This PDF is a selection from an out-of-print volume from the National Bureau
of Economic Research

Volume Title: The Role of Federal Credit Aids in Residential Construction
Volume Author/Editor: Grebler, Leo

Volume Publisher: NBER

Volume ISBN: 0-87014-354-9

Volume URL.: http://www.nber.org/books/greb53-1

Publication Date: 1953

Chapter Title: A Note on the Future of Federal Credit Aids
Chapter Author: Leo Grebler
Chapter URL.: http://www.nber.org/chapters/c9297

Chapter pages in book: (p. 54 - 77)



4

A Note on the Future of Federal Credit Aids

Whichever of the data presented in the preceding sections are
considered, it is clear that roughly half the market for residential
construction and mortgage financing of new housing has come to
operate directly under the auspices of the federal aid programs. The
flow of mortgage funds into residential construction has been
increasingly influenced by the terms and other stipulations, pre-
scribed by laws and administrative rulings, under which the FHA
and VA will accept mortgages for insurance or guaranty. For
about half the total market, the pattern of interest rates, down-
payment requirements, and amortization periods, as well as bor-
rowers’ credit ratings and location and physical design of new
construction, have been subject to governmental as well as private
decisions. Market forces operating on the mortgage interest rate
can be modified by opening or widening the gates of the Federal
National Mortgage Association and using this government agency
as a primary source of funds almost equivalent to direct federal
loans. ‘

The scope of the government programs is such that political
decisions can influence the volume and composition of building
activity in an appreciable though as yet not fully determinable
measure. This drastic change in the channeling of funds into
investment has come about in the brief span of about 15 years and,
accentuated by the exigencies of World War II, has reached a
peak during the postwar period.

The size alone of the federal programs, both in absolute and
relative terms, suggests the extent and intensity of their implica-
tions. The full effect of these operations on housing production
and the flow of mortgage funds, as well as on the economy as a

54




whole, defies simple measurement. Their share in total residential
construction and mortgage lending does not take account of their
far-reaching indirect infiuences on building types in residential
construction, land planning in new subdivisions, the structure of
the housebuilding industry, the extent of home ownership, general
lending practices, sources of funds, terms of couventional mort-
gages, and other facets of this complex business. Only a few of
the implications of the governmental activities are selected for
discussion here — those which have a bearing on the future course
of capital formation and financing in this field.

An appraisal of the future role of federal credit aids must con-
cern itself with at least three questions:

1. Does the observed increase in scope and intensity of federal
aids since 1935 suggest a trend, or is it perhaps more adequately
explained as a response to temporary pressures and maladjust-
ments in housing markets?

2. Are there limits to the effectiveness of present means of
federal assistance, and if so, what are the alternatives?

3. If the assumption of a trend is warranted, what consequences
will arise for the volume and stability of capital formation and
financing in this field?

In considering these questions, the investigator shifts from the
relatively secure ground of historical analysis to a more treacherous
field, where judgment plays a larger role; and his only qualifica-
tion at this point is perhaps the development, through training
and experience, of an attitude that should assure judicious con-
sideration of all relevant factors and minimize if not prevent the
injection of his own biases.

A Trend?

Fach of the federal credit aids for private residential construction
had a special justification when it was established. The mortgage
insurance program of the FHA was enacted originally in response
to “pump-priming” considerations and the need for improvements
in the mortgage system. The principal steps toward more liberal
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credit terms for FHA-insured loans were taken to meet criscs in
war housing and to help relieve the postwar housing shortage.
The guarantee of veterans home loans was adopted as part of 3
program to easc the adjustment of ex-servicemen to civilian life.
The use of the Federal National Mortgage Association for prac-
tically direct government lending operations was authorized as a
stop-gap solution when the supply of mortgage funds for FHA ang
VA loans at fixed interest rates threatened to diminish.!

One might thus be led to believe that many if not all of these
operations could be withdrawn if their original purpnses were
served or no major emergencies arose. However, here as in the
interpretation of othcr events, it is necessary to distinguish sharply
between the incidents that give rise to political actions and the
more deep-scated forces that underlie the actions.

Basically, the development of federal ajds for housing, compris-
ing not only the activities analyzed in this paper but also public
housing and assistance in urban redevelopment, must be viewed
as part of a long-term social change which vests housin g conditions,
and not only those of the poor and indigent, with broad and prob-
ably intensifying public interest. This change seems to reflect basic
attitudes of the community-at-large, although its intensity and,
therefore, the pace and form of federal programs may vary over
time and in different political and economic climates.2 This broad
concept was recognized by Congress in the “Declaration of Na-
tional Housing Policy,” which forms the preamble to the Housing
Act of 1949. It is reflected in the organizational assembly of alj
federal agencies concerned with housing and credit for housing
(except the Veterans Administration) in the Housing and Home
Finance Agency; and while the organization of federal agencies is
subject to change, it is unlikely that the forces pulling in the direc-
tion of an over-all federal strategy on housing activities will abate
in the long run.

! For a more detailed acconnt, see Miles L. Colean, op. cit.

“Itis of interest to note in this connection that the platforms of the Democratic
and Republican parties for 1944, 1948, and 1952 do not touch at all upon the
FHA mortgage insurance and VA hone loan guarantee programs or on the
operations of the Federal National Mortgage Association. In contrast, they
differ substantially on public housing and slum clearance and redevelopment
whenever these items appear.
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The use of federal credit aids as tools in a broad program to
improve housing conditions is supported by the still broader,
widely accepted social objective of maintaining reasonably full
employment. It is almost inconceivable that aids to housing pro-
duction will not be incorporated in programs to combat unem-
ployment if and when the time for such programs comes. In fact,
existing aids will most probably be intensified and supplemented
under such conditions, or they will be extended beyond their orig-
inal expiration date. Such a contingency, for zxample, may affect
the termination of the home loan program for veterans of World
War II, now scheduled for 1957.

The employment of federal credit aids is supported also by a
widely held notion that the housebuilding “industry,” however
defined, is backward in comparison with other industries meeting
essential consumers’ needs. In this view, new housing historically
has been a luxury product available only to the upper income
groups, and government action is necessary to compensate for
the apparent inability of the industry to meet the need for houses
of good standards within the reach of every family, or the average
family, or however the “need”’ may be defined.®

The “trend” suggested by these observations is strengthened
by the conviction of strategic groups that continued government
aids are indispensable to effective operation of the processes by
which new housing is built and marketed. Critical issues during
the past few years provide vivid illustrations. One is the termina-
tion in 1945 of the wartime Title VI of the National Housing Act,

®* This viewpoint permeates much of the housing literature of the past 20 years,
government reports, and Congressional deliberations. Cf. U. 8. Congress, Inves-
tigation of Concentration of Economic Power, Temporary National Economic
Committee: Monograph No. 8, Toward More Housing (76 Cong., 3 Sess.)
and Hearings before the Temporary National Economic Committee (76 Cong.,
1 Sess.), Part 11, Construction Industry, 1940; Charles Abrams, The Future
of Housing (Harper & Brothers, 1946), Chapters 5, 13 ; Robert Lasch, Breaking
the Building Blockade (University of Chicago Press, 1946), pp. 7-10; and
numerous statements in Hcarings before the Committee on Banking and
Currency on S. 1592 (79 Cong., | Sess.); Housing: Hearings before the Com-
mittee on Banking and Currency on S. 287, S. 866, S. 701, S. 801, S. 802,
S. 803,and S. 804 (80 Cong., 1 Sess.), passim. See also High Cost of Housing:
Report of a Subcommittee of the Joint Committee on Housing (80 Cong.,
2 Sess., House Document No. 647, 1948) ; and Nathan Straus, Two Thirds
of a Nation (Alfred A. Knopf, 1952).
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with its “firp) commitments” to builders ang its generoys ﬁnancing
terms, and its re-enactment ip shghtly modified fo,y, m [946 after
ashort lapse, as partof the veterans emergency housing Program ¢
Another is the liberalization in 1950 of ﬁnancing terms for renta]
and cooperative housing projects under Title I] of this Act when
Section 608, designed to cncourage renta] constructiop under vyay
and postway conditions, wasg allowed to expire.® A third 5 the
increase in 1950 of the guaranty for veterang home Jogp, from 59
per cent of the loan amount not exceeding $4.000 to 60 per cent
not exceeding $7,500, plus an extension of the maximum Maturity
from 25 to 30 years® — a revision that followed the falling of ;,
the volunie of these loans in 1948 angd 1949 ang one which cop.
tributed to the Spectacular increase of housing starts in 1950, Still
another example is the 195] liberalization by Congressiona action
of housing credit restrictions imposed i 1950 under Congrcs.
sional authority.”

In all these instances, consumers’” and buildery’ and sometimes
Mmortgage lending interests combined to produce demands for more
potent federal ajds when 2 decline jn the volume of building
occurred or threatened. The apparent dependence on the federa]
programs devclopcd under conditjons which, on the whole, were
favorable to 5 high level of residential building activity. It will
unquestionably be felt more acutely when circumstances aye less
favorable. Under such circumstances, any diminution of aids
would be considered widely to be 3 calamity, and complete with-
drawal would be held to spell disaster — regardless of what the

eral government than to expect a diminution o withdrawal of
aids in the long run, This “trend” will not hecessanly apply to the

“ Public Law 388, Chapter 268, (79 Cong., 2 Sess. ).
* Public Law 475, Chapter 94, (81 Cong., 2 Sess.).

* Ibid,

' Public Law 139, Chapter 378, (82 Cong., 1 Sess. ).
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FHA mortgage insurance system or the VA home loan guarantee
program as they now stand. The share of FHA financing in new
construction may not exceed 30 or 40 per cent unless there is a
war or the relative attractiveness of FHA loans is drastically
changed, and the importance of VA financing may diminish as
distance from World War 1I increases. In fact, there seem to be
narrow limits to the intensification of these aids in the future, as
will be pointed out below, and the trend toward a greater role of
the federal government in residential construction and its financ-
ing may express itself in the use of new financial devices.

Limits to Present Types of Aids

If the assumption of a “trend” is warranted, what are the limits
to the use of the present types of aids, and what are the probable
alternatives?

This question is perhaps most pertinent if declining employment
and incomes are assumed. For it is in such a situation that the
demands for increased federal aids will become most pronounced.
The record of experience is not instructive on this point since the
federal programs so far have operated on a broadly rising market.

Little is known about how the demand for new construction
responds to changes in credit terms during the downward phase
of a cycle. How much would the demand for new housing be
stimulated if, under conditions of falling incomes, terms under a
government mortgage insurance program werc changed from,
say, a 10 per cent minimum downpayment to zero downpayment,
a 25-year maximum maturity to 35 years, and 4 per cent interest
to 3%, per ceni? Arithmetically, this change would produce a
monthly mortgage carrying charge (level-payment) of $4.13 per
$1,000 of purchase price of a single-family house, as against $4.75
before. The reduction in loan payments would be 13 per cent but
the decline in total monthly outlays for housing would be much
less, perhaps only 6 to 8 per cent; for real estate tax, maintenance,
heating, and other operational expenses would not be affected by
the decline in mortgage payments. The complete elimination of
downpayment may be a stimulating factor when consumers as
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well as business firms prefer Jiquidity. But cash outlays of severy
hundred dollars would stilf be required for closing Costs, additiona)
landscaping, and other incidental expenses usually associated with
house purchase, even in the absence of downpayments; and yncey.
tainty would still discourage the undertaking of fixed Commitments_

The extension of maturities will have rapidly diminishing effects
on mortgage carrying charges compared to the effects of past
actions in this direction. The amount by which monthly Jeye|
payments are reduced when the maturity of a 4 per cent loan i
extended from 30 to 40 years is 59 cents per $1,000 of loan, ag
against $1.29 for an extension from 20 to 30 years, The per cent
reduction is little over 12 per cent compared to 21 per cept 8

Moreover, the large supply in a falling market of existing hous.
ing at declining prices or rents, often in the nature of distress sales
or rentals, would limit the volume of new housing that could be
marketed even at greatly liberalized credit terms. An annual pro-
duction of one million dwelling units, for example, equals Jitle
more than 2 per cent of the number of existing nonfarm dwelling
units — about 42 million in 1952, If only one-tenth of the existing
supply were offered at distress Prices or rents® the quantity of o]q
dwelling units coming on the market would be four times as large
as the volume of new construction — a competing supply which
would reduce the marketability of new housing even though the
latter may be more attractive both in physical characteristics and
in liberal debt-financing.

Limits would also exist in the supply of funds for mortgage loans
by private institutions. The insurance of bank deposits and of
accounts in savings and loan associations might relieve pressure
that would otherwise accentuate the liquidity preference of finan-
cial institutions, But whether protection from runs on deposits and
mortgage insurance would induce lenders to continue the financ-

'Cf. Ernest M. Fisher, Urban Real Estate Markets: Characteristics and
Financing (National Bureau of Economic Research, 1951), pp. 71-2. For a
general discussicn of the effects of changes of loan terms in instalment financ.
ing, see also Avram Kisselgoff, Factors Affecting the Demand for Consumers
Instalment Sales Credit (Technical Paper 7, National Bureau of Fconomic
Research, 1952).

* Distress prices or rents may be defined as those which reflect the actual or
anticipated elimination of equities through foreclosure.
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ing of new construction in the face of rising vacancies, defaults,
and foreclosures is an open question.

Apart from higher interest rates there is little leeway left for
making investments in insured or guaranteed mortgages more
attractive under unfavorable business conditions. Further induce-
ments might be covering more or all of the risks still left with the
mortgagee (such as the excess of foreclosure costs over the maxi-
mum covered by FHA and hberalization of the “waste provisions”
under which the mortgagee bears the risk of unusual damage to
property after institution of foreclosure proceedings), or in making
the interest rate and terms of FHA debentures exchanged for
foreclosed properties more attractive.!® In the case of VA loans,
the maximum amounts and percentages of the guaranty could
again be raised. The effectiveness of these inducements must be
weighed against the conditions that would create caution and
reluctance in lending on new construction.

If there are narrow limits to the effectiveness of more intensive
nse of mortgage insurance programs under conditions of business
contraction, demands for “stronger medicine” will undoubtedly
develop. The direction of any attempts to meet them can be in-
ferred from scattered examples already on the record. Among these
is the direct home loan program of the Veterans Administration,
now of small magnitude and on legal maximum terms identical
with those of private mortgage lenders making VA loans. Another
isthe Connecticut program under which the State Housing Author-
ity grants direct mortgage loans at 1% per cent interest with a
maximum maturity of 25 te 30 years. These loans are serviced by
mortgage lending institutions at the usual fee of 0.5 per cent. The
state funds are obtained by short-term borrowing.!' A third ex-
ample is the New York City program of rental housing without
cash subsidies, designed for income groups above the admission
limits for public housing with cash subsidies.'? In this case, rentals
' For an instructive discussion of these points, see Mortgage Financing, Hear-
ings before the Senate Committee on Banking and Currency, (82 Cong., 2

Sess. ).

* Chester Bowles, “The Role of the States,” in Nathan Straus, Two T hirds of
a Nation {(Alred A. Knopf, 1952), pp. 236 {f.

¥ Annual Reports of the New York City Housing Authority, 1949-1951.
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are set to meet a debt charge based oy low-cost, rax~cxempt public
financing, as well as operating costs and (rcduccd) charges
licu of real e<tate taxes. Various schemes along similar lines have
been enacted in other states. Finally, as was Pointed oy before,
the Federal National I\'fortgagc Association provides an instmmgm
that can be used for primary lending on nonmarket termg even
though private lending institutions might originate and service the
loans.

If these observations are correct, the boundaries between “pri-
vate” and “public” residential construction woyld become less
determinate. To date, the term “public housing” hag been reseryeg
hroadly for the programs under which Public capital funds or gyp.
sidies are made available for Projects owned an Managed 1y
public agencies, The record of European housing since World
War T is replete with arrangements under whijch the distinction
hetween private and public housing is difficy]t if not impossihle
to maintain. It is at least conceivable that forces at work in this
country point in the same direction,

Consequences for Capital Formation and Financing

On the whole, Past and projected federa] policies in thijs field may
be interpreted as cfforts to raijse Permanently the Proportion of
total resources devoted to housing construction above the level that
would be obtained from the interplay of market forces. To the
extent that the efforts succeed, new residentia) construction wij
be maintained at 2 higher volume than would be possible without
existing and prospective government ajgs,

Enough has been said about the uncertainties of consumers’

tive effects are unpredictable, Moreover, government aid will be
only one of wany factors conditioning the future course of resi-
dential building. No comprehiensive appraisal of long-term pros-
pects for capital formation in this field is possible without analysis
of all factors whicl, scem relevant according to past perforpance.
Such an analysis wil] he attempted in the forthcoming monograph.

In the Meantime, however, it is possible to sketch some of the prob-
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lems and consequences of goveriimental efforts to raise the level
of restdential constraction,

One of these problems concerns the interaction between new
constraction and the market for existing rvesidential facilities. A
high volume of new construction oflered at inancial terns nmeh
more advantageous than those for existing residential real estate
might aggravate declines in oconpaney ud prives of old housing.
The federal gavernment itsell, however, has o great stake in the
residential mortgage debt oncexisting property, represented at the
end of 1950 by the contingent liabilities involved in $22 billion
of FHA and VA loans outstanding.'® 'The government has there-
fore a substantial fiscal interest in avoiding any decline in prices
that may direetly or indirectly aflect its contingent liabilities.
Becanse the markets for new and old honsing are closely inter-
connected, any drastie revision of financing terms in favor of new
construction might involve corresponding changes for loars on
existing residential real estate,'* and possibly a transfer of insured
or guaranteed loans from private to public holdings.

There is a question as to the effect of continned or strengthened
government support of the honsebnilding industry onits productive
efficiency. The implicd assuranee of output mav tend to slow down
technological change or improved prochiction processes, and may
thns retard progress toward lower-priced or hetter products. Tt has
heen alleged, for example, that the government support received
by the British houscbuilding industry over the past 30 vears has
operated in this divection.'® The record in this conmtry, however,
ts none too clear and has never been adequately analyzed. By
accelerating the development of large-seale operative bnilders,
the FHA program may have raised efficiency, Moreover, the indns-
try was nat noted for advances in efticiency before the advent
of federal aids when finctuations in output were extreme, il
®“This amount is the total of such loans cutstanding. In the case of VA guar-

avnteed loans, the guaranty itself covers only a portion of the principal, averag-
ing ronghly 50 per cent of the total amount of such loans.

"* Fxisting houses originally built under FILA inspection are already elicible for
loans on terms equal to these for the financing of new construction under FHA,

" Anglo-Araerican Couneil on Productivity, Productivity 1'eam Report: Build-
ing (London and New York, 1950), p. 4.
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implied assurance of more stable production may foster rathe,
than retard progress. Such an assurance will be more cffective jf
the past practice of short-term and last-miinnte changes in housing
legislation is modified. This practice has sometimes created uncer-
tainties no less aggravating to builders and mortgage lenders thap
the uncertainties of market forces.

The timing of federal aids in any form will assume increasing
significance if their influence on the volume of residential con.
strnction becormes more pronounced. In the first place, timing
will have a bearing on the cffectiveness of aids in mecting the objec-
tive of a larger, sustained volume of residential construction in
price and rental ranges within the reach of a wider segment of the
population. Second, the general economic and fiscal implications
of federal housing programs will need to be considered.

It is instructive in this connection to examine the record of
expericnce in the timing of government aids to date — a recorq
covering more than 15 years.

A review of this record dampens any €xpectation that proper
timing of federal credit aids might moderate the violence of long
swings in residential construction. The policy of expansion of fed.
eral credit aids and liberalization of credit terms, inangurated dyz-
ing the late thirties in a Period of iow construction volume and Jow
prices and rents for existing residential real cstate, was continned
and intensified during the postwar years when pressures on all
resonrces and particularly construction resonrces were great and
Prices rising or high,

“There has been little recognition in federa] policy of the funda-
mental difference in the effects of liberal credit during periods of
substantial underntilization of resources and during periods of
{ull employment or overemployment of resources, During the
thirties, of conrse, it was possible through liberal credit to stimalate
the demand for housing withont substantial rise in the cost of,
and the price for, new dwellings. The large unnsed resonrces for
construction conld he brought back into employment withont
bidding up wages and materials prices, Moreover, the market for
existing houses wag a buyers” market in most areas and localities,
and the large number of such houses offered for sale at distress or
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near-distress prices served as a check on prices for new dwellings.
When the volume of new construction is limited by materials and
labor supply and a sellers’ market prevails for existing houses, as
was the case from V]-day to late in 1948, liberal credit is likely
to push up costs and prices rather than to increase production,
i.e., to be inflationary.”*®

There is evidence that in a sellers’ market more generous credit
terms were cventually capitalized into higher house prices and
larger loan amounts, which diminished the benefits of lower interest
rates, longer amortization periods, and lower or no downpayment
requirements. Liberalization of credit under these conditions
tended to defeat its purpose of helping lower income groups to
buy houses.

There may be some question whether the record after World
War 11 represents a fair test of the political and social difhculties
that beset a policy designed to bring greater stability to residential
construction. The test has been limited to a postwar period in
which a severe housing shortage and the problem of providing
housing for veterans created unusual pressures. Nevertheless, it
may be reasonable to draw this much of an inference: the fact
that housing has been increasingly clothed with public interest
and that the volume of residential building is subject to strong
governmental influences does not of itself assure greater stability.
A real conflict may exist between the social objective of economic
stability and the social objective of maximum volume of housing
construction when there is full employment and general pressure
on resources. In such a situation, “housing production cannot be
maximized without sacrifice of economic stability,” and “economic
stability cannot be maintained without sacrifice of maximum
housing construction.””

Whatever the merits of this analysis as applied to the years fol-

® Leo Grebler, “Stabilizing Residential Coastruction — A Review of the Post-
war Test,” American Economic Review XXXIX, No. 5, September 1949, pp.
901-2. On the relationship between credit terms and price levels, see also Ernest
M. Fisher, Urban Real Estate Markets, pp. 69-90, and “The Rolc of Credit
in the Real Estate Market,” address before the 41st Annual Meeting of the
American Life Convention in Chicago, October 7-11, 1946.

7 Leo Grebler, op. cit., p. 906.
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lowing World War 11, the need for meshing existing ang new
federal aids to residential construction with genera) fiscal apd
economic policy is becoming incrcasingl)' apparent. It wag recog-
nized in the institution of Regulation X after the outbreak of (b,
Korean hostilities and in accompaiying restrictions on FHA and
VA mortgage loans. The principle is also embodied in the provi-
sion of federal funds for urban redevelopment and of federal cop.
tributions for public housing.*® Byt the transformation of principle
into practical policy always requires Statesmanship in the face of
social pressures and, more fun(lamcumlly, a balancing by the com.
mumty-at-large of reasonable expectations of long-run benefit
against apparent or real short-tern advantages. The solution of
this problem will in large measure determine whether the govern-
ment’s mfluence on residential construction will tend towarq
greater stability in this mportant sector of the cconomy,
Finally, a trend toward a Lirger role of the federa government
in the financing of residential construction would loosen if 1ot
break the nexus between the savings process and Investment in ney
residential real estate. Historically, the flow of funds into housing
construction has been determined by the cconomic forces affecting
the volunie of savings and the alternative attractions of different
types of investment, that 1S, new residentjal construction has coy-
peied with all other potential uses of savings. While the insurance
Or guarantec of residential mortgages has influenced thejr attrac-
tiveness relative to other mvestment outlets, direct government
lending (already foreshadowed jy the operations of the Federal
National Mortgage Association ) would tend to divorce the leve] of
investment in new housing more clearly from the leve] of savings
and the competition of other potential uses of savings. The federal

* Section 102 (c) of the Housing Act of 1949 stipulates that the annual amount
of the federal notes aud obligations authorized for loans to local public agencies
for urhan redevelopment may be increascd by specified amounts “upon a deter-
mination by the President, after receiving advice from the Council of Eco-
nomic Advisers as to the gencral effect of such increase upon the conditions in
the building industry and upon the national economy, that such action is in
the public interese.” Section 304 (a) of the Act contains identical language in
regard to the maximum amount of annual contributions which the Public
Housing Authority is authorized to contract with local housing authorities,
(Public Law 171, 81 Cong.)
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government, too, may have to borrow money and may have to
accommodate itself to changing conditions in the market for
capital funds. But it has means of influencing that market which
are beyond the power of private financial institutions. The re-
straints on federal financing for housing or any other purposes are
less direct than those which operate on private financial institu-
tions, and the choice of the use of federal funds for alternative
investments is a matter of public decision rather than of relative
attractiveness of investment outlets.

In conclusion, it appears that the level and timing of residential
construction expenditures during the next few decades will depend
more on political decisions than on the market-oriented decisions
which were controlling before the thirties. Government interest
and activity in this field will attempt to maintain a high volume of
capital formation in residential construction, even in the face of
declining market demand. The test of the effectiveness of such 2
policy under adverse conditions is yet to come. While it is true
that political decisions can modify the operations of market forces,
history is also replete with instances in which economic forces have
modified the aspirations of the body politic. The most recent
example in the field of government aids to private residential con-
struction was the increase of maximum interest rates on VA and
FHA home loans to 4V per cent in the spring of 1953, which was
a belated adjustment to changed conditions in capital markets as
well as a reflection of changed monetary policy.

In any event, governniental efforts to maintain a high level of
residential building will most likely involve major changes in the
institutional arrangements for allocating funds to new building
activity. Under the FHA and VA programs the government to
date has sought to meet its objectives by incentive, persuasion, and
the assumption of risks. In this framework, many of the existing
institutional arrangements in the creation and ownership of resi-
dential mortgage debt have been preserved. There is a real ques-
tion whether these arrangements will or can be maintained if the
public demand for new financial tools, such as direct lending by
government, grows in intensity.
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NoTes 1o TABLE 8:

+ Based on FHA first compliance inspsctions, excluding a small number of
new dwelling units financed under Title 1, Class 3 of the National Housing
Act.

% Includes rental and cooperative housing projects and military housing {Secs.
207, 213, 608, and 803); Sec. 611 projects included under 1- and 4-family
houses.

¢ Estimated on basis of first mortgage loans guaranteed by VA prior to June
1950, since then based on VA first compliance inspection.

Source: Housing and Home Finance Agency, Housing Statistics, January
1952, p. 38. The companson between starts under the FHA and VA programs
with total starts is only approximate in respect to units for owner-occupancy
and rental. In this comparison, one- and two-family houses reported by the
Bureau of Labor Statistics are assunied to be built for owner occupancy, and
units in three- or more family dwellings (multifamily structures) are assumed
to be built for rent. The classification of FHA starts by units in one- to four-
family houses and rental projects does not quite match the BLS classification.
Likewise, some of the new houses bought on VA guaranteed loans may contain
one or more dwelling units for rent. However, the proportion of dwelling units
in FHA and VA financed two- to four-family houses (as against single-family
houses) has been very small. Finally, definitions of type of structure vary. For
example, a group of row houses for rent niay be classified by FHA as a multi-
family (rental) housing project and by the BLS as single-family houses.
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TABLE §

FHA and VA Loans Made on One- to Four-Family Houses
in Million Dollars and as a Per Cent of Total Loans of This Kind

1935-19571
FHA-INSURED LOANS VA‘GUARANTEED LOANS  FHA AND vA
Per Cent Per Cent  as pgr CENT
Amount  of Total Amount  of Total OF TOTAL

(1) (2) (3) (4) {5)
1935 94 4.2 4.2
1936 309 13.4 13.4
1937 424 16.4 16.4
1938 473 194 194
1939 669 23.0 23.0
1940 736 21.0 21.G
1941 890 22.6 226
1942 958 28.9 289
1943 762 22.7 227
1944 707 17.7 17.7
1945 474 9.7 192 3.9 13.6
1946 422 4.2 2,302 23.0 27.2
1947 895 8.0 3,286 29.3 37.3
1948 2,109 18.6 1,881 16.6 35.2
1949 2,198 19.9 1,424 129 3238
1950 2,489 15.5 3,073 19.2 34.7
1951 1,935 3,614

Sourcz, BY corumy:

(1)

(2), (4)
(3)

(5)

70

Housing and Home Finance Agency, Annual Report, 1950, Table 4,
p. 238, and Housing Statistics, January 1952, p. 48. Excludes a
small amount of home mortgages insured under Title I, Class 3.
Totals estimated by Home Loan Bank Board, “Estimated Home
Mortgage Debt and Lending Activity, 1950,

Housing and Home Finance Agency, Annual Report, 1950, Table
18, p. 133, and Housing Statistics, January 1952, p. 50. The 1945
figure includes small amount of VA loans closed in 1944,

Sum of Cols. 2 and 4.



ase 10

FHA and VA Loans Held by Principal Types of Lenders
in Million Dollars and as Per Cent of Their Residential Loans
Year-Ends, 1940-1950

TOTAL FHA AND VA
END OF FHA AND VA RESIDENTIAL A3 A PER CENT
YEAR MORTGAGES MORTGAGES® OF TOTAL

A Life Insurance Companies®

1940 $ 668 $ 2,887 23.1
1941 815 3,235 25.9
1942 1,096 3,625 30.2
1943 1,286 3,835 33.5
1944 1,408 3,819 36.9
1945 1,425 3,632 39.2
1946 1,484 4,021 36.9
1947 2,260 5,005 45.2
1948 3,482 6,754 51.6
1949 4,672 8,232 56.8
1950 6,597 11,035 59.8
B Mutual Savings Banks*
1947 807 3,937 20.5
1648 1,334 4,758 28.0
1949 1,943 5,569 349
1950 3,006 7,054 426
C Insured Commercial Banks®
1950 4,799 9,344 51.4
D Insured Savings and Loan Associations®
1947 2,025 6,592 30.7
1948 2,326 7,783 29.9
1949 2,658 9,037 29.4
1950 3,242 11,188 29.0

* Totals as estimated in the forthcoming monograph.

» For FHA and VA mortgages: Institute of Life Insurance, Life Insurance
Fact Books, except for 1945 and 1946, which include rough estimates for VA
ioan holdings. FHA hoidings were $1,394 million in 1945 and $1,228 million
in 1946.

¢ For FHA and VA mortgages: Reperts “Mutual Savings Bank Mortgage
Loan Activities” of the National Association of Mutual Savings Banks.

4 Federal Deposit Insurance Corporation, Report No. 33. Figures as of June 30.
¢ Home Loan Bank Board, Statistical Summary, 1950 and 1951,
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TABLE 1]

Transfers Among Mortgagees of FHA-Insured Home Loans
1935-1950
{dollar amounts in millions; numbers of foans in thousands)

FACE AMOUNT OF

LOANS TRANSFERRED NUMBER OF
Excl.of  NUMBER OF  10aNS IN cor. 3
Federal LOANS FORCE AT AS A 7Y
Total*  Agencies® TRANSFERRED yEAR END OF coL. 4

(1) (2) (3) (4) (5)
1935-36 65 54 n.a.
1937 115 93 n.a.
1938 199 153 n.a.
1939 309 230 n.a.
1940 401 343 n.a.
1941 442 400 n.a,
1942 492 462 n.a.
1943 594 480 n.a.
1944 463 429 n.a.
1945 478 395 n.a.
1946 266 244 56 940 6.0
1947 278 276 51 912 5.6
1948 887 784 134 1,088 123
1949¢ 1,100 841 157 1,302 12.1
1950¢ 1,421 1,292 202 1,511 13.4

* Face amount of loans purchased and sold. Includes resales but excludes inter-
federal agency transfers,

* Column 1 minus net purchases or sales of federal agencies as shown in Table

13.

¢ Beginning 1949 data include mortgages insured under Sec. 603 pursuant to
Sec. 610.
n.a. = not available.

Source: Annyal Reports of Federal Housing Administration.
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e 13

Purchases and Sal

on One- 1o Fou

by Federql Agencies

1935.1950

es of FHA Loans
r-Family Haouses

(amounts jn thousands of dollars)

1935-36
1937
1938
1939

1940
194]
1942
1943
1944

1945
1946
1947
1948
1949

1950
Total

* Per cent of toral

of Table 11.

PURCHASES

$ 10,242
28,720
56,447
87,865

63,644
47,184
39,576
41,568
48,339

20,848
510

179
104,264
259,880

82432
$592,098

*Less than 0.5 per cent.
Sovrce: FHA 4nnuel Reports. Sales include resales. Federal

the RFC Mortgage Company, Federai ;\'ational. Mortgage
eral Deposit Insurance Corporation, U. §. Housing Corpor

-1
o

Per Cent of
Amount Al Purchases

15.8
219
28.3
28.4

15.9
10.7
8.1
7.0
0.4
4.4
*

*

11.8
23.6

5.8
1.9

Amount

$ 73
6,426
10,489
9,002

5,584
4,762
9,842
136,004
13,976

104,256
23,095
1914
1,461
991

211,591
$559.466

Per Ceny of
All Sales*

*

5.6
5.3
29

1.4
1.1
2.0
26.3
36

21.8
8.7
0.7

»

14.9
14

purchase and sales by all mortgagees, as shown in column |

agencies include
Association, Fed.
ation.




TasLe 13

Purchases and Sales of FHA Loans
on One- o Four-Family Houses

by Federal Agencics

1935-1950

{amounts in thousands of dollars)

PURCHASES SALES
Per Cent of Per Cent of
Amount  All Purchases* Amount All Salest
1935-36 $ 10,242 15.8 $ 73 *
1937 28,720 24.9 6,426 5.6
1938 56,447 28.3 10,489 5.3
1939 87,865 28.4 9,002 2.9
1940 03,644 15.9 5,584 1.4
1941 47,184 10.7 4,762 1.1
1942 39,576 8.1 9,842 2.0
1943 41,568 7.0 156,004 26.3
1944 48,339 10.4 13,976 3.0
1945 20,848 4.4 104,256 21.8
1946 - 910 * 23,095 8.7
1947 179 * 1,914 0.7
1948 104,264 11.8 1,461 *
1949 259,880 23.6 991 ®
1950 82,432 5.8 211,591 14.9
Total $892,098 11.9 $559,466 74

* Per cent of total purchase and sales by all mortgagees, as shown in column |
of Table 11.
*Less than 0.5 per cent.

Souace: FHA Annual Reports. Sales include resales, Federal agencies include
the RFC Mortgage Company, Federal National Mortgage Association, Fed-
eral Deposit Insurance Corporation, U. S. Housing Corporation.
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