 161
Local Tax Policies 161
Housing Consumption

Introduction 165
The Total Housing Stock 165
The Housing of the Typical American 166
The Housing of Low Income Americans 167
Low Income Neighborhoods 174
Housing for Minority Groups 176
Migration 177
Considerations for the Future 180




Structure and Technology in the
Housing Industry

Introduction 185
The Nature of the Industry 185
Structure of the Traditional Homebuilding Sector 186
The Large Homebuilders 187
Structure of the Mobile Home Manufacturing Section 194
The State of Housing Technology 198
Production Technology 199
Production Aids 201
Management Tools 201
Materials Technology \ 202
Outlook for the Future 202

The Responsiveness of the Industry to Changes in De-
mand 203

The Cost of Housing

introduction 205
The Rising Price of Housing 205
Defining Housing Price 205
Housing Cost and Income 206
Changes in the Relative Price of Housing 207
Components of Homeownership Costs 208
The Impact of Rising Homeownership Costs on House-

holds 216
General Household Response 216

Housing Costs v. Housing Value 217



The Differential Impact of Cost Changes 218
Housing Cost by Income Class 220
Housing Costs and Mobile Homes 223
Geographic Patterns of Homeownership Cost Changes 226
Housing Costs for Renters 229
Rents v. Homeownership Costs 229
Geographical Patterns of Rent Increases 233
Rental Costs and Rental Values 234
Appendix A: Three Housing Cost Indexes—Bureau of
Labor Statistics, Bureau of the Census, Bureau of Eco-
nomic Analysis 238
Appendix B: Data Used for Housing Comparisons by
Income Class 239
Appendix C: Cost Data by Geographical Area 240
Appendix D: FHA Land Price Data 241
Appendix E: Housing Expenditure-Income Ratios 242
Background

National Housing Policy Review 244
Contributors and Staff of the National Housing Policy
Review 245
Charts and Tables

i(:hapter 1: The Role of the Federal Government in Hous-

ng

Chart 1. Department of Housing and Urban Development Mortgage
Insurance Program 16

Table 1. Range of Eligibility Limits, Low Rent Public Housing, Four-
Person Households

28

Xi



Xii

Chapter 2: Indirect Federal Housing Activities

Table 1. Revenue Cost of Allowing Homeowners Deductions for Mort-
gage Interest and Real Estate Taxes, 1972

Table 2. Options for Limiting the Amount of Property Tax and Mort-
gage Interest Deductible By Individual Taxpayers

Table 3. Estimated Expenditures on Housing Through Public Assist-
ance Programs in 1972
Chapter 3: Housing Finance

Table 1. Reported Holdings of Land, Construction, and Long Term
Mortgage Loans, by Type of Property, Financing, and Lender, End of
Fourth Quarter, 1972

Chart 1. Reported Holdings of Residential Mortgage and Construction
Loans by Type of Lender, End of Fourth Quarter, 1972

Chart 2. Reported Holdings of Residential Mortgage Loans by Type of
Property and Lender, End of Fourth Quarter, 1972

Chart 3. Share of Savings Deposits in Net Increase of Financial Assets
of Households and Spread Between Yields on S&L Accounts and 3to 5
Year U.S. Government Obligations, 1955-1971

Chart 4. Net Quarterly Federal Home Loan Bank System Advances and
Savings Inflows at Thrift institutions, 1964 through First Quarter, 1973

Chart 5. Market Shares of Mortgage Insurers, 1966-1972
Table 2. Federal National Mortgage Association Activity, 1955-1972
Chart 6. The Federal Home Loan Bank System

Chapter 4: Suspended Subsidy Programs

Table 1. Summary of Major Subsidy Program Characteristics
Table 2. Annual Housing Production, 1966-1972

Table 3. Units Committed tor Subsidy, 1961-1972

Table 4. Estimated Impact of Subsidized Housing Programs

Table 5. Measures of Efficiency in Government-Subsidized Housing
Programs

Table 6. Estimated Run-Out Costs of Subsidized Housing
Table 7. Excess of Costs Over Benefits to Recipients

Table 8. Estimated Households Eligible for Participation in Subsidized
Housing Programs as of December 31, 1972

36

39

47

55

56

57

58

60
62
63
74

84
86
87
92

94
95
96

97



Table 9. Distribution of Households Served by Rent Supplement, Low
Rent Public Housing, Sections 235, 236, 502 Interest Credit, and 504, by
Income Class, as of December 31, 1972

Table 10. Percent of Households Served by Subsidized Housing for
Selected Income Ranges, by HUD Region, as of December 31, 1972

Table 11. 1970 Black Popuiation as Percent of Project, Block and
Tract, Washington Metropolitan Area

Tabie 12. Percent of Households Served by HUD Subsidy Programs, by
Income and Minority Group, as of December 31, 1972

Table 13. Characteristics of the Section 235 Program, 1972

Table 14. Distribution of Section 235 Housing, by Income Class, as of
December 31, 1972

Table 15. Section 235 Regional Distribution, as of December 31, 1972

Table 16. Characteristics of the Section 236 Program, 1972 (Including
Projects with Units Under Rent Supplement)

Table 17. Distribution of Section 236 (Including 236 Rent Supplement)
Housing by Income Class, as of December 31, 1972

Tabie 18. Monthly Rent Comparison

Table 19. Annual Costs Per Section 236 Unit, 1972

Table 20. Production Efficiency of the Section 236 Program, 1972
Table 21. Section 236 Efficiency, 1972

Table 22. Characteristics of the Rent Suppiement Program, 1972

Tabie 23. Distribution of Rent Supplement (Excluding 236 Rent Supple-
ment) Housing, by Income Ciass, as of December 31, 1972

Table 24. Monthly Rent Comparison
Table 25. Annual Costs Per Section 221(D)(3) Market-Rate Rent Sup-
plement Unit, 1972 .

Table 26. Effect of Low Rent Public Housing On Tenant Housing
Consumption, 1971

Table 27. Effect of Low Rent Public Housing on Tenant Nonhousing
Expenditures, 1971

Table 28. Magnitude of Benefits to Low Rent Public Housing Tenants
and Costs to Taxpayers, 1971

Table 29. The Distribution of Benefits Among Low Rent Public Housing
Tenants, by Income Class, 1971

98

99

103

104
106

107
107

112

113
114
116
116
118
119

120
121

121

124

125

126

127

xiii



Xiv

Table 30. Distribution of Low Rent Public Housing by Income Class, as
of December 31, 1972

Table 31. Monthly Rent Comparisons, 1970
Table 32. Characteristics of the Section 502 Program, Fiscal Year 1972

Table 33. Distribution of Sections 502 and 504 Loans, by Income Class,
Loans Made Fiscal Year 1972

Table 34. Percent of Eligible Families Served by Sections 502 and 504
Loans, Loans Made Fiscal Year 1972

Table 35. Sections 502 and 504 Regional Distribution, Loans Made Fiscal
Year 1972

Table 36. impact—Consumer Welfare, Fiscal Year 1972, Impact—Mar-
ket Evaluation, Fiscal Year 1972

Chapter 5: Housing Activities of State and Local Govern-
ments

Chart 1. State Housing Agencies Operating or Authorized as of July
1973

Table 1. Housing Finance and Development Agencies Functions and
Capabilities

Chart 1a. Growth of State Housing Finance Agencies

Table 2. Housing Production Committed to be Financed by the State
HFA's

Chart 2. Bond Issuances and Interest Rates Housing Finance and
Development Agencies

Table 3. Per Unit Subsidies of State Housing Finance Agency Develop-
ments by HUD Region '

Chart 3. Growth of State Community Affairs Agencies, 1960-1972

Table 4. Program Responsibilities of State Offices of Community Af-
fairs

Table 5. Functions of State Offices of Community Affairs
Tabie 6. Housing and Related Activities of the 50 States

Chart 4. Low Rent Public Housing Number of Local Housing Authori-
ties by Units Under Annual Contribution Contracts

Table 7. Low Rent Public Housing

Table 8. Urban Renewal Program, Total Approvals Cumulative as of
June 30, 1967 and 1972

Table 9. New Housing Units Started on Renewal Land

128
129
129

130

131

132

133

14

142
143

143

144

146
147

148
149
151

153
155

155
156



Table 10. Rehabilitation Status for Urban Renewal Projects in Execu-
tion and Neighborhood Development Programs

Table 11. State and Local Government Revenue, 1966-1971

Chapter 6: Housing Consumption

Chart 1. Characteristics of Housing Stock, Total U.S., 1950, 1960, 1970
Table 1. Selected Characteristics of the Housing Stock by Region, 1970
Chart
Chart

. Population and Number of Occupied Units: 1890-1970

. Total New Housing Units Produced for Selected Years

Table
Table

2
3

Table 2. Characteristics of the Typical American Household
3. Geographic Differences in Housing Markets, 1970
4. The Composition of the Low Income Popuiation

Chart 4. Comparison of Median Income of the Lowest 20 Percent of
Specified Groups and the Total Population, 1950, 1960, and 1970

Chart 5. Characteristics of Housing of Lowest Third of Income Distribu-
tion, 1950, 1960, and 1970

Table 5. Fifty Selected Neighborhoods

Chart 6. Characteristics of Housing Stock, Nonwhite Households, 1950,
and 1960, and 1970

Table 6. Characteristics of Black and Spanish American Households,
1970

Table 7. Total Population Change and Net Migration
Table 8. Percentage Change in Population Between 1960 and 1970
Table 9. Components of Population Change: 1960 to 1970

Table 10. Relative Growth Among Central Cities and Suburbs in Metro-
politan Areas of 1,000,000 or More

Chart 7. Projected Number of Households by Age of Head
Table 11. Rate of Household Formation {(1960-1990)

Chapter 7: Structure and Technology in the Housing In-
dustry

Table 1. Percentage of Firms or Operators by Category
Chart 1. The Importance of Subcontracting by Builders
Chart 2. Organization of the Homebuilding Industry

Table 2. Dollar Value of Housing "'Giants”

157
162

166
167
168
170
170
171
172

173

173
174

176

178
179
179
180

181
181
182

186
187
188
188

XV



. . N LA
T ST . ~ - .
B . - - s s N
e R . . - »
C e e e e e ke e, e .
I e e e N T . - .
PO - R LA e e N A
N [ _neE [V ) -
. - RS . K
.
. - e v
R - vt . . s e
- “ o . - Y - P
e : e e AR A e e . .
o e T e n [
[T, CoemlT - . . -
R Ve NG L g ey T . -
-o% . i A TR e b
. . Ve I Ea t
- PGk :

RN £ ey T e paete

PR ° .




Introduction

Historical Perspective

From very modest beginnings barely
40 years ago, the influence of the Federal
Government on the ways Americans build,
finance, manage, and maintain their hous-
ing has grown dramatically. Today there is
not a single significant aspect of the vast,
diverse, and complex housing market that
is not affected by governmental action in
one form or another.

This phenomenon is particularly re-
markable when one considers that for more
than a century and a half—from agrarian
times through the transition to an industrial-
ized and increasingly urban society—the
Federal Government had left the problem
of housing up to the individual and the
private market. This attitude changed in the
mid-1930’s, primarily as a result of the
Great Depression. From that point on,
hardly a year went by when Congress did
not pass some new form of housing legisla-
tion.

In the 1930’s, Congress made two
fundamental policy decisions that remain
basically intact to this day. The first was
the complete restructuring of the private
home financing system through the crea-
tion of the Federal Housing Administration
(mortgage insurance); the Federal Home
Loan Bank Board and Bank System (sav-
ings and loan industry); such institutions as
the Federal Deposit Insurance Corporation
and the Federal Savings and Loan Insur-
ance Corporation (insurance on deposits of
commercial banks, mutual savings banks,
and savings and loan associations); and,
finally, the Federal National Mortgage As-
sociation (secondary mortgage market).
Creation of these institutions—resulting in
the acceptability of the long-term, low
downpayment, fully amortizing mortgage
and a system to provide a large flow of
capital into the mortgage market—are prob-
ably the most significant achievements of

the Federal Government in the housing
area.

The other fundamental policy decision
in the same decade was the concept of
Government-subsidized housing for low in-
come families. Although the public housing
program authorized in 1937 was intended
primarily as a means of stimulating employ-
ment and clearing slums, it nonetheless
marked the first time that Federal funds
were used to finance new housing con-
struction for the less fortunate.

In the years that followed, many Fed-
eral housing and housing-related programs
were added to the statute books, spurred
by the 1949 enactment of the national goal
of “a decent home and suitable living
environment for every American family.” A
number of mortgage insurance programs
were added, conferring special benefits on
such groups as veterans, farmers, the
elderly, and those displaced by other Gov-
ernment programs. Those programs, in
turn, were followed by new subsidized
mortgage insurance and subsidized direct
loan programs benefiting the elderly and
the poor.

In 1968 Congress found ‘“‘that the
supply of the Nation's housing is not in-
creasing rapidly enough to meet the na-
tional housing goal, established in the
Housing Act of 1949, of the realization as
soon as feasible of the goal of a decent
home and a suitable living environment for
every American family.” To meet that goal,
Congress established a production sched-
ule “within the next decade of the construc-
tion or rehabilitation of 26 million housing
units, 6 million of these for low and moder-
ate income families,” and enacted a further
set of programs to assist in meeting the
production schedule for low and moderate
income families. These new programs con-
ferred further special benefits—including
deeper subsidy assistance for home owner-
ship and rental housing—on residents of

1
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The Role of the Federal
Government in Housing

Introduction

The complex and many-faceted role of the
Federal Government in housing had its origin
basically in a single great event: the collapse of
the housing economy during the Great Depres-
sion of the 1930’s. The crisis that resulted from
that ccllapse engendered a series of govern-
mental iritiatives that have followed one upon
another in the years since.

The history of the Government role from
1932 to 1973 is intricate and tangled. It is
possibie, however, to construct a somewhat
systematic account of the reasons, rationales,
or motivating forces behind the various housing
initiatives and thereby throw some light on the
forms in which those initiatives were cast.

There are three broad areas of concern
that have guided Government actions in the
housing field: (1) the recognition that it had a
responsibility to maintain and promote eco-
nomic stability, (2) a social obligation to help
provide for those in need, and (3) an emerging
interest in how the country’s communities de-
velop.

These concerns developed gradually as a
result of the economic chaos that accompanied
the Depression, replacing earlier notions that
the proper role of government was minimal
interference in the way the marketplace oper-
ated. In reacting to the economic crisis, Con-
gress and the executive branch of the Govern-
ment developed separate strategies that have
evolved through the years into a body of policy
and programs with specific themes and sub-
themes that in some cases have lost touch with
original objectives.

It is possible nevertheless to recognize
several of the different economic objectives or
motivations underlying Government actions in
the housing field.

First, housing has long been considered by
some observers to be an important element of
any countercyclical economic strategy. In times
of economic recession, special measures de-
signed to stimulate the production of housing
have been undertaken to stimulate construction
in general, thus reducing unemployment and
generating a major multiplier effect through
increased demand not only for lumber and
other construction materials, but for household

furniture and fixtures and similar consumer
goods as well. Indeed, such diverse programs
as public housing and mortgage insurance
originated as parts of a massive Government
effort to start up a stalled economy and to get
the unemployed back to work. Conversely, in
times of prosperity, housing and housing-re-
lated industries have been seen by some as a
major element of any strategy designed to
maintain economic growth and stability. This
view has been expressed many times-as, for
example, in the declaration of the Housing and
Urban Development Act of 1968 of a 10-year
housing production goal, which was intended to
help stabilize the housing economy at levels of
sustained high production.

Second, many observers believe that hous-
ing production could not be stablized unless the
Government took effective steps to maintain a
sufficient and continuous supply of mortgage
credit. While this objective has never been
successfully sustained over long periods, it has
been a factor in such major Government initia-
tives as the creation of the Federal Home Loan
Bank System, insurance of savings in home
mortgage lending institutions, and the creation
of the Government-backed secondary market
system for home mortgage credit.

Third, it was believed that without Govern-
ment intervention it was unlikely that housing
production would reach and maintain levels
high enough to meet the needs of new family
formations and to replace slums and substand-
ard housing. The Government therefore has
sought—through many devices such as mort-
gage insurance, extension of its own credit, and
technological research—to stimulate and ex-
pand housing production. These actions were
taken not solely for economic reasons but aiso
for the social purpose of providing more and
better housing.

The Government’s recognition of its obliga-
tions to the social needs of the Nation, and
especially to the disadvantaged, has expressed
itself in a variety of ways in Federal housing
policies. One examiple is the belief displayed in
Government policy since the inception of its
housing activities that homeownership is a valid
objective of public policy in itself. Thus, making
homeownership available to the widest range of
family incomes has been a continuing goal of
Government policy. In addition, where the poor

5



are concerned, it has long been recognized that
shelter is as basic a need as food. Many efforts
have flowed from this recognition—public hous-
ing, rent supplements, the rental and homeown-
ership interest subsidy programs, and others.
Out of these programs has arisen a certain
ambiguity as to whether these efforts serve
assentially social ends, or economic objectives,
or both.

Another example of how Federal housing
policies have taken on social objectives as well
as economic objectives is in the area of civil
rights. With the abandonment of the “separate-
but-equal” doctrine in public education and the
emergence of a new national consciousness in
the area of civil rights and equal opportunity,
the Government has moved from a posture of
noninvolvement where housing was concerned
to one of positive action designed to end racial
discrimination in housing and assure equal
access to the housing market by all, without
regard to race or national origin. And, most
recently, through project site selection policies,
the Government has attempted through its
subsidized housing programs to reduce racial
concentrations in center city silums.

Still other areas of Government social
concern can be cited. For examgle, the Govern-
ment has sought to provide aid for such special
groups as veterans, the eiderly, the handi-
capped, and students; it has assumed a moral
obligation to those who were involuntarily dis-
placed by its power of eminent domain in
pursuit of certain public objectives. In recogni-
tion of this obligation, a variety of housing
programs has been used by the Government to
relocate those who have been displaced.

Finally, permeating the thinking of Con-
gress and the executive branch about housing
has been concern over community growth and
development and the cumuiative effects of
growih patterns on the welfare of the Nation as
a whole. This concern has been expressed
many times and in many forms.

Public housing originated in 1937 as an
effort to clear slums as much as to increase
employment and assist the poor. Then, in 1949,
Congress authorized a major program apart
from the public housing program to deal with
slum clearance as such. Starting in 1954 and
continuing in the 1960’s and early 1970’s, the
same thrust was steadily expanded to embrace

6

ever-larger areas: first, entire neighborhoods,
then whole sections of cities, and finally entire
cities and counties and preplanned new com-
munities.

The multiplicity of Federal housing policy
goals helps explain why there has never been
unity and coherence, either in housing and
community development programs or in admin-
istrative organization, for carrying the goals into
effect. The manifoid objectives imply, and to
some extent result from, a similar number of
constituencies to be listened to and served.
These constituencies are both local and na-
tional, public and private. They represent public
interest groups or private interest groups, indus-
tries or parts of industries, labor or the various
affected professions, and many, more varied
segments.

Thus, what has emerged is an enormously
complex and confusing aggregation of special
purpose programs—some very broad in con-
cept and some very narrow, but all categorized
within federally predetermined limits—being car-
ried out to a major extent by the United States
Department of Housing and Urban Develop-
ment (HUD), but also to a significant extent by
several other departments and agencies. Corre-
spondingly, the substance of these programs is
evaluated within the Congress by primarily one
set of House and Senate committees, but
important elements also fall within the jurisdic-
tion and interest of a half dozen other sets of
committees.

Furthermore, all of this Federal involvement
in activities that are local in impact—even if
national in impon-——has led inevitably to consid-
erable confusion and controversy over the ap-
propriateness of the respective roles of the
various levels of government involved: Federal,
State, and local. These issues, difficult enough
in themselves, are made even more so by the
enormous number and variety of existing local
government jurisdictions.

The basic control over federally assisted
housing activities has tended to stay in the
hands of the Federal Government—primarily
because it had first identified and attacked the
problems, and to a large extent because it has
provided most of the money. Cver the years,
the presence and endurance of Federal control
have contributed to the development of a
multiplicity of programs with differing and some-



times conflicting and overlapping requirements
and procedures. The balancing of roles of the
various levels of government is an ever-continu-
ing process, with no final resolution of how they
should be balanced yet in sight.

The history of the development of the
Federal Government's present role in housing
matters and some of the complexities and other
features of existing legistative authorizations for
Federal housing programs are described in
broad outline in the pages that follow.

Preliminary Federal
Housing Efforts

Since President Theodore Roosevelt ap-
pointed the first Presidential Commission to
evaluate slum conditions in 1908, Presidential
panels have developed into a prime source of
housing recommendations and policies.

The Roosevelt Commission in its report to
the President recommended:

A little government aid extended to these unfortunates
(District of Columbia slum inhabitants) in the form of a loan
to build them habitable dwellings would tend immensely
toward their upliting and improvement . . . All unsightly
and insanitary property should be condemried and pur-
chased by the government, improved in a uniform manner
and inexpensive and heaithful habitations erected for the
poor, who could rent or purchase their homes on install-
ment plans at low rates of interest.’

However, it took another 10 years before
the Federal Government approved the Nation's
first housing program. It was not until World
War | that Congress, acting on the recommen-
dation of the Council of National Defense,
approved legislaticn aimed at providing ade-
quate housing for defense workers. it author-
ized the United States Shipping Board and
Emergency Fleet Corporation to provide hous-
ing for shipyard workers through loans to sub-
sidiaries of shipbuilding firms.

Congress also authorized $100 million for
direct construction of housing by a newly cre-
ated United States Housing Corporation. The
Corporation spent some $52 million in the
production of about 6,000 dwellings and 7,000
dormitory accommodations near defense indus-
tries for families and individuals. After the war,

' U.S. Congress, Senate, Reports of the President's House
Commission, 60th Cong.. 2nd sess., 1909.

housing under both programs was either sold or
demolished, and there was no further direct
Federal activity in the housing area until the
1930’s.

Response to the Great
Depression

President Hoover's Conference on Home
Building and Homeownership provided, in De-
cember 1931, the first impetus for the basic
home financing legislaticn that evoived during
the 1930's.

In his opening statement to the Confer-
ence, President Hoover said:

| am confident that the sentiment for homeownership is
s0 embedded in the American heart that millions of pecple
who dwell in tenements, apartments and rented rows of

solid brick have the aspirations for wider opportunity in
ownership of their houses.

Essentially, the Conference was a factfind-
ing body that identified the weaknesses and
inadequacies of home financing, rather than an
instrument for developing specific legislative
recommendations. Although the recommenda-

-tions made by the Conference did not directly

call for increased or new Federal involvement in
the national housing credit market, the fact was
that the President’s initiative in calling such a
conference, and the impact of its discussions,
had much io do with the pioneering legislation
that was shortly to follow. The Conference
highlighted for the Nation the existing inadequa-
cies of home construction and rehabilitation, the
need for further research and distribution of
information on the subject, the crucial problems
of building and loan associations and other
lenders arising from the Great Depression, and
the flaws in foreclosure, zoning, and other State
and local laws. lts findings reflected the drastic
impact of the Depression upon homeowners:
some 50 percent of all home mortgages in the
Nation were in default; foreclosures neared the
astronomical rate of 1,000 per working day in
late 1931 and 1932; and new mortgage lending
and new homebuilding were sharply reduced,
dropping still further in the year following.

In response to this crisis, Congress acted
in broad and sweeping ways that permanently
changed the nature of housing credit markets. It
created three emergency and four permanent
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never considered to be a housing program as
such because its major thrust was toward
encouragement of ownership of adequate-sized
farms and of equipment. In this context housing
was treated merely as an adjunct of the physi-
cal plant of the entire farm.

Impact of World War i

President Franklin D. Roosevelt, using his -

emergency war powers, created the National
Housing Agency in 1342. The new agency
centralized all Federal housing authorities under
a single administrator for war needs. Through
the auspices of the National Housing Agency,
nearly 853,000 units of defense and war hous-
ing were provided by direct Federal construc-
tion under the Lanham Act of 1240 and related
acts of the early 1940’s. Subsequently, lacking
the stimulus of the war effort, the Federal
Government abandoned its role of directly sup-
plying housing; it demolished two-thirds of the
wartime-constructed units and sold the remain-
der.

The construction of private housing for
defense and war purposes was assisted by the
first special purpose FHA programs, enacted in
1941 and 1942 as Sections 603 and 608,
respectively. These programs provided mort-
gao= insurance on liberal terms to builders
providing housing in “critical defense areas;”
they were reenacted and made available to
veterans after the war ended.

The wartime shortage of housing, due to
shutdown of nearly all residential construction
except in defense areas, and the low level of
production in the 1930's, was compounded by
the number of returning veterans in 1945, As
part of a broad package of benefits in the C.I.
Bill of Rights (Servicemen's Readjustment Act
of 1944), a new homeownership program was
enacted for veterans. To date, it constitutes the
largest program ever enacted for a single target
group. Ali other programs for the poor, the
elderly, the handicapped, minority groups, and
coliege housing, are dwarfed by the scale of
the Veterans Administration (VA) housing pro-
gram.

By 1973, 8.7 million veterans' loans had
been placed, totaling close to $100 billion. Of
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these, about 3.9 million loans, with a balance of
$45.5 billion, are still outstanding. Only the
cumulative outstanding balance of FHA mort-
gages insured under its basic Section 203
single-family home mortgage insurance pro-
gram of $51.1 billion exceeds the total loans
guaranteed by the VA.

Postwar Enactment of
National Housing Policy

The Housing Act of 1949 represented the
culmination of a lengthy series of companion or
rival bills, which continuously received the at-
tention of three Congresses.

Throughout most of the 1940’'s, both the
executive branch and Congress considered nu-
merous proposais for programs to eliminate the
slum housing in the Nation’s cities.

Legislation introduced in 1943 led to a
1945 congressional report, Postwar Housing,
which proposed:

The establishment, on a provisional basis. of a new
form of assistance to cities in ridding themseives of
unheaithful housing conditions and of restoring blighted
areas to productive use by private enterprise.

Subsequently, from 1945 to 1949, Con-
gress debated the details of new housing and
slum clearance legislation. During that 4-year
period, strong support for legislation came from
the general public, stimulated by the severe
nationwide housing shortage following the war,
and from President Harry S. Truman, who
called for enactment of comprehensive housing
fegislation in several strongly worded state-
ments. Many Members of Congress, led by
Senator Robert Taft of Ohio, also were promi-
nently identified with the development and en-
actment of the new legislation.

The Housing Act of 1949, which was
enacted with broad support from both poiitical
parties, contained the clearest statement to that
time of a national commitment to housing and
reaffirmed the use of private resources, local
governmental initiatives, and Federal financial
assistance in achieving housing goals. Section
2 of the act states:

The Congress hereby declares that the general welfare
and security of the Nation and the health and living



standards of its people require housing preduction and
related community development sufficient to remedy the
serious housing shortage, through the cleararce of slums
and blighted areas, and the realization as soon as feasible
of the goal of a decent home and a suitable living
environment for every American family, thus contributing to
the development and redevelopment of communities and to
the advancement of the growth, wealth and security of the
Nation. (Emphasis added.)

It was a commitment to provide decent
housing for all citizens and to remove slum
conditions, but it was a commitment without a
timetable and without adequate means for ac-
complishment.

Beyond the statement of poticy, the act
created the Urban Redevelopment Program
(Title 1), which later became the urban renewal
program; greatly increased the funds available
for public housing (Title Ill}; and established
new programs for rural housing (Title V).

Urban redevelopment was seen as an
expansion of the related programs of low in-
come housing and slum clearance established
by the Housing Act of 1937. Basically, Title |
provided Federal assistance to local public
agencies for projects consisting of the assem-
bly, clearance, site-preparation, and sale or
lease of land at its fair value for uses described
in a redevelopment plan for project costs. The
Federal grants generally could not exceed two-
thirds of net project costs, and the iocal agency
was required to furnish the remaining one-third,
which could be in the form of cash, donation of
land, or public facilities such as schools to
support or serve the new uses of land in the
project area. The Housing Act of 1949 also
required that the redevelopment plan be ap-
proved by the governing body of the locality.

In Title I, the act of 1949 authorized
135,000 new public housing units for each of
the next 5 years—a number far in excess of the
previous low rent housing efforts and far in
excess also of the amounts Congress subse-
quently voted to fund each year.

Under the provisions of Title V, the Farm-
ers Home Administration (FmHA), established
by the Farmers Home Administration Act of
1946, was authorized to establish a program of
grants and loans for the construction or recon-
struction of farm dwellings. The rural housing
program was established after a congressional
finding that the scarcity of credit resources in
rural areas made the use of then existing FHA

programs difficult. The program was extended
to nonfarm rural housing by the Housing Act of
1961 and has been expanded considerably
over its 24-year life.

Refining and Broadening
Housing Laws for
Special Groups

In the 1950's Federal housing policies
became increasingly directed toward meeting
the needs of special interest groups. It was a
period characterized by refining the operations
of the Federal Government's secondary finan-
cial market structure to eliminate the risk of
fraud while at the same time liberalizing stand-
ards to permit reaching the housing needs of
newly identified target groups, such as the
elderly and servicemen. It was additionally an
era in which the housing goals outlined in
previous years were broadened to include not
only the removal of slums but also the rehabili-
tation of existing structures to provide housing
for a wider range of people. The basic ap-
proach in achieving the emerging goals was
through modification of the Government’s exist-
ing financial and insuring mechanisms rather
than by direct outlays, although some new
major programs did rely on direct outlays.

President Eisenhower’s Advisory
Committee on Government Housing
Policies and Programs

President Dwight D. Eisenhower's Commit-
tee on Government Housing Policies and Pro-
grams was established in 1953 to review
broadly the housing and urban development
programs and make recommendations for
changing and eliminating programs or establish-
ing new ones. The Eisenhower Committee met
cver a period of months and issued its compre-
hensive report in December 1953, recommend-
ing retention of some programs without change,
substantial modification of others, and enact-
ment of additional ones.

The most significant subjects considered
by the Eisenhower Committee grew out of the
urban development program authorized in
1949, which was just then getting into full
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operation in cities and was precipitating some
serious community problems.

The Eisenhower Administration was princi-
pally concerned with accommodating public
objections to the large expenditures for “bull-
dozing” slum areas, which often remained va-
cant for long periods because of problems in
getting housing or other redevelopment under-
way. In response to that problem, the Eisen-
hower Committee recommended a redirection
and broadening of the scope of urban redevel-
opment projects to include the rehabilitation of
existing structures. This change was enacted in
the Housing Act of 1954 and eliminated the
need to “bulldoze” areas where rehabilitation
work was being done.

Subsequently, the name of the program
was changed to “Urban Renewal.” Urban reha-
bilitation efforts were not as extensive as con-
templated because of problems related to the
sponsorship and financing of housing rehabilita-
tion. Nevertheless, there was a general applica-
tion of urban renewal powers in rehabilitation
areas; this often involved code enforcement or
other municipal efforts and expenditures for
improvement of streets, public utilities, parks,
and other facilities. Also, the 1954 act required
a community to have a “workable program” for
solving its overall development problems as a
condition for receiving urban renewal and re-
lated Federal aid.

The 1954 act addressed another major
probiem under the 1949 Housing Act: the
difficulty of initiating housing construction on a
cleared site. To qualify under the program, a
redevelopment project site either had to be
“predominantly residential” before clearance, or
to be redeveloped for predominantly residential
purposes after clearance. The existing FHA
insurance programs were wholly inadequate to
attract credit and sponsors.

Accordingly, Congress included in the 1954
act a new mortgage insurance program, known
as Section 220, to generate housing credit and
production in urban renewal areas. Traditional
insurance terms were liberalized in several
respects and purchase of the mortgages by the
Federal National Mortgage Association was
authorized. The program has been one of the
major special purpose programs of FHA. Criti-
cism of it in later years stemmed from the fact
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that it produced housing for high income fami-
lies and not for those displaced from the area.
It never was intended for low income or dis-
placed families as such, however, but to pro-
vide housing needed in the community and
housing that would add to the city’s tax base.

By 1953, experience had begun to show
the magnitude of the urban renewal problems
resulting from the displacement of families from
project sites to be cleared. This problem be-
came the chief basis for lack of project approv-
als by local governing bodies. The lack of
adequate housing for the displaced was critical,
and there was growing concern for the plight of
those affected, who were generally minority
families.

Accordingly, the Eisenhower Committee
recommended a special liberalized mortgage
insurance program for housing displaced fami-
lies; it was enacted in the 1954 act as Section
221. This new authority required that the hous-
ing involved be “programed” for each area on
the basis of the number and income of families
displaced by Federal, State, or local govern-
mental action, and that these families receive
priority of opportunity to purchase or rent the
completed dwellings.

This mortgage insurance program to assist
dispiaced families marked the beginning of
concern for adequate and prompt relocation of
those displaced by slum clearance and other
governmental housing actions.

Another important recommendation by the
Eisenhower Committee that was enacted by the
Congress in the 1954 act was a complete
reform of the Government's secondary market
structure, both as to the role of the Federal
Government and that of the private financial
community. It conformed with a basic element
of the Eisenhower Committee’'s approach,
which involved an effort to design a secondary
market facility that would derive capital from
participating lending institutions and would
eventually finance itself in the private capital
markets, rather than relying upon the Federal
Treasury as had been done in the past.

The Federal National Mortgage Association
statutory authority was rewritten completely in a
new Federal National Mortgage Charter Act,
which was part of the 1954 act. It divided
Federal National Mortgage Association opera-
tions into three parts: “secondary market opera-
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tions,” ‘“special assistance functions,” and
“management and liquidation functions.”” The
chief result of this division was to isolate the
special assistance functions (which need Gov-
ernment financial aid) from other Federal Na-
tional Mortgage Association operations. The
special assistance functions continued primarily
for special FHA mortgage insurance or the VA
guaranty loan program requiring Government
purchase of mortgages.

The 1954 act contained other important
provisions, including consumer protection
measures specifically designed to avoid further
frauds and abuses such as those revealed in
1953, which were known at the time as “the
FHA scandal.” These frauds occurred under the
Title | Repairs and Rehabilitation Loan Insur-
ance program and the Section 608 War and
Veterans Housing program of the Housing Act
of 1949.

Under the Title | program, FHA insures
approved financial institutions against losses
they might sustain as a result of certain loans
for financing repairs and improvements to real
property. These loans are not individually in-
sured or processed; FHA insures against losses
up to 10 percent of an individual lending
institution's total loans. Because the loans are
not processed individually, the FHA relies on
the lending institution for their validity and
soundness. Before the 1954 act, the program
was abused by fraudulent repair salesmen who
generated negotiable paper on the basis of
shoddy work or inadequate or worthless mate-
rial. The 1954 act attempted to correct this
situation by requiring, among other items, a real
coinsurance feature so that not more than 90
percent of each individual loan would be cov-
ered by insurance (in addition to earlier limita-
tions).

The frauds under the Section 608 War and
Veterans Housing program consisted primarily
of “mortgaging out” on the basis of greatly
excessive estimated costs that determined the
mortgage amount. The sponsor simply kept the
money under the mortgage to the extent it was
not needed for the development. This was
prevented in future programs by the “cost
certification” requirement, which obligates the
sponsor to certify costs after development, and
requires FHA to limit the mortgage amount
accordingly.

The 1954 Housing Act, in hindsight, was a
watershed for subsequent housing programs to
meet the needs of specificaily designated
groups that followed in increasing number
throughout the remainder of the 1950's and into
the 1960's.

Separate FHA Mortgage Insurance
Program for Groups Having Special
Needs

The growth of the scope of FHA mortgage
insurance programs through the years has
resulted primarily from the gradual liberalization
of mortgage terms under FHA's regular insur-
ance operations and the enactment of special
insurance progams—especially during the
1950's—to meet the emerging housing needs
of specific groups or in response to the new
forms of cooperative and condominium owner-
ship. It was in this way that the overall charac-
ter of FHA was changed from an agency
concerned almost entirely with increasing the
supply of adequate housing to an agency
widely concerned with serving special public
purposes in the housing field.

This expansion was initiated by the 1954
Housing Act, which, under Section 220, at-
tempted to generate credit for urban renewal
projects and under Section 221, to provice for
families displaced by these projects, as well as
by the creation of the new Federal National
Mortgage Charter Act in 1954, which estab-
lished the first special assistance functions to
be carried out by the Federal National Mort-
gage Association.

Outside criticism of the special purpose
programs developed around the argument that
they diverted FHA efforts from volume produc-
tion and resulted in high-risk insurance. This
was based on the liberalized underwriting
standards of the special purpose programs, and
the FHA time and effort invested in encouraging
operations under them when they presented
obstacles to sponsors because of financing
problems or protlems inherent in servicing the
special groups to be benefited.

Genrerally, each of these new special pro-
grams was established as an almost independ-
ent operation with its own statutory provisions
and insurance fund, in order to prevent the
original FHA mortgage insurance fund support-
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ing FHA's basic programs—enacted in 1934 for
Section 203 single-family home mortgage insur-
ance ard Section 207 multifamily apartment
mortgage insurance—from being adversely af-
fected by the liberal underwriting terms of each
new program. The essence of each new pro-
gram was a liberalization of mortgage terms
beyond those in effect at the time under the
reguiar insurance programs. Usually, mortgage
terms were liberalized in three ways: the “eco-
nomic soundness” test for the proposed con-
struction was replaced with an “acceptable risk”
test; the maximum insurable mortgage loan was
based on “replacement cost” rather than on the
more conservative estimate of long-range
“value™; the maximum percentage or ratio of
loan to ‘“‘replacement cost” was made higher
than the earlier percentage of loan to value
{and, in some cases, the maximum term of the
mortgage was lengthened, thereby permitting
lower monthly payments).

A continuation of the liberalizing approach
initiated in the 1954 Housing Act by Sections
220 and 221 came with the enactment of
Section 231, in 1959, which granted generous
insurance terms for housing of the elderly. This
program was approved in an era of growing
recognition of the problems of the elderly by
Congress.

Separate mortgage insurance programs
were enacted to give special insurance advan-
tages to several designated groups in special
areas.’0

In 1961, further focusing on special interest
groups, the Congress enacted the Section 234
program, which did not actually involve liberal-
ized insurance terms but was an adaptation of
regular mortgage insurance to conform to the
special characteristics of condominium owner-
ship and obiigations.

Other special nonhousing or fringe FHA
mortgage insurance programs were enacted to
assist the construction or purchase of nursing
homes, hospitals, group practice facilities, rec-
reational homes, trailer courts, mobile homes,
and housing in Alaska.

In addition to special mortgage insurance
programs, the direct loan program to assist the
mdefense and veterans, 1941; Korean War

defense areas, 1951: urban renewal areas, 1954;

dispiaced families, 1954; non-Woarld War 1l servicemen,
1954; and military rental housing, 1955.
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construction of college dormitories for students
and faculties was enacted in 1950 to meet the
rapidly increasing enroiiments starting in the
post-World War Il era and to assist returning
veterans.

The trend established under the 1954 act
expanded from liberalized lower cost insurance
to indirect subsidy without insurance with enact-
ment of Section 202 in the 1959 Housing Act.
Under this new and separate program, direct
loans were to be made through the device of
Government-subsidized low interest rates to
provide housing for the elderly. Under the
program a loan could cover 98 percent of
development cost and have an interest rate as
low as 3 percent.

The Subsidy Initiatives
of the 1960’s

Housing legislation in the 1560's took an
evolutionary approach toward meeting the Na-
tion's housing needs. New emphasis was
placed on providing housing to groups such as
the poor. instead of relying upon revising the
financial mechanisms, as in the 1950's, the
Government embarked on direct and indirect
subsidies. it also added new emphasis to the
goal spelled out in the 1949 Housing Act of
providing a “decent home and a suitable living
environment” for all Americans.

The indirect subsidy initiated through the
Section 202 program of the 1959 Housing Act,
providing low cost loans to developers of pri-
vate housing for the elderly, can be said to be
the forerunner of later subsidy programs.

The principal feature of the Housing Act of
1961 was the subsidized, below-market interest
rate mortgage insurance program to assist
rental housing for moderate income families,
known as Section 221(d}(3). Not only was the
new program an interest subsidy program, it
also was a direct loan program. Since private
lenders would not make mortgage loans at
below-market interest rates, the funds were
provided through the purchase of the origina-
tor's mortgage by the Federal National Mort-
gage Association under its special assistance
functions. The chief beneficiaries of this pro-
gram were those families whose incomes were






above public housing limits set by local housing
authorities but were below the amounts neces-
sary to meet rental requirements in decent,
new, unsubsidized private housing."

After the trends of the 1960's toward
subsidies for private housing and liberalized
programs, HUD mortgage insurance programs
continued to proliferate, as illustrated by
Chart 1.

The 1961 act further expanded the subsidy
concept by authorizing payments of up to $120
per year on housing units occupied by the
elderly poor in public housing projects. The
subsidy was based on the belief that the
elderly’'s housing needs could not otherwise be
met without endangering the solvency of the
project, despite the Federal Government's an-
nual contribution.

The subsidy was the first ever given to
finance the operating costs of housing projects,
along with capital costs.

The Housing Act of 1964 extended the
subsidy treatment given for housing the eiderly
to families displaced by urban renewal projects.
In 1968, the subsidy was made available for
large families with unusually low incomes who
were living in housing projects and could not

' However, it should be noted that the new trend toward
interest subsidies did not replace the earlier trend
toward liberalized albeit unsubsidized, mortgage pro-
grams, The Housing Act of 1961 amended the Section
221 mortgage insurance program, which to that time
had been directed only to those famiiies displaced by
Governmental action such as urban renewal, to pro-
vide more liberal terms and to broaden the program to
apply to low and moderate income families generally.
In addition to authorizing the Section 221(d)(3) Below-
Market Interest Rate Progam, the act authorized or
continued the following programs:

A. Section 221(d)(2): provides mortgage insurance
for the acquisition, construction or rehabilitation of one-
to four-family homes by low and moderate income
families. Eligible owner/occupant mortgagors are ena-
bled under this program to obtain financing with a
downpayment as low as 3 percent of acquisition cost;
those mortgagors who in addition have been dispiaced
may arrange financing with a downpayment as low as
$200 on a single family property. The mortgagor is
permitted to reduce further his cash downpayment
requirement by being allowed the maximum feasible
opportunity to contribute the value of his labor as
equity in the property.

B. Section 221(d)}(3) Market Interest Rate Program:
designed to help finance construction or rehabilitation
of projects by public agencies, investor-sponsors, non-
profit groups and limited dividend corporations; pro-
vides rental or cooperative housing within a price

afford to remain without the additional subsidy.

In the Housing Act of 1964, the Urban
Renewal statute, Section 312, was amended to
authorize a new program of 20 year, 3 percent
loans to property owners or tenants in urban
renewal areas to finance rehabilitation required
to make the property conform to the {ocal
housing code or to carry out the objectives of
the urban renewai plan.

Two additional subsidy programs were en-
acted by the Housing Act of 1965 to provide
housing for families eligible for regular public
housing through the utilization of privately
owned housing. These programs also served to
avoid a growing stigma communities had begun
to attach to the concentrations of public hous-
ing. Both programs permitted broader dispersal
of the very poor among varied income groups.

One of these programs was the rent sup-
plement program under which Federal pay-
ments are made to meet a portion of the rent of
certain low income families'? in privately owned
housing built with FHA mortgage insurance
assistance. Each tenant must pay one-fourth of
his income for rent. The program was originally
proposed for middle income families but the

range appropriate to the resources of dispiacees and
other low and moderate income households. The
cooperative program, because of its high loan-to-value
ratio (100 percent of replacement costs for nonprofit
sponsors, 90 percent for limited dividend sponsors)
has been a vehicle for providing homeownership
opportunities for families immediately above the sub-
sidy levels. The rental program, combined with the rent
supplement program, authorized by the 1965 Housing
Act, enables low income families to afford privately
owned, financed and operated rental accommodations.

C. Section 221(d)(4): encourages the construction or
rehabilitation of multifamily rental units for moderate
income families through profit incentives to sponsors,
tax incentives and use of replacement cost in deter-
mining the value on which the insured amount is
based. Statutory provisions for Sections 221(d)(3) and
221(d)(4) are the same except for the type of sponsor-
ship and the reiated profit restriction. Because of the
obvious benefit provided by the profit incentive, com-
bined with other incentives mentioned above, Section
221(d){4) is the primary program for the development
of unsubsidized rental housing for families of moderate
income.

12 Tg quality, a tenant is subject to public housing income
limits and asset limitations and must be one of the
following: displaced by governmental action; 62 years
of age or older; handicapped; living in substandard
housing; or living in housing damaged by natural
disaster.
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Chart 1

Department of Housing and Urban Development Mortgage Insurance Program

Titte 1 . . . Property lmproverment and Mobile Homae Loans
Appa|al.hldn Housing Fund
4 Rent Supplements
Y 106 . . . Assistance for Nonprofit Sponsors
Y L 203 . .. Mutual Mortgage Insurance and Insured lnprovement Loans
A 207 . . . Multifamily Housing Mortgage lasurance
\ ¢ 213 . .. Cooperative Housing Mortgage Insurance
ﬁ 220 . . . Urban Renewal Mortgags Insurance and Insured improvernent Loans
Y J 221 . .. Low Cost and Moderuste Income Morigage tnsurance
4 4 222 ... Servicemen's Marigage {nsurance
4 223 . .. Miscellaneous Housing Insurance
Read across . . . Find section 231 . . . Housing Morigagu insurance for the Elderly
232 ... Nursing Hornes and/or Intermediate Care Facilities Mortgaye Insurance
. Experimental Housing Mortgage Insurance
234 ... Condominium Housing Mortgage Insurance
235 ... Morigage Insurance and Assisiance Payments
236 . .. Mortgage Insurance and Interest Raduction Payments
237 ... Special Mortgage insuance for Low and Moderate income
240 . .. Mortyage Insurance on Loans tor Title Purchase
241 . .. Supplementary Financing for FHA Project Morigages
242 ., .. Mortgage Insurance for Hospitals
803/803/810 . . . Armed Services Housing
Read down . . . Find programs 203(b) ... One to Four-Family Housing. 1000 . . . Mortgage Insurance for Land Developinent
203(h) ... One-Family Housing for Disaster Victims. 1100 . . . Mortgage Insurance tor Group Practice Fecilities
203{i) ... Outlying Properties; One -Family Nonfarin or Farm Housing. 603/608/611 . . . War Housing Morigage Insurance
203{m) .. . Vacation Homes. 1 1 1 © 1 1 & 1 903/908 . . . National Defense Housing Mor tgage Insurance
213 ... Dwalling Unit Released trom a Cooperative Projact-Sales Morigage.
220 ... One- to Eleven-Family Hoosing in Urban Renewal Areas.
221(d)(2) ... One- to Four-Family Housing for Low and Modarate Income Families and Disptaced Families.
M 221(nh) . idual Units Rel from 221(h) Froject Maorigage. 1
N gAge 221¢i) Convarsion of 221(d) (3) Below Market Interest Rate Rental Project into Condominium Plan.
y @® 222 ... One-Family Housing for Servicemen. | 1 1
233 .. .Pr d or Rehabili I H tJsing A Technology.
234(c} . . . individuat Units in Condominiurn Projects.
23864(i) . One Family Unit in Single- or Two-Farnily Dwelli Open end ad permitted in connection with praviously insured morrgage.
2364(}) . o ] Unns [; from 235(j} Rehabllnanon Sales Project Mortgage.
@ 237... t Cradit Risks; Single Family Units,
B09 . .. One- to Four-Family Housing for Civilian Employees at or near R&D lustallations.
810{hn} . . . Individual Units Released from 810{(g) Multifamily Mortgaga.
203(k) . .. Major Home Improvements I I
i ? 220(h) . ., Alteration, Repair, etc., ot One (o Eleven Fsmily Housing in Urban Renewal Arees.
1 1 i 4 —i i #l 4' @ 240 . . . Puichase of Fae-Simple Title
207 . . . Rentai Housing of Eight or More Units. I
207 . .. Mobite Home Parks. § 1 i 1
213 ... Managemeant-Type Cooperalive Projects of Five or Mora thnits.
213 . Salm Typo Cooperative Projects of Fiva or More Units.
2313 . Cooperative Projects of Five or More Units.
220 ... Construction of Twa or More Units in Approved Urban Renewal Araas.
22¥(d) {3) . . . Housing Projects {Below Market Interest Rate) for Housing Moderate Income Families; Individuals 62 or Older; or Handicapped.
221{(a)(3) . . . Same as Above but Markar Interest Rate Program and Rent Supplement Program.
221(d)(4) Hmnslng Pruwrls 'ar Modnum Income Families. Market Interest Rate Program for Profit-Moltivated Sponsors.
221(n) . ent Rasale After Rehabilitation.
HUD {HPMC-FHA} 221() ... Conversion 00 221 (d)(:!) Rental Project into e Cooperative Project.
melml ®231.. . H g Projoct of Eight or More Units for Occupancy by Elderly or Hendicapped.
@232 . Nurslnq Hornes and/or Intermediate Care Faciities Accommodating 20 or More Patiants.
%2.}3 Rental Housing Using Advenced Technology.
A234(4.1) Condammlum Projects with Four or More Units.
N ) o 2’!5(1) ing tor Lower Families.
"ﬂl!.ﬂ. b &2 6 Ranlal and Coop-sranva Housing for Lowar incoma Families, Individuals 62 or Older; or Handicapped
& 242 Construction or Rehabilitarion of Nonprofit and Proprietary Hospitals.
B‘IOHI . Rental Housing with Eight or More Units for Military or Civilian Personnal.
xmo(g) .. Sume as Above but for Later Resale as Single-Family Housing.
213(j) .. . Supplemental Loans tor M g +Type Coop: Housing; Consuucnun of Community Facilities; or Cooperativa Resale.
—& 220(h) . .. Five or Mora Units in Urban Renewal Projecits. 1 1 1
4 a1 lemental Loans for Any Multitamily Project.
1
1223 . .. Housing and Mortgaye Insurance for Housing in Denhnu\g Neighborhoods. Insurance of Government Acquired Properties.
1000 . Purchase of Land and Development of Building Sites for Subdivisions or New Communities.
"I'IOO . Construction or Rehabilitation of Facilities for Dentistry, Medicine, or
Optometry Group Practice.
Class 1a . . . Al Structures.
Loen -@Class 1b . . . Structures 10 Be Used as Apartment House or Dwelling for Two or More Famiilios.
Other . p Class 2a . . . Nooresidential, Nonfarm Structures (Coinmaicial).
Insursnce ~@ Class 2b . . . Nonresidantial Farm Structures.
Mobite Homes . . . Purchase Mobilo Homa Muating FHA Standards tu Use as Principat ftesidence.

- . P Naote: This chartis intended for quick refarence 10 HUD-FHA
. Grants and Loans to Encourage and Facilitate Coastruction and Hehabilitation of Housing.
10

v rugrems. Check for specitic program defails in the
. Make Dacent Housing Avaidable to Low | Individuals and Famdies. :()p?opllals FHA tssua::cos, proe
106¢a) . .. Low and Moderate Income Sponsor Grants.
@ 106(b) . . . For Preconstruction Expenses on Low and Moduoraro Incorne Housing Projects. January 1872

Source: Daepartment ot Housing and Urban Developmant.
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Chait 1

Department of Housing and Urban Davelopment Mortgage Insurance Program

Title | . .. Property Improvement and Mobile Home Loans
Appalachian Housing Fund
F Rent Supplements
J 06 . .. Assistance for Nonprofit Sponsors
L 203 . . . Mutual Mortgage Insurance and Insurad improvement Loans
A 207 . .. Multitamily Housing Mortgage [nsurance
4 4 213 ... Cooperative Housing Morigage Insurance
r 4} 220 ... Urban Aenewal Morignge Insuranca and Insured Improvemant Loans
J' 221 ... Low Cost and Moderate Incomas Mortgaga tnsurance
222 ... Serviceman’s Mortgsge insurance
223 . . . Miscealtansous Housing Insurance
Read across . . . Find section 231 ... Housing Mortgege Insurance for the Elderly
232 . .. Nursing Homes and/or intermacdiate Care Facilities Mortgage Insurance
233 ... Experimental Housing Mortgage Insurance
234 ... Condominium Housing Mortgage Insurance
235 . . . Mortgage Insurancs snd Assistance Psyments
236 . . . Mortgage Insursnce snd Intarest Reduction Paymants
2 . Special Mortgage insurance for Low and Moderate Incoma
240 . . . Mortgage fnsurance on Loans for Titte Purchass
241 . .. Supplsmentary Financing for FHA Projact Mortgages
24 . Mortgage Insurance for Hospitsls
R 80‘!/809/810 . Armed Servicas Housing
Read down . . . Find programs 203(b) ... One 10 Four-Family Housing. 000 . .. Mortgsge Insuranca for Lend Davelopmant
203(h} ... One Farnily Housing for Disaster Victims. ”00 . Mortgage tnsurence for Group Practice Facilities
203(i} ... Outlying Properties; One-Femily Nonfarm or Farim Housing. 603/608/611 ... War Housing Morigags Insurance
203(m)} ... Vacation Homes 1 1 I ¢+ & 1 L I | 903/908 . . . Nstional Defense Housing Mortgage lnsurance
213 ... Dwelling Unit Retessed from a Cooperativa Project-Sales Mortgage,
220 ... Ona- to Eleveo-Family Housing in Urban Renewsl Areas.
221(d)(2) ... One to Four-Family Housing for Low and Moderatc Income Families and Displaced Familles,
5 0 221(h) . . . tndividual Units Released from 221(h) Project Mortgage. § 1
[t = 221()) ... Conversion of 221(d) (3) Below Markel Intarsst Rate Rental Prolocl into Condominium Plan.
2 povs: L ] 222 . One-Family Houlnng for Sarvlr.m'n. 1 [ ] 1
23 B biti 4 Housing Uumq Advancad Technology. »
234 (C) i Units in Co i Projects. i,
235(-) One Famity Unit in Singla- or Two-Famlily D 9. Open end parmitted in connection with previousty insured morigage. ‘)
235([) divl I Units from 235(}) Rehabllitetion Ssles Project Mortgage. )
23 ...Sp t Crgdit Risks; Singla Family Units.
B09 ... One- to Four-Family Housing for Civitian Employees at or near R&D Instaliations.
810(h) . .. Individual Units Releasad from 810(g) Multifamily Mortgage. s
i
203(k) . . . Major Home Improvemaents I 1 :
i—? 220.(h) . Ahuraﬂon Repaur ntc ol One to Elaven. Fnrmlv Housmg 1in Urban Renewal Aress. H
mmud) 240 . . . Purchase of Fee Simpls Titls. o
LIV UL VLI °
207 . .. Rental Housing of Eight or More Units, I l
207 . .. Mobile Home Parks. § 1 I 1
213... -Type Coopetative Projects of Five or More Units,
2313 ... Sales- Tvpe Coopaerative Projects of Five or More Units,
213 ... Investor-Sponsored Cooperative Projects of Five or More Units. L
220 ... Construction of Two or More Umits in Approved Urbsn Renswa! Areas. i
221(d}(3) . . . Housing Projects {Below Market Intesast Rate) for Housing Moderate | Families; Indivi 62 or Older; or Handicappad. !
—@221(d) (3) . . . Same as Above but Market interest Rate Program and Rant Supplement Program.
221(d)(4) Housing Projects for Moderate Income Families. Market Interest Aste Program for Profit-Motivated Sponsors.
22t(h) . Sulnlnndurd Housing for Subsequent Resale Aftar Rehabilitation.
221{j) ... Convarsion of 221{d) (3} Rental Project into s Cooperstive Project.
@231 ...+ ing Project of Fight or More Units for Occupsncy by Elderly or Handicappad.
@232 Nuumg Homes snd/or Intermediate Care Facllmev Accommodating 20 or Mors Patients.
3233 RAental Housing Using A Tech B
%234(:1) Condomlnlum Projects with Four or More Units.
! ] 235(]) . Housing for Lower income Families.
) 236 . Renta! snd Cooperative Housing for Lower Income Families; indlviduals 62 or Older; or Handicapped.
... Construction or Aehahilitation of Nonprofit and Proprietary Hospita.s.
$810(f) . . . Rental Housing with Eight or Mors Units for Military or Civilian Personnel.
e B10{g) . . . Sarme 8s Above hut for Later Resale as Single Family Housing. .
L] )
2134 . ental Loans for 9 -Type Coop ive H ing; Construction of Community Facilities; or Cooperative Resale.
@ 220(n) . .. Five or More Units in Urban Renewel Projects. l [ | ’
4 241, ] 1 Loans for Any Multifsmily Project.
1
1223 .. . Housing and Mortgage insursnce for Housing in Dechnmg Neighborhoods. Insurance of Governmem Acquired Propanles
1000 Purchase of Land and D: tof g Sites for S ivisi or New Co ities.

#1100 .. . Construction or Rehebilitation of Fncllmcs for Dentistry, Medicine, or
Optometry Group Practice.

Class 18 . . . All Structures.
Class 1b . . . Structures 10 Be Used as Apartment House or Dwelling for Two or More Families.
p Class 2a . Nonresidentisl, Nonfarm Structures (Comnmercisl}.
Class 2b ., . . Nonretidentiel Ferm Structures.
Mobile Nnmes . Purchase Mobite Homae Meeting FHA Standards 1o Use as Principat Residence,

H is¢ is i f ick refe t -FHA
. Grants and Loans to Encourage and Facilitate Construction and Rehabilitation of Housing. Note: This chart is intendad for quick reference to HUD-FH
M . S programs. Check for spacific prngram details in the
101. .. Make Dacent Housing Avsilable to Low Income Individuels and Families. appropriats FHA issusnces.
4106(a) .. . Low and Moderate Incoma Sponsor Grants.
@106(h} . For Preconstruction Expenses on Low and Moderate Income Housing Projects. January 1972

Source: Department of Housing and Urban Developmant.
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Congress quickly altered it to apply only to low
income families.

The other new subsidy program enacted in
1965 was the Section 23 leasing operation,
which became one of the major public housing
programs. Under this program, local housing
authorities are authorized to lease units in
privately owned existing structures and make
them available to low income families eligible
for regular public housing. The usual public
housing assistance is made available by HUD
so that the local authority can pay the economic
rent to the owner without charging the tenant
more than the usual public housing rental.

In 1967, HUD initiated, as an administra-
tive procedure, the “Turnkey Method.” Under
this variation of the regular public housing
program, a private developer enters into a
contract with a local housing authority to sell
the project to the local authority upon comple-
tion. The introduction of private profitmaking
developers into the production process re-
duced development costs and also increased
program activity. A total of 214,096 units were
under annual contribution contracts under
Turnkey as of December 31, 1972, while
143,726 units were under management.

The Housing Act of 1965 also authorized
the Section 115 program, providing for the use
of urban renewal capital grant funds for limited
grants to low income owners of homes in urban
renewal areas to pay for necessary repairs and
rehabilitation.

A very limited program of homeownership
subsidies was introduced in 1966 with the
enactment of Section 221(h). It authorized 3
percent mortgage loans (as under the Section
221(d)(3) Below-Market Interest Rate Program)
to nonprofit sponsors who would buy and
rehabilitate at least four homes, for subsequent
resale to low income home purchasers. The iow
income home purchaser would also receive a 3
percent mortgage (via the Federal National
Mortgage Association special assistance pro-
gram).

The Creation of the Department of
Housing and Urban Development

The Department of Housing and Urban
Development Act, passed September 9, 1965,

created HUD, although it was not actually
organized until February 1966.

The act was a watershed in housing iegis-
lation. Most importantly, it raised the functions
of the Housing and Home Finance Agency to
Cabinet level and simplified the administration
of all its functions by consolidating most statu-
tory authority in the Secretary of the new
Department. It did not, however, consolidate
housing and urban development functions exist-
ing in other parts of the Federal Government.
The Secretary was given power to organize the
functions of the Department as he deemed
appropriate; however, the act prescribed that
there

. shall be in the Department a Federal Housing
Commissioner, who shall be one of the Assistant Secre-
taries, who shall head a Federal Housing Administration
within the Department, who shall have such duties and
powers as may be prescribed by the Secretary . . .

In creating HUD, the Congress character-
ized its action and intentions as follows:

The Congress hereby declares that the general welfare
and security of the Nation and the health and living
standards of our people require, as a matter of national
purpose, sound development of the Nation's communities
and metropolitan areas in which the vast majority of its
people live and work.

To carry out such purpose, and in recognition of the
increasing importance of housing and urban development in
our national life, the Congress finds that establishment of
an executive department is desirable to achieve the best
administration of the principal programs of the Federai
Government which provide assistance for housing and for
the develcpment of the Nation's Communities; to assist the
President in achieving maximum coordination of the various
Federal activities which have a major effect upon urban
community, suburban, or metropolitan development; to
encourage the solution of problems of housing, urban
development, and mass transportation through State,
county, town, village, or other local and private action,
including promotion of interstate, regional, and metropolitan
cooperation; to encourage the maximum contributions that
may be made by vigorous private homebuilding and
mortgage lending industries o housing, urban development,
and the national economy; and to provide for full and
appropriate consideration, at the national level, of the needs
and interests of the Nation's Communities and of the people
who live and work in them.

Douglas aind Kaiser Commissions

The urban disturbance of the late 1960's
led to the creation of two Presidential Commis-
sions that were to have a profound impact upon
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the redirection and expansion of Federal hous-
ing policies. In 1967, President Lyndon B.
Johnson directed the creation of the National
Commission on Urban Problems, known as the
Douglas Commission after its chairman, Paul H.
Douglas, Senator from Illinois from 1948-1966.
The Commission’s mandate was to recommend
“. . . solutions, particularly those ways in which
the efforts of the Federal Government, private
industry, and local communities can be mar-
shaled to increase the supply of low cost
decent housing.” The Douglas Commission’s
prime recommendation was to direct the Na-
tion's housing assistance toward the poor, a
group the Commission found had been ne-
glected in national housing endeavors to that
time.

Also in 1967 the President's Committee on
Urban Housing, known as the Kaiser Commis-
sion after its chairman, industrialist Edgar F.
Kaiser, was appointed with a charge to “find a
way to harness the productive power of Amer-
ica. . . to the most pressing unfulfilled need of
our society—that need is to provide the basic
necessities of a decent home and healthy
surroundings for every American family now
imprisoned in the squalor of the slums.” Among
its many recommendations, the Committee
called for the establishment of a 10-year goal of
26 million new and rehabilitated housing units,
including at least 6 million for lower income
families. That recommendation was to shape
future congressional action and Federal policy.

National Housing Goals

The Johnson Administration recommended,
and the Congress enacted, in the Housing and
Urban Development Act of 1968, the housing
goal proposed by the Kaiser Commission. That
act includes the following:

Reaffirmation of Goal

Sec. 1601. The Congress finds that the supply of the
Nation's housing is not increasing rapidly enough to meet
the national housing goal, established in the Housing Act of
1949, of the “realization as soon as feasible of the goal of a
decent home and a suitable living environment for every
American family.” The Congress reaffirms this national
housing goal and determines that it can be substantially
achieved within the next decade by the construction or
rehabilitation of twenty-six million housing units, six million
of these for low- and moderate-income families.

In that provision, the Congress declared for
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the first time a national housing goal in terms of
housing units to be produced, and established
a time frame for production.

The production thrust of the goal was
made clearer by specific directions in the act
that the President submit a report to the
Congress setting forth a 10-year plan for meet-
ing the goal and an annual report thereafter on
the progress being made in meeting the objec-
tives of the plan. Each annual report must also
analyze problems and factors involved in pro-
duction and make recommendations with re-
spect to any additionai legislation or administra-
tive action necessary or desirable to meet the
objectives of the plan.

The lesser emphasis on conservation and
rehabilitation in connection with the 1968 enact-
ment was reflected in the estimate by HUD
Secretary Robert C. Weaver'? that only 2
million of the 26 million units to be produced
would be provided by rehabilitation assisted
with public subsidy. Though not large, this
projection was apparently optimistic and clearly
exceeded past performance in rehabilitation
activity. Another 2 million units were pro-
jected for rehabilitation by privately financed
efforts, but these were not identified as part of
the 26 million-unit production program.

The statutory language concerning the
1968 housing goal suggests the intended pro-
duction emphasis. The affirmation of ‘a decent
home and a suitable living environment for
every American family” was language often
used through the years in connection with
production objectives and bears a connotation
of home construction. The placing of the goal in
the context of the “Declaration of National
Housing Policy” in the Housing Act of 1949
lends support to the emphasis on production.
That declaration is replete with references to
“production,” “the housing industry,” “economy
of maximum employment,” “residential con-
struction,” and ‘‘stabilization of the housing
industry at a high annual volume of residential
construction.” No mention was made then of
conservation, existing housing supply, or reha-
bilitation.

'3 U.S. Congress, Senate Committee on Banking and
Currency. Housing and Urban Development Act of
1968. Hearings before Subcommittee on Housing and
Urban Affairs. 90th Cong., 2nd sess., 1968.



An extremely significant expansion of the
subsidy concept was contained in the Housing
and Urban Development Act of 1968, which
adopted the principle of subsidizing interest
rates, thus resulting in a rapid increase in all
appropriations for housing subsidies.

One of these programs was the Section
235 homeownership assistance program, which
originated in a proposal drafted by the Senate
Committee on Banking and Currency in 1967.
The Johnson Administration opposed these ini-
tial proposals; subsequently, the committee pro-
ceeded to develop legisiation with the assist-
ance of HUD officials. However, no legislation
was enacted that year. The following year, HUD
proposed and the Congress enacted legislation
similar to that jointly developed. As enacted,
Section 235 established a homeownership pro-
gram providing special mortgage insurance and
cash payments to help low and moderate
income home purchasers meet mortgage pay-
ments by subsidizing debt service costs in
excess of an amortization at 1 percent interest.
Under this program, an eligible buyer'® may
purchase a private home with an FHA-insured
mortgage, bearing the prevailing rate of inter-
est, and the Federal Government makes a
monthly assistance payment to the lender on
his behalf. Provided the purchaser is applying
at least 20 percent of his monthly income to the
mortgage payments, he could pay each month
as much as the same amount he would pay if
the mortgage loan provided for only 1 percent
interest. The Federal Government pays the
rest.

Another significant addition to subsidy pro-
grams was the Section 236 multifamily rental
housing program aiso enacted in the 1968 act.
This program provides a subsidy formula similar
to that under Section 235, although the me-
chanics of the Section 236 subsidy payment
are geared to rental housing.s

An accompanying provision of the 1968 act
contained a subsidy feature, Section 238, which

'4To qualify for benefits of this program, a homeowner
must be the head of a family, a handicapped person,
or a single person 62 years or older; usually income
cannot be in excess of 135 percent of local limits for
public housing; 20 percent of income must be paid
toward monthly payments.

5 in that case, a monthly housing assistance payment is
made by the Federai Government to the mortgagee on
behaif of the mortgagor. Qualifying requirements are

established a special risk pool for which appro-
priations were authorized. This fund was au-
thorized to be used for carrying out insurance
obligations under the subsidized and certain
other mortgage insurance programs. They in-
cluded a new Section 223(e), which authorized
insurance in “older, declining urban areas.”
where not all of the usual mortgage insurance
requirements could be met.

The Sections 235 and 236 programs are
similar to the subsidized rural housing program
authorized by Title V of the Housing Act of
1949 and administered by the FmHA. The
Section 502 homeownership program provides
loans at a set interest rate (currently 7.25
percent) to qualified low and moderate income
persons in rural areas for the purchase of
single family homes; interest subsidies may be
provided to eligible low income purchasers to
reduce the effective interest rate to as low as 1
percent. Section 515 authorizes a correspond-
ing program for multifamily rental; Section 521
authorizes a subsidized version of the Section
515 program that can reduce to as low as 1
percent the effective interest rate on loans
made to nonprofit organizations and limited-
profit corporations.

Partition of Federal National
Mortgage Association

in 1968. the Administration concluded and
the Congress agreed that the time had come to
move forward with the conversion of the sec-
ondary market functions from a mixed-owner-
ship Federal corporate activity into a privately
owned and financed corporation, without wait-
ing for the retirement of the Treasury-held
stock, as had been contemplated by the Fed-
eral National Mortgage Association Charter Act
of 1938.

This decision appears to have stemmed
mainly from budgetary considerations, although
it was also believed that the secondary market

—
similar to those of the Section 235 program; however.
the tenant must pay 25 oercent of his income toward
monthly rental. In addition, the tax sheiier used to
induce participation of limited-dividend sponsors in the
Section 236 program reduces Federal tax revenues.
thus imposing further budgetary costs. This tax treat-
ment of Section 236 sponsors is further discussed in
Chapters 2 and 4.
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function would flourish better in an environment
more intimately related to the private market.
As a result, the Housing and Uryan Develop-
ment Act of 1968 partitioned the Federal Na-
tional Mortgage Association, as it then existed.
changing it into two new corporations. One was
a Federally chartered private corporation that,
after a brief transition period, was to be pri-
vately owned, operated, and financed. This
corporation was to retain its name—Federal
National Mortgage Association. The second, a
new wholly owned Federal corporation to be
known as the Government National Mortgage
Association, was to assume the functions of the
former Federal National Mortgage Association
with respect to special assistance and the
management and liquidating operations.

In the conversion, all Treasury-held pre-
ferred stock was retired. The new Federal
National Mortgage Association passed into the
full ownership of its common stockholders and
in due course the undistributed earnings and
earned surplus of the predecessor corporation
were distributed. The Federal National Mort-
gage Association remains subject to regulation
by HUD.

An administrative procedure called “Tan-
dem Plan" was developed under the Federal
National Mortgage Association partition. Under
this procedure the Government National Mort-
gage Association issues a commitment to pur-
chase a mortgage qualitying for special assist-
ance at a predetermined price more favorable
than that available in the market (special assist-
ance being unnecessary otherwise). This com-
mitment is transferred to the Federal National
Mortgage Association; when the mortgage is
ready for delivery, the Government National
Mortgage Association pays the Federal National
Mortgage Association the difference between
the committed price and the price the Federal
National Mortgage Association would have paid
in its regular market purchase program. Thus
the immediate budget expenditure is reduced
from the full amount of the purchase commit-
ment to this difference. In this manner, by
paying above-market prices and selling at mar-
ket prices, the Government National Mortgage
Association provides indirect subsidies to bor-
rowers and lenders. (The Tandem Plan is
discussed more fully in Chapter 3.)
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Modification of Low Rent Public
Housing Program

An important change in the low rent public
housing program was made by Section 213(a)
of the Housing and Urban Development Act of
1969, known as the Brooke amendment. The
amendment limited rents charged by local
housing authorities to 25 percent of the tenant's
fncome. Subsequently, the Congress authorized
Federal public housing subsidies for operating
expenses, where necessary, to assure the low
rent character of the public housing project.
(Section 213(a) is further discussed in Chapter
5)

Aid.to Displaced Persons

Subsidies for the relocation of displaced
families in connection with all Federal programs
were placed on a uniform basis by legistation
that was debated during much of the 1960’s but
finally enacted as the Uniform Relocation As-
sistance and Real Property Acquisitions Poli-
cies Act of 1970. This legislation adopted most
of the relocation provisions already in effect
under HUD programs and gave both owners
and tenants who were displaced the right to
substantial payments under Federal or federally
assisted development programs. The act also
provides that:

. . no person shall be required to move from his
dwelling on or after the effective date of this title, on
account of any Federal project, unless the Federal agency
head is satisfied that replacement housing is available to
such person.

Model Cities

During the 1960's, support developed for a
new and broader approach to the housing
undersupply and other problems of urban
areas. A program which became known as
“Model Cities” was authorized as the principal
provision of the Demonstration Cities and Met-
ropolitan Development Act of 1966. It was
based on a congressional finding and declara-
tion that:

. improving the quality of urban life is the most
critical domestic problem facing the United States. The
persistence of widespread urban slums and bflights, the
concentration of persons of low income in older urban

areas, and the unmet needs for additional housing and
community facilities and services arising from rapid expan-



sion of our urban population have resulted in a marked
deterioration in the quality of the environment and the lives
of large numbers of our people while the Nation as a whole
prospers . . .

Under the 1966 act, the Federal Govern-
ment was authorized to make grants and pro-
vide technical assistance to city demonstration
agencies to enable the agencies to plan, de-
velop, and conduct programs to improve their
physical environment, increase their supply of
housing for low and moderate income people,
and to provide educational and social services
vital to health and welfare.

That enactment was significant in giving
cities the broadest discretion in developing
proposed programs, subject only to generai
criteria prescribed in the statute. Discretion
remained in HUD, however, to select and fund
those undertakings it considered best for dem-
onstrating to other cities the potential benefits
of such initiatives.

New Communities

in the early 1960’s there was increasing
interest in the development of whole new
communities as one means of adjusting to the
Nation's increasing population and helping to
meet some cf the problems of urban conges-
tion. As with other indirect programs related to
housing, the new communities proposal con-
tained significant housing components similar to
those of earlier urban renewal programs. The
Housing and Home Finance Agency proposed
a new mortgage insurance program for land
development needed by new communities, but
Congress considered it too ambitious and en-
acted a truncated program of “land develop-
ment.”

The 1965 new communities proposal was
enacted, however, in the Demonstration Cities
and Metropolitan Development Act of 1966. To
be eligible ior mortgage insurance, a proposed
new community had to be of such size and
scope as to make a substantial contribution to
economic growth of the area. This contribution
was to be in the form of economies in providing
improved housing sites, adequate housing for
those employed in that area, maximum accessi-
bility to industrial and other employment centers
and to commercial, recreational, and maximum
accessibility to any major central city in the

area. The development had to be approved by
the local government.

Recognizing that mortgage insurance alone
was inadequate to stimulate sufficient volume of
credit for new community development, HUD
recommended in 1968 an entirely new addi-
tional assistance program based on the Federal
guarantee of bonds and other obligations is-
sued by the private developer of the new
community. This meant that the Federal Gov-
ernment would guarantee with the full tfaith and
credit of the United States the payment of
principal and interest on the obligations of the
private developer, if sold to investors or at
public sale as approved by HUD after it had
approved all other prerequisites with respect to
the development. That program, which included
certain supplemental grants for public utilities
and other facilities, was enacted as Title IV of
the Housing and Urban Development Act of
1968.

The guarantee program was reenacted
with broader scope and further supplemental
financial aids in Title VII of the Housing and
Urban Development Act of 1970. The major
functions in the program were placed under a
“New Community Development Corporation” in
HUD with a five-person board of directors,
including the Secretary of HUD as the chair-
man; a General Manager appointed by the
President; and three persons appointed by the
Secretary. Under the 1970 act, the new com-
munities development project has to meet the
same standards as under the earlier program,
including requirements concerning ptanning and
a substantial provision of housing for low and
moderate income persons. Development must
also assist the local home building industry and
encourage its broad participation, particularly by
small builders.

The changes made by the 1970 act were
set in the context of an extensive legislative
statement on national urban growth policy. That
statement established standards for the devel-
opment of such a policy and required the
President to submit to the Congress a report on
urban growth every 2 years beginning in 1972,
giving prescribed information on urban growth
and recommending any legislation considered
desirable.
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Federal Housing Laws:
Conflicts, Duplication,
and Confusion

There is no need for great complexity in
Federal housing laws. Mortgage insurance is a
relatively simple and clear-cut concept, requir-
ing no more than two programs, apart from
subsidy operations: one for home mortgages
and one for mortgages on muitifamily struc-
tures, with adequate authority in the agency to
provide for varying conditions and circumstan-
ces. Indeed, the original National Housing Act
of 1934 was just that.

Instead, the Nation's housing laws today,
after almost 40 years, are a hodgepodge of
accumulated authorizations for some 46 unsub-
sidized programs and some 20 which are
subsidized, including those administered by the
VA and FmHA. They contain internal inconsist-
encies, numerous duplications, cross-purposes,
and overlaps as weill as outright conflicts and
gimmickry. In some cases, the objectives them-
selves are open to serious question.

The complicated maze of HUD program
laws, filling hundreds of pages in the statute
books, are properly recognized as replete with
inconsistencies, conflicts, and obsolete provi-
sions and without overall design or coordinated
structure. All this is magnified in the red tape
flowing from implementing regulations.

Testimony given in Congress by the execu-
tive branch has emphasized the number and
complexity of these existing authorities, as well
as the frustration, cost, and red tape resuiting
from this hodgepodge of programs. It seriously
thwarts good administration; confuses even the
experts; discourages participation by builders,
lenders, and sponsors; bewilders consumers;
and hinders congressional oversight. In one of
several statements to that effect, former HUD
Secretary George W. Romney said to the
Senate Subcommittee on Housing and Urban
Affairs:?é

To functior: properly, our housing programs must bring

'6 U.S. Congress, Senate Commitee on Banking and Cur-
rency. Housing and Urban Development Legisiation of
1970. Hearings before Subcommittee on Housing and
Urban Affairs. 91st Cong., 2nd sess., 1970.
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together private builders, private lenders, private housing
sponsors, public agencies and private purchasers. At pres-
ent the number and complexity of our existing statutory
authorities act as a deterrent to the effective participation of
these groups in our housing programs. Even the most
sophisticated and experienced builders, lenders and spon-
sors find it frustrating and costly tc accommodate their
operations to the red tape and delay occasioned by the
maze of our confusing authorizations and the regulations.
circulars, forms and processing procedures that have grown
out of them.

The man most successful and at ease in the present
statutory framework of our housing programs is the pack-
ager. knowledgeable in the intricacies of our forms and
procedures, who can put together an attractive application
and milk the most in subsidy out of the Federal programs
by combining the different forms of assistance available
under our several statutory authorities. Too often the most
efficient producers of housing refuse to participate in our
programs because they are unwilling to deal with the
intricacies of our processing and program requirements.

Romney’s complaint about the Federal
Government’'s housing programs has been
voiced on frequent occasions by leading mem-
bers of the Senate and House banking commit-
tees that have congressional jurisdiction over
housing legislation. In fact, there has always
been recognition that serious problems have
resuited from the duplicative and conflicting
nature of the numerous housing programs. As
early as the 1940Q’s, significant recommenda-
tions were made to have the entire National
Housing Act of 1934 rewritten. In 1970 a HUD
legislative proposal with this objective was
submitted to the Congress and has received
considerabie attention from legislative leaders.
Comprehensive !egislation of this nature has
not been enacted, however.

Why Did the Housing Laws Develop
As They Did?

Perhaps the major reason why the housing
laws deveioped as they did has been the
complexity and multiplicity of housing program
objectives—economic growth, community
growth, assisting the poor, furthering civil rights,
and so on, all added one on top of another to
each individual housing program. While reflect-
ing the complexity of the problems involved, in
many instances those multiple programmatic
goals have been contflicting ones.

Another reason has been the sheer me-
chanics of the way the Federal Government
has adopted housing policies. Unti! 1970, Con-
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gress enacted an omnibus housing bill almost
every year since the conclusion of World War
. An omnibus bill covers many independent
items of legislation over a broad subject and
reflects the accumulation of proposals in the
executive branch and congressional committees
over a period of a year or more.

Normally, the congressional committees re-
sponsible for housing legislation have not acted
on housing bills referred to them in the interim
years between enactment of omnibus legisla-
tion. The years of omnibus housing bills cov-
ered the period of increasing Federal involve-
ment in housing and other social and economic
matters. These years also covered frequent
periods of substantial inflation, which upset the
validity of numerous dollar ceilings in the hous-
ing statutes, thus requiring extensive amend-
ments. The enacted housing bills were usually
a combination of executive branch recommen-
dations, redefined by Congress to reflect its
own interests and notions, as well as the
pleadings of special interest groups. Typically,
each omnibus housing bill contained as riders
various agency proposals and committee rec-
ommendations that could not have been en-
acted standing alone as separate pieces of
legislation. To obtain the support—or at least
remove the ooposition—of organizations or indi-
viduals in Congress, a variety of amendments
were added—such as an amendment favored
by a national interest group or special aid for a
project in the district of a particular Representa-
tive. With this “something for everybody”
approach, critics often referred to an enacted
housing bill as a Christmas tree bill bearing
gifts for all.

Generally, the Department’s legislative pro-
posals to Congress were not based on a study
or reevaluation of the relevant policies and
legislative authorities. Until recently there was
not even a continuing long-range study looking
toward the next year's legislative program.
Typically, each year was characterized by a
belated effort by the agency to meet a deadline
for presenting to the Bureau of the Budget (now
Office of Management and Budget) the legisla-
tive recommendations for the coming year.
Sometimes new approaches of possible merit
were discarded simply because of the lack of
time needed for study.

The problems were further compounded by

divided responsibility for policy development
within the executive branch. For example, the
earliest Federal programs designed to generate
mortgage credit for housing were placed in
separate Government agencies. It naturally de-
veloped that the executive branch recommen-
dations for such programs came primarily from
the agency involved, which was deemed to
know best its own needs, or how it would be
affected by a given proposal. Accordingly, the
recommendations were fragmented and narrow.

This practice still continues to the extent
that separate housing credit programs are de-
veloped simultaneously but independently by
the VA, the Federal Home Loan Bank Board,
and the FmHA, as well as by HUD. Other less
extensive housing activities are carried on by
the Department of Defense, the Department of
the Interior (Bureau of Indian Affairs), the
Atomic Energy Commission and others.

At the same time, there is some overlap of
congressional committee jurisdiction over hous-
ing programs between the banking and the
veteran's committees.

In more recent years, the statutory compli-
cations have been multiplied by the separate
authorizations for additional subsidy operations
under several different types of major pro-
grams: Section 202 direct loans at below-
market interest rates; Section 221(d)(3) mort-
gage insurance at below-market interest rates
supported by the Federal National Mortgage
Association purchases; rent supplements; and
the subsidized interest rates for home pur-
chasers and rental housing sponsors under
Sections 235, 236, 502, and 521.

Also, it must be recognized that in formu-
lating proposed housing legislation there are
conflicting major policy goals with respect to
housing itself, or with respect to housing and
other major Government objectives. These
often account for compromises and gaps in
meeting desirable and consistent housing ob-
jectives.

Multiple Goals

The multiple goals are perhaps the great-
est reason for the proliferation and the con-
fused state of housing laws and housing pro-
grams. Throughout the years, individual hous-
ing programs have been assigned the awe-
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some job of achieving higher or stable housing
production, higher wages for construction work-
ers, equal opportunity, urban renewal, and a
higher quality environment—while at the same
time taking care to protect the consumer and
further the free enterprise system without unbal-
ancing the Federal budget or upsetting public
opinion.

Government Participation v. Independ-
ent Private Enterprise: The conflict between
Government participation in the housing market
and an independent private enterprise system
presented the major issue for the 1931 Presi-
dent's Conference on Home Building and Home
Ownership. With the unprecedented concern for
the plight of the homebuilding industry and the
national economy during the Depression, the
reports of the conference are nevertheless
replete with expressions of fear concerning any
Government participation in housing credit op-
erations. But with this background of condi-
tions, the Congress for the first time put the
Federal Government substantially into this
field of operations.

This conflict of goals still presents an issue
in most new program proposals being consid-
ered. With respect to any proposal, the positicn
taken by an individual within the range of these
goals is directly related to his political and
economic philosophy. Production incentives are
often tempered with pratection to “private enter-
prise,” meaning those similar operations han-
dled without the benefits of the new program.
The degree of Federal participation is weighed
against the urgency of the need and the extent
of pressure for the proposal from constituents
or private or public special interest groups.

Program Goals v. Budget Goals: Nor-
mally, the breadth or authorized volume of any
program using appropriated funds is modified
by Federal budget goais. This is true of any
program involving grants, loans, or other
forms of Federal expenditure such as those
made through the special assistance func-
tions of the Government National Mortgage
Association.

In addition to dollar controls, budget goals
may determine the very nature of the program.
Budget officials historically have opposed direct
loan programs, without regard to the Adminis-
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tration in power at any given time, because of
their initial budget impact.

Production Goals v. Consumer Protec-
tions or Benefits: Normally, consumer protec-
tions involve some additional burden on the
lender, buiider, or manager of the housing. For
example, builders have objected to the existing
requirement that they give the home pur-
chaser a warranty against structural defects.
and the requirement that the purchaser receive
a copy of the HUD “appraised value™ of the
property. Such requirements may be objected
to because they involve red tape and may in-
volve real financial loss to builders. These and
many other mortgage insurance requirements
determine whether a sponsor decides to use a
Federal mortgage program. To the degree that a
builder chooses not to use a given program
because of additional consumer protection, the
curtailment of housing production under the
program Occurs.

Production Goals v. Equal Opportunity
Goals: Equal opportunity reguiations present a
good example of conflicting goals in housing
policies: the major purpose of subsidy housing
programs—to make more adequate housing
available for low or lower income families—
sometimes conflicts with equal opportunity ob-
jectives. This is true where egual opportunity
regulations prohibit the location of federally
assisted housing in areas of racial concentra-
tion, even though those racially concentrated
areas might be the ones where there is the
greatest need for low and moderate income
housing and might also be the areas where the
community is most willing to accept such feder-
ally assisted housing. As a result of equal
opportunity objectives, particularty where imple-
mented by HUD's project selection criteria for
subsidized housing, total volume production has
been reduced in some communities.

Moreover, equal opportunity regulations,
like affirmative marketing requirements, apply
orly to federally assisted housing and those
regulations add to the red tape aiready associ-
ated with Federal programs and therefore cost
lenders and builders more time and more
money to use the program. As a result. lenders
and builders often opt to construct privately
financed housing, thereby reducing the volume



of housing buiit in the FHA-supported low and
moderate income ranges.

Production Goals v. Environmental
Quality Goals: Just as there is a tension
between equal opportunity objectives and hous-
ing production objectives, there is a tension
between environmental quality objectives and
housing production objectives.

The National Environmental Policy Act of
1969 requires all Federal agencies to evaluate
the environmental impact of all major actions
affecting the quality of the environment. To
implement the act, HUD has established proce-
dures and standards for environmental review
of all applications for housing insurance or
assistance except those concerning one- to
four-family dwellings. Detailed environmental
impact statements are required to be filed for all
housing projects that are major Federai actions
significantly affecting the quality of the human
environment.

Production Goals v. Stabilizing Wages
for Construction Labor: Ever since the Na-
tional Housing Act of 1934 creating the FHA,
one of the goals of most Federal housing
programs has been the stimulation of overall
activity and stabilization of wages in the con-
struction industry.. As a result, sponsors con-
structing federally assisted projects other than
one- to four-family homes have been required
to pay the prevailing wage rate for the local
labor market area, as determined by the Labor
Department under the provisions of the Davis-
Bacon Act of 1931. This prevents wages on
such projects from undercutting prevailing
wages.

Like the equai opportunity and environmen-
tal quality regulations, the Davis-Bacon Act
applies only to federally assisted housing.
Moreover, in some communities, application of
the prevailing wage determination acts to raise
the cost of labor, thereby making production of
housing more costly.

Public and Political Acceptance v. Effi-
ciency and Cost Savings: In choosing the
program technique for an established objective,
it is not unusual for the choice to be made on
the basis of what the affected private sector or
public opinion may accept. This is done even

though it may not necessarily be the most
equitable, efficient, or the least expensive oper-
ation in either the short or long term. For
example, ever since 1950, direct Federai loan
programs for a broad range of housing have
been introduced in Congress and rejected or
ignored, a paramount reason being the adverse
reaction of private lending institutions. Alterna-
tives that are used include the indirect and
more complicated procedures of the Govern-
ment’'s secondary marketing operations that
provide the subsidy, and a financial yield to
private lenders. An example of this approach
was the Section 221(d)(3) program, where the
lender’s profit accrued chiefly through servicing
privileges and construction financing opportuni-
ties with virtually no private risk.

In addition, the forms of subsidy that are
less overt and visible have often been preferred
to direct and identified subsidy payments. Ex-
amples include the disguised subsidy provided
through the below-market mortgage rates under
Section 221(d)(3), and the Government Na-
tional Mortgage Association Tandem Plans, and
the similar subsidy provided by the FmHA
through its financing arrangements in which the
subsidy finally surfaces in the form of an
appropriation for restoration of losses incurred
by the Rural Housing Insurance Fund.

Political Reality v. Consistency: Major
inconsistencies in housing legislation flow from
the known position of Congress toward benefit-
ing certain groups rather than others. Direct
loans at low interest rates to farmers were
accepted and noncontroversial at a time when
such assistance to low income families gener-
ally was extremely controversial. Simitarly, the
absence of premium charges for veterans, plus
other benefits, under the VA loan guarantee
program represented a special approach for
one group only.

Programmatic Differences

Besides the possible conflicts among the
ultimate and multiple objectives of Federal
housing programs, less important but neverthe-
less significant differences and inconsistencies
exist among the numerous programs, causing
unnecessary confusion.
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Mutuality: Only the regular Section 203
home mortgage programs and the management
type of cooperative housing program under
Section 213 have a ‘“mutuality” feature de-
signed to return to the home purchaser or
mortgagor, in effect, the unneeded portion of
the premiums he paid. In the case of Section
203, this feature was contemplated in the
original 1934 enactment as an additional means
of establishing an adequate insurance reserve.
Because there had been no significant experi-
ence with fixing premiums under mortgage
insurance, the mutuality feature was intended to
permit premiums to be sufficiently high for
soundness of the system while at the same
time assuring the homeowner that his prem-
iums were not excessive.

As experience with the Section 203 pro-
gram developed, mutuality proved to be unnec-
essary as a method of determining appropriate
premium amounts. FHA insurance became an
accepted part of home financing, and mutuality
was not necessary to persuade consumers of
the soundness of the program. Yet it continued
with all its original requirements for establishing
“group accounts” for similar kinds of mortgages
and for keeping records on individual transac-
tions in order to compute and make such
payments to each individual mortgagor as the
credit balance in his particular group account
warranted. In 1954, the ‘group accounts” were
abolished but otherwise the system remains.
Today it serves no purpose.

Mutuality is objecticnable principally as an
anachronism, but also as an inefficient operat-
ing procedure. It applies only to the above
programs in a manner inconsistent with opera-
tions under other programs, requiring different
recordkeeping and a separate staff to handle
the payment of distributive shares of funds to
mortgagors.

Cost Limits: Construction cost limits under
some of the housing prcgrams are inconsistent.
Under the low rent public housing program, for
example, these limits are fixed on the basis of
prototype costs established for each area. Un-
der mortgage insurance programs such as
Section 235 and 236, the maximum mortgage
amount is limited to a fixed-dollar ceiling for the
whole country with occasional authority to des-
ignate a fixed greater amount in high cost
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areas. Such ceilings vary among programs.
Generally, the discretion given here is not
adequate to permit full adjustment to cost
variations, and this actually prevents construc-
tion under some programs in certain areas.
Conversely, in other low cost areas the dollar
ceilings are so high they are deemed to be
inequitable when compared to nationwide fig-
ures.

Economic Soundness: Under the Sec-
tions 203 and 207 mortgage insurance pro-
grams, the property or projects with respect to
which the mortgage is executed must be “eco-
nomically sound.” This underwriting standard
still exists with respect to those programs but it
has been generally waived for each of the
special purpose mortgage insurance programs,
and an “acceptable risk” standard has been
substituted. The most significant waiver to date
of the economic soundness standard was made
by Section 223(e). which also permits waiver of
other eligibility requirements to encourage more
mortgage insurance in any ‘“older, declining
area.” The area had to be “reasonably viable”
and the property “‘an acceptable risk,” terms
designed to give consideration to the needs of
“families of low and moderate income in such
area.”

The substitution of “acceptable risk” for
“economic soundness’” produced confusion and
inconsistency because, although Congress in-
tended the substitution to encourage liberaliza-
tion, it certainly did not intend to authorize the
insurance of unsound loans. The extent to
which “acceptable risk™” is something less than
“economic soundness” is vague in the statutes,
because the legislation gives no standard at ail
for determining that difference, or provides only
vague language such as “taking into considera-
tion the need for housing low income people.”
Some contend the quoted terms are inter-
changeable, because risk is always present in
insurance, while at the same time the insurance
should always be reasonably sound. In prac-
tice, however, “‘acceptable risk” has been ap-
plied quite differently from “economic sound-
ness.”

Appraised Value: According to another
underwriting concept, the insured mortgage un-
der the original FHA programs could not ex-



ceed in amount the appraised value of the
property. That standard took into account the
fong-range value of the property over the life of
the mortgage. However, a “replacement cost”
maximum amount generally was substituted for
“appraised vailue” in the special mortgage in-
surance programs enacted after the original
Sections 203 and 207 programs and aimed at
special groups or special areas, such as declin-
ing inner city neighborhoods. A maximum mort-
gage amount computed on the basis of replace-
ment cost, as opposed to one computed on the
basis of “appraised value,” usually results in a
higher maximum mortgage amount. This occurs
particularly because “‘replacement cost” ignores
future value of the property, and the use of that
technique lowers the underwriting standards
applied and establishes an important inconsis-
tency in mortgage insurance operations and in
the standards of the mortgage instruments
insured by HUD and sold in the secondary
market throughout the country. This was delib-
erately authorized by Congress to encourage
sponsors to participate in the special purpose
programs, particularly those operating in urban
renewal areas.

Maximum Dollar Mortgage Amounts:
Each of the many mortgage insurance pro-
grams has flat dollar iimits on the amount of
eligible mortgages. In the case of home mort-
gages, these ceilings range from $14,400 to
$33,000 for a single-family unit, with a 50
percent increase permitted in Alaska, Hawaii,
and Guam. While amendments have brought
about some consistency from time to time,
there are still differences that cannot be ex-
plained on any basis other than the average
costs at the time of the various enactments, or
the policies prevalent at those times. Examples
of this are the discrepancies between the dollar
ceilings in the regular Section 203 home mort-
gage program, the Section 220 home mortgage
program for urban renewal areas, and the
home mortgages under Section 221 for moder-
ate income families, especially mortgages on
structures for more than one family.

The dollar ceilings applicable to the muilti-
family housing programs present a different
probiem of inconsistency. Each program has
such an array of varying ceilings that they defy
meaningful comparison. These ceilings have

fixed maximum amounts per mortgage pro-
gram, varying from $12.5 million to $50 million,
but the more significant variations are geared to
amounts per dwelling unit for units of varying
sizes in various types of structures and areas.

Downpayments: Statutory provisions de-
termining necessary downpayments by mortga-
gor/purchasers contain desirable variations for
differences in mortgage amount and some
other factors, but they also contain inconsisten-
cies. Generally, the amount of the downpay-
ment is determined by the permissible loan-to-
value ratio of the mortgage. The loan-to-value
ratio varies from 75 percent (in the case of
recreational housing) to as much as 100 per-
cent {which can apply to a mortgage amount as
high as $24,000 in the case of Section
221(d)(2) housing for moderate income families
and to Section 235 subsidized housing). The
100 percent maximum loan is not applicable to
a comparable mortgage amount under other
programs. In the case of Section 221(d)}(2),
uniike other programs, specific downpayment
dollar amourits are prescribed on the basis of
the number of units in the structure and on
whether the purchaser has been displaced from
his previous home.

The formula for arriving at the loan-to-vaiue
ratio allowable on an individual mortgage us-
ually is stated in terms of a fixed percentage of
the first X dollars of appraised value, with
progressively smaller percentages prescribed
for additional increments of value, up to the
maximum mortgage amount stipulated in the
statute. However, these graduated steps and
the applicable percentages attached to each
are not uniformly applied to all programs; this
can be seen, for example, by comparing their
use with respect to home mortgages insured
under Sections 203 and 222. Some of these
differences are, of course, justifiable, because
of differing objectives and target groups.

Treatment of Families Under Subsidy
Programs: Statutory requirements controiling
the treatment of families in subsidy housing
programs vary greatly, often without logic or
rationale. In some programs, such as rent
supplements and Section 235, a tenant or
homeowner must contribute a stated percent-
age of his income either to rent or mortgage
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payments; in others, such as Section 221(d)(3),
he need not. In some programs, very liberal
deductions from family income are permitted
both in determining eligibility for occupancy or
other participation and the amount of rent the
family must pay; in other programs, only the
most limited deductions from income are per-
missible. In some of the subsidized programs, a
tenant must leave the unit if his income rises
past a certain level; in others, he need not. In
some programs, the assets of an eligible family
are severely limited, but not in other programs.

in the public housing program, maximum
income limits are based on the income group in
the area not served by private unassisted
housing, and are actually fixed by each of some
3,000 housing authorities. Except with respect
to public housing for the elderly and the dis-
placed, and housing leased under Section 23,
public housing rentals at time of admission
must be at least 20 percent below the lowest
rentals in acceptable private housing that is
unassisted and available in substantial supply.
Public housing rentals generally cannot exceed
25 percent of the tenant's income. There is a
wide range of public housing eligibility limits
throughout the Nation as illustrated by Table I

Table 1. Range of Eligibility Limits,
Low Rent Public Housing, Four-
Person Households

City Limit

New York 37,800
Chicago 6,500
Los Angeles 6,100
Boston 6,000
Detroit 6,000
St. Louis 6,000
Washington, D.C. 5.800
San Francisco 5.700
Seattle 5,700
Denver 5,600
Kansas City 5,500
Atlanta 5,000
New Orleans 4,800
Philadelphia 4,750
San Antonio 4,700

Source: Department of Housing and Urban Development.
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One reason for this is the geographical differ-
ences in housing costs; another is the lack of
accurate data on local area rents.

In the rent supplement program, income
limits are tied to the limits actually established
in the community for public housing purposes,
except that the definitions of income are differ-
ent. In the Section 235 homeownership subsidy
program and the Section 236 rental subsidy
program, there is a standard based on 135
percent of public housing limits in the area, but
with a limited exception related to the Section
221(d)(3) subsidized interest program.

Local Approval Requirement: Unlike
most private housing—whether assisted with
FHA insurance or not—a rent supplement pro-
ject cannot be undertaken in a community
unless its local governing body has approved it
through adcption of an applicable “Workable
Program™ or otherwise. This does not apply to
the Section 236 rental program, which aiso
assists private housing but does prevent use of
rent supplements in connection with some Sec-
tion 236 projects.

Income Gaps: Some specific statutory pro-
visions are contrary to the general purpose of
carrying out a program on an equitable basis of
distribution. The original 20-percent-gap provi-
sion in the low rent public housing faw is still in
effect (with some exceptions). It eliminates an
income bracket from benefits, for no other
reason than to assure private sponsors that
public housing will not approach an income
group they might serve. The above limitations—
tying income eligibility under the FHA-subsi-
dized housing programs to ceilings fixed locally
for public housing—create arbitrary gaps in
program benefits and create ohvious inequities
among communities.

Hidden Subsidies and Costly Devices to
Defer Budget Impact: Program financing
schemes to avoid the need for appropriations or
to permit a technical budget reduction are
inconsistent with good management, candid
information about Government costs, and effi-
cient and economical administration. They gen-
erally result in unnecessary complications.

The dev