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PREFACE

Federal housing policy has long been expressed through the 

ac tiv itie s  of the Federal Housing Administration (FHA). Changes in 

federal policy or goals concerning housing have been reflected in 

the changing programs of the agency, which has developed an extensive 

portfolio of housing programs designed to serve a wide variety of 

national needs.

An awareness of the complexity and scope of FHA's operations 

was the resu lt of an employment experience with the agency. As a 

Program Analyst in the agency's Program Division, the author was able 

to observe the operations and structure of the FHA on a first-hand 

basis. Meetings and interviews with representatives of a variety of 

divisions broadened the viewpoint and provided a wealth of infor

mation concerning the a ttitudes and expectations of agency personnel. 

This experience provided the impetus and direction for additional 

research and analysis of the FHA and i ts  programs.

Appreciation is  expressed to those who gave so w illingly of 

th e ir  time and thoughts in response to questions regarding a ll aspects 

of the agency. This acknowledgement would be incomplete without 

special recognition of Mr. Mason C. Doan, Program Division Director, 

who served as both supervisor and advisor, Mr. M. Carter McFarland,



Assistant Commissioner for Programs, who dedicated several afternoons 

to discussions of FHA's present and future ro les, and Mrs. Della Shesser, 

S ta tis tic ian , who provided invaluable encouragement for the writing of 

th is paper.

Marie E. Fridenstine

May 1969
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CHAPTER I

INTRODUCTION

In recent years, the Federal Government's involvement in 

urban a ffa irs  has been greatly expanded in an attempt to cope with 

the increasingly complex problems of the urban environment. Not 

only the leg isla tive  branch, but the executive branch as well, have 

exhibited a new and v ita l concern regarding urban a ffa irs .

President Johnson, in 1965, recognized the magnitude of the urban 

plight in his creation of a new cabinet post: Secretary of

Housing and Urban Development. Similarly, President Nixon has 

expressed his concern by the establishment of the Council for 

Urban Affairs which he directed to define a National Urban Policy.

Other signs of federal involvement in metropolitan 

problems are evident in the designation of a number of 

Presidential Commissions to study problems such as crime, c iv il 

disorders, and housing which are related to the urban environment. 

The creation of the Department of Transportation also reflec ts a 

growing concern for urban conditions, many of which are d irectly  

related to the dilemma of urban congestion.

Recent leg isla tion  related to housing and urban growth is 

another excellent expression of federal policy directed a t the 

improvement of social conditions in our c itie s . This concern for 

the social aspects of our environment is  rapidly superceding the



more traditional planning emphasis on urban design, architectural 

sty le , and middle-class values.

Although recent ac tiv ity  in the fie ld  of urban affa irs  has reached 

a high degree of in tensity , i t  is  not without h istorical precedent. 

The history of federal involvement in housing provides some insight 

into the changing nature of developing programs, and gives direction 

to speculation regarding future developments in federal housing 

ac tiv itie s .

The development of federal involvement in housing can be 

described in terms of h istorical crises which evoked responses from 

the federal establishment. This c r is is  theory of federal involve

ment in housing provides a valuable framework from which to examine

the recent social trends in leg isla tion  regarding the housing 
1market. A survey of the ac tiv itie s  of the Federal Housing 

Administration(FHA), the nation 's primary housing agency, will 

serve as a basis for generalizations regarding the a ttitude  and 

policies of the federal government on the subject of housing and 

urban a ffa irs . Current trends involving the FHA also influence 

the ac tiv itie s  and programs of other federal urban-oriented programs 

The significance of these trends will be examined on the 

following pages and an attempt will be made to determine the

1. The concept of a "Crisis Theory" of federal involvement 
in housing is derived from discussions with Mr. M. Carter McFarland, 
Assistant Commissioner for Programs, Federal Housing Administration, 
Department of Housing and Urban Development, Summer 1968.
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direction in which the FHA, as an agent of the Federal Government, will 

move in future years. Housing demands in the next decade must be met 

with a unified e ffo rt on the part of federal and local governments as 

well as private enterprise. I f  present trends continue and recom

mendations of national study groups are heeded, the future will hold 

additional emphasis on housing subsidies designed to involve private 

builders in the solution of America's housing problem.

Other contingencies will have an effect on future federal 

developments in the fie ld  of housing. The Vietnamese conflic t, 

in fla tion , and public opinion must a ll be considered as they rela te  

to future housing programs. The purpose of th is  paper is to examine 

these contingencies in the lig h t of current trends in an attempt to 

project future developments. I t  is  probable that the FHA will 

continue i ts  involvement in subsidized housing programs, and become 

less concerned with financially  sound programs. As the pressure to 

resolve the dilemmas of urban America increase, i t  would not be 

surprising to find the agency directing a major portion of i ts  energy 

into subsidy and housing-allowance programs. The traditional 

insurance programs are too well established in the American economy 

to be discontinued in the foreseeable fu ture, yet the emphasis on 

these programs may be greatly reduced in coming years.



CHAPTER I I

THE YEARS BEFORE HUD

Prior to World War I , federal involvement in housing had 

been limited to a single venture into the f ie ld . In 1892, Congress 

passed a resolution which appropriated $20,000 for use by the 

Secretary of Labor in investigating the problems of slums in c itie s  

of over 200,000 population. This resolution constituted the f i r s t  

expression of federal concern for the urban condition, and represents 

the beginning of a long partnership between the Federal Government 

and private enterprise.

World War I

In 1918 the United States entered into World War I. Rapid 

expansion of war-oriented industry ensued, causing unprecedented 

migration into urban areas which were centers for war-time production. 

Housing the employees who had congregated in these urban areas 

became a pressing problem demanding immediate action from the govern

ment. Recognizing i ts  responsibility  to provide housing for war 

workers, the Federal Government authorized loans which eventually 

provided for the construction of 9,000 houses, 1,100 apartments, 19 

dormitories, and 8 hotels.

Other federal ac tiv ity  a t th is time saw the creation of the 

U.S. Housing Corporation which, working in conjunction with the 

Labor Department's Bureau of Industry, Housing and Transportation,

4



participated in the construction of some 5,000 homes. Although 

these programs appear small when compared to the present scope of 

urban programs, they represent the in it ia l attempts of the Federal 

Government to respond to the nation 's housing needs.

The Depression Years

Following the post-war prosperity of the 1920's ,  the 

United States was suddenly confronted with a financial c r is is  which 

was to have severe consequences in a ll sectors of society. Faced 

with a rapidly fa iling  economy, the nation 's lending in stitu tions 

began to call in th e ir  outstanding mortgages with the resu lt that 

thousands of fam ilies, unable to meet th e ir financial obligations, 

were made homeless. I t  was in response to th is  situation tha t the 

Federal Government took action.

Herbert Hoover was the f i r s t  President to give attention to 

the importance of housing conditions and to the responsibility  of 

the government to take an active part in providing good housing. In 

1931, Hoover convened the President's Conference on Home Building and 

Home Ownership which proved to be the Federal Government's entry into 

the housing fie ld . The conference produced several recommendations 

which included "a broadening of home ownership, an adequate system 

of home cred it for better protection of home owners and lending 

in s titu tio n s , improved planning and zoning, better homes a t lower 

costs through improved technological processes, and rehab ilita tion  of 

old homes —  all of which foreshadowed FHA."^

2. Federal Housing Administration, The FHA Story in Summary 
1934-1959, (Washington, D.C.: Government Printing Office, 1959) p. 1
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The conference endorsed a proposal for a system of home mortgage 

discount banks which resulted in the passage of the Home Loan Bank Act 

of 1932. This Act established twelve d is t r ic t  home loan banks as 

frameworks of reserve cred it for home financing in stitu tions which 

joined as members. The purpose of th is new financial in stitu tio n  was 

to stimulate private savings and the recirculation of these savings 

for residential financing by providing a more adequate and well- 

distributed volume of funds for home financing. The Federal Home 

Loan Bank Board (FHLBB) served as a central banking fa c ili ty  which 

provided liqu id ity  for savings and loan institu tions as specialized 

mortgage lending agencies.

Although the system was financially  sound, i t  did not prove 

adequate to prevent the continued r ise  of foreclosures, and the 

government was forced to seek other remedies. The Hoover Administra

tion had avoided d irec t intervention in home financing, but by 1933, 

the situation  had become so acute tha t President Roosevelt was forced 

to take stronger action.

The Home Owners' Loan Corporation (HOLC) was created in 1933 

to protect those whose loans were being foreclosed. The corporation 

used federal money to refinance the called-in  loans. Long term 

mortgages were used in refinancing the loans and the practice of 

gradual amortization was introduced to the mortgage lending industry. 

Although the HOLC refinanced more than a million home loans between 

1933 and 1936, i ts  operation was unable to rev ita lize  the lethargic 

sta te  of the housing industry which remained one of the most pressing 

problems of the depression period.
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Thus in December of 1933, the President appointed a four-man
9

committee to coordinate government action in the housing c r is is .  The 

idea of government insurance was the product of th is committee, and 

served as the basis for the creation of the FHA. With the passage of 

the Housing Act o f 1934, the Congress responded to the concept of 

governmental insurance as a solution to the housing c r is is . The FHA 

was created by th is Act and was designed primarily to stimulate the 

building industry and increase the flow of money into home mortgages.

A variety of purposes were attached to the agency: (1) to aid in the

reform of mortgage-lending practices, (2) to improve housing stand

ards, (3) to establish a national residential mortgage market,

(4) to stimulate business, (5) to relieve unemployment, and (6) to 

establish minimum property standards.^

The FHA operated by insuring loans for lenders, thereby 

providing them with a risk -free  lending opportunity. At i t s  inception, 

the FHA was involved in only three insurance programs: mortgage

insurance for single family residences, mortgage insurance for rental 

housing construction, and mortgage insurance for short term personal 

notes for repair and home improvement.

3. The committee membership was composed of Frank C. Walker, 
Executive Director of the National Em ergency Council; John H. Fahey, 
Chairman of the Federal Home Loan Bank Board; W. Averell Harriman, 
Special Assistant Administrator of NRA; and Henry I. Harriman, President 
of the Chamber of Commerce of the United S tates.

4. Housing and Home Finance Agency, A Summary of the Evolution 
of Housing A ctivities in the Federal Government~ (Washington, D.C.: 
Government Printing Office, 1950).
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These three approaches were in it ia l ly  conceived as economic 

stimulants rather than means of social reform.^ According to the 

terms of the 1934 Act, "The FHA was established to encourage 

improvement in housing standards and conditions, to provide an 

adequate home financing system by insurance of housing mortgages and 

cred it, and to exert a s tab iliz ing  influence on the mortgage market. 

(emphasis supplied) The focus during th is period in our nation 's 

history was on the stimulation of residential construction. The 

housing industry has always been an excellent barometer of the nation 's 

economy and i ts  expansion was intended to provide increased employment 

and circulation of do llars.

The influence of the FHA on the American housing market has 

been f e l t  in three areas: fin an c ia l, physical, and soc ia l. Shortly

a fte r  i ts  establishment, a new financial in stitu tio n  developed which 

was designed to u til iz e  financing provided through FHA insuring 

programs. The mortgage banker appeared on the financial scene as a 

middleman with small capital who made loans through FHA and then sold 

these notes to large investment firms. Another development was the 

advent of tra c t housing and the speculative builder. Prior to the 

decade of the th ir t ie s ,  most residential construction in the United 

States was done on a house by house basis, but once consumer 

financing became available, builders were able to obtain construction

5. John B. Willmann, The Department of Housing and Urban
Development. (New York: Frederick A. Praeger, 1967) p. 10.

6. Federal Housing Administration, Federal Housing Administra
tion Regulations. T itle  24, Chapter I I ,  Subchapter A, Part 200, Code 
of Federal Regulations, FHA Manual Vol. I I .
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loans in larger amounts and were, therefore, able to develop entire 

subdivisions on a speculative basis. As the market broadened and 

FHA financing became available, more people were able to purchase 

homes and the trend toward homeownership began to take precedence 

over home ren ta ls. The suburban home became a national ideal and 

suburban development made a permanent imprint on the physical form 

of American c i t ie s .

Other developments occurred during the decade of the th ir tie s  

which contributed to the shaping of federal programs designed to 

spur the foundering economy. The Public Works Administration, the 

Resettlement;Administration, and the Subsistence Homestead Division 

of the Department of Agriculture were a ll born during th is period 

of financial c r is is . Since th is period, federal housing policy 

has evolved around several principles which are defined by P.F. Wendt 

in The Role of the Federal Government in Housing. The principies are : 

(1) Basic recognition of housing as a problem of Federal Government 

concern. (2) Acceptance of the ideal of individual home ownership 

as a major goal of federal housing policy. (3) Emphasis upon 

mortgage financing terms and mortgage in stitu tions as principal 

avenues to the achievement of wide homeownership. (4) Acceptance of 

slum clearance as a cooperative venture by federal and local 

governments. (5) Provision of public housing for low-income groups 

as an aid in clearance of slums, and as an employment stimulous.^

7. P. F. Wendt, The Role of the Federal Government in Housing. 
(Washington, D.C.: American Enterprise Association, Inc ., 1956). p. 9.
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Although many of these goals are s t i l l  basic to a discussion 

of federal housing policy, there are several which have recently 

become somewhat controversial. The acceptance of individual home- 

ownership as a broadly sought national goal has received some criticism  

in recent years, as has the effectiveness of public housing as a 

solution to the problem of housing low-income fam ilies. New 

experimental programs involving rent supplements and cost-cutting 

construction methods are being tried  as alternatives to the public 

housing approach. This concept of public responsib ility  for housing 

the society 's indigent members was f i r s t  recognized in the 1937 

Housing Act which established the U.S. Housing Authority to 

administer a long-range, low-rent public housing program to provide 

aid d irectly  to local public agencies.

■■■ World War II » •

A new period in our history witnessed the rev ita lization  

of the economy as the nation again turned from housing production to 

war production. Entrance into World War II resulted in the 

authorization of defense housing for war workers. In October 1940 the 

Lanham Act was passed, authorizing $2 b illion  to be spent on housing 

in war production centers. These homes were to be constructed with 

federal funds and revert to low-rent uses following the end of the war.

As the nation entered into a unified war e ffo rt i ts  leaders 

committed themselves to a unified housing effo rt by organizing the 

existing housing programs under a single agency. By executive order 

the National Housing Agency was created in 1942. This agency was
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composed of three constituent organizations: The Federal Housing

Administration, the Federal Home Loan Bank Administration (previously 

the Federal Home Loan Bank Board), and the Federal Public Housing 

Authority.

Although the organizational strides were great during th is 

period, housing construction soon came to a v irtual halt as p rio rity  

controls were placed on building materials in March of 1942. Through

out the remainder of the war, residential construction was s tr ic t ly  

limited to the provision of houses for the in-migrant war workers 

who were the forerunners of la te r  trends toward urbanization.

The Post-war Era

Immediately following World War I I ,  there was a severe 

housing shortage in the United States. The building halt during the 

war, coupled with the formation of new households immediately 

following the war, resulted in a housing shortage of extreme propor

tions. Several actions were adopted to combat the problems. In 1944 

the Serviceman"s Readjustment Act was passed, and in 1945 a new t i t l e  

was added to the Lanham Act which provided for the re-erection of 

temporary housing for veterans. A dual-purpose drive was inaugurated 

to increase housing production, both to supply the urgently needed 

living un its , and to absorb some of the post-war unemployed.

A Housing Expeditor was appointed by the President in 1945 

and the following year the Veterans Emergency Housing Act was passed 

to extend and libe ra lize  FHA insurance programs.
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Several study groups were appointed during th is period in an 

attempt to define the housing problem with greater accuracy, and to 

develop more viable approaches to the problems. The Senate Committee 

on the Conversion of Post-war Industry and Housing Problems was 

established with the Housing Subcommittee headed by Senator Robert 

Taft. The report of the Taft Subcommittee made the following 

recommendations with regard to the housing problem: (1) A national

housing policy should be defined to maintain the predominance of 

private enterprise in housing. (2) Existing public housing programs 

should be continued, and (3) a new form of assistance for slum 

clearance and the restoration of blighted areas should be developed.

At th is point in the development of the federal role in 

housing, the adm inistration, under the leadership of President 

Truman, realized the severe need for unifying the existing housing 

programs under a single adm inistrative agency. The need to define 

a national housing policy was also recognized as an important guide

line in the formulation and design of housing programs.

In 1949, in response to these needs. Congress passed the 

National Housing Act. This document was the f i r s t  comprehensive 

piece of housing leg isla tion  to be assembled, and i t  included the 

f i r s t  statement of a national housing policy. The most frequently 

quoted portion of the 1949 Act is the goal of "a decent home and 

suitable living environment for every American family." Other 

policies expressed in the Bill include the statement tha t "private 

enterprise shall be encouraged to serve as large a part of the to tal 

market as i t  can" and tha t "Governmental assistance shall be u tilized



13

where feasible to enable private enterprise to serve more of the 

total need."8

Following the passage of the 1949 Housing Act, the programs 

of FHA and the Public Housing Administration were extended and a 

research program in itia ted . Also included in the Act were provisions 

for Urban Rehabilitation, a program which was the forerunner of the 

currently operating Urban Renewal Program. The impetus for th is 

program was derived from the pressing need for slum clearance and 

renewal within central c i t ie s . The Federal Government offered the 

c itie s  a three-fourths grant to finance land acquisition for the 

replanning and reuse of blighted areas.

Perhaps the most important re su lt of the National Housing 

Act was the establishment of a new housing agency: the Housing and

Home Finance Agency (HHFA). This agency, the forerunner of the 

recently created Department of Housing and Urban Development (HUD), 

was charged with the responsib ility  of coordinating and administering 

all federal housing programs.

In 1954 the change of administration produced new studies 

designed to evaluate the nature and extent of the housing problem, 

and to make recommendations regarding the existing approaches to 

the dilemma. The la te  President Eisenhower appointed an Advisory 

Committee on Governmental Housing Programs which he charged with 

the responsibility  of conducting extensive research and making

8. National Housing Act, 42 U.S. Code, 1441 (1949).



14

recommendations for future housing programs. The conservative 

Republican committee surprised many with i ts  report which advocated 

a continuation and expansion of existing programs.

The Housing Act of 1954 was the second major piece of 

housing leg islation  and i ts  provisions seemed to be a response to 

the post-war urban problems. During the post-war era, the urban 

environment was growing increasingly complex, and the problems of 

the central c ity  began to receive more atten tion . These concerns 

were recognized by the Congress and were echoed in the Housing Act 

of 1954. The Urban Renewal Administration was created from the 

existing Urban Redevelopment Administration with a new emphasis on 

rehabilita tion  and conservation rather than clearance. New FHA 

programs were in stitu ted  to support the Urban Renewal e ffo rt.

Section 220 of the 1954 Act provided for libera l FHA insurance for 

residential development and rehab ilita tion  in Urban Renewal Areas. 

Mortgage insurance for 100% of the value of a home was also provided 

on low-cost housing for displaced fam ilies. The primary th rust of the 

Act was toward greater emphasis on conservation and rehabilita tion  

through liberalized mortgage terms.

The need for more and better planning was recognized in the 

creation of the "701" Urban Planning Assistance Program. Provisions 

were made whereby m unicipalities could receive federal assistance for 

the planning function i t s e l f ,  as well as for plan implementation.

Also related to the new emphasis on planning was the addition of the 

"workable programs" requirement for federal aid. According to the 

terms of th is  provision, c itie s  applying for federal assistance must
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f i r s t  formulate a program with which to guide future urban develop

ment.

Each year following the passage of the 1954 Housing Act saw 

the addition of new programs for FHA and HHFA. In 1955 a public 

f a c i l i t ie s  loan program was created and the Federal Home Loan Bank 

Board was separated from the HHFA. Neighborhood Renewal Plans and 

housing programs for the elderly were the contributions of the 1956 

Housing Act. Mortgage insurance for rental housing and nursing home 

construction were added to the FHA portfolio in 1959. The new 

programs were designed in response to the needs of particu lar segments 

of the urban society. Slum clearance and urban renewal sought to 

halt the progress of b light in the central c ity ; rental housing 

programs aimed a t providing large numbers of living units for 

America's rapidly growing transien t population; the elderly 

received attention in both special housing and nursing home programs.

The formulation of new programs continued in a seemingly 

unending attempt to solve the problems of our c i t ie s .  The programs 

met with varying degrees of success, yet the blighted areas continued 

to spread a t an alarming rate as the problems outstripped the ir 

intended solutions.

Loans and grants for mass tra n s it and open space acquisition 

sought to ease the congestion in urban areas. Mortgage insurance 

was made available for major home improvements, for displaced 

fam ilies, and for condominium projects; demonstration housing projects 

for low-income residents were also funded. All of these programs were 

products of the Housing Act of 1961.



Three years la te r  the Congress passed the Housing and 

Community Development Act of 1964 — a move to strengthen existing 

Community Development and Urban Renewal Programs. This Act 

authorized lower in te rest rate  loans for residential rehabilita tion  

located in Urban Renewal Areas.

A second leg isla tive  step taken in 1964 was the passage of 

the Civil Rights Act which prohibited discrimination in the sale of 

housing. The effects of th is leg islation  were f e l t  within the FHA 

as regulations were revised to prevent discriminatory action in the 

appraisal and approval of FHA-insured homes.

In 1965, a landmark year for federal ac tiv ity  in the fie ld  

of housing, the Department of Housing and Urban Development was . 

established. The housing leg isla tion  of 1965 was the culmination 

of a series of attempts to organize a cabinet-level department to 

coordinate all urban and housing programs. The la te  President 

Kennedy had advocated the formation of such a department to 

administer the collection of federal urban programs, but his 

proposals had met with strong opposition from both Republican and 

rural Southern contingents in Congress. For several years the 

question was debated as both private and public in te rests  voiced 

th e ir views on the formation of a new department.

Particularly  a t issue during the hearings on the 
creation of HUD was the status of the FHA, whose 
existence was zealously guarded by private housing 
groups such as the National Association of Real Estate 
Boards, and the Mortgage Bankers Association. Although 
the original House version of the Bill would have 
transferred the functions of FHA to HUD and provided
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an Assistant Secretary to administer programs for the 
private mortgage money market, the final leg isla tion  
retained FHA as a separate en tity  in HUD under the 
Federal Housing Commissioner who was designated as an 
Assistant HUD Secretary.9

For several years following FHA's incorporation into HUD, the agency 

maintained a position of re la tive  isolation within the larger depart

ment. Recently, however, there have been increasing indications of 

greater interdepartmental cooperation with regard to program aims and 

implementation.

The role of the FHA became an important issue during the 

leg isla tive  debates. Some argued tha t the agency should maintain i t s  

traditional role of providing economically sound mortgage insurance 

without cost to the taxpayers.^  Others, however, expressed the 

view that the original role of the FHA has become obsolete because 

government help is no longer needed in the private fie ld  where sound 

and liberal financing arrangements are now available within the 

conventional mortgage money market. An extension of th is view holds 

that the FHA mortgage financing role should not re s t on i ts  past 

record, but rather, should open up new markets and opportunities with 

private resources.^

9. Willmann, 0^. P i t . , pp. 22,23.

10. Richard W. Bartke, "The FHA: I ts  History and Operations,"
Wayne Law Review, Vol. 13, No. 4, Fall 1967, p. 676.

11. Willmann, Op. C it. , p. 141.



CHAPTER I I I

FHA AND THE DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

With the addition of Secretary Robert C. Weaver to his cabinet, 

President Johnson created the Department of Housing and Urban Develop

ment. The newly established department was composed of both new and 

existing agencies involved in urban a ffa irs . The Federal Housing 

Administration, Federal National Mortgage Association, Housing and 

Home Finance Agency, Public Housing Administration, and Urban Renewal 

Administration were a ll included as a part of th is  larger parent 

agency and were, thereby, brought under single leadership to pursue 

th e ir goals with unified e ffo rt.

The creation of the Department represents the culmination of 

a five-year e ffo rt involving both the Kennedy and Johnson admin

is tra tio n s . The primary ca ta lyst for the final leg isla tive  action 

was the need for improved administrative machinery with which to 

operate the growing number of federal housing programs. An agency was 

needed which would wield more prestige and would be able to exert 

more influence to coordinate federal policies and programs regarding 

housing and urban a ffa irs .

Since the Federal Government f i r s t  entered the housing fie ld  

in 1892, the emphasis of federal housing programs has changed

18
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considerably. With the inception of the FHA in 1934 and the 

resulting increase in available financing, came a new breed of 

builders. Speculative subdivisions became an American password, and 

trac t housing greatly fa c ilita te d  the urban exodus into suburbia.

The middle-class homebuyer was the major c lien t of the FHA and was 

served by the three programs in itia ted  in 1934. From the adminis

tration  of these financially  sound, middle-class-oriented programs, 

a new philosophy of federal housing is evolving. The emphasis is 

changing and the low- and moderate-income residents of the inner city  

are the new focus of ac tiv ity . New programs are being designed for 

those who have been unable to secure adequate housing in the past. 

Liberalized qualifying terms, be!ow-market-interest-rates and rent 

supplements are all examples of the new federal emphasis on housing 

for the socially  and economically disadvantaged.

Phillip  N. Brownstein, the FHA Commissioner, has spoken of a

new role for his old-line organization. The agency's highest p rio rity

responsibility  should be to e n lis t private enterprise to provide

housing for low- and moderate-income families especially in the inner

c ity . In recognizing the urgency of the problems of urban decay and

and unrest, Brownstein called upon his fellow employees to "...work on
12th is task as though your job depended on i t  — because i t  may."

12. Phillip  N. Brownstein, "FHA Entering New Crusade for Low-, 
and Moderate-income Housing and for Revived Inner City," Journal of 
Housing, November 1967, pp. 550-553.
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This new orientation is a people- or problem-centered approach

and is  not as concerned with the financial soundness of operations as

with the problems of housing the urban poor. The evolution of th is

philosophy can be traced through leg isla tive  ac tiv itie s  of recent

years. Early leg isla tion  was designed primarily to attack economic

rather than social or environmental problems. The creation of the

FHA i ts e l f  was prompted by the need to create jobs by improving the

flow of mortgage cred it — the provision of housing was seen as a
13means to th is end. By the decade of the 50 's , however, the Federal 

Government began to recognize i t s  responsibility  to provide housing 

for those living in substandard dwellings. This gradual change in 

philosophy re flec ts  a sim ilar change in American social thought. The 

pressures of urban society have resulted in the popular realization  

that there must be cooperation among Federal, S tate, and local govern

ments, as well as the private sector, in order to resolve the crises 

in our urban areas. The pro liferation  of poverty has resulted in an 

increasing concern for the welfare of others, and, although much 

criticism  is leveled a t the new welfare-oriented programs, there is  

general agreement that the goals of such ac tiv itie s  are desirable.

The change of emphasis and the assim ilation of FHA into a 

new department have necessarily created some problems for the agency. 

The mere mechanics of introducing an additional layer of authority to 

the agency has resulted in complaints and d issatisfaction  on the part

13. President's Committee on Urban Housing, A Decent Home, 
(Washington, D.C.: Government Printing Office, 1969) p. 55.
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of FHA personnel. Many of FHA's old-line employees have resented the 

inconvenience and problems which are inevitable in the marriage of 

bureaucracies. In a speech made to the fie ld  personnel. Commissioner 

Brownstein noted these problems of adjustment to the new FHA role and 

named "negativism" as the agency's Achilles heel which must be replaced 

by a sense of urgency.^

Having operated for several years as a part of the Department 

of Housing and Urban Development, the FHA is  now better able to assess 

i ts  present position. The agency has modified i t s  one-time emphasis 

on suburbia and brought i t  into the central c i t y .^  Significant strides 

have been made, yet there are greater problems to be faced in the coming 

decade.

14. Brownstein, Ojp_. C it. , p. 553.

15. Robert C. Weaver, "Looking Back and Ahead," Remarks a t 
a press conference, October 29, 1968. (Washington, D.C.: Government 
Printing Office, 1968).



CHAPTER IV

THE FUTURE FOR FHA

The question to be considered in th is final chapter concerns 

the probable role of the FHA in the coming decade. A number of forces 

will combine to shape future developments, and i t  is  the agency's 

response to these forces which is of in te rest here.

The Present Position

Before attempting to project into the future, i t  is  necessary 

to examine the present position of the agency and attempt to discern 

any iden tifiab le  trends in program development. As discussed in 

ea rlie r chapters, the history of the agency is clearly marked by a 

trend toward a greater emphasis on welfare-oriented programs. This 

development can be traced in the evolution of FHA programs from the 

in itia l program of mortgage insurance for middle-income homeowners 

(Section 203) to the more recent subsidy programs such as Rent 

Supplement and the Below-Market-Interest-Rate Program [221(d)(3)].

The agency is moving from a major emphasis on financial and physical 

concerns to an emphasis on programs designed to aid the low-income 

resident of the central c ity .

This change, however, is  not occuring without d ifficu lty . 

Problems of adjustment within the agency as well as opposition from 

outside in te rests  have had a considerable influence on the present

22
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position of the agency. In sp ite of the recent verbal emphasis on 

socially oriented programs, the agency has been unable to move as 

rapidly as some would wish, with the resu lt that two d is tin c t types 

of ac tiv itie s  are now within the FHA's domain. One group of a c tiv itie s  

involves the FHA as financier, while the second role is  that of houser 

of the poor. Although the la t te r  role is receiving much verbal 

attention, i t  is  important to remember that the trad itional mortgage 

insurance functions s t i l l  constitute the bulk of the agency's oper

ations.

A review of FHA's program structure provides a basis for 

understanding th is operational dichotomy. Two types of program 

categories can be identified : non-subsidies and subsidies. The f i r s t

of these is composed of the financially  sound or self-maintaining 

programs such as middle-income homeownership (Section 203), mortgage 

insurance for cooperatives and condominiums (Sections 213 and 234), and 

many others. The second category, subsidy programs, is  composed of 

more recent additions to the National Housing Act, such as the Rent 

Supplement Program, Below-Market-Interest-Rate Program, and Low- and 

Moderate-income Housing (221).

Although these newer programs represent an attempt to tackle 

the housing problems of the urban poor, there has been considerable 

criticism  of the agency's fa ilu re  to respond in a meaningful way to 

the current housing situation . The bases for th is criticism  are three: 

(1) production of an inadequate volume of housing un its , (2) d is

in te rest in the problems of the poor, and (3) belated recognition
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of the role to be played by private e n te rp rise .^  In connection with 

the third of these critic ism s, i t  is  noted that the federal subsidy 

programs were in it ia l ly  designed for the participation of non-profit 

sponsors. Not until 1961 were profit-oriented corporations allowed 

to act as sponsors for subsidized housing projects.

Thus, in considering the present position of the FHA, i t  can 

be said that the agency is  in a period of transition . I t  is  beginning 

to respond to these criticism s but is presently awaiting i ts  cue from 

the Nixon administration before proceeding further in any single 

direction.

FHA's Future

Having developed some concept of the agency's past history 

and present position, i t  is  possible to formulate projections regarding 

future developments. Several recently published documents are avail

able to a s s is t in the projection. Two special study groups have 

conducted extensive research and published reports on th e ir  findings:

The President's Committee on Urban Housing, and the National Commission 

on Urban Problems. The 1968 housing leg isla tion  and related hearings 

also provide insight into the housing goals of the federal establishment, 

which in turn furnish cues concerning future means of achieving these 

goals. In addition to these sources of information, a look a t the 

national scene, both foreign and domestic, might also serve to define 

the possible directions of future housing programs.

16. President's Committee on Urban Housing, 0]% C it. , p. 53.



The Housing Act of 1968 established a national goal of 26 

million dwelling units to be constructed within the next decade.

This goal was derived from a study conducted for the National Commission 

on Urban Problems which recommended the construction of 600,000 

federally aided units annually .^  I t  is  intended tha t the proposed 

construction of these 600,000 units will u tiliz e  FHA's Below-Market- 

Interest-Rate and Rent Supplement Programs as well as additional 

subsidies which have been proposed to reach the abject poor.

In addition to an increase in the number of low-income 

dwellings b u ilt , new techniques of sponsorship have been advocated.

The role of big business in solving'the "urban housing problem is  

receiving more and more atten tion . The reports of the special study 

commissions advocated an increase from six to eight percent in the 

p ro fit allowance for limited-dividend sponsors and i t  is  likely  tha t 

such recommendations will be heeded. I t  is hoped that such a change 

will resu lt in the increased participation of big business in the 

fie ld  of low-income housing.

In recent years there has been a marked change in the a ttitude 

of big businessmen with regard to social problems and social responsi

b ili ty . There is  a growing realization that money alone cannot solve 

the problems of the urban environment and tha t qualita tive problems 

must be met. "The prosperous society has suddenly become aware of

17. Frank S. K ristof, Urban Housing Needs Through the 1980's: 
An Analysis and Projection, prepared for the National Commission on 
Urban Problems, (Washington, D.C.: Government Printing Office, 1968),
p. xiv.
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18the magnitude of what i t  has not accomplished" and big business

has become concerned with the basic fabric of American society.

Should the FHA succeed in increasing the p ro fit lim itations

for limited-dividend sponsors, there is  s t i l l  another problem to be

faced. The inconveniences caused by processing delays have deterred

participation of big business in the subsidized housing f ie ld . The

FHA has taken action to amend th is  situation , but greater progress must

be made to entice more private investors to participate in subsidized 
19housing programs.

There are s t i l l  other factors which must be considered in

attempting to foresee future developments within the agency. Perhaps

the most important of these is that of fiscal lim itations created by

defense expenditures in Viet Nam. Until the conflic t in southeast

Asia is resolved, the nation 's domestic programs will suffer from

budgetary re s tric tio n s . A statement included in the Report of the

President's Committee on Urban Housing provides some indication of the

financial problems resulting from defense spending:

From fisca l 1962 through 1967, $356.3 b illion  was spent 
for national defense, $33.2 b illion  for stab iliz ing  farm 
prices and income, $24.2 b illion  for space exploration, and 
$22.2 b illion  for federal highway construction. In contrast

18. Allan T. Demaree, "What Business Wants from President 
Nixon," Fortune, February 1969, p. 84.

19. In 1962 FHA in itia ted  a new experimental processing 
technique for multi-family programs: Accelerated Multi-family 
Processing(AMP). This new procedure was successful in decreasing 
the average time required for application processing from 44 to 19 
months. AMP has now been installed  in more than 87 FHA fie ld  offices.
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$8.1 b illion  was budgeted for all programs under housing 
and urban renewal,.and only $1.25 b illion  for federal 
housing su b s id ie s /u

Thus i t  is  apparent that a decrease in m ilitary spending could have 

a significant impact on the programs dealing with the problems of 

urban America. I t  may be argued that funds presently allocated for 

defense spending will probably be rechanneled into new armament 

programs should the conflic t in Viet Nam be se ttled . This is indeed 

possible, yet the demands of a concerned public could resu lt in a 

redirection of funds for domestic uses. Only with adequate public 

in te rest and support will the domestic programs receive su ffic ien t 

funding.

The degree of public commitment to the housing problem will 

have an influence on FHA's future. The awareness, in te re s t, and 

desires of the body p o litic  with regard to housing the poor will 

play an important part in determining the success or fa ilu re  of 

future programs. American ideals of individualism and se lf-reliance 

have had a recognizable effect on the a ttitude  of the public with 

regard to welfare-oriented programs. These a ttitudes are gradually 

changing, but resistance to subsidy programs can be expected to 

persis t for some years. With regard to public opinion, much depends 

upon the effectiveness of the current experimental and small-scale

20. President's Committee on Urban Housing, A Decent Home, 
as quoted in "221 Ways to Save our C ities,"  Architectural Forum, 
Vol. 130, No. 1, January-February 1969, p. 73.



programs. If  they prove to be effective, they will do much to 

favorably influence public opinion regarding the development of future 

housing subsidies.

Having considered a variety of contingencies, i t  is more 

reasonable to conjecture about the future. The Nixon administration 

is taking a cautious and deliberate approach to the development of a 

domestic policy. In typical Republican s ty le , the new leadership has 

proclaimed a "strong belief in the capacity of non-federal instruments 

to share the burden" of housing America's poor. I t  is  in th is 

direction that the agency is  expected to move. The programs which 

work best are those that channel the forces of existing economic 

institu tions into productive areas, therefore, reliance on market 

forces through the involvement of private industry will receive the
Op

major th rust of the agency's future plans.

Other approaches have been proposed which involve subsidies 

which benefit the homeowner or renter d irec tly , rather than the 

builder or developer. The Rent Supplement Program, presently in 

operation, is  an example of th is  type of d irect subsidy; sim ilar 

proposals include the provision of housing allowances, and the 

extremely controversial guaranteed annual wage and the negative income 

tax payments. Such programs, however, while relevent to the future

21. John Osborne, "Moynihan a t Work in the White House,"
The New Republic, March 22, 1969, p. 11.

22. President's Committee on Urban Housing, Ojx C it. , p. 54.
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of social policy planning, would appear to l ie  outside the auspices of 

the FHA. The Rent Supplement Program is the only d irect subsidy 

program administered by the agency, and i t  is  likely  tha t i t  will be 

reassigned to the office of HUD's Assistant Secretary for Renewal and 

Housing Assistance.

In lieu of d irect subsidy programs, the next decade should see

an expansion of subsidy programs which provide low -interest funds to

private developers for use in constructing low-cost housing. Higher

rates of p ro fit will be permitted to encourage greater construction

ac tiv ity . "Private enterprise has demonstrated that i t  can build

(low-cost) subsidized housing with speed, efficiency, and economies,"

thereby making the public construction of low-rent housing a solution
23of secondary merit.

The agency's non-subsidy programs will not be discontinued,

but will be allowed to continue to operate as in the past. Thus the

FHA's dual function should continue but a more equitable balance

between subsidy and non-subsidy programs will be forthcoming.

The future of the FHA must be viewed as a response to the

newly established goal of 26 million dwelling units in the next decade.

The establishment of a housing goal of such monumental proportions has,

in e ffec t, created a new c r is is  in the housing industry. Between 1963
24and 1969, housing production averaged 1,463,000 units annually. In

23. Ib id . ,  p. 4.

24. U.S. Department of Commerce, Bureau of the Census, Housing
S ta rts , January 1969, (Washington, D.C.: Government Printing Office,
March 1969) p . 3.
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order to meet the goal of 26 m illion, th is figure must be increased 

to 2,600,000 new units annually — an increase of nearly 90 percent.

The accomplishment of th is  task will require the investment of vast 

sums of money and human resources. Federal coffers must be tapped 

and private investment must be induced both through programs of 

increased subsidies, and through the activation of social responsib ility .

In addition to construction subsidy programs, FHA's new T itle  

X Land Development Program should receive greater use in future years, 

as the development of new towns gains popularity. With a goal of 

26 million new homes, the need for new building s ite s  is  obvious.

Again in th is respect, the FHA will be seeking to involve private 

enterprise in such developments through the provision of mortgage 

insurance and development subsidies. By greatly increasing i t s  

ac tiv itie s  in the areas of low-income housing construction subsidies, 

and in the development of new towns, i t  is hoped that the FHA will 

be able to encourage su ffic ien t private involvement to meet the 26 

million unit goal.

The future of the FHA will involve a continued effo rt to 

respond to the housing needs of the nation through both old and new 

programs. There will be no revolutionary changes in the nature of 

the programs, but the emphasis will be shifted from insurance programs 

to subsidies. The success of the agency will depend upon i t s  ab ility  

to involve non-federal forces in the task of housing the urban poor.

Only through private participation will the housing goal be met, and 

such partic ipation , then, will be the primary concern of the FHA in



the coming decade. The agency will continue to explore new types of 

subsidies, both for housing construction and land development, with 

an aim of involving non-federal forces in the task of housing the 

nation's poor.
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