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for anne and Keren; for Herman sanders, who never stopped 
believing in me; and for the men and women of  the mortgage banking  

industry who go to work every day to help fulfill america’s dreams.

it’s important to remember that the founders of  [the] MBa were leaders in 
the farm mortgage field and were owner proprietors of  their businesses. they 
were principles with a stake in their communities. their success or failure 
depended upon the exercise of  sound judgment in their efforts to bring the 
distant investor and local borrowers together, to the end that the ownership 
of  real property might rebound to the benefit of  all parties concerned.

—Frederick Champ
Utah Mortgage Loan Company
Mortgage Bankers Association, 1942
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Preface

in 2004, i began planning for my retirement from a long career in the real estate 
finance industry. at that time i had been working in the national accounts 
division of  american international Group United Guaranty (aiG) for over 
ten years, providing products and services to mortgage lenders. soon after 
joining the firm i added a new project to my bucket list, one i knew would 
have to wait until retirement. for some time i had been pondering the idea 
of  writing a history of  the mortgage banking industry that would include an 
explanation of  the role mortgage bankers play in the economy, beginning 
with their contribution to the opening of  the West. When i joined the firm in 
1994 and began giving this book more serious thought, aiG was the world’s 
largest insurance company. no one could have anticipated then that it would 
later become one of  the casualties of  the Great recession of  2008.

Certainly, my view of  the mortgage crisis is somewhat jaded. My dis-
claimer is that my viewpoint is that of  someone on the inside looking out. it 
is influenced by nearly fifty years of  experience and training in the mortgage 
banking industry. My anger and sadness about the mortgage crisis stem from 
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the fact that i, like many others, relied on the predictive models of  “experts” 
instead of  trusting my own judgment. in a groupthink culture, dissent car-
ries a certain element of  risk, particularly if  respected members of  the indus-
try and affiliated institutions are all drinking the same Kool-aid.

the collapse of  the Us real estate market beginning in 2006 and the sub-
sequent Great recession impacted every american, some more than others. 
though an oversimplification, the problems began within the mortgage 
finance industry and its systematic loosening of  creditworthiness require-
ments beginning in the 1990s. the strategy enabled many families who 
otherwise could not have afforded to purchase a home to achieve that ubiq-
uitous american dream. But it also resulted in the approval of  riskier and 
riskier loans, as well as greatly inflated real estate values. When the mortgage 
finance industry imploded, for reasons explained later, the repercussions 
spread throughout the entire economy, causing job losses and widespread 
home foreclosures. it was a painful experience for everyone involved.

the goals of  this book are to explain the reasons behind that economic 
disaster and also the important contributions the mortgage banking industry 
has made to the american public and the nation’s economy. to understand 
its collapse, one needs to understand the development and goals of  the mort-
gage banking industry since its inception. therefore, we discuss the forma-
tion and development of  the industry beginning with the micro-financing 
of  farms in the Midwest during the decades after the Civil War. We explain 
the industry’s importance to the settlement of  the West and its growth over 
the succeeding 150 years, as well as its involvement in the Great recession. 
in doing so, we draw on examples from Kansas and Colorado, the states the 
principal author knows best. Whenever possible, we include stories from my 
lifelong mortgage banking career. as a result, this book is a combination of  
history and personal memoir. it is the story of  my life, but it is also part of  
everyone’s life story because we all live in some type of  residence, whether 
a single-family or multi-family home, an apartment, or a houseboat. We 
attend schools, shop in stores, and work in all manner of  buildings. Mortgage 
bankers arranged for the financing for most of  these structures that we use 
every day, regardless of  whether we as individuals own them.

to assist readers’ understanding, we begin with a brief  overview of  the 
mortgage banking industry. first, mortgage banking is now a multi-trillion 
dollar industry. yet the role of  the mortgage banker is not well understood. 
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often, the terms mortgage banking and mortgage banker are confused with 
commercial banking or investment banking. a mortgage banker is an indi-
vidual or firm that originates, sells, and services mortgage loans for indi-
viduals and institutional investors. typically, the mortgage banker retains 
the servicing rights on loans that have been sold. that means the mortgage 
banker will collect the payments from the borrower and forward those funds 
to the investor. He or she will also maintain a separate account to pay for 
insurance on the property and real estate taxes. the mortgage banker han-
dles all communications with the borrower on behalf  of  the investor, includ-
ing collecting delinquent payments and initiating foreclosure and disposing 
of  the property if  necessary.1

the mortgage banker cultivates a correspondent or contractual relation-
ship with the investor. a mortgage loan correspondent represents the inves-
tor and performs the function of  acquiring real estate and mortgage assets to 
meet the investor’s ever-changing portfolio needs. Correspondent/investor 
relationships form the core of  a mortgage banking company and are its most 
valuable assets. operating in an ethical and lawful manner, the mortgage 
banker provides sound, prudent investments that adhere strictly to the inves-
tor’s risk and credit standards. By definition, a good loan for the investor is 
a good loan for the borrower. this book examines such relationships over 
time and illustrates how they have worked to strengthen communities, serve 
borrowers, and build a nation.

a mortgage banking firm (mortgage bank) does not collect deposits or 
offer financial services such as credit cards or automobile loans. Historically, 
mortgage banking firms have included an insurance agency and a property 
management department along with a real estate brokerage business. Many 
large banks, community banks, savings and loans, and credit unions operate 
a mortgage banking function within their institutions. any lender who sells 
and services mortgage loans operates a mortgage banking function.2

since its birth in the 1850s, the industry has served as a bridge to distribute 
capital. except for a brief  respite during the Civil War, the mortgage bank-
ing industry grew and prospered as migration prompted by the building of  
railroads increased and more lands for settlement became available following 

1 albert santi and James newell, Encyclopedia of  Mortgage and Real Estate Finance (Washington, 
dC: real estate finance Press, 1997), 247.

2 ibid.
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passage of  the Homestead and Pacific railway acts in 1862. Mortgage bank-
ers created a conduit for investors to provide funds to farmers and livestock 
raisers as they moved west through Minnesota, iowa, Kansas, and Colorado. 
not to be overlooked, urban lending experienced its first major boost by pro-
viding capital to rebuild Chicago after the Great fire in 1871 destroyed much 
of  the city.

Mortgage bankers financed the transition from subsistence to commer-
cial agriculture. When the industrial revolution triggered the growth of  
cities, mortgage bankers were on the scene to provide the capital to build 
the nation’s urban centers. When veterans returned from World War ii, 
mortgage bankers financed the homes, apartments and shopping centers of  
suburbia to meet the needs of  the growing nation. in each case, mortgage 
bankers provided the necessary capital.

every mortgage contains varying elements of  risk for both the investor 
and the buyer, and it is up to the mortgage banker to accurately assess those 
risks. first is the credit risk based on the borrower’s past, present, and future 
ability to meet all of  his or her financial obligations. second are the elements 
of  real estate risk related to the value of  the property: the property’s loca-
tion and the probability of  the property maintaining or increasing its value 
over the life of  the mortgage. appraisal students learn three approaches for 
estimating the value of  real estate—the income approach, the cost approach, 
and the market approach. But the experienced mortgage loan officer often 
employs a fourth method. While on the site the officer will look at the prop-
erty and its surroundings and ask, “if  i make the loan, can i sell this property 
for what i have invested in it?” the final risk element includes the loan ele-
ments of  interest rate, term length, payment plan, and loan-to-value ratio. 
for instance, if  the interest rate is too low, the investor supplying the funds 
will not make enough profit to justify making the loan; if  it is too high, fewer 
borrowers will be able to qualify for the loan. in either case, if  a loan is not 
made, the investor must search for another investment opportunity, and the 
potential buyer is forced to abandon his or her quest for home ownership or 
wait until lower, more affordable interest rates return.

relative to the property, three characteristics are considered in the pro-
cess of  evaluating the property. first is the ratio of  the loan amount to the 
valuation of  the property. Higher loan amounts mean the borrower has less 
equity or cash investment in the property. therefore, he has less to lose if  
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he defaults on the loan. second is the ratio of  the mortgage term to the esti-
mated remaining economic life of  the property, and last is the ratio of  the 
monthly mortgage payment to the rental value. the purchaser of  a rental 
property wants the rental income to be sufficient to pay for the mortgage 
and, it is hoped, all related costs.

With regard to the borrower, risk is reduced when a lower loan-to-value 
ratio and lower debt-to-income ratio combine with a borrower whose past 
performance has earned him or her a high credit rating. all of  these risk 
characteristics are studied during the loan approval process. yet family cir-
cumstances and economic changes, namely job loss, are out of  the lender’s 
control after the transaction closes. so the credit, real estate, and economic 
risks dictate the performance of  mortgage portfolios.3 We will tell the story 
of  how this played out in Kansas and Colorado from 1862 to 2014.

in this story we illustrate the complexities of  real estate capital on the 
evaluation of  risk and reward. We outline the conflicts between the need 
of  the investor for a return of  the capital invested as well as a profit and the 
changing conditions of  the investment marketplace. the investor must be 
prepared to take the long-term interest rate risk of  a fifteen-, twenty-, or 
thirty-year mortgage. in addition, the investor must have confidence in the 
correspondent’s judgment regarding the borrower’s ability to repay the loan. 
the borrower’s possible default in a poor real estate market is also part of  the 
interest rate calculation. the higher the risk, the higher the interest rate. But 
the fact remains that future events and factors such as loss of  employment, 
illness, or death can defeat the best judgment.

surprisingly, the process of  making a real estate loan has changed very 
little over time. on a narrow scale, the local mortgage banker and his or her 
investor apply guidelines, analyze the characteristics of  the borrower and the 
property, and ask if  they match up with the investor’s portfolio needs. on 
a broader scale, associated legal and regulatory issues must be understood, 
and they demand compliance. aspects of  both macro- and regional eco-
nomics also figure significantly in the decision to invest, particularly in com-
mercial mortgages. ignoring environmental factors can contribute to sub-
stantial financial losses and damage to reputations. Consistent and properly 

3 federal Housing administration, FHA Underwriting Manual, Sections 332–334, Revised Under-
writing Analysis under Title II, Section 203 of  the National Housing Act, National Housing Agency 
(Washington, dC: federal Housing administration, January 1947), 202–5.
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administered zoning and land-use laws also contribute to a property’s or an 
area’s long-term value and economic sustainability.

all of  these factors weighed together make a successful mortgage loan. We 
hope to track the evolution of  the industry, the role of  government and gov-
ernment-sponsored enterprises, and the financial engineering that is respon-
sible for preserving the thirty-year fixed-rate mortgage to which american 
homeowners have become accustomed. We close with a discussion of  the 
recent Great recession and the principal author’s perspective on its causes.

i, Mike rosser, represent the third generation of  mortgage bankers in my 
family. My father’s career began in Kansas with the Wheeler Kelly and Hagny 
investment Company (WKH), a firm that served as a mortgage loan cor-
respondent for the Prudential insurance Company of  america (Prudential). 
He joined Prudential during the Great depression and stayed with the com-
pany until 1950. during those years he worked in Kansas City, Kansas, denver, 
Colorado, and Houston, texas. When he left Prudential, he moved our fam-
ily back to denver and joined another firm.

other members of  my family had been involved in mortgage financ-
ing before my father. My great-uncle edwin a. rosser, a Civil War vet-
eran and prisoner of  war held at the confederate camp at andersonville in 
Georgia, conducted a small mortgage and title practice within his law firm 
in Coffeyville, Kansas. and my maternal grandfather, Will ratliff, operated 
a small mortgage agency from an office above his general store in ogden, 
Kansas. recognized as a successful businessman, farmer, and civic leader, he 
was also a major stockholder and executive of  the state Bank of  ogden.

My professional career started in august 1965 at the mortgage banking 
firm Kassler and Company in denver. However, my exposure to the indus-
try began two decades earlier when, at age seven, i joined my father while 
he conducted appraisal and construction loan inspections. i realize now that 
what began as simple saturday morning outings with my father developed 
into a fundamental course in mortgage underwriting. driving throughout 
Houston and later denver, he pointed out various features, explaining which 
aspects differentiated outstanding properties from average or poor ones. He 
taught me the importance of  inspecting not just the individual property in 
question but also the immediate neighborhood, the subdivision, and the 
community as a whole. My father explained that parks, recreation areas, and 
open space were critical components of  every community and neighborhood. 
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When combined with good schools and good public services, they formed 
the foundation of  good mortgages. i learned the importance of  good land-
use laws, including adequate zoning and code enforcement. He taught me 
to look for overall functionality, the aesthetics of  the design, and the use of  
quality building materials. Peppered throughout were explanations of  the 
concepts of  economic and functional obsolescence.

these are the things i learned from my father. little did i know at the 
time that the seeds for a lifelong fascination with mortgage financing had 
been sown. those saturday outings, which continued until my father’s sud-
den death in 1957, enabled me to develop the ability to recognize and under-
stand what made a quality development. Hindsight now allows me to recall 
particular projects from thirty, forty, even fifty years ago and remember the 
judgments i made when i first saw them. some assessments were correct, 
some were not, but cumulatively they fostered in me a strong preservation 
and conservation ethic, as well as an appreciation for the enduring quality of  
sound real estate development.

admittedly, subjective judgment comes into play when determining 
whether a real estate development has enduring quality. the oxford Hotel 
in denver is an excellent example of  both good original development and 
preservation. When built it was constructed of  the best-quality materials and 
excellent design. the recent remodel has maintained many of  its best fea-
tures while being upgraded to meet current tastes, demands, and uses.

an example of  enduring, quality real estate development that informed my 
early years is the J. C. nichols Country Club Plaza in Kansas City, Missouri. i 
remember going there with my parents on numerous occasions during the 
short time we lived in Kansas City. We returned periodically, and in 2005 my 
cousins and i came together for a weekend reunion at the Plaza. the lay-
out, the design, the amount of  activity, and its adaptation to modern retail-
ing demonstrated the foresight of  the nichols Company. it had developed 
and overseen a project that could adapt and change without destroying the 
Plaza’s original functional and architectural integrity. Upon reflection, my 
commitment to preservation and proper land use really took root during 
those brief  years of  in which i lived in Kansas City.

now back to my professional life. the timing for launching my career in 
denver in 1965 could not have been worse. not long after i joined Kassler and 
Company, one of  the area’s major employers, the Martin Company, began 
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laying off  a substantial number of  its workers. as the ripple effect spread 
throughout the real estate industry, i, too, became a casualty of  the eco-
nomic distress. i was devastated. fortunately, i found another job opportu-
nity that enabled me to gain hands-on experience in real estate management. 
i learned that to understand real estate economics and markets, a person 
needs to experience firsthand the workings of  real estate asset management.

in 1969, i restarted my mortgage banking career at service investment 
Company (siC), a small mortgage banking firm. My first position with the 
company was as a loan officer with the builder division. i also handled the 
processing of  developers’ subdivision applications for fHa and va approvals. 
later, i oversaw the selling of  loans to the secondary market.

While with siC i took advantage of  the company’s informal training pro-
gram for junior members and attended the Mortgage Bankers association’s 
school of  Mortgage Banking at northwestern University. adding a gradu-
ate degree in urban and regional planning from the University of  northern 
Colorado to my earlier Bs in social science with an emphasis in history 
and government from Colorado state University provided me with a well-
rounded education that further enhanced my career growth.

in 1974, market conditions and the spike in interest rates adversely affected 
siC, by then renamed United Mortgage Company, and resulted in major 
changes for me. the company’s economic troubles led me to secure a one-
year position as a junior staff  member and policy analyst for the Colorado 
land Use Commission (lUC). i spent most of  the year on a variety of  proj-
ects, including the Beaver Creek ski area permit application to the Us forest 
service. i also handled inquiries about the 1974 Colorado land Use act, 
which dealt with matters surrounding the state’s highway interchanges, air-
ports, and mining activities. i also attended meetings about the rocky flats 
nuclear Weapons Plant and its potential as an environmental hazard. i did 
not realize for several years the potential impact rocky flats could have had 
on the mortgage banking, real estate, and home building industries.

in 1975, when my commitment to the lUC ended, i joined the PMi 
Mortgage insurance Company (PMi) as a regional manager for the states of  
Colorado and Wyoming, later adding Utah and new Mexico to my territory. 
the highlight of  my ten years at PMi was the development and rollout of  the 
PMi Mortgage Corporation, the first modern mortgage conduit. a mortgage 
conduit assembles loans from multiple lenders, thus creating a pool of  loans. 
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the conduit then issues and may distribute a series of  securities to investors 
in long-term debt instruments. PMi Mortgage Corporation also operated 
as a master servicer for a $50 million thirty-year fixed-rate mortgage-backed 
security placed with the Colorado Public employees retirement association 
pension fund. these were but a few of  the projects i oversaw and consider 
major accomplishments during my tenure at PMi that enhanced my profes-
sional development and my career.

following my ten years with PMi, i spent three wonderful, productive years 
at Moore Mortgage Company. the Moore family of  companies included one 
of  denver’s leading mortgage banking firms, an insurance agency, and one 
of  the region’s dominant real estate brokerage companies. i was part of  the 
mortgage banking company charged with establishing a division to purchase 
loans from other mortgage banking firms affiliated with real estate broker-
age companies in twelve major markets across the country. We would then 
sort, package, and resell the loans in the secondary market.

While i was at Moore Mortgage, robert G. Boucher, president and Ceo 
of  first denver Mortgage, recruited me to join the Mortgage Bankers associ-
ation (MBa) Board of  Governors. Boucher was aware of  my activities in the 
industry in Colorado and also knew that i had chaired the young Mortgage 
Bankers Committee of  the MBa in 1978. His support and friendship opened 
doors for me to serve on a number of  committees and attain various leader-
ship positions over the next thirty-five-plus years. My long participation in the 
MBa provided unparalleled opportunities to study the inside of  the indus-
try and to expand my career opportunities. earning my Master Certified 
Mortgage Banker (CMB) designation in 1988 was a watershed event. the 
professional designation is a significant achievement within the industry.

When i joined United Guaranty, a subsidiary of  aiG, in 1991, being a CMB 
provided me with access to senior management positions involving the 
firm’s customers that otherwise might not have been readily attainable. My 
work in the national accounts division required me to manage the company’s 
relationships with some of  the twenty largest mortgage banking firms in the 
country. i was tasked with a risk management function as well as the sale 
of  mortgage insurance products and services. as a result, i gained unique 
insight into the operation of  the industry and was privy to the business strat-
egies of  the mortgage banking firms with which we conducted business. i 
stayed with aiG until my retirement in 2013.
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over the course of  my fifty-plus-year career in real estate finance, i have not 
only witnessed but actively participated in the financing and development of  
urban, suburban, and rural real estate. yet, it is my work with the MBa that 
garners my deepest pride. i consider reorganizing the makeup of  the CMB 
designation and elevating the standards of  professional education to be my 
greatest industry achievements. Having been a faculty member at the school 
of  Mortgage Banking since 1984, i considered industry education and train-
ing to be of  major importance and a way for me to give back to the industry. 
Consequently, i led a task force in the effort to modernize the CMB designa-
tion, taking it beyond mere knowledge to include more hands-on training 
applications, thus making it more relevant to today’s industry professionals.

from inside these institutions both large and small that have provided 
the necessary capital to finance real estate and worked to establish hous-
ing finance policy, i have watched americans develop an almost obsessive 
desire to own and build equity in real estate for their personal security. this is 
nothing new. america has embraced this love affair with land and real estate 
throughout its history; the obsession has simply grown more intense. But 
over the span of  my career the actions and demands of  government, the pub-
lic, and the industry have created a philosophical conflict between individu-
alism and collective action, free markets and government-sponsored enter-
prises. these conflicts form the basis of  a never-ending national dialogue.

over the span of  my career, i had heard numerous stories and oral traditions 
about the business but had never seen a definitive history. the stories and 
legends i had heard spoke of  the origin of  mortgage banking in farm lending 
in the Midwest. i had read about the Great depression’s causes and impacts 
on property owners. i knew about the formation of  the fHa in 1934 and 
the establishment of  the federal national Mortgage association (fnMa), 
known as fannie Mae, in 1938. i had the special privilege of  serving on the 
fannie Mae regional advisory board and attending fannie Mae’s 50th birth-
day celebration in Washington, dC. all of  my personal recollections, com-
bined with the stories i had heard, prompted me to begin a memoir to tell 
the story of  mortgage bankers and how they enabled the development of  the 
United states and the american West.

as 2013 drew to a close, so did my forty-four years of  formal participation 
in the MBa. on october 30, 2013, i left the 100th annual Convention of  the 
MBa of  america held in Washington, dC, and put that part of  my life in the 



xxviiPreface

rearview mirror. it seemed fitting that i said goodbye by attending the con-
vention that celebrated the ssociation’s 100th year in existence. as i look back 
over those many years of  my career, i feel enormously blessed at my great 
good fortune; for the colleagues, friends, and mentors who have supported 
and guided me and for a father who planted the seed of  a career that has 
enriched my life. it was a great ride!

the time had finally arrived to put on paper the history of  an industry that 
has contributed so much to american prosperity and to a sense of  well-being 
for homeowners across the nation.





Part i
Westward expansion and early 

Mortgage Banking development





1
Westward Ho!

doi: 10.5876/9781607326236.c001

Expansion

Prior to the conclusion of  the revolutionary War, there was little need for 
mortgage bankers. Colonial governments often granted land to farmers, 
and tradesmen typically started businesses with the tools they brought with 
them from england or europe. if  funds were needed to establish a business 
or expand a farm, individuals typically borrowed from a relative or a wealthy 
community member. over the next century, land acquisition became more 
complicated as the nation moved west.

victory over the British had resulted in much more than political inde-
pendence for the fledgling United states. victory also moved the western 
border of  the new nation far beyond the original thirteen colonies. the 1783 
treaty of  Paris demanded that Britain cede the trans-appalachian West, all 
of  the land between the appalachian Mountains and the Mississippi river, to 
the United states. americans were able to leave the crowded cities along the 
eastern seaboard to establish new towns and businesses in the interior. More 
important, the land was perfect for agriculture, the economic foundation of  
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the country. some farmers in the east vacated their marginal farms to move 
across the mountains. and many second sons, denied land inheritance by 
the legal tradition of  primogeniture, took advantage of  the opportunity to 
establish their own farms, especially in the fertile region of  what became the 
northwest territory, or old northwest—the lands north of  the ohio river.

to facilitate expansion and settlement, under the powers granted by 
the articles of  Confederation, the Continental Congress passed the land 
ordinance of  1785, which ordered the survey and division of  the land into 
a uniform grid system. the system enabled verifiable legal descriptions for 
each plot of  land, minimizing land ownership disputes and laying a founda-
tion for mortgage lending. once surveyed, the federal government sold the 
land, thus generating revenue to govern the newly established nation. even 
though the native americans who had lived in trans-appalachia for centuries 
contested american expansion, by the early 1800s the region was bustling 
with american immigrants.1

a few years later, in 1803, the purchase of  what was then called louisiana, 
virtually all of  the land from the Mississippi to the rocky Mountains, nearly 
doubled the size of  the country. in the eyes of  President thomas Jefferson 
and his supporters, possession of  this enormous tract of  land assured the 
fledgling country that it would not succumb to overpopulation and eco-
nomic stagnation. However, not until several events occurred during the late 
1840s did a surge of  settlement spread westward. the first was the ratification 
of  a treaty with Great Britain in 1846 that gave sole possession of  oregon 
Country to the United states.2 suddenly, the nation’s northern tier extended 
from the atlantic to the Pacific. two years later, the military victory over 
Mexico in the Mexican-american War moved the border to include most 
of  what is now known as the american southwest and California. When 
combined with texas, annexed by the United states in 1845, and the oregon 
Country to the north, the nation became truly continental in scope.

But the discovery of  gold in California in late 1848 was what really spawned 
the movement of  large numbers of  immigrants to the West. following the 

1 elliot West, “american frontier,” in The Oxford History of  the American West, ed. Clyde a. Mil-
ner ii, Carol a. o’Connor, and Martha a. sandweiss (new york: oxford University Press, 1994), 
124–27, 130–32.

2 oregon Country included what would later become the states of  Washington, oregon, idaho, 
and parts of  Montana and Wyoming.
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California Gold rush, additional discoveries of  gold and silver induced oth-
ers to seek their fortunes in nevada, Colorado, and other areas of  the West. 
on the heels of  the miners came entrepreneurs who developed towns and 
cities such as denver that supported the miners, providing them with desper-
ately needed supplies and various services, from blacksmiths to laundries. as 
the towns and cities of  the West developed, farmers from the east and from 
europe began to arrive, ready to claim and cultivate lands made available 
through the Homestead act passed by the Us Congress in 1862. settlement 
of  the West exploded during the second half  of  the nineteenth century.

yet the federal government did not possess clear title to much of  the land 
the farmers wanted. native american peoples still controlled some of  the 
best agricultural lands. the government would have to negotiate treaties 
with numerous tribes and in many cases force them onto reservations located 
on less desirable lands. an example is the osage nation’s claim on a large seg-
ment of  southeastern Kansas. on september 29, 1865, government officials 
finalized negotiations with tribal representatives to acquire their “surplus 
lands,” allowing official surveys to proceed. But the treaty stipulated that the 
bulk of  the land was to be sold and therefore was not available for home-
steading. Government surveys were crucial to providing land titles based on 
accurate legal descriptions, a necessary component for granting and selling 
property and for mortgage lending.3

Congress envisioned the Homestead act and its legislative partners, the 
Pacific railway act and the Morrill act passed and enacted in 1862, as tools 
to expand america’s capitalist agrarian economy. through the Homestead 
act, the federal government gave 160 acres of  land at no cost to individuals 
who agreed to live on and develop the land for productive use for a period 
of  five years. at the end of  the five-year term they would receive title to the 
land. settlers could also exercise the option to purchase the land outright at 
a discounted rate of  only $1.25 per acre after just six months of  occupancy. 
like the land ordinance of  1785, the Homestead act was designed to draw 

3 an appraisal conducted by a. G. Bowes and Company in 1952 concluded that the actual market 
value of  the land on september 29, 1865, would have been $1,740,000 and that, as a result of  
increased demand causing rises in land prices, had the land been subdivided and sold “on 
the most advantageous terms” as required by the treaty, it would have garnered $3,493,000 at 
true market value if  sold between 1865 and 1870 (Watson Bowes, Appraisal of  Lands Covered 
by the “Treaty with the Osage, 1865” [october 1952, appraisal cover letter, a. G. Bowes and sons, 
Mss01087, file 202, History Colorado, denver]).
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the poor, the unemployed, and the children of  farmers in the east to the 
trans-Mississippi West, transforming them into prosperous, independent 
farmers—the ideal of  a republican society.

the Pacific railway act attempted to achieve two goals—first, to establish 
a transcontinental railway system to connect the east and West Coasts and 
second, to provide rail service to the newly established farm communities 
in the West so they could readily transport their produce to distant mar-
kets across the nation and the globe. the federal government subsidized 
the railroads by granting them title to up to ten acres of  land for every mile 
of  track they laid. later amendments increased that amount to forty acres. 
Congress anticipated that the railroad companies would sell the granted 
lands, all located adjacent to the tracks, to prospective farmers. the funds 
raised would help finance railroad construction while providing those same 
farmers with ready access to the railroad networks that would transport 
their goods to market and bring manufactured goods to them while at the 
same time enabling mortgage bankers to invest in new farming and ranch-
ing communities.4

the third component, the Morrill act, granted public lands to individual 
states for the express purpose of  raising funds to finance the establishment of  
higher education institutions that would develop agricultural and mechani-
cal/engineering curriculums in addition to other sciences and traditional lib-
eral arts programs. Known as land-grant colleges, they specialized in research 
to advance agricultural practices in an effort to increase the productivity and 
profitability of  america’s farmers. in combination, these three statutes cre-
ated a framework to develop a robust and prosperous agriculturally based 
economy in the West, at least in theory.

one of  the crucial factors the crafters of  the Homestead act failed to 
consider was the arid climate that engulfed much of  the West. the farming 
knowledge and methods most settlers brought with them were adapted to 
the humid climate east of  the Mississippi river. efforts to apply that expertise 
to the arid West without supplemental irrigation proved disastrous. Without 
irrigation, 160 acres of  land was insufficient to generate enough food for sub-
sistence, let alone a profit. as a result, almost half  of  all farms established 
under the act failed and were abandoned before the end of  the five-year 

4 richard White, It’s Your Misfortune and None of  My Own: A New History of  the American West 
(norman: University of  oklahoma Press, 1991), 145–46.
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occupancy requirement, the farmers never having secured title to the land. 
in addition, the Homestead act failed to address the needs and practices of  
cattle and sheep ranching. ranchers typically did not cultivate the land as 
required by the law and needed much more than the allotted 160 acres of  
land to support a viable, productive herd.

Mining also lured men to Colorado. in 1858, about ten years after the 
California Gold rush, major silver and gold strikes drew thousands to the 
mountains of  nevada and Colorado. some, such as Horace tabor, amassed 
a considerable fortune. tabor parlayed some of  his mining profits into other 
commercial and real estate investments with mortgage financing funded by 
northwestern Mutual and other investors. Before losing most of  his fortune 
in the silver crash of  1893 and the ensuing recession that crippled Colorado’s 

Weld County, Colorado, farm and irrigation ditch. Irrigation was critical to the success of  
agriculture in the West. Understanding its importance led a number of  investors, including 
the Colorado Mortgage and Investment Company of  London, to pursue irrigation projects in 
what are now Boulder, Denver, Larimer, and Weld Counties. Courtesy, Denver Public Library. 
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economy, tabor’s real estate holdings included denver’s iconic Windsor 
Hotel and the tabor Grand opera House.5 He ultimately lost the opera 
house. in addition, northwestern foreclosed on his tabor Block building, the 
last of  his real estate holdings.

Until large-scale industrial mining replaced small-scale prospectors, most 
mining financing was provided by men like Horace tabor who grubstaked 
individual prospectors. Grubstaking meant that someone like tabor provided 
prospectors with picks, shovels, shaker tables, and other equipment as well 
as food supplies in exchange for a percentage ownership. if  the mine came in 
big, everyone, including the grubstaker, could become extremely wealthy, as 

5 Betty Moynihan, Augusta Tabor: A Pioneering Woman (evergreen, Co: Cordillera, 1988), 12, 
36–37, 51–72; augusta G. tabor, “$800,000 Worth of  Gold dust,” in So Much to Be Done: Women 
Settlers on the Mining and Ranching Frontier, ed. ruth Moynihan, susan armitage, and Christine 
dichamp (lincoln: University of  nebraska Press, 1998), 146. the denver branch of  the Kansas 
City federal reserve now occupies the site at sixteenth and Curtis streets where the tabor 
Grand opera House once stood (david Ballast, The Denver Chronicle: From a Golden Past to a 
Mile-High Future [Houston: Gulf, 1995], 45).

William Henry Jackson photograph of  the Windsor Hotel, ca. 1880–90. The hotel was 
demolished as part of  urban renewal in the 1970s. Courtesy, Denver Public Library, Western 
History Collection. 
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happened with several of  tabor’s investments. Meanwhile, mortgage bank-
ers only participated indirectly in mining. they facilitated the financing of  
railroads; the agricultural needs of  farming, ranching, and irrigation; hous-
ing, and the building of  mining towns such as leadville and Cripple Creek.

CurrEnCy and EConomiC WoEs: 1870s–1893

large investment companies as well as private investors in the east provided 
mortgage loans that aided the development of  the West. in addition, espe-
cially from the 1870s forward, foreign companies, many from Great Britain, 
invested heavily in american agriculture, equities, and mortgage securities. 
these investors all relied on the expertise of  local representatives, corre-
spondents, to assess the reliability of  each loan applicant and his or her abil-
ity to repay the debt. some investment companies, such as the Colorado 
Mortgage and investment Company of  london (CMiC) and its subsidiaries, 
also became involved in urban real estate development and irrigation projects 
that distributed water to cities and farms. However, investment in everything 
from industry to individual farms was interrupted several times before the 
turn of  the century—once in the period 1884–85, again during the early 1890s, 
and culminating with the Panic of  1893.

the crisis of  1884–85 and the Panic of  1893 resulted from the Us commit-
ment to bimetallism. However, motivated by the discovery of  large gold 
deposits in California and australia, during the 1850s the leading commercial 
countries of  europe, led by france, began converting from silver to gold as 
their primary currency. By the 1870s all of  the leading european nations and 
Great Britain had completed the transfer to gold and were selling their silver 
on the open market. the resultant worldwide devaluation of  silver created 
havoc for the american economy and its currency. the growing output of  
silver mines in the american West, which the federal government began sub-
sidizing as a result of  the Bland-allison act in 1878, exacerbated the problem.6

the financial crisis of  1884–85 began with an expanding economic slow-
down in 1883. individuals curtailed unnecessary spending. decreasing reve-
nues prompted banks to hoard their more valuable gold and pay customs 
revenues to the treasury with silver. at the same time, the treasury was still 

6 William Jett lauck, The Causes of  the Panic of  1893 (Boston: Houghton, Mifflin, 1907), 16–19.
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spending a large portion of  its gold reserves to purchase the Bland-allison 
act’s mandated monthly allotment of  silver. By early 1884 the burden of  the 
silver purchases combined with the government’s other financial obligations 
to cause a perilous reduction in the treasury’s gold supply while generat-
ing an oversupply of  silver. Knowledge of  the situation caused many peo-
ple, especially investors, to anticipate that the government would soon be 
unable to continue making gold payments. the resulting unease regarding 
the american government’s currency stability prompted many foreign inves-
tors to cease investing in the United states, which drastically curtailed the 
availability of  mortgage credit. investors also sold their existing holdings in 
america for payment in gold, further reducing the gold reserves. only when 
the government took measures to induce banks to resume payments to the 
treasury with gold to stabilize the silver/gold currency distribution did the 
crisis pass. Had the United states joined europe and Great Britain in con-
verting to the gold standard during the previous decades, the currency crisis 
would have been averted altogether.7

the international Panic of  1890 can largely be attributed to the collapse of  
argentina’s economy and government in July of  that year. speculative invest-
ment in that country by european banks and other investors, especially from 
Great Britain and Germany during the previous decade, resulted in extreme 
economic distress when argentina failed. to cover the losses incurred in 
argentina, British investors began selling Us railroad stocks, bonds, and 
other securities. still nervous about american currency, they demanded pay-
ment in gold. a significant decline of  foreign investment in western mort-
gages, particularly farm mortgages, accompanied the selloff. investors also 
failed to renew farm loans, even for borrowers who had maintained their 
payments. as a result, there was a substantial decrease in the credit market 
and an increase in foreclosures. thus the strong economic growth enjoyed 
on both sides of  the atlantic from 1886 until 1890 ended abruptly with a 
severe economic contraction.8

yet as Britain and europe experienced a gradual, steady recovery begin-
ning in 1891, the american economy stagnated. Concern regarding the sta-
bility of  Us currency remained. When Congress passed the sherman silver 

7 ibid., 21–23.
8 ibid., 63–65, 73–75.
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Purchase act in July 1890, apprehension grew. the new law more than 
doubled the treasury’s silver purchase requirement. foreign and domestic 
investors continued to divest themselves of  american holdings, demanding 
payment in gold, and they sought investment opportunities elsewhere. By 
mid-1893 the Us economy found itself  in a virtually identical situation to 
the one in 1885.

exacerbated by British investors’ sell-off  of  their Us investments, espe-
cially railroad stocks, and their refusal to renew short-term mortgage loans, 
american institutions and individuals alike hoarded their gold and curtailed 
spending. once again, payments to the treasury were made with silver cer-
tificates while the treasury had to make its silver purchases with gold. any 
remaining confidence in the government’s ability to maintain the gold stan-
dard of  payments evaporated, and the Panic of  1893 gained momentum.9 not 
until Congress repealed the sherman silver Purchase act later that year and 
embraced the gold standard for the currency did the fear subside, and the 
crisis waned.

in short, continued uncertainty about the stability of  american currency 
led to the Us economic problems between 1878 and 1893. the withdrawal of  
investors from the marketplace caused a severe decline of  available credit for 
western farmers and businesses. droughts during the period compounded the 
problem by decreasing agricultural production, resulting in a severe reduction 
of  farm income that led to a monumental escalation of  foreclosures, which in 
turn negatively impacted investors’ willingness to fund farm mortgages. the 
repeal of  the silver Purchase act restored confidence in american currency 
but proved devastating to the silver mining industry, until then a major contrib-
utor to the economy of  Colorado and other areas of  the West. Consequently, 
recovery in Colorado continued at a slower pace than in most of  the country 
as investors maintained a very conservative approach to western mortgages, 
especially farm mortgages, through the end of  the century.

But What aBout WatEr?

With the currency challenges all but resolved, the federal government turned 
its attention once again to the water concerns of  western farmers. the desert 

9 ibid., 111–22.
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land act of  1894, better known as the Carey act, marked the government’s 
first real attempt to support western agriculture by addressing the region’s 
lack of  water. Under the act, the federal land office could cede up to 1 mil-
lion acres to each western state that developed approved reclamation projects. 
it amounted to a land subsidy much like the one granted to the railroads 
under the Pacific railway act. Proceeds from the sale of  the lands would off-
set, at least partially, the costs of  the development of  the irrigation projects. 
developers would recoup their investments through the sale of  water to the 
farmers the projects serviced, and the states would benefit from the collec-
tion of  additional taxes. But few states took full advantage of  the law. Most 
of  the available lands were too far away from viable water sources. the best 
lands had already been homesteaded, and the costs of  sizable irrigation proj-
ects were substantial; finding investors proved difficult. Wyoming and idaho 
have the most Carey act projects. it is estimated that 60 percent of  all land 
irrigated by Carey act projects is in idaho.10

finally, the newlands reclamation act of  1902 ushered in a new era of  
federal government involvement in the West.11 the act marked the beginning 
of  a decidedly proactive, hands-on approach to development in the region. 
Under the leadership of  President theodore roosevelt, the government rec-
ognized that the scale of  irrigation projects necessary for the region’s success 
was simply too great for private business or even local and state governments 
to finance.12 reservoirs created by massive dams on western rivers con-
structed by the newly created Bureau of  reclamation opened vast new areas 
for agricultural and urban development, and mortgage bankers understood 
the potential for exponential market growth.

in 1909, Congress aided the West again by approving the enlarged Homestead 
act, which doubled the size of  land grants per homestead to 320 acres. further 

10 “august 18, 1894: Carey act signed,” This Day in Water History, accessed May 21, 2015, https://
thisdayinwaterhistory.wordpress.com/2015/08/18/august-18-1894-carey-act-signed-2/; Phil 
roberts, “Chapter 13: Water and irrigation,” New History of  Wyoming, accessed april 15, 2015, 
http://www.uwyo.edu/robertshistory/new_History_of_Wyoming_chapter_13_water.htm.

11 Carl abbott, “the federal Presence,” in The Oxford History of  the American West, ed. Clyde a. 
Milner ii, Carol a. o’Connor, and Martha a. sandweiss (new york: oxford University Press, 
1994), 471.

12 William Cronon, “landscapes of  abundance and scarcity,” in The Oxford History of  the Amer-
ican West, ed. Clyde a. Milner ii, Carol a. o’Connor, and Martha a. sandweiss (new york: 
oxford University Press, 1994), 618.
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recognizing the aridity of  the West, the government encouraged more settle-
ment in 1916 when it passed the stock raising Homestead act, which offered 
640-acre tracts of  rangeland to ranchers.13 Both facets of  agriculture, farming 

13 abbott, “federal Presence,” 472.

Sample marketing brochures distributed by railroads to promote reloca-
tion in the West during the late 1800s. 
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and ranching, expanded into new areas from 1900 to 1920, but it was the urban 
centers that experienced a major population explosion in the decades that 
followed. Mortgage bankers stepped up to the challenge of  serving that ever- 
expanding urban market and the increasing desire for homeownership.

railroads—providing morE than Just transportation

railroad companies were also heavily involved in the development of  the 
West. aside from providing transportation, they produced much of  the mar-
keting that promoted the different regions for settlement. the Kansas Pacific, 
a.k.a. the Union Pacific Central division, as well as others sponsored vigorous 
advertising campaigns to stimulate immigration and land sales. these promo-
tional pieces advertised the improved quality of  life gained by living on the 
prairie, away from the congestion of  the east, while also telling of  the mod-
ern amenities to be found in Kansas cities. an 1890 promotional brochure 
circulated by the Union Pacific railroad Company described the features of  
the state’s capital, topeka—“the handsome public library building . . . excel-
lent system of  electric street railways . . . well paved [streets] and the city is 
provided with water-works, gas-works, and electric lights.”14 these marketing 
pamphlets and brochures spoke of  the farming potential provided by rich 
soils and adequate rainfall. and they lured dedicated, hardworking individu-
als with the promise of  a chance for real independence and a fresh start on the 
wide-open prairie. railroad companies sold large acreages of  land in Kansas 
and Colorado to domestic and foreign investors who then divided them into 
smaller parcels and resold them to people migrating to the West.

Promotional material provided by the railroads as well as individual towns 
and businesses proved critical to attracting both borrowers and investors. 
Mortgage bankers also provided information about local education, cultural 
institutions, civic organizations, and, most important, churches. since the 
1850s, Kansas has been a state of  diverse religious convictions. lawrence, 
topeka, and Manhattan had unwavering abolitionist sentiments backed by 
strong Protestant communities. ogden, st. Mary’s, and atchison developed 
vibrant european Catholic communities. ogden, like many communities, 
also had a small but vibrant Jewish community, including the city’s German 

14 Union Pacific Passenger department, “the resources and attractions of  Kansas for the Home 
seeker, Capitalist and tourist” (Battle Creek, Mi: Wm. G. Gage and son, 1890), 13.
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Jewish brewmaster. everywhere along the railroads, american and european 
immigrants answered the call to settle the prairie.

But the Union Pacific and other western railroads had another reason to 
lure people westward. they had received substantial financial incentives—
the most important of  which were land grants—through the Pacific railway 
act of  1862 and its amendments that followed to build their lines. as the rail-
roads pushed west, they needed to capitalize on those incentives as quickly 
as possible to repay the federal government and other investors. that meant 
selling their real estate and developing customers for their freight and pas-
senger businesses. if  they could sell their land to entrepreneurs such as 
Jabez Bunting Watkins in Kansas and Colorado developers, including James 
duff of  the Colorado Mortgage and investment Company of  london and 
Colorado governor Benjamin H. eaton (1885–87), so much the better. But in 
the absence of  institutional investors, selling land to small farmers through-
out the West and carrying back the financing also made economic sense 
because doing so enabled the railroads to earn a steady rate of  return while 
creating customers who needed to ship their commodities. in many cases 
the railroad companies also financed town lots and invested their own capital 
to build depots, shops, and yards. all of  these activities created an economic 
stimulus for the towns that developed along the right-of-way.

as authorized by the Pacific railway act, alternate sections, each compris-
ing 640 acres for a distance of  twenty miles on each side of  the right-of-way, 
were granted to the railroad companies. to sell those lands, the railroads 
demanded many of  the same requirements of  buyers as the government did 
of  those claiming land under the Homestead act. an 1880 brochure issued 
by the Union Pacific provided guidelines for prospective buyers in nebraska. 
eligible buyers had to be at least twenty-one years old and be Us citizens or 
persons of  foreign birth who had agreed to become citizens. each could be 
granted up to a quarter of  a section, which equaled 160 acres. applications 
had to be made at the nearest Us land office.15

these lands were divided into three principal categories. first and probably 
the most recognizable were farmlands. in general, those lands were located 
principally in Kansas, Colorado, and the Grand valley of  nebraska. Grazing 
lands, which constituted the second category, were particularly prevalent 

15 Union Pacific railroad Company, land department, “Cheap Homes: nebraska farms land 
Guide” (lincoln, ne: Union Pacific railroad Company, 1880), unnumbered.
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in the states of  Wyoming, Colorado, and Utah. third were those consid-
ered wastelands, found across the various states and territories of  the West. 
they earned the designation as wastelands because they held no potential 
for either agriculture or grazing. ironically, some of  those wastelands, partic-
ularly in Colorado and Wyoming, housed large reservoirs of  coal deposits.16

the railroads advertised aggressively to fill in the empty prairie along the 
rights-of-way. a promotional brochure published by the Central Branch of  
the Union Pacific railroad in 1879 claimed that “every Man Can own His 
Home.” the brochure advised the purchaser on what to look for when pur-
chasing land and set forth many of  the same conditions that appeared in the 
farm Mortgage Bankers handbook. the purchaser was advised to study the 
fertility of  the land and the climate, as well as proximity to the railroad and 
to the best markets. in Kansas, the Union Pacific advertised that the available 
lands were 100 miles to 250 miles closer to viable markets than those offered 
by other land-grant railroad companies. the company claimed its land prices 
were the lowest of  those of  any company, ranging from three dollars to six 
dollars per acre. it also advertised 100 improved farms. furthermore, all lands 
could be purchased with long-term credit.17

the railroad companies financed the purchase of  these properties in much 
the same way as did farm mortgage bankers, and, as stated above, they 
applied many of  the requirements demanded by the Homestead act. land 
was sold on the condition of  the purchaser occupying and improving the 
tract for at least five years. to encumber the land with a mortgage, home-
steaders only had to produce a receipt verifying that they had paid the min-
imum application and survey fees. interest rates for such loans could be as 
low as 6 percent. at the end of  the mortgage term, typically five to ten years, 
the buyer had to prove, essentially with the testimony of  two witnesses, that 
he had complied with the law in regard to occupying and improving the land. 
title to the land became as simple as obtaining a patent from the railroad 
company land office following receipt of  the full final payment.18

the Union Pacific railroad offered and advertised the availability of  its 
Kansas landholdings for purchase on much the same terms as those advertised 

16 ibid.
17 W. f. downs, “farms and Homes in Kansas” (atchison, Ks: Central Branch of  the Union Pacif-

ic railroad Company land office, 1879), unnumbered.
18 Union Pacific railroad, Cheap Homes, unnumbered.
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in nebraska. it offered liberal discounts to buyers who made cash purchases. 
the company also financed purchases over five- to seven-year terms that 
demanded interest-only payments to be made semiannually. the interest 
rate for such loans was 10 percent. the Union Pacific also offered buyers 
the option to make one or two principal installment payments at the end of  
each semiannual ( July) or annual ( January) period. the company required 
a cash down payment of  twenty dollars for most of  its financing plans. 
special terms were offered to military veterans.19 such favorable financing 
terms broadened the buyer pool while developing potential customers who 
would ship their commodities on the railroad. at the same time, providing 
carry-back financing generated a market rate of  return to the railroad with 
minimal risk. thus the Pacific railway act provided a vehicle whereby public 
lands became private holdings and further stimulated both settlement of  the 
West and expansion of  the mortgage banking industry by inviting hardwork-
ing individuals to act on their dream of  owning their own farm.

19 downs, Farms and Homes, unnumbered.
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Banking in the United states
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as a nation, the american people have endured a fractured and contentious 
relationship with banks and banking for over 250 years. from the days when 
alexander Hamilton founded the first Bank of  the United states in 1791 to the 
financial crisis of  2008 and its aftermath, the role of  banks and other financial 
intermediaries has been and continues to be complicated and misunderstood. 
However, for our purposes it is important to understand and appreciate the 
history of  the banking industry since the end of  the Civil War because of  the 
limitations placed on different types of  banks, especially national banks, to 
allow them to participate in the real estate mortgage sector.

the term bank is often misused and misunderstood by the media and 
the public in general. in total, five types of  banks conduct business in the 
United states. the public is most familiar with commercial banks, the insti-
tutions where most consumers and businesses deposit their funds, obtain 
credit cards, and borrow money to purchase everything from cars and trucks 
to houses. thrift institutions such as federal savings banks, savings banks, 
and savings and loan associations are also depository institutions and closely 
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resemble commercial banks. Historically, these institutions have made mort-
gage loans predominantly on homes, small apartment complexes, and some 
student housing.

distinct from commercial banks and thrift institutions that take in custom-
ers’ deposits are three other types of  banks: investment banks, merchant banks, 
and mortgage banks. investment banks assist individuals and corporations in 
raising the capital necessary to start a new firm or to finance the operation 
and expansion of  existing firms. they also provide a broad menu of  advisory 
services to their customers. investment banks do not offer checking or savings 
accounts or issue credit cards. instead, they make markets by offering trad-
ing desks for customers to access for the purchase of  financial investments, 
and they underwrite the sale and trading of  stocks, bonds, and other financial 
instruments. other financial intermediaries that use the term bank, such as 
merchant banks, are institutions that invest in the stock of  privately owned 
companies. industrial banks virtually disappeared following the recession in 
the 1980s. now found in only a few states, they may take some deposits but 
are limited in scope as to the types of  consumer loans they can offer.

the 1864 national Banking act established the office of  the Comptroller 
of  the Currency, which charters and regulates national banks. But because of  
the many restrictions placed on the new national banks, especially regarding 
real estate investment, few state banks rushed to convert to national charters. 
an unintended consequence was an explosion in the chartering and devel-
opment of  new state banks. as a result, a dual state and national banking 
system emerged that still exists. today, individuals who want to start a bank 
can opt for a national charter or a state charter. in addition, an application for 
a bank charter must be approved for insurance on its accounts by the federal 
deposit insurance Corporation. Membership in the federal reserve system 
is mandatory for all national banks. although membership is optional for 
state-chartered banks, virtually all of  them are also members of  the federal 
reserve system.1

Many economists believe this dual banking system stimulated competi-
tion and innovation between state-chartered and national banks. regulations 
imposed by the national Banking act effectively forbid nationally chartered 
banks to make mortgage loans, thereby granting state-chartered banks 

1 Kenneth spong, Banking Regulation: Its Purposes, Implementation and Effects, 5th ed. (Kansas City: 
division of  Bank supervision and structure, federal reserve Bank of  Kansas City, 2000), 16.
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greater authority for making real estate loans and thus allowing them to fill 
the gap and control much of  the mortgage finance segment of  the market.2 
and state-chartered trust companies had even greater powers than either 
state or national banks for direct investment in real estate and real estate 
mortgages. However, one advantage of  a national charter was its prestige, 
which made the purchase of  stock in a national bank more attractive.

typically, state-chartered banks had more local investors than did national 
banks. for example, the officers and directors of  the state Bank of  ogden 
Kansas were members of  the community, like my grandfather Will ratliff. 
they put their own capital at risk, whereas nonresidents owned about one 
third of  the stock of  all national banks in the rocky Mountain states in 1889.3 
By 1913, when the federal reserve act was passed, state banks were twice as 
numerous as national banks because the former required less capital invest-
ment and were allowed greater participation in mortgage lending.

the authors of  the 1864 national Banking act imposed the real estate 
restrictions to keep banks from carrying a concentration of  long-term loans 
that could not be liquidated to meet depositor needs. the limitations also 
aided in controlling the credit and interest rate risks inherent in real estate 
loans. a loan term longer than five years could pose a serious threat to the 
safety and soundness of  the bank if  its cost of  funds rose above the interest 
rate earned on the mortgage portfolio. that asset-liability mismatch, caused 
when the interest rate paid on depositors’ accounts exceeds the rate earned 
by the bank’s loan portfolio, contributed to the failure of  the savings and loan 
industry in the late 1980s and continues to be problematic today.4

the limited real estate powers of  national banks created a huge vacuum 
in agricultural financing in the late nineteenth century. the gap in the credit 
markets presented an opening for the development of  the modern mortgage 
banking industry. Mortgage bankers originated, closed, funded, and deliv-
ered farm mortgages for investors in the United states, the United Kingdom, 
and Germany. during the period 1864 to 1912, some national banks circum-
vented the law by establishing outside loan offices or establishing their 

2 ronnie J. Phillips, The Chicago Plan and New Deal Banking Reform (armonk, ny: M. e. sharpe, 
1995), 15.

3 Benjamin Klebaner, Commercial Banking in the United States: A History (Hinsdale, il: dryden, 
1974), 58.

4 spong, Banking Regulation, 67–68.
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own mortgage and trust companies to compete for farm mortgages. in the 
absence of  an affiliate, an outside mortgage company would pay a fee to 
the bank for the referral of  farm loans, which, in turn, were sold to long-
term investors.

state-chartered banks, devoted to serving their communities and agricul-
tural interests, began to emerge in Kansas in the 1880s. in the absence of  
federal deposit insurance, state-chartered banks in Kansas subscribed to a 
privately sponsored deposit guarantee fund. according to an advertisement 
for the state Bank of  ogden, the insurance fund had a capitalization of  
$500,000. responding to the needs of  borrowers in the farming community, 
many states, such as Kansas, allowed their state-chartered banks to make 
longer-term loans than did national banks. However, many well-run banks, 
including the state Bank of  ogden, that provided such loans failed, in part 
because of  their concentration of  assets in their local communities and their 
minimal capitalization. aggravated by the closure of  banks, the agricultural 
community, led in many states by the farmers’ alliance and the Populist 
movement, still continued to voice dissatisfaction regarding the availability 
and terms of  credit; it advocated for the creation of  a government-sponsored 
enterprise to provide credit on more favorable terms.5

the thrift industry is composed of  building and loan associations, savings 
banks, savings and loan associations, and fraternal, neighborhood, and ethnic 
societies. the Philadelphia savings fund society, founded in 1816, became the 
first savings bank in the United states. the first savings and loan, the oxford 
Provident Building association, established in 1831 in suburban Philadelphia,6 
operated independent of  state regulation until 1860. By 1900 every state had 
passed some form of  thrift regulation. virtually the entire thrift industry 
restricted its lending activities to making home mortgages. Because of  their 
charters, savings and loans received preferential tax treatment while building 
their reserves. also, regulation Q of  the federal reserve act allowed savings 
and loans to pay a higher return on savings deposits, giving them a distinct 
advantage over commercial banks in encouraging home ownership.

savings banks, located mostly in the east, were restricted to purchasing 
municipal bonds and originating long-term mortgages that required large 

5 Klebaner, Commercial Banking, 68–70.
6 david l. Mason, From Buildings and Loans to Bail-Outs: A History of  the American Savings and 

Loan Industry, 1831–1995 (Cambridge: Cambridge University Press, 2004), 17–18.
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down payments. they were also limited to lending only in the state where 
they were chartered and were not able to purchase mortgages outside of  
their lending territory, usually about a 100-mile radius. the creation of  the 
federal Home loan Bank system in 1932 and of  the federal savings and 
loan insurance Corporation in 1934, which insured the deposits of  both 
state- and federally chartered savings and loans, motivated the nationaliza-
tion of  the savings bank industry as individual institutions were required to 
join the federal Home loan Bank system. However, the 1980s savings and 
loan crisis virtually assured that they were no longer the primary specialists 
in the home mortgage lending industry because of  the mismatch between 
the interest they were paying on current deposits and what they were receiv-
ing in interest on their mortgage portfolios. By 2014 there was no discernible 
difference to the consumer between commercial banks and savings and loans.

Mortgage bankers are, by the nature of  their business, entrepreneurs who 
put their own capital at risk. Until passage of  the dodd-frank Wall street 
reform and Consumer Protection act (usually referred to as dodd-frank) 
in 2010, mortgage bankers were not regulated at the federal level. over time, 
they have been licensed by a variety of  state agencies, including state banking 
commissions, divisions of  savings and loans, and the departments of  com-
merce and real estate. in more modern times, residential mortgage bank-
ers have been subject to a number of  laws and regulations enforced by the 
department of  Housing and Urban development (HUd), the federal trade 
Commission (ftC), and the federal reserve. Business practices have also 
been regulated by various government-sponsored enterprises (Gses), includ-
ing fannie Mae, the federal Home loan Mortgage Corporation (freddie 
Mac), the federal Housing administration (fHa), and the loan Guarantee 
division of  the veterans administration (va). Mortgage bankers’ business 
practices are also regulated by various non-banking state agencies involved 
in consumer protection, such as the states’ attorneys general.

Early dEvElopmEnt and opErations 
of mortgagE Banking

following the conclusion of  the Civil War, westward expansion surged for-
ward on the heels of  the profusion of  railroad development. the need for 
capital grew at a corresponding rate. Mortgage banking institutions filled the 
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credit gap for foreign and domestic investors that could not be met by existing 
institutions that were either prohibited from making long-term loans on real 
estate or were too small to do so. Mortgage bankers responded by deploying 
the necessary long-term funds to expand industrial agriculture in the United 
states and Canada.

thrifty and shrewd scottish businessmen from edinburgh and dundee 
played a significant role in the development of  the american West. they fun-
neled surplus funds through english limited liability companies and invest-
ment companies based primarily in london. Most of  those funds found their 
way into profitable investments in american agricultural enterprises. these 
sophisticated, savvy investors possessed the patience to withstand the ups 
and downs of  economic cycles.77

Just as the United states established itself  as the dominant world power 
from the early twentieth century to the present, Great Britain held that posi-
tion during the nineteenth century. noted western historian W. turrentine 
Jackson explains that Britain required much less capital investment to indus-
trialize than what was needed for resource-rich underdeveloped nations such 
as the United states.8 Consequently, investment opportunities abounded in 
the United states during the closing decades of  the nineteenth century com-
pared with those in Great Britain. in addition, the Us legal system, based on 
the sanctity of  contracts and a corruption-free judiciary, provided certainty 
of  title, thereby welcoming foreign investment in real estate development 
and mortgage loans.

as described in chapter 1, passage of  the nation’s land disposition and set-
tlement laws and policies created a favorable environment for investment. 
the framework provided certainty of  land ownership and a verifiable chain 
of  title. Just as important, the survey system allowed for an accurate legal 
description of  the land purchased and mortgaged. the United states devel-
oped the “lien system” of  pledging real estate as security for a loan as well 
as reasonably consistent procedures for foreclosure in the event of  a default, 
both of  which added to the security of  mortgage investors.9

7 W. turrentine Jackson, The Enterprising Scot: Investors in the American West after 1873 (new york: 
routledge, 2000), viii.

8 ibid.
9 andra Ghent, Research Institute for Housing America Special Report: The Historical Origins of  Amer-

ica’s Mortgage Law (Washington, dC: research institute for Housing america, 2012), 15.
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a number of  foreign investment companies and trusts operated in the 
United states, particularly in the West. one such company was the scottish 
american Mortgage Company. founded in 1873, the company became fully 
capitalized in 1876 with the addition of  new investors from Great Britain and 
the United states. directors in both edinburgh and america, along with a Us 
advisory board, reviewed each application based on the recommendation of  
the local agent. following an extensive approval process, the first mortgage 
loans, based on a 30 percent loan-to-value ratio and yielding 9 percent to 
investors for five- to seven-year terms, were closed and delivered in october 
1874. although it was a time-consuming process, it provided increased com-
fort and security for the investors. in 1879, as competition increased in iowa 
and Minnesota, the company began investing in Kansas and Missouri through 
the mortgage banking firm Underwood and Clark of  Kansas City.10

Competition escalated throughout the 1870s as scottish companies searched 
for higher yields on their mortgages. initially, they concentrated their invest-
ment activity in the upper Midwest states Minnesota and iowa and, like the 
scottish american Mortgage Company, later expanded into Kansas. Many 
of  the firms operating in the Midwest had established themselves much 
earlier with investments along the Pacific Coast of  California, oregon, and 
Washington immediately following the discovery of  gold in that region in 
1848. these companies found success in the growing and prosperous agricul-
tural landscapes of  Washington and oregon.

to make good investment decisions, foreign institutions needed a distribu-
tion system. that system relied on the financial intermediary we call mort-
gage banking. farm mortgage bankers began to appear in the late 1850s. By 
the end of  the Civil War their position as financial intermediaries was well 
established, and farm mortgage bankers practiced many of  the same meth-
ods and principles as do today’s mortgage bankers.

the organization and functions of  mortgage banking houses have changed 
very little over time. typically, the company structure consisted of  a home 
office staff  located in the eastern state where the company was licensed. it 
included individuals responsible for managing the origination and closing of  
loans. Generally, a staff  lawyer reviewed the title evidence and prepared the 
mortgage documents. the typical mortgage company had a branch office 

10 Jackson, Enterprising Scot, 15–19.
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or retained a number of  independent loan agents or brokers in its western 
territories. in addition, the company hired a team of  traveling supervisors 
to manage the agency’s relationship with others and to assure the quality 
and integrity of  the loans delivered to the company. the traveling supervisor 
monitored not only the individual agents but also the overall quality of  the 
real estate markets in locations where they invested. supervisors also over-
saw actions that arose as a result of  loan defaults and foreclosures.

the home office also employed one or more individuals whose sole respon-
sibility was to place the company’s loans with investors. through the years 
this critical role has remained of  utmost importance. the individual in this 
position verifies that the correct loan rate and term are delivered to the inves-
tor as agreed, that all funds are properly accounted for, and that the credit 
analysis meets the terms of  the agreement in the contract with the investor.

during the early years of  farm mortgage banking, many loans were deliv-
ered on an individual basis by the branch office or the field agent and were 
processed by the mortgage banking firm before submission to the investor 
for final underwriting and approval. during the 1880s it became evident that 
this system was too cumbersome and inefficient. While some investors, such 
as insurance companies, continued to underwrite and purchase loans on an 
individual basis, many preferred to buy a mortgage debenture or “covered 
bond” with a number of  agreements, warrants, and guarantees. a “covered 
bond” or debenture is a financial instrument created from mortgage loans 
or other debt obligations backed by a pool of  loans. “Covered bonds typi-
cally carry a 2–10-year maturity rate and enjoy relatively high credit ratings, 
depending on the quality of  the pool of  loans (‘covered pool’) backing the 
bond. Covered bonds are often attractive to investors looking for high-quality 
instruments that offer attractive yields. they provide an efficient, lower-cost 
way for lenders to expand their business rather than issuing unsecured debt 
instruments.”11 these early mortgage-backed securities proved to be an 
attractive investment for individuals and institutions that lacked the internal 
structure to manage large flows of  mortgage paper. When approached con-
servatively, the farm loan business model of  incorporating a large number of  
small loans with low loan-to-value ratios worked well.

11 investopedia, “Covered Bond,” accessed May 11, 2014, http://www.investopedia.com/terms/c/
coveredbond.asp.
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also in the 1880s, mortgage guarantee insurance companies began to 
develop in new york. these companies guaranteed the title to the property 
as well as the creditworthiness and performance of  the borrower. Many of  
them survived until the Great depression, when the real estate industry col-
lapsed and many of  these companies failed. Certainly, there were flaws in the 
development of  third-party guarantees, but they have lasted into the second 
decade of  the twenty-first century. nevertheless, the lessons learned from 
the early mortgage banking and mortgage guarantee insurance companies 
provided the basis for the formation of  the Home owners loan Corporation 
(HolC) in 1933 and the fHa in 1934.

today, the core of  the mortgage banking business remains entrepreneurial. 
Mortgage banking firms must meet certain financial and legal requirements 
and adhere to prescribed industry standards of  conduct. the key to the suc-
cess of  today’s mortgage banker remains what it has been since the 1850s—to 
develop and retain the trust and confidence of  the investor; the mortgage 
banker’s moral character must be beyond reproach. the investor relies on a 
knowledgeable individual to provide informed and critical opinions on the 
economic and business conditions in his or her locality. relationships based 
on trust and confidence remain the essential ingredient for the individual’s or 
the firm’s long-term success.

Kingman nott robins has professed that the farm mortgage banker of  
this period “must be a real banker, not a mere money lender, using business 
judgment, taking a sympathetic and cooperative interest in the affairs of  his 
patrons, and strong enough to say ‘no’ when the collateral security tempts 
a violation of  the principle, and bold enough to say ‘yes’ when the collat-
eral security may be less inviting, but when the moral and economic haz-
ard deserve assistance. the ideal banker is, if  anything, rarer than the ideal 
farmer, but laws cannot do much to increase his breed.”12

the farm mortgage banker’s function was to work with a managing direc-
tor or the investor’s representative to make loans on real estate. the mort-
gage banker managed the loan portfolio through the initial application pro-
cess to closing and then serviced the loan until curtailment or payoff. this 

12 Kingman nott robins, The Farm Mortgage Handbook: A Book of  Facts Regarding the Methods by 
Which the Farmers of  the United States and Canada Are Financed, Especially Intended for Investors 
Seeking Information Regarding Investments in Farm Mortgages (Garden City, ny: doubleday, Page, 
1916), 13.
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obligation required inspecting the property annually in addition to collect-
ing the interest payment, either annually or semiannually.13 other responsi-
bilities included verifying that the borrower maintained the proper level of  
insurance on the property and paid the local property tax.

two overriding principles of  underwriting mortgage loans apply as much 
today as they did in the 1870s. the first is to determine the borrower’s ability 
to repay. that is, does the borrower have the character, capital, and capacity 
to meet his or her financial obligations, even if  stressed? second, is the value 
of  the security ample for the investor to recapture what is owed to the insti-
tution in the event of  foreclosure? in other words, can you sell it for what you 
have in it?

When evaluating the borrower, the farm mortgage banker would have 
followed the same process that is done today: completing a detailed loan 
application. first, determination of  the purpose of  the loan and how the 
funds would be used is critically important. second, the borrower’s finan-
cial condition needed to be assessed; this is known as the capacity criteria. 
Character and capital (cash on hand) were and continue to be critical ingre-
dients. the farm mortgage banker was charged with determining how the 
individual measured up. in the days before credit reports, mortgage bankers 
surveyed local merchants to determine if  the borrower paid his bills on time. 
in rural america at that time, the most likely merchants or individuals to 
be interviewed for that purpose were the owner of  the general store, the 
proprietor of  the seed and feed store, and the local county treasurer. often, 
confidential references would be obtained from the borrower’s banker and 
pastor, as well as a local judge or sheriff. Capital played a role in determining 
whether the borrower had established a pattern of  savings by living within 
his means. in small-town rural america, an individual’s reputation meant 
everything. a borrower would never enter into a loan agreement if  there 
was any foreseen chance that he might not be able to fulfill his obligation 
to repay the loan; there was no such thing as allowing debt forgiveness to 
create a moral hazard.

one story i heard, attributed to a depression-era mortgage banker, claims 
that the automobile contributed to the downfall of  the industry. in the early 

13 investors structured almost all loans to include one payment of  the entire principal amount at 
the end of  the term of  the loan, called a balloon payment. Until then, the borrower only made 
periodic annual or semiannual interest payments.
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days, the farm mortgage banker traveled by horse and buggy to inspect his 
properties. While doing so, he spoke with all the farmers and ranchers in 
a given community. neighborhood gossip provided information identifying 
which farmers might be becoming overextended, enabling the banker to 
more closely monitor potentially problematic loans. the arrival of  the auto-
mobile eliminated old-fashioned personal interactions with the community 
at large, limiting the banker’s inspections to his specific properties and thus 
eliminating the early warning system. no doubt, the overextension of  credit 
was instrumental in my grandfather’s decision to sell his interest in the state 
Bank of  ogden.

assessing the value of  the real estate to be used as security for the mort-
gage and the quality of  the borrower’s farm management abilities comprised 
the mortgage banker’s third task. three “references” would attest to the abil-
ity of  the farmer and the value of  the real estate. even loans for amounts 
equaling only 30 percent to 40 percent of  the value of  the real estate offered 
as collateral still required an informed valuation opinion.

robins’s Farm Mortgage Handbook included these basics of  underwriting 
guidelines for information to be included in the appraisals of  farm loans in 
iowa, Kansas, and Colorado:

1. soils: a soil must be “capable of  producing the staple crops in such quantity 
and with such expenditure for labor and preparation as will enable those 
cultivating it to compete on an equality with farmers in other sections” (164).

2.  Climate: “adaptability to the cultivation of  diversified crops . . . [with] 
sufficient uniformity of  conditions . . . to minimize crop failures, [and] 
freedom from violent or destructive storms and floods”; adequate rainfall 

“to mature the staple crops and to furnish fodder for livestock, or that a 
deficiency must be supplied by a sure and adequate system of  irrigation” 
(167–68).

3. Crops: “a diversified number of  great staple crops—cotton, corn, the small 
grains and fodder crops . . . [for] supporting livestock.” one-crop farming 
was deemed unsatisfactory (174).

4. Population: an “intelligent, industrious, economical, and progressive 
population” (177) is necessary to supply an adequate workforce to support 
agriculture.
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5. other factors included “a constant sustained demand for farmlands” (163), 
“open and fair laws and government and governmental services” (194–96), 
and “proximity to markets and transportation” (193–94). it was not con-
sidered prudent for an investor to make a loan on a property farther than 
twenty miles away from the railroad.

even with solid underwriting, excellent servicing, and professional man-
agement, problems still occurred. Market unpredictability resulting in fre-
quent panics, recessions, and depressions could and did cause a rash of  fore-
closures. life issues such as unexpected illnesses and deaths created financial 
hazards for borrowers. failure to understand the environmental conditions of  
the West, such as the droughts that led to the dust storms of  the 1930s, posed a 
risk to mortgage portfolios. Poorly thought-out public policy remedies, such 
as foreclosure moratoriums and debt forgiveness, often created burdens on 
lenders as well as borrowers. all of  these objective and subjective factors 
combined to challenge the intellectual and financial resources of  mortgage 
bankers as they sought to help americans achieve homeownership. However, 
it was the challenges of  acquiring credit that farmers faced, especially in the 
West and the south, that spawned the greatest changes in mortgage banking.

J.  B. Watkins land mortgagE Company: an ExEmplar

as many as several hundred companies were formed to channel private 
american, British, and scottish investments into rural credits and urban real 
estate during the last three decades of  the nineteenth century and the early 
years of  the twentieth century. their involvement began in illinois, providing 
much of  the funding to rebuild Chicago after the historic 1871 fire. these 
investors then expanded into the farm loan sector; spreading across the 
Midwest, they lent money in Minnesota, iowa, and eventually Kansas. Most 
of  these companies reached their peak in the 1870s and 1880s. one such com-
pany was the J. B. Watkins land Mortgage Company. But among Watkins’s 
biggest competitors were the railroad companies. not only did they have 
land to sell; they also had the resources to finance mortgage loans.

the J. B. Watkins land Mortgage Company of  lawrence, Kansas, originally 
J. B. Watkins and Company, became the largest and most prominent com-
pany in the region during this era. the company grew to dominance through 
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the origination and distribution of  rural credits to investors in the United 
states and abroad.14 an 1869 graduate of  the University of  Michigan law 
school, Jabez Bunting Watkins began his career practicing law in Champaign, 
illinois. His mortgage empire developed out of  his early activities of  collect-
ing loans and acting as an agent for at least one insurance company.15

Having laid the foundation for his company in illinois, Watkins moved to 
lawrence, Kansas, in 1873. the explosion in railroad construction supported 

14 allan G. Bogue, “the land Mortgage Company in the early Plains states,” Agricultural History 
25, no. 1 (1951): 22.

15 allan G. Bogue, Money at Interest: The Farm Mortgage on the Middle Border (lincoln: University of  
nebraska Press, 1955), 79–82.

J. B. Watkins, founder of  J. B. Watkins Land Mortgage Company of  
Lawrence, Kansas. Courtesy, Kansas State Historical Society, Topeka. 
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westward expansion, making Kansas the perfect place to start a new mort-
gage business. lawrence offered more lucrative mortgage loan interest rates 
and fewer competitors. Many academic papers have studied the disparities 
in interregional lending practices, especially in regard to interest rates. the 
differences have been largely explained by the varying appetites for risk 
attached to the unknown characteristics of  newly settled areas. Within the 
proven regions of  illinois and iowa, the farm mortgage market was already 
well-established and underwriting factors such as soil quality, climate, and 
the proximity to markets were well-known. the unknowns of  unsettled east-
ern Kansas justified investors’ demand for higher interest rates. in addition, 
lawrence occupied an ideal location between the banking center of  Kansas 
City and the seat of  government in topeka. lawrence’s favorable mortgage 
market and location combined with ready access to rail transportation and 
reliable telegraph service to make the town of  7,000 an ideal community for 
Watkins to establish his business.

like the railroad companies, Watkins and the broader mortgage banking 
industry also engaged in boosterism, the long established tradition of  “selling” 
their local community and state and their expertise to investors. Watkins uti-
lized many of  the same promotional marketing techniques employed by the 
railroads to establish and grow his business in lawrence. His practices have 
come down in one form or another to the present day. investors considered 
the unemployment rate, the mix of  industry and government employment, 
taxation levels, and laws governing business operations and foreclosure pro-
cedures. they assessed the quality of  education in the community, including 
access to higher education; the availability of  recreational opportunities; and 
the variety of  cultural institutions. Mortgage investors continue to incor-
porate these factors into their decision models when evaluating real estate 
markets in which to lend.

one of  Watkins’s selling tactics included inviting investors to visit Kansas 
to tour the farms and see for themselves the quality of  his loans. according to 
allan G. Bogue, Watkins and other mortgage bankers of  the time needed to 
convince investors not only “that the farm mortgage was a superior investment 
but also that Bloody Kansas and the Great american desert were a myth.”16 a 
century later, mortgage bankers in Colorado also found themselves needing 

16 ibid., 84.
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to clarify their state’s image and potential. Many people who had never visited 
Colorado thought of  denver as a city in the mountains blanketed by snow 365 
days a year. they could not envision a bustling city on the open plains east 
of  the front range warmed by Chinook winds. separated by 100 years, both 
groups worked diligently to present 1870s Kansas and 1970s Colorado as rich, 
prosperous states populated by healthy, honest, hardworking people who took 
pride in their property and their community.

the practices used today in managing the back-room operations of  the 
mortgage banker are the same ones used by Watkins’s company and many 
others in the 1870s. While the credit decisions involved in loan closing and 
funding utilize the same architecture today, the custodial responsibility and 
function are also the same. Watkins’s company packaged the note (the writ-
ten evidence of  debt), mortgage, deed of  trust or bond (documents placing 
the property as security for money borrowed), title (legal description of  the 
property verifying ownership and any other obligations against the prop-
erty), and property information (information necessary for hazard insurance 
and documentation of  real estate taxes) for delivery to the investor. Many 
individuals have correctly made the analogy that this process is a manufac-
turing function. in other words, each of  these component documents must 
be assembled into one package for delivery to the investor; today’s mort-
gage banking companies call this process shipping. Watkins often held on to 
groups of  loans using his own funds or short-term borrowings until he sold 
them in a lot to an investor. today, this action of  holding on to groups of  
loans in lots is known as warehousing.

Watkins’s services continued after loan approval and funding. as a loan ser-
vicer, he collected the scheduled payments and forwarded them to the inves-
tors. in addition, he ensured that the borrowers paid their taxes and maintained 
both insurance coverage and the property. failure of  the borrower to make 
the scheduled interest payments, to pay the taxes or maintain insurance, or 
to maintain the property (called the wasting clause) could trigger a foreclo-
sure upon thirty days’ notice.17 Watkins’s service package to the investor also 
included providing a detailed report with the results of  annual inspections of  
the properties. He instituted a practice of  guaranteeing timely payment of  
principal and interest or the repurchase of  any loan in default and in doing so 

17 Bogue, Money at Interest, 84.
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assured investors of  the return of  their principal investment and interest. this 
practice worked well as long as real estate appreciated in value and farm prices 
rose or at least remained stable. However, this same practice caused Watkins’s 
company to fail during the economic crises of  the early 1890s.

initially, Watkins operated his mortgage and real estate business as a sole 
proprietor. as he began to issue guaranteed debentures both at home and 
abroad and also began purchasing large tracts of  land, he recognized the 
need to incorporate. so in 1883 the J. B. Watkins land Mortgage Company 
incorporated in Colorado, even though it continued to maintain its opera-
tional headquarters in lawrence. Colorado was one of  the few states at the 
time that did not demand personal liability of  stockholders. the law stipu-
lated that financial liability be limited only to the value of  stock or share own-
ership. Watkins capitalized the new corporation at $750,000 with 52,000 acres 
of  land obtained through foreclosure, plus an additional $100,000 in liquidity.18

as the Watkins Company grew its business during the 1870s and into the 
1880s, it opened offices in dallas and other cities. from its home base in 
lawrence, Watkins fed his investors’ appetite for farm mortgages. to do so, 
his network expanded as far away as the dakota territory, and he began to 
move farther west along the arkansas valley and into other areas of  western 
Kansas and eastern Colorado.

notwithstanding the fact that Watkins had incorporated in Colorado, he did 
not open an office in the state until the spring of  1884. However, the Greeley 
office experienced a short life, closing in 1885. a more hazardous farming envi-
ronment existed west of  the 98th meridian, the semiarid region that stretched 
west of  central Kansas. one great myth of  late-nineteenth-century agriculture 
was that rain would follow the plow. as extended droughts demonstrated, 
rain did not follow the plow. Unfamiliarity with dryland farming along with 
more favorable cattle ranching opportunities in other areas may have caused 
Watkins to withdraw from Colorado. Undoubtedly, he and his investors did 
not possess sufficient knowledge of  the necessary water storage and irrigation 
technologies, which in future decades would transform western Kansas and 
eastern Colorado into a highly productive agricultural landscape.

Generally speaking, by the 1870s and 1880s, guidelines for prudent lending 
principles existed, which the Watkins Company undoubtedly followed. yet 

18 ibid., 126.
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however well vetted the farmer, his land, and the community might have 
been, unpredictable factors could result in default. extended droughts and 
insect infestations could cause crop failures, destroying a farmer’s entire 
annual income. if  such conditions persisted for several years, foreclosure was 
inevitable. irrational exuberance and land speculation could also spell disas-
ter; drought and speculation combined to contribute to the failure of  the 
Watkins Company.

When robins wrote his Farm Mortgage Handbook in 1916, it was clear 
that many of  the risks involved in farm mortgage banking had been iden-
tified and some hard lessons had already been learned. Understanding the 
soil, suitability of  crops, climate, and water were well understood by then. 
information on the borrower’s character and ability to repay was readily 
available. Proximity to transportation to move crops and livestock was crit-
ical. However, the environmental risks of  hail, tornados, floods, droughts, 
grasshoppers, and locusts were unpredictable, as was the volatility of  global 
commodity prices. one hazard that existed then and continues today is the 
ability to promptly recognize fraud and deceit on the part of  borrowers and 
loan agents.

Whether in the field of  farm mortgage banking during the 1880s or urban 
lending in the twenty-first century, the risks associated with mortgage lend-
ing are abundant; investors who assume those risks certainly need to under-
stand and have confidence in whoever manages the assets. to its credit, the 
Watkins Company was a well-managed organization. the company put pru-
dent policies and procedures in place and implemented the proper controls 
to make sure it was able to secure the soundest possible mortgage assets 
for its investors and the purchasers of  its securities. Watkins was careful in 
searching out borrowers who were creditworthy. He recruited agents who 
were well-known in their communities, with good references and reputa-
tions. these were individuals with experience in the legal, banking, or real 
estate professions.

in the beginning, these agents were only allowed to take applications; the 
rest of  the processing, underwriting, closing, and sale of  the mortgage to 
the investor was handled at Watkins’s corporate headquarters in lawrence. 
Watkins insisted that to maintain the goodwill of  the farming community, 
agents be prohibited from charging exorbitant fees. His agents were tutored 
and supervised by the company’s traveling superintendents and inspectors. 
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the instruction of  the agents can best be described as agriculture 101. 
they were taught to examine and evaluate the size of  the operation and to 
understand the differences between upland and bottomland, fenced versus 
unfenced, and cultivated versus uncultivated land. they stressed that the use 
of  the land, whether for crops, orchards, livestock feeding and grazing, or 
timber, was equally important to the appraisal process. Just as important as 
the land itself, agents learned that the borrower’s marital status and repu-
tation in the community were also considerations when making the credit 
decision. the axiom of  the company was that “he [Watkins] would loan only 
to responsible borrowers with ample security and unquestionable title.”19

the issues of  ample security and questionable title are the achilles heel 
of  the mortgage industry. Watkins had changed his views over time regard-
ing lending to borrowers who would not receive their final patent for the 
land. fraudulent transfers were as common on the frontier as they are today. 
examinations of  titles were typically done by abstractors or lawyers who 
would provide the Watkins Company with an abstract or summary of  all 
ownership rights. included in the abstracts would be a record of  previous 
transfers of  ownership, the release of  prior mortgages, and the status of  the 
current mortgage or lien. the abstractor or lawyer would render an opin-
ion regarding whether the title was clear and merchantable. it was import-
ant for the company to know that its mortgage was in a first position and 
secured the loan with the first right to recover the asset in the event of  fore-
closure. Because of  the growing volume and increasingly complex nature 
of  real estate transactions, in 1876 the title insurance industry originated in 
Philadelphia. the purpose was to provide assurances and protection to pur-
chasers of  real estate or real estate securities against loss from forgeries, ease-
ments or rights-of-way, air and subsurface rights, and future interests.20

during this period, title insurance was underwritten by local compa-
nies and, later, trust companies depending on the state. after World War 
ii, many of  the state and local companies consolidated into large national 
underwriters of  title insurance and distributed their products through local 
agents commonly called title companies. Many of  these companies provided 

19 allan G. Bogue, “the administrative and Policy Problems of  the J. B. Watkins land Mortgage 
Company, 1873–1894,” Bulletin of  the Business Historical Society 27, no. 1 (1953): 33–34.

20 american land title association, Title Insurance: A Comprehensive Overview (Washington, dC: 
american land title association, n.d.), 2–4.
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information, closing and settlement services, and escrow services to the real 
estate and mortgage lending community. they were and are a vital part of  
the entire real estate industry. those that were in the title business spun off 
their mortgage lending operations.

the issue of  fraud remains an enormous problem for the industry and 
for policymakers. Multiple laws, regulations, and policing efforts have been 
instituted to prevent fraud. notwithstanding all the due diligence, including 
character references and community reputation, fraud and misrepresenta-
tion are common yet extremely difficult to determine. industry estimates of  
the existence of  fraud in both prime and subprime mortgage loans that went 
into foreclosure during the Great recession were substantial.

if  ample security is part of  the achilles heel in determining the value of  
real estate, it is because the appraisal process has always been open to great 
misunderstanding. an appraisal is an opinion of  value based on the mar-
ket, income generated by a property, or cost of  the property secured by the 
mortgage. it is a snapshot of  a given market, on a given day, at a given time 
in the property’s history. in Watkins’s time, an appraisal was essentially the 
opinion of  one or more informed professionals in the community. in frontier 
times the opinion on values or an appraisal in an area could be wrong, and 
problems might not be recognized until the property went into default. the 
weakness in the appraisal process at that time could have arisen because of  
fraudulent transfers, incompetence, incomplete market data, or a changing 
land-use pattern. even in the twenty-first century, with the sophisticated sta-
tistical analytical tools developed by the industry, irrational exuberance and 
speculation cause problems in determining an opinion of  value.

all of  these issues in one way or another came to a head with the Watkins 
Company in 1880. the company had grown, and in spite of  its controls, prob-
lems began to surface. the company began to do business in counties west 
of  the 98th meridian. Most of  these areas were settled in the 1870s when 
speculation ran rampant and issues concerning the validity of  titles were 
questionable. an issue that plagued the industry in the 1880s and still exists 
today is unbridled optimism. the myth that real estate will always appreciate 
in value was as strong then as it was in 2008. the company hired an agent in 
Kingman, Kansas, named r. G. McClain, a former deputy sheriff  with solid 
references from respected members of  the community. However, many of  
the loans he originated contained forged documents. loans were obtained 
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for nonexistent borrowers and individuals living on unsettled government 
land. Miles dart, the Watkins Company’s superintendent, was able to get 
deputized in Kingman, and he arrested McClain.21 With inflated appraisals 
and weak credits, the final blow came with the droughts of  1879 and 1880. 
Borrowers and agents worked to get generous loans to tide them over, loans 
that most could not afford. Compounding the problem were speculators 
who lost their equity and gave their land back to the Watkins Company, an 
action known today as strategic default.22

in the case of  the Watkins Company, despite of  all of  its hard work and 
commitment to best practices, many of  these problems were almost unavoid-
able. for a highly principled businessman, this was a hard lesson and a heavy 
burden for Watkins and his company. the risks and problems of  lending, even 
by the most capable and cautious managers, could not avoid the inevitable 
cycle of  risk and reward in conjunction with the weakness of  human nature. 
While they understood the risk:reward equation, it is likely that Watkins’s man-
agement team was unaware of  or did not understand the environmental risks 
and drought cycles that plagued the Plains states. such was the case again in 
1887 when drought hit western Kansas and put the company in the unenviable 
position of  taking back large tracts of  land. the environmental consequences 
of  the drought were not enough to spawn a cycle of  foreclosures, but they did 
reveal a pattern of  fraud in western Kansas. suspicion grew that many of  the 
homesteaders had not proved up their titles at the General land office, and 
these irregularities could cause those titles to be canceled. if  that had happened, 
the land would likely have reverted back to the General land office, the mort-
gage extinguished, and the principal lost to either the company or its investor. 
But Watkins had an agreement with his investors assuring them against loss 
of  principal, so there is no doubt that the company suffered significant losses.23

things began spiraling out of  control for the Watkins Company in 1889 and 
1890. With the droughts recurring in western Kansas, foreclosures began to 
mount. the Watson Company had arranged lines of  credit with eastern and 
Kansas City–based banks. these lines of  credit were used to support the guar-
antees the company had made to investors and bondholders that they would 
not suffer any loss because the company would buy out defaulted loans and 

21 Bogue, “administrative and Policy Problems,” 37–38.
22 ibid., 39.
23 ibid., 50–51.
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pay investors the principal. By 1894 the company owned 250,000 acres of  land, 
and Watson had assumed title to another 100,000 acres. the central factor in 
the failure of  the J. B. Watkins land Mortgage Company was its inability to 
understand the risks, mostly environmental, of  its expanded territory. that 
lack of  understanding coupled with insufficient cash reserves made it impossi-
ble for the company to convert the land into ready cash to meet its obligations. 
Watkins held on to the land and attempted to sell it for the highest possible 
price. But the banks had withdrawn their lines of  credit, and as prices declined 
in the region, it was impossible to realize enough cash to meet his obligations.24

the company went into receivership in april 1894 and was never able 
to resume active business. total liquidation was not completed until 1928. 
Bogue argued that “if  Watkins’ good faith was doubted by some investors 
in the 1890s, he was seemingly to vindicate himself  during the liquidation, 
putting up additional property as security for the company’s obligations . . . 
finally, seven years after his [Watkins’s] death, the liquidation was complete. 
the principal owed to debenture holders had been paid off  with substantial 
amounts of  interest. of  the major creditors only the stockholders received 
nothing for their claims.”25

the hard lessons of  the Watkins Company include (1) the realization that 
constant vigilance is required over the actions of  even the most trusted 
employees and agents, (2) recognition of  the risks inherent in the real estate 
lending process, and (3) an understanding of  the economic and environmen-
tal issues that exist in the lending territory.

overly ambitious speculation during the 1880s followed by droughts at the 
end of  the decade and into the early 1890s led to the failure of  the Watkins 
Company. Because of  its guarantee to its investors to make good on all 
loans, the company took control of  approximately 40,000 acres of  farmland 
through foreclosure. this story of  irrational speculation and a false belief  in 
unlimited market expansion repeated itself  on a national scale in 2005 and 
developed into an overly inflated real estate “bubble.” But in that case, nei-
ther droughts nor plagues shared the blame; greed, reliance on technology, 
and the removal of  experience and judgment from the equation resulted in 
the subsequent real estate market collapse and the Great recession of  2008.

24 ibid., 54.
25 ibid., 56–57.
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Mortgage Banking in early Colorado
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Until 1858, Colorado had been largely bypassed except for a few trading posts 
built to serve trappers. during the California Gold rush, most migrants trav-
eled across the oregon trail through Wyoming and on to the Pacific Coast. 
the santa fe trail entered Colorado along the arkansas river but turned 
abruptly south-southwest at Bent’s fort, dropping into new Mexico over 
raton Pass. in 1858 the discovery of  gold in Cherry Creek, near the future 
site of  denver, initiated the rush to the rockies. Just three years later, in 1861, 
Congress created Colorado territory out of  the western counties of  Kansas. 
in spite of  the need for gold to support the Civil War effort and the influx of  
miners to the area, investment in Colorado progressed slowly until the con-
clusion of  the war. However, a few visionaries saw the great potential of  the 
future state and began laying the groundwork to build Colorado territory.

rapid growth during the 1870s and into the 1880s helped american invest-
ments become quite lucrative for British investors, particularly in Colorado. 
for decades, devastating fires were commonplace in urban centers around 
the country. in response to a fire that gutted much of  denver in 1863, the city 
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adopted building codes that outlawed fire-prone building materials, thereby 
protecting real estate investments. those codes made loans on denver prop-
erties particularly attractive to out-of-state mortgage investors.

in addition, an excess supply of  capital and a shortage of  investment 
opportunities in Britain during these decades added to the attractiveness of  
Us investments. the British and scots held over 1,000 small loans in indiana, 
Minnesota, iowa, dakota, and Kansas. average loans ranged in value from 
$300 to $600 and were placed at 7 percent to 8 percent interest. By today’s stan-
dards, these loans would fall under the category of  micro-finance and were 
the harbinger of  greater investments in the years to come.1 British investors 
also sought out Us government bonds yielding 7.5 percent compared with 
other foreign government bonds yielding only 4.4 percent. the performance 
of  Us railroad bonds also surpassed that of  those elsewhere in the world.2

thE Colorado mortgagE and invEstmEnt 
Company of london and statE BoostErism

on february 24, 1877, the Colorado Mortgage and investment Company of  
london (CMiC) registered in london as a joint-stock company under the 
British incorporation acts of  1862 and 1867. a joint-stock company is a business 
entity in which different amounts of  stakes or shares can be bought and owned 
by shareholders; it closely resembles today’s corporations and limited liability 
companies. according to the company’s first prospectus statement, CMiC’s 
primary purpose was to invest or lend money on real estate or on the first 
mortgage bonds of  railways and municipalities in Colorado. the company 
was also empowered to invest up to one fourth of  its subscribed capital in land 
and in developing properties it owned. Justifying the expansion into Colorado, 
the company’s 1877 prospectus hailed the state’s great potential for agriculture 
and stock raising, the opportunities for investing in land at favorable terms, and 
its mineral wealth, especially its extensive deposits of  high-quality coal.3 British 

1 Jackson, Enterprising Scot, 36.
2 ibid., 35.
3 Colorado Mortgage and investment Company of  london, Reports of  the General Meetings of  

the Colorado Mortgage and Investment Company of  London, Limited; the Denver Mansions Compa-
ny, Limited; and the Platte Land Company, Limited, vols. 1–11 (london: Colorado Mortgage and 
investment Company of  london, 1877), 4–5.
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investors in particular understood the importance of  coal to the industrial 
revolution—the fuel for steam engines to power railroads and factories, to 
produce heat and electricity.4 Without navigable rivers, Colorado would have 
to rely on railroads to transport all agricultural goods out of  the state and to 
receive the finished goods that would line store shelves. investment in land, 
agriculture, and railroads created a very promising business plan.

as a final lure to new investors the document also stated, “the climate is 
so healthful that Colorado has of  recent years been recommended by phy-
sicians of  the eastern states for persons in delicate health.”5 this and simi-
lar statements surely contributed to the immigration of  many individuals 
suffering from tuberculosis and other respiratory diseases and spawned the 
building of  sanitariums to treat the unfortunate. lawrence Phipps, a for-
mer partner of  andrew Carnegie, was among the tuberculosis patients who 
sought treatment in denver. He went on to represent Colorado in the Us 
senate from 1919 until 1931 and sponsored the construction and operation 
of  denver’s agnes Memorial sanitarium for the treatment of  Pulmonary 
tuberculosis. the army air Corp later acquired the sanitarium site for a 
training base and renamed the property lowry field, later known as lowry 
air force Base. following its official closing in 1994, lowry has become one 
of  denver’s most desirable in-fill neighborhoods with shopping, a commu-
nity college campus, and recreational amenities, to say nothing of  its Wings 
over the rockies air and space Museum.

sponsored by people of  faith, the sanitariums of  yesteryear exist today as 
some of  the region’s premier hospitals. the sisters of  Charity of  leaven-
worth, Kansas, founded st. Joseph Hospital in 1873—perhaps the old-
est hospital in denver. another early healthcare facility in the city was st. 
luke’s Hospital, opened by the episcopal Church in 1881. initially built and 
funded by denver’s Jewish community, the nondenominational national 
Jewish Hospital for Consumptives (tuberculosis patients) received its first 
patient on december 10, 1899. Known today as national Jewish Health, it 

4 thomas G. andrews, Killing for Coal: America’s Deadliest Labor War (Cambridge, Ma: Harvard 
University Press, 2008), 25–26.

5 Colorado Mortgage and investment Company of  london, Prospectus Statement (london: Colo-
rado Mortgage and investment Company of  london, ca. 1877), 2.



44 westwArd exPAnsion And eArly mortgAge bAnking develoPment

enjoys a worldwide reputation for treating patients with respiratory dis-
eases. Many others, including today’s swedish and lutheran Hospitals, were 
founded under similar circumstances.

Most of  these facilities were financed by charitable contributions; how-
ever, as the region grew, many institutions received financing from private 
contributors. later, mortgage bankers such as Wheeler Kelly and Hagny 
investment Company provided bond financing for the building of  hospitals 
in Kansas. similar financing methods were obtained by mortgage bankers in 
Colorado. aksel nielsen and robert G. Boucher of  the Mortgage investment 
Company served on the board of  Presbyterian Hospital. Boucher was on the 
board that negotiated the merger of  Presbyterian and st. luke’s Hospitals 
and the sale to Health one in 1992.6 Proceeds from the sale formed the 
Colorado trust foundation, which supports a wide variety of  health initia-
tives across Colorado.

although not directly involved, the contributions of  investment capital-
ists such as CMiC to the region’s early development created a catalyst for 
these charitable organizations to serve the citizens of  Colorado. the mort-
gage banking industry’s interest in hospitals led it to continue to use pro-
grams such as the federal Housing administration (fHa) and Ginnie Mae 
as financing tools. the industry urged the Colorado legislature to create the 
Colorado Health facilities authority in 1977 to provide a means for public 
and nonprofit healthcare facilities to access tax-exempt financing.7 fred Kirk 
of  United Mortgage Company served on the board and Morris Mcdonald, a 
former chief  operating officer of  United Mortgage, acted as financial adviser 
to the authority.

JamEs duff, Colorado’s first mortgagE BankEr

the CMiC clearly performed all the functions of  a mortgage banker, as stated 
in its initial prospectus. However, it also performed in much the same man-
ner as today’s investment banking/private equity firms and real estate invest-
ment trusts. the company acted not only as a first mortgage lender but also 
as a direct owner and developer of  real estate. furthermore, the company 

6 Historical information for the hospitals was acquired from their websites. see the bibliography.
7 Colorado Health facilities authority, “overview,” accessed July 27, 2015, http://www.cohfa 

.org/overview.html.
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empowered its general manager in Colorado, James duff, with broad discre-
tionary powers to make investments on CMiC’s behalf.

duff arrived in denver from forfarshire, scotland, to serve as the com-
pany’s first manager in 1877. sophisticated, cautious, and formal in bearing, 
he had made an earlier trip to denver before accepting the position with 
the British investment group.8 Upon returning to denver to assume his new 
position, duff found that the landscape had changed and many more oppor-
tunities existed than he had originally imagined.

By today’s definition, duff should certainly be recognized as Colorado’s 
first mortgage banker. While taking advantage of  the investment value of  
prudently underwritten farm mortgages, he executed a more diversified 
business model than most other mortgage investment managers. He broad-
ened the company’s investments to include railroads, canals, and urban real 
estate. duff ’s skill set included the ability to analyze railroad companies 
and their investments. through him, on behalf  of  its British investors, the 
company indirectly financed the denver and rio Grande railroad Company 
by purchasing its bonds. one of  CMiC’s subsidiaries, the denver Mansions 
Company, undertook the development of  the Windsor Hotel and the Barclay 
Block office building on larimer street that housed the CMiC offices as well 
as the Colorado legislature until completion of  the capital building. the 
Platte land Company and the larimer and Weld irrigation Company were 
just two of  several CMiC affiliates responsible for rural land and water proj-
ects in northern Colorado. the company entrusted duff with assessing the 
potential profitability of  each of  these investments and, if  approved by the 
board of  directors, with the oversight of  every endeavor undertaken during 
his time in Colorado.

duff also reached out to other investment companies to partner with 
CMiC on select projects. the dundee land investment Company, founded 
in 1878, declined an offer to join the CMiC in financing a Platte land Company 
project. the plan included the purchase of  300,000 acres of  land in northern 
Colorado from the Kansas Pacific and denver Pacific railroads, construction 
of  a canal system to irrigate the land, and finally the sale of  farmlands served 
by the system. declining the offer meant the dundee land investment 
Company passed up the opportunity to invest in some of  the most productive 

8 Jane e. norris and lee G. norris, Written in Water: The Life of  Benjamin Harrison Eaton (athens: 
swallow/ohio University Press, 1990), 125.
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farmland in america.9 the dundee Company may have decided that the risk 
level associated with the project was too high, or it may have decided that 
there was no need to expand into Colorado when it was enjoying continued 
success in the Pacific northwest.

Contemporaries described duff as an energetic and enterprising man who 
quickly earned the respect and friendship of  many in the denver business 
community. in his obituary published on april 19, 1900, the Denver Republican 
quoted duff ’s friend Hugh Butler, who described duff as a man who thought 
more about denver’s interests than anyone else of  his time. duff imagined 
denver as a great city in need of  the same high-quality amenities found in 
other great cities around the world.

a true visionary, duff ignored the naysayers who claimed his plans for the 
Windsor Hotel were overly ambitious, that it was too big and could not turn a 
profit. a denver Mansions Company project, the Windsor opened in 1880 as 
the city’s first luxury hotel. duff reportedly paid $100,000 for the hotel’s site, 
which included nine city lots. He spent an additional $350,000 to build the hotel. 
duff was committed to building a first-class facility with modern conveniences 
of  hot and cold running water, elevators, and an adequate sewage system.

Upon its completion, duff turned the management of  the hotel over to the 
Colorado firm tabor, Bush, and Hall. Horace tabor, Colorado’s silver King, 
had amassed a fortune from his mines in leadville. that wealth allowed him 
to invest in equally lucrative real estate ventures. tabor and his partners spent 
an additional $200,000 to get the Windsor in running order, a risky venture for 
a city with a population of  just 36,000 in 1880. over the years, guests included 
four presidents and numerous celebrities. one of  denver’s many urban leg-
ends tells of  a tunnel beneath eighteenth street that connected the hotel to 
the Barclay Block. Guests utilized the tunnel to move unseen between the 
Windsor and the spa and steam baths housed in the Barclay Block building. in 
the late 1950s, documentation provided by the Public service Company and 
the Mountain states telephone Company validated the presence of  this and 
several other tunnels beneath denver’s streets.10

duff ignored similar pessimistic prophecies about the Barclay Block 
office building; after completion, it housed the offices of  CMiC and other 

9 Jackson, Enterprising Scot, 30–32.
10 louisa W. arps, Slices of  Denver (denver: sage Books, 1959), 142–43.



47Mortgage Banking in Early Colorado

businesses as well as the Colorado legislature for over a decade until con-
struction of  the Capitol Building reached completion. His optimistic vision 
about the future of  denver never faded.

duff was also a visionary about the potential of  Colorado agriculture. it 
appeared obvious to him at the time that for Colorado and the City of  denver 
to prosper, the economy needed a strong agricultural component. for that to 
develop, water had to be delivered to more land. His involvement in financing 
irrigation projects in arapahoe, Weld, and larimer Counties proved instru-
mental in the success of  the region’s farms.11 He found good fortune and a 
strong partner in Benjamin H. eaton, who later became Colorado’s fourth 
governor. eaton held contracts to purchase land adjacent to the denver Pacific 
railroad in larimer and Weld Counties. the two men saw the possibility of  
immense profits from the sale of  irrigated farmland. in 1879 they joined forces 
on construction of  the larimer and Weld Canal, also known as the eaton 
ditch, which diverted water from the Cache la Poudre river. When com-
pleted, it was the largest and longest irrigation canal in the state.12

the following year, CMiC created another subsidiary, northern Colorado 
irrigation, which built the less successful High line Canal project designed 
to transfer water from the south Platte river to nearby farmlands and dair-
ies. as conceived by duff and eaton and designed by edwin neddleton and 
elwood Mead,13 water for the canal was diverted by a rock dam into a tunnel 
and flume in the south Platte river Canyon.14 the canal transported water 
through the foothills and along the crest of  the south Platte river basin, 
which houses metropolitan denver. after traveling seventy-three miles, it 
completes its run in adams County near denver international airport.

even though the canal had the capability to distribute water to a large 
area, two elements conspired to limit the High line’s success. first, the Prior 
appropriation doctrine in the state’s constitution allowed for water usage 
based on time of  appropriation. those holding older rights to the water were 

11 the City of  denver and denver County were originally part of  arapahoe County. denver 
County was created in 1905 by carving out a portion of  arapahoe County.

12 norris and norris, Written in Water, 140–46.
13 Professor elwood Mead, a water and civil engineer, created the nation’s first civil engineering 

and irrigation course at the Colorado state agricultural College, now known as Colorado 
state University, in fort Collins.

14 norris and norris, Written in Water, 140.
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allowed their entire allotment before holders of  newer rights could use any 
water. second, winter snowpack fed the canal. during years of  low snowfall, 
very little water flowed into the canal. By midsummer, the water level in the 
canal could be measured in inches, too little to irrigate crops. on the back 
of  a 1938 photo of  the canal, a commentator and wandering photographer 
lamented the passing of  the High line Canal and its return to its desert roots.

However, Mead and neddleton’s engineering marvel has survived into the 
twenty-first century. When water levels allow, the High line Canal still pro-
vides water to over thirty customers of  the denver Water Board, including 
the historic fairmount Cemetery. today, the High line runs through seven 
political jurisdictions, provides a wide range of  recreational resources, and 
proudly carries the distinction of  a national Heritage trail. While many proj-
ects of  the CMiC and the denver Mansions Company have been razed and 
replaced, the High line Canal remains as physical evidence of  James duff ’s 
lasting legacy.

the water in the canal was instrumental in the development of  the 
Crest moor, Hilltop, and Montclair neighborhoods on the east side of  
denver. one of  the attractions of  these neighborhoods was their parks and 

The High Line Canal, Denver, 1938. Courtesy, History Colorado, Denver. 
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The original Denver Club building, which opened in 1889, sits in the foreground of  the 
Denver landscape near the turn of  the century. Courtesy, History Colorado, Denver. 

parkways, which would not have been possible without the High line. today, 
walkers, runners, cyclists, and others enjoy the trails that line many stretches 
of  the canal, and its vegetation provides habitat for an abundance of  birds 
and other wildlife.

a true mortgage banker, duff was one of  many individuals who became 
major civic leaders; their legacies are evidenced in the success and accom-
plishments of  Colorado’s major institutions, as well as many residential and 
commercial developments found throughout the state. as a charter member 
of  the denver Club, duff was instrumental in the construction of  the club’s 
original building at seventeenth and Glenarm streets. a beautiful red sand-
stone building, the structure was demolished in the 1950s. the new denver 
Club Building, a twenty-plus-story office building constructed by John 
Murchison, an oil man from texas, now occupies the site. to induce the 
club to sell the property, Murchison gave it a ninety-nine-year lease for the 
two top floors of  the building, which command a majestic view of  the front 
range and the rocky Mountains looming in the background.

duff ’s visionary community involvement and the broad scope of  his 
investments on behalf  of  CMiC helped establish denver as the financial 
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center of  the rocky Mountain region, a position the city maintains over a 
century later.

othEr invEstors and thEir historiC dEnvEr propErtiEs

second only to his friend James duff, Henry r. Wolcott became one of  Colo-
rado’s most prominent and influential mortgage bankers, importing vast 
amounts of  capital. after arriving in the state in 1869, he quickly became 
involved in mining, holding management positions at several smelters—includ-
ing the argo smelter—before becoming treasurer of  the Colorado smelting and 
Mining Company. His mining expertise led to his serving as vice president of  
the Colorado fuel and iron Company owned by the rockefeller family, which 
owned and operated numerous coal mines across the state. By the mid-1870s 
he also sat on the board of  directors of  the equitable life assurance society 
of  the United states (equitable) and represented the company as agent for its 
Colorado investments. He also spent a decade as vice president of  the first 
national Bank of  denver. those positions solidified his connections with the 
new york financial community and enabled him work with david H. Moffat 
to obtain the necessary financing for the construction of  two of  denver’s iconic 
buildings, the Boston Building and the equitable Building. Construction of  the 
equitable Building at seventeenth and stout streets required an investment by 
the company of  $1.5 million. the building still stands and remains the corner-
stone of  denver’s seventeenth street financial district.15

Wolcott’s civic involvement included joining James duff in founding the 
denver Club; he became its first president. Wolcott also became involved in 
state politics, representing Gilpin County in the state senate at the same time 
his brother edward was representing Clear Creek County. Wolcott’s many 
endeavors made him instrumental in the development of  denver real estate 
and Colorado’s economy during the closing decades of  the nineteenth cen-
tury into the early years of  the twentieth century.

david H. Moffat was another of  the earliest and most important contribu-
tors to the development of  Colorado. in financial circles, Moffat was almost a 
mirror image of  Wolcott. Both held pivotal positions with the first national 
Bank of  denver (first national), which served as the bank for CMiC and 

15 lyle W. dorsett and Michael McCarthy, The Queen City: A History of  Denver, 2nd ed. (Boulder: 
Pruett, 1986), 71–75.
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continued to be the principal bank for the mortgage banking industry in 
Colorado through the 1990s. like Wolcott, Moffat also served as a director of  
the equitable life assurance Company. as a major stockholder of  equitable, 
he almost certainly joined Wolcott in obtaining mortgage financing from 
the company for multiple denver-area developments and in the company’s 
decision to not only open an office in denver but also to build the impres-
sive equitable Building. a few years after its completion, Moffat followed 
other distinguished local businesses by relocating first national Bank to the 
equitable Building.16

Moffat’s collaboration with others in addition to Wolcott contributed 
greatly to the growth of  Colorado. He joined forces with former territorial 
governor John evans in spearheading the construction of  a rail line in 1869 
that connected denver to the Union Pacific railroad by way of  Cheyenne, 
Wyoming. He also partnered with Jerome B. Chaffee,17 investing in and assum-

16 Kathleen Barlow, “spirits and scandals on 17th and stout streets,” Center for Colorado and the 
West at auraria library, accessed february 5, 2015, https://coloradowest.auraria.edu/content 
/equitable-building.

17 Chaffee became one of  the first Us senators to represent Colorado after it achieved statehood; 
he served from november 1876 until March 3, 1879.

The Equitable Building, ca. 1900, has changed very little over its 120-year history. Courtesy, 
Denver Public Library. 
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ing oversight responsibilities for over 100 gold, silver, and coal mines across 
the state.18 Moffat’s excellent stewardship of  first national as its cashier, a 
position he assumed in 1867, led to his succeeding Chaffee, the bank’s first 
president, in 1880; he held the position for nearly thirty years. Under Moffat’s 
guidance, the bank selectively invested in mining, railroads, real estate, and 
other ventures—enabling the bank and its investors to weather the financial 
crisis of  1893 and the silver crash that crippled Colorado’s economy.

Many east Coast investors joined CMiC and the others in their rush to 
invest in Colorado during the last quarter of  the nineteenth century. denver 
proved an especially attractive market. andrew Morrison’s 1890 regional 
economic report estimated that in 1888 the industry imported $19 million in 
mortgage activity. the report favorably compared denver real estate with 
real estate in Kansas City, Minneapolis, and st. Paul. the real estate firm of  
John M. Berkey, established in 1870, brought a significant amount of  eastern 
capital to denver. the oldest active real estate firm in the state at the time 
of  the 1890 report, its investors provided $400,000 for development of  the 
Boston Block at seventeenth and Champa streets.19 for many years the build-
ing headquartered the city’s most influential investment banker and stock-
broker, Boettcher and Company. today, much of  the Boston Block has been 
converted into loft apartments, a transformation financed by the Colorado 
Housing and finance authority. the beautiful Mining exchange Building, 
financed and built by equitable in 1891 at fifteenth and arapahoe streets, was 
razed during the skyline Urban renewal Project of  the 1960s and 1970s. the 
sandstone and granite landmark of  the mining heritage was replaced by the 
Brooks towers Buildings, also financed by equitable.

the legacies of  numerous investment companies and individuals can be 
found throughout denver. they have survived the economic stresses of  
depressions, wars, and urban renewal. Many are included on the national 
register of  Historic Places. among them, Morrison’s report discusses 
the Chamberlain observatory in observatory Park, now owned by the 
University of  denver. financed by the Chamberlain investment Company, 

18 Colorado Business Hall of  Fame: David H. Moffat, Junior achievement–rocky Mountain inc. and 
the denver Metro Chamber of  Commerce, accessed september 14, 2014, http://www.colora-
dobusinesshalloffame.org/david-h-moffat.html.

19 andrew Morrison, ed., The City of  Denver and State of  Colorado (st. louis: Geo. engelhardt, 
1890), 52.
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at the time it was “the highest station of  its kind on earth.”20 eastern cap-
ital financed both the Masonic temple, built in 1889 for $250,000, and the 
Kittredge Building, built in 1891 for $200,000. trinity United Methodist 
Church, at the corner of  eighteenth street and Broadway, cost $250,000 
to construct in 1888. each of  these buildings demonstrates a belief  in the 
permanence and potential of  denver and Colorado that engulfed investors 
during the closing decades of  the nineteenth century.

However, only Henry Cordes Brown’s beliefs matched the vision of  
James duff. Brown arrived in denver in 1860 and almost immediately began 
purchasing property. over the years he accumulated a vast fortune by sell-
ing his real estate investments as they appreciated in value. His stalwart 
faith in Colorado prompted him to donate to the state the land on which 
the state Capitol building now stands. But his legacy is best demonstrated 
by the iconic Brown Palace Hotel. Begun in 1888, the same year trinity 
United Methodist Church held its first services, Brown invested $1.6 million 
constructing the luxury hotel, which took four years to complete. He spent 
another $400,000 in furnishings, bringing the total cost to $2 million, an 
astronomical sum for the time. Brown would be pleased to know that his 
hotel continues to maintain its reputation as one of  denver’s most presti-
gious luxury hotels and that it, too, is included on the national register of  
Historic Places.21

the year 1888 was significant for another reason. not only were several his-
toric buildings either completed or under construction in denver and the city 
achieved a record dollar volume in mortgage investment, but 1888 marked the 
founding of  the denver real estate exchange. eventually evolving into the 
denver Board of  realtors (dBr), the organization functioned “for the pur-
pose of  regulating sales, exchanges and loans, and other real estate transac-
tions.”22 twenty years later its national counterpart, the national association 
of  real estate exchanges, opened its doors. it adopted its current name, the 
national association of  realtors (nar), in 1974. since its inception, the orga-
nization has contributed immensely to the development of  the real estate and 

20 Morrison, City of  Denver, 40.
21 “an exceptional Heritage among denver luxury Hotels,” the Brown Palace Hotel and spa, ac-

cessed february 8, 2015, http://www.brownpalace.com/about-the-Brown/from-the-archive.
22 dorsett and McCarthy, Queen City, 69–75.
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mortgage lending industries. in 1913 it adopted a Code of  ethics.23 during 
the 1930s the national association of  real estate Boards established the 
american institute of  real estate appraisers and the institute of  real estate 
Management to provide industry education and respond to the problems cre-
ated by the Crash of  1929 and the subsequent Great depression. evolving out 
of  the real estate and mortgage lending industries of  the nineteenth century, 
both the dBr and the nar continue to provide member support and training 
in state-of-the-art practices for all facets of  the real estate industry.

23 national association of  realtors, Realtors® Celebrate 100 Years of  Professionalism in Real Estate, 
november 7, 2013, accessed May 5, 2014, http://www.realtor.org/news-releases/2013/11 
/realtors-celebrate-100-years-of-professionalism-in-real-estate.
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thE thrift industry

While the roots of  the american mortgage banking industry lie in agricul-
tural lending, individuals and ethnic and social organizations funded most 
residential mortgage loans after the Civil War up until the savings and loan 
crisis in the late 1980s. to a large extent, these mutual organizations emulated 
similar institutions founded in Great Britain during the eighteenth century 
as part of  the self-help movement. Homeownership and thrift were seen as 
ways to improve the lives of  working-class men and women and to alleviate 
the social ills brought about by the industrial revolution. another outgrowth 
of  the social reform movement was the creation of  the mutual savings bank 
in 1804.1

Colonial america did not need a home mortgage finance system. land 
was cheap, if  not free, and building materials were readily available. during 
the first industrial revolution in the early nineteenth century, however, the 

1 Mason, Buildings and Loans, 12–15.
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need for housing for the expanding populations of  cities like new york and 
Philadelphia outstripped the ability of  private sources to meet the demand.2

responding to the need, in 1816 the Philadelphia savings fund society—
the first Us mutual savings bank—was founded. the society became the 
largest of  these thrift organizations in the country and lasted into the 1990s. 
other early mutual savings organizations include emigrant savings Bank, 
founded in 1850 in new york, and the Harlem savings Bank, now known as 
apple savings Bank, which followed in 1863. these organizations supplied 
large sums of  mortgage capital in their communities in the east by gather-
ing and investing the savings of  their members, many of  whom were work-
ing-class laborers. later, when northeastern states became capital-surplus 
areas, they also became large purchasers of  mortgages in the West when 
changes to their charters and regulations allowed them to invest out of  state. 
the structure of  the mutual savings bank as a cooperative institution served 
as a blueprint for the formation of  the nation’s building and loan societies, 
savings and loan associations, and other thrift entities in that all of  these 
organizations are owned by their depositors.

Colorado’s building societies began to emerge in the 1880s. two of  the ear-
liest were the denver Home and savings association and the Capital Building 
and loan association. the depositors owned both of  these mutual associa-
tions. these organizations became major lenders in working-class neighbor-
hoods, such as the communities developed along south Broadway in denver. 
two classes of  membership existed in these early building societies: depos-
iting members and borrowing members. shareholders owned the assets on 
a pro rata share basis. furthermore, a weekly payment of  twenty-five cents 
per share of  stock owned was required from depositing members; dividends 
were distributed semiannually. loans, based on the available accumulated 
deposits, were issued only to borrowing members. all loans required review 
and approval by the societies’ trustees.

Colorado’s most revered building and loan association had its roots in the 
ethnic communities of  Central City and denver. in april 1885 three building 
societies—the albion, Cambrian, and Caledonian—composed of  english, 
Welsh, and scottish members, met and agreed to form the Cooperative 
Building and loan association. a significant contributor to the association’s 

2 ibid., 20.
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early success was its relationship with employees of  the argo smelter and 
other workers in the north denver neighborhood. argo smelter had an 
employee payroll withholding savings plan designed to help workers pur-
chase a home.3 david seerie received the first loan from the association for 
$1,000 at 9 percent interest. typically, the association funded loans for bor-
rowers like seerie in amounts up to 60 percent of  the value of  the property.

in 1934, two years after the founding of  the federal Home loan Bank 
system, the Colorado Building and loan association received denver’s first 
federal savings and loan charter, triggering a name change to first federal 
savings and loan association of  denver. the organization survived panics, 
the Great depression, multiple wars, and the collapse of  the savings and 
loan industry in 1988–89. only three presidents led first federal: its founder, 
Joseph Collier; his son; and later his grandson, Malcolm “Bud” Collier. the 
company’s lending strategy focused on the origination of  mortgages for tra-
ditional one- to four-family residential properties, limited multi-family resi-
dences, and a small number of  commercial real estate loans within its market 
areas. first federal’s officers and directors frequently spent their saturdays 
participating in neighborhood events and festivals. the development of  
close relationships with its borrowers and active participation in community 
events across its market combined with conservative underwriting standards 
to create an effective risk management tool for the company. the institution 
retained its management, even though it changed names and operating sta-
tus twice before being sold to Commercial federal savings and loan in 1998.4 
Commercial federal has since been sold to the California-based and french-
owned Bank of  the West.

By the 1950s, many of  the ethnic societies had disappeared. one that 
remained active into the 1970s served denver’s slovenian community. like 
first federal, it was located on West thirty-eighth avenue. the organiza-
tion provided small first and second mortgages to its members. denver also 
had an african american thrift, equity savings, located for many years in 
the north Park Hill neighborhood. Credit unions are similar in structure, 

3 l. B. reed, The First Hundred Years: A History of  Federal Savings Bank and Its People since Its Orga-
nization on April 25, 1885 (lakewood, Co: first federal savings Bank, 1985), 3.

4 in 1983, the change from a savings and loan association to a federal savings bank resulted in 
the adoption of  first federal savings Bank of  Colorado as the company’s name. in 1995 it was 
renamed first federal Bank of  Colorado.
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but until recent years they were not major mortgage lenders because of  
their limited size. one exception was Pueblo’s Mount Carmel Credit Union, 
a significant lender that provided mortgages for steelworkers employed by 
Colorado fuel and iron.

in 1966, while denver was experiencing a minor foreclosure crisis result-
ing from cutbacks at the Martin Company—a national leader in aerospace, 
cement, aggregates, electronics, and chemicals industries—the first round 
of  disintermediation occurred. disintermediation happens when funds from 
one financial instrument, attracted by a higher rate of  interest or other more 
favorable terms, flow to another financial instrument. When the rate on Us 
three-month treasury notes rose above 4 percent, funds began to move from 
insured accounts to Us treasuries.5 this event was considered a major disrup-
tion in 1966. even though the denver housing economy took additional time 
to recover, this move in the market would pale in comparison to the levels 
of  disintermediation created by the high rates of  inflation that resulted in 
mortgage rates as high as 17 percent during the 1980s.

this asset liability mismatch problem lasted through the end of  the 1980s 
and became a major contributing factor in the collapse of  the savings and 
loan industry. despite various reforms to mitigate the effect of  the Us 
treasury as a competitor to local banks and savings and loans, the die was 
cast. the treasury’s 1968 decision to issue thirty-year bonds caused the desta-
bilization of  the asset base. the unintended consequence was the destruc-
tion of  the value of  the savings and loans’ portfolios; bonds were considered 
a better investment, so depositors moved their funds from thrifts to invest in 
thirty-year bonds. Consequently, between 1986 and 1995, almost a third of  all 
thrifts failed.6

trust Company aCtivitiEs

there has been little examination of  the role trust companies played in the real 
estate finance industry. during the 1890s, trust companies emerged as a finan-
cial intermediary in Us capital markets. trust companies took on multiple 

5 richard K. Green and susan M. Wachter, “the american Mortgage in Historical and interna-
tional Context,” Journal of  Economic Perspectives 19, no. 4 (2005): 97–100.

6 timothy Curry and lynn shibut, “the Cost of  the savings and loan Crisis,” FDIC Banking 
Review 13, no. 2 (2000).
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roles. they served as banks, insurance underwriters, mortgage bankers, bond 
underwriters, and document custodians in addition to functioning as devel-
opers and managers of  real estate. their unique position resulted from the 
restrictions on real estate lending placed on national banks by the national 
Banking act of  1864. in combination with the national Banking act of  1863, 
the primary goals of  the acts were to establish a system of  national banks 
and a national currency.7 But the 1864 act also severely limited the activities 
of  national banks regarding real estate transactions and the holding of  mort-
gages. later, as regulations began to change and evolve, banks continued to 
possess very limited real estate powers and in fact were unable to match short-
term, volatile deposit liabilities with long-term fixed-rate mortgage assets. for 
the most part, these trust companies and state-chartered banking institutions 
catered almost exclusively to a wealthier clientele.8

Controversy surrounding the role of  trust companies stretches back almost 
to when they entered the market in the 1890s. according to economic histo-
rian larry neal, once trust companies gained the authority to receive depos-
its and invest in securities on behalf  of  their clientele, they began to move 
away from their traditional lines of  business—life insurance, fire insurance, 
safety deposits, and title insurance. neal cited alfred B. noise’s argument 
that the expansion of  trust company activities occurred because the number 
of  national banks, while increasing, was still insufficient to handle the rapidly 
expanding volume of  trade. noise also commented on the fact that trust 
companies paid interest on their clients’ deposits while banks did not.9

additional concern about trust companies arose because many felt their 
reserves were insufficient to withstand an economic recession. However, 
during this period, many of  the larger money center–based trust companies 
had a stronger capital structure than did some national banks.10 But even 
with the creation of  new financial instruments such as commercial paper 

7 edward flaherty, “national Banking acts of  1863 and 1864,” in American History: From Revolu-
tion to Reconstruction and Beyond, accessed May 9, 2014, http://www.let.rug.nl/usa/essays 
/general/a-brief-history-of-central-banking/national-banking-acts-of-1863-and-1864.php.

8 larry neal, “trust Companies and financial innovation, 1897–1914,” Business History Review 45, 
no. 1 (1971): 35–36.

9 ibid., 38.
10 Money centers are locations in cities such as new york, Boston, and london, where major 

investment companies, banking institutions, and corporations are headquartered or maintain 
offices. Wall street is the money center of  new york.
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(short-term loans of  thirty–ninety days) to meet the credit needs of  a grow-
ing economy, some trust companies failed during the Panic of  1907 while 
others adapted their business practices and survived.11 Chicago title and 
trust Company was one of  the companies that elected to remain in the title 
insurance business, continuing as one of  the nation’s leading title insurance 
companies until the merger mania of  the early 2000s. in the 1970s, Chicago 
title purchased Kansas City title and trust, the company responsible for 
the Us supreme Court decision that validated the constitutionality of  gov-
ernment-sponsored enterprises. However, one company that does continue 
today began as the Wheeler Kelly and Hagny Company (WKH).

WhEElEr kElly and hagny invEstmEnt Company

in 1894, Howard Wheeler founded the WKH in Wichita, Kansas. established 
only twenty-one years earlier, Wichita already had a reputation as a cattle 
and railroad town. against that background, the company soon became one 
of  the leading firms in Kansas, specializing in mortgage financing, real estate, 
and insurance. Wheeler based his company’s success on excellent customer 
service and the relationships he built with clients based on trust. the com-
pany’s first customer wanted to secure a $500 first mortgage, but WKH did 
not have enough money to fund the loan. determined to satisfy his clients’ 
needs, Wheeler quickly solicited several potential private investors. He found 
one individual who agreed to purchase the loan, and the transaction closed 
the following day. satisfying his clients’ needs was tantamount to Wheeler’s 
success then and continues to be an integral component of  the company’s 
business plan today.

WKH participated fully in Wichita’s economic development. as the com-
pany grew over the years, a number of  prominent community members 
invested in it. Because Wheeler had been chosen by so many citizens of  
Wichita as their trustee to advise them on an array of  financial matters and 
there was an attendant demand for trust services, the company reorganized 
as Wheeler Kelly and Hagny investment Company. Having survived the 
Great depression, two world wars, and the Korean conflict, the company liq-
uidated its trust business in 1953 to focus on its real estate and mortgage facets. 

11 neal, “trust Companies,” 39–40.
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eventually, the company sold its mortgage banking division to Boatman’s 
Bank, and it was later purchased by Bank of  america.

the continuing theme is the role mortgage bankers played in the eco-
nomic and cultural expansion of  their communities. not only did they 
import investment capital, but many, much like James duff in Colorado, 
became significant community leaders. Wheeler contributed his energy and 
leadership skills to the founding of  the Wichita Chamber of  Commerce. as a 

Wheeler Kelly and Hagny’s professionally produced brochures demonstrated 
the scope of  the company’s business, generating confidence among its 
clients regarding the company’s capabilities and the scope of  its projects. 
Courtesy, Wichita [KS] Historical Society. 
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mortgage banker committed to economic development, he also spearheaded 
the building of  the municipal airport and helped bring four aircraft compa-
nies—Cessna, Beech, Boeing, and stearman—to Wichita.

typical of  trust and investment companies at that time, WKH issued 
bonds in various denominations to multiple investors to finance numerous 
structures in the city, including the Union national Bank Building. these 
mortgage bonds also funded construction of  the Criterion theater in 
oklahoma City. the company established a correspondent relationship with 
the Prudential life insurance Company of  america (Prudential). through 
WKH, Prudential placed a $600,000 loan on the Hillcrest Homes apartment 
project, a ten-story development in downtown Wichita. as with many insti-
tutions of  its kind, the trust and confidence WKH cultivated with its inves-
tors enabled it to finance a wide variety of  projects. the company arranged 
for the financing of  Wesley Hospital in addition to many Catholic hospitals 
and parochial schools. one such project was st. Mary’s Hospital in Winfield, 
Kansas, operated by the sisters of  saint Joseph. the company’s home mort-
gage division also financed a number of  Wichita’s finest neighborhoods 
before the advent of  fannie Mae, freddie Mac, or the federal Housing 
administration (fHa). earning the trust and confidence of  investors allowed 
companies such as WKH to grow.

the Great depression of  the 1930s created havoc in the industry. notwith-
standing the low loan-to-value ratios of  many mortgages on farms, commer-
cial properties, and homes, even borrowers with proven capital, character, 
and capacity were forced into foreclosure. investors realigned their rela-
tionships with their mortgage correspondents. investors such as Prudential 
sought out individuals from among their correspondents, including employ-
ees of  WKH such as my father, who possessed the knowledge necessary to 
manage real estate—to negotiate workout terms, loan modifications, and 
deferred payment plans to protect the investors’ interest while still aiding 
the borrower.

Colorado trust CompaniEs

from the 1880s into the twentieth century, Colorado, like Kansas, benefited 
from a number of  vibrant trust companies. during the 1880s and 1890s a num-
ber of  such organizations operated in denver. little detail is known about 
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these companies, but they performed many of  the same functions as WKH. 
one of  the more prominent denver firms, the equitable loan and trust 
Company, acted as a receiver, guardian, trustee, and executor as well as an 
asset/property manager for its clients. the firm received deposits and made 
loans. However, it was equitable’s chief  business of  making first mortgage 
loans that contributed significantly to improving denver real estate. the firm 
claimed a unique advantage over both local and eastern investors because its 
mortgages had a principal note and interest coupons similar to a corporate or 
municipal bond. the investor would “clip the coupon” and deposit it with the 
trust company to be converted to cash.

Many of  the city’s early leaders were involved directly or indirectly with 
other enterprises in the region. they participated in developing financial 
institutions, transportation companies, water companies, cultural and civic 
institutions, and real estate. H. B. Chamberlain served as president of  both 
equitable and the Chamberlain investment Company, a loan agent for eastern 
investors. Best remembered for his donation of  the Chamberlain observatory 
to the University of  denver, Chamberlain also became involved with the 
denver Chamber of  Commerce and the denver real estate exchange.12

By 1890, denver had emerged as the financial center of  the rocky Moun-
tain West. With the Mining exchange, six national banks, and one state 
bank already in existence, the denver real estate exchange found its foot-
ing in 1888 along with four building societies and several trust companies. 
investment capital was finding a welcome home in the state. Money was 
coming into Colorado on a scale that matched its awe-inspiring mountains.

in Colorado as well as Kansas, many banks acted as agents for mortgage 
investors. in addition, most real estate firms also performed as mortgage 
agents. Morrison’s 1890 report listed twenty-five such firms.13 Many of  these 
banks and business firms had officers and directors who engaged in the same 
or other business activities with affiliated enterprises. the anthony, landon, 
and Curry abstract Company, founded in 1867, provides another example of  
these interlocking relationships.

as the name implies, the anthony, landon, and Curry abstract Company 
performed all of  the above duties in addition to offering the services of  a 

12 Morrison, City of  Denver, 39.
13 ibid.
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mortgage banker. in 1952, the separation of  its title and mortgage divi-
sions resulted in the creation of  the Mortgage investment Company of  
denver; the landon abstract Company survived into the 1970s as the title 
Guaranty Company. the Mortgage investment Company became an indus-
try leader for many decades and produced three national presidents of  the 
Mortgage Bankers association (MBa). it was sold to the first national Bank 
Corporation in the late 1960s.

an abstract company performed a critical role in real estate transactions. 
typically, an attorney or licensed abstractor searched title histories in the 
office of  the county clerk and recorder. that person provided a “title opin-
ion,” an abstract or summary report of  the chain of  title, thereby giving a 
legal opinion and advice to the principles of  the transaction regarding any 
break in the chain of  title or other imperfections. for example, an imperfec-
tion might be the failure to record a deed transferring a property to a new 
owner. the abstractor listed all of  the mortgages recorded against a property 
and, if  those mortgages had been paid off, verified that a “release” had been 
properly documented and that the seller was giving a good and merchant-
able title.14

the terms title company and abstract company are essentially synonymous. 
the term title company came into use when abstractors became agents for the 
title insurance underwriters who provided insurance against any defect or 
oversight in the search process. Generally speaking, real estate attorneys han-
dled the closing of  real estate transactions and the title insurance protected 
both the new owner and the lender. today, title companies not only write 
title insurance but also provide a menu of  closing and settlement services to 
the parties in real estate transactions.

other trust companies such as the dC Burns realty and trust Company 
also survived into the late twentieth century. a major mortgage banker, 
developer, and builder in denver, dC Burns realty and trust Company is 
best remembered for the Burns Better-Built Bungalows developments in 
southwest denver and aurora. these compact, two-bedroom homes had 
steeply pitched roofs covered with asphalt shingles. the exteriors were clad 
with clapboard siding, and a small concrete slab served as the front porch. 
Built on concrete slabs, the basic model did not include a basement, garage, 

14 ibid., 61.
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or attic. in addition to the bedrooms, the homes provided owners with a 
combination living-dining room, a kitchen with a small storage room/pantry, 
and one bathroom. it was the perfect starter home for veterans and other 
families in the early 1950s.15

franklin l. Burns built the dC Burns realty and trust Company into a 
major force in home building, real estate, and mortgage banking in denver. 
His uncle, daniel C. Burns, established the company in the 1890s. following 
his uncle’s death in 1939, franklin became executive vice president and suc-
ceeded to the presidency in 1942. over its history the company developed and 
built a total of  13,000 multi-family, single-family, and commercial projects at 
an estimated value of  $129 million16 in Colorado and surrounding states.17

Part of  the company’s long history and dedication to housing for low- and 
moderate-income families began in the 1920s. the idea started with a sav-
ings plan held by the company’s trust department in which the home buyer 
would agree to make regular weekly or monthly payments into a “home pur-
chase plan savings account” dedicated to the purchase of  a home. When the 
prospective home buyer had accumulated an amount equal to 10 percent of  
the purchase price for the down payment, Burns would finance the balance 
of  the purchase. the company created this program almost ten years before 
the fHa came into existence, with more generous terms than those that 
would be allowed by the fHa.18

dC Burns built its first speculative house in 1939 as the Great depression 
wound to a close. Consisting of  only 228 square feet, the cozy house con-
tained just two-and-a-half  rooms. Burns’s small-house concept targeted 
the lower-end market and entry-level homeowners with limited incomes. 
the house sold for $1,250. a later larger version, the “Handyman House,” 
expanded into four-and-a-half  room house or bungalow that came partially 
finished. Meeting fHa minimum property standards and quality were key 
components of  the organization’s success.19

15 nancy Muenker, Franklin L. Burns: Master Builder of  Denver, Builders series (denver: University 
of  denver, 1997), 9–11.

16 the date of  valuation was not given. it could have been as of  the publication date in 1997 or 
earlier.

17 Muenker, Franklin L. Burns, 4–5.
18 ibid., 7.
19 ibid., 6.
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to meet the needs of  returning veterans after World War ii, the company 
developed the Burns Brentwood subdivision in southwest denver. a buyer 
could use his or her G.i. Bill benefits to purchase a Burns home with a loan 
that required no down payment and only a small amount of  cash for clos-
ing costs. Best of  all, the loan structure provided low, affordable monthly 
payments. the company also developed and implemented a package mort-
gage program that included all of  the home’s appliances, including a Bendix 
washing machine. Burns stood at the forefront in the development of  such 
progressive mortgage loan programs. later, the company developed a home 
warranty and service program for its buyers.20

the company’s commercial developments include the Brentwood shop-
ping Center, a perfect compliment to its adjacent residential neighborhood. it 
also reserved a site across the street from the shopping center where lincoln 
High school now stands. in addition to its single-family residential and com-
mercial projects, the company built 500 multi-family units, including the 
Burns Montclair apartment complex and military housing at fitzsimmons 
army Hospital and lowry air force Base.21

after the 1980s the company focused its attention on commercial properties, 
including its signature property, the Hampton House apartments. renamed 
the Burnsley, the property operated as a boutique hotel until its sale in 2012, 
after which it converted back to high-end, upscale apartments. another part 
of  the company’s focus on commercial development involved construction 
of  an office building at eighth avenue and Grant street. Controversy sur-
rounded the project because it resulted in the 1972 demolition of  the historic 
Moffat Mansion, home to the pioneer railroad, mining, and banking family 
of  david H. Moffat.

one positive outcome of  the demise of  the Moffat Mansion was a greater 
awareness of  the need for historic preservation and the establishment of  
Historic denver, inc. the organization has been pivotal in the rescue and resto-
ration of  many of  denver’s iconic structures, including the Paramount theater.

Whether working with insurance companies, trust companies, or real 
estate developers, mortgage bankers have been instrumental in the growth 
of  communities large and small in Colorado and elsewhere. they are 

20 ibid., 7.
21 ibid., 6, 10, 13.
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responsible for bringing in the investment capital for the construction of  the 
buildings that house the places where we work and conduct business, the 
medical facilities we turn to for our healthcare, and the homes in which we 
live. Without mortgage bankers, only the extremely wealthy would be able 
to achieve the dream of  homeownership.
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estate Companies, and the Correspondent system
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as trust companies lost much of  their influence within the industry and real 
estate companies began their ascendancy as the originators and servicers of  
mortgages, the stronger, more diversified real estate firms began to cement 
their relationships with life insurance companies. the mortgage divisions of  
real estate companies provided a broad array of  services and expertise to insur-
ance companies. the most important functions were as mortgage loan corre-
spondents, appraisal services, real estate sales, and property management. for 
their part, the insurance companies provided a steady flow of  capital to fund 
real estate development and the mortgages of  countless homeowners.

insurance companies are regulated by the state government in which the 
company is domiciled. over the years, new york has maintained a reputa-
tion as a strict regulator. Until the 1890s, it prohibited resident companies 
from making investments outside the state except within a limited distance 
of  new york City. Conversely, early on Connecticut and Wisconsin enacted 
very liberal investment regulations. therefore, the majority of  Connecticut-
based insurance companies, as well as northwestern Mutual life insurance 
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Company of  Wisconsin (northwestern), had been funding mortgage loans 
in the Midwest and the West for decades. By 1898 other states relaxed their 
regulations, at which point the Connecticut- and Wisconsin-based companies 
found themselves competing against some aggressive newcomers. By 1910 
they, too, had developed strong correspondent relationships and were poised 
to take advantage of  the evolving farm mortgage market and the burgeoning 
urban market. a few insurance companies—the equitable life assurance 
society of  new york (equitable), northwestern, Connecticut General, and 
Prudential life—were particularly prominent in financing real estate mar-
kets in Colorado during this period.

northWEstErn mutual lifE insuranCE Company

Probably the largest insurance company to invest in Colorado mortgages 
beginning in the 1880s was northwestern Mutual life insurance Company. in 
1890 the company’s total loan portfolio nationwide amounted to $27 million. it 
also claimed direct ownership of  $1.25 million in real estate. the Hayden and 
dickinson Company, one of  the twenty-five real estate companies described 
in Morrison’s 1890 report on denver and Colorado, acted as northwestern’s 
Colorado loan agent and mortgage correspondent.1

in 1861, northwestern made its first loans of  $500 to $700 on several 
lots in downtown Milwaukee. the total size of  its portfolio at year’s end 
was $2,200 at an average interest rate of  10 percent. in 1863, the Wisconsin 
legislature relaxed its restrictions, allowing management to make loans 
outside Wisconsin. no doubt the Wisconsin insurance department had 
seen northwestern’s success in real estate lending within the state and 
had confidence in the company’s conservative and prudent management.2 
northwestern moved ahead cautiously, making its first out-of-state loan in 
indianapolis for $5,000. in 1865 it became licensed to sell insurance in Kansas 
and opened a sales office in Colorado the following year. By the end of  1868, 
northwestern maintained a mortgage portfolio in excess of  $1.5 million; 
urban real estate made up the majority of  its loans.3

1 Morrison, City of  Denver, 44.
2 Harold Williamson and orange a. smalley, Northwestern Mutual Life: A Century of  Trusteeship 

(evanston, il: northwestern University Press, 1957), 31.
3 ibid., 45.
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in 1874, northwestern held $74,300 in outstanding loans in Colorado. By 
1881, that number had grown to nearly $130,000, a considerable sum for the 
time. about 52 percent of  the loans were secured by urban properties; the 
balance were farm loans.4

northwestern’s management continued to see real estate as an attractive 
investment opportunity. as those opportunities grew, the company devel-
oped more formal policies and procedures to assure that the loans it under-
wrote were prudent investments. the company adopted the same loan pro-
cessing method described earlier. loan requests were submitted on forms 
provided by the company. Using the same process as the one employed by 
farm mortgage bankers, an appraisal including a valuation opinion by two 
responsible parties, as well as character and credit references on the bor-
rower, were required. typical mortgage loan parameters included terms of  
two to five years with interest collected semiannually. loans rarely, if  ever, 
exceeded 50 percent of  the value of  the property.5 yet it soon became obvious 
to the company’s management that allowing the life insurance sales force to 
originate loans created a serious conflict of  interest; loans could be made 
contingent on the purchase of  life insurance.

in 1872, northwestern experienced its first foreclosure in Kansas. Within 
eight years the special asset category (real estate taken back through fore-
closure) exceeded $1.5 million. Headline risk or bad publicity was as much a 
problem for investors in the 1870s as it is today. the company had employed 
prudent underwriting standards, but foreclosures inevitably appeared. the 
company’s management recognized this problem and clearly understood the 
principle that your first loss is your best loss, an understanding that proved 
valuable in the future.6

as a consequence, northwestern formed a special asset department to 
manage and liquidate defaulting mortgages.7 their long history of  manag-
ing credit quality in loan portfolios coupled with an understanding of  the 
principles of  managing different categories of  real estate differently firmly 
established northwestern and other life insurance companies as the primary 
long-term providers of  real estate capital. the knowledge and experience 

4 ibid., 78.
5 ibid., 44–47.
6 ibid., 74.
7 ibid., 77–78.
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gained by insurance companies over time enabled these firms to withstand 
the economic challenges of  wars and depressions, thereby benefiting not just 
their policyholders but the nation’s economy as well.

during the 1890s, the risk of  agricultural lending increased. the general 
volatility of  farmland prices and the operational risk of  each borrower, com-
bined with the difficulty of  anticipating “acts of  God,” caused many com-
panies to reduce their farm loan lending in the West. Consequently, some 
investors who elected to stay in farm mortgage lending demanded compen-
sation proportionate to the increased risk. this risk evaluation created 
interregional disparity in interest rates, length of  terms, and underwriting 
guidelines. these interregional disparities combined with global economic 
conditions to create discontent across the prairie and mountain states. that 
discontent led to some popular uprisings by the farmers’ alliances and 
members of  the Populist movement that contributed to the later creation 
of  the farm loan system.8

northwestern was among the first companies to build a formal corre-
spondent system, yet for many years the company successfully managed and 
supervised an informal network of  loan agents in its new territories. during 
the period 1877–78, the company began formalizing a method to acquire 
mortgage investments using a system of  loan agents in its territories. the 
company’s president, Henry Palmer, recognized the need for special exper-
tise and began searching throughout the company’s current lending territo-
ries for individuals of  integrity and experience to serve as loan agents. these 
individuals became salaried company employees; they were not paid com-
missions on the loans they generated.

Palmer required loan agents to have experience in real estate valuation and 
appraisal. above all else, they had to have the necessary skills and knowledge 
to accurately estimate a property’s value so they could make a secure loan 
and be in compliance with insurance regulations. Having an experienced, 
knowledgeable appraiser on staff  was critical for both the insurance com-
pany and the integrity of  the correspondent. Palmer also demanded that 
his agents possess a thorough understanding of  the real estate laws in the 
area where they conducted business, as these laws vary from state to state. 
However, possession of  the requisite skills did not mean that agents operated 

8 ibid., 78.



75Mortgage Bankers, Insurance Companies, Real Estate Companies

independently; they were closely monitored, and managers received regular 
reports on their activities.

By 1907 northwestern had expanded its lending operations to twenty-three 
states, including Colorado. in fact, during those years Colorado was the only 
mountain state in which the company conducted business.9 northwestern 
financed the seven-story ernest and Cranmer Block in denver, completed 
in 1891. its design applied richardsonian influences to a classically inspired 
tripartite structure. the two lower floors, constructed of  rusticated red sand-
stone, formed the base. the five floors that rose above to create the middle 
section stood apart from the base because of  their brown brick facade. the 
columns of  windows in this middle section were capped by arches and sep-
arated by pilasters to accentuate the building’s height. a horizontal band of  
windows and a bracketed cornice topped the impressive building.10

northwestern held the mortgage for another historic denver building, the 
tabor Block at the corner of  sixteenth and larimer streets. the company 
had no other option than to foreclose on it when its owner, Colorado’s silver 
King Horace tabor, met financial ruin in the economic crash of  1893. tabor 
was so overextended that he had taken out both a second and a third mort-
gage on the property.

from the 1870s until today, northwestern has maintained a strong presence 
as a direct lender and equity investor. even after the company downsized its 
correspondent network and became a direct lender in the 1960s, many mort-
gage banking companies were able to refer or broker commercial mortgages 
and real estate projects to northwestern for funding. this has certainly been 
the case in denver.

an interesting trend exhibited in the 1970s was a partnership between cer-
tain “credit borrowers” and large insurance companies. Companies such as 
northwestern, the Hartford, and the Principal provided large packages of  
very sophisticated long-term real estate financing for prime, high-quality cor-
porate entities. However, earlier, in the 1930s Prudential had negotiated a 
long-term “credit deal” with safeway stores across Colorado. located in trade 
areas and neighborhoods across the state, the 1930s art deco–influenced 

9 ibid., 80–81.
10 William G.M. stone, The Colorado Hand-book: Denver and Its Outings: A Guide for Tourists and 

Book of  General Information, with Some Bits of  Early History (denver: Barkhausen and lester, 
Printers, 1892), 46–47.
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buildings were designed for safeway with great functionality; many survive 
to this day in other capacities.

othEr insuranCE Company and mortgagE 
BankEr CollaBorations

the 1890s were watershed years for the industry. Mortgage lending benefited 
from the many lessons learned about the risks and techniques of  responsible 
lending practices through previous economic panics and depressions. the 
emerging correspondent system proved to be the needed survival safety net 
for the stronger, prudent mortgage bankers. local correspondents with the 
intellectual resources and abilities to deal with borrowers in financial diffi-
culty, as well as the ability to manage and liquidate foreclosed urban and farm 
properties, proved cost-effective and valuable resources. the life insurance 
industry recognized the benefit of  this relationship and for the most part sup-
ported and maintained its correspondents whenever possible.

in 1911 the young Henry van schaack founded van schaack and Company 
in denver. By 1923 it had full-service real estate brokerage, property manage-
ment, insurance, and mortgage banking departments. for a long time the 
company maintained offices in the equitable Building before moving into 
its own building on seventeenth street in 1949. the company cultivated sig-
nificant relationships within the denver business community. With its full 
menu of  real estate services, the firm became the logical correspondent for 
a number of  insurance companies, including Prudential and new york life 
insurance Company (new york life).11

denver’s first open mall shopping center, Cherry Creek, opened in the 
1950s. initially financed by van schaack, new york life provided the per-
manent loan. the $14 million project featured Bauers restaurant and was 
anchored at the west end by the denver dry Goods Company and at the east 
end by a Miller supermarket. as with many other projects of  the time, the 
quality of  the architecture and its layout have stood the test of  time. Cherry 
Creek remains the region’s most prestigious retail complex.

in 1958 Henry van schaack became chairman of  the board of  the company, 
and thomas B. Knowles took over as president. after moving to denver, 

11 thomas J. noel, Denver: Rocky Mountain Gold (tulsa, oK: Continental Heritage, 1980), 242.
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Knowles, a Harvard graduate, emerged as a major force in real estate and 
civic affairs. He served on the board of  the Colorado Military academy. the 
school had moved from evans avenue, near the University of  denver, to 
Wellborn farm near Hampden avenue on Pierce street, and it had fallen 
on hard times. Knowles, thomas Howard, and frances newton set out to 
recruit a new headmaster and change the school from a military academy to 
a traditional boys’ college preparatory school.12

Part of  the school’s financial difficulties centered on the construction of  a 
classroom building and the rehabilitation of  a number of  antiquated surplus 
barracks into living quarters and classrooms. Knowles, Howard, and newton 
began an aggressive fundraising campaign to save the school and update the 

12 ibid., 242–43; e. Michael rosser, interview with Charles “Chuck” froleicher, denver, Co, 2011.

The Cherry Creek Shopping Center transformed former wheat fields and other open space 
into the region’s first major suburban retail complex in the 1950s. The photo shows the plaza 
with the Denver Dry Goods Company store at the far end. Courtesy, Denver Public Library. 
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facilities. to recruit new students, it was important to build a new classroom 
building and replace the barracks. as evidence of  its strong relationship with 
the van schaack Company and the company’s reputation as a major corre-
spondent, in 1960 Connecticut General life insurance Company made a siz-
able $350,000 twenty-year loan to construct a new classroom building. Given 
the underwriting requirements of  companies like Connecticut General, 
loans such as this were outside its normal investment portfolio parameters. 
the loan was obviously made based on the long-term relationship with, rep-
utation of, and confidence the firm had in Knowles and his real estate and 
mortgage banking firm.13

Because van schaack represented several of  the major life insurance com-
panies, his company became deeply involved with a number of  urban initia-
tives in the 1970s and 1980s. it worked with a consortium of  denver banks 
that financed dana Crawford and her investors in the preservation of  the 
1400 block of  larimer street, known as larimer square. this pioneering 
effort to preserve one of  denver’s oldest neighborhoods was unique among 
many similar projects because its initial success provided the incentive for 

13 e. Michael rosser, interview with Charles “Chuck” froleicher, denver, Co, 2011.

The Knowles Building of  Colorado Academy, Denver, ca. 1961. Courtesy, Colorado Academy. 
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new york life to provide a $2 million permanent mortgage loan in 1973 that 
assured the long-term viability of  larimer square.14 industry observers have 
noted that although other institutions made similar mortgage investments in 
other cities, this was one of  only a few loans of  this type that did not enter 
into foreclosure.

the development of  larimer square provided a springboard for the resto-
ration and redevelopment of  other buildings in the surrounding neighbor-
hood. the implementation of  new zoning ordinances, building codes, and 
tax incentives, combined with local, state, and federal programs, further 
encouraged preservation and redevelopment. the city enacted B–7, a new 
historic preservation zoning classification that laid the essential groundwork 
for the preservation of  lower downtown. B–7 gave institutional investors the 
confidence to invest in these projects without fearing that they would be 
adversely impacted by otherwise inconsistent and nonconforming land-use 
changes that previously could have resulted in diminished values. in pass-
ing the new zoning classification, denver’s administration acted as a cata-
lyst to preserve a neighborhood that might have been replaced by a freeway. 
denver’s historic roots might have been lost forever. instead, the actions of  
many individuals and organizations coalesced to save the architectural, his-
torical, and economic treasures that remain a part of  the city’s urban fabric.

othEr influEntial mortgagE BankErs

the Colored american loan and realty Company of  denver facilitated 
many mortgages for denver’s african american community. established in 
1901 with offices in the city’s five Points neighborhood, it also funded loans 
for properties in Colorado’s most noteworthy independent black settlement, 
dearfield. other individuals, including several single women, opted to home-
stead farmlands surrounding the town instead of  purchasing the land.15 oliver 
toussaint (o. t.) Jackson founded the community in 1910 after purchasing 
480 acres of  land east of  Greeley in Weld County. the Colorado state Board 
of  immigration supported Jackson’s development—which was promoted as 

14 thomas J. noel, Denver’s Larimer Street: Main Street, Skid Row, and Urban Renaissance (denver: 
Historic denver, inc., 1981), 39.

15 sue armitage, theresa Banfield, and sarah Jacobus, “Black Women and their Communities in 
Colorado,” Frontiers: A Journal of  Women Studies 2, no. 2 (summer 1977): 49.
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a valley resort—as did several current and former state officials for whom 
Jackson had worked.

the town was laid out with lots for businesses and residences, as well as 
larger five- to ten-acre blocks. town lots were offered for sale beginning at 
$25, with larger tracts selling for $250 or more depending on their location in 
relation to the town center. at its height in 1921, dearfield boasted a popu-
lation of  almost 500 residents, and it had a city well and telephone service, a 
church, and businesses including a general store and gas station, at least one 
restaurant, a boardinghouse, a cement block factory, and a blacksmith shop. 
When combined with the output of  the local farms, the town’s appraised 
value exceeded $1 million.16 agricultural production on the farms surround-
ing dearfield reached $500,000 per year before the Great depression, but 
ongoing drought resulted in its decline.17 in the decades since, dearfield has 
become a ghost town, but the Black american West History Museum in five 
Points has undertaken the task of  preserving the town site and its remaining 
buildings. dearfield was added to the national register of  Historic Places in 
1995. it is also a Colorado registered Historic landmark.

al Morrison, a denver native and vice president of  first denver Mortgage 
Company beginning in the 1970s, took a keen interest in preserving the 
city’s historic structures. formerly the Mortgage investment Company, first 
denver Mortgage served as the mortgage lending arm of  title Guaranty 
Company, whose roots date back to the 1860s as the landon abstract 
Company. one of  the projects Morrison and first denver Mortgage under-
took with developer William saslow was the transformation of  an old build-
ing at eighteenth and Market streets into the Market street Mall.

saslow had relocated to denver from the east Coast in 1971, bringing his 
architectural and community development expertise. He immediately recog-
nized the potential of  the nondescript yet structurally sound building. the 
building’s initial restoration and rehabilitation was completed in 1974.18 first 
denver Mortgage financed the project and placed the loan with the denver 

16 Bob Brunswig and George H. Junne Jr., The Story of  Dearfield, Colorado, accessed July 24, 2014, 
http://www.unco.edu/cce/docs/dearfield_talk_Cas_4_2011.pdf.

17 Greeley Municipal Museum, “Building the town of  dearfield” (Greeley: Colored american 
loan and realty Company, 1917).

18 Bill Hemingway, “rebirth of  lower downtown,” Empire Magazine of  the Denver Post ( July 12, 
1981): 15.
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John Thams builidng and entrance to the Elephant Corral, ca. 1900. Courtesy, Denver Public 
Library. 

Public schools Pension fund.19 a 1979 addition expanded the Market street 
Mall to 28,000 square feet. at the time it housed a variety of  businesses, 
including “art galleries, travel agencies, and an interior-design studio [as well 
as] the Germinal stage theater.”20

at about the same time, Morrison and his first denver Mortgage colleagues 
financed the restoration of  denver’s oldest and one of  its most important 
historic sites, the elephant Corral. the elephant Corral is believed to be the 
site of  the original 1857 st. Charles town Company claim. Charles nichols, 
credited with naming the company, registered the first cabin on this site in 
1858. less than a year later, Gen. William larimer jumped nichols’s claim 
and renamed the settlement denver, in honor of  Kansas territorial gover-
nor James W. denver.21 Colorado was part of  the western section of  Kansas 
territory until incorporated as a separate territory in 1861.

19 e. Michael rosser, interview with al Morrison, denver, Co, 2012.
20 Hemingway, “rebirth of  lower downtown,” 14.
21 ibid., 15.
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there seems to be great confusion about the source of  the name elephant 
Corral. like a caravanserai alongside asia’s silk road, the property served 
as a stopping-off  place for those traveling to the newly discovered Colorado 
goldfields. the elephant Corral provided ample room to water and feed live-
stock while the denver House, a log structure that replaced the site’s original 
cabin, offered lodging accommodations and a saloon. in addition to its role 
as a stagecoach stop, the enterprise became denver’s first post office when 
the leavenworth and Pikes Peak express Company “arrived on May 7, 1959 
[actually 1859], carrying mail from the east.”22 a new two-story brick struc-
ture, corrals, and a sales arena were built after denver’s historic fire in 1863. 
it was at this time that the moniker “elephant Corral” was first attached to 
the property. Common wisdom dictates that the name arose because the size 
of  the generous open space allowed a stagecoach drawn by a team of  horses 
to turn around. the formal addition of  the corrals and the sales arena made 
the elephant Corral “denver’s first stockyards and cattle auction house.”23 as 
such, it owns the claim as the original ancestor of  today’s national Western 
stock show.

through Morrison’s efforts, John and natasha Querard purchased the 
property and completed a major renovation in 1980. While upgrading it to 
house 150,000 square feet of  modern office space, they retained the original 
red brick walls and many of  the other architectural features of  this great 
denver landmark. Morrison also assisted with facilitating the preservation of  
the property by obtaining permanent financing from the Metropolitan life 
insurance Company.

the elephant Corral provides a particularly unique case study. not only 
is it special because of  the historic nature of  the site, dating back to 1857, but 
it also demonstrates the continuing commitment to preserve the region’s 
heritage. Granted, the owner, mortgage banker, and investor enabled the 
project to happen, but the community’s conscience and commitment to 
the preservation of  its western pioneer legacy provided additional moti-
vation. tracking the ownership record and events associated with various 
properties helps tell not only their history but the history of  the commu-
nity as well.

22 ibid.
23 ibid.
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the title Guaranty Company together with the landon abstract Com-
pany published an advertising brochure that was reprinted as a series in the 
Denver Post explaining the purpose and importance of  title insurance by relat-
ing the story of  the city’s creation. it told the legend of  how denver got its 
name from a group of  claim jumpers. according to the advertisement, the 
organizers of  the st. Charles town Company were the first to claim the land 
on the north side of  Cherry Creek across from auraria for a town site, and 
they constructed the first rudimentary cabin on the site during the summer 
of  1858. the group then decided to return to Kansas for the winter. However, 
before they reached Kansas, Charles nichols, a member of  the st. Charles 
town Company, was sent back to build additional improvements on the site 
to perfect the company’s claim.24

the brochure went on to tell that upon his return, nichols found that the 
claim had been jumped by General William larimer. larimer and his group 

24 title Guaranty Company, “17 flags flew over Colorado” and other segments from promotion-
al information (denver: title Guaranty and landon abstract Companies, ca. 1950), steven H. 
Hart library and research Center, History Colorado, denver.

Illustrated map of  early Denver with the Elephant Corral, ca.1870. Courtesy, Denver Public 
Library. 
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had begun platting the land and laying out the streets for their newly estab-
lished denver City town Company. When nichols protested, larimer and 
his associates warned nichols that if  he continued to push his claim he would 
be the guest of  honor at a “necktie party,” a favorite event in early denver. 
valuing his life over ownership of  the town site, nichols acquiesced. in an 
effort to assure its claim, the denver City town Company cleverly named 
its city after the territorial governor of  Kansas, James W. denver. Governor 
denver visited the city only once in the 1880s.25

the title Guaranty brochure also claims that these early town compa-
nies possessed dubious title to the land they were developing. in reality, they 
were merely squatters on indian lands. the Cheyenne and arapahoe peo-
ples occupied much of  Kansas and eastern Colorado. as with the osage 
people in eastern Kansas, the federal government recognized the tenure in 
common land ownership of  the Cheyenne and arapahoe. according to the 
treaty with the arapaho and Cheyenne (1861), also known as the treaty of  
fort Wise, these two tribes ceded most of  the land “owned, possessed, or 
claimed by them” to the United states. the tribes retained only a compar-
atively small parcel in the southeastern corner of  the Colorado.26 Congress 
then enacted a law for the relief  of  the citizens of  denver that established 
congressional land grants confirming and making good the plats and owner-
ship records of  the town organizations. the issues with native lands would 
come up again in the late 1940s and 1950s with the establishment of  the 
indian lands Claims Commission.

the issues surrounding the validity of  land titles in the Pikes Peak region, 
along with those in Kansas and other states, explain the close relationship 
between real estate finance institutions and the abstract and title companies. 
the obligation of  the title and abstract companies is to provide clear evi-
dence of  the ownership of  the property to be sold and secured by a mort-
gage. But the buyer and lender must also be aware of  and understand other 
rights to the property, such as leases, easements, encroachments, and rights 
of  way. all of  these can impact the value of  the property and the ability of  
the lender to foreclose in the case of  default.

25 ibid.
26 “treaty with the osage, 1865,” Indian Affairs: Law and Treaties, vol. ii: Treaties (Washington, dC: 

Government Printing office, 1904), 807, accessed March 11, 2014, http://digital.library.okstate.
edu/kappler/vol2/treaties/osa0878.htm.
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President Dwight Eisenhower (left) and Aksel Nielsen showing off  their not very impressive 
catch during one of  the president’s vacation trips to the ranch in Fraser, Colorado, owned by 
Nielsen and Carl Norgren. 

similar to van schaack, the Mortgage investment Company, founded and 
chaired by aksel nielsen, had a stable of  large institutional investors such 
as Metropolitan life; like other firms at the time, it also had a number of  
private individuals looking for more attractive yields than those provided 
by bonds or stocks. not widely known is the fact that nielsen’s good friend, 
President dwight eisenhower, was an investor in many of  the company’s 
construction loans for properties in the Bear valley and Broomfield Heights 
neighborhoods. My friends and colleagues at the company related numerous 
stories about the eisenhower-nielsen relationship. they admitted that they 
would go to nielsen’s secretary to learn when he was scheduled to be out of  
the office. they knew that nielsen conducted construction loan inspections 
on a regular basis, especially of  those properties in which eisenhower had 
invested; but some of  the company’s officers would secretly inspect the con-
struction progress a day or two before nielsen’s visits to assure that all was 
in order and on schedule.
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in 1968, first national Bank of  denver acquired the Mortgage investment 
Company from nielsen and changed its name to first denver Mortgage 
Company (first denver). first denver gained a national reputation by pro-
viding apartment developers with the full complement of  federal Housing 
administration (fHa) project loan types. Many of  these loans were aimed at 
creating affordable housing for low- and moderate-income families. Because 
of  the complexity of  fHa’s multi-family programs, only a company of  con-
siderable size that had the requisite expertise and capital to generate enough 
loan volume could make a reasonable profit. first denver had the resources, 
and its second president, robert G. Boucher, provided the necessary commit-
ment and leadership. in 1972 United Mortgage Company sent me to school to 
learn about the fHa multi-family programs so it could develop a department 
to enter that business. i recommended, and management agreed, that first 
denver had such a sizable presence in the market that we could not compete, 
and the initiative was abandoned.

first denver Mortgage aligned with a variety of  investors to finance a multi-
tude of  other new construction and redevelopment projects using a battery of  
fHa programs. one of  its most enduring projects is sakura square, located in 
denver’s skyline Urban renewal area. first denver Mortgage financed it, the 
volunteers of  america apartments, and a number of  other projects using the 
fHa 236 multi-family program, an interest rate subsidy program. it converted 
others to the fHa 221 program, which allowed for section 8 housing vouchers. 
More important, these properties, along with aurora Presbyterian Hospital, 
which was financed with the fHa 242 healthcare financing program, were 
marketed to institutional investors using Government national Mortgage 
association (Ginnie Mae) guaranteed mortgage– backed securities. this pro-
cess proved to be a major breakthrough in providing affordable financing.27

at roughly the same time, in the late 1960s and early 1970s, life insurance 
companies began to differentiate themselves from other members of  the 
industry as investment policies began to reflect the size and scope of  their 
operations. i watched as the large national firms gained dominance over 
local and regional companies, and investment requirements became more 
stratified and segmented.

27 for a list of  the most commonly used fHa insurance programs, see appendix a.



87Mortgage Bankers, Insurance Companies, Real Estate Companies

Given the diversity of  property types and the geographic distribution of  
the correspondents who remained the principal sources of  business, life 
insurance companies adapted, becoming more selective. some preferred 
commercial office buildings; others favored hotels, apartment and con-
dominium projects, or other investment types. interestingly, Prudential 
intensely disliked making loans on hotels. no doubt the decision not to 
participate in the hospitality market resulted from the company’s expe-
rience during the depression. not even the opportunity to invest in the 
luxurious, star-studded shamrock Hotel in Houston, texas, passed muster 
at Prudential, even though the hotel site stood less than a mile from the 
company’s regional headquarters.

a case study presented to a class i attended at the school of  Mortgage 
Banking provided by the Hartford insurance Company demonstrated what 
can happen when a potential environmental hazard is not addressed. the 
case involved the development of  a K-mart store in Charlotte, north Carolina, 
in the 1970s, which the Hartford financed through a credit deal. apparently, 
when evaluating the proposed building and its site plan, neither the developer 
nor the investor noticed a ditch that ran through the property and its poten-
tial to cause serious damage. a week before the grand opening, while the 
store was being stocked with merchandise, a sudden thunderstorm caused 
the ditch to overflow, flooding the store. to salvage its investment, Hartford 
paid for the mitigation of  the ditch and repairs to the building so the store 
could open, albeit behind schedule, a year later.

Many companies such as Pacific life of  newport Beach, California, invested 
heavily in luxury apartments. life insurance companies were the best mort-
gage holders because they possessed huge capital resources and were patient 
investors, qualities they continue to maintain today. sometimes they used their 
capital and expertise to salvage potentially disastrous projects. Park Mayfair in 
denver presents a classic example. originated by a local mortgage banking firm, 
Pacific life approved the loan and construction commenced. in the late 1960s, 
when Park Mayfair was under construction, i lived within a block of  the prop-
erty. When the building was three stories out of  the ground, denver began to 
experience earthquakes. at the time, earthquakes were unheard of  in denver.28 

28 a geology professor at the Colorado school of  Mines determined that the Us army and its 
contractor at the rocky Mount arsenal were pumping toxic petroleum-based waste down 
deep wells lubricating the natural fissures in the rocks, which led to the earthquakes.
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Many cynical observers thought Pacific life might walk away from the proj-
ect. However, as a California-based company, it understood how to make 
loans in earthquake-prone areas. the three stories were torn down, and the 
foundation was reengineered to withstand earthquakes. although delayed, 
the project was completed and remains one of  denver’s premier condo-
minium residences. shortly after this episode i had the good fortune to learn 
the details of  the story from a respected colleague, everett spelman Jr. He 
was vice president of  Western securities Company and was responsible for 
originating the loan for Pacific life.29

But the forty-two-story Brooks towers apartment complex stands as the 
largest and most remarkable of  the early 1970s urban investment initiatives. 
located on the site of  the old Mining exchange Building at fifteenth and 
Curtis streets, when completed in 1968, not only were the towers the tall-
est buildings in the city, but they were also the tallest apartment buildings 
between Chicago and san francisco.

the project was championed by elwood Brooks, hence the name Brooks 
towers. a Kansas banker, Brooks relocated to denver in 1943 after accept-
ing the presidency of  denver’s Central Bank and trust (Central). Under his 
leadership, Central grew into the fourth-largest bank in the city and was an 
important departure from the well-established seventeenth street silk stock-
ing institutions of  denver’s old monied families. it became the working per-
son’s bank. located near the streetcar loop, it was convenient for the working 
person to deposit his or her friday paycheck on the way home from work. in 
addition, the bank financed a number of  homes for its customers in the area 
and was for a time one of  the top mortgage servicers among commercial 
banks in the nation. Unusual for its time but complimentary to its customer 
base, Central Bank and trust, like first denver Mortgage Company, van 
schaack, and service investment Company, was a big lender that utilized 
fHa and va loan programs.

at the urging of  Brooks, the company’s senior vice president, armand 
“ozzie” asborno, spearheaded the development of  Brooks towers. asborno 
represented Central Bank and trust as it assembled four additional inves-
tors—security life and accident, Western farm Bureau life, national farm 
Bureau life, and Western american life—to finance the purchase of  the land 

29 John Waldach of  Pacific life confirmed this information in an email to Mike rosser on May 2, 
2017.
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from the denver Urban renewal authority. then three other banks joined 
Central to finance construction of  the complex that contained 537 apart-
ment units. thomas Murphy, senior manager of  equitable life assurance 
Company’s denver office, secured the permanent mortgage financing for 
his company. years later the complex was converted to condominiums as an 
fHa-approved project.30

Garrett Bromfield Company was another company with deep roots in 
denver; its activities mirrored those of  dC Burns realty and trust Company. 
it offered an array of  financial services and became involved in many signifi-
cant development projects throughout the city. van Holt Garrett and donald 
Bromfield founded the company in 1929. Bromfield headed the company’s 
stock brokerage and insurance functions while Garrett managed the real 
estate, mortgage, and property management activities.

a native of  augusta, Georgia, Garrett attended Georgia tech and then 
entered the cotton brokerage business. When his wife, a denver native, con-
tracted tuberculosis, they returned to denver for her treatment. during the 
train ride to Colorado he made the acquaintance of  J. C. nichols, developer of  
the Kansas City Country Club district and the Country Club Plaza shopping 
Center and retail district. this fortuitous meeting resulted in nichols being 
instrumental not only in shaping a career and a company but also in influenc-
ing the development of  another city through Garrett.31

Garrett’s real estate career followed the same early path as that of  Henry 
van schaack, as a rent collector and property manager. a warm and gracious 
southern gentleman, Garrett’s knowledge of  real estate brokerage, appraisal, 
and development as well as mortgage banking gained him a national reputa-
tion. in 1945, while serving as president of  the national association of  real 
estate Boards, now the national association of  realtors, he strongly sup-
ported the removal of  commercial rent controls and revocation of  the war-
time order that banned all ordinary construction. a cavalry officer and vet-
eran of  World War i, Garrett advocated for the va loan guarantee program.32

30 Warren lowe, “Brooks towers,” Rocky Mountain News, June 12, 1966, 1.
31 Bakemeier, alice M. Crestmoor Park Heritage: A History and Guide to a Denver Neighborhood. den-

ver: Heritage, 2005.
32 ibid.; “van Holt Garrett, President of  the national association of  realtors—1945” (Chi-

cago: national association of  realtors, 1980), accessed May 5, 2017, https://www.nar.realtor/
bios/van-holt-garrett.



90 mortgAge bAnking in A modern finAnCiAl network

Garrett served for a time on denver’s Zoning Board of  adjustment. His 
experiences there, combined with his earlier encounter with nichols, influ-
enced the Garrett Bromfield Company’s projects. in addition to the inclu-
sion of  parks and open space, the firm’s undertakings were known for classic 
architecture, elegant streetscapes, and protective covenants that prohibited 
purchase by african americans and all other racial groups.33 the company’s 
first major development was Belcaro Park in 1931. in 1936 it began to develop 
old Crestmoor, located on sixth avenue Parkway. a decade later, in an effort 
to meet the needs of  returning World War ii veterans, it built the Chaffee 
Park neighborhood and shopping center in north denver at forty-eighth 
and Pecos. all of  Garrett Bromfield’s neighborhoods have an enduring quality. 
insurance companies and other institutional mortgage investors seek out the 
well- considered land-use design and architectural integrity of  its developments.

Because of  their start-to-finish control of  projects, Garrett Bromfield and 
other full-service development companies garnered the trust and confidence 

33 Bakemeier, 17, 20–21; Belcaro Park Homeowners association, “Covenants: declaration and 
agreement, article 11,” March 19, 1946.

Country Club Plaza, Kansas City, Missouri. 
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Single-family home in Chaffee Park, Denver, 2014. Courtesy of  the authors. 

of  insurance companies. these firms put the land under the builder; they 
loaned the builder the funds to purchase the land in addition to provid-
ing construction loans. the companies’ mortgage divisions then assumed 
responsibility for the marketing and sales of  the new homes and for provid-
ing the mortgage loans for buyers.

smaller life insurance companies such as equitable of  iowa and omaha-
based Woodmen of  the World sought conventional loans in denver’s Crest-
moor Park and other Garrett Bromfield–developed neighborhoods. they 
particularly appreciated the firm’s strong influence over not only the archi-
tectural design of  the homes but also the long-term architectural controls, 
which gave investors great comfort that the property and the neighborhood 
would be maintained over the life of  the loan. the trust and confidence 
inherent in the partnership between the developer and the insurance com-
pany resulted in many fine projects.34

34 e. Michael rosser, telephone interview with Bruce Bowler (former vice president of  Garrett 
Broomfield), May 7, 2017.
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in 1924, denver attorney Walter Black, George Kellogg, and ray Bushey, 
plus a group of  investors, founded another denver mortgage banking firm, 
the service investment Company (siC). like many companies of  that era, 
siC provided private capital to finance homes for individuals and fami-
lies. early in the 1930s the company recognized the value of  becoming an 
approved fHa lender. Management quickly adopted many of  the new pro-
grams, which enabled siC to make significant inroads into the homebuilders’ 
community that emerged in denver following World War ii. When the va 
launched the G.i. loan program, siC participated, helping returning veterans 
finance homes offered by the company’s stable of  builders. the company 
also became an early fannie Mae–approved lender.

service investment Company’s thorough understanding of  the approval 
process for subdivisions and architectural plans utilized by the fHa and the 
va proved invaluable. the company guided its builders through that pro-
cess, enabling the development of  many new neighborhoods. Providing 
the financing for Woodcrest townhomes, the first fHa- and fannie Mae–
approved townhouse project in Colorado, stands as one of  the firm’s major 
accomplishments.

siC also provided a source of  funding for many startup builders; several 
grew to be national-scale production builders. one such builder was Witkin 
Homes, founded by lou and Jack Witkin. a later partner, Philip Winn, went 
on to serve as the commissioner of  the fHa. in the early 1970s the company 
built aurora’s village east and Jefferson County’s Westlake subdivisions. its 
houses ranged in price from around $25,999 to $36,000. after developing into 
a substantial regional company, it was purchased by Us Home Corporation, 
now known as lennar Homes.

fred e. Kirk became siC’s president in 1961. a lawyer and World War ii B24 
pilot, Kirk had a reputation for honesty, integrity, and dedication to the law. 
His word was his bond. even when later events became difficult or costly, he 
could be counted on. He was also known for his skill, knowledge, and ability 
to negotiate complex real estate transactions. in one case Kirk negotiated 
a transaction between a landowner and three of  Colorado’s largest home 
builders. the parcel being sold was south of  arapahoe road and Holly street 
in what is now known as the city of  Centennial. the package included acqui-
sition and development financing, construction financing, and permanent 
loans to the eventual homeowners.
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Unlike most other comparable firms, siC instituted a training program in 
the 1960s that allowed new junior members of  the firm to attend and par-
ticipate in the weekly executive committee breakfast for a month. trainees, 
including myself, were exposed to the inner workings of  a mortgage bank-
ing firm, from loan origination to loan processing and closing. instruction 
also included the processes of  loan servicing, an understanding of  the legal 
framework of  mortgage banking, and development of  the skills necessary 
for investor relations and secondary marketing.

siC lacked correspondent relationships with the big five life insurance com-
panies. However, it maintained a stable of  medium-sized insurance companies, 
including transamerica, Manhattan life of  new york, and security life and 
accident of  denver. these relationships were expected to be continuous and 
exclusive over time. as long as the local mortgage banker produced a supply of  
high-quality mortgages, both profited from a long-term and stable relationship.

in the mid-1960s, the ability of  independent mortgage banking firms like 
siC to obtain sufficient capital to fund their operations became increasingly 
difficult. the company entered into negotiations with Colorado national 
Bank to obtain access to the commercial paper market through the bank’s 
holding company. But the rise in interest rates and the softness of  the local 
real estate market caused the negotiations to end. However, in 1969 the firm’s 
management was contacted by denver Us national Bank. the purchase of  
siC by denver Us national was hailed on seventeenth street, denver’s finan-
cial center, as a major coup by this fine old firm. i joined siC during this 
transition period.

the acquisition resulted in the diversification of  denver Us Bancorp, the 
parent company of  denver Us national Bank, and started the company on 
a growth path to becoming the state’s leading residential mortgage banking 
firm. in the early 1970s denver Us Bancorp launched a new branding cam-
paign, changing its name to United Banks of  Colorado. all of  its affiliated 
banks and financial services companies adopted the United name, leading 
siC to be renamed United Mortgage Company. Colorado did not yet have 
branch banking; each individual bank had its own charter and conducted 
business at only one location. But the new branding resulted in the appear-
ance of  branching and a single, statewide market identity.

Because of  United Banks of  Colorado’s broad reach of  affiliates across 
the state and the anticipation of  hosting the 1976 Winter olympics, United 
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Mortgage Company utilized its construction loan and capital markets exper-
tise to establish its presence as one of  the major lenders in financing the 
state’s ski areas. the company provided financing for major condominium 
projects in aspen, snowmass, steamboat springs, vail, and Winter Park. in 
1973 United Mortgage Company negotiated the largest delivery of  loans to 
freddie Mac in the firm’s history to that date and the state’s largest issue of  a 
Ginnie Mae mortgage-backed security.

this was an exciting period for me. in 1971 United’s senior management 
assigned me additional responsibilities in the company’s capital markets. My 
role was to facilitate the delivery of  loans to investors and organize their 
inspection trips to the various projects throughout the state. i assembled and 
prepared loan files for the investors’ review, organized the inspection trips, 
created maps showing the locations of  all properties, and provided economic 
information about the communities in which the properties were located. 
some investors appreciated being wined and dined, others wanted to return 
to their hotel, and a few were delighted to be brought to my house for a 
home-cooked dinner.

the company sold whole loans and loan participations directly to investors 
or through new york mortgage brokers. a large swing in interest rates and 
weakness in the economy and local real estate markets caused it to suffer 
substantial marketing losses in 1974 and 1975. norwest Corporation, a large 
Minneapolis-based bank holding company, acquired United Mortgage, along 
with all United Bank affiliates, after it recovered from the economic down-
turn. norwest later merged with san francisco–based Wells fargo Bank.

BEnEfits of CollaBoration

from the early years of  the twentieth century to the present day, the mortgage 
banking industry’s senior management has attended the annual Mortgage 
Bankers association (MBa) convention to meet with each of  the institutional 
investors, primarily life insurance companies. depending on economic condi-
tions, a younger career-track member of  the firm might be invited to accom-
pany a senior member to the convention. the senior representative and the 
junior associate arrived loaded with state and city economic data, legal opin-
ions on foreclosure, information on taxation and business laws, and promo-
tional material from their builder customers.
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Both industry and insurance companies’ representatives came to the con-
vention prepared with their projected investment needs for the following 
year as well as several years into the future. Based on their market analysis, 
investors would negotiate the volume of  loans they expected from each of  
their local correspondents, along with the yield and the terms on the loans 
and particularly property types. this was done by contract and a term sheet 
that also included whether the loans would be fHa insured, va guaranteed, 
or low loan-to-value ratio conventional mortgages. the contracts also stipu-
lated the ratio between new construction and existing properties. in addition, 
certain investors preferred specific neighborhoods.

a rating system measured a neighborhood’s quality, including pride of  
ownership, reputation of  the local school system, proximity to primary 
employers, and overall quality of  local public services. Many investors also 
required a rating from a casualty insurance company on the quality of  the 
local fire department, as well as the proximity of  the property to the closest 
fire station and the distance to the fire plug. Most investors had stringent 
credit criteria, such as job stability of  the principal breadwinner, character 
and reputation of  the borrower, and a pristine credit record. accessibility to 
transportation, shopping, recreation, and neighborhood and regional parks 
proved equally important to investors. Generally, investors looked at the 
total quality of  life and reputation of  the city.

Pride of  ownership figured greatly in the valuation of  residential real 
estate, both single-family and multi-family. Maintenance of  the property 
meant maintaining its value; maintaining the value of  individual property 
meant maintaining the property’s appeal in the marketplace, which equated 
to a good loan. one long-term siC investor would reject loans if, when he 
inspected the property, its “curbside appeal” did not meet his standards. for 
example, he deemed a motorcycle or motorhome parked in the driveway as 
unacceptable. one loan he rejected in 1969, located in denver’s Hilltop neigh-
borhood, was for a newlywed couple in the process of  purchasing their first 
home. He conducted his inspection during october. the couple had already 
made the required 25 percent down payment. in the process, they had drained 
the balance of  their discretionary spending budget. so even though the grass 
needed mowing, the husband had opted to use their remaining funds to 
purchase snow shovels in preparation for the upcoming winter instead of  
a lawn mower. But without that information, the inspector interpreted the 
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unkempt lawn as a lack of  pride of  ownership and rejected the loan. He later 
rescinded his objection following intervention by the president of  siC, who 
knew the creditworthiness of  the borrowers who happened to be me—one 
of  his employees—and my wife.

appraisals on real estate are truly a value opinion based on market per-
formance on a given date in history. therefore, a major component of  the 
analysis included the long-term economic and functional influences that pro-
moted the long-term health and sustainability of  the property as security for 
a long-term investment. a seasoned mortgage banker who grew up during 
the Great depression once shared with me his most basic question regarding 
loan approval. He said, “son, when you’re going to make a loan on a piece of  
property ask yourself, can you sell it for what you’ve got in it?” for me, that 
one simple question became “rosser’s first law of  real estate.”

the quality of  the land and land-use regulations were equally important 
from a mortgage investor’s standpoint beginning around the turn of  the 
twentieth century and gaining momentum during the Coolidge adminis-
tration. this began when secretary of  Commerce Herbert Hoover initiated 
a national conversation on good city planning. strong zoning and building 
code enforcement, along with appealing architecture, ensures the longevity 
and sustainability of  projects over time.

the better correspondents understood all of  the influences that affected 
their markets. the more they understood, the better their relationships with 
the insurance companies would be over time. notwithstanding the ups and 
downs of  the economy, many of  these relationships lasted for generations, 
and the quality of  the real estate was the tie that bound them together. from 
the 1870s until the 1950s, most life insurance companies acquired their mort-
gage investments from correspondents. Beginning in 1932, as the volume of  
new mortgages shrank and foreclosures increased, the insurance companies 
supported their correspondents the best they could; failing that, they hired 
key individuals from among their correspondents to manage their mortgage 
and real estate assets, just as Prudential had hired my father away from WKH.

the correspondent’s contract with the investor outlined the compensation 
and responsibilities in some detail. the correspondent received an origination 
fee or commission, typically 1 percent, and often earned an additional annual 
fee, usually about 0.5%, for servicing the loan—for collecting the payment 
and remitting it to the investor, plus maintaining and paying the property 
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taxes and insurance. the correspondent also assumed responsibility for col-
lecting delinquent payments and handling any foreclosures. sometimes an 
investor required an annual drive-by inspection of  the property, including 
photographs. Most mortgages or, in Colorado’s case, deeds of  trust included 
a “wasting clause” that gave the lender the right to foreclose in the event 
that the borrower did not maintain the property. these inspection duties 
were often assigned to a new intern or trainee in the correspondent’s office. 
almost all loans, whether fHa or va insured or low-ratio conventional loans, 
received prior approved by the investor. Before the loans were bundled into 
portfolios, correspondents submitted loans on an individual basis by mail; 
the denial or approval, including closing conditions, would be returned to 
the correspondent.

often, an employee of  the insurance company would inspect each prop-
erty and neighborhood before loan approval and purchase. investor trips 
might last as long as a week, depending on both the number and dollar vol-
ume of  the loans to be purchased. these trips proved to be quite valuable, 
as they cemented a relationship of  trust and confidence between the inves-
tor and the correspondent that promoted the best interests of  both parties. 
With the introduction of  modern mortgage-backed securities for residential 
mortgages, there was no need to continue the inspection trips. as a result, 
the industry began to move away from relationships of  trust and became 
transactional in nature.

While i was working at United Mortgage, the chief  financial officer and 
i took an investor to dinner at denver’s normandy restaurant. our wives 
and the investor’s wife joined us. a competitor had hosted this prospective 
client for lunch at denver’s Playboy Club earlier that day. Unaccustomed to 
the altitude and perhaps because of  an overly ambitious schedule, the gen-
tleman suffered a minor seizure during dinner. after he was seen at a nearby 
hospital, we took him back to his hotel. the next morning, while relaying the 
incident to the president of  our company, i informed him that i had adjusted 
our agenda for the day. as a precaution i had rearranged the schedule so the 
properties we were to inspect were all within a ten-minute drive of  swedish 
Hospital. later that day the president’s wife called her husband to ask why 
i was circling their neighborhood and had not acknowledged her when she 
waved. simply stated, i was attentively observing the inspector the entire 
day. it was abundantly clear to me that nothing could end one’s career more 
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quickly than having a client’s representative die during an inspection trip. 
our concern for our client was amply rewarded over the years.

for the most part, the same basic principles of  analysis applied to income 
property mortgages. While a residential mortgage used a market approach 
to estimate the value, the underwriting of  an income property loan was 
a great deal more sophisticated. an appraisal or opinion of  value must be 
supported by a number of  economic, social, political, and environmental 
factors. insurance companies can have complicated payment programs in 
which the developer of  a property such as a shopping center might add 
an inflation “kicker” allowing the investor to share in any upside income 
produced by the property.

in the case of  an income property loan, the owner/developer provided the 
investor with a current financial and operating statement for the ownership 
firm as well as for the specific property the loan covered. an annual inspec-
tion was also required. as industry knowledge and concerns about environ-
mental issues arose, additional routine inspections may have been required 
to assure investor compliance with all the covenants of  the mortgage.

to add to their stable of  investors and capture new sources of  funds in the 
capital-rich areas of  the east, local mortgage companies turned to interme-
diaries associated with the thrift industry to help sell their loans. discovering 
how to develop that new market created another challenge. the solution lay 
with the mortgage broker. in the 1950s the term mortgage broker had a dual 
meaning. some mortgage brokers dealt directly with borrowers in the origi-
nation of  loans; however, very few of  these brokers were found in Colorado 
or Kansas during the 1950s. Most mortgage brokers dealt with institutions, 
many located in new york City, buying and selling mortgage portfolios.

operating into the late 1980s, these new york firms, some of  which were 
Wall street investment banking companies, negotiated commitments to pur-
chase fHa and va loans. Utilizing the expanded lending powers provided by 
state and federal regulators, they also bought conventional loans on a nation-
wide scale. one such company was salomon Brothers, another was Wallace 
and associates. Highly respected in the new york savings bank community, 
selma Wallace and her staff  introduced mortgage bankers throughout the 
West to new york and Middle atlantic investors and assisted them in building 
a portfolio with a number of  banks in the new york area. for most mort-
gage bankers this was a less cumbersome and bureaucratic method of  selling 
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loans than was selling them directly to fannie Mae. in addition, the new 
york broker provided assistance in maintaining long-term relationships to 
encourage repeat sales.

United Mortgage was always envious of  its competitor, first denver, 
because of  its membership in the Massachusetts Purchasing Group, which 
represented savings banks in Massachusetts and other states in the northeast. 
Headed by a retired savings bank executive and industry regulator, the group 
made funds available to purchase fHa and va loans in the Carolinas, texas, 
Utah, California, and Colorado. these activities by eastern savings banks 
were greatly facilitated by certain unrestricted investment exemptions for 
government-insured loans. during 1948 and 1949, many eastern states began 
allowing their local institutions to engage in nationwide investing. By 1955, 
almost half  of  the mortgage loans in new york’s savings banks’ portfolios 
were on out-of-state properties.35

35 saul B. Klamen, The Postwar Residential Mortgage Market (Princeton, nJ: Princeton University 
Press, 1961), 149–50.
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the farmers’ alliance and the rural Credit Movement followed by the 
Populist and the later Progressive movements all represented reactions to 
the changing economic circumstances of  american farmers. the industrial 
revolution provided the technology for the nation’s farmers to move beyond 
subsistence-based agriculture into for-profit commercial agriculture. the 
opportunity to enter the global market as a major exporter of  farm products 
existed. yet during the closing decades of  the nineteenth century, farmers 
throughout the Midwest, West, and south felt stymied by the lack of  afford-
able financing needed to expand their operations so they could fully partici-
pate in the fast-growing global economy.

farmers were also frustrated by higher farmland prices and falling crop 
prices, the marketing agencies’ methods of  public land disposal, and the 
economic and political power amassed by large corporations, especially the 
railroads and banks. By the 1880s the railroad companies had gained enor-
mous wealth as a result of  the Pacific railway act. farmers complained that 
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the companies added to that wealth by charging unjustifiably high freight 
rates to transport farm products to market, thus reducing the farmers’ prof-
its. the Populists argued for government control, if  not outright ownership, 
of  the railroads based on their social purpose of  providing public transpor-
tation and communications and transporting mail. another basis of  their 
argument was that the government had already invested millions of  dollars 
of  the public’s money in the railroads through subsidies, grants, and bonds.1 
the Populists and farmers’ alliance members’ dissatisfaction with the banks 
revolved around currency issues and, more important, the lack of  available 
farm credit and its higher cost compared with other regions of  the coun-
try. What they apparently failed to understand or consider was the banks’ 
fiduciary obligation to invest money as prudently as possible, thereby limit-
ing their depositors’ risk as well as that of  larger investors such as insurance 
companies and their policyholders. Banks limited the loans they provided 
to farmers and charged more for those loans because of  the higher risk of  
failure of  western farms.

dissatisfaction with the government’s apparent lack of  interest in the 
farmers’ plight motivated members of  the farmers’ alliance and other dis-
sident groups to formally organize the People’s Party, also known as the 
Populist Party, in 1892. While its candidates enjoyed success at the state level 
in the 1894 election, they failed to gain the support needed for success in the 
1896 national election.2 the Populists’ hopes for a federal solution in support 
of  the farm mortgage industry would have to wait another twenty years. 
yet one important legacy of  the movement was the adoption of  the public 
trustee system in Colorado, a unique public transfer system that assures pro-
tection for both the lender and the borrower through its use of  a third-party 
system to determine the lender’s right to foreclose.

other attempts at change also failed. a move to license loan agents fizzled. 
in 1881, the Kansas loan agents association was formed. the intent was 
to organize industry members to provide uniform mortgage interest rates 
throughout the state. this pre-antitrust effort to stabilize and “fix” rates also 
ended in failure. the concern that the purchasers of  Kansas mortgages—
primarily insurance companies and private investors—would be subject to 

1 Charles Postel, The Populist Vision (oxford: oxford University Press, 2007), 146–47.
2 Postel, Populist Vision, 12–14.
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double taxation on investment profits, owing taxes to their home state as 
well as Kansas, also remained unresolved.3

renowned economic historian Kenneth a. snowden explains that as 
early as 1908, Progressives led by President theodore roosevelt took up 
one of  the concerns raised by the earlier Populists—the issue of  insuffi-
cient availability of  agricultural credit. roosevelt organized the Country 
life Commission to begin examining interregional differences in the dis-
tribution of  farm mortgage credit. the volatility in commodity prices and 
the corresponding volatility in land values, coupled with the recessions and 
repeated cycles of  foreclosure during the 1890s, caused great concern about 
the stability of  american agriculture. the commission concluded that the 
lack of  affordable credit to fund the purchase of  additional land for culti-
vation and new equipment to improve production, compounded by the 
lack of  a system for credit distribution, were the principle impediments to 
agricultural expansion.4

the discussion of  promoting american agriculture and attracting cap-
ital for its growth continued through the taft administration. in 1912, the 
southern Commercial Congress formed the american Commission to explore 
agricultural credits in europe.5 in 1913, soon after his inauguration as presi-
dent, Woodrow Wilson formed the United states Commission. Composed 
of  members of  Congress, its task was to cooperate with the american Com-
mission in exploring the different agricultural finance systems employed by 
various european countries.6

the members of  both commissions sailed to europe. they spent three 
months conducting their investigations and preparing recommendations 
for submission to Congress in november 1913. Congress debated several 
proposals during numerous hearings. Ultimately, it focused on the merits 

3 Bogue, Money at Interest, 147–50. Many investors—individuals, mortgage banking companies, 
and insurance companies—were headquartered in the eastern states and subject to those 
states’ laws. Consequently, they feared being taxed by the state in which they resided as well as 
by the states in which they conducted business.

4 Kenneth snowden, Research Institute for Housing America Special Report: Mortgage Banking in the 
United States, 1870–1940 (Washington, dC: Mortgage Bankers association, 2013), 29.

5 the southern Commercial Congress was an organization of  business leaders whose purpose 
was to promote agriculture, trade, and commerce in the southern states.

6 James B. Morman, Farm Credits in the United States and Canada (new york: Macmillan, 1924), 
1–2.
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of  three different plans to resolve the problems related to the distribution 
of  affordable agricultural credit across all areas of  the country. the first, 
supported by most farm groups, called for a direct loan program offered 
through the Us department of  the treasury with funds raised by the sale 
of  Us government– backed mortgage bonds. the second promoted the “cre-
ation of  a federal farm loan bank system to charter small, local associations” 
of  borrowers whose loans would be funded by debentures secured by the 
mortgaged properties. the third plan called for a series of  “federally char-
tered, privately financed joint-stock land banks” to manage the equitable 
distribution of  farm loan funds. the banks were to be formed by groups 
of  farmers who purchased stock, or shares, to fund the bank. they would 
require a minimum capitalization of  $10,000 and would be limited to lending 
only on in-state farms.7

the eventual compromise, the federal farm loan act of  1916, created a 
new system that included elements of  each proposal. the system required 
the establishment of  locally based lending cooperatives with oversight by 
regional federal land Banks chartered and organized in a manner similar to 
the federal reserve system.8 the legislation also created the federal farm 
loan Board to supervise the land banks, especially their role in issuing bonds 
to fund the loans made by the cooperatives. While the loan parameters were 
broader than those offered by the major competitors, the individual life 
insurance companies, they were definitely restrictive compared with today’s 
standards. one generous aspect called for a maximum loan amount of  
$10,000 with a loan-to-value ratio of  50 percent. a feature that resembled the 
european financing systems demanded a minimum term of  five years, but 
loans could also be written for a maximum term of  forty years. While the 
bill did not include a true or implied full faith and credit federal guarantee, 
interest rates were lower, capped at 6 percent, and for the first time applied 
equally across the nation. in addition, to encourage investors, the bonds used 
to fund the mortgage loans were tax-exempt.9

7 snowden, Special Report, 30–31.
8 this model reappeared in 1932 when President Herbert Hoover created the federal Home 

loan Bank system.
9 snowden, Special Report, 37–39.
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puBliC-privatE CoopEration and assoCiationalism

the government’s early-twentieth-century concern and the debate over agri-
cultural financing occurred during a time of  dramatic change as econom-
ics and politics clashed in a way never before seen. Prior to the hostilities 
of  World War i in august 1914, the world felt secure in its belief  that busi-
ness and government networks united by technology, personal relationships, 
and professional societies that spanned international borders would prevent 
nations from engaging in armed conflict. the globalization of  the world’s 
major economies and the anticipated loss of  vast fortunes in the wake of  war 
deepened the sense of  security that enveloped the people of  most nations. 
Common wisdom dictated that no one would be foolish enough to engage in 
war. Cooperation would ensure peace and prosperity.

in the early years of  the century, associationalism began as a major eco-
nomic movement in the United states and continued to grow, building a coop-
erative spirit between government and business. the emergence of  trade 
associations brought together the best minds, motives, selfless ideals, intellec-
tual independence, and institutional cooperation that led to a new american 
system of  greater prosperity. this is, in short, the vision of  an associative 
state, or associationalism.10

the leading advocate and chief  apostle of  the gospel of  associationalism 
was Herbert Hoover. His life experiences no doubt shaped his view of  the 
relationship between the Us public and private sectors. Certainly, a case can 
be made that Hoover was one of  the most influential american politicians 
of  his time. Joan H. Wilson, Herbert Hoover’s biographer, characterized 
him as both the forgotten Progressive and a man of  the world. the term 
Progressive would be disputed by some because in many ways he felt govern-
ment should stay out of  people’s individual lives unless absolutely necessary. 
He eschewed deficit spending and expansive federal programs. as an alterna-
tive, he strongly advocated for government and industry cooperation.

Born in West Branch, iowa, in 1874, Hoover experienced tragedy early in 
life. He was just six years old when his father died. orphaned three years later 
following the death of  his mother, Hoover experienced a transient existence 
for the next six years, living with various Quaker family members and family 

10 ellis W. Hawley, “Herbert Hoover, the Commerce secretariat, and the vision of  an ‘associative 
state,’ 1921–1928,” Journal of  American History 61, no. 1 (1974): 117–18.
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friends until he moved to oregon in 1889 to live with his uncle, dr. John 
Minthorn, and his aunt laura. it was during his brief  two-year stay in oregon 
that his mentor uncle exposed him to business. Hoover worked as an office 
boy in Minthorn’s oregon land Company. not only did he gain knowledge 
of  real estate transactions, but he had the opportunity to meet robert Brown, 
a mining engineer. that chance meeting ignited Hoover’s interest in engi-
neering and mining.11

Hoover’s life may have lacked stability, but his Quaker upbringing filled 
him with a strong sense of  community cooperation in which everyone gave 
their best effort for the good of  the entire community. this approach to 
individual and community welfare, a balance between an individual’s right 
to advance and the good of  society—what Hoover later called “progressive 
individualism”—buttressed by his belief  in Jeffersonian agrarian idealism,12 
obviously influenced his approach to public-private cooperation.

Herbert Hoover was a self-made man. a member of  the first class to grad-
uate from stanford University, he became one of  the institution’s early trust-
ees. He followed a successful career in the mining industry with a longer, 
more successful career in public service. He made his name as a humanitar-
ian and built a strong reputation as a man of  action while dealing with the 
famine in europe and russia after World War i. Hoover served as secretary 
of  commerce for eight years under Presidents Warren Harding and Calvin 
Coolidge before being elected Us president in 1928.

industrialization had begun in the United states a century earlier, but it 
hit its stride following the Civil War in the second half  of  the nineteenth 
century. By the time Hoover became commerce secretary, the United states 
had emerged as the strongest world power with a mature and productive 
economy, primarily as a consequence of  World War i. in many ways the 
associative state had already taken root in american agriculture, finance, and 
manufacturing. recognizing the need to encourage, reward, and support the 
values of  hard work and self-reliance, Hoover believed institutions needed 
to be stimulated, encouraged, and nurtured. Cooperative institutions such 
as mutual insurance companies, mutual savings banks, credit unions, and 
agricultural cooperatives, along with unions and business and professional 

11 Joan H. Wilson and oscar Handlin, Herbert Hoover, Forgotten Progressive (Boston: little, Brown, 
1975), 4–10.

12 ibid., 6–7.
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organizations, emerged to both advance and protect their respective interests 
and the interests of  their members.

Hoover believed that a cooperative effort by these associations would 
create a “type of  private government, one that would meet the need for 
national reform, greater stability, and steady expansion, yet avoid the evils 
long associated with ‘capital consolidations’ [monopolies], politicized car-
tels, and government bureaucracies . . . these newer institutions would pre-
serve and work through individual units, committing themselves voluntarily 
to service, efficiency, and ethical behavior.” the result would be a “new and 
enlightened leadership”13 that would limit excessive oversight. Hoover envi-
sioned an american society based on self-reliant smallholders, influenced 
by Jefferson’s yeoman farmer ideal, and individualistic business owners who 
would protect americans’ ideals, lifestyle, and freedom; he realized that 
such a vision would require not only cooperation but also organization and 
standardization.

attempts to organize and standardize the mortgage banking and real 
estate industries had begun as early as the 1890s with the formation of  the 
first state associations. in Kansas, for example, the goal was to create a busi-
ness model that promoted ethical lending standards and prohibited exces-
sive fees while creating a self-policing model. another organization came 
about in 1892 when the United states league of  savings institutions (the 
league) emerged from the unification of  many of  the small national, state, 
and regional savings and trade associations. after the collapse of  the national 
building and loans in 1893, the league tried to improve its image by culti-
vating a message of  thrift and assisting members of  the broad middle class 
in becoming homeowners.14 true to the ideals of  associationalism, most of  
these institutions were owned by their depositors, as evidenced by their pur-
chase of  shares or cash deposits in the mutual institution. the league’s most 
important contribution to the associationalism movement was its support of  
the creation of  the federal Home loan Bank system by President Hoover 
in 1932. the system created a regulatory framework and a vehicle to provide 
liquidity to local thrifts in much the same way the federal reserve provides 
liquidity to banks.

13 Hawley, “Herbert Hoover,” 117.
14 Mason, Buildings and Loans, 86.
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a more prominent and long-lasting example of  organization and standard-
ization is the national association of  real estate exchanges. formed in 1908 
by a number of  local real estate exchange organizations, its goal was to bring 
order, discipline, and information to real estate markets and offices. in 1916 
the organization changed its name to the national association of  real estate 
Boards. a key component of  these real estate organizations was to provide 
a reliable source of  information to both the industry and government orga-
nizations. responding to the problems of  the real estate and mortgage lend-
ing industry, the national association of  real estate Boards formed two 
institutes to promote industry professionalism. the first of  these, created 
in 1932, was the american institute of  real estate appraisers. the following 
year saw the foundation of  the institute of  real estate Management. the 
national association of  Homebuilders did not materialize until 1942. in 1972 
the national association of  real estate Boards changed its name once again, 
to the national association of  realtors (nar).15

15 national association of  realtors, “Mission, vision, and History,” accessed april 8, 2007, 
https://www.nar.realtor/about-nar/mission-vision-and-history; appraisal institute, “our 

First convention dinner of  the Farm Mortgage Bankers Association, October 8, 1914. 
Courtesy, Mark Reidy. 
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yet it is the farm Mortgage Bankers association (fMBa) that perhaps 
best exemplifies the type of  organization Hoover espoused. Many mortgage 
bankers became increasingly concerned as they witnessed the federal govern-
ment’s growing interest in the farm mortgage banking industry from 1908 
into 1913, including the creation of  the federal reserve system. as Congress 
began deliberating the recommendations submitted by the american and 
United states Commissions, the threat of  intervention in the credit markets 
became more serious. Most mortgage bankers viewed the possibility of  the 
creation of  federal farm loan Banks as particularly ominous. But some 
mortgage bankers anticipated the need for the industry to separate itself  
from rogue agents and identify itself  as made up of  reputable, professional 
financial institutions that provided a valuable service.16

to do so, in May 1914 a group of  representatives from approximately 
forty-five well-established mortgage banking firms met at the astor Hotel 
in new york to organize the fMBa. these firms represented institutional 
investors both at home and abroad, with nine representing firms from 
Kansas. during that initial meeting they drafted a constitution and by-laws 
for the association. to ensure the quality and professionalism of  fMBa 
members, one of  the by-laws dictated that membership in the organization 
would require a minimum capitalization of  $50,000, but that amount was 
reduced to $25,000 the following year.17 the preamble to the fMBa consti-
tution stated:

in the belief  that the formation of  an association of  individuals and corpora-
tions dealing in farm mortgage loans will in general promote their welfare and 
extend their influence and specifically accomplish this desirable object by 1) 
encouraging intelligent legislation affecting the business, 2) acquiring and dis-
seminating correct information regarding the business, 3) aiding public discrim-
ination between such securities and dealers therein and that should command 
confidence in those who should not, 4) securing uniformity of  practice where 
uniformity is desirable, 5) affording opportunity for those engaged in the busi-
ness to secure the benefits of  personal acquaintance and interchange of  ideas, 

History,” accessed april 8, 2007, https://www.appraisalinstitute.org/about/our-history.
16 lesley Hall, “the first Century,” Mortgage Banking’s Centennial Special Edition (october 2013): 8.
17 robins, Farm Mortgage Handbook, 198. Using the consumer price index as a deflator, the 

required $25,000 in 1914 would have equaled $6 million in 2013 (snowden, Special Report, 33).
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both by individual contact and public discussion in various ways not herein enu-
merated, we submit a formal constitution and bylaws for such organization.18

this meeting and the founding of  a national trade organization proved 
to be a watershed moment for the mortgage banking industry. the express 
purpose of  the fMBa was to find a way to bring order to the chaos surround-
ing agricultural credit in the farm mortgage banking industry. it provided a 
forum to unify the mortgage banking industry, to create a public voice and 
maintain a seat at the public policy table, and to protect the correspondent 
system, which has survived in various forms to this day. the new organiza-
tion also established a code of  conduct to guide its members’ business prac-
tices. the fMBa adopted the constitution and by-laws at its first national 
convention in Chicago, held a few months later in october.19

Colorado did not participate in the founding of  the fMBa and did not 
formally organize its own state association, the denver Mortgage Bankers 
association, until 1956. However, that does not mean that Colorado’s mort-
gage bankers acted independently or ignored the national organization. C. C. 
Bennett represented Colorado’s interests when he took a seat on the MBa’s 
Board of  Governors in 1922. others followed him in taking leadership posi-
tions, including aksel nielsen. the Centennial state has been a major player 
on the industry’s national stage since the late 1940s.

Clearly, as outlined in the preamble, the stated purpose of  the fMBa was 
to align the interests of  the mortgage banker with those of  the investor. the 
group sought to speak with one voice when dealing with the array of  issues 
that had been simmering since the 1890s. as in many organizations, mem-
bers held varying opinions about the potential threats posed by the creation 
of  a federal farm loan system. some felt it was an opportunity to create a 
new investor class, while others feared a substantial government intrusion of  
questionable constitutionality into their business.

the october 9, 1914, edition of  the Chicago Daily Tribune reported on the 
fMBa’s offer to assist with legislation governing farm credits. it attributed the 
fMBa’s promise of  “cooperation” with Congress to meet the credit needs 
of  american agriculture by providing rural credits in a prudent manner to 

18 Hall, “first Century,” 8; robins, Farm Mortgage Handbook, 197.
19 robins, Farm Mortgage Handbook, 197.
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George ramsey, the first chair of  the organization’s legislative committee.20 
Because farm mortgage bankers from the 1880s through the 1920s operated 
in underserved markets by building the correspondent system that chan-
neled private and institutional money to agriculture, many members resisted 
adapting to structural changes in the industry. scattered across the rural West 
and Midwest, member firms had built a substantial presence in their local 
markets by providing real estate brokerage, insurance, and property manage-
ment services as well as mortgage banking to their communities. exercising 
their entrepreneurial spirit, they committed themselves to protecting the 
businesses and the correspondent system they had worked so hard to develop.

Given the economic circumstances of  1914, the greatest demand for farm 
mortgage credit and the largest presence of  farm mortgage banking firms 
was in the state of  Kansas. it held the distinction of  being the “wheat state” 
and breadbasket of  the nation, and it also produced an abundance of  alfalfa 
and other crops. Kansas obviously had an abundance of  agricultural products 
but lacked the capital to be truly successful. new england possessed plenty 
of  capital, so the issue became how to bring these two regions together.21 
Prior experience with farm mortgages and their performance during panics 
and recessions in the period 1873 through the 1890s had made eastern capital 
leery of  rural credits. Many investors had not been sufficiently discriminating 
or had not done the proper due diligence regarding the risks of  agricultural 
credits. Unlike many other investments, agricultural credits rely solely on 
income, and eastern investors had little understanding of  the unquantifiable 
risks presented by the region’s environmental issues. the fMBa hoped to 
define the risks and inform the investing public of  the opportunities in rural 
Kansas and other western states.

a strong connection existed between Kansas and new england dating back 
to the 1850s. Contrary to common public knowledge, the Civil War started in 
Kansas long before guns fired on fort sumpter. violence between abolition-
ist immigrant settlers from new england, including John Brown, and pro- 
slavery interests from neighboring Missouri began almost before the ink had 
dried on the Kansas-nebraska act that created Kansas territory in 1854. in 
1855 isaac Goodnow, who figured prominently in the development of  Kansas, 

20 “Mortgage Bankers offer Congress aid,” Chicago Daily Tribune, october 9, 1914.
21 Hall, “first Century,” 9.
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and the new england emigrant aid Company established the anti-slavery 
community of  Boston in riley County, Kansas. a few months later a group 
of  emigrants from ohio joined them, and the town was renamed Manhattan. 
the majority of  the county’s settlers opposed slavery, with some espousing 
abolitionism. according to riley County historian Cheryl Collins, mem-
bers of  Beecher Bible Church, just a few miles from Manhattan, imported 
rifles and ammunition hidden below layers of  Bibles in crates shipped from 
Massachusetts. the troubles of  “Bleeding Kansas” created headlines across 
the country and foretold the Civil War that divided the nation.22

during its first decade of  operation, the association limited its member-
ship only to institutions actively engaged in making farm mortgage loans. 
in fact, one of  the fMBa’s by-laws prohibited membership of  firms that 
invested in city mortgages. Perhaps as a reflection of  the increased compe-
tition provided by the farm loan act of  1916 or the agricultural recession 
of  the early 1920s or the industrialization of  the country, the organization 
changed its name to the Mortgage Bankers association of  america (MBa) 
in 1927 and began recruiting city mortgage bankers as members. By 1933, 80 
percent of  the membership was engaged in investing in city mortgages, and 
only 20 percent was still involved in farm mortgages.23

the alignment of  the interests of  mortgage bankers and investors formal-
ized their existing relationships, with benefits accruing to the borrower, the 
mortgage banker, and the investor. Mortgage banking companies that had 
managed their business operations and relationships with their life insurance 
company investors well survived the 1890s and were well positioned to pros-
per as the nation entered the twentieth century’s age of  commercial agricul-
ture. successful mortgage bankers possessed the ability to achieve attractive 
enough yields to accumulate mortgage portfolios suitable for potential inves-
tors. in exchange for the assurance that good credits were provided, mortgage 
bankers aggressively serviced the loans and verified that the obligations of  the 
contract were fulfilled. Under those circumstances, when market conditions 
changed and communities began to grow, requiring additional funding for 
city/urban mortgages, a platform already existed to fill those needs. those 

22 riley County Historical Museum, “History of  riley County,” accessed May 2, 2017, http://
www.rileycountyks.gov/441/History-of-riley-County; e. Michael rosser, telephone interview 
with Cheryl Collins, May 8, 2017.

23 Hall, “first Century,” 11.
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relationships would serve all parties well when the Great depression took 
hold of  the United states following the stock market crash in october 1929.

ironically, many of  the farm mortgage bankers’ fears about the success of  
the farm loan Bank system never materialized. some imprecise language 
in the enabling legislation contributed to the slow development of  federal 
land Banks and joint-stock land banks during the first fifteen years following 
passage of  the law. the Smith v. Kansas City Title and Trust Company24 law-
suit created a constitutional challenge to the tax-exempt status of  the bonds 
of  joint-stock institutions and contributed to the delay, even after the Court 
ruling in february 1921 upheld the constitutionality of  the farm loan act.25 
nevertheless, by 1930 the federal land and joint-stock land banks held 18.7 
percent of  the nation’s mortgage debt while insurance companies held 
21.9 percent; 49 percent was funded by “others,” including individuals and 
mortgage companies.26 the continued strength of  insurance companies and 
mortgage bankers is attributable to the strong correspondent relationships 
that had previously developed between them. these relationships exempli-
fied the type of  working relationships advocated by Hoover to advance urban 
lending and led the industry away from its focus on farm mortgage lending 
and toward more urban lending in the post–World War i era.

When sworn in as commerce secretary in 1920, Hoover brought an engineer’s 
discipline to the government. He began an ambitious campaign to transform 
a dusty backwater bureaucracy into an agent of  change. His appointment of  
John M. Gries to head of  the newly formed division of  Building and Housing 
proved one of  Hoover’s most important appointments that affected middle 
america. the new agency was charged with designing the tools and providing 
the resources to increase public interest and participation in homeownership. 
its stated purpose was to provide economic research and education to the 
public regarding house plans, methods of  purchasing and financing homes, 
and encouragement of  zoning to protect housing values. in addition, Hoover 
advocated for the standardization of  building materials and the organization 
and training of  the building trades—actions that would require cooperation 
among a number of  interests including materials producers and fabricators, 

24 255 U.s. 180 (1921).
25 larry e. yackle, “federal Banks and federal Jurisdiction in the Progressive era: a Case study 

of  Smith v. Kansas City Title and Trust Co.,” Kansas Law Review 62 (2013): 255.
26 snowden, Special Report, 43.
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tradespeople, architects, engineers, and urban planners. He also fought for 
the availability of  affordable credits for borrowers as well as for slum improve-
ment and rehabilitation. at the same time, Hoover demonstrated his strong 
belief  in self-reliance by affirming that he did not “feel that a government 
financial subsidy to home-building was either desirable or necessary.”27

Hoover’s commitment to the mission of  the associative state occurred 
early in the administration of  President Harding. one of  his first initiatives 
focused on getting municipalities to recognize the need to reform their insti-
tutions and acknowledge the changing conditions of  life in the 1920s. Cities 
and municipalities needed to provide adequate open spaces, parks, and play-
grounds to help relieve the misery of  tenant life. transportation and street 
design, coupled with zoning laws, were needed to protect homeowners 
from encroachment by nonconforming uses. When Hoover started this ini-
tiative, only 48 municipalities in the country had zoning laws; by 1928 the list 
included 640. in a 1922 report to Congress, Hoover recommended systematic 
measures of  cooperation with the appointment of  a committee to formulate 
standard building codes. the committee submitted a draft for those codes to 
over 900 engineers, architects, and representatives of  the building industry. 
their feedback to the committee resulted in the publication in 1928 of  the 
first formal standard building code.28

in addition to Hoover’s advocacy for the reduced cost of  homeownership 
by way of  better city planning and zoning, he sought solutions to lowering 
the cost of  mortgages. His strong belief  in savings and self-reliance made 
him a strong supporter of  the thrift industry. However, to accomplish these 
goals he needed a public outreach program. He found his solution in the 
Better Homes organization created by Mrs. William Brown Meloney in 1922. 
Meloney was the editor of  The Delineator, a national magazine that claimed a 
committed readership of  over 1 million women.

Hoover and Meloney, along with other key government officials and busi-
ness leaders, developed a volunteer organization called Better Homes in 
america, which promoted a nationwide campaign to expand homeownership 
and home improvement through education. in addition to articles printed in 
The Delineator and newspapers across the county that offered advice on house 

27 Herbert Hoover, The Memoirs of  Herbert Hoover: The Cabinet and the Presidency, 1920–1933 (new 
york: Macmillan, 1952), 92–93.

28 ibid., 94–95.
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styles, decorating, and home improvements, the organization published its 
own pamphlets and provided materials to assist new homeowners in the 
selection, purchase, and financing of  new homes. the volunteer organiza-
tion raised $75,000 to $250,000 annually in support from private sources. at its 
height, Better Homes registered 9,000 active committees, with a nationwide 
membership of  30,000. together with the national association of  architects, 
the Better Homes organization sponsored an annual design competition for 
houses priced from $3,000 to $9,000.29

Whether Meloney had studied the houses offered in the sears, roebuck 
and Company (sears) catalogs will never be known. But if  she did, they may 
have provided the inspiration, at least in part, for her creation of  the Better 
Homes in america movement. this iconic Chicago company had been a 
leader in the home building and mortgage business since 1908. Part of  the 
attraction of  the sears homes was their simplicity and affordability for the 
emerging american middle class. even before the Better Homes in america 
movement attracted Washington’s attention, the american desire for owner-
ship and financial security was beginning to transfer from the farm to urban 
and suburban america. sears contributed to making this dream a reality 
and in many ways contributed to the future direction of  housing across the 
country. Part of  the company’s success can be attributed to sears’s famous 
consumer promise, still proudly displayed at the entrances to its stores, 

“satisfaction Guaranteed or your Money Back.”
sears introduced its first Book of  Modern Homes and Building Plans in 1908. 

it contained forty designs priced from $495 to $4,115. although it had been 
advertising building materials in its catalog since 1895, marketing and selling 
a kit home through the catalog was a monumental achievement. By the early 
1920s sears Modern Homes catalog included 144 pages displaying 90 home 
styles with options for garages, outhouses, and chicken coops. sears also 
offered a schoolhouse kit for $11,500.30

By 1914 the company was marketing complete precut kits that could be 
assembled by a homeowner who had even marginal construction abilities. 
to demonstrate the economy and savings of  sears homes, the company 
staged various demonstration events. one such event in 1921 centered on 

29 ibid., 93; Janet Hutchison, “the Cure for domestic neglect: Better Homes in america, 
1922–1935,” Perspectives in Vernacular Architecture 2 (1986): 168.

30 rosemary thornton, The Houses That Sears Built (norfolk, va: Gentle Beam, 2004), 3–5.
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a race between construction of  a house using traditional building practices 
and assemblage of  a comparable sears kit house. of  course, the sears house 
was built in considerably less time.31

sears made the purchasing process simple. for one dollar the customer 
would receive a complete set of  building plans. Beginning in 1911 sears offered 
mortgages on an easy payment program. once the prospective homeowner 
demonstrated that he held clear title to the building lot and completed a simple 
one-page order/loan application form, the kit would be shipped in two rail-
road boxcars, ready for assembly. Qualification for the loan was based on just 
one question—the applicant’s vocation. the loans, written at 6 percent interest, 
required a small monthly payment and were the first stated income loans.32

as World War i came to an end in 1918, housing analysts’ estimates deter-
mined that the nation needed an additional 1 million to 2 million homes.33 
sears stepped up to meet that need. success followed sears homes across 
the country until the Great depression. in 1929 sales crested at just over $12 
million, but by 1932 the company was losing money; sales dropped 40 percent 
in one year alone. in 1933 sales dropped to a meager $3.6 million, causing the 
company to close its Modern Homes department the following year. during 
its history in the home building business, sears sold approximately 75,000 
mail order homes based on nearly 400 different designs and options.34

“in 1934, sears liquidated more than $11 million of  their home mortgages. 
at the time . . . the average sears house cost well under $3,000.”35 assuming 
an average loan amount of  $2,500, this represented delinquencies and fore-
closures on approximately 4,400 homes. Most likely, these loans were taken 
over by the Home owners loan Corporation. sears received a black eye in 
the media for foreclosing on its best customers.

one unique Colorado example of  a sears house is the saga of  the Kouba 
family’s purchase. Helen Kouba purchased a sears home kit in 1910 for $3,000 
and waited another thirteen years for it to be assembled on the family’s ranch 
in what is now sedalia, southwest of  denver. forty-seven years later, when 
the Kouba’s grandson, Pat allis, and his wife moved into the house, they 

31 ibid., 11.
32 ibid., 3–6.
33 ibid., 5.
34 ibid., 7–9.
35 ibid., 6.
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The Kouba family in front of  their Sears mail order house, ca. 1923. Courtesy, Allis Ranch 
Winery, Sedalia, CO. 

found it in a deteriorating state of  neglect. they spent the next twenty years 
making improvements to the house and filling the surrounding gardens with 
flowers. after Pat’s death in 1991, the family sold the house and the ranch’s 
840 acres to Colorado open lands, which created the allis ranch Preserve.36

By 2004 the house had again been subject to such neglect that it was all but 
unlivable. Margaret and dave rhyne, who owned the adjacent lot, convinced 
the other homeowners within the preserve to add the house to the rhyne’s 
property in exchange for the responsibility of  restoring the building. after 
gutting the interior down to the studs, an engineer determined that the house 
was structurally sound. the rhynes then installed new heating and electrical 
systems and replaced the drafty windows that Pat had long ago stuffed with 
newspaper with visually identical but energy-efficient ones. they refinished 
the original wood floors they discovered beneath carpeting that hid layers 
of  linoleum. they hand-milled base and window trim to match the profile 
of  the original materials. Capped off  with new paint and a new roof, this 
delightful little sears house has been fully restored and is probably in better 
condition than ever.37 today the allis ranch Winery uses the house for its 
offices, public tasting room, and production facility.38

36 Margaret rhyne, “alexis’ House at allis ranch” (unpublished, available at allis ranch Winery, 
sedalia, Co, 2015).

37 ibid.
38 Margaret rhyne, “History of  allis ranch and allis ranch House,” allis ranch Winery, ac-

cessed september 17, 2015, http://www.allisranchwinery.com/scripts/historyPg.cfm.
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looking back on the quality of  sears homes over the last 110-plus years, 
the kit homes have withstood the test of  changing times, tastes, styles, and 
fads. rosemary thornton cited an article in the september 13, 2001, edition 
of  the Washington Post that reported the recent $816,000 resale of  “a mod-
est sears home in Chevy Chase, Maryland.”39 an informed estimate today 
would value the property near $1.3 million, assuming it is in good condition. 
rarely mentioned is the fact that President richard nixon’s boyhood home 
in Whittier, California, is a sears home.

Hoover’s influence and the country’s rapid urbanization led mortgage 
bankers to become much more involved in both commercial and resi-
dential urban lending during the 1920s. in 1924 the service investment 
Company (siC) of  denver was established to invest the surplus funds of  
smaller financial institutions and private individuals in home mortgages 
and to make construction loans to individual builders in the city. Many 

39 thornton, Houses That Sears Built, 3.

The restored house, ca. 2005. Courtesy, Allis Ranch Winery, Sedalia, CO. 
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neighborhood and ethnic thrift associations also made loans to their 
members. Hoover recognized that his goal of  expanded home ownership 
depended on adequate financing. at the same time, he also recognized the 
dangers presented by the common practice of  borrowers with insufficient 
savings using second mortgages to supply funds for the down payment. 
such loans charged a higher rate of  interest than first mortgages and often 
required repayment within a very short time frame, most in as few as five 
years. this additional layer of  risk was responsible in part for the high rates 
of  foreclosure during the Great depression of  the 1930s and the more 
recent Great recession of  2008.40

in 1931, then President Hoover opened a conference to study and discuss 
the nation’s housing problems. the conference focused on two primary 
issues—creation of  a credit system that would allow borrowers who enjoyed 
steady work, sound character and credit, and an earnest desire to own a home 
but without sufficient funds to meet the required 50 percent down payment 
many lenders demanded to buy a home and second, the need to improve 
the blighted areas and slums of  the nation’s cities. the conference yielded 
a number of  papers that included recommendations to address these com-
plicated issues. some of  the papers’ titles were Planning Residential Districts, 
Slums and Decentralization, Home Finance and Taxation, Home Ownership, Farm 
Housing, Negro Housing, and Housing Objectives. these publications helped set 
the standards for the nation. Hoover initiated a program of  national action 
for new methods and community cooperation. a further outcome was the 
establishment in 1932 of  the federal Home loan Bank system, which ulti-
mately served as the first step toward today’s complex mortgage system.41

from its inception in 1914 through the mid-1930s the fMBa, then the MBa, 
dedicated itself  to political action. during the economic recovery from the 
farm recession of  the early 1920s, the industry fought for removal of  the 
tax-exempt status of  federal securities and the restrictions on the interstate 
sale of  securities. in 1927 the MBa became a strong advocate for a uniform 
standard of  title and mortgage laws, as well as national servicing standards.42 
throughout the period, the organization exerted enormous influence 
by advocating for public policies to solve many of  the nation’s economic 

40 Hoover, Memoirs, 95.
41 ibid., 258.
42 Hall, “first Century,” 10.
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problems. the MBa actively engaged in promoting and guiding the struc-
ture of  the fHa and fannie Mae. as the MBa’s engagement in policymaking 
increased, so did the intensity of  the federal government’s involvement.

the MBa actively opposed public housing legislation, preferring a more 
public-private partnership. as an alternative, it urged the fHa to use its funds 
to rehabilitate blighted areas instead of  using government credits to force 
interest rates down. in addition, the organization expressed concern about 
the encroachment and expansion of  the government in the field of  farm 
mortgage lending. the MBa also advocated further efforts to standardize 
mortgage documentation and improve foreclosure procedures nationwide.43 
its industry advocacy at the federal, state, and regional levels continues to 
sustain Hoover’s belief  in associationalism.

in his memoir, President Hoover wrote about his experiences in gov-
ernment service. He acknowledged and took some pride in the success of  
his efforts to improve american housing—the increase in the number of  
detached homes and the improvements made in multi-family apartment 
projects. during his time in Washington, not only the quantity but also the 
quality of  housing increased.44

President Hoover’s forgotten legacy is twofold. first was his dogged deter-
mination to advance urban revitalization through new development and 
slum clearance. By the 1920s more than half  of  the american population had 
left the farm and moved to the cities. rapid industrialization had brought 
slums and overcrowded tenements to urban america. Hoover strove to rem-
edy the housing conditions of  the 30 percent of  the american public who 
lived in housing that “was below the ideals of  decent family life.”45 robert 
and Helen lynd’s classic study of  american life in the mid-1920s revealed 
that just under half  of  all homes had central heat provided by a furnace. 
their study also found that approximately 25 percent of  american homes 
lacked running water; occupants brought water inside from a backyard well, 
and a “privy,” also in the backyard, served as the only toilet.46 in most older 
homes, especially those occupied by working-class families, there simply was 

43 ibid., 14.
44 Hoover, Memoirs, 93.
45 ibid., 92.
46 robert s. lynd and Helen M. lynd, Middletown: A Study in American Culture (san diego: Har-

court, Brace, 1957), 96–97.



121Early Twentieth Century Urbanization and Associationalism

no space to add a bathroom. Where city water and sewage systems were 
available, the new “bathroom” was often a lone toilet installed in the cellar, 
under a staircase, or inside an existing closet.47

during his time in Washington as a member of  the cabinet and as presi-
dent, Hoover laid the groundwork for the modern american city. His second 
and more lasting contribution was as an advocate for city planning, building 
codes, and the home mortgage finance system. the considerable success of  
the Us mortgage finance system, envied around the world, is largely a result 
of  the plans and programs of  the man from West Branch, iowa.

it might be an overstatement to say that what Hoover accomplished for the 
urban middle class and housing by providing an opportunity for ownership and 
a financial stake in the success of  american society is comparable to Jefferson’s 
advocacy of  the yeoman farmer. But Hoover should certainly be credited for 
his leadership in creating a culture of  good planning and design and supporting 
the associations and institutions that promoted economic sustainability.

fEdEral farm loan aCt of 1916

the history of  the federal farm loan act (fla), its context, and the rea-
sons for its passage were outlined earlier. the federal farm loan Program, 
created by the act, became the first modern government-sponsored enter-
prise (Gse). as defined by investopedia, “a government-sponsored enter-
prise consists of  privately held corporations with public purposes created 
by the Us Congress to reduce the cost of  capital for certain borrowing sec-
tors of  the economy. Members of  these sectors include students, farmers 
and homeowners.”48 not surprisingly, the Gse was met with a decidedly 
mixed reaction. also discussed earlier, concern about the pending legisla-
tion prompted the 1914 founding of  the fMBa, whose members considered 
government action an intrusion into the private sector. Privately, many 
members questioned the constitutionality of  the fla but publicly agreed 
to work with Congress.49

47 alison K. Hoagland, “introducing the Bathroom: space and Change in Working Class Houses,” 
Building and Landscapes 18, no. 2 (2011): 16, 28–30.

48 investopedia, “Government-sponsored enterprise,” accessed february 24, 2016, http://www 
.investopedia.com/terms/g/gse.asp.

49 “Mortgage Bankers offer Congress aid.”
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in 1913, in response to the nation’s history of  financial panics, Congress 
passed the federal reserve act authorizing the creation of  the federal 
reserve system (the fed). driven in part by the need to support the growth 
of  industrial agriculture, the fed loosened the restrictions on real estate lend-
ing by commercial banks, but only slightly. nevertheless, banks continued to 
stay away from real estate lending as a policy matter.

for the next three years Congress continued to debate the conditions and 
language of  the proposed fla. during that process, legislators received 
input from the american and United states Commissions and a variety of  
interest groups, including the fMBa. strong lobbying by the farmers Union 
and the national Grange in driving social policy contributed to the successful 
adoption of  the fla. still, Congress correctly anticipated strong opposition 
on constitutional grounds.

in 1918 the fMBa joined Charles e. smith, a stockholder and director of  
the Kansas City title and trust Company, in a constitutional challenge of  
the farm loan act by filing a suit in the federal district Court in Kansas 
City. the case was later appealed to the Us supreme Court. in a “friendly 
suit,” smith sought an injunction against his own company to prohibit the 
use of  corporate funds to purchase tax-exempt bonds issued by the federal 
land Banks or the joint-stock banks created by the fla. smith’s theory 
was that the trust company’s charter permitted investments only in lawful 
securities and that the bonds in general and the tax-exempt status of  the 
bonds in particular were unjustified and illegal under any of  Congress’s 
enumerated powers.50

Boston University law professor larry e. yackle provided an excellent expla-
nation of  the suit and its consequences in an article published in the Kansas 
Law Review. the decision in the case of  Smith v. Kansas City Title and Trust 
Company was not exactly straightforward. the issue went back to the case of  
McCullough v. Maryland51 almost a century earlier in 1819 when Chief  Justice 
John Marshall expansively interpreted the power granted to Congress by the 
Us Constitution by upholding Congress’s authority to establish the second 
national Bank of  the United states. Marshall’s opinion asserted that the valid-
ity of  these federal banks could be best assured by empowering them to hold 

50 yackle, “federal Banks,” 255–60.
51 17 U.s. 316 (1819).



123Early Twentieth Century Urbanization and Associationalism

public money and to administer the government’s finances, however slight or 
insignificant.52 therefore, Marshall’s Us supreme Court ruling in McCullough 
enabled the Court to affirm Congress’s ability under the Us Constitution to 
create government-sponsored credit facilities for farmers. defending the legis-
lation, Justice Hughes wrote, “Congress has the power to create a corporation 
whenever it would be appropriate to assist in the execution of  any authority 
vested in Congress.” He continued, claiming that “the farm loan system is an 
aid to the development of  agriculture through the whole United states, and 
hence provides for the general welfare” as allowed by the Us Constitution.53 
the ruling in Smith v. Kansas City Title and Trust Company thus validated the 
farm loan act, establishing the precedent for the creation of  the federal 
Home loan Bank system in 1932 and fannie Mae in 1938. Gses later expanded 
to include loan programs for homeowners and students, among others.

a previous precedent-setting case in 1907, Kansas v. Colorado,54 involved a 
dispute over arkansas river water rights. the case affirmed the federal gov-
ernment’s power to promote the development of  agriculture.

as for the joint-stock farm loan banks, about eighty-seven were created 
over the life of  the program, and most were profitable through World War i.55 
during the ensuing depression of  the early 1920s, many of  these institutions 
suffered. in 1923, Congress curtailed their authority by limiting the size of  
loans they could make and restricted their business to agricultural projects. 
Compounding the problems of  the joint-stock banks, Congress provided a 
bailout for the land banks following the great crash in 1929 but not for the 
joint-stock banks, signaling their eventual demise. according to yackle, “the 
emergency farm Mortgage act of  1933 created a number of  new federal 
institutions to supply rural credit but provided for the liquidation of  all of  the 
joint-stock banks still standing.”56

in 1933, President roosevelt abolished the federal farm loan Board and 
transferred supervisory responsibility to the newly created farm Credit 
administration. over succeeding decades, numerous reorganization plans 

52 yackle, “federal Banks,” 265.
53 Quoted by William M. Bullitt, speech at the farm Mortgage Bankers association national 
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perpetuated the system. the agricultural Credit act of  1987 collapsed the 
land banks into the farm Credit Banks. the act also provided for the estab-
lishment of  another Gse, the federal agricultural Mortgage Corporation, 
also known as farmer Mac. formally established in 1988, this Gse pools loans 
from institutional lenders and issues securities with the guarantee of  timely 
payment of  principal and interest in the same manner as the Government 
national Mortgage association (Ginnie Mae).

during the early 1970s, life insurance companies remained active in agri-
cultural lending, funding everything from family farms and ranches to 
meat-packing operations such as the Monfort facility in Greeley, which com-
bined cattle feedlots with facilities that slaughtered and processed the car-
casses into smaller units for distribution to retailers. in testimony before the 
subcommittee of  agricultural Credit and rural electrification of  the senate 
Committee on agriculture and forestry in May 1971, everett spelman of  
denver, president of  the MBa, testified that life insurance companies held 
over $5.8 billion in farm loans and that private institutions, excluding federal 
agencies, held 57 percent of  all farm mortgage debt.57 He also spoke about 
the role of  the Gses, particularly regarding their impact on farm mortgage 
banking. spelman referenced a prediction made by frederick P. Champ, a 
prominent farmer mortgage banker, in a 1965 article published in the journal 
Mortgage Banking. Champ asserted that any agency subsidized by exemption 
from paying federal income tax would ultimately dominate and monopolize 
the field in which it operated.58 as predicted, over time, insurance companies 
would move away from financing family farms, gravitating to larger, more 
industrial corporate farms—a move that escalated both the corporatization 
of  american agriculture and the advancement of  the american dream of  
homeownership, especially in the ever-expanding suburbs, through mort-
gage bankers’ increased attention to the residential sector.

57 Miles Colean and Columbia University oral History review, A Backward Glance—an Oral 
History: The Growth of  Government Housing Policy in the United States 1934–1975 (Washington, dC: 
research and educational trust fund, 1975), 46.

58 everett spelman, “MBa’s testimony on farm Credit Proposals,” Mortgage Banker ( July 1971): 49.
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one of  the most successful programs for attracting increased investment in 
the mortgage industry was, and continues to be, federal Housing admin-
istration (fHa) mortgage insurance. the national Housing act of  1934 con-
tained a provision for an fHa mortgage insurance program designed to 
stimulate the rehabilitation of  existing properties while encouraging the 
construction of  new, modern homes. it was designed to create jobs and to 
fulfill President franklin d. roosevelt’s desire for a privately funded govern-
ment initiative without the use of  tax dollars. it was hoped that government 
insurance would increase lending activity by mitigating the cost of  foreclo-
sures to lenders. the purpose of  title i of  the act was to create insurance 
on loans for renovation. title ii provided mortgage guarantee insurance for 
long-term mortgages, both single-family1 and multi-family properties. in 
later years, fHa title ii also insured mortgages on hospitals, senior hous-
ing, nursing homes, and condominiums. in short, the fHa is an insurance 

1 the fHa section 203b program includes single-family homes, duplexes, triplexes, and 
four-plexes in the single-family building category.
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company. it is composed of  four separate funds, the largest of  which is the 
Mutual Mortgage insurance fund.

the promise of  a safe and decent home for every american was the goal 
of  the 1949 Housing act. that goal, whether stated in the letter or the spirit 
of  the law, became entrenched as part of  subsequent housing acts and 
remains an essential part of  america’s social fabric. in Miles Colean’s oral 
history of  his career, which lasted from the 1920s through 1975, a common 
thread runs through the performance of  the government’s role in housing. 
that thread is the delicate balance between the program’s social purpose 
and sound fiscal management.2

a multitudE of finanCing programs

over its history the fHa has been a laboratory for developing loan pro-
grams with the social purpose of  meeting the varying needs of  america’s 
homeowners. the home equity conversion mortgage (reverse mortgage) is 
a good example; it is a program that allows seniors to stay in their homes, 
aging in place, without the burden of  a monthly mortgage payment. 
other examples of  the successes include fHa section 203b, the standard 
homeownership program; the 203k home rehabilitation program, the 207 
multi-family program, the 221 affordable housing program, 221(d)4 that sup-
ports single-room occupancy housing, and the 242 program that provides 
mortgage insurance for hospitals. Many of  the programs the fHa devel-
oped have enjoyed long-term success, at times interspersed with short-term 
failures. the fHa 245 graduated payment program enjoyed some short-
term success but in the long run turned out to be a passing fad. there have 
also been notable failures, including the massive subsidized housing projects 
Cabrini Green in Chicago and Pruitt-igoe in st. louis, the well-intended but 
failed fHa section 235 loan program of  the 1970s, and the seller-assisted 
down payment programs of  the early 2000s. one of  the long-term goals 
that existed, and in some cases still exists, in all these programs is an effort 
to ensure economic and program sustainability.

2 Miles l. Colean and Columbia University oral History review, A Backward Glance—an Oral 
History: The Growth of  Government Housing Policy in the United States 1934–1975 (Washington, dC: 
research and educational trust fund, 1975), 46.
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Homeownership programs such as sections 235 and 221(d)(2) shared the 
goal of  expanding homeownership opportunities through payment subsidies 
and zero down payment programs. neither program lasted. section 221(d)(2) 
required a down payment of  only $200. of  the roughly 100,000 mortgages 
insured through the program in 1970, 36 percent went into foreclosure and 
became claims against the Mutual Mortgage insurance fund. lower down 
payments result in the borrower having less equity in the property and gen-
erate riskier mortgage loans. in a falling real estate market, the lack of  equity 
encourages a strategic default in which the borrower abandons the property 
even when he or she can afford to make the payments.3

the fHa’s underwriting guidelines had allowed borrowers to receive a gift 
for the down payment on their home purchase. a typical gift letter stated 
that the borrower(s) received the down payment funds as a gift, not a loan 
that needed to be repaid. Generally speaking, the source of  the gift would 
have to prove that it had the surplus funds to donate to the borrower. in addi-
tion, some down payment assistance programs utilized locally funded grants 
and silent seconds that enabled individuals who were unable to accumulate 
enough funds through savings to get into a home. However, the seller could 
not “fund” the down payment. still, seller incentives became a widespread 
business practice, particularly with new construction.

this issue generated vigorous discussion beginning in 1999 when so-called 
seller-funded down payment assistance programs emerged. Using a loophole 
in the regulation, a seller would make a gift to a nonprofit charity. the char-
ity would then provide the down payment. in practice, the selling price of  
the house would be marked up to cover the “charitable contribution.” fannie 
Mae, freddie Mac, and all seven mortgage insurance companies declined to 
participate in these programs because of  the obvious risk.4

the fHa found itself  in conflict with another government agency, the 
internal revenue service (irs), over this practice. over time, the agencies 
established regulations determining that such “charitable contributions” did 
not violate the 501(c)(3) provisions of  the tax code. even so, the fHa’s regula-
tion on the sources of  down payments was hotly disputed. a local irs district 
office approved the tax-exempt status of  the program, but in May 2006 the 

3 thomas Herzog and alexander s. Majlaton, “fHa’s Costly experience with seller funded 
downpayments,” Mortgage Banking (october 2010): 98.

4 ibid., 100.
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Washington, dC, office of  the irs ruled that these charitable organizations 
did not qualify.5

the fHa multi-family programs have provided rental housing for vast num-
bers of  americans. the fHa 207 program facilitated the development of  classic 
apartment communities such as Country Club Gardens in denver. a consor-
tium of  five denver banks provided the construction financing and received a 
commitment from Prudential for an $850,000 permanent loan. this three-story 
walkup apartment project was built on a five-and-a-half-acre site across from 
the denver Country Club. throughout the planning and construction phases, 
a mountain of  correspondence grew among the local denver architectural 
firm, the local fHa office, and the fHa’s Washington, dC, architectural firm.6

5 internal revenue service, “irs targets down-Payment-assistance scams; seller-funded Pro-
grams do not Quality as tax-exempt,” accessed May 4, 2006, https://www.irs.gov/uac/irs 

-targets-down-payment-assistance-scams-seller-funded-programs-do-not-qualify-as-tax-exempt.
6 e. s. Gregory, letter to fisher, fisher, and Hubbell, architects, June 15, 1938, van schaak and 

Company archives, special Collections WH1293, Western History department, denver Public 
library, denver, Co.

Country Club Gardens and Towers, Denver, 2014. Courtesy of  the authors. 
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detailed discussions between the architects and the sponsors covered 
wide-ranging details such as the floor joists, the slope of  the roofs, doorways 
and entrances, kitchen hardware, floor coverings, and more. Many of  these 
conversations appear to have delayed the beginning of  construction. in the 
end, it was the Connecticut General life insurance Company that provided 
the financing. Country Club Gardens remains one of  denver’s iconic apart-
ment residences, but in 2014 a proposal by the current owner called for a 
significant redevelopment, including a second high-rise tower.

the fHa section 608 program created in 1942 allowed the fHa to insure 
mortgages on rental properties, thereby drawing more investment cap-
ital into rental property development for war workers. in 1946 Congress 
amended the law, giving priority to providing rental housing for veterans 
and their families over war workers. With the war over, few people, if  any, 
objected to the focus on veterans. But the legislation redefining the mis-
sion of  section 608, “to further stimulate production of  housing and exten-
sion of  mortgage credit for veterans,” also included a change in language 
that opened the door for possible financial abuses. Under the original 1942 
law, to qualify for fHa insurance, mortgages could not exceed 90 percent 
of  what the fHa estimated as “the reasonable replacement cost of  the 
completed project.”7 the 1946 bill changed “reasonable replacement cost” 
to “necessary current cost.” the wording change resulted in widespread 
abuses. as demonstrated by the media, the public believed developers were 
collecting excessive profits by inflating their construction costs. the result-
ing public outcry led Congress to insert changes in the 1954 Housing act 
requiring developers to certify their actual construction costs to qualify for 
fHa insurance.

Palmer Park Gardens in Colorado springs was just such a project. Built in 
1949 with financing under the fHa 608 program, Palmer Park is a 200-unit 
apartment complex. in the early 1950s, at the height of  the scandal, jour-
nalist Pasquale “Pocky” Marranzino wrote a series of  columns in the Rocky 
Mountain News about excess profits and other issues in the 608 program. i 
remember that my father was very upset because the mortgage finance com-
pany he worked for, Jordan Mortgage Company, was the target of  these arti-
cles. the challenge the builders and the fHa confronted in the immediate 

7 Klaman, Postwar Residential Mortgage Market, 53–54.
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postwar era was finding ways to access supplies of  quality building materials 
since the industry had not fully adjusted following the war. later examina-
tions proved that Palmer Park Gardens was built in compliance with the 1946 
legislation allowing for necessary current costs, and the fHa’s construction 
standards were maintained. Many of  the projects built under 608 remain 
today, including Palmer Park Gardens. it has been renovated and updated, but 
the core of  the complex remains intact—a testament against the unfounded 
criticism it received early on.

Public housing, by and large, was a new experience in america. While 
city planners, architects, and sociologists worked diligently to design safe 
and livable homes for the poor, problems still existed; denver was no excep-
tion. the initial screening of  tenants was often inadequate. Maintenance 
expenses often ran high. Brick and concrete structures replaced those with 
deteriorated and damaged oak flooring and plaster walls. notwithstanding 
all the hard work of  city officials and community leaders, the projects lost 
their welcoming, home-like appearance and assumed a more institutional 

Palmer Park Gardens, Colorado Springs, 2015. Courtesy of  the authors. 
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feel. the evolution created an environment conducive to crime, vandalism, 
and poor schools.

spurred on by Jane Jacobs, urban activists, architects, planners, and devel-
opers began to seek out new solutions to the public housing problem.8 
supported in part by insurance companies and civic-minded leaders from 
the mortgage banking industry, some communities adopted an entirely new 
philosophy when replacing and rebuilding public housing projects. one of  
the leaders of  this new movement was Professor oscar newman of  new 
york University.

newman demonstrated that the use of  thoughtful architecture and design 
could lower crime rates in public housing. By designing buildings in such a 
way that neighbors could become acquainted, they would have the ability 
to recognize who belonged on the property and challenge those who did 
not, effectively developing a “neighborhood watch” to protect their homes. 
newman’s criticism and public pressure led to a rethinking of  what public 
housing should look like.9

in many ways, it was a conflicted time. the entire issue of  subsidized 
housing became very controversial in the late 1970s, particularly in the area 
of  public housing and some of  the subsidized homeownership programs. 
Growing public resistance to subsidized housing originated from multiple 
sources, but the primary reason was probably the failure rate of  these devel-
opments. the public had witnessed a virtual revolving door of  initiatives. 
Whether as a result of  poor program design, poor construction, poor man-
agement, or outright waste and corruption, far too many failed and every-
one in the industry sought a solution. for my part, in conjunction with the 
Mortgage Bankers association’s (MBa) examination of  the urban lending 
initiative, i invited newman to speak at the association’s 1978 conference in 
new york City.

during newman’s talk, he generally agreed with the audience that many 
of  the subsidized housing programs could be reexamined, reformed, or in 
some cases completely eliminated. He stated that the largest subsidized pro-
gram that could be curtailed or dropped completely was the home mortgage 
interest tax deduction. that was not a solution designed to warm hearts in a 

8 Jane Jacobs, The Life and Death of  Great America Cities (new york: random House, 1961).
9 oscar newman, Defensible Space: Crime Prevention through Urban Design (new york: Collier 

Books, 1973).
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roomful of  mortgage and real estate executives. the subject of  the mortgage 
interest tax deduction is still controversial and remains a subject of  negotia-
tion when discussing tax reform.

one of  the programs in the 1968 Housing act, designed to expand home-
ownership through an interest rate subsidy to low-income borrowers, drew 
particular criticism. the fHa 235 program created a government subsidy of  
the interest rate charged on loans down to as low as 1 percent based on a calcu-
lation of  the borrower’s income. the borrower’s income had to be re-verified 
every year to determine the level of  subsidy. the program was universally 
abused, and investigators revealed many cases of  fraud and misrepresentation. 
the fBi aggressively tracked down instances of  fraud. the investigations led 
to the arrest of  several individuals in the real estate and mortgage community 
in denver, detroit, Chicago, and other cities. the scandals brought the viabil-
ity and purpose of  the fHa into question. not since the 608 program of  the 
late 1940s and early 1950s had there been such a public outcry.

expressing the frustration of  many americans and housing experts, MBa 
staff member robert Gray complained that the 235 program did not solve the 
problems associated with public housing: “Public housing never provided a 
complete answer to the problem of  housing the poor and never gave anyone a 
stake in the capitalistic system.”10 the program was ill conceived because, like 
the 236 program, the subsidized interest did not reduce monthly payments to 
any meaningful degree. in addition, those who did qualify were inadequately 
prepared for homeownership—something the Housing act had tried to address 
by requiring counseling systems, but those systems were inadequately funded.

section 237 of  the 1968 Housing act called for pre-purchase counseling for 
prospective homeowners. everett spelman, a denver mortgage banker and 
president of  the MBa, testified before Congress that underfunding of  the 
section 237 home buyer counseling program contributed to the failure of  the 
fHa 235 program. spelman commented in his testimony before the senate 
appropriations subcommittee that the $9 million Congress allocated for the 
program was completely inadequate given the size and scope of  the project.11

following the conclusion of  a number of  studies, the research institute 
for Housing america (riHa) published a paper in 2011 that reported on the 

10 robert Gray, “Good Counseling: the answer in successful 235 Housing,” Mortgage Banker 
(august 1971).

11 ibid.
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effectiveness of  home buyer counseling and education programs in predict-
ing loan outcomes. the paper demonstrated that the programs achieved, at 
best, mixed results. However, those results may have been skewed because 
of  the lack of  desire or ability to conduct double-blind studies. in addition, 
unanticipated changes in individual or family circumstances almost certainly 
contributed both positive influences and negative impacts on home buyers’ 
success at managing their loans and avoiding foreclosure.12 nevertheless, 
the mortgage banking industry and its leadership strongly supported home 
buyer education and counseling and do so to this day. Because of  its industry 
support, HUd has continued to fund mortgage counseling, particularly for a 
number of  its high-risk programs.

the fHa 235 single-family program was yet another case of  the “social 
purpose” being misapplied and mismanaged. yet one lesson learned from the 
235 and 237 debacle found its way into a special program created for Colorado 
springs–based otero savings and loan. regulators approved the authority 
of  thrift institutions to provide checking accounts in the early 1980s. With 
the support of  PMi Mortgage insurance Company, otero partnered with 
the federal Home loan Bank of  topeka in the unique affordable housing 
program using $3 million in community investment funds. as the national 
accounts sales manager for PMi, i worked with the senior staff  at otero 
savings to develop a program using a residual income calculation formula 
pioneered by the veterans administration (va) loan guarantee program. 
that program had been highly successful in all but the most severe regional 
or national economic recessions and served as a great model for this experi-
ment. the program measured how much income a family had left after mak-
ing its mortgage payment and paying other debt obligations, including social 
security and other taxes. then a determination was made as to whether the 
family could live on that leftover income. during the Great recession of  
2008, it was found that va loans, which did not require a down payment, 
performed at the same level as conventional prime loans. one ingredient 
that led to the success of  this va program was a pre-purchase counseling 
program called Mortgages for Beginners.

the program involved small-group counseling sessions with pre-ap-
proved applicants who demonstrated a willingness to save and to pursue 

12 J. Michael Collins and Collin o’rourke, Homeownership Education and Counseling: Do We Know 
What Works? (Washington, dC: research institute for Housing america, april 26, 2011), 43–46.
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homeownership. the borrowers were given a course in the responsibilities 
of  homeownership, including a basic course in home repairs and mainte-
nance. a retired Us army sergeant (with the kind of  organizational skills, 
sensitivity, and direction for which army sergeants are known) conducted the 
course. this proved invaluable for prospective homeowners. one issue many 
first-time home buyers face is having to deal with problems such as replacing 
a water heater or furnace and not having the proper financial reserves or 
experience to solve the problem.13 Mortgages for Beginners gave many first-
time home buyers the skills necessary to become successful homeowners.

this program for home buyers reaffirmed my belief, acquired in gradu-
ate school during the 1970s, that homeowner education can have a positive 
impact on long-term mortgage performance. the foreclosure crisis of  the 
Great recession only confirmed my views on the effectiveness of  such coun-
seling programs, even without the benefit of  extensive outcomes research.

i also believe the large servicers, having local knowledge and expertise, 
should capitalize on that advantage to assist troubled homeowners. local 
staff members know their borrowers’ neighborhoods. they can visit distressed 
borrowers in their homes, a more comfortable and less intimidating environ-
ment in which to discuss their financial situation. there, as experienced loan 
originators and underwriters who deal with the various program guidelines 
every day, they can speak frankly to explain the borrowers’ options and provide 
appropriate advice to families facing foreclosures. as a strong believer in coun-
seling and counseling agencies, these individuals can not only answer questions, 
they can also help borrowers assemble the proper information for a lender to 
make decisions on whether to modify, forbear, or move toward foreclosure.

By 1973, the public’s widespread frustration with the fHa forced President 
richard nixon and HUd secretary George romney to place a moratorium 
on most subsidy programs. as a result, many of  the pilot voucher programs 
launched after passage of  the 1970 Housing act were permanently adopted 
in 1974 and have proven to be very successful. administered by HUd, these 
programs allocated different voucher programs to participating states. in 
Colorado the vouchers are distributed to qualifying individuals and families by 
the Colorado division of  Housing. one such program, the section 8 voucher 
program, provides rental assistance to low- and moderate-income families 

13 richard fischman, “ ‘Mortgages for Beginners’: an early success in flexible Underwriting,” 
Federal Home Loan Bank Board Journal 14, no. 8 (1981).
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(those earning less than 80 percent of  the state’s median income). the 112-unit 
Grand Manor apartment complex in Grand Junction, which is owned and 
operated by the nonprofit rocky Mountain Communities, is one of  many 
projects that participates in the program. section 8 and other direct subsidy 
programs have proven to be much more successful at providing financial assis-
tance than were the inefficient indirect interest rate subsidies of  the 235 and 
236 programs. they also helped restore the public’s confidence in the fHa.

in 2014 the fHa celebrated eighty years of  providing housing opportunities 
for growing numbers of  first-time home buyers and middle-class americans 
by providing access to mortgage capital. today, the fHa is strengthening 
its balance between social purpose and fiscal responsibility by continuing 
to revise its plans and programs because of  the challenges it faced during 
the Great recession. it has played an important role in providing ownership 
opportunities. the fHa will remain the primary source of  mortgage cred-
its for young adults, seniors, first-time home buyers, and minority families. 
in addition, home buyer pre-purchase and post-purchase counseling will 
remain important components of  fHa programs.

CrEating a sECondary markEt for mortgagEs

the 1934 Housing act also enabled the creation and supervision of  national 
mortgage associations to provide capital and liquidity for fHa-insured loans.14 
as designed by the act, these national mortgage associations and institutional 
investors such as insurance companies would purchase large portfolios of  
mortgage loans from mortgage bankers with the assurance that these were 
quality loans made on quality properties. the mortgage bankers would then 
use the proceeds of  those sales to make more mortgage loans, thus expand-
ing ownership across the nation.

the program had been designed for commercial banks, thrifts, and insur-
ance companies, but many of  these lenders were reluctant and slow to act 
because of  concerns about the conflicting role of  the insurance program 
and its “social purpose” or “social mission” nature. this conflict has raged 
throughout the industry from its inception through the Great recession of  
2008 to the housing policy legislation of  2014.

14 Morton Bodfish, “Government and Private Mortgage loans on real estate,” Journal of  Land 
and Public Utility Economics 11, no. 4 (1935): 406.
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in January 1937, President roosevelt declared that a third of  the nation 
was poorly housed. an initiative was launched to appropriate federal money 
to local housing authorities for the purpose of  creating affordable housing. 
Unfortunately, discussions regarding possible solutions soon stalled as the 
nation’s attention turned to the international crisis of  World War ii. Housing 
concerns diminished as the country focused on winning the war. But the 
return of  Us soldiers revealed an even more critical pent-up demand for hous-
ing that could no longer be ignored. the result was the Housing act of  1949.

the goal of  this new legislation was to provide “a decent home and a 
suitable living environment for every american family.”15 for example, “the 
1950 Census found that 29 percent of  american homes lacked a flush toilet.”16 
veterans returning from World War ii needed jobs and housing. and a grow-
ing consensus among americans dictated that something had to be done 
about the nation’s slums. Pushed by senator robert taft, a conservative ohio 
republican, the law was finally passed and signed into law on July 15, 1949. 
With it, many of  the new deal housing programs were firmly established.

the housing shortage that engulfed the nation in the years immediately 
following the end of  World War ii caused home prices to climb. as a con-
sequence, in an effort to dampen the inflation of  home prices, new policies 
were introduced to restrict the activities of  both the fHa and fannie Mae. 
in october 1950 the federal reserve, with the blessing of  the administrator 
of  the Home and Housing finance agency, implemented regulation X. it 
reduced the level of  loans that fannie Mae could purchase and simultane-
ously reduced the level of  insurance that could be written by the fHa. as 
a matter of  sound fiscal practice, much of  the authority to administer these 
programs through various control mechanisms lasted for years. at about the 
same time, the fHa commissioner had the power to set the interest rate 
rather than allow the rate to float with the market. that power helped con-
trol the production of  fHa loans.17

early in its history the fHa recognized that for a sustainable mortgage 
insurance program to be successful, it needed the assistance of  architects 

15 “Housing act of  1949/Public law 171–81st Congress,” Government accounting office, ac-
cessed october 10, 2014, https://bulk.resource.org/gao.gov/81-171/00001ee4_595076.pdf.

16 James r. Hagerty, The Fateful History of  Fannie Mae: New Deal Birth to Mortgage Crisis Fall 
(Charleston, sC: History Press, 2012), 29.

17 Klaman, Postwar Residential Mortgage, 58–60.
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and planners who would work with lenders, builders, and communities to 
construct economically sustainable neighborhoods. the first order of  busi-
ness was to assemble an underwriting manual that would establish param-
eters for the agency’s single-family and multi-family programs. to protect 
the fHa’s reserves in the Mutual Mortgage insurance fund, minimum prop-
erty, subdivision, and architectural standards needed to be drafted. the fHa 
Underwriting Manual, published in 1936, provided those standards.

the 1947 fHa Underwriting Manual revised previous publications and 
adapted itself  to the new postwar environment of  suburbia. for new homes 
to be approved for fHa insurance, not only did the house plans need approval 
but so did the subdivision as a whole. Plans, specifications, and subdivision 
maps had to be filed with the fHa field office. there, a team of  architects 
and appraisers analyzed the subdivision for street layout; installation of  curbs, 
gutters, and sidewalks; and open space. Water availability from either pub-
lic or private water systems, along with storm water and wastewater sys-
tems, were also part of  the subdivision analysis and approval. the fHa even 
required home buyers to plant a tree or provide a tree letter from a nursery as 
part of  the approval and closing process. the underlying goal was to provide 
the american public with quality homes in quality neighborhoods.

once the subdivision and house plans were approved, a so-called d Binder 
was created demonstrating the project’s acceptance by the fHa. then, as 
construction progressed on the subdivision and the individual properties, an 
fHa inspector made three trips to the site to assure that the construction 
met the minimum property standards. Upon completion, the properties 
were appraised and the value determined for their eligibility for mortgage 
insurance. in 1947 the maximum loan amount was $16,000 and the minimum 
required down payment was 10 percent of  the acquisition cost. in most cases 
the owner was required to live in the house. some non–owner-occupied 
loans were allowed, but they were limited to a loan-to-value ratio of  no more 
than 80 percent.18

in the early 1970s, construction quality came under increased scrutiny. a 
first inspection was conducted when the foundation was poured, a second 
during the middle of  construction, and the final inspection before closing of  
the loan. Most of  the time, inspectors required only minor corrections because 

18 fHa, Underwriting Manual, Sections 332–334.
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builders understood the construction quality requirements from the outset. 
only once did i encounter a serious situation. an out-of-state builder, of  ques-
tionable background, had not been diligent with his supervision of  construc-
tion. during the second inspection the fHa inspector wrote “reframe” on the 
report because of  poor workmanship and noncompliance with the plans and 
specifications. that inspection was only the beginning of  a long series of  prob-
lems with the project. But it did get our attention and gave us an early warning 
about the capability and integrity of  the builder’s organization.

the quality of  the standards and requirements of  the fHa’s single-family 
programs have withstood the test of  time. Many of  these postwar-era sub-
divisions remain more than fifty years later as beautiful neighborhoods with 
desirable, well-maintained homes. yet controversy abounds regarding the 
success, or lack thereof, of  slum clearance and urban renewal. the evidence 
is mixed. Most successful programs can attribute their success to the com-
mitment of  the city’s leadership and the strength of  public-private partner-
ships. two good examples are the skyline Urban renewal Project in denver 
and the embarcadero Center in san francisco. Both projects found vigorous 
support in strong city administrations and the commitment of  local private 

House in Manhattan, Kansas, owned by a Rosser family relative, 1938. Courtesy of  the author. 
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institutions. But in terms of  urban renewal failures, one cannot argue with 
statistics. Between 1949 and 1968, an estimated 425,000 units nationwide fell 
to the wrecking ball, but only 125,000 replacement units were built—many of  
which were luxury apartments.19

19 roger Biles, “Public Housing and the Postwar Urban renaissance,” in From Tenements to the Tay-
lor Homes: In Search of  an Urban Policy in Twentieth-Century America, ed. John f. Bauman, roger 
Biles, and Kristin M. szylvian (University Park: Pennsylvania state University Press, 2000), 153.

Original 1938 FHA inspection report. Courtesy of  the author. 
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in the 1920s, encouraged by President Hoover’s Better Homes campaign, 
the mortgage banking industry began studying new ways to make hous-
ing affordable to larger segments of  the american public. following World 
War ii the industry recommitted itself  to the cause under the influence of  
President eisenhower’s advisory Committee on Government Housing 
Policies and Programs. By the 1970s many policymakers at the national, state, 
and local government levels saw affordable workforce housing as an import-
ant component of  job sustainability and economic growth. to address the 
housing issue, many states began to take full advantage of  title vii of  the 
new Communities act of  1968 by forming state housing finance agencies.20

even though several types of  state finance agencies exist, they all perform 
as mortgage bankers in one way or another. some purchase and fund loans, 
which are then delivered to the capital markets for resale. the agencies may 
or may not retain the servicing rights, but if  they do they charge a fee for per-
forming those services. in addition, they may receive direct or indirect fed-
eral government subsidies for various housing programs. furthermore, most 
state housing finance agencies are authorized to issue tax-exempt bonds. the 
proceeds from the sale of  the bonds are then used to fund individual mort-
gage loans that meet the qualifications of  the fHa’s various affordable hous-
ing programs. the housing agencies often work with mortgage bankers or 
other real estate lenders to originate such loans. some states have granted 
their agencies special powers, such as the ability to establish state building 
codes. and some agencies function as land-use regulators by establishing 
growth and community development plans.21 But the common denominator 
is that all are reliant on tax-exempt financing.

What Can happEn WhEn soCial oBligations 
and fisCal managEmEnt CollidE

one example of  a conflict between the fHa’s social purpose and fiscal man-
agement is the unfolding of  events following a series of  episodes at the rocky 
flats nuclear Weapons Plant. as a result of  conflicting information from 
other federal and state agencies, the fHa struggled with how to handle the 

20 James Kozuch, “state Housing finance agencies: their effect on Mortgage Banking,” Mort-
gage Banker (october 1972): 12–13.

21 ibid., 16.
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warnings of  potential health risks while protecting the real estate market and 
its own mortgage insurance programs.

the often repeated theme in the history of  real estate finance is that mort-
gages are risky. Mortgage lenders understand and accept credit risk. they 
spend enormous amounts of  time and money determining the creditworthi-
ness of  borrowers and evaluating each individual property. More important, 
mortgage bankers and investors alike constantly monitor the strength and 
viability of  the markets in which they invest their funds. institutional investors, 
government-sponsored enterprises (Gses), private mortgage insurance com-
panies, and the fHa all employ actuarial models to forecast the performance 
of  the loans in their portfolios. these models are used to establish the under-
writing guidelines that determine the amount of  risk each institution is will-
ing to take. these risks are, by and large, quantifiable and reasonably accurate.

yet catastrophic losses can and do occur, often as a consequence of  events 
or activities originating beyond the economic realm. sometimes they result 
from unknown or unanticipated environmental events. a series of  such acci-
dents and incidents of  mismanagement occurred at the rocky flats nuclear 
Weapons Plant during the 1950s and 1960s. the location of  the facility, fifteen 
miles northwest of  downtown denver, was later deemed to pose a potential 
hazard to the entire metropolitan-area population in the event of  a nuclear 
accident. the fact that there were two fires at the plant, one in 1957 and 
another in 1969, that resulted in off-site nuclear contamination was not pub-
licly known for many years. fortunately, the fast action of  the employees 
who responded and a lot of  good luck averted what could have developed 
into a major disaster.

the consequence of  the incidents at rocky flats could have led to a col-
lapse of  the regional real estate market, with foreclosures and a massive 
abandonment of  properties surrounding the facility. some special hazards 
such as hurricanes and tornadoes have a certain predictability that can be 
accounted for in the actuarial models. But environmental hazards such as the 
ones presented by the activities at rocky flats cannot be forecasted.

the story of  rocky flats begins in 1951 when the atomic energy Commis-
sion, now known as the department of  energy (doe), selected the 2,600-
acre site northwest of  denver bridging Jefferson and Boulder Counties. the 
site would eventually expand to encompass 4,600 acres. this $45 million facil-
ity was seen as an important generator of  jobs, as it greatly enhanced the size 
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and scope of  the region’s scientific and academic employment base. it also 
significantly validated the area’s national reputation by its contribution to 
national security and defense.22

it is important to note the historical context behind the construction of  the 
plant and its role in national defense. the year 1948 brought heightened tensions 
with the soviet Union and the ramping up of  the Cold War. it began when the 
soviet army sealed off access to the city of  Berlin, prompting the United states 
and its allies to respond with the Berlin airlift. the airlift was followed in 1949 
by the successful Chinese Communist overthrow of  its nation’s government 
and the soviet Union exploding its first nuclear weapon. in 1950 the United 
states became embroiled in the Korean War to thwart further expansion of  
communism. the public was fearful of  a so-called nuclear exchange. for those 
of  us who lived through these times, this was an era of  “duck and cover” air raid 
drills and listening for the civil defense radio named Conelrad (Control of  
electronic radiation). Palpable anxiety enveloped an american public fearful 
of  nuclear war with the soviet Union as well as conflict with the new People’s 
republic of  China. that anxiety increased dramatically with the disclosure that 
some americans had shared nuclear secrets with the soviet Union.23

for many years the general public was not aware of  what was actually 
going on at rocky flats. i remember going to Boulder in the early 1950s to 
do appraisal inspections with my father and seeing the plant far off  in the 
distance. i remember it as highly secretive and somehow very mysterious. at 
the time it was comforting to know that it was there, protecting us from the 
soviets, even though it was surely a target of  the soviet air force.

the contract for the rocky flats operation was awarded to the dow 
Chemical Company. dow had a reputation as a good company for which to 
work. an economic generator for the region, the plant created jobs and stim-
ulated growth in the real estate industry in Jefferson and Boulder Counties. 
With the first phase of  development completed, the company began opera-
tions at the facility in 1952. Within a year, one of  its primary functions was 
building plutonium triggering devices. throughout the early 1950s rocky 
flats expanded with the construction of  new buildings, and in 1956 dow 

22 Patricia Buffer, Rocky Flats History (self-published, 2003), 6, published online by office of  lega-
cy Management, department of  energy, July 2003, accessed september 2, 2016, https://www 

.lm.doe.gov/Workarea/linkit.aspx?linkidentifier=id&itemid=3026.
23 ibid., 8.
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Chemical was honored by the national safety Council for completing 3 mil-
lion hours of  work without a disabling injury.24

However, in 1957 things began to change. on september 11 of  that year a 
fire erupted in one of  the hundreds of  glove boxes on the fabrication line in 
the plutonium-processing building, resulting in a contamination leak. the 
general public was not aware of  the fire and did not learn about it until years 
later.25 a virtually identical event occurred twelve years later on Mother’s day, 
May 11, 1969. once again a spark in a glove box set off  a fire, but this time 
it escalated quickly. only three firefighters were on duty that day, so other 
employees were called in to assist them in containing and extinguishing a fire 
that engulfed two buildings, numbers 776 and 777.26

Kristen iversen documents the events of  the day in Full Body Burden. she 
describes the chaos, the frightening and dangerous conditions, and the des-
peration of  the men who fought the fire. she tells of  two men in particu-
lar, security guards with only a rudimentary knowledge of  firefighting, who 
reentered Building 777 multiple times despite direct orders not to do so from 
the radiation monitor. no one was there to relieve them.27

When efforts to extinguish the blaze with the mandated Co2 failed to 
slow the inferno, let alone put it out, the guards opted to employ the only 
other weapon at their disposal—water. However, water was the one thing 
they had been told never to use to fight a plutonium fire. Unbeknownst 
to the guards, the real firefighters, tackling the fire from the other side 
by attacking Building 776, made the same decision. spraying water on the 
ceilings of  the buildings may have contributed to saving the roofs from 
collapse. But what really saved the facility from a major catastrophe was an 
accidental power outage, resulting in the shutdown of  the exhaust system 
that had been feeding air to the blaze. the fire slowed. the roofs of  both 
buildings held as the fire continued to burn. Meanwhile, black radioactive 
smoke billowed into the sky. it took the 1969 Mother’s day “incident” a 
little over six hours to unfold.28

24 ibid., 9.
25 ibid.
26 Kristen iversen, Full Body Burden: Growing Up in the Nuclear Shadow of  Rocky Flats (new york: 

Crown, 2012), 24–25.
27 ibid., 30–38.
28 ibid., 32–40.
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only a brief  article in the Rocky Mountain News the following day reported 
on the fire. since the article appeared on page twenty-eight, the editor cer-
tainly did not consider it a major event. according to the article, a plant 
spokesman claimed that the radioactive contamination was minimal and was 

“contained to the site.”29

But that was not true. the Mother’s day fire allowed toxic materials to 
escape into the atmosphere. to make matters worse, the complex was no 
longer the remote location it had been in 1951. all of  metropolitan denver, 
particularly the denver-Boulder corridor, had experienced unprecedented 
growth. area residents did notice the plume of  radioactive smoke escaping 
from the plant but paid little attention, perhaps because they knew so little 
about its activities.

apparently, no disaster plan existed to guide employees or local authorities. 
the local fire departments had not been advised, trained, or equipped to deal 
with an emergency at the plant. the 1969 fire is remembered as the largest 
industrial accident in the country’s history up to that time, costing over $70 
million and consuming over $20 million in plutonium.30 and yet the earlier fire 
in 1957 had resulted in significantly more radioactive plutonium release and 
contamination.31 Many of  the details of  both fires continued to remain a secret.

the Colorado department of  Health monitored the facility for back-
ground radiation, but there was little public awareness, certainly not in the 
greater real estate community, about hazardous materials escaping until 1974. 
that year Colorado elected two stalwart environmentalists—richard lamm 
as governor and timothy Wirth to represent the state in the Us Congress. 
Both men committed themselves to discovering and dealing with the hazards 
presented by rocky flats.

at the time, developers were proposing a number of  subdivisions to be 
developed near the plant. arvada in particular was rapidly expanding north-
ward, and a number of  subdivisions were being planned and built by denver’s 
large home building companies. as more information became available, con-
troversy erupted about the hazards posed by the plant. on May 13, 1975, the 
Denver Post reported that the Jefferson County commissioners had rejected 

29 ibid., 40.
30 ibid., 43.
31 John e. till, “technical summary report for the Historical Public exposure studies for rocky 

flats Phase ii,” september 1999, 29.
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a request for residential development near rocky flats because of  possible 
plutonium contamination.32

Complicating the issue further was the fact that since many of  the subdi-
visions throughout the metropolitan area had been financed using fHa pro-
grams, the department of  Housing and Urban development (HUd) and the 
fHa were caught in the middle of  the controversy. the fHa had very strong 
underwriting standards for subdivision approval. there was concern not 
only about approving new construction projects in the area but also about 
the existing portfolio. in short, what were the implications of  possible mas-
sive defaults and abandonment of  properties for the fHa insurance fund?

a Rocky Mountain News article in May 1977 reported that discussions were 
held between Paul smith, head of  the radiation branch of  the denver region 
8 ePa office, and HUd officials in which smith proposed that homeowners in 
the area be provided with an impact statement disclosing the potential radi-
ation hazard generated by rocky flats.33 Walt Kelm, regional environmental 
quality chief  for HUd, indicated that the most HUd could do was require 
builders to notify fHa borrowers of  the potential hazard posed by the plant. 
Plutonium contamination could have enormous financial consequences 
for both borrowers and investors. the mortgage banker’s role is always to 
represent the best interest of  investors and to protect them against loss. if  
mortgage bankers started backing away from making loans near rocky flats 
to safeguard their investors, they could have triggered a real estate collapse. 
economically, everyone was caught in a Catch-22—protect the regional econ-
omy by conducting business as usual or red-flag the area against a potential 
but unknown and unverifiable environmental health risk.

the dilemma was complicated further when the Rocky Mountain News 
reported that HUd had hired three researchers to make a risk evaluation.34 
their findings showed that area residents had more to fear from bathtub 
falls or car crashes than from operations at rocky flats. the department of  
energy told HUd the same thing, stating that there was only a 1-in-10,000 
chance of  a fire that could cause a dangerous event. in addition, HUd officials 

32 “Jeffco rejects flats-area development,” Denver Post, May 13, 1975, B17.
33 allen Cunningham, “ePa official seeks radiation Warning,” Rocky Mountain News, May 19, 

1977, 6.
34 Myron levin, “agencies at odds over Giving information ePa advised to tell flats Homebuy-

ers [about] risks,” Rocky Mountain News, May 10, 1978, 12.
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expressed concern that builders and developers would drop fHa programs 
if  forced to notify their buyers of  an emergency response plan.

iversen recalls that for years potential homeowners, including her parents 
when they purchased a home in 1969, were asked to sign a waiver acknowl-
edging the possibility of  plutonium soil contamination if  the property was 
within ten miles of  rocky flats. Buyers affirmed that they had been warned 
of  the risk but were also told that the level of  contamination was deemed 
safe by the government. However, in 1979 HUd and the fHa approved and 
implemented a mandatory disclosure about possible plutonium contami-
nation. the rocky flats advisory notice stated: “this notice is to inform 
you of  certain facts regarding United states department of  energy rocky 
flats Plant which is located within ten miles of  your prospective residence. 
you should be aware that there exist within portions of  Boulder County and 
Jefferson County, Colorado varying levels of  plutonium contamination of  
the soil. However, according to the information supplied by the department 
of  energy, the soil contamination in the area in which your prospective res-
idence is located is below the limits of  the applicable radiation guidance 
developed by the environmental Protection agency (ePa).” the notice also 
required that potential buyers be notified of  the emergency response plan. 
the waiver was required for all properties located within ten miles of  the 
rocky flats facility.35

then, just three years later, in March 1982, at the urging of  real estate develop-
ers, HUd and the fHa rescinded the rocky flats advisory notice.36 as a result, 
building and development continued to move forward. notwithstanding the 
off-site contamination resulting from the fires of  1957 and 1969, to date the 
home building, real estate, and mortgage industries have not experienced any 
long-term economic impact from the operations of  the rocky flats nuclear 
Weapons Plant, but they could have experienced major upheaval. obviously, 
the industry and the public are relying on the studies conducted by the doe 
and the Colorado department of  Health and environment to reveal any 
long-term health hazards that can be attributed to the operations that trans-
pired at rocky flats. But throughout the period it has been obvious that fiscal 
concerns outweighed the social mission of  ensuring safe housing.

35 iversen, Full Body Burden, 40–41, 163, 203.
36 ibid., 203.
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Production activities at rocky flats ceased in 1989. the doe then installed 
a contractor to undertake the demanding process of  decontamination and 
restoration, which it completed in 2005 at a cost of  $7 billion.37 as a result, 
the doe and the Colorado department of  Public Health and environment 
have declared the area “completely safe.”38 Carl spreng, supervisor of  the 
environmental cleanup at the site for the Colorado department of  Public 
Health and environment, participated in a promotional video in 2009. in 
it he claimed: “these lands have been essentially protected for many years 
because they were part of  the buffer zone of  rocky flats, and it’s an example 
of  some pristine prairie areas . . . the land is a jewel.”39

the land surrounding the facility has been returned to the public domain; 
ownership resides with the Us department of  the interior. the Us fish and 
Wildlife service manages the complex as the rocky flats national Wildlife 
refuge and is currently restoring the landscape’s habitats to fully support the 
native plants and animals that have historically lived there. the refuge is cur-
rently open to the public on a limited basis, but plans call for it to eventually 
include a visitor center and an extensive trail system for hiking, cycling, and 
horseback riding.40

37 Us fish and Wildlife service, “rocky flats national Wildlife refuge,” accessed July 7, 2015, 
http://www.fws.gov/refuge/rocky_flats/about.html.

38 iversen, Full Body Burden, 333.
39 ibid., 333–34.
40 Us fish and Wildlife service, “rocky flats.”
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the fundamental problem is that the Gses are private companies 
with a public mission—a very difficult construct to balance. Unless 
Gse activities are constrained by appropriate legislation and strong 
regulation, their predominant motives will always be to reward 
their stockholders at the expense of  taxpayers and consumers.

—FM Watch, GSE Mission Creep

as far back as the farm loan act of  1916, the primary public policy justifica-
tion for the establishment and continued operation of  mortgage government- 
sponsored enterprises (Gses) has been the need to provide farmers and 
home buyers with access to affordable mortgage financing. By linking local 
mortgage markets with regional and national financial markets, interre-
gional interest rate disparities have been moderated, if  not eliminated, and 
interest rates for borrowers in general have been reduced. the result is that 



152 government Housing ProgrAms And tHe evolution of mortgAge bAnking

the functions of  the Gses have made farm credit and homeownership avail-
able to a greater number of  american families.1

in essence, Gses are financial services corporations. Created by the Us 
Congress, Gses seek to improve the availability of  low-cost credit in certain 
financial markets. Congress established the first mortgage Gse in 1916 when 
it chartered the federal farm loan Program discussed in chapter 2. today, 
the two most widely known examples of  mortgage Gses are the federal 
national Mortgage association (fannie Mae) and the federal Home loan 
Mortgage Corporation (freddie Mac). in addition to fannie and freddie, 
another popular Gse is the Government national Mortgage association 
(Ginnie Mae). a separate group of  twelve federal Home loan Banks also 
works as a mortgage Gse and as discount banks.

the history of  Gses has been mixed at best. the same economic and credit 
cycles apply to Gses as to any other financial institution. Many studies have 
been written by academics, politicians, think tanks, and the industry to sug-
gest modifications and reforms of  these organizations to create some level 
of  immunity from normal business cycles. But Gses behave differently than 
many business organizations because of  their social purpose. fundamentally, 
they lack market discipline.

the social purpose of  the housing Gses is to expand the availability of  
credit and more favorable terms to underserved groups. to serve more peo-
ple, the credit and financial requirements of  borrowers are relaxed, but that 
increases the risk to the investor or taxpayer without providing a greater 
return to compensate for the additional risk. the social purpose and fiscal dis-
cipline often conflict. finding the right balance between increased availability 
of  credit and maintaining sufficient standards to assure the credit worthiness 
of  borrowers is crucial. only the federal Home loan Bank system has been 
economically successful because it has kept tighter control of  financial guide-
lines and requirements while attempting to meet the social mission of  as 
many of  its members as possible.

1 June e. o’neill, CBO Testimony on Assessing the Public Costs and Benefits of  Fannie Mae and Freddie 
Mac: Statement of  June E. O’Neill (Washington, dC: Congressional Budget office, 1996), 1–2.
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risk CrEatEs multiplE ChallEngEs 
for mortgagE finanCing

as the Great depression set in following the stock market crash in 1929, the 
number of  foreclosures across the country skyrocketed. Miles Colean, a 
major figure in the mortgage banking industry from the 1920s through the 
1970s, once observed that “mortgages are a risky investment.”2 Conditions 
in the 1930s certainly proved him correct. in an oral history that documents 
a series of  interviews he gave, Colean often discussed the conflicts between 
the public/social policy of  expanding homeownership and the maintenance 
of  sound fiscal management.3

the mortgage finance system quickly responded to the financial chal-
lenges. the first piece of  legislation designed to turn around the housing and 
construction markets created the federal Home loan Bank system in 1932. 
Congress followed up in 1934, passing the Homeowners loan act and the 
national Housing act. While it can be argued that the programs instituted 
under these laws did not have an immediate effect, over the long term many 
proved to be quite beneficial, and they did stabilize the Us mortgage and real 
estate markets.

loss of  income during the Great depression, as in all other economic 
downturns, stands as the single greatest contributor to any mortgage fore-
closure—residential, multi-family, commercial, or industrial enterprise. if  
income is generated from industrial enterprises, borrowers will, generally 
speaking, make their payments. in recent years, many experts and policy-
makers have prescribed regulations for larger down payment amounts and 
other ways to mitigate foreclosures. However, local, national, and global 
economic factors, often beyond the control of  policymakers or individual 
borrowers, play a larger role.

traditionally, many mortgage guaranty insurance companies collect 
data to determine the reasons for foreclosure. in addition to the obvious 
cause of  loss of  income, other reasons for mortgage default include death, 
divorce, major illness of  the borrower or a family member, and overexten-
sion of  credit. none of  these factors is predictable when a loan is originated. 

2 Miles l. Colean and Columbia University oral History review, A Backward Glance–an Oral 
History: The Growth of  Government Housing Policy in the United States 1934–1975 (Washington, dC: 
research and educational trust fund, 1975), 29.

3 ibid.
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However, predictive models have been developed with the intent of  minimiz-
ing or even eliminating unduly risky loans. yet it is impossible for a lender to 
predict with certainty the future performance of  individual mortgage loans. 
the decision to extend credit can only be based on the applicant’s past per-
formance as evidenced by his or her credit score and meaningful income 
verification, typically provided by tax returns.

as stated before, real estate mortgages are risky. When any combination of  
risk factors comes together simultaneously, the lender can suffer the greatest 
impacts. fluctuating interest rates create capital market risk. if  the interest 
rate rises after a borrower locks in at a lower rate, the value of  the loan 
decreases, creating a loss for the lender if  not properly hedged. every loan 
contains some credit risk since it is impossible to predict if  the borrower 
will maintain his ability to pay. during economic declines like the Great 
depression and the more recent Great recession, real estate risk escalates. 
if  the borrower loses his ability to pay and property values decline, the bor-
rower may not be able to sell the property for the value of  the loan, or it may 
not sell at all. even if  the borrower retains the ability to pay, he may choose to 
strategically default and abandon the property, a recurrent theme since 1890s 
Kansas. the lender can lose the property outright when a borrower makes 
all mortgage payments but fails to pay the associated property taxes. finally, 
hazard and environmental risks apply if  the property is located on an earth-
quake fault or in a wildfire zone or, as in the case of  new orleans’s ninth 
Ward, if  it lies in an area subject to hurricanes and flooding. When there 
is inadequate or unobtainable insurance coverage to pay off  the loan, the 
borrower may elect to strategically default and walk away from the property.

Historically, most institutional lenders including insurance companies, 
state-chartered banks, and building and loan societies limited loans to a 
maximum of  60 percent of  the appraised value of  the property, thus requir-
ing down payments of  up to 40 percent. Unfortunately, borrowers who did 
not have sufficient funds for the down payment often obtained a second 
mortgage for 20 percent or more of  the property’s value to purchase the 
home. second mortgages usually commanded a higher interest rate and had 
a short term compared with the first mortgage. When the borrower lost 
his source of  income, necessitating foreclosure, the first mortgage holder 
hoped the second mortgage holder would step in and redeem the property, 
but that rarely happened. the mortgage industry refers to these layers of  
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debt as risk stacking. risk stacking generally involves a very low or no down 
payment, a fiCo score lower than 660, an adjustable-rate or interest-only 
loan, an investment property or vacation home, or a borrower without 
income or asset verification, along with the presence of  a second mortgage 
that enables the borrower to withdraw the equity in the property. the prac-
tice led to a huge default rate in the early 1930s and again during the more 
recent Great recession.

during the depression era, the inability to pay caused by a combination 
of  loss of  income, consumer debt, and home mortgage debt constituted 
the greatest risk for lenders of  home mortgages. another challenge was the 
short-term nature of  most mortgages and the inability of  borrowers to refi-
nance or obtain a loan extension. Most loans followed the pattern established 
by earlier farm mortgage lenders: short-term, interest-only loans requiring 
that all principal be paid at the end of  the term in one balloon payment. at 
the time, typical residential loans were written for terms of  five to seven 
years and may or may not have included a renewal clause. Because of  the 
liquidity crisis that existed during the depression, most lenders were unable 
or unwilling to extend the loans. living on savings (that may already have 
been exhausted) as a result of  loss of  income, most borrowers did not have 
the funds to make the final balloon payment; in that case the borrower lost 
his home and the lender gained an unwanted property.

prEsidEnt hoovEr’s rEsponsE and thE CrEation 
of thE fEdEral homE loan Bank systEm

immediately after the stock market crash, building activity stopped, initiating 
a sharp downward spiral in real estate activity. Unfinished buildings testified to 
lost construction jobs, and liquidity in the mortgage markets dried up. as many 
as 40 percent of  the loans across the country defaulted. Beginning in late 1929 
when the term of  loans expired, lenders refused to renew them because of  
the liquidity crisis caused by the stock market collapse. President Hoover, who 
believed that homeownership created civic responsibility and built personal 
moral character, recognized an urgent need to rescue the housing market.

as early as 1921, Hoover recognized many of  the flaws in the home mort-
gage finance system. While serving as commerce secretary, Hoover held 
multiple conferences dealing with promoting homeownership. through 
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these conferences he cultivated what developed into a long relationship with 
the thrift industry and its trade association, the United states savings and 
loan league (the league).4 the league resulted from the merger of  a num-
ber of  small trade associations representing savings banks, cooperative banks, 
savings and loan associations, and building societies.5 Under the leadership 
of  Morton Bodfish, a strong advocate and spokesman for the organization, 
the league grew and gained significant influence in Washington. an unfail-
ing protector of  the thrift industry,6 Bodfish played a key role in formulating 
depression-era housing policy, advocating strongly for the federal Home 
loan Bank (fHlB) system created during Hoover’s administration.

Bodfish was an equally vocal opponent of  the creation of  the federal 
Housing administration (fHa) and fannie Mae, as he was an advocate for 
the creation of  the federal Home loan Bank system. History gives Bodfish 
mixed reviews. Certainly, he deserves enormous credit because the fHlB 
system has been a strong and viable institution. in retrospect, some of  his 
opposition to the creation of  fannie Mae has strong merit. in contrast, his 
misplaced opposition to the creation of  the fHa has been refuted by its con-
tinued success.7

as early as 1919, the league began advocating for a central bank for savings 
and loans and building and loans, more broadly known as thrift institutions, 
similar to the federal reserve for commercial banks. the league continued 
to lobby the Us Congress for a central mortgage credit bank. Many indus-
try members were apathetic toward the idea, while others were strongly 
opposed. nevertheless, by 1922 the housing market had recovered, and by 
1928 the league withdrew its support for a central mortgage credit bank. But 
all of  that changed following the stock market crash in 1929.

Hoover had advocated for such a facility during the 1928 presidential 
campaign against al smith of  new york. the problem facing the industry 
was twofold. as the economy worsened, depositing members of  savings 
and loans withdrew their savings. at the same time, their mortgages were 
going into default on the other side of  the ledger. in addition, thrifts relied 
on commercial banks as a source from which to borrow money, and in turn 

4 Mason, Buildings and Loans, 78.
5 ibid. 6.
6 ibid., 78.
7 ibid., 95.
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the commercial banks provided thrifts with checking accounts. When the 
commercial banks failed, thrifts, like every other customer, lost their money 
because the federal deposit insurance Corporation (fdiC) and the federal 
savings and loan insurance Corporation (fsliC) had not yet been created 
to insure the funds customers deposited into their accounts.

Bodfish and other leaders of  the league met with Hoover and recom-
mended that the thrifts be allowed to join the federal reserve system so they 
could obtain the liquidity necessary to meet their obligations. the league 
saw this as a quick and easy solution, given the extent of  the crisis envelop-
ing the nation. Hoover objected strongly because he felt Congress would 
not approve tampering with the federal reserve. a informal survey of  con-
gressional members affirmed Hoover’s position of  not expanding the role 
of  the federal reserve. instead, Hoover presented league members with a 
proposal outlined to the national association of  real estate Boards to create 
a central mortgage reserve bank.

as President Hoover envisioned it, the plan called for a mortgage discount 
bank system that encompassed all members of  the industry, including com-
mercial banks, thrifts, mortgage bankers, and insurance companies. they 
would be enabled to purchase mortgages below the actual face value of  the 
loans. By purchasing loans below actual face value, discount banks receive 
a higher yield and are better able to sell the loans later for a profit or to use 
them as collateral to fund other loans. finding the president’s plan the best 
possible solution, Bodfish began rallying league members to support the cre-
ation of  the federal Home loan Bank system. However, the proposal faced 
stiff  opposition from members of  the Congressional finance Committee, 
who had little interest in supporting the thrift movement.8

the Us House and Us senate debated the role and mission of  Hoover’s 
plan over a three-year period. Controversy raged in 1932 over the need for 
such an entity, particularly the need to stimulate new construction given the 
nation’s overbuilt housing supply. Many mortgage bankers feared the cre-
ation of  this proposed new federal system would be inflationary and would 
not contribute to the recovery of  the housing market.9 finally, using an 
obscure parliamentary maneuver, Congress passed the federal Home loan 

8 ibid., 78–82.
9 snowden, Special Report, 83–84.
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Bank act and President Hoover signed it into law on July 22, 1932, thus creat-
ing the second Gse.

the federal Home loan Banks (fHlB) were created as a parallel institu-
tion to the federal reserve Banks for the express purpose of  facilitating and 
expanding mortgage lending activities. the fHlB had a structure similar to 
that of  its sister organization, the federal farm loan Bank system, created 
in 1916. the fHlB system is a cooperative owned by its member institutions, 
which include building and loan associations, savings banks, and insurance 
companies. those entities select individuals from among their membership 
to serve on the board of  directors. the federal Home loan Bank Board, 
whose members are appointed by the president, oversees the twelve regional 
fHlBs. Just as key members of  Congress had been instrumental in locating 
the federal reserve Banks, they also contributed to the placement of  the 
fHlBs. in an effort to decentralize control, Congress located the federal 
reserve Banks serving the Midwest in st. louis and Kansas City; Congress 
designated des Moines and topeka for the region’s fHlBs.

for the new banks, their time had come and none too soon, given the 
administration’s assessment of  the severe nature of  the housing market. 
nevertheless, the Mortgage Bankers association (MBa) and its insurance 
company correspondents raised serious opposition to the plan,10 possibly 
because many mortgage bankers had hoped to gain access to the federal 
Home loan Bank system. this dream was not realized until passage of  the 
Bank Holding Company act in 1956. that law enabled commercial banks to 
buy mortgage banking firms, granting mortgage bankers access to the fHlB 
through their bank’s membership. even today, mortgage bankers are still not 
direct members of  fHlBs.

four major institutional events have left their mark on the fHlBs since 
their inception. first, the creation of  the Home owners loan Corporation 
(HolC) in June 1933 institutionalized the fixed-rate amortized mortgage. an 
amortized loan requires regular periodic payments, usually made monthly, 
to gradually pay the principal, interest, and other loan costs such as insur-
ance and property taxes. second was the establishment of  the fsliC, a criti-
cally important component of  the 1934 Housing act that provided insurance 
on depositors’ accounts. the third event, and one of  the most controversial 

10 Mason, Buildings and Loans, 85–86.
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for the thrift industry, was the creation in 1934 of  the fHa and its mort-
gage insurance programs. Bodfish and other league members vehemently 
opposed the idea of  the fHa. the founding of  freddie Mac in 1970 marked 
the final event.

homE oWnErs loan Corporation

established in 1933, the goal of  HolC was to provide immediate relief  to 
homeowners in danger of  losing their homes. it was further charged with 
giving aid and assistance to lending institutions.11 in modern terminology, 
HolC was known as a bad bank because it purchased delinquent loans from 
thrifts and other lenders in the hope of  working them out by refinancing or 
restructuring the debt utilizing new loan practices.12

HolC introduced the practice of  extending mortgage terms to twenty 
years with an amortization schedule of  monthly payments that included a 
commensurate reduction in principal. this change proved critical to the devel-
opment of  sound lending practices for the industry and was equally beneficial 
to borrowers. another innovation was the introduction of  escrow/impound 
accounts that reserved funds from the monthly payment to pay real estate 
taxes and hazard insurance premiums. Until then, borrowers had lost their 
homes when they failed to pay the associated taxes, even if  they were current 
on their mortgage loan. Many lenders and certainly the fHa and HolC pro-
grams began requiring escrow accounts and prohibited risk stacking.

similar to the events of  the Great recession, during the Great depression 
housing prices fell 30 percent to 40 percent, triggering a sharp rise in foreclo-
sures and the failure of  many financial institutions. an unemployment rate 
of  25 percent compounded the problems. as the driving factor in mortgage 
foreclosures, the long-term loss of  employment/income contributed to the 
mixed results of  the HolC. Much like its twenty-first-century counterpart, 
the troubled asset relief  Program (tarP), HolC functioned as a troubled- 
asset relief  program. funded by Us government bonds and guaranteed only 
for the payment of  interest at 4 percent, by 1935 the program had made 
924,000 loans to individual homeowners totaling approximately $2.7 billion.13

11 Mason, Buildings and Loans, 112.
12 Bodfish, “Government and Private Mortgage loans,” 403.
13 ibid., 404.
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Under the program, a troubled borrower seeking to refinance an existing 
mortgage with government funds could apply at a local HolC office. a 
nationwide network of  local offices not only approved loans but serviced 
them as well. if  approved, HolC would issue a government bond for up to 
80 percent of  the appraised value of  the property to the existing lien holder 
in payment of  the old debt. according to Bodfish, many borrowers capable 
of  making their payments to private institutions strategically (voluntarily) 
defaulted on their mortgages to obtain the more preferential government 
financing intended for genuinely distressed citizens. Bodfish asserts that 
many of  these borrowers still had equity in their properties.14 nevertheless, 
the program succeeded in its goal of  stabilizing real estate markets and keep-
ing people in their homes.

James nelson, CMB, Cre, and former president of  the MBa, related the 
organizational structure of  HolC and how it operated.15 nelson’s father, 
also a former MBa president, worked for HolC in Minneapolis during the 
1930s. at its peak, the agency had 458 regional and local offices staffed with 
individuals experienced in mortgage lending.

Generally speaking, loss of  income and property neglect made foreclosure 
inevitable. However, even though most loans in 1933 were more than two 
years in default, many lenders had postponed initiating foreclosure proceed-
ings because state mortgage foreclosure moratoriums often influenced for-
bearance policies. not only had borrowers stopped making mortgage pay-
ments, but the property taxes often went unpaid as well. HolC financed the 
first large-scale home modernization program responsible for rehabilitating 
more that 500,000 homes and launching a new industry. it reconditioned up 
to 40 percent of  the neglected properties it refinanced to make them habit-
able and added the cost to the loan balance.16

nationwide, HolC rejected over 800,000 loans for various reasons, but 
for borrowers whose loans were approved, staff  in a local office collected the 
loan payments just as local agents and correspondents had done for east-
ern and foreign investors fifty years earlier. the senior nelson made regular 

14 ibid.
15 e. Michael rosser, interview with James nelson, denver, Co, 2012.
16 Price v. fishback et al., “the influence of  the Home owners’ loan Corporation on Housing 

Markets during the 1930s,” Oxford Journals (2010): 1788, accessed october 25, 2014, http://frs 
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visits to borrowers’ homes, payment book in hand, to collect scheduled pay-
ments and verify that property taxes and insurance premiums had been paid. 
Having a local representative with neighborhood knowledge and frequent 
personal contact with borrowers was an important part of  the HolC pro-
gram. regular face-to-face contact with borrowers provided a much clearer 
picture of  family circumstances and ultimately led to better decisions regard-
ing whether to forbear or to proceed into foreclosure.

HolC was dissolved in 1951; its remaining portfolio was sold and its oper-
ations ceased. during the organization’s lifetime, over 20 percent of  its port-
folio entered foreclosure. individuals who had expected immediate results 
from HolC in resolving the foreclosure problems became frustrated by 
the burden of  the process and the high incidence of  loans that eventually 
entered foreclosure. i observed the same disappointment in many people 
who expected better results from the 2006 Hope Program and the Colorado 
foreclosure Prevention task force. in contrast, those who took a long-range 
view, with the understanding that job recovery was the key to the housing 
recovery, could take great pride in its accomplishments—striving to maintain 
and preserve family stability, property values, and the health of  local govern-
ment services.17

HolC did make significant contributions that changed the face of  mort-
gage lending for decades. it served as a laboratory for new lending practices, 
laying the groundwork for the techniques that led to the creation of  the 
fHa and the modern risk management principles of  mortgage finance. first 
among the major changes was the extension of  mortgage loan terms to fif-
teen and even twenty years. another was the inclusion of  “direct reduction 
payments” that combined amortization of  the principal with the interest 
payment. as the principal declined, so did the interest payment, a feature 
that created equity at a faster rate, in effect creating a forced saving program. 
By introducing the amortizing feature, HolC created the first successful 
high-ratio loan program.18

Perhaps most significant was the introduction and use of  property secu-
rity maps to evaluate loan risk. HolC used maps to assign letter grades to 
classify neighborhoods: a = desirable, B = stable, C = definitely declining, 

17 ibid., 1789.
18 Mason, Buildings and Loans, 113.
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and d = undesirable. this new appraisal system analyzed property using 
three fundamental approaches—cost, income, and comparable sales or 
market conditions—in addition to an evaluation of  the neighborhood and 
pride of  ownership. this new method employed scientific data and quickly 
took precedence over the opinion-based approach. one effect of  this new 
scientific approach was that a neighborhood’s racial characteristics were 
included in the data. appraisers used that information to justify value 
adjustments and to determine whether neighborhoods were improving 
or declining. today, this type of  risk evaluation would be interpreted as 
redlining.19

redlining was reinforced by the fHa’s concern with “inharmonious racial 
or national groups.” the 1938 and 1947 fHa Underwriting Manual recom-
mended “subdivision regulations and suitable restrictive covenants” to prohibit 
african americans and other groups from living in fHa-eligible housing. 
the 1948 decision in the Us supreme Court case Shelley v. Kraemer20 ruled 
the practice unlawful, but it took until february 1950 for the fHa to stop 
insuring mortgages with such covenants included in the property deeds.21 for 
example, denver’s north City Park and Clayton Park neighborhoods orig-
inally had such covenants, but following the supreme Court decision they 
became racially mixed. restrictive covenants prohibited Jewish families from 
purchasing homes in certain neighborhoods as well.

even though redlining had been outlawed for over a decade, as late as the 
1960s at least one California life insurance company still engaged in the prac-
tice. While working at the service investment Company (siC), i learned this 
story about the company in question. on a visit to purchase loans from siC, 
a mortgage loan officer drew a red line around an east denver neighborhood 
and stated that his firm would not buy loans in that community. the presi-
dent of  siC, fred e. Kirk, called the investor’s representative into his office 
and informed him that it would be difficult to do business with his company 
if  that policy remained. that was a brave move, considering that siC had a 
commitment to sell the loans at a firm price; if  the investor did not rescind 
its policy of  redlining, siC could have taken a loss when selling those loans 

19 ibid., 114–15.
20 334 U.s. 1 (1948).
21 Kenneth t. Jackson, Crabgrass Frontier: The Suburbanization of  the United States (new york: 

oxford University Press, 1985), 208.
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to another investor. the company reversed its policy, and siC retained a long 
and profitable relationship with the investor.

this situation presented itself  repeatedly over the years within the confines 
of  the siC. the corporate ethic conveyed to company employees stressed 
that our job was to provide our investors with good loans awarded to prop-
erly approved borrowers, regardless of  race, creed, or national origin.

thE fEdEral national mortgagE 
assoCiation (fnma)–fanniE maE

the national Housing act of  1934 provided for the creation of  the fHa and 
european-style national mortgage associations or regional mortgage dis-
count banks. these banks were to issue debentures, most commonly in the 
form of  bonds, and function as a secondary market and liquidity source for 
fHa title ii (single-family and multi-family) mortgage loans. although the 
national Mortgage association (nMa) greatly resembled its predecessor, the 
federal Home loan Bank program, Congress granted it a few unique differ-
ences. these private associations were authorized not only to sell mortgage- 
backed debentures, but they could also buy and sell fHa mortgages and, later, 
va mortgages or hold them in portfolios.

However, its creators applied the lessons learned from the federal farm 
loan models. While creating a broad secondary market for the fully amor-
tized loans, the associations were prohibited from becoming direct lend-
ers and originating loans, just as the joint-stock farm loan associations had 
been denied those functions. the national mortgage associations were to be 
totally funded, with a minimum capital requirement of  $5 million, more than 
six times the minimum requirement for the district banks under the federal 
farm loan system and equal to the requirement for the district federal 
Home loan Banks.22

the nMa concept failed to generate interest. some in the industry feared 
further nationalization of  the residential mortgage finance market. others 
expressed concern about the upcoming sunset of  the federal guarantee of  
fHa debentures, set to expire in 1937. investors feared purchasing fHa deben-
tures and nMa obligations, knowing that without an extension the federal 

22 snowden, Special Report, 80–81.
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guarantee would soon end. With fHa title ii loans eligible for purchase by 
the reconstruction finance Corporation (rfC) and the federal reserve, few 
saw a need for an additional agency. in addition, the fHa insurance program 
had not generated enough volume.23

notwithstanding the objections of  some members of  the financial com-
munity, the american Bankers association supported the proposal for the 
nMa. some members raised concern about the size and scope of  the pro-
posal that would create a new banking institution the size of  the national 
bank system. the league also saw the proposed nMa estimate to possibly 
equal as a competitive threat and voiced vigorous opposition. a major objec-
tion of  the league focused on the nMa’s tax-exempt status.

Jesse Jones, a Houston, texas, businessman and entrepreneur, headed the 
rfC from 1933 until 1939. Created during Hoover’s administration in 1932, the 
goal of  the rfC was to deliver the economy out of  the Great depression 
by providing funding support for banks, agriculture, industry, and railroads 
and thereby reducing unemployment. With the force of  his personality and 
the backing of  President roosevelt, Jones pushed the national Mortgage 
association of  Washington through Congress in 1938. Congress assigned this 
new association the express goal of  building and maintaining a secondary 
market for home loans originated by private lenders and insured by the fHa. 
in less than two months, the entity’s name changed to the federal national 
Mortgage association, commonly known today as fannie Mae or simply 
fannie. as chair of  the rfC, Jones oversaw the rfC Mortgage Corporation 
and fannie Mae. He expressed disappointment at the strength of  the oppo-
sition from private funding sources that refused to invest in an nMa. While 
Jones did create an nMa, the league claimed success in placing barriers and 
restrictions on it; fannie Mae was the only national Mortgage association 
established that year.24

When Congress approved the Wagner-steagall Housing act in 1937, it 
created the United states Housing authority, a precursor to today’s depart-
ment of  Housing and Urban development (HUd). When fannie Mae was 
created the following year, the Housing authority assumed oversight of  
the new entity.

23 ibid., 81–82.
24 Mason, Buildings and Loans, 116.
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in 1944 Congress passed the servicemen’s readjustment act, more com-
monly known as the G.i. Bill, which enabled the veterans administration 
(va) to guarantee home mortgage and business loans for members of  the ser-
vice returning from World War ii. these loan programs were part of  a larger 
entitlement program conducted by the va that included education, train-
ing, and health benefits, among others. in 1948 Congress expanded fannie’s 
authority by allowing it to purchase those guaranteed va loans. so instead 
of  acting simply as a backup discount bank, fannie Mae put the federal gov-
ernment in direct competition with private institutional investors. fannie 
Mae’s activities made it a key contributor to the financing of  the postwar 
housing boom and caused the government to become deeply entrenched in 
the housing business, where it remains to this day.25 By the end of  1956, va 
loans represented 28 percent of  the nation’s mortgage flow. Mortgage flow 
is the amount of  new capital invested in mortgages in a given time period, 
usually one year. the va loan program experienced a 1,400 percent increase 
in volume between its inception in 1945 and 1956.26

during the truman administration, in 1947 the Housing and Home 
finance agency (HHfa) replaced the Us Housing authority and took over 
as fannie Mae’s regulator. a 1950 reorganization removed fannie Mae from 

“ownership” by the rfC, but the HHfa retained oversight until enactment 
of  the 1968 Housing act. the new legislation created HUd, which assumed 
responsibility for oversight of  fannie Mae.

But it did not take long for concern to arise about the proper role of  fannie 
Mae in the mortgage market, which ultimately led to President eisenhower’s 
appointment of  a special advisory committee to study the government’s 
housing policies and programs. one of  the issues focused on the unantici-
pated political power gained by local housing authorities and beneficiaries 
of  federal money resulting from fannie’s expanded activities. these entities 
became strong advocates and political supporters of  fannie Mae.27

the mortgage banking industry’s worries about fannie’s changing role 
began to receive media attention. a story that could have been printed in a 
2014 edition of  the Washington Post appeared in a 1950 edition of  the paper. 
r. o. deming, president of  the MBa, stated that he did not seek fannie’s 

25 Hagerty, Fateful History, 25.
26 Klaman, Postwar Residential Mortgage, 33.
27 Hagerty, Fateful History, 25.
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demise but felt that “the agency should revert to being a standby source of  
money when other sources dried up, not [be] a constant provider.”28

deming was highly respected in the industry. He had started his career as 
a farm mortgage banker in Kansas. His father was one of  the original found-
ers of  the fMBa. deming had long been involved in public policy discus-
sions affecting the industry. the nationalization of  many industries in Great 
Britain and the explosion of  the size of  the Us government during his twenty 
years in the mortgage industry caused deming and others in the industry 
great concern about the socialization or nationalization of  american hous-
ing and housing finance systems.

in 1952 the United states elected dwight d. eisenhower president. one of  
his goals was to bring order and definition to the perceived chaos of  the mul-
tiple, often conflicting housing programs and to address the housing needs of  
postwar america. at this point in the history of  national housing policy, two 
individuals emerged who would have an enormous impact on the mortgage 
finance system for decades. a Columbia University architect from Chicago 
and a danish immigrant from denver started a major shift in Us housing 
policy and became the founders of  a great reformation movement. at this 
same time, the MBa began to gain greater influence in the halls of  power.

Miles Colean attended the University of  Wisconsin and was a fraternity 
brother of  Phil la follette, son of  a Wisconsin senator. this friendship and 
the Washington network it produced would become valuable as Colean 
became a major housing policy and finance figure during and after the Great 
depression. as america prepared for World War i, Colean transferred to 
Columbia to pursue studies to become a journalist. While there he met a 
young smith College graduate and, as any astute mortgage banker would, 
he had the good sense to marry the young woman. Colean abandoned his 
thoughts of  journalism to pursue a career in architecture. following grad-
uation, he worked for a Chicago architectural firm for several years before 
establishing his own firm. as the economy turned downward, he began to 
search out other opportunities. While attending the american institute of  
architects’ convention in Washington, dC, he reconnected with friends from 
his days at the University of  Wisconsin. the connections helped him become 
an influential advocate for shaping Us housing policy.

28 Quoted in ibid., 32–34.
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the second individual, aksel nielsen, arrived in denver from denmark in 
1910 at age nine to live with an uncle. the denver Public schools denied him 
admission because he did not speak english. nielsen attended night school 
at the yMCa to learn english and worked during the day at the Morley 
Mercantile Company. He became a naturalized citizen in 1922. nielsen 
worked for a short time at the Parker realty Company before joining the 
landon abstract/title Guaranty Company as a mortgage loan solicitor in 
1925. like many immigrants, nielsen was a hardworking, ambitious young 
man. the dowd family of  750 lafayette street in denver hired him as a book-
keeper and financial adviser.

While on vacation in san antonio, texas, the dowd’s daughter, Mamie, 
met her future husband, a young Us army officer and West Point gradu-
ate, dwight d. eisenhower. returning to denver frequently with his bride, 
eisenhower met the family bookkeeper. that was the beginning of  a lifelong 
friendship between the danish immigrant who became a denver civic and 
business leader, a university trustee, and a mortgage banker and the young 
army officer and later a five-star general, the supreme allied Commander 
during World War ii, president of  Columbia University, and president of  the 
United states.

one story tells of  nielsen receiving a phone call from Us army headquar-
ters in Washington directing him to report to lowry army air field that 
afternoon. When the general’s plane, the Columbine, arrived, the mortgage 
banker and the general slipped away for two quiet days of  fishing at Byers 
Peak ranch on the fraser river before eisenhower left to plan the invasion 
of  north africa.29 once asked if  he was seeking a position with the govern-
ment, nielsen famously remarked, “no, the President deserves a friend who 
doesn’t want anything.”30

the only recorded formal educational achievement of  this yMCa night 
school student is an Honorary doctor of  Public letters degree awarded to 
him in recognition of  his service as chair of  the board of  trustees of  the 
University of  denver.

When the war ended in 1945 and the economy began to reorient itself  
to meet pent-up consumer demand, it became apparent that swift action 

29 Colean, Backward Glance, 100–101.
30 ibid., 111.
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needed to be taken to fulfill the nation’s housing needs. By the time truman 
relinquished the presidency to eisenhower, fannie Mae was in great disfa-
vor. its original purpose of  building and maintaining a secondary market for 
home loans had been pushed aside because of  the “limitations and demands 
put upon it by federal agencies.”31 as a consequence, the availability of  mort-
gage credit decreased. Concern still abounded that the federal government 
would become a direct funder of  residential mortgage credit. the national 
association of  real estate Boards advocated for HolC to be made perma-
nent. Meanwhile, the american Bankers association sought the establish-
ment of  a series of  federally chartered mortgage insurance companies that 
would be supplemented by a reserve discount facility for home mortgages 
similar to the federal Home loan Bank model. almost everyone recognized 
that the housing finance system was broken. President eisenhower charac-
terized it as a “monstrosity.”32

the new deal had left a spider web of  alphabetic agencies with conflicting 
roles, missions, and responsibilities. in early 1951, when it became apparent 
that eisenhower would run for president the following year, he sought out 
his friend nielsen for advice regarding his administration’s housing policy. 
eisenhower asked nielsen to form a committee to evaluate the federal gov-
ernment’s role in housing and make a report to him. nielsen and Colean, 
then the policy and economic consultant to the MBa, interviewed and 
hired albert M. Cole, a former member of  the Us Congress from Kansas, 
to chair the committee. Cole was asked to “re-examine the whole housing 
program” and deliver “suggestions on what the future set up would be” to 
the president.33

the immense importance eisenhower placed on housing is evidenced in 
his inclusion of  nielsen in what is referred to as the eisenhower ten. in actu-
ality, the group consisted of  nine men; one, administrator-designate for the 
emergency transport agency frank Pace Jr., resigned and was replaced. as 
the Cold War escalated, the president recruited these individuals in 1958 and 
1959 to run the government in the event of  a catastrophic event resulting 
in a national emergency. recognizing not only nielsen’s expertise regarding 
the housing industry but also his trustworthiness, the president named him 

31 ibid., 100.
32 ibid., 100, 102.
33 ibid., 101.
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administrator of  the emergency Housing agency.34 other emergency agen-
cies would be created to oversee censorship, communications, manpower, 
food, production, energy and minerals, and stabilization. the letters docu-
menting these assignments were declassified in 1996.35

President eisenhower understood early the need for a clear and settled 
housing policy that streamlined and controlled the federal government’s 
fragmented intrusion into the housing market. after taking office in 1953, 
the president began implementing changes. He appointed albert M. Cole 
administrator of  the Housing and Home finance agency (HHfa), which 
replaced the United states Housing authority. While in Congress, Cole had 
voted against the 1949 Housing act because of  what he saw as an overreach 
into the housing industry by the proposed policies. over time he changed his 
mind and became a supporter of  the HHfa.

in september 1953, eisenhower established the President’s advisory 
Committee on Government Housing Policies and Programs, with Cole as its 
chair. Cole created several subcommittees to investigate specific topics. the 
most influential, the subcommittee on Housing Credit facilities, explored 
ways to level the uneven distribution of  credit flows and encourage financial 
institutions to operate on a nationwide basis. these had been the same goals 
assigned to the federal farm loan Banks in 1916. aksel nielsen did not head 
the subcommittee but was its most influential member. What had become 
apparent to the mortgage banking industry in the 1950s was similar to the 
problem faced by farm mortgage bankers in the early years of  the twenti-
eth century: how to manage credit risk and still provide adequate capital on 
favorable terms to borrowers across the nation.36

the 1949 Housing act brought about a major effort to eliminate slums 
and tenements in american cities. it was designed to replace urban blight 
with modern, safe, and affordable housing while simultaneously attack-
ing the roots of  vandalism, crime, and poverty. However well intended, 

34 dwight d. eisenhower, “administrator-designate letter to aksel nielsen,” 1958, Box 1 of  the 
collection nielsen, aKsel, records, 1956–59, folder “official Correspondence, 1957–1959,” 
dwight d. eisenhower Presidential library, abilene, Ks.

35 Conelrad, The Eisenhower Ten (1999–2008), accessed May 20, 2015, http://www.conelrad 
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36 The President’s Advisory Committee on Government Housing Policies and Programs: A Report to the 
President of  the United States (Washington, dC: Government Printing office, december 1953), 
348–49.
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implementation of  the act’s programs revealed multiple problems. as early 
as 1953, eisenhower’s advisory Committee report highlighted faulty aspects 
of  the urban renewal program that needed to be remedied.37

the Urban renewal subcommittee of  the president’s committee was 
made up of  such housing luminaries as James rouse, chair and developer of  
Columbia, Maryland; robert Moses of  the City of  new york; otto nelson 
of  the new york life insurance Company, as well as nielsen and Colean. 
the subcommittee made seventeen recommendations. in general, the group 
advised keeping the major goals of  the Housing act but sought changes to 
federal funding and advised expanding the breadth, scope, and role of  city 
planners. in addition, it recommended a number of  loan guarantees and 
other incentives to encourage urban redevelopment. as a result, life insur-
ance companies began investing in urban development.

the subcommittee argued that urban redevelopment demanded a more 
comprehensive approach. it sought a federal Urban renewal service to pro-
vide technical aid to city governments. More important, the committee 
recommended that the role of  the fHa be expanded. the mission of  fHa 
insurance was to generate more favorable financing terms in urban renewal 
areas that would match those generally available in other areas of  the market. 
the purpose was to incentivize the purchase and construction or rehabilita-
tion of  rental and owner-occupied housing. the subcommittee insisted that 
communities develop more modern building codes to prevent the spread of  
blight and increase the enforcement of  health, sanitation, and safety codes. 
for the fHa to insure long-term mortgages, cities agreed to upgrade their 
ordinances appropriately and assured enforcement to maintain the long-
term viability of  redevelopment projects.38

Many of  the advisory Committee’s recommendations were included in 
the subsequent national Housing act of  1954. those recommendations 
included the reconfiguration of  fannie Mae. the new legislation dictated 
that fannie Mae become a quasi-public corporation and, wherever pos-
sible, be financed by private capital. the corporation was to be managed 
with the goal of  purchasing marketable fHa and va loans. the legislation 
also required that fannie’s chair would also serve as the administrator of  the 

37 ibid., 113.
38 ibid., 118–19.
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Housing and Home finance agency. this individual would have the author-
ity to appoint officers and directors whose terms of  service would be long 
enough to eliminate undue outside influence and political pressure. its affairs 
were to be conducted in a manner that would permit the sale of  its obliga-
tions in credit markets on favorable terms, but the obligations would not be 
guaranteed by the Us government.39

eisenhower felt strongly that fannie Mae should remove government 
funds from its secondary marketing operations. to do that, he believed 
fannie should be reorganized to more closely resemble the federal Home 
loan Banks. fannie Mae’s customers would then be required to purchase 
stock in the organization in proportion to the size of  their servicing portfo-
lios. eisenhower hoped that over a period of  time the users of  fannie Mae’s 
services would completely privatize the company, thereby allowing the 
treasury to retire its holdings of  fannie Mae preferred stock.40

in addition, the 1954 act revised fannie Mae’s charter granting it govern-
ment agency status, thereby making it exempt from state and local income 
taxes. it also directed the federal reserve Banks “to perform various services 
for fannie Mae, and specified that fannie Mae was to provide ‘special assis-
tance’ for certain kinds of  mortgages, a precursor to the ‘mission’ regulation 
of  [the] 1990s and 2000s.”41

a critical distinction must be explained. even though the act specifically 
stated that the obligations were not guaranteed, investors acted on the basis of  
an “implied guarantee.” in other words, the investment community believed 
the government would not allow fannie Mae to fail. they believed that in 
a worst-case scenario, the government would cover any losses incurred by 
fannie Mae. so the implied guarantee, interpreted as a full faith and credit 
Us government guarantee, created a moral hazard.

from 1954 until 1968, the government’s guarantee on fannie Mae remained 
secure because the underlying mortgages did have a full faith and credit guar-
antee provided by the fHa. not withstanding that fHa loans had 100 percent 
coverage, the mortgage banker had skin in the game because the fHa had 
the option to pay for any loan that defaulted either in cash or in debentures, 

39 ibid., 31–32.
40 ibid., 32.
41 viral acharya et al., Guaranteed to Fail: Fannie Mae, Freddie Mac and the Debacle of  Mortgage 

Finance (Princeton, nJ: Princeton University Press, 2011), 183.
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and then HUd assumed ownership of  the defaulted property. today, HUd 
homes available for purchase are the direct result of  this type of  transaction 
in which the fHa acquires defaulted properties.

Mortgage bankers approved to sell loans to fannie Mae and service them 
were required to buy stock in the quasi–public-private corporation on a pro 
rata basis based on their loan sales and servicing portfolio, typically 1 percent 
of  the portfolio’s value. these were not publicly traded securities. However, 
similar to the shares of  the federal Home loan Banks, some firms benefited 
from the after-market sale of  odd lots (1 or more shares but fewer than 100 
shares) of  fannie Mae stock.
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Colorado also recognized the importance of  making homeownership avail-
able to first-time home buyers and other underserved communities through-
out the state. appreciating the challenges, leaders from the mortgage bank-
ing, savings and loan, home building, and real estate communities began 
advocating for the creation of  a state housing finance authority. in 1973 the 
Colorado General assembly passed the enabling legislation authorizing the 
establishment of  the Colorado Housing and finance authority (CHfa). 
it called for a nine-member board of  directors to oversee the agency. the 
board was to include the state auditor, a member of  the Colorado General 
assembly, a member of  the governor’s cabinet, a mortgage banker, an archi-
tect, at least one individual with urban and regional planning experience, and 
others with in-depth real estate knowledge. CHfa’s board of  directors has 
since been expanded to eleven members.

Charles W. Henning, the executive director of  the savings and loan league 
of  Colorado, was elected the first chair of  the board; robert G. Boucher, 
president of  first denver Mortgage Company, was elected treasurer. state 
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representative Betty ann dittermore, a sponsor of  the enabling legislation, 
was also a founding board member.

CHfa commands broad powers to lend on single-family and multi-family 
properties. as a state-chartered government-sponsored enterprise (Gse), it 
can borrow money at tax-exempt (lower) rates than can private lenders; thus 
it has the ability to provide low-cost mortgages to communities not tradition-
ally served by other mortgage institutions. it has the authority to buy, own, 
and sell properties related to the mission of  expanding affordable housing. 
the originating legislation granted the new agency $300,000 in startup capi-
tal that enabled CHfa to issue $90 million in bonds for the initial single- and 
multi-family loan programs. in addition, the agency makes small-business 
loans to promote economic development.

Unlike some state housing finance agencies, CHfa does not have explicit 
land-use regulation authority. However, it can exert some influence over land-
use and building codes through its loan underwriting standards. Comple-
men ting CHfa, the Colorado division of  Housing assumes some of  the 
responsibilities of  supporting various federal affordable housing programs.

Working with the board, CHfa’s first executive director, Walter Kane, 
led an ambitious agenda to implement the powers granted to CHfa by the 
legislation. the first task involved locating an appropriate space to house 
the new agency. He chose the upper floors of  the Grant Mansion at 1115 
Grant street. Perhaps not coincidentally, lenders Mortgage Company, a 
consortium owned by five of  denver’s largest banks, occupied the lower 
level. lenders Mortgage hired fred e. Kirk, formerly of  United Mortgage, 
to head the organization. Kirk was tasked with addressing the business 
community’s concerns about decaying neighborhoods and with increasing 
homeowner education. the presence of  Kirk, Henning, and Boucher, plus 
the experienced staff  of  lenders Mortgage, provided ready access to the 
state’s mortgage institutions and was instrumental in getting CHfa off  to 
a quick start.

once Kane had selected the office space, he went about hiring investment 
bankers, bond counsel, and other staff. He developed rules and regulations 
for administering CHfa’s loan programs and for gaining agency approvals 
from the department of  Housing and Urban development (HUd) and the 
federal Housing administration (fHa), to name a few. selection of  specific 
projects for financing and development followed.
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in december 1974 CHfa financed its first major endeavor through the 
sale of  $11,550,000 in eighteen-month notes. it used the proceeds to finance 
the construction of  six apartment projects in the denver metropolitan area, 
loveland, and fort Morgan under the fHa 236 program, an interest rate 
subsidy for multi-family properties. in all, eighteen lenders participated, and 
the projects included 470 units. Upon completion, first denver Mortgage 
Company replaced the construction loan with a permanent loan that it placed 
in a mortgage-backed security guaranteed by Ginnie Mae at a below-market 
interest rate. Between late 1974 and 1976, CHfa issued bonds equaling almost 
$45.5 million to support its single-family homeownership program. in addi-
tion, during its first full year of  operation, CHfa accessed HUd’s section 
8 rental Certificate program to produce an additional 2,000 units of  rental 
housing for low- and moderate-income families. By 1980 CHfa had pro-
vided over 7,100 loans to borrowers in forty-eight Colorado counties, forty of  
which were rural. to accomplish that goal it worked with ninety-two lending 
institutions, including thirty-nine savings and loans, thirty commercial banks, 
and twenty-three mortgage banking firms.1

during its first forty-plus years of  operation, CHfa has provided more 
than 84,000 mortgages to first-time and low- and moderate-income bor-
rowers. not only did CHfa provide the financing, it also worked diligently 
to help homeowners keep their homes. in 2005 it joined a coalition of  over 
twenty nonprofit home counseling agencies across Colorado in establishing 
the Colorado foreclosure Prevention task force. the task force and CHfa 
have helped provide home buyer counseling for almost 98,000 families and 
individuals across the state. those services included assisting troubled bor-
rowers in refinancing their mortgages or securing other loan modification 
options that enabled them to stay in their homes. since 2008, CHfa has been 
awarded $12.1 million in outside funding to support foreclosure prevention 
efforts in Colorado.2

1 Colorado Housing and finance authority, Summary of  1975 Operations, Colorado Housing and 
Finance Authority 1975 Annual Report (denver: Colorado Housing and financing authority, 1976), 6.

2 Colorado Housing and finance authority, “Celebrating 40 years of  financing the Places 
Where Coloradans live and Work,” Colorado Housing and finance authority, accessed 
May 2, 2015, http://www.chfainfo.com/Pages/chfa-40th-celebrating-40-years.aspx; Colorado 
Housing and finance authority, “foreclosure Prevention,” Colorado Housing and finance 
authority, accessed May 3, 2015, http://www.chfainfo.com/homeownership/Pages/pre 
vent-foreclosure.aspx.
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furthermore, CHfa increased the available affordable housing inventory 
in Colorado by financing a total of  58,628 rental units. along with its com-
mercial enterprise financing programs for small and medium-size businesses, 
almost 50,000 jobs have been generated and sustained. added together, over 
its forty-plus-year history CHfa has contributed $10 billion to the Colorado 
economy.3

in 1977 david W. Herlinger succeeded Kane as the executive direc-
tor of  CHfa. formerly head of  CHfa’s housing operations department, 
Herlinger brought an entrepreneurial culture to the organization. early 
in his tenure he succeeded in establishing a stable revenue source for 
the agency and achieved a aa bond rating. during his time as executive 
director, the Colorado General assembly never failed to increase CHfa’s 
bonding authority. Given the agency’s broad vision, powers, and mission, 
CHfa was able to establish a strong financial reserve position and to selec-
tively use those reserves to produce and preserve more affordable housing 
units. CHfa’s board of  directors felt a strong obligation to repay the state 
for its initial capital investment made in 1974. in 1976 CHfa made the first 
installment payment of  $50,000 to Governor richard lamm. an additional 
$100,000 in seed capital was returned to state coffers by 1980. the following 
year CHfa made the last payment to fully reimburse the state for its origi-
nal investment of  $300,000.4

CHfa’s prudent fiscal and real estate asset management practices led 
the Colorado General assembly to authorize new broadened powers for 
the agency in 1991. as a consequence, it acquired nearly 1,000 multi-family 
units. over the next several years it purchased additional units from the 
resolution trust Corporation (rtC). Congress had created the rtC to 
dispose of  assets generated by the collapse of  the savings and loan industry 
during the 1990s. the rtC sold those apartment properties at liquidation 
prices, and CHfa had the resources to preserve them as affordable hous-
ing. Known as the rental acquisition Program, this ownership venture 
allowed the properties to be rehabilitated and upgraded. during 2010–11, 
many were sold to private nonprofit housing providers and local housing 
authorities.

3 Colorado Housing and finance authority, “Celebrating 40 years.”
4 Colorado Housing and finance authority, Colorado Housing and Finance Authority Annual Report, 

1999 (denver: Colorado Housing and finance authority, 2000), 3.
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Major distinctions of  affordable housing for low- and moderate-income 
families and individuals (those earning less than 80 percent of  median 
income) are the lack of  reserves or savings available to apply to the down 
payment and consequent low equity levels, and the higher leverage and 
expense ratios of  the nonprofit owners. another benefit of  CHfa’s sound 
fiscal management and reserve funds was its ability to dedicate those funds 
to such in-house ventures as the Housing opportunity fund, to provide gap 
financing to help sustain struggling multi-family nonprofits. the use of  the 
multi-family tax credit programs provides a feasible financing vehicle for the 
development of  new affordable housing projects.

natural disasters create particularly acute housing problems. in 1976, 
Colorado’s centennial year, the Big thompson river flooded, leaving hun-
dreds of  residents of  larimer and Weld Counties homeless. CHfa stepped in 
and provided funding to repair and rebuild apartments in those areas. later, 
CHfa worked with the Colorado division of  Housing to relocate 600 house-
holds from louisiana to Colorado following Hurricane Katrina and stepped 
up again to assist numerous households after the september 2013 floods 
along the south Platte river.

one characteristic of  CHfa’s loan portfolio is financing properties of  cul-
tural and historical significance. its commercial division’s economic develop-
ment program financed the durango and silverton narrow Gauge railroad. 
When the denver and rio Grande railroad gave up ownership of  the line, 
my father, a prominent denver mortgage banker and son of  a railroad con-
ductor, commented that “it was too bad the d&rG gave up the line because 
it was the only profitable passenger train they ever ran.” in my opinion, it 
remains the nation’s greatest tourist railroad.

CHfa’s loan portfolio also contains numerous diverse housing projects 
of  cultural and historical significance. one, sakura square, is a twenty-story 
fHa 236–insured project. it lies within denver’s skyline Urban renewal 
district, in the city’s old Japanese neighborhood on larimer street between 
nineteenth and twentieth streets. first denver Mortgage Company and 
the first national Bank of  denver provided a construction loan totaling $3.9 
million for the project. they then arranged for the long-term fHa 236 for-
ty-year mortgage in 1974 with the Metropolitan life insurance Company as 
the investor. the fHa 236 multi-family program was an interest rate subsidy 
program in which the government would subsidize the difference between 
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the interest rate on the loan—in the case of  sakura square, 7 percent—and 
the base amount of  1 percent. the intended effect was to lower the rent for 
tenants, but the concept proved unworkable.5

in 2014 the tri-state Buddhist Church, sponsor of  sakura square, paid off 
the project’s forty-year fHa 236 loan. the event marked the closing of  a very 
rich chapter in the history of  one of  denver’s unique ethnic neighborhoods. 
since the early days of  the twentieth century, the northwest corner of  down-
town had been the heart of  the city’s Japanese community. restaurants such 
as the twentieth street Cafe and the akebono were favorite dining spots of  
denver’s downtown business community for decades. small shops and gro-
cery stores catering to Japanese residents prevailed on upper larimer street. 
everyone knew the neighborhood as Japan town.

the first Japanese immigrants arrived in Colorado during the mid-1880s, 
first to work in the mines and later in farm fields. as they assimilated and 
prospered, many found their way to denver, where they began entering the 
professions and established a variety of  retail shops and other family-owned 
businesses such as landscaping, gardens, and truck farms along the Platte 
river north of  the city.

Just as the italian Catholics in north denver had founded saint Catherine 
of  siena Parish to celebrate their religion, the Japanese brought their Buddhist 
faith with them and established the denver Buddhist Church in 1916. as 
the number of  Buddhists grew, the church’s ministers traveled throughout 
Colorado, Wyoming, nebraska, new Mexico, texas, and oklahoma to con-
duct religious services and support Japanese culture. in 1931 the members 
opened their first permanent church on Market street.6

after World War ii, denver’s Japanese population exploded, as many of  
the 7,000 former “detainees” from the Granada War relocation Center, also 
known as the amache internment Camp, in southeastern Colorado chose 
to make the city their new home. a courageous decision by Colorado’s 
wartime governor ralph Carr to welcome these refugees from the Pacific 
Coast proved to be a highly controversial act that ruined his political career. 

5 e. Michael rosser, interview with roger Hara (sakura square Management Corp. board mem-
ber), denver, Co, december 19, 2016.

6 noel, Denver’s Larimer Street, 148; Judith simmer-Brown, “encylopedia of  the Great Plains: 
denver Buddhist temple,” University of  nebraska–lincoln, accessed february 15, 2015, http://
plainshumanities.unl.edu/encyclopedia/doc/egp.asam.009.
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yet the long-term consequences proved to be an enormous benefit to the 
city and the state. this example of  ethical, inclusive leadership resulted in 
a vastly expanded Japanese community, as nearly 20,000 individuals moved 
to Colorado in the years immediately following the war. in the coming 
decades many of  those immigrants made major contributions in medicine, 
education, and business and, perhaps more important, set a moral standard 
of  civic leadership.7

to serve this new influx of  immigrants, community members collected 
$150,000 to purchase land for a new church at nineteenth and lawrence 
streets. the church, dedicated in 1949, flourished; and soon the congrega-
tion created a regional organization called the tri-state Buddhist Church. 
robert Cameron, head of  the denver Urban renewal authority, approached 
the church’s board to determine if  it would be interested in acquiring the 
entire block bounded by larimer and lawrence streets between nineteenth 
and twentieth streets. at that time, during the 1960s, the neighborhood was 
changing radically. the recommendation of  the Urban land institute for 
constructing a freeway that would have bisected lower downtown had been 
abandoned. and dana Crawford was spearheading the restoration of  build-
ings at the opposite end of  larimer street, known as larimer square. after 
considerable deliberation, in 1970 the church purchased the 1900 block from 
the denver Urban renewal authority for $188,000. While the land price was 
greatly discounted from its previous value, the purchase was a substantial 
commitment for the church’s members. at about the same time, the denver 
Buddhist Church took the name denver Buddhist temple.8

the reverend yoshitaka tamai, along with many other community lead-
ers, expressed concern about housing for the elderly and particularly hous-
ing for the Japanese community. after purchasing the block, the board of  
the church set out to build the twenty-story apartment building later named 
tamai tower. sponsored by the Japanese association, the building included 
204 units, a penthouse community room, and a large parking garage. retail 
businesses occupied the two lower levels, with stores that included the 
Granada fish Market and the Pacific Mercantile Company. When completed, 
the terrace level held a large Japanese-style garden. the garden triggered 

7 noel, Denver’s Larimer Street, 148–49; simmer-Brown, “encyclopedia of  the Great Plains.”
8 simmer-Brown, “encyclopedia of  the Great Plains.”
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the naming of  the complex as sakura square, which translates to Cherry 
Blossom square.9

one of  the basic flaws of  the fHa 236 program was that the subsidy crite-
ria were locked into the terms of  the forty-year loan and failed to allow for 
increasing operating expenses. over the years it became increasingly difficult 
to build adequate reserves to maintain the property. in 1997 the stewardship 
of  sakura square applied for and received supplemental funding under the 
low income Housing Preservation and rehabilitation act of  1997. the pur-
pose of  this act was to help stabilize fHa 236 projects by preserving afford-
ability and habitability. this subordinated loan provided funding for reha-
bilitation and remodeling of  the project. Many of  the units in tamai tower 
were converted to section 8 vouchers under President nixon and secretary 
romney’s reform of  mortgage subsidy programs.

not long before the final loan payment was to be made, discussions began 
between tri-state Buddhist Church apartments, inc., the nonprofit that 
owns and manages tamai tower and its retail space, and the board of  the 
tri-state/denver Buddhist temple, which owns the temple, to explore vari-
ous options for the tower, including its possible conversion into market-rate 
apartments. after much debate, they decided to move forward with con-
version. However, HUd, CHfa, and City of  denver regulations required 
that tenants using section 8 vouchers to subsidize their rent be given a one-
year notice of  the change before enactment. Consequently, conversion to 
market- rate rentals was not completed until 2015. now, former section 8 
tenants who continue to reside in tamai tower receive tenant protection 
vouchers from HUd.10

first denver Mortgage also backed the construction of  the volunteers of  
america apartments project in lower downtown, again with financing from 
the fHa 236 program. High-rise multi-family developments were not com-
mon in denver during the 1960s, in part because they were a challenge to 
finance but also because the city imposed a height restriction on buildings. 
these and other projects made first denver a pioneering leader in generating 

9 Bill Hosokawa, Colorado’s Japanese Americans: From 1886 to the Present (Boulder: University Press 
of  Colorado, 2005), 165.

10 rosser, interview with roger Hara; dennis Huspeni, “aging sakura square faces Challenges,” 
Denver Business Journal, october 26, 2012, 1–2, accessed april 12, 2015, http://www.bizjournals 

.com/denver/print-edition/2012/10/26/aging-sakura-square-faces-challenges.html.
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fHa multi-family loans. these properties remain as examples of  the com-
munity’s commitment to sustainable affordable housing and the way pub-
lic-private partnerships can succeed with strong and capable management.11

the fHa 236 program rested on the theory that a lower interest rate would 
provide enough subsidy to reduce rental rates for low- and moderate-income 
tenants. When the program was put into practice, however, lower rental 
rates did not materialize. as a result, several Band-aid approaches designed 
to keep the projects viable were attempted. one called the rental assistance 
payment program, created in 1974 and not to be confused with CHfa’s rental 
acquisition Program, was later replaced by the section 8 voucher system. 
However, several projects in denver, including sakura square, did receive 
financing through the 236 program.

denver has benefited from other fHa-insured multi-family projects, both 
new construction and renovations of  existing buildings under fHa’s 221d-4 
program. the Barth Hotel serves as one of  the best examples of  a rehabil-
itated property. originally built in 1882 and used as a warehouse, by 1890 it 
had been converted into the elegant Union Hotel. But by the time the non-
profit senior Housing options purchased the property in 1980 with financing 
provided by CHfa, the structure had become an old skid row flophouse. 
the nonprofit organization enabled its preservation and rehabilitation as a 
single-room–occupancy senior citizens’ facility. the building was added to 
the national register of  Historic Places in 1982. in 2005 the building under-
went a $1.3 million historic restoration of  the windows, pressed tin ceilings, 
and other original interior and exterior features and materials and became 
the Barth Hotel. the Colorado division of  Housing provided funding for 
this extensive project.12

another historic, late-nineteenth-century structure is the Boston Building, 
constructed in 1890. after the Boettcher family purchased the building, it 
housed their various enterprises, including the family’s investment bank-
ing business and the philanthropic Boettcher foundation. remarkably, the 
building has survived wide swings in denver’s real estate economy. Watson 
Bowes, one of  denver’s most distinguished mid-twentieth-century real estate 

11 e. Michael rosser, telephone interview with Joe Kelso, denver, Co, april 16, 2014.
12 senior Housing options, “the Barth Hotel assisted living: the History of  the Barth Hotel,” 

accessed february, 8, 2015, http://seniorhousingoptions.org/wordpress/wp-content/uploads 
/the-Barth-Hotel-History-sheet2.pdf.
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appraisers and a member of  the appraisal institute, appraised the building in 
1948. His assessment determined that the building had outlived its usefulness 
and should be replaced with a modern office structure. Bowes estimated the 
demolition cost at $40,000.13

in november 1957 Bowes appraised the Boston Building again; his previ-
ous recommendation for demolition had not been acted upon. this time 
he estimated the value of  the property at $568,500, of  which $462,500 was 
allocated as the value of  the land and $106,000 for the building. the low value 
of  the building was based on the fact that the momentum of  downtown 
had shifted east. the two banks that had occupied spaces across seventeenth 
street, denver national Bank and Us national Bank, had merged and moved 
into William Zeckendorf ’s Mile High Center, designed by renowned archi-
tect i. M. Pei, at seventeenth street and Broadway. Zeckendorf  had agreed to 
purchase the old May Company store, just a block from the Boston Building, 
as part of  a redevelopment plan at sixteenth street and Court Place. the 
project also included Courthouse square, the May d&f store, and the Hilton 
Hotel. the Colorado national Bank remained as the only major business in 
the area.14

Colorado national stayed in its seventeenth and Champa streets location. 
during the late 1950s it added three more floors to accommodate its grow-
ing business. the bank also purchased the ernest and Cranmer Building at 
seventeenth and Curtis for drive-up windows. the decision to reinvest in that 
area of  lower downtown probably contributed to the decision by the owners 
of  the Boston Building to renovate and update their building.

But by the 1990s the Boston Building and the adjacent and equally historic 
Kistler Building sat vacant. national Boston lofts associates, llP (national 
Properties) purchased both buildings. it allied with the denver Urban 
renewal authority (dUra) to link the buildings and transform them into 
a mixed-use complex of  loft-style apartments anchored by retail space. By 
working with dUra, the project was eligible for $944,000 in sales tax incre-
ment financing assistance. of  the 158 one- and two-bedroom apartments, 32 
were designated as affordable housing, while the rest were market-rate units. 

13 Watson Bowes, “appraisal of  the Boston Building: 828 17th street,” aG Bowes and Company 
archives, Collection reception number 362, client reference number 509, stephen Hart library, 
History Colorado, denver.

14 ibid.
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in 1998 the $23.4 million investment resulted in the new Boston lofts. as 
with the renovation of  the Barth Hotel, the developers preserved many of  
the buildings’ original features and materials. in addition, both buildings are 
listed on the national register of  Historic Places.15

developers and investors can utilize two important tax credit programs 
for the preservation of  historic buildings such as the Boston Building and the 
denver dry Goods store. the irs provides tax credits if  the redevelopment 
of  a historic building includes low-income housing. Historic preservation 
tax credits are also available. they can be sold to partnerships if  they create 
enough equity in the properties to allow CHfa to use its bonding authority, 
supported by the fHa risk share credit enhancement (loan guaranty), to pre-
serve the historic buildings.16

additional innovations over the years have been the introduction of  a 
home improvement loan program, energy-efficiency upgrades for existing 
properties, and energy-efficient purchase money mortgages that allow the 
costs of  energy-saving improvements to be included in the property mort-
gage without having to apply for additional financing. CHfa is also involved 
in the federal mortgage credit certificate program that returns 20 percent of  
the mortgage interest paid to the homeowner at tax time.

needless to say, CHfa has assisted numerous developers and nonprofit 
housing agencies to increase the quantity and quality of  affordable housing 
for low- and moderate-income individuals and families across the state. in the 
process it has contributed to the revitalization of  denver through the pres-
ervation and rehabilitation of  some of  the city’s historic buildings. CHfa’s 
thorough understanding and utilization of  the vast array of  available financ-
ing options has contributed to its ongoing success.

15 denver Urban renewal authority, “the Boston lofts,” accessed february 9, 2015, http://www 
.renewdenver.org/redevelopment/dura-redevelopment-projects/downtown-denver/the 
-boston-lofts.html.

16 e. Michael rosser, interview with Henry K. Burgwyn, denver, Co, January 13, 2014.





10
the age of  Great developers 

and Changing land Uses
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an old axiom among city planners and other policymakers asserts that peo-
ple hate either density or urban sprawl or, in most cases, both. the two fHas, 
the federal Housing administration and the federal Highway administra-
tion, are often but unfairly blamed for the growth of  suburbia that is at the 
heart of  these scorned conditions.

during the last sixty years, three monumental developments have affected 
urban land use in the United states: the explosion of  suburbs, the emergence 
of  planned developments, and neighborhood gentrification. these changes 
have been facilitated by a number of  government policies and programs dat-
ing back to the formation of  the United states Housing authority (forerun-
ner of  the Housing and Home finance agency) in 1938 and the department 
of  Housing and Urban development (HUd) in the 1960s. Partnering with 
government to implement these policies were mortgage bankers and large 
institutional real estate investors. if  there was a catalyst for this change that 
married government policy with vast sums of  real estate capital, it was the 
report of  President eisenhower’s advisory Committee on Government 
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Housing Policies and Programs.1 that report and the recommendations it 
contained have influenced virtually every piece of  housing legislation since 
1954. financial institutions and government policymakers responded to the 
desire of  the american public for a home, good schools, and, eventually, a 
garage that housed two cars.

thE groWth of suBurBia

the first postwar trend, facilitated by fHa insurance programs and veterans 
administration (va) loan guarantee programs, ushered in the nationwide 
explosion of  the suburbs. the new suburbs were built to meet the needs of  
the growing population and veterans returning from World War ii, who read-
ily participated in the va’s Gi zero down payment loan program. the socio-
logical demand for homeownership grew from its roots in the Progressive 
movement of  the 1890s and has continued unabated for the last 100-plus years. 
the new and rapidly expanding highway system, sponsored and funded by 
the federal Highway administration, also fueled suburban growth. freeways 
made commuting into the cities easy and fast. simultaneously, the creation 
of  automobile access to and from urban business districts accelerated the 
demise of  the closer streetcar suburbs of  earlier decades.

Most historians credit the origins of  this tidal wave of  suburbanization 
to William levitt, his brother, alfred, and their father, abraham. together 
they developed the first mass-produced planned suburban residential neigh-
borhood, levittown, on long island, new york. Many of  the features the 
levitts incorporated into their houses as they evolved over time became the 
accepted standard for suburban homes. However, levittown is also often 
criticized for its sterile blandness.

Changing land usEs and thE nEW toWn movEmEnt

in response to the cookie-cutter ordinariness of  the numerous “levittowns” 
that sprang up across the american landscape, the second postwar change 
in land use was the planned development of  entirely new towns or com-
munities such as reston, virginia, and Columbia, Maryland, both suburbs 

1 albert M. Cole, President’s Advisory Committee on Government Housing Programs: A Report to the 
President of  the United States (Washington, dC: Government Printing office, 1953).
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of  Washington, dC. these developments went far beyond being just resi-
dential neighborhoods. they incorporated areas for retail and commercial 
businesses, schools, libraries and other community services, and parks and 
open greenbelt areas in conjunction with housing. these new towns were 
designed to be self-sufficient; they were not just bedroom communities in 
support of  nearby urban centers.

robert e. simon, the developer of  reston, is credited with triggering the 
new town movement in america. He was followed closely by James rouse, 

James Rouse initiated nearly forty years of  development of  the planned New Town commu-
nity of  Columbia, Maryland. Courtesy, Columbia [MD] Association. 
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the developer of  Columbia, Maryland. However, i argue that the real credit 
for the large-scale new towns of  the 1960s and beyond belongs to the J. C. 
nichols Company of  Kansas City, Missouri. led by the company’s founder, 
Jesse Clyde nichols, the goal was to “develop whole residential neighbor-
hoods that would attract an element of  people who desired a better way 
of  life, a nicer place to live and would be willing to work in order to keep 
it better.”2 the company’s development of  the Kansas City Country Club 
district began in 1907. this original new community grew out of  a hog farm 
and a creek bed that frequently flooded. the comprehensive project included 
Moorish architecture, graceful tree-lined streets, inviting homes, and the 
world’s first automobile-friendly shopping center, the Country Club Plaza 
shopping Center, which opened in 1922. this development laid the ground-
work for sustainable urban design that has endured for over 100 years. the 
housing, retail, commercial, and hospitality industries continue to thrive 
in the Country Club district. also part of  the new town movement is my 
enduring memory of  getting on the streetcar at the Brookside shopping 
Center, more commonly known as sixty-third and Brookside, and taking 
a short ride to the Plaza. sixty-third and Brookside set a standard for other 
nichols neighborhood shopping centers, including Prairie village situated 
across state line road in Kansas City, Kansas. Brookside was financed by 
the teachers insurance and annuity association of  new york. investment in 
nichols’s developments was highly sought after by Metropolitan life, new 
york life, and Kansas City life.

the new town movement emerged from the recognition of  people’s 
desire for quality places of  their own. at the same time, the leaders of  the 
movement acknowledged the complaints of  critics about the lack of  creativ-
ity and amenities in america’s suburbs. already an industry leader when he 
was appointed to eisenhower’s advisory committee, rouse emerged as the 
driving force in the new town movement during the 1960s.

like nichols, rouse was a visionary. When his education was delayed by 
the Great depression, he worked nights at a parking garage to save enough 
money to put himself  through law school. after working for two years in 
the Baltimore office of  the fHa, he worked in the mortgage department of  

2 J. C. nichols Company records (ca. 1886–2007), state Historical society of  Missouri research 
Center–Kansas City, accessed april 10, 2015, http://shs.umsystem.edu/kansascity/manu-
scripts/k0106.pdf.
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a commercial bank for another two years. soon after that he opened his own 
mortgage firm. rouse also formed a second company, Community research 
and development, incorporated, as his development arm. He earned a reputa-
tion as a successful shopping center developer. His credits include the Cherry 
Hill Mall in new Jersey, the first totally indoor, climate-controlled shopping 
center on the east Coast,3 and Washington, dC’s Union station redevelop-
ment. rouse was an ardent and passionate advocate for urban renewal.4

in 1963, plans began to take shape to build a new town named Columbia 
on 17,000 acres in rural Maryland between Baltimore and Washington, dC. 
rouse’s idea was to build a completely self-contained and sustainable com-
munity that included employment opportunities, neighborhood and regional 
shopping centers, parks, open space and trails, environmentally sensitive 
neighborhood design, integration of  single- and multi-family development, 
along with economic and social diversity. in november 1964 Baltimore papers 
carried the headline “a new town for Howard County.” the accompanying 
article included maps, architectural renderings, and photos of  parks and a 
shopping mall. rouse is quoted: “the idea that a whole new town might pro-
vide better and more complete answers to many of  the problems of  growth 
stems largely from a study of  the way in which people live . . . Columbia is 
an opportunity for the growth of  america to change course away from the 
needless waste of  land, sprawl, disorder, congestion, and mounting taxes to 
a direction of  order, beauty, financial stability, and sincere concern for the 
growth of  people.”5

Convincing the Howard County Board of  Commissioners to issue a change 
in the zoning and subdivision regulations to allow for the development and 
construction of  a new town posed the major land-use issue challenge for 
rouse to overcome. Joshua olsen summarized the situation in his biogra-
phy of  rouse: “Many of  the no growth advocates in the county preferred to 
keep their half-acre zoning for residential use. rouse pointed out that such 
zoning allowed for almost 30,000 homes on his land containing about 100,000 
people spread evenly over one half-acre lot after another. a new town would 

3 Joshua olsen, Better Places, Better Lives: A Biography of  James Rouse (Washington, dC: Urban 
land institute, 2003), 113.

4 J. W. anderson, “a Brand new City for Maryland: a Big, Bold dream in the Making,” Mortgage 
Banking Magazine (december 1964): 29.

5 olsen, Better Places, 177.
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accommodate the same amount but in a manner that would avoid low den-
sity monotony.”6

the rouse organization experienced great success conducting a series of  
talks with small groups to explain the overall concept and plan for Columbia. 
in all, they gave over 500 presentations. the developers often walked into a 
schoolroom, hearing chamber, or living room where the air was thick with 
opposition; after the meetings they often walked out to a standing ovation. the 
anti-growth Howard County Citizens association began to see the wisdom of  
rouse’s proposal and later gave its qualified support. By 1965 many of  the legal 
obstacles had been overcome and construction could begin moving forward.7

the next challenge for the rouse Company was to find a lender or group 
of  lenders willing to invest in what the vernacular of  the time called “patient 
money”—money placed in long-term investments that may not realize prof-
its for an extended period of  time. obtaining the land, then acquiring the 
necessary subdivision filings and zoning modifications along with the con-
struction of  streets and water and sewer systems required partners with a 
long-term strategic view and a willingness to see the return on their money 
over many years. simons, who started a similar project in reston, virginia, a 
year earlier, had partnered with the Gulf  oil Company.

rouse’s reputation as a leading mortgage banker enabled him to assem-
ble a group of  lenders and investors who understood the project and had 
the patient money to fund the buildout of  Columbia. teachers insurance 
and annuity association invested $15 million, Chase Manhattan Bank agreed 
to loan $10 million, Howard research and development made a $25 million 
investment for the construction of  roads and sewer lines, and joint owner 
Connecticut General life insurance Company, which made the land loan, 
agreed to stay in the project. the total indebtedness stood at $50 million. the 
Howard research and development Company held title to the land.8

rouse had hoped to have the program up and running by the summer of  
1996, but at that point little had been done except work on the installation 
of  sewer lines. a temporary post office finally opened on august 15, 1966, 
and the first postmark from the new town was issued. rouse worked with 
ryan Homes Companies of  Pittsburgh to build 1,500 single-family homes. in 

6 ibid., 179.
7 ibid.
8 ibid., 79–182.
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addition, unable to find an apartment developer, he began developing those 
units himself. the Columbia Parks and recreation association also received 
funding from Connecticut General life insurance Company and the teachers 
insurance and annuity association to fund its early operations. securing a 
grocery store and other tenants for the village center proved equally difficult. 
to lure retail businesses, the rouse Company agreed to subsidize rents until 
the population grew enough to support the first retailers. the company did 
successfully solicit Hittman engineering, which announced its intention to 
open a research and development facility in Columbia and purchased a fifty- 
acre site in one of  the community’s industrial parks.9 it may have taken longer 
than expected to materialize, but Columbia finally began to take shape.

However, Columbia was not the largest fHa subdivision project at the 
time; in fact, there were 173 larger projects. But it was the most innovative. 
the concept of  a totally new town of  Columbia’s size and scope, with its full 
menu of  public and private services fully integrated into the community, was 
totally unique.

across the river in reston, virginia, simon was developing 7,400 acres into 
a community with a population of  70,000. While Gulf  oil appeared to be 
a good choice for a partner, when the money dried up in 1966 the partner-
ship began to fray, and simon eventually left the project. regrettably, reston 
never lived up to original expectations. nevertheless, it remains a remarkable 
development.10

in large measure, the success of  Columbia, Maryland, can be attributed to 
the intellect, dedication, and determination of  rouse and his team. Benefiting 
from the lessons learned there, rouse and others worked with HUd secre-
tary George romney on the 1970 Housing act. this legislation contained a 
number of  special assistance, loan guarantee, and insurance programs that 
expedited the building of  other new towns.

the new town movement also recognized that, in addition to these new 
financing tools, city planners required training to manage and implement 
the new programs. Under title vii of  the 1970 Housing act, graduate pro-
grams were established at virginia technical University and the University of  
northern Colorado for executive-level working professionals to train in the 

9 ibid., 185–88.
10 James Bailey, ed., New Towns in America: The Design and Development Process (new york: John 

Wiley and sons, 1973), 16–17.
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basics of  urban and regional planning and public administration. this was 
the program from which i earned my master of  arts degree.

Colorado also participated in the new town movement. the first such 
designed community was Montebello. on september 12, 1965, the venture 
partners purchased and denver annexed almost 3,000 acres of  grazing land 
northeast of  downtown. separated from the central section of  the city by 
stapleton international airport, planners designed the new neighborhood to 
be relatively self-sufficient while enabling residents to enjoy the benefits of  
being part of  the rocky Mountain region’s economic and cultural hub. like 
rouse’s Columbia in Maryland, Montebello developed as a complete mixed-
use community with a variety of  housing options, from rental apartments to 
single-family homes, for moderate- and middle-income families. Just a year 
after annexation, the first group of  houses was ready for occupancy. Home 
prices ranged from $15,150 to $22,250 and were eligible for fHa financing and 
no-money-down Gi loans.11

Within a few short years, multiple housing subdivisions rose, accompanied 
by ample parks, greenbelt areas, shopping centers, hotels, and restaurants. 
aesthetics and functionality went hand in hand. Montebello was the first area 
of  denver to be built with all of  its utilities installed underground, and its 
graceful curved streets contrasted with the classic grid system found through-
out much of  the city. But Montbello’s economic engine was the Montebello 
industrial Park, which occupied 510 acres. Housing such firms as samsonite 
Corporation, then the world’s largest luggage manufacturer, by 1972 around 
7,000 individuals worked at the growing complex. When fully developed, 
Montebello was projected to provide jobs for up to 12,000 commercial and 
industrial workers and to be called home by as many as 45,000 people.12

two other highly successful new communities developed in Colorado. the 
first, vail and its ski mountain, entered the planning phase in 1957 through 
the initiative of  several ski enthusiasts who had served in the tenth Mountain 
division during World War ii. the other is Highlands ranch, located south 
of  denver in douglas County.

World War ii drastically changed the Colorado economy. Men and women 
came from all parts of  the United states. Many of  the soldiers who trained 

11 W. Haselbush, “ ‘Magic’ Changes Montbello scene,” Denver Post, october 2, 1966, 73.
12 ibid.; “Montbello industrial Park success noted,” Rocky Mountain News, May 11, 1969, 42.
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at Camp Carson near Colorado springs and at lowry field east of  denver 
for the Us army air Corps decided to return and settle there. the World 
War ii training facility for the Us army’s tenth Mountain division at Camp 
Hale near leadville on tennessee Pass introduced the soldiers to the sur-
rounding mountains and their potential for winter recreation. some of  its 
members, including Peter seibert, returned to the area after the war. seibert 
spearheaded the development of  vail Mountain into a world-class ski resort. 
He assembled a group of  investors to create vail associates to develop the 
mountain for skiing and established the town of  vail as a base area to pro-
vide support services for the mountain, which opened to skiers in 1962. the 
early stages were financed largely by a consortium of  banks led by the first 
national Bank of  denver and United Bank (formerly denver Us national 
Bank, now Wells fargo).

during the 1960s, rising incomes and greater mobility dramatically 
increased the potential of  outdoor recreation in Colorado. as the state grew, 
citizens concerned about maintaining Colorado’s quality of  life and pro-
tecting its environment turned away from so-called dirty industry. instead, 
they looked to expanding tourism. Until the end of  the war, Colorado’s 
tourism industry had been based largely on summer visitors. the long-pop-
ular tourist communities such as estes Park and Grand lake had provided 
access for people visiting rocky Mountain national Park. Cascade and Green 
Mountain falls near Colorado springs invited visitors to explore Pike’s Peak, 
the Manitou Cliff  dwellings, royal Gorge, and other area attractions. each 
attraction offered a welcome respite from the summer heat and humidity for 
visitors from texas and the Midwest. But in the 1960s the market began to 
change as skiing began to grow in popularity. ski areas, previously limited 
to a few near denver, began to spring up across the state. the building of  
interstate 70 through the mountains to the Western slope opened up a wide 
range of  new opportunities for ski-area development.

the winter recreation department of  the Us forest service had analyzed 
potential ski-area sites within the White river national forest and other 
national forests in Colorado as far back as the late 1930s. George Cranmer, 
manager of  denver’s department of  Parks and recreation, had been instru-
mental in developing the Winter Park ski area that opened in 1940. Winter 
Park was especially attractive because of  its location at the west portal of  
the denver and rio Grande railroad’s Moffat tunnel. the now famous 
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“ski train” provided easy, stress-free transportation to the ski area. aspen 
Mountain and arapahoe Basin ski areas emerged later in the decade. aspen 
was probably the first postwar ski resort to capitalize on the nation’s rising 
prosperity, as well as on the quality of  the mountain’s terrain and the quan-
tity of  its snow.

the broader aspen area offered exceptional development possibilities. 
in 1957 preliminary discussions began with a number of  investors for what 
became known as the aspen snowmass area. over the next seven years 
the forest service conducted feasibility studies and submitted its report to 
Washington in the fall of  1964.13 at its recommendation, four distinct ski 
areas would eventually dot the mountainsides above the valley floor—aspen 
Mountain, aspen Highlands, Buttermilk, and snowmass. vail, which opened 
in 1962, was taking off  at the same time.

the burgeoning ski industry led to a shift in, or at least to an additional 
use of, Colorado’s public lands. for decades, the primary economic use 
of  the federal lands in the state was for extractive industries. Whether the 
mining of  the various minerals hidden beneath the soil or the harvesting of  
lumber, almost all of  these activities took place on public lands. However, 
the ski industry significantly broadened the use of  public lands, as most of  
the skiing terrain of  the new resorts was on mountains leased from the Us 
forest service. simultaneously, people discovered other outdoor recreational 
activities—fishing, hiking, backpacking, whitewater rafting, and kayaking, to 
mention just a few—most of  which took place on public lands and water-
ways. this broader use of  the public domain, assisted by the construction 
of  interstate 70, brought more people into the mountains and greatly dimin-
ished the isolation of  the once sleepy communities of  the central mountain 
and Western slope regions. recreation opened the Colorado high country, 
brought economic investment, and, for better or worse, opened previously 
untapped areas to real estate development.

By the late 1960s, denver’s large commercial banks and their mortgage 
banking affiliates began to recognize the investment opportunities arising 
from the exploding winter recreation and skiing businesses. resort devel-

13 Paul i. Hauk, “Chronologies of  the ski areas on and adjacent to the White river national 
forest,” Manuscript Collection #WH1304, rg 17B, section 3, Box 2, denver Public library, 
denver, Co.
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opers needed financing to buy equipment and construct buildings. ski-area 
owners faced the challenge of  providing lodging and other services for 
the new resorts. sun valley in idaho had been owned and operated by the 
Union Pacific railroad. it had the capital to develop the ski area and cover 
overhead costs for the lodging. While the early developers in Colorado 
had access to private capital, few, if  any, had deep enough pockets to make 
investments in lodging facilities that would be occupied only during the 
winter ski season.

some people owned summer cabins. But most were located within easy 
access of  denver and other front range cities, not deep in the higher moun-
tains where the new ski resorts were being developed. further, they were not 
designed or built for winter use. few people had the opportunity for year-
round ownership of  a place devoted to winter as well as summer recreational 
pursuits. the answer to the resort lodging problem arrived in the form of  the 
second-home phenomenon and the rise of  condominiums.

the condominium concept had been virtually unknown in the state until 
the 1960s. after the Colorado General assembly passed the Condominium 
ownership act in 1963, it became the solution to the ski-area lodging prob-
lem. the act allowed for the sale of  individual units of  condominium com-
plexes, thus transferring the vacancy risk from ski-area developers to individ-
ual owners. soon, United Bank of  denver became a significant construction 
lender in aspen and Winter Park and the new communities of  vail and 
snowmass village.14

United Bank of  denver financed Crestwood Condominiums, one of  the 
early condominium projects in snowmass. United’s mortgage banking 
affiliate, United Mortgage Company, provided permanent financing to unit 
owners. But for most, lending in the mountains during the 1960s and early 
1970s was seen as a challenge. for a large number of  borrowers, the possi-
bility of  financing a second home or mountain condominium was virtually 
nonexistent. However, aspen and the new area of  snowmass had particu-
lar appeal for institutional investors. a select group of  high–net-worth bor-
rowers solved the mortgage affordability problem. some of  the borrowers, 
particularly in aspen, possessed star quality. the first loans for condomini-
ums in Crestwood were issued to such borrowers. Jack Kemp, the former 

14 orten, Cavanaugh, richmond, and Holmes, “introduction to the Colorado Condominium 
ownership act” (denver: orten, Cavanaugh, richmond, and Holmes, March 17, 2011), 2.
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los angeles Chargers and Buffalo Bills quarterback, congressman, and later 
HUd secretary, is one such example.15

the initial investor in the Crestwood project was the Manhattan life 
insurance Company of  new york. the company established very strict 
underwriting criteria. the units had to have “ski-out” access to the mountain. 
the down payments required a 30 percent cash investment from the buyer, 
and interest rates were higher than those for a primary residence loan. sale 
prices ranged from $30,000 to $50,000. Comparable units in Breckenridge and 
Winter Park sold in the $20,000–$25,000 range, with similar mortgage terms.

ironically, as Colorado’s ski resorts were entering their boom years, many 
areas of  the country were experiencing slow growth, which decreased invest-
ment opportunities in those areas. as a result, thrift institutions throughout 
Kansas, iowa, and illinois, whose management personnel had vacationed 
in Colorado, found second homes and condominiums in the ski areas very 
attractive for their mortgage portfolios. i accompanied several thrift institu-
tions’ representatives during their trips to survey potential investment oppor-
tunities. as long as the units were in well-established ski resorts that pos-
sessed a substantial base area with attractive amenities such as restaurants 
and shops, these loans performed very well for their investors over time.

By the mid-1970s vail associates had reached the final stages of  permit 
approval with the Us forest service for the Beaver Creek ski area. this 
world-class site was supposed to host the alpine events of  the 1976 olympic 
Winter Games, which were rejected by voters in 1972 in part because of  
concern about environmental impacts and overdevelopment not only at 
the Beaver Creek site but also along the front range. But even without the 
olympic Games, Beaver Creek moved forward. lifts were installed on the 
mountain as lodges, restaurants, shops, condominiums, and luxury homes 
rose. the resort opened for the 1981–82 ski season.

While working on the Beaver Creek permit application during my year 
with the land Use Commission, i was a strong supporter of  the resort and the 
olympics. When voters rejected the games, i believe it negatively impacted 
Colorado’s image. subsequently, when issues regarding the exorbitant cost 
of  hosting an olympics, not only in Colorado but at later sites around the 
world, became evident, i changed my mind about the advisability of  hosting 

15 e. Michael rosser, email communications with Jim Wahlstrom, senior planner for the town 
of  snowmass, october 21, 2015.
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olympic Games. However, i still think the Beaver Creek ski resort is a good 
development.

in 1972 Colorado’s legislature recognized the potential for developments in 
the state that would resemble Columbia, Maryland, and reston, virginia. to 
that end, it passed the Planned Unit development (PUd) act. the law recog-
nized the ability of  local governments to maintain existing zoning ordinances 
while providing enough flexibility for the development of  quality, large-scale 
projects that included extra amenities. the PUd act outlines ten purposes 
for large planned unit developments (PUds), such as Highlands ranch and 
the stapleton redevelopment. it specifically encouraged more efficient land 
use, innovative development, and the integration of  commercial, residential, 
recreational, and educational facilities.16

Highlands ranch, just south of  denver in douglas County, had been owned 
by the Phipps family for several decades prior to its purchase by denver bil-
lionaire oilman and philanthropist Marvin davis. at one time davis owned 
several companies, including the aspen ski Company and 20th Century fox. 
almost immediately, he sold the property to the Mission viejo Company 
of  California, a subsidiary of  Philip Morris Credit Corporation. the com-
pany had developed two large communities in southern California—Mission 
viejo and aliso viejo—and a small residential project, also called Mission 
viejo, in aurora, Colorado.17

Given the capital resources of  Philip Morris, the vision for Highlands 
ranch called for a buildout over a twenty-year period. from the beginning 
the plan included wide streets, numerous parks and trails, and substantial 
areas designated for natural open space. the company was instrumental 
in providing the financing for the first school and acquiring and building 
the water and wastewater systems. When the first subdivision opened, the 
interest rate stood at 14.5 percent. still, buyers flocked to view Highlands 
ranch to see for themselves this much-touted property with its rich local 
history.18

16 donald l. elliott, ed., Colorado Land Planning and Development Law, 9th ed. (denver: Bradford, 
2012), 90–91.

17 “Highlands ranch History,” Highlands ranch Metro district, accessed May 4, 2017, http://
highlandsranch.org/community/history/.

18 Highlands ranch Historical society, “images of  america: Highlands ranch” (Charleston, sC: 
arcadia, 2016), 53, 59, 67.Highlands ranch Historical society, Images of  America: Highlands Ranch 
(Charleston, sC: arcadia, 2016), 53, 59, 67.
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Mission viejo documented every promise it made to the county with peri-
odic updates, which assured the company’s credibility with the local political 
leadership. in the first years the company adhered to its established practice 
of  building all the houses. But it soon became evident that demand could not 
keep up with Mission viejo’s production capacity, so it recruited three of  the 
region’s premier homebuilders—the Writer Corporation, sanford Homes, 
and richmond Homes—to join in the construction effort. the Highlands 
ranch development was facilitated and financed with the resources of  the 
Philip Morris Credit Corporation. With its 10,000 acres of  permanently 
protected open space, Highlands ranch has been recognized as one of  the 
nation’s leading and most successful new towns.

the stapleton redevelopment by forest City is the latest new town in 
Colorado. Known for its open space and mixed-use urban design, it is another 
example of  James rouse’s vision.19 these new town community develop-
ments proved to be successful because of  the developers’ ability to implement 
a long-term plan and attract investors with patient money who shared their 
vision. the exception is Battlement Mesa; it did not become the self-sustaining 
community that was originally intended to support the oil-shale industry, but 
it is now a well-established community and home to many Colorado retirees.

Prior to the new town movement taking hold in Colorado, much of  
denver’s growth during the immediate post–World War ii era met with 
heated resistance. Many individuals in denver’s political and business estab-
lishment did not want to see things change. life in Colorado had been easy 
and simple, but change was inevitable. returning servicemen, the establish-
ment of  a large federal government workforce (at one time denver ranked 
second behind Washington, dC, in the number of  federal employees), and 
stapleton international airport becoming a major cross-country airline hub 
transformed denver into a bustling city.

long-simmering discussions between denver’s business community and 
its city government finally found resolution with plans for the revitalization 
of  downtown denver through redevelopment. Most came to understand 
that redevelopment was necessary to avoid the urban blight that would infect 
many of  america’s urban cores.

19 forest City stapleton, inc., “stapleton sustainability Master Plan 2004,” accessed May 3, 2015, 
https://www.stapletondenver.com/wp-content/uploads/2014/12/stapleton_sustainabili-
ty_Plan.pdf, 12.
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a redevelopment organization with international reach is the Urban land 
institute (Uli), founded by J. C. nichols and others in 1936. a unique global 
organization, its mission is “to provide leadership in the responsible use 
of  land and in creating and sustaining thriving communities worldwide.”20 
With offices in Washington, dC, london, and Hong Kong, the Uli has had 
a global impact on real estate finance and development.

one mission of  the Uli is to provide advising services to communities. 
Known as Uli advisory services panels, teams of  experts travel to specific 
cities. after analyzing a designated land-use problem for several days, the 
panel crafts a variety of  recommendations for solutions to enable the com-
munity to make a good decision.

Prompted by many leaders, particularly aksel nielsen and Bruce rockwell 
of  Colorado national Bank, the newly formed entity downtown denver, 
incorporated, engaged the Uli in 1955 to assemble and bring a group of  real 
estate experts to denver to conduct such a study to guide the city’s develop-
ment. the panel was charged with holding public meetings and conferring 
with officials in addition to conducting whatever surveys and studies it deemed 
necessary prior to making its recommendations. in conjunction with a citizens’ 
committee of  seventy-five members, the resulting report contained a set of  
recommendations that would guide the city into the twenty-first century.21

Members of  the Uli advisory services panels are selected from the insti-
tute’s membership and vary depending of  the type and scope of  the proposed 
project. Panels may include capital investors, developers, private and public 
urban planners, architects, and other professionals. Many panels also include 
a university graduate student who works with panel experts on site-specific 
projects and contributes to the recommendations. the Uli maintains a 
strong reputation for fairness and neutrality; therefore, its recommendations 
bring great credibility and objectivity. it certainly promotes active discussion 
and can be a catalyst for constructive dialogue and change.22

one of  the denver panel members was Urban a. denker of  Wichita, vice 
president of  the Wheeler Kelly and Hagny investment Company. through 

20 Urban land institute, “Mission and Priorities,” accessed april 20, 2017, https://americas.uli.org 
/about-uli/mission-priorities/.

21 “downtown denver: a report to downtown denver, inc.,” Urban land institute panel 
(Washington, dC: Urban land institute, april 1955).

22 Urban land institute, “Mission and Priorities.”



200 government Housing ProgrAms And tHe evolution of mortgAge bAnking

my knowledge of  denker as a family friend, i had great respect for his exper-
tise and industry insight, as well as the contributions his company had made 
to real estate development and mortgage banking.

on april 30, 1955, the Uli advisory services panel presented its final report 
during a meeting held at the Cosmopolitan Hotel. Many of  its recommenda-
tions dealt with both public and private organizational issues, as well as the 
city’s tax structure. the Uli panel envisioned maintaining the central busi-
ness district as the region’s retail center. at that time there were three depart-
ment stores in denver: the denver dry Goods Company, the May Company, 
and the daniels and fisher Company. among other things, the Uli report 
specifically recommended a major new department store development as 
well as a 700-room hotel.23

William Zeckendorf  and the Webb and Knapp Company took up the chal-
lenge. they developed the new retail/hotel complex on the old site of  the 
arapahoe County Courthouse, known as Courthouse square, at sixteenth and 
tremont streets. Upon its completion, denver boasted a new Hilton Hotel, 
and the retail space became the flagship property of  the May d&f Company 
created by the merger of  the May Company and the daniels and fisher 
Company. Zeckendorf  also helped shift land use on seventeenth street, home 
of  denver’s financial district. Known as “the Wall street of  the West,” it moved 
farther east with the construction of  the Mile High Center, which incorpo-
rated a twenty-four-story office tower, plaza, and the conversion of  the sears 
and roebuck store into the headquarters of  the denver Us national Bank.

the panel also recommended that legislation be passed at the state and city 
levels. one recommendation advised changes in land-use laws that would 
eventually allow for urban rehabilitation that incorporated the growing 
twenty-first-century popularity of  lofts. such legislation enabled denver’s 
Urban renewal authority to take advantage of  the provisions of  the 1954 
Housing act to ignite redevelopment of  denver’s blighted area between 
Curtis street and Union station. this area would later encompass the skyline 
Urban renewal district. approved by voters in 1968, its completion can now 
be celebrated with the redevelopment and reopening of  denver’s historic 
Union station during the summer of  2014.24

23 “downtown denver: a report,” 26.
24 ibid., 34.
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the Uli also dealt with issues of  traffic, parking, and freeway construc-
tion. vigorous discussions analyzed the need for mass transit and the role 
of  the privately held denver tramway Company, which later became the 
multi-jurisdictional regional transportation district (rtd). surprisingly, 
the Uli report paid little attention to a rail system in denver. However, such 
a system was discussed at the meeting, and several recommendations were 
voiced about potential rail line locations. ironically, years later the buildouts 
of  the rtd’s light rail southeast corridor and the west corridor are virtually 
identical to those unadopted recommendations. other recommendations in 
the report, which fortunately were not followed, included creation of  the 
Market street, Columbine, skyline, and Colorado Boulevard freeways.

Certainly, one criticism of  the 1960s and 1970s was the expansive scope and 
influence of  the federal-aid Highway act of  1956, popularly known as the 
national interstate and defense Highways act (Public law 84–627), enacted 
during the eisenhower administration. Critics such as Jane Jacobs attacked 
the disconnect between neighborhood conservation and protection and 
the random displacement of  communities by the building of  freeways and 
turnpikes.25 the controversy surrounding the construction of  interstate 70 
and the destruction of  denver’s Globeville and swansea neighborhoods has 
been mostly forgotten, but the placement of  the freeway that split the north 
denver community in half  remains a scar on the landscape. over the last 
sixty years the location of  interstate 70 through denver has been recognized 
as a terrible mistake, and efforts are being made to mitigate the impact of  
that long-ago decision.

alternatively, the placement of  the valley Highway, also known as i-25, 
acted as a catalyst for growth in denver’s northern and southern suburbs, 
especially the denver tech Center. George Cranmer, denver’s manager 
of  parks and improvements, initiated the project in the late 1940s during 
Mayor Benjamin f. stapleton’s administration. While the new highway did 
divide some neighborhoods, its route followed city-owned land previously 
acquired from delinquent property tax payers. fortunately, one proposed 
project of  that era was not built: the skyline freeway, designed to con-
nect downtown with the southwestern suburbs. the proposed route went 
through downtown denver along the larimer and Blake street corridors. it 

25 Jane Jacobs, The Economy of  Cities (new york: random House, 1969); Jacobs, Life and Death of  
American Cities.
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would have eliminated the later possibility of  the lo-do neighborhood and 
Coors field. downtown denver remained intact and, after the 1965 flood 
and construction of  the Chatfield dam, the area became safe for intensive 
development.

in 1965 the Uli issued a technical bulletin that assessed the results of  the 
city’s implementation of  the recommendations of  the earlier Panel Study. 
almost immediately after receiving the 1955 report, the city followed its 
advice by establishing the downtown denver improvement association, a 
nonprofit organization to guide and oversee denver’s redevelopment. the 
association undertook projects including a street lighting system, street 
improvements, zoning changes to allow for residential properties, and better 
code enforcement—all of  which contributed to increased property values. 
the bulletin also reported that in 1957 the city’s Planning department, in 
conjunction with the improvement association and others, invited architects 
to submit sketches of  their visions of  how downtown could look. the cre-
ativity of  the submissions “sparked creative thinking” and led the denver 
City Council to create the downtown denver Master Plan Committee. 
the resulting development guide detailed an improvement program to be 
implemented over a twelve-year period. among other things, it called for 
further transportation and parking improvements, “accelerated expansion 
of  stapleton international airport,” the development of  an urban university, 
and planning for a new convention/exhibition facility.26

during the ensuing decades, all of  these recommendations and others 
have become realities. the auraria campus just west of  lower downtown is 
now home to Metropolitan state University and the denver campus of  the 
University of  Colorado. in 1987 denver commissioned the Uli to conduct 
another panel study, this time to make recommendations for possible sites 
for a new convention center complex in the city. the final recommendation, 
to build on fourteenth street near the heart of  downtown, turned out to be 
farsighted. the new denver Convention Center, built just blocks from the 
denver Center for the Performing arts, has replaced the outdated Currigan 
exhibition Hall. the activity generated the construction of  a new 1,100-room 
Hyatt regency denver Hotel, a renaissance Hotel, and a Hilton Garden 
inn. in addition, attendance increased at the Performing arts Center and 

26 Mechlin d. Moore, “downtown denver—a Guide to Central City development,” technical 
Bulletin 54 (Washington, dC: Urban land institute, 1965), 15–17.
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retail sales in larimer square rose dramatically. a completely new center of  
activity grew out of  the Uli advisory services panel. denver international 
airport, which replaced the outdated and undersized stapleton international 
airport, has supported the vision of  the Uli and the city’s leadership by mak-
ing denver and Colorado as a whole more accessible.

smaller local and regional land-use and development projects were also 
reviewed. a recent transit-oriented development (tod) site in aurora, next 
to an abandoned shopping center, was evaluated and recommendations were 
made for its redevelopment. While still in progress, the site has been declared 
a blighted area and been designated an urban renewal area. this is part of  the 
Uli’s mission of  preservation and creating resilient communities.

Prominent Uli member Jonathan rose and his partner, Chuck Perry, spear-
headed the redevelopment of  north denver’s old elitch Gardens amusement 
Park into an affordable housing community. this attractive, mixed-use com-
munity represents the ideal form of  redevelopment opportunity that cities 
seek. the project received financing from the Colorado division of  Housing, 
CHfa, and several other institutional investors.

Mortgage bankers and their correspondent life insurance companies have 
actively participated in redevelopment because of  their very high concern 
about the health and vitality of  america’s urban centers and business dis-
tricts. Before the banking activities were addressed with the Community 
reinvestment act (Cra) of  1977, the life insurance industry initiated the 
Urban initiatives Program in 1971. it made a significant effort to find the best 
urban redevelopment projects to meet the needs of  specific cities. Because 
fHa-insured apartment loans were eligible for inclusion in Ginnie Mae 
mortgage- backed securities, robert Wilson, a Chicago mortgage banker, 
strongly advocated their use as ideal vehicles for the insurance industry as 
part of  the Urban investment Program, which encouraged investment in 
pioneering redevelopment projects, such as denver’s sakura square. also in 
denver, the skyline Urban renewal Project provides a good example of  pri-
vate-public partnerships and cooperative financing. Many of  the city’s mort-
gage banking firms, having established relationships with large insurance 
companies, participated in these developments.27

27 robert H. Wilson, “another tool to fund life insurance Companies’ Urban investment 
Program,” Mortgage Banker (May 1971): 98–101; e. Michael rosser, interview with thomas J. 
Wrattan (former president of  Principal Commercial acceptance Corporation), May 5, 2017.
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an additional project in the denver metro area is the urban infill redevelop-
ment of  lowry air force Base. Prior to 1938, the property housed the Phipps 
tuberculosis sanitarium. in 1939, the denver Chamber of  Commerce and 
others played a key role in convincing the Us army air Corps to acquire the 
real estate and build a training facility. the base became the primary train-
ing facility for the pilots and crews of  the B-25 and B-29 bomber aircraft. it 
also served as a training center for Us air force intelligence but reached its 
academic peak in the mid-1950s as the first home of  the United states air 
force academy. lowry became a victim of  the defense Base Closure and 
realignment act of  1990. overseen by the lowry disposition authority, the 
new community contains the same attributes as Columbia, Maryland, but 
on a smaller scale.

While Highlands ranch and lowry were immediate successes, the build-
out of  Battlement Mesa as a new town took decades because of  its economic 
foundation in the oil and gas industry. oil shale had long been a will-o’-the-
wisp dream that was only the next energy crisis away from becoming fully 
operational. However, teams of  scientists, petroleum engineers, economists, 
and the major oil companies—including atlantic richfield and exxon—had 
found the development of  this resource unfeasible. after my second day on 
the job at the land Use Commission, where i was assigned the task of  devel-
oping new community guidelines, atlantic richfield announced that it had 
sold its oil shale interests to the exxon Company of  Houston, texas, prefer-
ring to develop its tar sands holdings in Canada.28

exxon was one of  the original standard oil group of  companies. the 
Humble oil and refining Company was the controlling member when 
Carter oil and others combined to form exxon. exxon had high hopes for 
oil shale and began developing the resource using pillar and tunnel mining 
methods for the excavation. as part of  the naval oil reserve, there had been 
an experimental retorting facility near rifle, Colorado, on the Western slope. 
retorting is a process of  heating shale rock to extract the petroleum the rock 
contains. When atlantic richfield pulled out, exxon acquired not only its 
resource facilities but also the Battlement Mesa new town project.

exxon assembled a first-rate development team for Battlement Mesa. the 
executive management and members of  the exxon Board of  directors flew 

28 ed Marston, “life after oil shale,” High Country News 15, no. 7 (april 15, 1983): 13.
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into Grand Junction and spent several days touring the area, analyzing the 
extensive capital investment needed for both oil-shale extraction and the new 
town. a group of  lenders and representatives from fannie Mae also toured 
the exxon mining operation and the Battlement Mesa community. We then 
began designing a menu of  mortgage products for the workers.

simultaneously, the Colorado Mortgage lenders association, the associa-
tion of  realtors, and the Home Builders association formed the Mortgage 
Corporation of  Colorado to act as a conduit to deliver high-quality fifteen- 
and thirty-year fixed-rate loans to the Colorado Public employees retirement 
association (Pera). PMi Mortgage Corporation was hired as the master 
servicer to oversee the approximately eleven participating institutions. all 
of  this occurred during a period of  high double-digit interest rates, so this 
agreement with Pera filled a unique niche in the market. Because of  the 
income and credit qualifications, there was a high degree of  interest among 
exxon executives moving into the area.

local and san francisco–based senior PMi management became more 
than a little anxious when fannie Mae began renegotiating some of  the 
parameters for the workers’ mortgage product menu. the level of  warran-
ties and credit protection signaled that fannie Mae saw Battlement Mesa as 
a very high-risk investment. so five days before the agreements were to be 
signed with fannie Mae and before the closing of  the loans that would go to 
Pera, exxon abruptly shut down the facility and pulled out of  its investment. 
exxon employees returned to Houston without purchasing their homes in 
the area, and Battlement Mesa became a retirement community. the new 
town guidelines were never formally adopted statewide, and Western slope 
oil-shale development remains a will-o’-the-wisp venture.

Changing land usE and gEntrifiCation

the third land-use change is the gentrification of  the urban central core and 
streetcar suburbs. this is the process of  individuals and investors buying prop-
erty in declining neighborhoods and renovating those properties, thereby 
improving the areas and attracting businesses such as restaurants and retail 
stores. the skyline Urban renewal Project of  the early 1960s saved denver 
from being criss-crossed with highways and having its distinct neighborhoods 
broken up. in the process it made these areas, especially lower downtown, 
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prime for gentrification. the construction of  Coors field proved the catalyst 
for redevelopment of  the area beginning in the 1990s. Gentrification in and 
around denver has accelerated dramatically in recent years, driven by the 
lifestyle demands of  millennials and baby boomers.

today, lenders are financing development companies’ projects to convert 
older inner-city office and warehouse buildings into residential and retail 
properties; others are built from the ground up. We have given examples 
of  several such developments in denver, including the Barth Hotel and the 
Boston lofts. aging baby boomers and maturing millennials increasingly 
desire the rich cultural environment and convenience of  living in downtown 
neighborhoods—access to mass transit, parks, and recreation venues; oppor-
tunities to attend artistic, educational, and sporting events; and excellent, 
affordable restaurants offering a diverse variety of  cuisines are just a few of  
the attributes of  urban living. others find similar benefits living in the former 
streetcar neighborhoods just beyond the urban core.29

as individual houses and apartment buildings have been upgraded in neigh-
borhoods like denver’s Highlands, new business and investment opportuni-
ties have expanded. the gentrification of  this neighborhood, facilitated by 
a neighborhood reinvestment Corporation program called neighborhood 
Housing services, began in the early 1980s. the program was a partnership 
among the city government, a consortium of  mortgage lenders, and com-
munity members. Working together, they set priorities for neighborhood 
improvements, including housing rehabilitation, parks, schools, and trans-
portation. to assist in the project’s success, they developed special mortgage 
programs for home buyers in the community.30

at some point millennials may have children of  their own and opt to follow 
in their parents’ and grandparents’ footsteps by moving to the suburbs and 
becoming homeowners. But trends over the last twenty years have demon-
strated that this may not happen, at least not yet.31 the institution of  mar-
riage is on the decline, and household formations are dramatically different 

29 alan snel, “downtown redo: Historic Has-Beens-reborn as Chic Housing,” Denver Post, feb-
ruary 23, 1997, B1.

30 “Highland neighborhood Plan; General recommendations,” Denver Planning and Community 
Development, april 28, 1990.

31 tim ahern, “Millenials May Be forging their own Path to Homeownership,” Fannie Mae, 
august 9, 2016, accessed May 9, 2017, www.fanniemae.com/portal/media/business/millennials 
-080916.html, 1–7.
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from just a generation ago. Urban life is much safer and healthier than it was 
twenty years ago. the trend toward loft apartments, condominiums, and 
transit-oriented development that began in the late 1990s is now firmly estab-
lished and growing in Colorado. today’s builders, developers, and lenders 
are committed to serve the new urban demographic that refuses to work a 
9 to 5 schedule and then get in their cars for an hour (or longer) to drive to 
homes in the traditonal suburbs.

in denver, the conversion of  the central business district land use from 
commercial to residential started in the 1980s and escalated in the 1990s with 
the preservation, redevelopment, and rehabilitation of  the neusteter’s and 
denver dry Goods stores into multi-use properties. Photographs of  denver’s 
sixteenth street retail center and seventeenth street financial district taken 
in 1990 and 2015 show little change. for the most part, the outward appear-
ance of  the buildings remains the same, but the land use has changed from 
department stores and banks to hotels, rental lofts, and condominiums. the 
american national Bank Building, Joslin’s department store, the Colorado 
national Bank Building, and the railway exchange Building (home of  the 
fHa’s denver offices for fifty years) are now hotels. downtown living, first 
pioneered by Brooks towers, is now commonplace, as evidenced by the 
Bank lofts, Boston lofts, and Midland lofts. Us national Bank/Guaranty 
Bank, Boettcher and Company and the Boettcher foundation, and Midland 
federal savings, respectively, once occupied these buildings that now provide 
the downtown living experience.

denver had two iconic department store buildings—daniels and fisher, 
with its tower modeled after the Campanile in the Piazza san Marco in venice, 
italy, and the denver dry Goods store. Both were famous for their tearooms. 
from the 1920s through the 1950s, denver mothers made the obligatory pil-
grimage to one of  these stores so their children could have their annual pho-
tograph taken while perched on santa Claus’s lap. the denver dry tearoom 
was a savory gathering place for many denver businessmen to enjoy the 
restaurant’s famous Chicken à la King. round community tables reserved 
for singles provided an opportunity to engage in conversations about busi-
ness, politics, and the decades-old speculation of  how long it would take for 
major league baseball to come to denver. the daniels and fisher building, 
except for the tower, gave way to demolition under urban renewal after the 
company merged with the May Company. Before the building fell to the 



208 government Housing ProgrAms And tHe evolution of mortgAge bAnking

wrecking ball, the tearoom’s sad legacy was providing lunch for the young 
men taking their vietnam draft physicals at the old Customs House across 
the street. sadly, several of  the men i took my draft physical with never 
returned from vietnam.

i witnessed all of  these changes and more during my twenty-five years of  
working in downtown denver. the evolution of  the city saddened me as 
i watched iconic buildings disappear, but i was simultaneously excited and 
invigorated by the anticipation of  what was to come.

after the energy collapse of  the late 1980s and the consolidation of  both 
of  the downtown department stores and the seventeenth street banks into 
larger national chains, the central business district became an unattractive 
investment for both developers and lenders. earlier, the historic daniels and 
fisher store had merged with the May Company. later, the May Company 
purchased associated dry Goods, which owned denver dry Goods. shortly 
thereafter it closed both of  its downtown stores in favor of  new suburban 
locations. the denver technology Center followed by the inverness devel-
opment combined to create a second downtown in the southeast suburbs. 
Unfortunately, denver could not entertain the idea of  incorporating this area 
into the city and county because of  an amendment to the state’s constitution 
approved by voters in 1974. Known as the Poundstone amendment, it was 
designed to harness denver’s power by limiting the ability of  counties to 
annex adjacent communities.32

a new generation of  civic leaders emerged in the 1990s. they commit-
ted themselves to preventing the kind of  urban decay seen in other cities. 
the denver Chamber of  Commerce and downtown denver, incorporated, 
recognized that preserving the urban core would require substantial private- 
public partnerships involving business, government, and community orga-
nizations. Working with Historic denver, inc., one of  the nation’s leading 
nonprofit historic preservation organizations, created one such collabora-
tive. these groups’ efforts have successfully preserved several historic homes, 
schools, and other buildings as well as the Paramount and Mayan theaters.

denver dry’s downtown store had been vacant since april 1987. the 
unofficial recommendation on seventeenth street called for demolition of  

32 tim Hoover, “GoP activist freda Poundstone, ‘a Giant’ in Colorado Politics, dies at 84,” 
Denver Post, november, 18, 2011, http://www.denverpost.com/2011/11/08/gop-activist-fre-
da-poundstone-a-giant-in-colorado-politics-dies-at-84/.
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the building. But newly elected mayor federico Peña had a strong interest 
in historic preservation and saw preserving the historic downtown store 
as an opportunity. seizing the moment, after consulting with his planning 
department in the denver Urban renewal authority, Peña flew to the May 
Company headquarters in st. louis. While there, he negotiated the purchase 
of  the building for $6 million. a number of  partnerships formed to accom-
plish the purchase and rehabilitation of  the building, one of  which included 
Women’s, norwest, first interstate, and dominion Banks.33

in 1988 the denver Urban renewal authority (dUra) took the building 
over from the city. it began working with the planning department to study 
how to utilize the new historic preservation tax credits. dUra also issued 
requests for rehabilitation and development proposals. the project captured 
the imagination of  a number of  local and national organizations. several 
proposed keeping it as a retail facility with small shops, a movie theater, and 
restaurants but no housing.

But all of  this was happening at a time when securing financing in denver 
was fairly difficult. the city, like much of  the country, had been in recession 
for several years. real estate had experienced a major downturn, and big 
investors were reluctant to invest in denver. the neusteter’s building, next 
door to the denver dry Goods building, had been converted to condomini-
ums but was in foreclosure. However, to its credit, fannie Mae had approved 
neusteter’s and ultimately provided permanent financing.

the process of  evaluating the many development proposals for the denver 
dry Goods building took time. the key component turned out to be hous-
ing. everyone recognized that to make downtown function, it had to include 
a variety of  permanent residence options. a new york developer, Jonathan 
rose, collaborated with Chuck Perry, the project manager at dUra. rose 
proposed a unique mixed-use arrangement with retail on the main floor 
and affordable housing distributed throughout other portions of  the build-
ing. When his proposal was adopted, rose and his company, the affordable 
Housing Construction Company, became the developer and set denver on a 
path to become an eighteen-hour city.34

33 steve raabe, “denver dry revamp to Get off the Ground —transformation should Be Com-
plete by fall,” Denver Post, december 14, 1992, 1a.

34 e. Michael rosser, interview with Chuck Perry, denver, Co, december 30, 2014.
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recruiting candidates quickly was crucial. rose convinced the robert 
Waxman Camera and video Company to move into the first floor on the 
fifteenth street side of  the building. t. J. Maxx committed to leasing the 
second floor. equally important, the denver Convention and visitors Bureau 
and dUra signed on to occupy space on the third floor.

the new city administration under Mayor Wellington Webb pulled together 
the disparate groups and hammered out an agreement for a $20 million ren-
ovation package. CHfa and Bank one (now J. P. Morgan Chase) agreed to 
a $6 million construction loan to cover 60 percent of  the cost of  renovation. 
CHfa also provided an additional $3 million fHa 540(c) risk share permanent 
loan. rocky Mountain investors, a union pension fund, provided an addi-
tional $3.4 million, HUd provided a $3.6 million urban development action 
grant, and fannie Mae contributed another $3.4 million. the agreement with 
the mayor’s office called for two floors of  affordable housing containing fif-
ty-one units; CHfa provided purchase financing for thirty-nine of  the units 
as rental housing for low-income residents.35

Completed in three phases between 1993 and 1999, the total redevelopment 
cost of  the preservation of  the denver dry Goods store was $48 million. the 
project has won countless awards from organizations such as the american 
institute of  architects, the national trust for Historic Preservation, and 
the Uli. to restore this historic structure, twenty-three sources of  financ-
ing were used, including traditional bank financing, low-income housing tax 
credits, historic preservation tax credits—some of  which were purchased by 
fannie Mae—and a CHfa HUd risk share loan. in addition, tax increment 
financing also played a key part in financing the project.36

all of  these example projects demonstrate how evolving land uses serve 
to revitalize communities and occasionally rescue historic buildings from 
destruction.

35 raabe, “denver dry revamp,” 1a.
36 rosser, interview with Chuck Perry.
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leadership is not the manipulation of  cogs in a machine. it 
is the encouragement and stimulation of  the creativity, the 
energies and the potentialities of  individual human beings.

Robert G. Boucher
MBA president, 1980

World War ii inevitably brought about major changes to both the nation 
and the mortgage banking industry. in 1939, with war clouds hanging over 
europe, mortgage bankers knew they would be affected when the United 
states joined the conflict. the industry began planning and preparing for the 
coming demands. for example, many industry members volunteered and 
served actively during the war, while others were recruited and given direct 
commissions to oversee the development and construction of  defense instal-
lations. the Mortgage Bankers association (MBa) studied defense housing 
needs and helped develop and implement various programs to respond to 
the impending crisis.
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in 1940 the MBa introduced a committee structure that remains in place 
today, surviving as a communications vehicle for members to help form 
the industry’s public policy positions. in 1944 the industry lobbied heavily 
in support of  the servicemen’s readjustment act. the law introduced the 
G.i. loan: a zero down payment, low–interest rate mortgage program for 
returning veterans. the program survives today as an entitlement for mili-
tary personnel and veterans. from a credit quality standpoint, it remains the 
most successful of  the government housing programs.1

By august 1945 the war was over, and recovery got under way. for the next 
three years the industry focused its efforts on G.i. loans, controlling inter-
est rates, federal Housing administration (fHa) reform, and, perhaps most 
important, industry education and training. With the expansion of  the hous-
ing industry, employment opportunities abounded in all areas, including mort-
gage banking. the MBa was especially interested in recruiting veterans and 
understood that education and training would be key for everyone’s success.2

in June 1948, “the MBa held its first Mortgage Banking seminar at north-
western University’s downtown Chicago campus.”3 the seminar met with 
great success. Just six years later aksel nielsen, the MBa president, and 
future president r. o. deming Jr. from oswego, Kansas, expanded the five-
day seminar into a series of  three weeklong sessions conducted through-
out the summer months—and thus the school of  Mortgage Banking was 
born.4 the MBa continued its relationship with northwestern’s school of  
Management for several decades. the school gained enormous popularity 
and prestige throughout the industry. the program was so successful that 
the organization introduced a second one at stanford University; it, too, con-
tinued for several decades. in addition, the MBa sponsored a senior execu-
tives’ conference held annually in new york City in conjunction with new 
york University’s business and economics faculty.5

throughout much of  its history, the industry had been composed of  family- 
based businesses providing mortgage funds in their local communities. the 

1 Hall, “first Century,” 14.
2 ibid., 16.
3 ibid.
4 ibid., 18.
5 e. Michael rosser, “educating an industry,” Mortgage Banking (Centennial special edition), 

october 2013, 51.
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leadership of  the MBa has reflected that aspect of  mortgage banking over the 
years. r. o. deming Jr., co-founder of  the school of  Mortgage Banking who 
became president in 1950, was the first son of  three father-son pairs to lead the 
MBa. His father served as president in 1924, the year the organization held its 
national convention in denver. in 1934 W. Walter Williams of  seattle became 
the MBa’s president. during his tenure he witnessed the birth of  the fHa and 
fannie Mae. forty years later his son, Walter B. Williams, assumed the lead 
and was one of  the major figures responsible for creating the industry’s high-
est professional designation, the Certified Mortgage Banker (CMB). in 1957 
Walter C. nelson, a CMB from Minneapolis, became the MBa’s president; in 
1991 his son, James W. nelson, CMB, followed in his father’s footsteps.6

like other national organizations, the MBa established a series of  awards to 
recognize outstanding achievements. in 1950 the aksel nielsen distinguished 
service award was given in recognition of  an individual’s professional repu-
tation and commitment to the mortgage banking industry. By the late 1960s 
nielsen’s name had disappeared from the award, and in 2004 the award was 
renamed in honor of  andrew Woodward, another former MBa president. 
the association did not create another award named for a member until the 
establishment of  a lifetime achievement award in education, in honor of  this 
book’s principal author, at the 2013 annual convention. the MBa’s Burton C. 
Wood legislative service award, established in the 1990s, recognizes mem-
bers for their contributions to the industry’s public policy initiatives.

in the early 1950s, education programs, including the school of  Mortgage 
Banking, began serving the industry on a greatly expanded basis. the MBa’s 
school of  Mortgage Banking became the industry’s principal management 
training program. in a way, it was analogous to the military’s officer candi-
date schools. not only did junior managers need exposure to all aspects of  
the industry, but they also needed a broader understanding of  public policy 
and policy formation as they affected real estate finance.

politiCal aCtivism—a CornErstonE of thE mBa

as the 1950s moved into the new frontier of  the 1960s, the housing boom 
continued. With the fHa always at the top of  the MBa’s policy agenda, the 

6 ibid., 53.
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organization fully supported the agency’s adoption of  a thirty-year fixed-rate 
mortgage. the primary benefit of  the longer term was that it made mort-
gages and therefore home purchases more affordable. the benefit to mort-
gage bankers was the expansion of  the market.

throughout its modern history, the MBa has had extensive legislative and 
regulatory affairs committees. issues percolate up to the leader of  the legis-
lative committee and are throughly analyzed by the staff  and senior manage-
ment. Grassroots activism took hold more strongly in 1972 and 1973 with the 
formation of  the Mortgage Bankers’ Political action Committee.

in the mid-1980s the committee operated with a budget of  $100,000; by 
2015 it had evolved into a $2 million bipartisan political action committee. 
over the years, the industry’s primary concerns have been maintenance of  
the fHa insurance programs, the government-sponsored enterprises (Gses) 
fannie and freddie, securities regulation, licensing, maintenance of  the 
homeowner interest deductibility, and affordable housing issues.

throughout its history the head of  the fHa, the federal Housing commis-
sioner, has held the power to set the interest rate on fHa mortgages. in 1964 
interest rates began to move up to keep mortgages competitive with other 
investments. the MBa supported the increase because it kept investors in 
the mortgage market.

to give some historical perspective, in november 1934 when the fHa was 
established, the interest rate was set at 5 percent. a short time later it rose 
to 5.5 percent. in 1935 the interest rate fell back to 5 percent and remained at 
that level until august 1939, when the fHa adjusted the interest rate down 
to 4.5 percent. the rate held steady through the 1940s but experienced a 
slow decline through the first half  of  the 1950s. then the tide turned and 
interest rates started to climb. By 1961 the interest rate again stood at 5.5 
percent, and by 1966 it had reached a record 6 percent, then surged to 6.75 
percent. amazingly, fifteen years later, in september 1981, the fHa interest 
rate stood at an unthinkable 17.5 percent.7 these rate movements reflected 
market conditions. However, the fHa interest rate was highly political and 
only changed when fHa loans were sharply discounted to achieve a mar-
ket yield that would attract investors. When discounts became so excessive 

7 “fHa/va Maximum interest rates sec 203B Home Mortgages,” Mortgage Bankers associ-
ation, economics department, august 1992. the fHa stopped setting the interest rate on 
november 30, 1983; the va continued to set its rate until 1992.
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that sellers—required by regulation to pay the discount—refused to do so, 
the result was a slowdown in the housing market. according to santi and 
newell, “the term discount refers to a dollar amount expressed as a per-
centage of  the loan amount. a point is 1% of  the loan amount.”8 for exam-
ple, if  a seller accepts a contract to sell his house for $100,000 and is obligated 
to pay five points, he is, in essence, reducing or discounting his selling price 
by $5,000.

on the other hand, discounting increases the yield to the investor. Using 
the above example, the $5,000 paid by the seller would be delivered to the 
investor, thus reducing his purchase price of  the loan from $100,000 to 
$95,000. However, he still collects interest and fees based on the original 
$100,000 amount.

over several decades the MBa lobbied aggressively to deregulate the fHa 
rate so it would float with market conditions. during the early 1980s, when 
the rate was still set by the fHa commissioner, the economy experienced 
a period of  acute hyperinflation. When the fHa interest rate soared to 17.5 
percent in 1981, the MBa redoubled its lobbying efforts and in 1983 finally suc-
ceeded in getting the fHa interest rate to be determined by capital markets, 
thus removing it from political influence. locally, the Colorado legislature 
repealed those parts of  the Uniform Consumer Credit Code that effectively 
operated as a usury law to allow mortgages to be written with interest rates 
at levels higher than 12 percent. However, the veterans administration (va) 
rate continued to be regulated until 1992.9

in 1963, fiscal and monetary policies in the United states began to change. 
With interest rates moving up and discounts falling, the housing market began 
to freeze. disintermediation occurred; institutions that relied on deposits to 
fund mortgages lost those deposits to other investments. this cycle repeated 
itself  in the late 1970s. Mortgage bankers began to reassess their business 
models and search out new sources of  capital. the MBa’s president- elect in 
1963 was C. C. Cameron of  the Cameron Brown Company of  raleigh, north 
Carolina. speaking to the graduates of  the school of  Mortgage Banking, 
he urged them to seek ways to diversify their organizations. He feared the 
va program would soon disappear. He believed the fHa program needed 

8 santi and newell, Encylopedia of  Mortgage and Real Estate Finance, 86–87.
9 oliver H. Jones, “an MBa editorial, What ails the Mortgage Market,” Mortgage Banker ( July 

1970): 4–7.
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serious revision and that the mortgage banking industry needed to diver-
sify. He advised firms to build their income property lending, land develop-
ment, urban renewal, small-business lending, and private placement activity. 
Private placement involves the assemblage of  a group of  loans, such as apart-
ment building loans or affordable housing loans, and selling them as a unit to 
a lender. But the industry would have to find new sources of  mortgage credit 
to fund such an expansion.10

Cameron was also concerned with what he called a “supermarket of  
finance” and the fact that the mortgage banking industry was undercapital-
ized to fulfill this expanded role. Mortgage bankers’ day-to-day operations 
are financed with short-term borrowings from local commercial banks. 
Because of  the capital requirements and bank regulations, the volume of  
loans severely handicapped mortgage bankers’ ability to continue to serve 
the booming housing market. the heavy volume of  activity outstripped the 
capacity of  the banks to fund mortgage bankers’ operations, forcing them to 
seek new sources of  capital for short-term borrowings.

if  mortgage banking firms could become members of  a bank holding 
company, they could fund their daily operations with low-cost commercial 
paper issued to that company. Under those conditions, well-managed com-
panies could continue to grow in size and profitability and meet the needs 
of  their builder and realtor clients. as the face of  the MBa, Cameron and 
the Cameron Brown Company took the lead. the company purchased first 
Union Bank of  north Carolina, a highly unique but legal acquisition. in 1956 
the Bank Holding Company act expanded banks’ abilities to enter other 

“banking related finance businesses,” including mortgage banking. this abil-
ity of  the banks to enter into full mortgage banking operations marked the 
most significant event in the industry since passage of  the federal farm loan 
act in 1916 and the national Housing act in 1934. these new laws played a 
major role in the consolidation of  mortgage lending into the hands of  the 
ten largest commercial banks in the United states.

from its earliest days in 1914, the goal of  the MBa’s public policy capital 
markets effort has been to find new sources of  long-term investment. a new 
and greater acceptance of  mortgages among traditional investors as well as 
among profit-sharing, employee welfare, and pension funds—particularly if  

10 C. C. Cameron, “a Hard Close look at Mortgage Banking’s future,” Mortgage Banker (october 
1963): 15.
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the loans were government insured—gradually developed. But the process of  
selling loans to those institutions was bulky, cumbersome, and inconvenient. 
a new vehicle was needed to facilitate the process. largely as a result of  the 
MBa’s lobbying efforts, Ginnie Mae was formed in 1968 as a guarantor of  
issuers to assure the timely payment of  principal and interest on fHa loans 
placed in thirty-year-mortgage–backed securities. these mortgage-backed 
securities relieved the pension fund from having to underwrite each individ-
ual loan. the introduction of  Ginnie Mae mortgage-backed securities helped 
create greater efficiency and helped the industry deal with the increased vol-
umes of  loans, particularly for the baby boom generation.11

as the 1970s came to a close, the MBa celebrated a milestone event. as 
with many other industries, the mortgage finance world had been domi-
nated by men. But women had been entering the field for some time, and 
some were attaining positions in middle and upper management. in 1979 one 
such woman, donna Pillard of  Carruth Mortgage in new orleans, became 
the first woman to receive the CMB designation. By 1987 Pillard held the 
position of  senior vice president of  Mellon finance services.12

for the MBa, the decade formally ended at the 1979 convention, at which 
Johnny Cash performed. Who could forget the man in black? “Good evening 
everybody . . . i’m Johnny Cash . . . Hear that train a rollin’!” the day’s wor-
ried discussions about increased regulation and increasing use of  technology 
were forgotten by me and everyone else when Cash took the stage.

the 1980s ushered in an age of  technology. Contour software intro-
duced the first loan origination system written for an apple ii computer; it 
required an entire 5.25-inch disk for each loan. expensive mainframe com-
puters tracked loans, but the iBM selectric typewriter was still in use. the 
adoption of  technology was neither swift nor wholeheartedly welcomed. 
But the MBa recognized that computerization had the ability to greatly 
improve efficiency and developed a software program for its members 
called MisMo.13

11 GnMa Mortgage-Backed securities dealers association, The Ginnie Mae Manual (Homewood, 
il: dow Jones-irwin, 1978), 3–7.

12 Hall, “first Century,” 24; “Certified Mortgage Bankers: the Women at the top,” Mortgage 
Banking (august 1987): 43.

13 Hall, “first Century,” 24–26.
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the conventional loan rate stood at 18.5 percent in 1981.14 Because of  
disintermediation and the need to allow the thrift industry the flexibility 
to enter into new kinds of  businesses, the Garn–st. Germain depository 
institutions act of  1982 gave thrifts the power to make commercial and 
agricultural loans on the same basis as national banks. However, most of  
the savings and loans were unprepared for such a dramatic institutional 
change. Many of  these institutions lacked sufficient staff  with the expertise 
to be successful at making either commercial or agricultural loans. some, 
such as silverado savings and loan in denver, invested in land and joint 
ventures with developers, but their business practices included a variety of  
questionable and illegal activities.

the savings and loan crisis began to emerge in 1985 and lasted another 
six years. failure of  regulators such as the local district federal Home loan 
Banks to adequately oversee and manage the expanded powers of  the indus-
try contributed to the crisis; so did the tax reform act of  1986. the repeal of  
the accelerated depreciation provisions from the tax code, which had been 
the basis for underwriting commercial loans, made those properties eco-
nomically unfeasible to operate, causing them to enter foreclosure. Many of  
those loans were made to various limited partnerships composed of  groups 
of  unsophisticated investors. Unlike the general partner who was the bor-
rower, these investment groups held no personal liability for the mortgage. 
as a consequence, many of  those loans went into foreclosure. furthermore, 
a reduction of  the reserve requirements for thrifts and other accounting 
treatments, combined with the problems described above, led to the failure 
of  the savings and loans, which disappeared as housing lenders.

Community development and the national Housing act of  1987 gave rise 
to the last new program of  the 1980s. the act created the fHa Home equity 
Conversion Mortgage, also known as a reverse mortgage. this program 
allowed seniors sixty-two and older to use the equity in their homes, as calcu-
lated by a mortality table, to age in place. robert G. Boucher of  first denver 
Mortgage, president of  the MBa, advocated strongly for this new program. 
Paulette Wicsh, a senior officer at first denver Mortgage, was instrumental 
in working with the Us department of  Housing and Urban development 
(HUd) to develop the guidelines.

14 ibid., 26.
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finally, in 1989 the financial institutions reform, recovery, and enforce-
ment act established the resolution trust Corporation (rtC). the rtC 
closed hundreds of  insolvent institutions and created the office of  thrift 
supervision as the new regulator. in addition, freddie Mac, until then owned 
by the federal Home loan Bank and its members, was re-capitalized as a 
public company.

the MBa Board of  Governors closed out the twentieth century by adopt-
ing a policy statement on the matters of  most concern to the industry regard-
ing the conduct of  the Gses. the organization reaffirmed the vital role the 
Gses play in maintaining liquidity in the secondary market. yet given their 
substantial growth the policy statement advocated for the regulation of  the 
Gses by a strong and independent regulator. it called for the regulator to 
have the ability to enforce its findings and for the cost of  the inspection to 
be borne by the respective agencies. Many individuals recommended that 
what was needed was more focus on the Gses’ financial safety and sound-
ness, compliance with their charters, meeting their specific housing goals, 
and fulfilling their missions.15

the twenty-first century ushered in new leadership in the industry. at 
the MBa, regina lowry, a Philadelphia-area mortgage banker and CMB, 
became the organization’s first woman to take the helm as president. Under 
lowry’s leadership the MBa sponsored a number of  initiatives to make 
homeownership available to a wider group of  working-class americans. the 
association partnered with the national Council on economic education 
to create workshops for consumers and first-time home buyers; many com-
munity investment loan programs required pre-purchase counseling. at the 
same time, President George W. Bush did his part by signing the american 
dream downpayment act of  2003. the law supports the neighborWorks 
Homeownership Program and others working to increase the minority 
ownership participation rate from 44 percent to 50 percent.16

the industry has been a longtime supporter of  mortgage programs that 
provide housing opportunities for all americans, including first-time home 

15 Mortgage Bankers association of  america, “Gse Policy statement” (unpublished, august 
1999), 1–6.

16 George W. Bush, “President Bush signs american dream downpayment act of  2003,” White 
House archives, accessed May 10, 2017, https://georgewbush-whitehouse.archives.gov/news/
releases/2003/12/print/20031216-9.html.
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buyers and members of  minority groups. Many members of  the industry, 
myself  included, believe homeownership, as part of  the american charac-
ter, should be expanded to embrace underserved communities and that the 
Gses have a role to play.

during the post-depression–World War ii era, 1940 to 1960, the overall 
homeownership rate grew substantially, from 43.6 percent to a rate of  61.9 
percent. But over the next thirty years the rate grew by less than 3 percentage 
points, to just 64.2 percent. in the last decade of  the twentieth century, many 
industry members cautiously supported the goal of  increasing the home-
ownership rate to slightly above the 70 percent mark. the industry and pol-
icymakers were particularly concerned with underserved segments of  the 
population, namely, the african american and Hispanic communities who 
garnered rates of  43.9 percent and 42.4 percent, respectively—rates signifi-
cantly lower than that for white americans, 72.4 percent. a goal was set for 
the Gses to raise the rate of  homeownership among african americans and 
Hispanics to above 50 percent.17 the energy, incentives, and political pressure 
behind this goal prompted virtually all of  the institutions in the market to 
seek ways to support the initiative.

in october 2000 HUd published its affordable housing goals for the years 
2001 through 2003.18 While many members of  Congress and affordable hous-
ing activists were concerned about the never-ending conflict between fiscal 
management and social purpose, a heightened awareness developed about 
whether the Gses, specifically fannie and freddie, were doing enough to 
reach underserved markets, particularly given the benefits and subsidies pro-
vided in their respective charters. Conversely, others both within and outside 
the industry began to voice concern that the Gses had gone too far. Critics, 
such as fM Watch, would later write that the establishment of  these goals and 
the lack of  oversight, particularly given the accounting scandals that emerged 
beginning in 2002, were major contributors to the foreclosure crisis of  2008.

But at the time, the common wisdom or group-speak among the majority 
of  the industry clearly aligned with the early goal of  the Bush administration’s 

17 Christopher e. Herbert et al., Homeownership Gaps among Low-Income and Minority Borrowers 
and Neighborhoods, Us department of  Housing and Urban development (Cambridge, Ma: abt 
associates inc., 2005), 85.

18 Issue Paper: GSE Affordable Housing Goals, Department of  Housing and Urban Development, Final 
Regulation (Washington, dC: Mortgage Bankers association of  america, october 31, 2000).
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program of  a wealth-building society. Public and private economists agreed 
that homeownership was the answer for a growing population, based on 
both births and immigration. the administration supported that goal until 
some early signs of  financial weakness and credit problems at the Gses began 
to emerge. those early indicators prompted the administration and some 
members of  Congress to begin the effort to rein in the Gses. republican 
senator richard shelby of  alabama led the charge. at one time he served as 
chair of  the senate Banking, Housing, and Urban affairs Committee.19

simultaneously, some members of  the MBa, much like the independent 
group fM Watch, had serious concerns about the duopoly on several fronts. 
first, they questioned how the affordable housing goals were calculated. 
they also had reservations about the Gses’ entry into the primary mort-
gage market and the potential implications for deteriorating credit quality. 
the primary market is defined as constituting the origination, processing, 
underwriting, and servicing of  loans to the investors that are the funding 
sources. those funding sources make up the secondary market. the Gses 
saw the primary market area of  the mortgage industry as an opportunity to 
integrate vertically and increase profitability. fannie Mae went so far as to 
seek a minority interest in a small savings bank in Buffalo, new york, and 
explored entry into title and mortgage insurance. like many in the indus-
try, it, too, sought a countercyclical enterprise to smooth out its earnings. 
However, most industry participants outside the Gses correctly perceived 
the Gses’ ability to control and profit from other primary market services, 
such as title and mortgage insurance, as contrary to their federal charters 
and designated mission.20

Both fannie Mae and freddie Mac had been experiencing record profits 
for a number of  years. these years cultivated significant sentiment through-
out the industry that this profitability should be used to expand affordable 
housing programs and create an affordable housing investment fund that 
would supplement the work of  the fannie Mae foundation. the founda-
tion provided assistance to numerous nonprofits, some of  which were strong 
political advocates and supporters of  influential members of  Congress who 
backed the Gses, especially fannie Mae. However, those sustained profits 

19 Morgenson and rosner, Reckless Endangerment, 176–80.
20 Gerald l. friedman, “Mission Creep: the threat to american Consumers,” FM Watch (March 

2001): ii–iii, 26.



222 government Housing ProgrAms And tHe evolution of mortgAge bAnking

sounded the alarm about potential accounting problems when freddie Mac 
restated its earnings for the 2000–2002 fiscal period. the company explained 
that it was trying to even out earnings and by doing so had originally under-
stated its earnings. Concern spread to fannie Mae. But when asked if  fannie 
was experiencing similar accounting problems, frank raines, the company’s 
Ceo, asserted that fannie had no such problems.21

However, contrary to raines’s vehement denial, fannie Mae did have 
accounting problems, and they were much more severe than freddie Mac’s. 
in July 2003 an internal audit revealed a lack of  accounting controls that might 
have impacted the company’s financial statements by as much as $155 million. 
the Washington Post reported that fannie Mae’s problems constituted one of  
the largest financial restatements in history. further investigations found that 
the company had “refrained from booking nearly $200 million in estimated 
expenses, allegedly to maximize management bonuses.”22

against this backdrop of  what originally appeared to be minor problems 
with the interpretation of  accounting rules, the MBa recognized the need 
for an industry examination of  the Gses’ affordable housing goals and 
their implementation. in May 2003 it formed an affordable Housing task 
force. While the charge of  the task force was to study the affordable hous-
ing programs and the issues surrounding the operations of  fannie Mae and 
freddie Mac, the intrusion of  the Gses into the primary market became the 
ever-present topic overhanging its mission. i was a member of  the group, 
and we met regularly in Washington and through telephone conference calls. 
senior executives of  both fannie Mae and freddie Mac attended some of  the 
meetings, during which they outlined their goals and objectives, their strat-
egies for implementation, and the expectations they had for each of  their 
mortgage banking customers.

the task force attempted to address the competitive threat posed by the 
Gses and to find ways to effectively utilize and distribute their profits to ben-
efit low- and moderate-income families in the form of  a housing trust fund. 
in 2000 Congress set the benchmark for determining “moderate” income 

21 Gretchen Morgenson and Joshua rosner, Reckless Endangerment: How Outsized Ambition, Greed, 
and Corruption Led to Economic Armageddon (new york: time Books, 2011), 238–39, 244–45.

22 david Hilzenrath, “fannie Mae Warnings documented,” Washington Post, March 13, 2006, 
accessed september 8, 2015, http://www.washingtonpost.com/wp-dyn/content/article 
/2006/03/12/ar2006031200799.html.
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for the purpose of  financing home ownership at 81–100 percent of  an area’s 
median income. “low” income was set at 61–80 percent and “very low”–
income families at 60 percent or less of  the area’s median income. those 
formulas, employed throughout the industry, also enable compliance with 
the Community reinvestment act.23 for families and individuals in the 
very low–income bracket, debt-to-income ratios, loan-to-value ratios, and 
employment stability are insufficient to sustain home ownership.

HUd secretary andrew Cuomo proposed stretching the goals to provide 
mortgage financing for 7 million new low- and moderate-income families. 
according to his plan, financing would be distributed as follows:

• low and moderate income = 50 percent of  total number of  units financed

•  very low–income families in low-income areas = 20 percent of  the total 
number of  units financed

•  Geographically targeted = 30 percent of  total number of  units financed.24

to meet these goals, a disproportionate share of  units were multi-fam-
ily. some institutional lenders felt crowded out of  the multi-family market 
because of  these aggressive Gse goals. the distinction between properties 
and units is important because of  the manner in which the goals were tab-
ulated. a single loan on a 400-unit fHa 221(d)(4) single-room–occupancy 
project scored 400 points, one for each unit, instead of  just one point for 
the overall loan. this anomaly, while understandable, created an industry 
scandal when freddie Mac bought a number of  multi-family loans from 
Washington Mutual to fulfill its affordable housing goal with the provision 
that once the Gse goal at the end of  the year had been met, Washington 
Mutual would buy the loans back. this transaction was one the affordable 
Housing task force studied and represents one of  many such issues in the 
HUd- and congressionally mandated goals that came before us during the 
task force’s three years of  service.25

the MBa recommended that separate goals be established for single and 
multi-family programs. the need to separate the goals was of  particular 
importance to multi-family lenders. they had seen the market for apartment 

23 Issue Paper, 5.
24 ibid., 5–11.
25 Morgenson and rossner, Reckless Endangerment, 247–49.
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loans absorbed by the Gses at the expense of  private market investors such as 
insurance companies, real estate investment trusts, and thrifts.26 in addition, 
extensive discussions addressed the type of  loans that should be included 
when calculating the market. for instance, second-home loans and some 
state Housing authority bonds were excluded from the calculation. loans 
receiving full credit included HUd/fHa reverse mortgages, fHa 248 loans 
for properties on tribal lands, and fHa 184–insured loans issued to native 
americans. rural Housing service programs were also eligible.27

the affordable Housing task force continued to meet through 2005. 
during this period, issues began to surface regarding the accounting and 
risk management practices of  fannie and freddie. at the same time, three 
reform bills were introduced in Congress, all dealing with the actions and 
business practices of  the duopoly. Cracks were beginning to emerge.

in retrospect, while the mortgage banking industry was very concerned 
with mission creep as well as the financial stability of  the Gses, few people 
were completely aware of  the impending crisis and its ramifications. it is easy 
to look back now and see the signs of  trouble, but the focus then was on 
issues such as how to distribute financing to underserved communities and 
establish distribution percentages. simply put, the management of  the tech-
nologies and systems that would affect the long-term health of  the housing 
market was not high on the consciousness level of  more than a handful of  
individuals in the industry or in government.

a ClosEr look at mBa EduCation and 
lEadErship dEvElopmEnt

the MBa also responded to the need to develop a leadership training program 
for the association and the industry as a whole. in 1951 it established the young 
Men’s activities Committee (which actually included one woman). Member 
companies selected individuals for the committee to participate at the high-
est levels of  the industry’s policymaking events. during its three decades of  
activity, the organization changed its name to the young Mortgage Bankers 

26 department of  Housing and Urban development, “Comment letter, office of  the General 
Counsel Us department of  Housing and Urban development, subject: Proposed regulation 
of  fannie Mae and freddie Mac,” May 8, 2000, 2–7, copy in author’s possession.

27 Issue Paper, 9.
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Committee (yMBC). Many individuals from the young Men’s activities Com-
mittee/young Mortgage Bankers Committee went on to hold significant 
leadership positions within the MBa and its member companies.28

yMBC chapters also developed in many of  the individual state MBas, par-
ticularly in the late 1960s as the role of  state governments grew. as these 
chapter members attended national meetings and conferences, many were 
recruited for the national committee. for those who were selected, exposure 
to the inside workings of  the association and the industry was invaluable. 
to encourage participation by younger members of  state associations, the 
MBa established a national award to recognize a state chapter’s success. the 
award was named for M. William donnelly, an MBa staff  member who coor-
dinated the committees’ activities. the award recognizes significant contri-
butions to industry leadership and community service. the Michigan yMBC 
took home the first donnelly award in 1975.

locally, by 1968, amid the continued growth of  the denver Mortgage 
Bankers association (dMBa), a group of  emerging middle-management 
leaders formed the young Men’s activities Committee of  the dMBa. the 
committee soon followed the national directive and changed its name to the 
yMBC. the young Mortgage Bankers took on a number of  philanthropic 
activities. one project involved preservation of  the smedley House in the 
ninth street Historic Park on the auraria higher education campus. other 
undertakings included providing construction financing for member com-
panies to teach high school students to design, build, and sell houses. their 
efforts earned the group the second donnelly award in 1976.

during the 1970s, an annual september board of  governors and national 
committee leadership meeting was held in Washington, dC. after a num-
ber of  sessions and briefings, the attendees traveled to the federal reserve 
to meet with its board of  governors or went to Capitol Hill to meet with 
Us House and senate leaders. dinner followed, with a speaker of  national 
reputation, one being former speaker of  the House thomas “tip” o’neill. 
several MBa presidents started out as chair of  the young Mortgage Bankers 
Committee. James W. nelson of  Minneapolis is one example. Because of  a 
change in the MBa’s organizational structure and budgets, the yMBC was 
dissolved in the 1980s.

28 Hall, “first Century,” 18.
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in 1996, MBa president ron McCord brought back the yMBC, restruc-
tured and renamed the future leaders Program. More reflective of  the time 
and requiring intensive participation, the future leaders Program embodies 
the best traditions of  the MBa. the program enhances participants’ skills 
with three hands-on sessions geared toward political activism, business anal-
ysis, problem solving, and collaboration. network building and peer group 
interaction are key ingredients of  today’s executive development. in 2013 the 
future leaders spent a day at the lincoln leadership institute in Gettysburg, 
Pennsylvania. there, they focused on leadership in a stressful and changing 
environment: Gettysburg College, in the shadow of  the Civil War battlefield. 
the institute offers a dynamic and inspiring look at how the lessons of  his-
tory can guide leaders today.

“Man’s flight through life is sustained by the Power of  His Knowledge” is 
inscribed on a statue at the Us air force academy in Colorado springs. those 
words, which inspire cadets, also reflect the MBa’s long-standing commitment 
to education and to improving the professionalism of  the mortgage industry. 
during the last seventy-five years, the MBa has responded to the needs of  its 
members and the markets by providing both broad-based and specialized pro-
grams that address the extraordinarily complex nature of  the industry.

in a 1971 issue of  Mortgage Banker, louis Kerwood, the MBa’s director of  
education and training, described a conversation he had with a young stu-
dent at the school of  Mortgage Banking about the importance of  continuing 
education. throughout our organization’s history, he told the student, the 
path to upward mobility has been, and always will be, ongoing education. 
Kerwood pointed out that scientists and engineers must keep abreast of  
changes in their fields or risk being rendered obsolete. He argued that change 
is inevitable and that more than anything the mortgage banking business is 
subject to growth, change, reversals, and uncertainty. not surprisingly, the 
knowledge required to make an fHa loan in 1964, when the MBa celebrated 
its fiftieth anniversary, bears no resemblance to the knowledge needed to 
negotiate the vast menu of  programs available to today’s consumer.29

While training and education are equally important, they are vastly dif-
ferent. training involves the acquisition of  specific task skills, such as learn-
ing which forms comprise a mortgage loan application package and how to 

29 lewis o. Kerwood, “the importance of  Continuing education,” Mortgage Banker (september 
1971): 4.
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assist borrowers in completing those forms. education for managers who 
wish to advance includes gaining an in-depth understanding of  such topics 
as the interrelationships among investors, bankers/lenders, and borrowers; 
the purpose and operation of  capital markets as they relate to real estate 
investment; and differing approaches to public policy, land-use, and zoning 
regulation development and implementation.

the MBa offered its first educational program, a mortgage clinic, in 
1939. these clinics later evolved into three national conferences dedicated 
to examining the latest issues and trends affecting the industry. the confer-
ences were held in various locations, beginning in the east, then moving 
to the southeast and the West over the course of  a year. the regional pro-
grams enjoyed great popularity and over time attracted the participation of  
1,000 MBa members. the MBa also offered a farm mortgage seminar, but 
as the composition of  members changed and farm lending declined, that 
program ended in 1947.

the Great depression of  the 1930s had an enormous economic and psycho-
logical impact on mortgage bankers, their investors, and the entire real estate 
industry. then as today, many in the industry thought education would be 
the solution to the majority of  the economic and housing problems of  the 
time. they also believed such education would help build a knowledge base 
that would avoid similar problems in the future. Many insurance companies 
and other mortgage investors, in cooperation with the national association 
of  real estate Boards, worked to establish two organizations to provide pro-
fessional education and training. one, the american institute of  real estate 
appraisers, formed in 1933, dealt with increasing the knowledge and raising 
the standards of  real estate appraisers. the other, the institute of  real estate 
Management, was created to train property management professionals, as 
well as those who were operating and managing investment real estate assets. 
these institutes and their founding members represented some of  the indus-
try’s best minds, those with insight into the needs of  the institutions involved 
in real estate and mortgage lending. the staffs of  many, if  not most, mort-
gage banking firms of  any size included at least one member of  one of  these 
two institutes.

Many leaders of  the MBa and other real estate organizations during this 
era did not have the benefit of  a university education. the establishment of  
industry-sponsored training was critical to the success of  these individuals 
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and their firms. acquisition of  the professional designations provided by 
the institute of  real estate appraisers (Member of  the appraisal institute) 
and the institute of  real estate Management (Certified Property Manager) 
were seen as significant professional and academic achievements. Many MBa 
leaders and officers throughout this period were members of  one of  these 
organizations. advertisements in Mortgage Banker attest to the importance of  
having one or more institute members on a firm’s staff.

With the growth of  the Us economy after World War ii, the association 
grew to 1,205 member firms by 1948.30 responding to this growth, two annual 
senior executive conferences were held—one at new york University and a 
second at southern Methodist University in dallas. these conferences, aimed 
at senior management, featured top-flight faculty including representatives 
from the industry and government, as well as university professors. topics 
ranged from economic outlooks and forecasts to the impact of  government 
policy on real estate finance and current management practices.

not to be overlooked, in 1961 the MBa introduced a series of  correspon-
dence courses. similar to the home-study assignments given at the school 
of  Mortgage Banking, these courses provided specific information regard-
ing various industry topics. today, the MBa offers a wide range of  online 
and correspondence courses covering a multitude of  subjects that affect the 
industry. Meanwhile, in 1975 a course was offered at ohio state University 
on underwriting conventional loans for the secondary market and on fannie 
Mae’s new conventional programs.

other specialized classes and programs responded to the growing needs 
of  an expanding industry. along with the regional conferences and senior 
executive conferences, for many years Michigan state University conducted 
a one-week intensive course on income property finance. the university 
soon added an advanced income property course to the curriculum. another 
example of  the MBa’s response to the needs of  its income property–focused 
members was the awarding of  more than $1 million in grants in 2000 to edu-
cate and train undergraduates in commercial real estate finance at five univer-
sities throughout the nation: the University of  Wisconsin, texas a&M, the 
University of  san diego, the University of  nebraska–omaha, and Colorado 
state University.

30 Hall, “first Century,” 16.
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thE sChool of mortgagE Banking

Chicago’s northwestern University introduced the MBa’s new program 
in 1948. that year it hosted a five-day mortgage banking seminar. nearly 
200 professionals attended. its success led to the creation of  the school of  
Mortgage Banking.31

as mentioned, many leaders in the industry did not have a university edu-
cation. recognition of  that fact made the MBa educational programs even 
more important. the school of  Mortgage Banking became an important 
step in the career paths of  industry and corporate leaders. throughout the 
1960s and 1970s, northwestern and stanford Universities hosted the school. 
the complete program included three courses. each intensive week-long 
course included lectures and study groups that began early in the morning 
and lasted late into the evening. Wednesday nights were set aside for recre-
ation, and thursday and friday nights were consumed by preparation for 
the final exam, originally taken on saturday mornings. students dedicated 
time over the next several months to complete home-study exercises that 
reinforced what they had learned. they could not advance from one course 
to the next without successfully completing the home-study assignments.32

Course i included a general overview of  all aspects of  mortgage banking, 
with instruction provided by industry leaders and university faculty. then as 
now, the course emphasized the role of  the various departments in a mort-
gage banking firm and the firm’s relationships with the various institutions 
and agencies of  the industry. at that time, Course ii emphasized income 
property finance. Case studies were analyzed and presentations were made 
demonstrating how to underwrite multi-family housing, office space, and 
big-box retail outlets such as K-Mart and sears using so-called credit deals. 
these are deals in which one all-inclusive loan is made for multiple facili-
ties based on the credit of  the borrower. for example, in 1938 Prudential 
and safeway struck a deal to build new stores in Colorado and southern 
Wyoming. each of  the approximately twenty-five stores shared the same 
uniform footprint, architecture, and interior design, thereby eliminating the 
need to approve each building. Course iii provided instruction in strategic 
planning and financial management, along with an overview of  the MBa’s 

31 ibid.
32 rosser, “educating an industry,” 50–52.
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legislative and political activities. the week culminated with an examination 
and graduation ceremony. students then went home to assume leadership 
positions within their organizations.33

While Course i has changed little over the years, Courses ii and iii are dif-
ferent today, reflecting the changing dynamics of  the industry. Much more 
emphasis is given to simulation modeling and the financial performance of  
mortgage banking firms than was the case in the past. Course iii now pro-
vides the students with essential tools to develop and implement a strategic 
plan for the firm, in addition to covering the MBa’s legislative and political 
affairs. Course iii also includes a final comprehensive exam and the much-an-
ticipated graduation ceremony.

Graduation ceremonies are special occasions, and part of  the long-stand-
ing tradition of  the school of  Mortgage Banking is honoring a recipient of  
the Willis Bryant award for academic excellence. Bryant was a mortgage 
banking pioneer in the 1950s, a longtime member of  the school faculty, and 
author of  the book Mortgage Lending: Fundamentals and Practices. to qualify 
for the Willis Bryant award, a student must achieve a grade of  excellent on 
all exams and demonstrate exceptional qualities of  leadership with fellow 
students in the classroom.

other aspects of  the school of  Mortgage Banking have changed. in addi-
tion to the curriculum changes made to meet the industry’s changing needs, 
the school is no longer held on college campuses. now it is more technology 
driven and offered regionally in various cities. today, the school is divided into 
the residential school of  Mortgage Banking and the Commercial school of  
Mortgage Banking. Both still feature expert and experienced faculty from the 
industry. the MBa and the school also recognize teaching excellence. those 
who receive student ratings of  90 percent or better over a period of  time are 
recognized with a faculty fellow or Master faculty award.

CErtifiEd mortgagE BankEr dEsignation

in 2013, as we celebrated the 100th convention of  the Mortgage Bankers 
association, we also celebrated the 40th anniversary of  the Certified Mortgage 
Banker (CMB) designation, as well as the 10th anniversary of  the formation 

33 information in this and the following paragraphs comes from the principal author’s experience.
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of  the society of  Certified Mortgage Bankers. the society is a formal organi-
zation within the MBa and replaces the informal CMB Committee of  the first 
thirty years. today, the society boasts more than 1,100 members representing 
all areas of  the real estate finance industry—commercial mortgage bankers, 
residential mortgage bankers, financial analysts, mortgage insurers, investors, 
and a wide range of  consultants.

the history of  the CMB designation is interesting and not without contro-
versy. Professional real estate designations go back to the 1930s, when there 
was a recognition that the appraisal and property management fields needed 
a demonstrable standard of  competence and professionalism. in 1971 the 
MBa’s education committee organized a subcommittee to look into a profes-
sional designation for mortgage bankers. robert Peterson of  the aetna life 
and Casualty Company chaired the subcommittee. the MBa is unique in 
the real estate area because its members are firms and not individuals. at the 
time, some thought personal recognition was not necessary or warranted.34

in 1973, MBa president W. Walter Williams recommended acceptance of  
the subcommittee’s recommendation in favor of  a designation and the for-
mation of  the CMB Board of  review. in october 1973 the MBa executive 
committee approved the designation and put in motion its implementation. 
the MBa’s immediate past-president, everett Mattson, gave the organiza-
tion’s members formal notice that the designation was ready to be granted 
to qualified applicants. Mattson summed up the establishment of  the CMB 
program: “the recognition of  professional capability and the establishment 
of  standards for measuring individual competence are increasingly import-
ant today in the field of  real estate finance. the CMB designation sets out 
industry criteria for measurement and impetus for individual achievement.”35 
one criterion set forth by the CMB Board of  review was that the designation 
could be recalled for a violation of  the MBa’s Code of  ethics.

in october 1974 James l. starnes, chairman of  Phipps Harrington Cor-
poration of  atlanta, became the first individual to receive the CMB desig-
nation. an award ceremony at the 61st annual convention in Miami Beach 
featured the first class of  twenty-five CMBs. robert Peterson and MBa edu-
cation director louis Kerwood, who was also secretary of  the CMB Board 

34 rosser, “educating an industry,” 45.
35 everett Mattson, “Certified Mortgage Banker: a Professional standard for the Mortgage indus-

try,” Mortgage Banker (december 1974): 46.
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of  review, studied and examined the applicants’ credentials. they conducted 
a thorough review of  each candidate’s background and experience. a one-
hour oral examination followed an eight-hour written test. among those in 
the first class of  CMBs was future MBa president James f. aylward, the pres-
ident of  sherwood and roberts Company of  seattle. He was the first CMB 
to serve as the national president of  the MBa. since then, forty other CMBs 
have led the organization.36

at the time of  the establishment of  the CMB designation, most firms pro-
vided a full range of  residential and commercial mortgage banking services. 
Many also serviced loans for their investors. during the 1970s and 1980s, most 
individuals who earned CMB status were entrepreneurs who either owned 
an independent mortgage banking company or worked for a major financial 
institution; some were investors and others held significant senior manage-
ment positions with life insurance companies. in 1999 the MBa Board of  
directors appointed a task force to evaluate the status of  the CMB designa-
tion and recommend one of  two options: either adapt the designation to a 
new environment or discontinue the MBa’s commitment to it. over a two-
year period, the task force met in person and through numerous conference 
calls before submitting a final report.

the task force recognized that mortgage banking had become a global 
business that required expanded knowledge and a different skill set than 
before. the task force hired an industry certification consultant to evalu-
ate the existing status of  the designation and make recommendations for 
improvement and future development. the consultant interviewed active 
and inactive CMBs as well as Course iii students from the school of  Mortgage 
Banking and members of  the future leaders Program. the results of  the 
consultant’s research were compelling. those surveyed demonstrated a high 
degree of  loyalty to the CMB designation and felt it carried an element of  
prestige. Most viewed it as a significant personal and professional achieve-
ment. nevertheless, it became clear that changes needed to be made to bring 
the designation fully in line with current industry practices.37

Members of  the task force also interviewed the leaders of  other real estate–
related designations. they found that others recognized and valued the CMB 

36 rosser, “educating an industry,” 45.
37 Michael Hamm, “report and recommendations: Certified Mortgage Banker designation” 

(internal document submitted to the MBa, february 29, 2000), survey results, 14–18.
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designation and that its stringent requirements were consistent with other 
professional designations in the real estate industry.

the consultant recommended that the MBa recognize the trend toward 
greater specialization within the industry. in february 2001 the task force 
submitted its formal report and recommendations to the MBa Board of  
Governors. following the consultant’s advice, the task force recommended 
the creation of  a residential Certified Mortgage Banker designation and a 
separate Commercial Mortgage Banker designation. the board approved 
the recommendations, and today the MBa offers a number of  additional spe-
cialized certificates and designations for commercial and residential servicing 
as well as residential underwriting. furthermore, a Master CMB designation 
was established that reflected the desire of  individuals to be certified in both 
residential and commercial real estate finance.38

a commission, the CMB Board of  review, governs the CMB society. it 
provides oversight governance for the society and ensures the integrity of  
the designation. the society also bestows the society fellow award to an 
individual for recognition of  his or her long-term commitment to the CMB 
designation. the award represents and fosters the highest ideals of  the 
organization. former MBa president Jim Murphy received the first society 
fellow award.

in 1954 the MBa received a substantial financial gift from a former asso-
ciation president, Milton t. Mcdonald, for the specific purpose of  form-
ing an educational and research arm for the MBa. His donation allowed 
the formation of  the research and educational trust, a nonprofit 501(c)
(3). Known today as the research institute for Housing america (riHa), 
the organization provides stipends for academic research on issues that 
affect real estate finance and the mortgage banking industry. in addition, 
riHa provides annul diversity scholarships to individuals employed by 
MBa member firms for various educational programs, including attend-
ing the school of  Mortgage Banking. the trust also provides scholarships 
for academics to attend the school of  Mortgage Banking to receive a 
hands-on review of  the operations of  a modern mortgage banking firm 
from renowned industry practitioners.

38 ibid., 18–20.
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thE Colorado mortgagE lEndErs assoCiation, 1956–2015

the Colorado Mortgage lenders association originated in 1956 as the denver 
Mortgage Bankers association (dMBa). Prior to its formation, an informal 
group of  mortgage banking executives met weekly for lunch at the albany 
Hotel, located at seventeenth and stout streets in the center of  the city’s 
financial district. Most mortgage banking firms were within two blocks of  
the hotel, and the albany offered the group a quiet corner table at the rear of  
the restaurant. Unfortunately, little is known about those private discussions.

Kansas attempted to start the first statewide mortgage association in January 
1881. it tried to unite members of  the mortgage banking industry to lobby 
the state legislature on the various interests that affected loan agents, brokers, 
and mortgage bankers. the Kansas association attempted to set standards of  
professional conduct, defined as integrity and honesty in handling borrowers’ 
money. Members also sought to get industry members to agree on standard 
rates and fees to be charged to borrowers. this occurred before passage of  
the sherman antitrust act in 1890 outlawed price fixing, a common practice 
in all industries prior to the act. this effort ended in failure when some agents 
began to cut prices, particularly as volume began to shrink.39

ironically, little has been written about the Kansas state association except 
to note that the Kansas legislature attempted unsuccessfully to license the 
industry in 1893. However, active statewide associations also existed in texas 
and north Carolina at about the same time. even though Colorado lagged 
behind, not organizing the dMBa until 1956, the state’s associations have 
long been seen as leaders, with a history dating back to the 1890s.

nielsen, the first national MBa president from Colorado, led the organi-
zation almost a decade before the state association was founded. Because 
of  his close relationship with President dwight eisenhower, he conducted 
virtually all of  his industry work at the national level. locally, he partic-
ipated actively in many business, civic, and community organizations, 
including the University of  denver, the denver Chamber of  Commerce, 
Presbyterian Hospital, empire savings, United american life, and United 
airlines. Certainly, he was a supporter of  local mortgage bankers, but he 
also provided unqualified endorsements for two of  his senior managers for 
national leadership positions. in turn, one of  those senior managers, robert 

39 Bogue, “land Mortgage Company,” 26–27.
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G. Boucher, enthusiastically mentored not only myself  but others as well in 
achieving national leadership positions in the MBa.

Before the organization held elections for officers my father, ed rosser, 
served as unofficial chair. Claire “Bus” Bacon of  Mortgage investment Com-
pany became the first president in 1957. eleven years later he was elected pres-
ident of  the MBa. since nielsen’s elevation to that post in 1949, Colorado-
based mortgage banking firms have produced four additional national 
presidents: Bacon, everett C. spelman sr., Boucher, and debra still.

Bacon had moved to Colorado with his parents at the age of  twelve. a few 
years later the family moved from leadville to denver, where he graduated 
from east High school. While a student at the University of  denver, Bacon 
became an all-conference guard and fullback. His football career highlight 
came in the 1936 rivalry game against the University of  Colorado. Bacon 
stopped all-american and future supreme Court justice Byron “Whizzer” 
White on two critical plays, enabling the Pioneers to emerge victorious.

during Bacon’s tenure as leader of  the dMBa, he oversaw a very collegial 
group of  members. While they competed for business, they shared a strong 
unity of  purpose in the conduct of  affairs affecting the industry. they knew 
who the good players in the city were and who to avoid. they understood 
and generally agreed on most policy issues, only disagreeing at the margins 
of  some issues. the cooperation has continued under his successors.

in 1956, the founding year of  the dMBa, the term on fHa loans was 
extended from twenty-five years to thirty years. nationwide, fannie Mae 
purchased $315 million in mortgages, which it added to its $3 billion portfolio. 
nationwide, the market originated mortgage loans totaling $24 billion. the 
country was experiencing a robust period of  growth, and so did denver.

at that time, denver was still a comparatively small city. Without a national 
football league team, the big rivalry game pitted the University of  denver 
against either the Colorado Buffs or the aggies from Colorado state College 
(now Colorado state University). Basketball was limited to the aaU teams. the 
denver Bears Baseball Club of  the Western league was the only professional 
sports team in the city. Passenger trains departed daily from Union station 
bound for san francisco, Portland, los angeles, Kansas City, and Chicago. five 
airlines—United, Continental, Braniff, tWa, and frontier—served denver’s 
stapleton international airport. the average family income was $5,200. the 
Urban land institute was discussing but came short of  recommending that the 
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City of  denver develop a rapid transit system (light rail) to replace the street-
car system that had been abandoned a few years prior. ironically, many of  the 
possible routes the institute contemplated were selected fifty years later for the 
regional transportation district’s fast tracks light rail system.

the dMBa moved from the corner table at the albany Hotel to the 
denver athletic Club. the organization limited membership to the presidents 
of  mortgage banking companies or the ranking member of  their mortgage 
department. similar to the national MBa, over the nearly sixty-year history 
of  the dMBa, its primary purpose has been to represent the mortgage bank-
ing industry to state government policymakers. over the years, issues of  
interest on escrows, licensing, regulation of  business practices, foreclosures, 
and recession have garnered the dMBa’s attention.

in the 1970s the dMBa began to grow into a statewide trade associa-
tion when Colorado springs lenders started to participate. intermountain 
Mortgage Company of  Colorado springs was the leading independent firm 
in the area. its president, norman Petersen, became the first dMBa board 
member from Colorado springs. first national Bank of  Colorado springs 
had a significant mortgage banking department representing many institu-
tional investors, including major life insurance companies. at one time first 
national was among the largest servicers of  mortgages among commercial 
banks in the country.

in 1971 everett C. spelman sr. of  Western securities Company was elected 
the third MBa national president from Colorado. Known along seventeenth 
street as “Mr. Mortgage Banker,” the industry held him in the highest esteem. 
in 1972, an issue came before the Colorado General assembly about paying 
interest on escrow accounts. this had been an issue at the state and national 
levels for several years. the bill would have seriously impacted mortgage 
bankers’ ability to use lines of  credit from their commercial banks to fund 
their mortgage closings. By that time the MBa’s legislative committee had 
grown to include not just senior officers but also those who had supervi-
sory or management responsibilities with specialized knowledge. spelman, 
known as an expert on the subject, worked with the committee.

the interest on escrows issue presented the dMBa with its first major leg-
islative challenge. to deal with the issue the association hired Charles rhyne, 
a partner in the law firm Gorsuch, Kirgis, Campbell, Walker, and Grover, as 
its legal and legislative counsel. rhyne had been a member of  the arvada 
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City Council, was instrumental in forming a metro-area wastewater district, 
and served as counsel to the regional transportation district. the firm also 
represented a number of  financial institutions, local governments, and real 
estate firms as well as the Colorado association of  realtors.

through three long years of  fighting these bills in the legislature, rhyne, 
along with spelman, was instrumental in blunting this detrimental legisla-
tion. after months of  hard work and lobbying, the bill was defeated. the 
dMBa was fortunate that spelman, an expert on the topic, came to its legis-
lative committee to present his paper on the interest on escrows and to help 
rhyne formulate the committee’s position.

a gentleman in every sense of  the word, spelman was a self-made man. 
spelman reacted with a flash of  anger during a dMBa legislative commit-
tee meeting when one of  the members stated something to the effect that 

“we shouldn’t be making loans to women.” His reaction stunned us all. He 
emphatically told the man that he had obviously never worked in servicing 
and had never dealt with women who were struggling to take care of  their 
children and keep a roof  over their heads. Widowed or divorced or aban-
doned, they worked hard and they would make their payments. such a strong 
admonition, coming from such a highly recognized national leader, created 
a palpable feeling of  discomfort in myself  and everyone else in the room. 
the individual who elicited that response never attended another committee 
meeting. in fact, i never crossed paths with him again.

i only learned the trigger for that emotional response fifty years later while 
reading an old issue of  Mortgage Banking that contained the annual profile of  
the incoming president. in the article spelman described his childhood and 
his respect for his mother: “i have been on somebody’s payroll continuously 
since i was 11 years old. My father died when i was 14. My mother, a strong 
scotch-irish quietly efficient woman[,] held the family of  seven children 
together.”40 Many years after the incident, i learned a valuable lesson about 
judging individuals’ actions.

By 1974 the industry had grown, and the dMBa began taking in new mem-
bers from around the state. the board of  directors elected to change the 
name to the Colorado Mortgage Bankers association (CMBa). the first con-
vention was held at the Broadmoor Hotel in Colorado springs. the board 

40 everett spelman, “Meet the new President,” Mortgage Banking (december 1970): 10.
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authorized a series of  awards named for the past national presidents of  the 
MBa from Colorado. the aksel nielsen award acknowledges a member’s 
contribution to committee service, the C. a. “Bus” Bacon award gives rec-
ognition of  CMBa presidential leadership, and to this day, in my opinion, 
the association’s most prestigious award, the everett C. spelman Mortgage 
Banker of  the year award, recognizes the individual who made the most sig-
nificant contributions to, and demonstrated leadership in, the industry.

the 1970s ushered in a more activist state government and the first of  
the young Mortgage Bankers to serve as CMBa president, terry Jones of  
Moore Mortgage. for the first time in the industry’s experience in Colorado, 
it received scrutiny from the press and the media. for many years the dMBa 
had retained Charles rhyne as its legal and legislative counsel. one of  the 
city’s leading real estate attorneys, rhyne was widely respected in city and 
state government. the CMBa also hired Governor John vanderhoof ’s for-
mer chief  of  staff, Hank Kimbrough, as a lobbyist. Both men served the 
CMBa well for many years.

a long relationship had existed with the attorney general’s administrator 
to deal with consumer issues and compliance. in response, robert ferguson, 
vice president of  the CMBa, suggested to terry Jones that the CMBa set 
up a consumer helpline and an ethics committee. acting on ferguson’s rec-
ommendation, Jones set up a protocol with the CMBa vice president and 
chair of  the ethics committee to determine the nature of  consumers’ com-
plaints and provide the chief  executive officer of  the offending firm(s) with 
a written report alerting them to the problem and asking for resolution. the 
resolutions of  consumer complaints were shared with the attorney gener-
al’s office. this program became a model for the industry and remained in 
place for years.

the Colorado Uniform Consumer Credit Code, administered by the Colo-
rado attorney general’s office, licensed several statewide lending activities, 
including second mortgages. However, the code also capped the interest rates 
on first mortgages at 12 percent. as a consequence, Colorado mortgage bank-
ers were almost forced out of  business when interest rates in the state climbed 
to 17.5 percent in the 1980s. rhyne and the legislative committee worked dili-
gently to have first mortgages exempted from the interest rate cap.

in 1980 robert G. Boucher became Colorado’s fourth MBa national pres-
ident. Boucher served in the military during World War ii. after graduating 
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from Middlebury College and while on his way to California, he stopped in 
denver to visit friends. during the visit he was introduced to aksel nielsen. 
instead of  continuing on to California, he began working for nielsen’s United 
american life as the company’s treasurer and chief  investment officer. later, 
he joined the Mortgage investment Company as a senior vice president.

Boucher assisted nielsen on President eisenhower’s advisory Committee 
on Government Housing Policies and Programs. He conducted much of  the 
research for the committee. a man with a strong sense of  social responsi-
bility, Boucher joined nielsen in advocating for the development of  plans to 
bring the federal government and private enterprise together to build low-in-
come housing. He was recognized as a national leader in the origination and 
servicing of  fHa multi-family loans and for his leadership in fair housing 
and anti-discrimination efforts. in addition, he helped create the Colorado 
Housing and finance authority. after acquisition by first national Bank of  
denver, Mortgage investment Company became first denver Mortgage 
Company. Boucher and first denver Mortgage provided virtually all of  the 
fHa multi-family housing financing in Colorado for many years.

in recognition of  Boucher’s vast contributions, the Colorado Mortgage 
lenders association (CMla) created the robert G. Boucher award for Com-
mitment to furthering Public-Private Partnerships in support of  the free 
enterprise system.

the industry experienced a downturn in 1966 but nothing compared to 
what began with the collapse of  the energy industry in Colorado in 1985 
and 1986. the infamous Colt states—Colorado, oklahoma, louisiana, 
and texas—experienced a near depression-level decline in real estate values, 
which led to Colorado’s worst foreclosure crisis since the Great depression. 
the collapse of  the housing market in Colorado eventually exceeded that 
of  the more recent Great recession. the CMBa tried to mitigate the prob-
lem by initiating a foreclosure counseling program called “don’t Walk” and 
launching a media campaign to promote the program. still, many of  the 
state’s savings and loan associations failed, were taken over by regulators, 
and were liquidated.

along with the failure of  the savings and loans, reliance funding—a 
prominent denver mortgage banking company with offices across the 
state—collapsed, leaving the industry with a black mark. the situation ener-
gized Colorado’s legislature to seek a licensing law for mortgage bankers, but 
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it did not gain enough support for passage. the failure of  reliance funding 
also motivated the CMBa to work with the title insurance industry on what 
were called “good funds” (cash or cash equivalents) to develop a newer archi-
tecture to protect lenders and title agencies during the closing and sale of  
loans in the secondary market. By that time, CMBa president dave Harder 
and rhyne had hired doug Huddleston and evan Goulding as lobbyists. 
Huddleston was an institution at the state capital. in those days, long-serving 
members of  the Colorado state House and senate crafted most legislation, 
often with industry input. Huddleston could frequently be found at “nicks” 
on east Colfax after legislative sessions, “building relationships” with multi-
ple legislators.

Goulding became the primary lobbyist for the CMBa when Huddleston 
died tragically in a plane crash on his way to a rural electric association 
board meeting in Montrose. Goulding had graduated from Brigham young 
University law school and served as the state’s agriculture commissioner 
under Governor richard lamm. He was a highly capable and thoughtful 
representative for the industry. in a business with arcane language and a puz-
zling vernacular, he deftly steered the industry through the change and crisis 
period of  the 1980s and 1990s to get the story told. Known for his integrity 
and knowledge, he trained a generation of  mortgage bankers on the opera-
tions and processes of  the Colorado General assembly.

the goal of  mortgage banking firms from the early years, beginning 
in the 1850s, through the 1980s was to build the firm’s servicing portfolio 
of  loans. these were loans serviced for investors, for which the mortgage 
banker received a fee. rarely did mortgage bankers sell loan servicing rights. 
the income from servicing loans provided an annuity and was the primary 
source of  profits for the company. Much of  that changed in the mid-1980s 
when companies, forced to raise capital as a result of  the pressure of  the 
local real estate recession, began selling their servicing rights. as a result, the 
level of  customer service declined and customer complaints escalated. in 
response, Charles rhyne and terry Jones collaborated to draft new servicing 
guidelines that were adopted nationally in 1988.

one mantra of  the organization over its sixty-year history has been to be 
ready and able to adapt to change. Colorado always had a few mortgage 
brokers, though not more than a handful. But by the early 1990s many 
independent loan originators were opening their own mortgage brokerage 
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companies. an economic benefit could be realized from the pairing of  mort-
gage bankers and the newly minted mortgage brokers. originating loans is 
rarely profitable. the mortgage banker’s goal is to build a servicing portfolio. 
if  a mortgage banker can obtain loans from a broker without the overhead 
expense of  loan origination, this can be a cost-effective way to build servic-
ing. in addition, a mortgage broker might be able to offer a wider menu of  
products to consumers by signing a broker agreement with a number of  
companies. as the broker channel began to grow, for the first time ever the 
CMBa faced an industry competitor. Mortgage brokers had established their 
own trade association, Colorado association of  Mortgage Brokers (CaMB), 
which found itself  at odds with the CMBa, particularly on the licensing issue. 
Peter lansing, president of  the CMBa, opened an outreach effort to recruit 
brokers and overcame an obstacle by changing the name of  the organization 
to the Colorado Mortgage lenders association. this was an effort by the 
organization to create a more inclusive membership. the name Colorado 
Mortgage lenders association (CMla)  remains in place today.

as the 1990s progressed, the denver real estate market recovered. through 
true merger or acquisition, the large bank-owned mortgage companies, having 
significant capital, entered the Colorado market. they saw mortgages as a way 
to permanently tie in customers. Many of  the large banks had a cross-sell goal 
of  four to seven banking products to offer customers as a retention strategy.

the large banks functioned as strong originators, investors, and compet-
itors to independent mortgage bankers. they all utilized a three-pronged 
loan acquisition strategy. first, with the advent of  national branch banking, 
Wells fargo, Us Bank, and Chase developed a strong retail mortgage pres-
ence. they also purchased loans from mortgage brokers, a practice called 
wholesale lending. third, they purchased closed loans from independent 
mortgage bankers in what is called the correspondent channel. Because the 
originator of  the loan did not intend to service the loans in wholesale lending 
or the correspondent channel, the originating lender received compensation 
for giving up the servicing fee. the big banks limited their support of  the 
CMla and instead devoted significant resources to cultivating relationships 
with mortgage brokers, but these efforts were unsuccessful.

these resources sustained the CaMB and enabled it to lobby for strong 
licensing laws, which the association believed would put it on equal footing 
with mortgage bankers and allow it to gain respectability. Many Capitol Hill 
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observers suspected that the real reason the association supported licensing 
was to restrict others from entering the business.

Under Colorado statute, any measure to regulate a business must go 
through a lengthy research, hearing, and legislative procedure and, once 
passed, be signed into law by the governor. the Colorado department of  
regulatory agencies (dora) uses a process called the sunset review. in 
2001, after much research, dora recommended that the mortgage busi-
ness not be licensed by the state of  Colorado. in coming years the state 
would be criticized for not having enacted licensing, with claims that the 
failure was a contributing factor to the state’s high foreclosure rate during 
the Great recession.

a battle over the licensing of  mortgage loan originators in the legislature 
during this time was led by the CMla, particularly by executive director 
Chris Holbert and lobbyist evan Goulding. Holbert had been in the indus-
try and was a passionate advocate for the free market system. Goulding had 
been the association’s lobbyist for several decades and knew the ins and outs 
of  the legislature.

during the 2002 Colorado General assembly, the CMBa proposed the reg-
istration of  mortgage originators. that effort also failed. However in 2006, 
with the foreclosure crisis looming, a registration bill was passed and the 
director of  the Colorado division of  real estate became the regulator of  
mortgage originators. amid the storm surrounding the mortgage crisis, a 
licensing bill for mortgage loan originators was passed in 2007. the Board 
of  Mortgage loan originators was established in 2009 and was granted 
wide-ranging oversight and rule-making authority.

during this time, the subject of  predatory lending also became front-
page news. Most legislation affecting mortgage lending involves federal 
laws and regulations in addition to the rules of  business practices estab-
lished by HUd/fHa along with fannie Mae and freddie Mac. in 2008 the 
Us Congress passed the Housing and economic recovery act (Hera). 
title v of  the act contains the secure and fair enforcement for Mortgage 
licensing act of  2008 (the safe act). the safe act sets minimum nation-
wide licensing standards for mortgage loan originators and requires that 
they all be registered with the nationwide mortgage licensing system. 
since the Colorado legislature initiated a regulatory program, it has imple-
mented seven laws and approximately forty rules to maintain industry 
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standards of  conduct and to discipline violators of  the act, all in the interest 
of  protecting the consumer.41

Beginning in 2006, cracks began to appear in the Colorado housing mar-
ket. the media, led by the Denver Post, started to pick up on that weakness 
and began reporting foreclosure statistics compiled by a firm that dealt in 
selling foreclosed and distressed properties. debra Bustos, vice president 
and community reinvestment officer of  Chase Bank, went to the Colorado 
division of  Housing (CdH) to urge the state government to take action. 
the CdH had been solicited by the Hope now organization, based in 
Washington, dC. this coalition of  industry and nonprofit organizations 
was beginning to implement nationwide strategies to provide assistance 
to borrowers and minimize the impact on neighborhoods. Hope now 
wanted to partner with the CdH but would not provide funding because 
more severe foreclosure problems existed in other states, such as indiana, 
Michigan, and illinois.42

the state Housing Board staff, led by executive director Kathi Williams, 
formed the Colorado foreclosure Prevention task force and the Colorado 
foreclosure Hotline in 2006. the contract to manage the hotline was awarded 
to Brothers redevelopment, a nearly forty-year-old housing nonprofit with 
a well-established counseling program. Brothers redevelopment had pro-
vided foreclosure counseling in the 1980s and early 1990s. the CMla became 
one of  the hotline’s early sponsors and financial contributors. the Colorado 
association of  Broadcasters and real estate industry firms and banks, along 
with their trade associations, also provided funding for the public service 
campaign that promoted the program. numerous federal programs and local 
governments, including the City of  denver, also became financial supporters. 
the largest and earliest major gift was a $50,000 grant from freddie Mac.43

one challenge the foreclosure Prevention task force faced was the media 
reliance on out-of-state companies whose principal business was marketing 

41 Colorado department of  regulatory agencies, “Colorado real estate Manual: rules regard-
ing real estate Brokers,” accessed May 23, 2015, http://www.sos.state.co.us/CCr/Generate 
rulePdf.do?ruleversionid=6098&filename=4%20CCr%20725-1.

42 aldo svaldi, “Colorado tops in ’06 foreclosures,” Denver Post, January 24, 2007, accessed March 
15, 2016, http://www.denverpost.com/2007/01/24/colorado-tops-in-06-foreclosures/.

43 e. Michael rosser and Kathi Williams (director, Colorado division of  Housing foreclosure 
Prevention efforts in Colorado), letter to Mortgage lenders and servicers, “foreclosure Pre-
vention efforts in Colorado,” november 15, 2006.
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foreclosed properties rather than providing accurate reporting. despite many 
attempts by the task force to provide accurate information, the media insisted 
on using these firms’ flawed information. the CMla and other industry 
partners lobbied the legislature, which passed a bill that made the Colorado 
division of  Housing the official reporting agency on foreclosure activity in the 
state. While a seemingly small, inconsequential piece of  legislation, the bill 
proved extremely helpful in allocating resources to help troubled borrowers.

once again, Colorado’s leadership was recognized at the national level 
when debra still, president and chief  executive officer of  Pulte financial 
services in englewood, became the second woman and fifth member from 
a Colorado firm to head the MBa. during her career at Pulte, still was an 
agent of  change. Quickly adapting to new-age business processes and tech-
nology coupled with implementation of  a modern distribution system, she 
reorganized the company from a traditional business model into a stream-
lined manufacturing facility. still accomplished all this change while winning 
top customer satisfaction ratings from J. d. Powers and associates. Her struc-
tural knowledge of  business processes and her emphasis on customer service 
are respected throughout the industry.

in october 2012, a time of  monumental change within the mortgage bank-
ing industry, still took over the helm of  the MBa. the environment in Wash-
ington was hostile at best. as chair of  the board and working with david 
stevens, the organization’s new Ceo, she was able to bring her hands-on 
bottom- up experience in mortgage banking to work through the maze of  
dodd-frank and the thousands of  pages of  regulations affecting every facet 
of  the industry while building a strong and credible relationship with the 
Consumer financial Protection Bureau.

By 2013, the CMla had gone under a corporate reorganization and formed 
a board of  governors made up of  company owners and other senior execu-
tives to function as a policymaking body for the organization. the board of  
governors established the debra still award, to be presented to the outgoing 
chair of  the board to recognize his or her industry service and commitment 
to principle-centered leadership.

following the reorganization of  the CMla, it has become the go-to 
source for policymakers dealing with issues left over from the foreclosure 
crisis, including the introduction of  improved technology for document 
transfers and for recording and processing foreclosures. the CMla has also 
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contributed to coordinating the legal and regulatory changes created by 
dodd-frank and the Consumer financial Protection Bureau, state law, and 
the attorney general’s office.
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several congressional actions undertaken between the 1948 national Hous-
ing act, which formally chartered fannie Mae, and the 1968 national Housing 
act, which transformed fannie Mae into a publicly traded corporation, 
had significant impacts on mortgage bankers and their customers. Below-
market interest rates allowed federal Housing administration (fHa) and 
veterans administration (va) loans to be discounted, thus achieving yields 
comparable to the interest rates/yields in the broader market. in 1953 the 
fHa raised the interest rate from 4 percent to 4.5 percent, making fHa 
loans more attractive to investors. in addition, the 1952 national Housing 
act had granted fannie Mae access to $900 million to make advance com-
mitments for the purchase of  defense, military, and disaster mortgages 
under the so-called one-for-one program. the act also allowed fannie 
Mae to issue firm commitments to purchase non-defense or disaster-related 
mortgage loans for one-year periods. Builders and mortgage bankers were 
then able to obtain interim short-term financing for construction loans 
and development. these loans carried a fixed 4 percent interest rate and 
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required a commitment fee payment of  1.5 percent to fannie Mae.1 this 
program, although changed and revised several times, lasted over twenty 
years; it disappeared during the period of  high interest rate volatility in the 
late 1970s and 1980s.

a number of  other housing programs had been spread across the federal 
government to address problems associated with slum clearance, public 
housing, and rural housing. in 1943 the Housing and Home finance agency 
(HHfa) consolidated many of  these programs. the next twenty-five years 
saw additional changes. President John f. Kennedy signed an executive order 
in 1962 establishing a policy of  equal opportunity in housing, the first major 
effort to combine civil rights with housing. two years later the Us Congress 
passed the Civil rights act of  1964, which outlawed discrimination in hous-
ing programs. in 1965 President lyndon B. Johnson expanded the cabinet 
with the creation of  the department of  Housing and Urban development 
(HUd). the Civil rights act of  1968 went further than the 1964 act by pro-
hibiting discrimination in the sale, financing, and leasing of  housing. Passage 
of  the Community reinvestment act in 1977 had broad implications for all 
institutions in real estate finance, including those involved in conventional 
non-government multi-family and commercial loans.

the highlight of  the 1968 Housing act was the creation of  the new pub-
licly held fannie Mae, which had the authority to buy, guarantee, and sell 
non–government-backed mortgages, commonly referred to as conventional 
mortgages. this change enabled fannie to compete with other fixed-rate 
investments in the capital markets. in 1972 fannie Mae began purchasing 
conventional mortgages originated by mortgage bankers. With significantly 
more long-lasting implications, fannie, freddie Mac (created in 1970 as the 
federal Home loan Mortgage Corporation), and the fHa became the prin-
cipal investors, guarantors, and holders of  conventional residential mort-
gages. at their peak before conservatorship in 2008, fannie and freddie held 
nearly 65 percent of  the market share. today, their combined market share 
is nearly 90 percent.2

1 Klaman, Postwar Residential Mortgage Market, 65–66.
2 Housing Policy finance Center, Housing Finance at a Glance: A Monthly Chartbook (Washington, 

dC: Urban institute, february 2016), 30–31.
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When fannie Mae converted to a public corporation listed on the new 
york stock exchange, the newly invested stockholders assumed its ownership. 
However, even though fannie became a publicly traded company, Congress 
allowed it to retain its federal charter and all the benefits that went with it, 
including broad tax and securities laws exemptions. it also continued to enjoy 
the benefit of  a United states treasury line of  credit. furthermore, totally 
unique among publicly traded corporations, five members of  the board of  
directors were appointed by the president of  the United states. and HUd 
still retained regulatory oversight of  fannie Mae.

in 1992 Congress passed the federal Housing enterprises financial safety 
and soundness act, in part to protect taxpayers from the same circumstances 
that had created the earlier savings and loan crisis. it also sought to address 
fannie Mae’s four-year struggle to regain financial stability. the act required 
both fannie and freddie Mac to devote a percentage of  their lending to sup-
port affordable housing. However, the change was not enough to mitigate a 
mild recession that began the following year. the recession, partly a response 
to the savings and loan crisis, caused the market to remain flat for approxi-
mately four years until it absorbed the excess real estate. the new law also 
created the office of  federal Housing enterprise oversight (ofHeo) within 
HUd “to ensure the capital adequacy and financial safety” of  both fannie 
Mae and freddie Mac. through its function as the regulator for all federal 
housing government-sponsored enterprises (Gses), ofHeo authorized 
a specific capital and regulatory regime that was more generous than that 
allowed to private financial institutions.3 it was also tasked with developing 
a stress test to determine the Gses’ ability to withstand a financial crisis and 
establish proper levels of  capital and risk management.4

Prompted by the 1992 act, organizations such as aCorn (association of  
Community organizations for reform now) encouraged and even pressured 
fannie and freddie for larger and larger commitments for affordable housing 
in underserved neighborhoods. Underwriting guidelines such as down pay-
ment requirements, debt-to-income ratios, and credit history records were 
loosened. Both Gses wielded immense power that held ofHeo regulators 
at bay. ofHeo was so ineffective as a regulator that some observers judged it 

3 acharya et al., Guaranteed to Fail, 185–86.
4 Morgenson and rosner, Reckless Endangerment, 24.
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to be incompetent. for example, as a safety and soundness regulator, ofHeo 
never collected audit fees, something all such regulators charged the entities 
they regulated for the cost of  their examinations.5

in 1977 a new Community reinvestment act (Cra) provided expanded 
goals for affordable housing loans and issued additional incentives to fannie 
Mae for purchasing loans with alternative documentation and nontradi-
tional credit. By 1994 technology was again on the mortgage industry’s front 
burner. fannie Mae and freddie Mac introduced their desktop Underwriter 
and loan Prospector automated underwriting systems. these systems were 
designed to do more actuarial calculations as a predictive measure of  loan 
performance rather than follow the traditional underwriting processes that 
had been industry practice for decades. the formalization of  the affordable 
housing goals combined with the automated underwriting systems would 
become contributing factors in the collapse of  the industry in 2008.

prEfErEntial status, ExCEssivE risk taking, and 
Expanding soCial missions CrEatE untEnaBlE proBlEms

in 1996, memories of  the savings and loan collapse lurked in the minds of  
policymakers and leaders in the financial services community. in the void cre-
ated by the collapse of  the thrift industry, the Gses fannie Mae and freddie 
Mac evolved into a huge duopoly that dominated the nation’s secondary 
mortgage market. Concern grew about the duopoly’s escalating power and 
influence. Memories of  the government bailout of  the thrift institutions gen-
erated heightened concern about the financial risk posed to the government, 
and therefore to taxpayers, if  one or both of  these institutions were to fail. 
the level of  government subsidization employed to achieve lower interest 
rates and diminish the influence of  regional disparities in mortgage pricing, 
particularly in the fluctuation of  local real estate markets, added to the appre-
hensive mood.

at that time June o’neill held the position of  director of  the Us Congres-
sional Budget office. in testimony before the subcommittee on Capital 
Markets, securities, and Gses of  the Committee on Banking and financial 
services of  the Us House of  representatives in 1996, o’neill acknowledged 

5 ibid.
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that the housing Gses’ special privileges and exemptions provided immense 
savings and financial advantages. she stated, “one element of  the true costs 
to taxpayers is that the housing Gses save about $500 million a year from the 
provisions of  federal law that exempt them from state and local income taxes 
and securities and exchange Commission registration fees. those exemp-
tions impose a clear cost on taxpayers, who must replace those forgone reve-
nues with larger out-of-pocket tax payments.”6

the charters of  fannie Mae and freddie Mac also allowed them, with the 
backing of  the federal government, to trade financial derivatives. the most 
popular of  these derivatives is known as a credit swap, which is an insurance 
policy between a seller and a buyer. for example, someone wants to purchase 
a bond or a fixed-term investment that is highly rated by one of  the credit 
rating agencies, but the buyer is worried about a possible incident such as a 
credit downgrade. in this case the buyer/investor would purchase an insur-
ance policy, or credit swap, from an insurance company such as the american 
international Group (aiG) for protection against loss. Hypothetically, in this 
case there might be a counter-party risk in which a bond insurance or mort-
gage insurance company such as aiG could experience a downgrade in its 
credit rating; therefore, the investor would have a financial claim against the 
seller of  the credit swap for a defined benefit.

furthermore, both fannie and freddie could hedge their interest rate risk 
by entering the futures market and buying protection against wide swings in 
rates, in much the same way the farmer in the nineteenth century hedged his 
corn crop through the Chicago Board of  trade. if  a wheat farmer is worried 
that the per-bushel price for his crop will fall before he harvests it, he can 
enter a contract whereby he agrees to sell the crop at a specific price. if  the 
commodity price does fall, he will still be paid the contract price. if  instead 
the price for wheat goes up, he must sell for the lower price and loose out on 
the additional gain. Clearly, one of  the downfalls of  fannie and freddie was 
their inability to properly account for the gains and losses on their positions 
in derivatives, to say nothing of  managing their credit risk.

a popular protection against interest rate swings utilized by the duopoly is 
an interest rate swap, “an agreement between two parties where one stream 
of  future interest payments is exchanged for another based on a specified 

6 o’neill, CBO Testimony, 6.
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principal amount. interest rate swaps often exchange a fixed payment for a 
floating payment that is linked to an interest rate. a company will typically 
use interest rate swaps to limit or manage exposure to fluctuation in interest 
rates, or to obtain a marginally lower interest rate than it would have been 
able to get without the swap.”7

as publicly traded corporations, fannie and freddie were required by the 
financial accounting standards Board to periodically value their portfolios. 
Both use a number of  hedging devices to ensure against a loss in value. if  
interest rates climb above the interest rate on the portfolio, the loss is trans-
ferred to a third party—the individual on the other side of  the hedge. if  
interest rates go down and the value of  the portfolio goes up, then the Gse 
has made a profit. accounting for these transactions is enormously complex. 
accounting firms issue opinions on how these transactions are defined on the 
company’s balance sheet. Part of  the difficulties faced by fannie Mae and its 
accounting firm involved the complexity of  these transactions and the inabil-
ity to issue accurate financial statements since 1998.

another area of  controversy surrounded fannie and freddie’s ability to 
enter into off–balance-sheet transactions with other parties who saw such 
transactions as free of  default risk.8 in what was essentially an expanded 
credit swap, a third party would purchase a financial instrument or instru-
ments plus an insurance policy against default. the seller of  the asset would 
purchase and pay for the insurance policy. to hedge the loss, the insurance 
company would assess the risk and set an appropriate premium. the seller 
would profit if  the losses were less than expected, but if  the losses were 
greater than anticipated the insurance company, as in any insurance claim, 
would suffer the loss. in the cases i am familiar with, these activities were 
reviewed by various state insurance departments, law firms, and accountants 
regarding their legality; and the appropriate regulators of  the selling institu-
tions were fully informed of  and approved the transactions.

With regard to subsidy benefit distribution, o’neill affirmed that as pub-
licly traded corporations, the managements of  fannie and freddie held 
the power to determine how much of  the subsidy benefit would accrue to 
mortgage borrowers in terms of  lower interest rates and how much of  that 

7 investopedia, “interest rate swap,” accessed March 16, 2015, http://www.investopedia.com 
/terms/i/interestrateswap.asp.

8 o’neill, CBO Testimony, 2.



255Government-Sponsored Enterprises after 1968

benefit would be passed on to executives, management, and stockholders. 
she further stated that because of  the complex nature of  both institutions’ 
financial transactions, it was difficult to determine how much of  the subsidy 
went to lower interest rates for borrowers and how much was retained by 
management and stockholders.9

yet in 1995 the Congressional Budget office had determined that this 
implicit federal government backing was worth $6.5 billion. of  that amount, 
it estimated that $4.4 billion flowed through to borrowers by way of  lower 
interest rates. the balance, $2.1 billion, or nearly $1 for every $2 delivered to 
american homeowners, was retained for the benefit of  the duopoly for politi-
cal outreach, software development, and other functions including employee 
compensation and stockholder benefits.10 some industry economists believe 
these numbers were conservative and that it was more likely that these ratios 
were flipped, drastically reducing the benefit to homeowners and increasing 
the benefits to management.

the purpose of  o’neill’s testimony was related to a study done on the 
possible privatization of  fannie Mae and freddie Mac published by the 
Us department of  the treasury in conjunction with HUd, the General 
accounting office, and the Congressional Budget office.11 the issue at the 
time was whether to move toward full privatization of  these two Gses. in 
general, the privatization proposals would remove, over a period of  time, 
government backing of  the Gses to limit the financial risk to the american 
taxpayer. except for certain targeted programs, the level of  the government 
guarantee would be greatly reduced. the consensus among Gse critics was 
that the increased competition anticipated from privatization would result in 
a widespread matching of  the lower rates created by existing subsidies in the 
market. as a result, the benefits would be passed on to borrowers and not 
be retained by the Gses for their executives and stockholders. How much 
homeowners truly benefited may never be known.

from the beginning, the oversight and regulation of  fannie Mae and 
freddie Mac had been conflicted. the Gses had clearly received a mixed 

9 ibid., 4–5.
10 ibid.
11 Us department of  Housing and Urban development office of  Policy development and 

research, Studies on Privatizing Fannie Mae and Freddie Mac (Washington, dC: Us department 
of  Housing and Urban development, May 1996).
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message from what Miles Colean called their special or social purpose mis-
sion and the need for prudent fiscal management. Which was more import-
ant, the mission or the method? Both Gses were tasked with helping under-
served low- and middle-income families achieve homeownership. Beginning 
in the 1980s, the social purpose goals took priority when Congress and HUd 
established more aggressive affordable housing goals, leading to a downward 
spiral in credit quality.

then there were the financial safety and soundness regulations. While the 
ones applied to the Gses were less stringent, they were the same type of  
requirements demanded of  banks, thrifts, and other financial institutions. the 
oil Patch foreclosure Crisis of  the early 1980s, combined with hyperinflation, 
created significant losses for fannie Mae. in 1981 the Us General accounting 
office, now the Government accountability office (Gao), estimated the 
market value of  fannie’s net worth at negative $11 billion. net losses of  over 
$350 million accumulated from 1981 through 1985. in 1982 Congress passed a 
law granting fannie favorable tax treatment for its losses, thus allowing it to 
maintain its preferred credit rating and below-market borrowing costs. a pri-
vate firm in similar financial circumstances would be forced out of  business 
and into bankruptcy or, at the least, be charged extremely high interest rates 
to borrow operating funds.12

the culture of  freddie Mac was decidedly different than that of  fannie 
Mae. By the 1990s it was no longer an arm of  the federal Home loan Bank 
(fHlB) system, but it maintained the conservative business ethic of  the 
fHlBs. it also remained detached from many of  the clashes among Congress, 
the executive branch, and their traditional customer base—the savings and 
loans. that discipline remained until freddie got caught up in competition 
with fannie Mae for market share. only then did it become more aggressive 
with its credit standards. However, the detachment did not preclude freddie 
from seeking every possible avenue to meet its affordable housing goals and, 
in turn, its compensation benefits. in 2003 an ofHeo audit determined that 
freddie had been understating its earnings to meet Wall street’s expectations, 
thereby mitigating the swings in earnings characteristic of  the cyclical nature 
of  mortgages and interest rates. as this accounting scandal emerged, frank 

12 Us General accounting office, Government-Sponsored Enterprises: The Government’s Exposure to 
Risks (Washington, dC: Us General accounting office, august 1990), 9.
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raines, fannie Mae’s Ceo, asserted that his organization did not have any 
such issues.13

dEfEnding thE fort

some members of  Congress, the industry, and think tanks experienced the 
wrath of  the Gses’ management. fannie Mae could be especially zealous 
about demonizing those who expressed concern about what would happen 
if  one or both Gses failed or when it felt their social mission was under 
attack. the demonization would be expressed both in the media and in var-
ious public venues.

in 1997 fannie Mae, first Union Capital Markets, and Bear stearns launched 
the first publicly traded security composed of  Community re investment act 
affordable housing loans. these loans carried the fannie Mae guarantee for 
the timely payment of  principal and interest. two years later fannie eased 
credit requirements further to encourage banks to extend terms on home 
mortgages made to individuals with impaired credit who could not qual-
ify for conventional loans. at the same time, Congress repealed the Glass-
steagall act, which further deregulated banks, insurance companies, and 
securities institutions. fannie Mae was required to allocate 50 percent of  its 
business to low- and moderate-income families and affordable housing proj-
ects. Growing concern in the industry about the increased credit risk and the 
potential for a housing bubble prompted a number of  industry study groups 
to question the advisability of  these extended guidelines.

the financial press reported on the importance of  the affordable housing 
goals for the Gses to maintain their preferred status and the financial ben-
efits enjoyed by executives. By 2003 many industry groups were also aware 
of  these issues. that year freddie Mac almost missed reaching its afford-
able housing target goal by $6 billion. to avert disaster, freddie approached 
Washington Mutual to search its multi-family loan portfolios in an effort to 
purchase enough loans to meet its corporate mission objective. Multi-family 
loans were unique in that each unit in a building counted toward meeting the 
goal. after paying a $100 million fee to Washington Mutual, freddie purchased 

13 Morgenson and rosner, Reckless Endangerment, 248–49.
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the needed loans under the condition that after a month, Washington Mutual 
would buy back the loans.14

in January 2004 frank raines played an instrumental role in the establish-
ment of  the institute for Corporate ethics within the business school at the 
University of  virginia. less than a year later the fannie Mae scandal broke; 
it proved to be worse than freddie Mac’s. the scandal provided the catalyst 
that triggered the downward spiral of  the mortgage finance industry and 
ultimately led to its collapse in 2008. these scandals, along with the push by 
many members of  Congress to move the safety and soundness regulator to 
the experienced management of  the department of  the treasury, led to the 
demise of  oHfeo.

timothy Howard, who first joined fannie Mae in 1982 and served as its 
Cfo from february 1990 to december 2004, writes that “in the late 1990s the 
Us mortgage finance system was envied throughout the world.” He relates 
that foreign leaders envied the role and position of  fannie Mae in the capi-
tal markets and its ability to provide thirty-year fixed-rate mortgages to the 
american public.15 in that, he is not wrong.

in 1996 i traveled to latin america on a trade mission with angelo Mozilo of  
Countrywide Mortgage and lyle Gramley, a former governor of  the federal 
reserve and a chief  economist for the MBa. We heard the same observation 
from housing industry leaders and central bank officials throughout Brazil, 
argentina, and Chile. it was clear to me that these individuals saw the fannie 
Mae and freddie Mac system as a vehicle to transfer risk without having skin 
in the game. in these countries with credit and currency risk, i believed a 
more appropriate system would be something akin to the Us federal Home 
loan Bank system, with strong institutions as participating stockholders hav-
ing the prospect for earnings and appreciation of  their stock in a mortgage 
discount bank. However, fannie’s reputation among many people, both at 
home and abroad, testified to its success, as long as one did not look too 
closely at the inside operations.

Having had a relationship with fannie Mae and freddie Mac that went 
back to the late 1960s, i was a strong supporter and advocate of  their role in 
the mortgage industry. i had served on a number of  industry committees 

14 ibid., 247–48.
15 timothy Howard, The Mortgage Wars: Inside Fannie Mae, Big-Money Politics, and the Collapse of  

the American Dream (new york: McGraw-Hill education, 2014), 263.
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with fannie Mae officials dealing with affordable housing issues, a matter 
of  great concern to me. i had also served one term on fannie Mae’s dallas-
based southwest regional advisory Board. Jamie Gorelick, former deputy 
attorney general and general counsel for the Us department of  defense 
under President Bill Clinton, resigned her executive position at fannie Mae 
sometime before the collapse and before many of  the problems began to 
surface. Gorelick had recruited me to run fannie Mae’s Colorado partner-
ship office. i listened to her overtures primarily out of  curiosity. although i 
was greatly impressed by Gorelick, i felt the mission of  the local partnership 
office was inconsistent with my vision of  the role of  the Gse. furthermore, 
i had given my word to the senior management at United Guaranty that my 
position with them would be the last stop in my career.

at the time, i felt the duopoly Gses, especially fannie Mae, were reach-
ing too far into the private sector, that their positions were more politically 
motivated instead of  being strictly mortgage related. Had the job focused on 
being the local representative of  fannie Mae and its mortgage operations, it 
might have been appealing. But i had been reading of  the growing concerns 
about its credit discipline. i was also very suspicious about the promised sev-
en-figure compensation package to be earned within a relatively short time 
frame. somehow, it just seemed inappropriate.

rEpositioning and thE fight for markEt sharE

david Maxwell assumed the helm of  fannie Mae in 1981, a position he held 
until 1991. i had only met him on a couple of  occasions, one of  which was 
fannie Mae’s fiftieth anniversary in 1988. during his tenure, Maxwell restruc-
tured fannie Mae. While he kept the portfolio lending programs in place, he 
moved quickly to install risk management tools to avoid the problems the 
savings and loan industry had experienced with the interest rate mismatch. 
in addition, one of  Maxwell’s major contributions was to restructure fannie 
Mae’s advanced/forward commitment program. Mortgage bankers could 
pay a small fee to the company; in return, fannie Mae would guarantee a 
specific dollar amount of  available funds for purchase at a specified yield for 
up to a year. this vehicle provided a great benefit to mortgage bankers and 
builders alike because it delivered protection against interest rate volatility 
at a very low cost. yet if  rates went down, no loans were delivered to fannie 
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Mae. if  rates went up, all of  the loans under the advance commitments would 
be delivered to fannie, but they would not reflect current market interest 
rates; as a result, the compensation to the Gse for taking that risk was woe-
fully inadequate.

Maxwell developed fannie Mae’s mortgage-backed security and guaran-
tee fee programs to such a degree that within a short time fannie became 
extremely profitable. fannie Mae’s numbers were so attractive that in 1988 
Warren Buffett of  Berkshire Hathaway visited Maxwell to discuss the possi-
bility of  taking a large position in fannie Mae stock. Buffett purchased less 
than one fourth of  the projected amount, however, and soon sold that initial 
stock purchase. He later acknowledged that had he done so during the hous-
ing boom years, he would probably have realized a gain of  $1.4 billion in his 
portfolio.16 Much of  fannie’s success can be attributed to market timing and 
the mortgage-backed security with its built-in guarantee fees, which made 
fannie one of  the world’s largest insurance companies.

the establishment of  fannie Mae’s servicing fee at 0.50 percent, which 
included a 0.25 percent guarantee fee, was arrived at by a calculation of  
expected losses over time. in the late 1960s the calculation used by Ginnie 
Mae (the Government national Mortgage association) set the servicing fee 
for its mortgage-backed security program at 0.50 percent. of  that amount, 
0.44 percent was designed to compensate the mortgage lender for the cost 
of  advancing principal and interest to security holders, regardless of  whether 
the borrower made the payments. these advances could continue until the 
properties were foreclosed upon and liquidated. the balance of  0.06 percent 
was retained by Ginnie Mae as a guarantee fee, or G-fee, in the event that 
the lender for whom the agency guaranteed against default could not make 
advances of  its securities to the investor. in addition, that amount would 
compensate Ginnie Mae if  it had to take over a portfolio from a defaulted 
servicer, manage it, and place it with another servicer. implied within the 
Ginnie Mae program was coverage by the government of  any losses known 
in the industry as special hazards risks caused by earthquakes, fires, floods, 
and other natural disasters that would not be covered by the borrower or the 
servicer’s insurance.17

16 Howard, Mortgage Wars, 29–30.
17 GnMa Mortgage-Backed securities dealers association, The Ginnie Mae Manual (Homewood, 

il: dow Jones-irwin, 1978), 30.



261Government-Sponsored Enterprises after 1968

at the request of  my friend and colleague Bill Wildhack, a former vice presi-
dent of  Ginnie Mae and a mortgage-backed securities consultant, we met with 
fannie Mae’s top officials as they designed their mortgage-backed security pro-
gram. at the time, in 1981, i had just acquired a special hazard insurance pol-
icy from a aaa-rated company for a private label mortgage-backed security 
issued by norwest Mortgage of  Minneapolis. this was an extremely fortunate 
occurrence in my career because it happened while memories of  California 
earthquakes were still fresh in the minds of  investors and rating agencies; spe-
cial hazard insurance from a rated company was therefore virtually impossi-
ble to obtain. the special hazard risk would compensate the lender against 
loss if  properties went into foreclosure because they had been destroyed by 
some cataclysmic natural event. it was part of  an inevitable risk mitigation 
calculation on a large pool of  nationwide loans to protect investors’ mortgage 
portfolios against certain acts of  God and other adverse weather occurrences.

the guarantee fee risk equations for conventional loans packaged into mort-
gage-backed securities and government-insured fHa and va loans in Ginnie 
Mae government-backed securities were generally similar except that the con-
ventional loans were seen as having higher-quality borrowers with more equity 
in their homes. therefore, the pools would have a weighted average loan-to-
value ratio adequate to cover losses, even losses from high-ratio loans with 
private mortgage insurance. the pricing of  fannie Mae’s 0.25 percent G-fee 
appeared adequate to cover the servicer or the investor in the event of  a ser-
vice default or the lender’s inability to advance principal and interest, defaults 
covered by private mortgage insurance, or a special hazard event on the scale 
of  the san fernando or northridge earthquakes or Hurricane Katrina.

a major concern, not discussed outside select members of  the industry, 
was what appeared to be a suicide pact between fannie Mae and freddie 
Mac. driven by the goal of  acquiring more market share, the Gses com-
peted against each other by progressively lowering their guarantee fees to 
extremely low levels—levels below which the investors and taxpayers would 
not be protected in the event of  a major financial crisis. would not protect 
the institutions and taxpayers. the rationale was that lower guarantee fees 
would translate into a larger market share and that increased volume would 
provide higher profits. they were right.

in reality, fannie Mae’s activities made it little more than the nation’s 
largest savings and loan. in the short term it borrowed money, much as a 
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commercial bank borrows from its depositors’ checking or savings accounts, 
and used those funds to make long-term fixed-rate mortgages. However, the 
interest rates charged on the mortgages in its portfolio were lower than the 
rates it paid to borrow the money. as a result, fannie Mae operated at a loss; 
on a mark-to-market value, fannie Mae became insolvent in 1981. fannie 
Mae’s president, allan oakley Hunter, left the organization in 1981, replaced 
by david Maxwell, a former HUd attorney and founder of  ticor Mortgage 
insurance Company. Maxwell restructured the corporation to become a 
guarantor of  mortgages while still operating as a portfolio owner of  mort-
gages and mortgage-backed securities, although to a lesser degree.18

ginniE maE and frEddiE maC

the other side of  the balance sheet of  social purpose versus fiscal manage-
ment and perhaps the most successful aspect of  the 1968 national Housing act 
involved the chartering of  the Government national Mortgage association 
(Ginnie Mae) to operate within HUd. since the end of  World War ii, the 
industry had been searching for a way to finance both residential and com-
mercial long-term mortgages using an instrument that could be purchased by 
pension funds and insurance companies that were not dependent on short-
term consumer deposits. during the 1950s and 1960s, mortgage bankers had 
been working with a number of  union pension funds in an effort to tailor an 
investment program suited to their needs. in addition, the industry sought a 
way to use existing programs to meet the housing needs of  both active and 
retired union members.

the Ginnie Mae program guaranteed that the issuer of  the mortgage- 
backed security would make a timely payment of  principal and interest to 
the investor. Ginnie Mae guaranteed issuer performance and put in place a 
unique system of  monitoring to ensure compliance. Bill Wildhack, a protégé 
of  indianapolis mayor richard lugar, spearheaded the formation of  Ginnie 
Mae. With Bill Cumberland, Harvard-educated housing lawyer Cheryl 
Malloy, and policy analyst Warren lasko, the team built a fiscally sound orga-
nization that guaranteed the survival of  the thirty-year fixed-rate mortgage.

Ginnie Mae securities carry the full faith and credit of  the Us govern-
ment and are unique because they support all fHa-insured loan products, 

18 acharya et al., Guaranteed to Fail, 17–18.
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including mortgages for hospitals, apartments, co-ops, and nursing homes 
and reverse mortgages for seniors. va-guaranteed mortgages are also 
included in the Ginnie Mae program. Ginnie Mae also assumed the “special 
assistance” responsibilities in financing various federal housing programs.

the 1970 emergency Home finance act established the federal Home 
loan Mortgage Corporation (freddie Mac) to compete with fannie Mae 
and thus minimize fannie’s monopolization of  the secondary mortgage 
market. the federal Home loan Bank system and its twelve member banks 
assumed ownership of  this new corporation. the fHlBs, in turn, were 
owned primarily by their savings and loan association members. the mem-
bers of  the federal Home loan Bank Board also served as the board mem-
bers of  freddie Mac. Preston Martin, former savings and loan commissioner 
of  California and chair of  the federal Home loan Bank Board, became 
the first chair of  freddie Mac. He later resigned to found PMi Mortgage 
insurance Company. Martin eventually went on to hold the position of  vice 
chair of  the federal reserve.

in its first year of  operation under the Housing institutions Modernization 
act of  1971, freddie Mac created controversy through the way it purchased 
fHa- and va-insured and guaranteed loans. the controversy centered on 
freddie Mac’s interpretation of  its charter, which enabled it to limit its 
membership only to insured depository institutions—namely, savings and 
loans. the rationale was that the freddie Mac organization could not exer-
cise regulatory control over non-member or non-depository institutions. 
However, it failed to recognize that most purchases of  government-insured 
mortgages were from mortgage bankers who possessed the ability, exper-
tise, and systems to meet the servicing requirements of  the fHa and the 
va. all mortgage bankers were “regulated and audited” by freddie, fannie, 
and the fHa. freddie Mac’s limited membership had a serious negative 
impact on the availability of  access to fHa and va programs for qualified 
borrowers.19

Philip C. Jackson, president of  the MBa, testified before a senate subcom-
mittee in early 1971 about the controversy and industry concerns over the 

19 Philip C. Jackson, “testimony Before the subcommittee on Housing and Urban affairs of  the 
senate Committee on Banking, Housing, and Urban affairs relative to Provisions of  senate 
Bill 1671 dealing with the federal Home loan Mortgage Corporation and savings and loan 
associations lending authority,” Mortgage Banker (november 1971): 4–8.
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Housing institutions Modernization act. What he said proved prophetic. 
not only was freddie denied access to the stable of  traditional investors with 
which mortgage bankers worked, but the act also allowed savings and loans 
associations to invest 3 percent of  their assets in real estate. Jackson believed 
this would lead to speculation in both land development and acquisition of  
residential real estate. He also expressed concern about the use of  insured 
deposits to fund such enterprises. the use of  consumers’ federally insured 
deposits resurfaced again during the foreclosure crisis of  2008.20

according to Jackson, some savings and loans at the time operated non-
profit service corporations for data processing and other services. Jackson 
also testified about his fear that the legislation would enable savings and loans 
to engage in other businesses, such as loan origination and non-mortgage 
investment activities, that would jeopardize their ability to invest in home 
mortgages. in 1988 his concerns were validated as the savings and loan crisis 
developed.21 Jackson later became a governor of  the federal reserve system.

Mortgage banking industry economist oliver H. Jones expressed similar 
concerns about the savings and loan industry. Jones found the prospect of  
the savings and loans entering into new lines of  business particularly trouble-
some. the issues of  preferential tax treatment and capital requirements also 
emerged. the savings and loans’ broadened lending and investment powers 
combined with their possible expansion into other fields of  commercial and 
consumer financing greatly concerned the mortgage banking industry. as 
large purchasers of  government loans, these other investment opportunities 
would drain funds from the home mortgage market.22

Mortgage bankers also voiced concern about what they perceived as a 
shortage of  qualified commercial real estate lending experts among the sav-
ings and loans, as well as insufficient supervisory oversight of  the thrift indus-
try. this stew of  conflicting issues—concerns about the continued supply of  
ample mortgage funds, expansion of  the business practices of  the savings 
and loans, and the unwarranted amount of  direct subsidies to homeowners 
and builders—caused Jones to observe that these policies would have the 
same effect on the industry as did the farm loan Banks in the late 1920s by 
driving private market players away from mortgage finance. the widely held 

20 ibid., 7–8.
21 ibid., 8.
22 ibid.
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view within the mortgage banking industry was that the thrifts in general 
were not properly prepared for the land development or commercial real 
estate lending businesses.23 these dire predictions by Jackson and Jones in 
1971 would surface again in 1988 and yet again in 2008.

Working with HUd, the fHa, and industry groups, freddie Mac began to 
develop a secondary market for conventional mortgages. soon, freddie Mac 
stood second only to fannie Mae in the amount of  individual loans it pur-
chased. Within a few years, under pressure from industry groups, freddie Mac 
allowed mortgage bankers to participate in its secondary marketing programs 
but required them to pay half  of  1 percent of  the total loan delivery amount as 
a non-member fee to sell loans to freddie Mac. When freddie Mac was spun 
off from the federal Home loan Bank system, the surcharge was eliminated.24

in 1971 freddie Mac also issued its first conventional mortgage–backed secu-
rities, called participation certificates. these certificates “identify the partici-
pating interest in a block or pool of  [conventional mortgage] loans.”25 freddie 
Mac’s operational system was unique. Because the federal Home loan Banks 
owned freddie Mac, its operations, underwriting, and marketing facilities 
were located within each of  the twelve district banks. By contrast, fannie 
Mae had only six, more widespread regional offices to serve its customers. 
later, as a consequence of  the collapse of  the savings and loan industry, 
Congress changed the corporate structure of  freddie Mac to resemble that of  
fannie Mae. as directed by the financial institutions reform, recovery, and 
enforcement act (firrea), passed in 1989, freddie Mac became a publicly 
traded, stockholder corporation under the ownership of  private shareholders 
instead of  the fHl Banks, but it retained the regional offices for a number of  
years before advances in technology drove it to consolidate.

the year 1972 was magnificent for Colorado real estate and my employer, 
United Bank of  denver. the expanding market allowed the bank’s mortgage 
banking affiliate to become one of  the top five home mortgage lenders in the 
state. as an insured depository, United Bank of  denver was a member of  the 
federal Home loan Bank of  topeka. its secondary marketing team negoti-
ated a $25 million sale to freddie Mac, the largest sale to the Gse to that time.

23 oliver H. Jones, “easy Credit or not, 1971 as a Critical year,” Mortgage Banker (March 1971): 
10–13.

24 ibid., 4–8.
25 santi and newell, Encyclopedia of  Mortgage and Real Estate Finance, 276.
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Meanwhile, i picked up the reins of  a large sale of  loans, packaged into 
a Ginnie Mae security, to Westside federal, a new york City–based thrift 
institution. a calculation error in the loan schedule almost caused the deal to 
fail. By working with Bill Wildhack, the department vice president and major 
designer of  Ginnie Mae’s mortgage-backed securities, and Ginnie Mae’s staff, 
we were able to engineer a proper correction. the completed sale was for 
approximately $10 million.

the introduction of  these securities programs by fannie Mae, freddie 
Mac, and Ginnie Mae resulted in greater efficiencies in the capital markets 
of  mortgage-backed securities. the pooling of  mortgages with the credit 
enhancement provided by private mortgage insurance and the implied gov-
ernment guarantee opened new avenues for investors—including pension 
funds, insurance companies, and mutual funds. these changes allowed the 
market to expand and improved mortgage loan pricing. as a result, home-
owners benefited from lower interest rates and a greater diversity of  mort-
gage loan products tailored for a new age of  borrowers and investors.

fannie Mae and freddie Mac provided support for residential mortgages 
in the capital markets until their demise in 2008, when they were placed in 
conservatorship. Ginnie Mae continues to be financially sound and to fulfill 
its mission as a guarantor of  issuers of  mortgage-backed securities made up 
of  pools of  fHa and va loans.26

the great success of  the 1968 national Housing act was the Ginnie Mae 
mortgage-backed security program. it gave millions of  people the opportunity 
of  homeownership thanks to the efforts of  those who figured out a way to cap-
ture americans’ invested savings and turn middle americans into homeowners. 
regardless of  whether they realize its origins, americans have never rejected 
the Jeffersonian republican ideal of  aspiring to be freeholders—citizens who 
support american society by owning their own home, business, or both.

What’s nExt for thE gsEs?

early in the new millennium, mounting concerns about the increasing 
risks taken by the Gses and the escalating size of  their mortgage portfolios 
prompted the Bush administration to introduce legislation to transfer their 

26 acharya et al., Guaranteed to Fail, 17–23.
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regulation from HUd to the department of  the treasury. as a consequence 
of  the deteriorating real estate market and the looming foreclosure crisis, the 
long-sought-after change in oversight came with the passage of  the Housing 
and economic recovery act in July 2008. the new regulator, the federal 
Housing finance agency (fHfa), was given broadened powers to conduct 
examinations and oversee the Gses’ programs and policies. the fHfa acted 
on its ability to take over the direct management of  both Gses. the first exer-
cise of  its powers put fannie and freddie under conservatorship. the fHfa 
granted each a credit limit of  up to $100 billion. in 2009 the treasury increased 
the line of  credit to $200 billion so fannie and freddie could remain solvent. 
in 2010, “fannie Mae reported a staggering $127 billion in losses, exhausting 
its capital and causing it to draw $75 billion . . . [from] the treasury in order to 
maintain a positive net worth.”27

also in 2008, the MBa formed the Council on ensuring Mortgage liquid-
ity, aimed at examining the policy issues surrounding the roles Gses would 
assume in the future. the council also studied private-label securities, afford-
able housing goals, and the new Gse regulator, the fHfa. With fannie Mae 
and freddie Mac operating under conservatorship, Washington looked for 
ways to restructure and reform the government’s role in housing finance. 
furthermore, the fHa’s seller-assisted down payment programs caused 
excessive claims that absorbed its capital. additional studies and recommen-
dations for how to shore up the fHa’s balance sheet and provide for the long-
term financial viability and sustainability of  the mutual mortgage insurance 
fund followed.28

in 2014 the bipartisan Johnson-Crapo Bill, a Gse reform effort made by the 
Us senate, passed out of  committee but regrettably was not brought to the 
floor because of  objections that the bill failed to address expanded opportuni-
ties in the affordable housing arena. the failure of  this bill to get wide senate 
support means Gse restructuring does not appear likely in the near future. 
i believe that if  a slight recession occurs in the near term, another treasury 
bailout of  the Gses will be required because they are inadequately capital-
ized to withstand another slowdown of  the economy.

27 Howard, Mortgage Wars, 259.
28 Council on ensuring Mortgage liquidity, “MBas recommendation for the future Govern-

ment role in the Core secondary Mortgage Market,” Mortgage Bankers Association (august 
2009): 2.
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over the past 100 years, the financial architecture of  government-sponsored 
enterprises (Gses) has changed very little. from one organization to another, 
they share several common components. first, a mutual or cooperative 
corporate structure exists that requires stock ownership; therefore, Gses 
are owned by their stockholding members. second, they each have a board 
of  directors consisting of  stockholders and public interest members; some 
of  these members are political appointees, and others are elected by the 
stockholders. third, Gses enjoy an economic advantage in pricing because 
of  their tax-free status. fannie Mae presents a perfect example; it pays no 
state income tax in the district of  Columbia, where it is headquartered. 
Before the Great recession, when earnings reached an all-time high, fannie 
Mae’s annual state tax liability in the nation’s capital would have been nearly 
$400 million. a decade earlier, without the exemption status, its tax bill was 
computed at $313.8 million.1 those lost funds would have contributed to 

1 Congressional Budget office, Assessing the Public Costs and Benefits of  Fannie Mae and Freddie 
Mac (Washington, dC: Government Printing office, 1996), 24.
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improving Washington, dC’s public schools, public safety, and other social 
services. But perhaps the most important commonality among Gses, one 
that is of  grave concern following the Great recession of  2008, is the level of  
federal government guarantee and the concept of  being too big to fail.

the idea of  stock ownership is to have skin in the game, for members 
to have a financial investment in the enterprise. in some cases today, Gse 
stock is publicly traded and held by both individuals and mutual funds. for 
example, prior to 2008, stock in fannie Mae and freddie Mac was held by the 
public and traded on the new york stock exchange, and their debt obliga-
tions were exempt from securities and exchange Commission registration. 
other Gses, such as the federal Home loan Banks, require stock ownership 
by participating members and member institutions (banks, insurance com-
panies, and thrifts/savings and loans) proportionate to their size and level of  
participation. Consequently, stock in the federal Home loan Bank system 
member banks is not traded. the stock held by member institutions is based 
on the institution’s size and whether it has membership in more than one 
bank district. for example, Washington Mutual savings Bank, the largest 
bank to fail in Us history, was a member of  both the federal Home Bank of  
san francisco and the federal Home Bank of  seattle. throughout the 1950s 
and 1960s, as recommended by the 1953 President’s advisory Committee on 
Government Housing Policies and Programs, mortgage bankers who sold 
loans to fannie Mae were required to purchase shares determined by a for-
mula based on the total number and dollar volume of  the loans they serviced 
for the agency.

every author, when telling the story of  a specific historical event or a period 
in history, brings his or her own perspective, observations, and prejudices to 
the work. Having watched the mortgage industry crumble from the inside, i 
have a strong and credible opinion regarding the folly that led this important 
financial service to become a major worldwide crisis. My conclusions are not 
black and white. there is plenty of  blame to go around. Contrary to the find-
ings of  the financial Crisis investigating Committee and its virtually unani-
mous view that Wall street is solely to blame, i believe the crisis evolved from 
misguided policies and greed within the Gses.

the affordable housing goals of  the Gses, set by Congress around 2003 
and implemented by the department of  Housing and Urban development 
(HUd), were too aggressive when combined with the lavish compensation 
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programs awarded to the Gses’ senior management personnel. Without a 
system of  checks and balances to enforce accountability or any sense of  mar-
ket discipline, the incentive system rewarded irresponsible behavior, thus cre-
ating an atmosphere of  greed. Management had no moral compass.

However, that does not get Wall street and the credit rating agencies off 
the hook. While Wall street understood the risk-reward equation, it is guilty 
of  a lack of  transparency, along with the rating agencies, in assuring that 
the high rate of  interest on these securities was justified. institutional buy-
ers must assume responsibility when they neglect to exercise proper due 
diligence of  analyzing the underlying composition of  the mortgage pools 
they purchase. the element of  greed should never be discounted. not every 
investor in these securities was naive or uniformed; they should have known 
better. Prudent investors in any security are legally required to conduct a 
thorough due diligence investigation and understand exactly what they are 
purchasing. they need to dig deeper than the pitch of  Wall street salespeople.

the idea that Gses have become too big to fail played out in real life during 
2008’s Great recession and left taxpayers paying for the bailout. the Us tax-
payer is subject to two levels of  obligation with virtually all of  these institu-
tions. the first is the “full faith and credit” of  the United states. Us treasury 
bonds and Ginnie Mae mortgage-backed securities are full faith and credit 
instruments. in the event that either should default, the federal government, 
on behalf  of  its taxpayers, is legally bound to step in and cover the financial loss.

similar to a full faith and credit guarantee is an implicit or implied guar-
antee, which we now know meant the same thing as a full faith and credit 
guarantee in 2008. an implied guarantee carries no legal financial commit-
ment, as was the case with fannie Mae and freddie Mac before they entered 
conservatorship in 2008. the implied guarantee meant that the United states 
treasury did not have to step in and honor fannie’s and freddie’s obligations. 
nevertheless, no one believed that if  fannie or freddie reached the verge of  
collapse, the Us government would not step in to rescue them. the implied 
guarantee created a moral hazard that allowed management at the two insti-
tutions to operate in a reckless manner, which ultimately led to the govern-
ment bailout.

notwithstanding the opinion of  “experts” in the media, the mortgage 
banking industry, and government, this collapse was neither a shock nor 
wholly unanticipated. economic cycles, like earthquakes, happen. But this 
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time its depth and breadth should have been foreseen. some observers have 
noted that the seeds of  this crisis were sown almost a decade earlier. at the 
core of  the discussion is the role of  a very vocal groupthink coalition of  
economists and mortgage industry insiders on public policy. the coalition’s 
herd mentality reinforced faulty analyses that reached the conclusion “this 
time it will be different.”

a great example of  historical outcomes analysis comes from Professor 
timothy Garton ash of  st. antony’s College, oxford.2 ash discusses part 
of  a lecture he gave at the Hay on Wye Book festival to illustrate how easily 
an individual can interpret or misinterpret the events surrounding his or her 
actions. While he was conducting research for his doctoral dissertation in 
east Berlin, he believed the stasi (the east German secret police) were spy-
ing on him. He also assumed that some of  his friends and associates were 
reporting his activities to the stasi. When the Berlin Wall collapsed and the 
stasi files were opened, ash returned to Germany to verify his conclusions. 
some of  his conclusions were correct, but others were not. the stasi did 
have him under surveillance, and he had guessed correctly that the landlady 
in his apartment block was filing regular reports. He had also assumed that 
a close friend was reporting on him, based on her actions; he was wrong 
on that count. from what he could recall years later, ash determined that 
the friends and associates who had reported on him occasionally provided 
information that was wrong, only partially correct, or lacking completeness. 
ash’s conclusion is that interpretation evolves over time as more facts and 
information become available. evaluation of  outcomes, like a fine wine, 
needs time to mature.

Blame for the mortgage crisis can be assigned to many quarters. a num-
ber of  public policy decisions and perverse market incentives, all in the name 
of  good social policy, share partial responsibility. the thought that the hous-
ing collapse and the foreclosure crisis were partially avoidable is correct. the 
nexus of  the crisis resided in a number of  actions that converged simultane-
ously to create the financial storm. laws govern economics just as they govern 
physics. attempts to “repeal” those laws generally fail. economies go through 
cycles of  expansion and contraction. When expansion goes on for too long, 
the subsequent contraction can be long and deep, as was the case in 2008.

2 timothy Garton ash, The File: A Personal History (new york: random House, 1997).
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i believe the housing crisis and the Great recession, while many years in 
the making, evolved from a series of  well-intentioned laws and regulations 
that created an environment of  greed and political and financial corruption. 
When combined with an absence of  critical analysis, an over-reliance on 
faulty prognostications, irrational assumptions, and bad arithmetic, the mix 
created a recipe for disaster. yet the “smart guys” claimed everything was 
okay and we were going to be just fine. there was nothing to worry about.

this is the groupthink/herd mentality syndrome. i believe the Gses were 
enablers and catalysts that allowed the subprime business to grow and prosper. 
the times fostered a climate of  complacency based on the assumption that real 
estate values would always go up. it is not a stretch to state that the top exec-
utives at the Wall street rating agencies and at the two most prominent Gses, 
fannie Mae and freddie Mac, wrapped themselves in a blanket of  imprimaturs 
and ex cathedras, meaning that nothing hinders and we are infallible.

as late as 2004, officials still denied the possibility of  problems in the hous-
ing market. speaking on behalf  of  the federal reserve Bank of  new york, 
Jonathan McCarthy and richard Peach asserted, “Home prices have been 
rising strongly since the mid-1990s, prompting concerns that a bubble exists 
in this asset class and that home prices are vulnerable to a collapse that could 
harm the Us economy. a close analysis of  the Us housing market in recent 
years, however, finds little basis for such concerns. the marked upturn in 
home prices is largely attributable to strong market fundamentals.”3 such 
was the groupthink mentality before everything came crashing down.

Gretchen Morgenson and Joshua rosner chronicle the groupthink mental-
ity. Media reports of  potential home buyers engaged in bidding wars, cable 
television pitchmen’s advice on how to get rich by purchasing properties 
with no money down, and loose credit standards invited the participation 
of  amateur speculators. Much of  the get rich quick, no down payment on 
investment properties phenomenon was fraught with fraud.4

the federal reserve Board (the fed) also shares in the blame for the real 
estate meltdown. the fed has two principle charges: first, to manage the 
money supply and second, to maintain wage and price stability. nevertheless, 
in 2006 Ben Bernanke, chair of  the fed, “signaled the institution’s [the fed’s] 

3 Quoted in Morgenson and rosner, Reckless Endangerment, 219.
4 ibid., 219–20.
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disinterest in identifying or reining in asset bubbles.”5 His refusal to take 
action to curb the rapidly escalating housing bubble may have been in part a 
response to the industry and public reaction following the 1992 publication 
of  a study of  discrimination by lenders, conducted by the federal reserve 
Bank of  Boston.6 seen as highly credible, the report gave rise to relaxed lend-
ing standards for underserved markets and a new array of  affordable hous-
ing programs offered by the Gses. Perhaps Bernanke feared that taking any 
action to rein in the housing bubble would trigger a broader response, as 
it did in 1992, that could have negatively impacted the economy as a whole. 
Perhaps he was wrong.

the Boston fed study relied on the Home Mortgage disclosure act, which 
compelled mortgage lenders to report information not only on the loan but 
on the borrowers themselves. even if  a borrower did not want his or her 
race reported, the lender was obligated to guess. the data were used to score 
the bank’s performance under the requirements of  the 1977 Community 
reinvestment act (Cra), which called for banks to lend on properties across 
their entire service area with the goal of  eliminating redlining. Compliance 
with the Cra and a high performance score are critical measurements regu-
lators use when evaluating banks. Using the HMda information, the Boston 
fed study claimed that black and Hispanic loan applicants were far more 
likely to be rejected by banks than were white applicants.7

this report sent a shudder through the industry, for it indicated the ongo-
ing practice of  redlining. While redlining had been instituted and sanc-
tioned under the neighborhood scoring matrix of  the Home owners loan 
Corporation in the 1930s and was a common practice for years, it had been 
outlawed by the Us supreme Court in 1948. even though i had never experi-
enced it in my professional career, i knew it existed. nevertheless, attitudes 
about redlining had changed; most people disapproved of  its use. from a 
business standpoint, it made no sense to decline a minority applicant who 
met the institution’s credit guidelines and had demonstrated the ability to 
repay. not only was turning down a borrower based on race illegal, but why 
would a bank risk losing a customer and not profiting by making a loan? 

5 Quoted in ibid., 226.
6 lynn e. Brown Munnel, James Mceneaney, and Geoffrey M.B. tootell, Mortgage Lending in 

Boston: Interpreting HMDA Data (Boston: federal reserve Bank of  Boston, october 1992).
7 Morgenson and rosner, Reckless Endangerment, 52–53.
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from a public relations and profitability standpoint, engaging in redlining 
was totally illogical.

However, the fact that this study had been done by the Boston federal 
reserve Bank made it highly credible. the study researchers were seen as 
objective and nonpolitical. since 1977 all banks, particularly those actively 
engaged in mortgage banking, were particularly sensitive to meeting their 
Cra goals. the risk of  bad media headlines is critically important to banks; 
none want to be accused of  discriminating. the Boston fed report received 
considerable media attention, resulting in heightened sensitivity, particularly 
among the senior executives at fannie Mae’s headquarters in Washington. in 
the highly charged political environment of  fannie Mae, the report had the 
potential to be highly damaging, and it was.

recognizing the political threat, Jim Johnson, fannie Mae’s chief  execu-
tive officer, seized upon the Boston fed study and began reaching out to 
the housing advocacy groups that were the company’s financial beneficiaries. 
Johnson saw this as an opportunity to expand fannie Mae’s reach, not by 
making more loans but by developing strategies to streamline the home pur-
chasing experience to cut costs.8 some of  these outreach initiatives included 
local partnership offices to serve as focal points to cultivate state and local 
political leadership and build ties with affordable housing groups.

at this juncture, Johnson and his executives began to reshape the credit 
culture of  fannie Mae. His ideas and policies of  “expanding creative financ-
ing” and utilizing other methods to make homeownership more affordable 
became the basis for President Bill Clinton’s national Partners in Homeown-
ership and the fannie neighbors program. Johnson’s successor, frank raines, 
maintained his predecessor’s approach. He was once quoted as saying, “We 
have to keep bending financial markets to serve the families buying the 
homes you [the construction industry] build.”9

in the new world of  more relaxed standards for mortgage financing cre-
ated in the wake of  the Boston fed study, alternative credit histories were 
deemed acceptable. statements from utility providers and other creditors 
could be substituted in lieu of  a credit report. Credit scores based on this 
widened pool of  information had gained full acceptance in the mortgage 

8 ibid., 33–35.
9 ibid., 34–37.
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industry during the 1980s. But from the mid-1990s on, the minimum accept-
able credit score for loan approval steadily declined. as late as 2007 a credit 
score of  500 was acceptable for certain subprime loan products. Prior to that 
time the normal minimum score for a prime loan was 620; scores from 619 to 
581 were considered subprime. Most applicants with scores of  580 and below 
were not approved. taking into account other risk factors such as loan-to-
value ratio, probability of  the borrower’s continued employment, and type 
of  loan, the rate among subprime loans was two times greater than that of  
prime loans granted to those with credit scores of  620 and above. default 
rates among borrowers with a score of  only 500 reached four times those of  
prime borrowers.10

from the 1960s through the 1970s, almost all mortgage loans were based 
on a monthly payment ratio of  25 percent of  gross income, and the total 
debt-to-income ratio did not exceed 33 percent. in the new world of  mort-
gage loan approval, total debt-to-income ratios could rise to 40 percent, and 
in some cases the automated underwriting systems approved ratios as high 
as 60 percent. to assist low-income borrowers who had not been able to save 
money toward a down payment, down payment assistance programs also 
became commonplace. Many local government programs, nongoverment 
organizations (nGos), and family members (with an appropriate gift or 
cash-on-hand letter) were deemed acceptable sources of  a down payment.11

seller-assisted down payment schemes, while not engaged in by fannie or 
freddie, were approved by the fHa. the seller of  the house would raise the 
price and make a “donation” in the same amount to a nonprofit that would 
then provide the funds to the borrower for the down payment. these sell-
er-assisted programs were responsible for a nearly 20 percent default rate in 
the fHa’s portfolio.

after the Boston fed study became public, my company, United Guaranty, 
instituted a thorough review process to ensure that we did not discrimi-
nate against any of  our customers based on their race, gender, age, or any 
other discriminatory qualifier. furthermore, we began discussions with our 

10 Hollis fishelson-Holstine, “the role of  Credit scoring in increasing Homeownership for Un-
derserved Populations,” BaBC 04-12, Joint Center for Housing studies of  Harvard University, 
Working Papers (Cambridge, Ma: John f. Kennedy school of  Government, Harvard Universi-
ty, february 12, 2004), 3–5.

11 Morgenson and rosner, Reckless Endangerment, 37.
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customers who were regulated under the provisions of  the Community 
reinvestment act to verify that our risk profile was consistent with theirs. 
our senior management provided the necessary endorsement to assure 
proper implementation of  our clients’ needs. these face-to-face meetings 
provided an invaluable exchange of  information. one such meeting with the 
chief  credit officer of  a large California bank proved particularly valuable. We 
had access to loan performance data and understood the bank’s commitment 
to particular borrowers and neighborhoods. the products and profiles were 
consistent with prudent risk management, the loans were fully documented, 
and in some cases pre-purchase loan counseling programs were required.

the Boston fed study was a significant event in what would lead to the 
mortgage crisis. the reputation of  the study and the media attention it gar-
nered set in motion a chain reaction with long-term implications. However, 
a year later Forbes magazine, along with a number of  other critics both inside 
and outside academic circles and government, contended that the research 
was flawed. they were correct. one of  the complaints purported that the 
study did not take into account whether an applicant met a lender’s credit 
guidelines.12 Had that information been included, the number of  loan applica-
tion denials based on race versus creditworthiness would have been reduced, 
possibly by a significant amount.

alicia Munnell, the Boston fed’s research director who oversaw the study, 
stated in a 2010 interview that “she never intended her 1992 study to result in 
relaxed lending practices for minorities.” she claimed, “it was not that they 
[bankers] were doing bad things to black people, they were doing nice things 
for white people so when you look at it statistically, race becomes a factor. We 
were never arguing that you should give loans to people who don’t qualify.”13

the role of  the study cannot be understated. dissenting voices arose 
across the political and economic spectrum. they included fM Watch, Peter 
J. Wallison and edward Pinto of  the american enterprise institute, and 
Professor robert shiller of  yale University, who won the nobel Prize for 
economics in 2013. these men shared a concern about rapid inflation and 
deteriorating credit quality and loan documentation. in contrast, a broad 
industry consensus predicted an ever-increasing demand for housing and 

12 ibid., 35.
13 Quoted in ibid., 39–40.
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homeownership among echo boomers. immigration and other changing 
demographics also drove increased demand. lower interest rates added to 
the frenzied speculation that housing prices would continue to climb.

Concerns about a housing bubble were not limited to conservative think 
tanks. Joshua rosner’s study “Housing in the new Millennium: a Home 
without equity is Just a rental with debt” correctly forecast the conse-
quences of  over-leveraged borrowers and an accelerated rate of  foreclosures. 
at the time, others expressed concern about the large amount of  equity 
extraction through refinancing, as well as home equity loans and piggyback 
second mortgages used as a substitute for cash or mortgage insurance.14

an important factor that has not been addressed is the link among lower 
interest rates, generally accepted accounting principles, and the ferocious rate 
of  refinancing. financial institutions that service loans are required to report 
the value of  the income stream as well as the cost of  the acquisition of  new 
loans to the portfolio. the cost associated with that acquisition is amortized 
over the expected life of  the mortgage, generally estimated to be a period of  
five to seven years based on the borrower selling or refinancing the property 
within that time frame. if  the borrower refinances before the forecasted pay-
off date, the servicer must write off  the fee paid for acquiring the servicing 
of  the loan. With the constant churning of  loans through refinances, the ser-
vicer must acquire new loans at a faster pace than existing loans are paid off 
to remain profitable. this accounting treatment can have significant negative 
impacts on earnings. if  the replenishment of  loans cannot keep up with the 
payoffs of  existing loans, then the firm books a loss. to replenish the portfolio, 
the temptation exists to be more aggressive in originating new loans and to 
go further out on the credit curve. Combined with the “expert” groupthink, 
the competition, enabling, encouragement, and incentives created by the Gse 
duopoly through changing guidelines, manipulation of  criteria, and under-
pricing credit risk made the duopoly’s collapse unavoidable.

these organizations completely dominated the market, particularly with 
their automated underwriting systems and the fact that virtually every enter-
prise in the residential mortgage sector was heavily influenced in some way 
by fannie and freddie. these two Gses commanded influential, aggressive, 
and ongoing lobbying campaigns. Both Jim Johnson, who succeeded david 

14 in ibid., 220–23.
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Maxwell as president of  fannie Mae, and frank raines, a rhodes scholar 
who succeeded Johnson, maintained an extremely powerful web of  relation-
ships throughout Washington. through the fannie Mae foundation and 
other initiatives, fannie Mae’s largess found its way into political campaigns 
on both sides of  the aisle. Because of  fannie’s and freddie’s friends in the Us 
Congress, one leveled criticism at his or her peril.

as early as 2000, concerns arose about the operations of  the Gses and the 
potential threat to Us financial stability. especially troubling issues included 
the generous taxpayer subsidies, the implied government guarantee, and the 
companies’ high 30:1 debt-to-equity leverage ratio (a rate double what was 
tolerated for strong aa-rated companies). Many analysts felt this high level 
of  leveraging posed a threat to the Us economy and to taxpayers. several con-
servative think tanks, including the Heritage foundation and the american 
enterprise institute, had been longtime critics of  the housing agencies’ accu-
mulation of  risk. But at the same time there was great support for the social 
missions of  the Gses in many academic quarters and among nonprofits.15

in response to these threats, several major financial institutions formed 
fM Watch to alert policymakers and the media to the danger of  a poten-
tial taxpayer bailout of  the Gses. fM Watch sought to redirect the Gses 
back to their appropriate role of  providing liquidity in the secondary market, 
especially for low-income borrowers. Gerald l. friedman, a renowned and 
respected industry leader who had run the Mortgage Guaranty insurance 
Company, led fM Watch.16

fM Watch’s attack was driven by the monopolistic actions of  the Gses 
to control business practices that enabled them to dominate the pricing 
and distribution of  mortgage products by other players in the market. in 
essence, fannie and freddie threatened to loosen the market discipline of  
their private-sector competition to gain additional market power by using 
their proprietary technology platforms. the use of  those platforms by the 
mortgage finance system would have been permitted by the sanction of  
a “permissible monopoly.”17 in 2001 awareness of  the huge political influ-
ence wielded by the Gses grew within the executive branch, Congress, 
the nGo community, and the industry. that concern was known and 

15 fM Watch, GSE Mission Creep, iii.
16 ibid.
17 ibid., 1.
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acknowledged but rarely verbalized. the fear of  retribution was great. any 
public response to the growing power and influence of  the Gses was care-
fully selected and measured.

not only was fM Watch concerned about the threat to Us taxpayers, it 
was equally worried that fannie and freddie, in their quest for additional 
profit opportunities, would vertically integrate much of  the home buying 
process. their low cost of  capital and favorable tax environment would 
then allow them to enter into related businesses. Contrary to fannie Mae’s 
charter as a secondary market investor and guarantor, it explored the pros-
pect of  direct lending, thus creating a competitive threat to its current stable 
of  customers. in addition, it expressed interest in reaching into the pool of  
discounted mortgage insurance products and the title insurance business, 
which includes real estate and loan closing functions. the opportunity to 
insure mortgages directly presented an appetizing prospect of  a profitable 
revenue stream for both Gses. to facilitate some of  these activities, fannie 
Mae invested in a small startup bank in Buffalo, new york. fM Watch and 
other industry observers characterized this initiative by the Gses as “mission 
creep” to facilitate some of  their diversification activities.

a Congressional research service report in 1996 deconstructed many of  
the operations of  the Gses. the report raised questions about what level of  
government subsidies accrued to home buyers and what amount benefited 
the Gses’ executives and stockholders. to remain profitable and meet the 
requirements of  Wall street analysts, the Gses would have to enter new lines 
of  business. Without expansion, it would be difficult for them to maintain 
their stock prices and average high rates of  return of  25 percent based on a 
near-saturation rate of  70 percent homeownership. as to the real benefit to 
borrowers, the report estimated that about 67 percent of  the subsidy benefit 
reached the american public.18

furthermore, the most powerful strategic threats identified by fM Watch 
were the two technology platforms or automated underwriting (aU) sys-
tems, desktop Underwriter and loan Prospector, initiated in 2001. these 
systems definitely contributed to the housing crash in 2008. the duopoly 

18 ibid., ii–iii; Barbara Miles, “Government sponsored enterprises: the issue of  expansion into 
Mission-related Business,” Congressional research service report for Congress, January 19, 
1999; James l. Bothwell, Housing Enterprises: Potential Impacts of  Severing Government Sponsorship 
(Washington, dC: Us General accounting office, June 12, 1996), 4–7.
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practically forced everyone to use those programs because they would “only 
waive certain contractual requirements and offer extra financial incentives 
on loans run through their own aU systems.”19 the result was that if  the aU 
system approved a mortgage loan, then the mortgage insurance company 
was almost always obliged to insure that loan, and the lender was obliged 
to make the loan. for example, in 2007, as the market continued to weaken, 
applications from borrowers with very low fiCo scores—as low as 500—
were approved, often under pressure from various community groups. yet 
charging a risk premium on these loans became almost impossible for fear 
of  accusations of  violating the disparate impact laws that protect against dis-
crimination. later, when the economy went into recession, many of  those 
same homeowners, approved by aUs that were applying very generous 
guidelines, suffered severe financial damage and lost their homes.

By 2003, the controversy sparked by the efforts of  fM Watch had gener-
ated a furious response from the Gses. Partly in response to the turmoil, the 
Mortgage Bankers association (MBa) formed its affordable Housing task 
force to help establish the industry’s policy on the affordable housing goals 
of  both fannie and freddie. at that time, HUd was ready to amend the 
housing goals, and the industry needed to exercise its influence.

the first reading in preparation for the working group meeting was a 
March 4, 2003, paper written by two economists, G. donald Jud and daniel 
t. Winkler, from the University of  north Carolina at Greensboro.20 it dis-
cussed changes in housing prices, employment, and mortgage rates. the 
paper also forecast that the possibility of  a sharp housing market collapse 
appeared unlikely. this and other studies demonstrated the sanguine deni-
ability of  the deteriorating credit cycle as the goal of  70 percent homeowner-
ship was reached. at a subsequent meeting lyle Gramley, a former federal 
reserve governor and MBa economist, expressed the opinion that a realistic, 
healthy homeownership rate was probably closer to 63 percent. the study by 
Jud and Winkler was not uncommon. Business and trade association econ-
omists were predicting a shortage of  housing given the baby boom echo 
and greater immigration. But because homeownership throughout the past 
century had been seen as constituting wealth accumulation and contributing 

19 fM Watch, GSE, 21.
20 G. donald Jud and daniel t. Winkler, “some thoughts on Housing Markets Cycles,” paper 

prepared for and submitted to the MBa, March 4, 2003.
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to community stability, almost unstoppable momentum was moving toward 
the bubble.

When fannie Mae became aggressive, the industry responded in-kind. 
Given the imprimatur of  the Gses, the sector of  the market outside their 
sphere adapted its policies and programs, with or without credit enhance-
ments or mortgage insurance, to fill in the gap between the 60 percent mar-
ket share controlled by the Gses and the balance of  the market. Because the 
Gses had been given broader scope and leeway, many of  the more aggressive 
programs could in turn be sold in the private mortgage–backed security mar-
ket. they were then sold through the back door to fannie, freddie, and other 
institutional investors on Wall street.21

the evolution of  the private-label mortgage-backed securities market had 
its beginnings in the late 1970s when Bank of  america offered the first issue 
of  conventional loans sold with mortgage pool insurance from a aa-rated 
company. By the turn of  the new millennium the private-label market had 
matured and represented a major outlet for loans that were above the eligi-
bility limit for the Gses.

one element of  the foreclosure crisis has for the most part escaped pub-
lic attention—the role of  the credit rating agencies. standard and Poor’s 
ratings services is the largest and most recognized of  these agencies, but 
Moody’s investors service and finch ratings are equally well-known in 
the financial community. these organizations are paid by the issuer of  the 
security, in this case a mortgage-backed security. the rating agencies’ role 
is to render an opinion on the creditworthiness and risk profile associated 
with the security.

the agencies that perform these evaluations use a risk model rather than 
the analytical profile employed more often to assess corporate and municipal 
debt. a tape with the data is provided by the originators of  the underlying 
loans. in the case of  a mortgage-backed security, they feed data into the risk 
model to determine the possible frequency and severity of  potential losses 
because of  default in the entire pool of  loans. Within these risk models are 
various attributes and assumptions about borrowers’ credit behavior. the 
model compares those loans granted to borrowers with higher credit scores 
and therefore having a lower probability of  default with those of  borrowers 

21 acharya et al., Guaranteed to Fail, 21.
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with low credit scores and then assigns a risk level. Built into the level mod-
el’s analysis are assumptions about price appreciation for the properties that 
comprise the pool. Generally speaking, the categorical attributes in the risk 
model are confidential and proprietary. in providing a credit enhancement 
on a pool of  mortgage-backed securities when mortgage pool insurance is 
used, a minimum of  thirty-five variables of  different weights is used in fore-
casting the probability of  default.

the level model assumptions are confidential, but the industry is aware 
of  some of  the major components. examples of  a hypothetical issue would 
begin with the credit rating of  the issuer. the issuer could be an institution 
such as a bank, a special purpose facility, or a mortgage conduit. Mortgage 
conduits and special purpose facilities obtain loans from numerous origina-
tors and issue a security against the pool of  these loans based on the monthly 
cash flow. these facilities and conduits generally have a sponsor, such as a aa 
or aaa financial services company, and have their own ratings. to achieve 
a minimum aa rating, they must demonstrate adequate capital and experi-
enced management.

other factors affecting the evaluation include the type of  loans contained 
in the loan pool—single-family houses, condominiums, townhouses, or 
some combination. all of  these cases would be conventional loans, meaning 
they are not fHa or va insured or guaranteed. the model also employs a 
weighted average loan-to-value ratio and a weighted average interest rate 
sufficient to cover the costs of  issuance. those costs include loan-level sur-
veillance, trustee fees, and more. Costs of  issue can also include legal and 
accounting fees as well as credit enhancements, such as mortgage pool insur-
ance or a senior subordinated debt structure. the location of  the properties 
covered by the loans is also important. efforts are made to avoid a concen-
tration of  properties in any one market—usually no more than a certain per-
centage in any census tract, community, or neighborhood. if  the issuer is also 
the servicer, that is less complicated than a case in which a separate servicer 
is used. if  there are multiple originators and servicers, a master servicer must 
be hired, rated, and compensated.

While standard & Poor’s (s&P) dominated the market, Moody’s was also 
a significant player. in 2002 Moody’s built a mortgage risk assessment model 
that differentiated among three levels of  data; primary, highly desirable, and 
desirable. Moody’s required only primary data such as “loan-to-value ratios, 
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property zip codes, borrowers’ credit scores and whether a loan was a first or 
second lien” to rate the security.22

the amount of  information in Moody’s primary data category is totally 
insufficient to forecast portfolio default performance. Moody’s did not 
require the submission of  the two other levels of  data; they were seen as a 
supplement to the primary data. some of  the secondary non-mandatory data 
could have helped the security achieve a more accurate and possibly a higher 
or lower quality rating had it been required. such information included the 
borrowers’ cash reserves and disposable income, regardless of  whether the 
borrower was a first-time home buyer, and a history of  bankruptcy or any 
other credit weakness, all of  which are critical in mortgage analysis. further, 
Moody’s did not require information regarding borrowers’ debt-to-income 
ratios. two-income households that are highly leveraged, even with good 
credit scores of  760 and above, have a high propensity to default, particularly 
if  one of  the co-borrowers loses his or her job.

But perhaps the most egregious omissions from Moody’s primary data 
were the type of  appraisal used during the loan approval process and the 
identity of  the company that originated the loan. that information fell into 
the desirable category.23

three approaches to establishing property value—the market, cost, and 
income approaches—are employed in real estate appraisals. an experienced 
mortgage banker could also use a fourth approach by asking, can i sell this 
property for what i have invested in it? Moody’s relied to a great extent on 
lenders who were not included in the company’s risk-level assessment mod-
els and whose appraisals were generated by automated systems, not by an 
appraiser who actually visited the property. such automated valuation sys-
tems can provide context for particular markets, but their information can 
often be outdated and inaccurate. it is difficult to drill down and extract all the 
necessary information to make a solid credit judgment on both the borrower 
and the property. it is even more difficult, in the absence of  a complete file, to 
interpret the data correctly and make a sound credit judgment. automated 
underwriting and decision systems, whether used by credit rating agencies 
or the Gses, are no substitute for experience, insight, and judgment. so, the 

22 Morgenson and rosner, Reckless Endangerment, 160–61.
23 ibid., 160–61.
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assembly of  the underlying mortgages of  the mortgage-backed security could 
suffer from a weak analysis when key risk points are not properly assessed.24

the next key step for the security is to analyze all the players responsi-
ble for gathering the loans from the originator, doing the underwriting, and 
building the data set for the rating agency. depending on the size and asset 
composition of  the pool, each of  the participating institutions, including the 
issuer, needs to have its own rating. this rating must be investment grade 
(aaa, aa, a) to meet international conventions on a financial institution’s 
capital. for the issuer of  a large mortgage-backed security, an important first 
step is to recruit and vet the other partners in the transaction. strong part-
ners are imperative because the important theory in rating agency parlance 
and analytics is to rate the “weakest link,” also known as counter-party or 
third-party risk, in the transaction.

Consider a hypothetical security issue. a firm with a aaa credit rating 
plans to issue a mortgage-backed security based on a pool of  loans in prime 
neighborhoods with stable economies, modest price appreciation, low inter-
est rates, and fully documented files. after the issuer selects all of  its trans-
action partners, an evaluation is made on each of  the participants by a credit 
rating agency, based on the individual ratings. Unfortunately, the insurance 
company that provides a special hazard policy to insure against losses caused 
by a catastrophic storm or wildfire not covered by the homeowners’ policies 
is only rated single a. even though all the other participants have the same 
aaa rating as the issuing firm, the security will only receive a single a rating.

an additional concern for potential investors is third-party risk, one that, 
while not anticipated, might have been foreseen at the time of  issuance as pos-
sibly able to affect the value of  the security in the future. for example, when 
considering the above scenario, a sophisticated investor with a long-range view 
would look at the weakest link, the insurance company, and conclude that a 
hurricane of  Katrina’s proportions could cause the special hazard insurer to be 
downgraded to a B rating, which would be less than investment grade; hence, 
the investor would suffer a marketing loss. needless to say, the investor would 
probably decline investing in that particular mortgage-backed security.

Knowledgeable investors know and recognize that the agencies’ ratings are 
their opinions at a specific moment in time. Unsophisticated investors often 

24 ibid., 162.
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fail to recognize that the assigned rating, particularly on a mortgage-backed 
security, is just one of  many risk factors to consider when deciding to make 
an investment. the investor needs to read and understand the prospectus 
provided by the issuer. the investor must understand that a rating is neither 
investment advice nor a guarantee of  future marketability.

in 2008, as the subprime market began to crash, securities formerly rated 
aaa lost their value virtually overnight. one of  the failures of  the trouble 
asset relief  Program (tarP), which was designed to support the market for 
these securities, was that it could not determine the price and marketability 
of  the securities quickly enough. the market moved faster than tarP was 
able to determine the appropriate level of  support. Consequently, the market 
determined the level of  risk; as a result, the prices of  the securities fell from 
ninety-five cents on the dollar to forty cents to twenty cents on the dollar in 
a matter of  days.

another failure of  Moody’s was that it did not conduct random samplings 
of  the loans in the pools to verify the reliability of  the data the issuers pro-
vided. in fact, the company provided a disclaimer that stated that it had “no 
obligation to perform, and does not perform, due diligence with respect to 
the accuracy of  information it receives or obtains in connection with the 
rating process. Moody’s does not independently verify any such informa-
tion. nor does Moody’s audit or otherwise undertake to determine that such 
information is complete.”25

a number of  other issues existed surrounding the weaknesses and lack of  
discipline of  the credit rating agencies, including their inability to, or lack 
of  interest in, accurately assessing the level of  risk and taking steps early 
enough to spot trouble. they were particularly negligent in assessing the 
credit and accounting weaknesses of  fannie Mae and freddie Mac.

But it was the dominant s&P, not Moody’s, that the department of  Justice 
targeted in a 2013 lawsuit accusing the firm of  defrauding investors by inflat-
ing the ratings of  residential mortgage-backed securities and collateralized 
debt obligations that masked the securities’ actual credit risks.26 Without 
admitting to any legal wrongdoing, s&P, along with its parent company, 

25 ibid., 161–62.
26 department of  Justice, “department of  Justice sues standard & Poor’s,” february 5, 2013, 
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McGraw Hill financial, agreed to a $1.375 billion settlement in february 2015. 
Half  of  the funds were to be paid to the department of  Justice and the other 
half  was designated to be paid to nineteen states and Washington, dC, which 
also participated in the suit.27

When Bank of  america issued its first conventional mortgage-backed secu-
rity, it needed the approval of  one or more bond or credit rating agencies such 
as s&P, Moody’s, or fitch. for debt securities of  any type to be marketable, 
investors require the opinion of  such agencies as to the creditworthiness of  
the issuer and its ability to pay the obligation. for many investors, such as life 
insurance companies, pension funds, banks, and trusts, such debt obligations 
have to be rated investment grade by at least one of  the three credit rating 
agencies. investors seek not only the best yield on a bond but also the highest 
credit quality. the job of  the rating agency is to give an accurate opinion of  
the issuer’s credit quality.

the three agencies apply a standard assessment method based on a mathe-
matical model called a “levels model.” in the case of  a mortgage-backed secu-
rity, it forecasts the level of  performance of  the underlying loans that will cause 
the buyers of  the security to suffer a loss of  principal and interest or otherwise 
impair the value of  the security. for those that provided a guarantee or credit 
enhancement, the use of  the levels model was important for pricing the risk. 
Whether a first loss position on individual loans was purchased or an aggre-
gated feature was used, the analysis proved to be dramatically flawed because 
the groupspeak assumptions were inherently wrong. While i was not directly 
involved in those transactions, i was fully aware that the actuaries in my com-
pany were unable to price the risk because our internal models (which i believe 
were by far the best in the industry) were forecasting a default rate of  nearly 
20 percent in the loan pools. that rate was four to five times higher than the 
normal expected default rate on high-ratio loans, regardless of  whether they 
were insured by fHa or a highly rated (aaa) mortgage guaranty company.

from an insider’s perspective, forecasting models have one serious flaw. 
the analysis assumes that all of  the assumptions on which the models are 

27 Prnewswire, “McGraw Hill financial and s&P ratings reach settlements with doJ,” febru-
ary 3, 2015, accessed february 6, 2015, http://www.prnewswire.com/news-releases/mcgraw-
hill-financial-and-sp-reach-settlement; M. robinson and d. Mclaughlin, “s&P ends legal 
Woes Paying $1.5 Billion fine to Us, states,” Bloomberg Business, february 3, 2015, accessed 
february 6, 2015, http://www.bloomberg.com/news/articles/2015-02-03/s-p-ends-legal-woes 
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based are complete and the numbers are accurate. yet the models lack a way 
to evaluate any level of  fraud or to account for an overreliance on credit 
scores as a measure of  future loan performance. Credit scores measure how 
borrowers have performed in the past but, as we saw during the mortgage 
crisis, they cannot and do not predict future performance. ironically, the 
executive in charge of  one of  the country’s largest servicing portfolios is a 
behavioral psychologist.

the large seller servicers monitor their loan portfolios and measure cer-
tain predictive behaviors to anticipate possible defaults. While job loss and 
illness are major reasons for loan defaults, many borrowers during the late 
1990s and early 2000s became overextended by using their high credit scores 
to access as many as ten or more lines of  credit. eventually, they could not 
meet their obligations and entered foreclosure. the case of  borrowers hav-
ing three lines of  credit when they opened their mortgage and then establish-
ing as many as seven or eight additional accounts to furnish the home and 
maintain a new and better lifestyle became commonplace. some of  these 
factors could have been built into the levels models, but many of  the behav-
ioral patterns, based on past history, could not.

the following case study is, in large measure, typical of  conversations held 
with major national account customers of  United Guaranty in the context of  
extreme conflict in the industry about relationships with business partners at 
the Gses or the mortgage guaranty company.

in the spring of  2001, i had arranged the annual executive dinner with 
one of  our company’s senior executives and the president and chief  exec-
utive officer of  one of  our firm’s largest national accounts, the mortgage 
banking arm of  a large international bank. the Ceo was highly regarded 
and had received a number of  awards for contributions to the industry and 
for his teaching excellence in industry educational programs. Harvard-
educated and disciplined, this executive knew the numbers and how the 
business operated in great detail, particularly the loan servicing operation 
and loss mitigation department functions. the purpose of  our meeting was 
to review our overall relationship and respond to several new initiatives for 
the expanded underwriting criteria for the bank’s Cra portfolio included 
in the renewal of  the annual contract with fannie Mae. He believed that if  
properly executed, these expanded guidelines could be used prudently and 
the credit risk managed.
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it is important to understand the context in which these discussions took 
place. first, because this firm was part of  a large bank, there was significant 
pressure to meet the goals of  the Cra. in addition, fannie Mae exerted pres-
sure on the mortgage company to adopt the expanded guidelines because of  
its status as a major seller servicer. fannie Mae, under the federal Housing 
enterprises financial safety and soundness act of  1992, had agreed to these 
ambitious mission policy goals to support housing for low- and moderate- 
income households, particularly in underserved areas. similar conversations 
and the attendant pressures were exerted every day inside most major finan-
cial institutions, whether they were depository or non-depository mortgage 
lenders. Bank regulators and the Gses had the regulatory muscle and finan-
cial incentives to push the agenda for expanded homeownership opportu-
nities as a matter of  public policy. a system of  incentives and punishments 
ensured the achievement of  those goals. the pressure then partially shifted 
to the mortgage insurance partners to share the risk, without the appropriate 
risk-based compensation.

second, some background on the Cra is important for context. in many 
ways the act is unfairly blamed for financial problems and is generally mis-
understood. simply stated, the goal of  the Cra was to eliminate discrimi-
nation by requiring financial institutions to reinvest depositors’ money back 
into the community from which those deposits were gathered. What is often 
not understood is that the Cra did not require investment in mortgages if  
the policy of  the bank’s board of  directors was not to engage in mortgages. 
But at the time, most banks of  any size offered real estate mortgages, either 
through the bank itself  or through its affiliated non-bank real estate lending 
operations, as a way to satisfy customers’ needs and tie them more closely to 
the bank. offering mortgages also expanded banks’ opportunities to sell their 
Cra loans in the secondary market.

Given the pressure on United Guaranty to assist customers to earn excep-
tional reports from regulators on compliance with the Cra and the Gses’ 
affordable housing goals, we had begun preliminary discussions to determine 
how we might respond to our customers’ needs in a prudent and actuarially 
sound manner. to help them insure loans using the expanded guidelines 
mandated by the Cra and the annual contract with both Gses, we needed 
to know more about the level of  risk we were accepting. the market was 
moving aggressively in a new direction, and we had to deal with it.
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Both fannie Mae and freddie Mac received these affordable housing goals28 
under the federal Housing enterprises financial safety and soundness act, 
and the goals expanded at an increasing rate until roughly 2005. in 2003 the 
aggressive subprime market began to expand with the entrance of  Wall 
street investment banks and other nontraditional mortgage banking firms, 
such as new Century. these firms packaged many of  the high-risk loans into 
securities that found their way back into the portfolios of  fannie and freddie, 
as well as to other yield-hungry investors.

My role as a corporate officer and senior sales executive with a mortgage 
insurance company was to manage the account strategy, seek to balance 
the risk, and maintain a profitable relationship with the client. the role of  a 
mortgage insurance company is to take the first dollar loss on loans with a 
loan-to-value ratio greater than 80 percent. the company insures the lender 
up to a certain percentage of  the loan. typically, the top 25 percent to 40 
percent of  the outstanding loan amount is covered by a mortgage guaranty 
insurance policy. for example, a loan with an outstanding balance of  $100,000 
defaults. the terms of  policy stipulate 25 percent coverage of  the outstand-
ing balance plus related foreclosure costs; in this case, the costs equal $15,000. 
the insurance company will pay the investor 25 percent of  $115,000, or 
$28,750. Just because fannie Mae had negotiated expanded guidelines with 
the lender, it did not necessarily mean United Guaranty would automatically 
adopt those guidelines, particularly if  they were outside our risk tolerance 
parameters. discussions surrounding this and similar topics were carried 
on in the euphoric environment of  increased housing prices, full employ-
ment, and pre-9/11 national security. While all this transpired before the real 
deterioration of  credit quality began, great concern permeated the industry 
regarding Gse mission creep.

in the language of  the industry, the mortgage banker that deals with fannie 
Mae or freddie Mac is a seller servicer. the mortgage banker operates under 
a rather complicated contractual arrangement with the Gse, which spells 
out in great detail how both are to operate. these contracts—written on an 
annual basis—deal with technology interfaces, underwriting guidelines, per-
formance measurements, compliance requirements, and, most important, 
compensation and financial incentives between the two organizations. for 

28 see a list of  the goals in appendix d.
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this particular customer, acceptance of  the expanded guidelines along with 
certain performance measurements could translate into a generous financial 
incentive to the seller servicer. Both Gses capture a portion of  the interest 
rate paid by the borrower and guarantee protection for buyers of  their secu-
rities against loss as a result of  foreclosures, a failure of  the seller servicer, or 
a special hazard risk such as an earthquake or hurricane. initially, the Gses 
kept 0.25 percent of  the interest rate as an insurance premium called a guar-
antee fee, or G-fee. the seller servicer’s G-fee was dependent on its ability to 
make the Gse meet its affordable housing goals. as the duopoly began to 
compete for market share, it contributed by negotiating that fee to almost 
nothing to gain a larger share of  customers’ business; in some cases, G-fees 
were as low as 0.07 percent.

the question is posed, why would you cut prices? the answer is simple; 
the expanded guidelines were a reflection of  the ambitious affordable hous-
ing goals set by the Gses in response to their political masters. in turn, as the 
success of  the Gses in meeting these affordable housing goals increased, so 
did the financial rewards to the organizations’ stockholders, employees, and 
executive compensation packages.

to continue the story of  the customer dinner, i engaged in a discussion 
with the chief  executive officer about how to respond to the expanded guide-
lines in a prudent way. at that point United Guaranty’s president raised the 
issue of  the prolonged credit cycle. We both realized that the nation’s econ-
omy would soon experience a severe contraction, but the question remained, 
when would the cycle snap back and contraction occur? as we know now, the 
housing market continued to expand, particularly in the sun Belt states, and 
housing values continued to rise. at the same time, the credit quality of  large 
numbers of  borrowers began to deteriorate as they added to their total debt 
level through the use of  multiple credit cards.

We watched the prolonged escalation of  real estate values without a cor-
rection for another five years. in addition, we faced a competitive threat 
from so-called piggyback loans. these loans are high-ratio (in excess of  80 
percent loan to value) adjustable-rate second mortgages placed on homes 
in lieu of  mortgage insurance. History from the 1929 stock market crash 
and subsequent Great depression told us that risk stacking (one loan on 
top of  another plus credit card consumer debt) was a prescription for finan-
cial disaster.
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this delayed cycle was a matter of  concern that caused us to pay closer 
and closer attention to our portfolio performance. early payment defaults 
escalated; so did rapid refinances as borrowers cashed out the equity in their 
homes while simultaneously increasing their debt. all of  these were signs 
of  a weakening housing market. We began to step up face-to-face meetings 
with our customers to evaluate whether our opinions and observations rec-
onciled with theirs and determine ways to mitigate our losses.

as more and more frequent requests were made for mortgage insurance 
coverage on the riskier expanded guidelines, another competitive threat 
arose. this time it came directly from the politically strong and media-savvy 
Gse duopoly of  fannie Mae and freddie Mac. as part of  mission creep, they 
began expanding their operations to the point that they started encroaching 
into our business on many fronts. they were seeking ways to get into our 
business and position themselves to capture our income in addition to their 
existing revenue streams. at that time, between 15 percent and 20 percent of  
the conventional mortgage market was in high-ratio privately insured mort-
gages, an area the Gses wanted to access.

the MBa’s policy statement expressed concern about mission creep and the 
need to draw a clear distinction between primary market and secondary mar-
ket activities. the primary market activities into which fannie and freddie 
expanded included being a direct investment lender, owning a minority 
stake in a savings bank in Buffalo, serving as a mortgage insurance or title 
insurance company, and developing a proprietary technology platform.29 the 
Gses argued that offering these other services would lower costs for bor-
rowers. the other side of  the argument was that the Gses were entering the 
primary market, which is disallowed by their charters. When combined with 
their monopolistic nature, such activities would defeat a robust competitive 
market, an essential factor in lowering the cost of  home ownership.

during this time in the 1990s until 2008, the Gses’ power and influence in 
Congress and the executive branch were legendary. for example, through 
the fannie Mae foundation the organization was able to distribute funds 
to numerous local governments, community groups, and nonprofits that, 
in turn, became political allies. in addition, fannie Mae had a superb polit-
ical operation, both in Washington and regionally across the nation. Many 

29 fM Watch, GSE, 25–26.
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members of  Congress found good internships for their college-age children 
at fannie Mae. fannie Mae as well as freddie Mac also made contributions to 
political candidates whose views were shared by the Gses’ executives.

one personal example of  fannie Mae’s reach came from its regional 
office in dallas. it concerned the 1996 Colorado Us senate race between 
Congressman Wayne allard and denver attorney tom strickland. i received 
a call from the dallas public affairs officer, asking for my assessment of  the 
candidates’ campaigns and wondering who i felt would win the race. i told 
him in the interest of  full disclosure that Congressman allard’s father had 
been my first customer in the mortgage business and that i knew the con-
gressman from his time in the Colorado legislature and from my involve-
ment at Colorado state University, of  which allard was a graduate. i told the 
gentleman that allard was quiet and unassuming and that he had been an 
effective member of  Congress. He did his homework, had a superb staff, and 
represented the district well, with excellent constituent service. i predicted 
that allard would win, explaining that “simply stated, many in Colorado 
won’t vote for a seventeenth street lawyer.” that abruptly ended the conver-
sation. on election day the official called me again and said, “What the hell 
is going on with that senatorial race in Colorado? our sponsored enterprise 
exit polls are showing that allard is going to win.” i thought to myself, why is 
he surprised considering our earlier conversation, and, more important, why 
is a Gse conducting exit polls?

fannie Mae could also take revenge on what it perceived as its enemies. the 
fannie Mae foundation funded an enormous number of  affordable housing 
and counseling agency nonprofits. However, criticism of  fannie Mae by indi-
viduals associated with a nonprofit could result in negative consequences. for 
example, a nonprofit affordable housing provider in Colorado had been prom-
ised a substantial grant to complete a financial package for a new urban-style 
multi-family project. some members of  the nonprofit were actively engaged 
in local and national discussions of  Gse reform. suddenly, the fannie Mae 
foundation withdrew its financial commitment, which delayed the construc-
tion of  the project for a year—long enough that it opened in the middle of  
the financial crisis. the nonprofit survived only because of  the intellectual 
strength of  its lenders, staff, and board. a coincidence . . . ?

a second demonstration of  fannie Mae’s reach revealed itself  in early 
2001. the month before, unbeknownst to me and against my explicit 
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instructions, several mortgage banking industry leaders had forwarded my 
name to the Bush transition team committee to be named president of  
Ginnie Mae. i had told them frankly, but apparently not strongly enough, 
that i had given my word to United Guaranty when i accepted the national 
accounts position that i would not seek the Ginnie Mae job (notwithstand-
ing the fact that it had been a long-term career goal of  mine). i felt strongly 
that i could not go back on my word, particularly to the people and com-
pany i admired and respected.

i arrived in my hotel room in the nation’s capital on January 18, 2001. i had 
inauguration tickets and a fistful of  invitations to parties and other events 
over that weekend. the first telephone call i received in my room was from 
a fannie Mae official telling me that my name was on the list for the Ginnie 
Mae position and that if  i gave the word, fannie Mae would go to work 
lobbying on my behalf. Before i could call anyone at United Guaranty to try 
to clear up the misunderstanding, the phone rang again. fortunately, i was 
able to satisfy United Guaranty’s senior management that i had not initiated 
the conversation or approved the action. to this day i am still puzzled about 
what fannie Mae officials knew, how they learned it, and how they got my 
hotel room phone number.
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While not the worst financial crisis in american history, the 2008 Great 
recession has had far-reaching implications beyond the distress to default-
ing homeowners and the permanent damage to the mortgage industry. 
america’s long-held belief  that any problem can be solved by passing 
more laws and regulations was in part the source of  the meltdown. over 
the long run, the thousands of  pages of  new legislation and regulations 
resulting from the 2010 dodd-frank Wall street reform and Consumer 
Protection act will do little to prevent the next foreclosure crisis. another 
world-shaking event such as a terrorist attack, war, a sovereign debt default, 
or the collapse of  commodity prices could impact domestic employment. 
the consequence could well be another foreclosure crisis. While those 
events are unpredictable from a domestic economic policy viewpoint, the 
medication needed to mitigate or inoculate against another financial cri-
sis on the scale of  the Great recession lies in a series of  sound govern-
ment, fiscal, and monetary policies that promote economic growth and 
job creation.
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the foreclosure crisis caused the american tradition of  homeownership 
to come under attack. the precipitous drop in housing prices beginning in 
2007–8 and continuing in many markets into 2015 led many financial planning 
experts to claim that buying a house was not a good investment. admittedly, 
in some cases the critics are correct. yet ownership of  a home is a forced sav-
ings program that leads to stable communities and families. as equity builds 
through appreciation and amortization of  the mortgage, the homeowner 
accumulates wealth and financial security. Historically, many economists and 
members of  the real estate and mortgage industry have viewed home equity 
as a family safety net. the ability to deduct mortgage loan interest payments 
on second mortgages granted by the 1986 tax reform act and the loosen-
ing of  bank regulations on second mortgages effectively removed the safety 
net. the home evolved from a forced savings account into an automated 
teller machine. this aspect of  over-leveraging created numerous problems 
for both first mortgage lenders and financially distressed borrowers seeking 
to restructure their debt obligations.

Prescribing all sorts of  remedies misses the often repeated but overlooked 
point that most home buyers, farmers, and apartment or office building 
owners take their mortgage obligations seriously. they work hard to make 
their payments as long as they have income. Helping them avoid becoming 
over-leveraged and establishing fiscal policies that ensure job growth remain 
the central challenges.

the expansive net of  blame for the 2008 foreclosure crisis spreads far and 
wide. obviously, the activities and programs of  the government- sponsored 
enterprises (Gses) played a big role. so did the credit rating agencies, com-
mercial and investment banking institutions, mortgage bankers, loan origi-
nators, and appraisers. However, not enough has been said about the bor-
rowers’ responsibility. a significant number of  borrowers also drank the 
Kool-aid. the unchecked escalation of  housing prices led many to believe 
they had to jump on the housing ladder right then or forever be left out. 
at the time i agreed with that sentiment because we were all following the 
advice of  the “experts,” even though my gut told me to advance cautiously.

Certainly, the effects of  the collapse of  the real estate bubble created havoc 
in the economy and resulted in the widespread job loss that caused many 
families to lose their homes. all but a few neighborhoods in america felt 
the impact. But many of  those same borrowers engaged in questionable 
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behaviors just as the Gses and others had, albeit on a smaller, individual 
scale. But taken cumulatively, the consequences were devastating. for exam-
ple, after being coached, borrowers misrepresented their financial positions 
and employment prospects. loan originators were known to have said things 
such as “you need to make $100,000 a year to qualify for this loan. you do 
make $100,000 a year, right?” “right.” Most borrowers who followed such 
clues and overstated their income eventually got into financial trouble.

Many borrowers also failed to read the application before they signed. 
federal law, included at the bottom of  the application form used throughout 
the industry (form 1004), admonishes borrowers not to lie or misrepresent 
themselves and clearly states the federal penalties for doing so.

since 1965, the mortgage process has become more and more complex. 
However, the experience of  home buying for the purchaser has not changed, 
even after two minor and two major recessions. When buying a home, most 
borrowers continue to be interested in knowing the answers to just three 
questions:

1. How much will my payment be, and when is it due?

2.  How much money do i have to bring to the closing?

3. What is my interest rate?

they exhibit little interest in whether the loan will be assumable by a 
future borrower if  they sell the property, whether any prepayment penalties 
apply, or what the process would be if  they get behind in their payments. 
i found the lack of  home buyers’ interest in investigating and understand-
ing the mortgage product to which they were obligating themselves very 
disappointing.

Wells fargo, Citicorp, and Bank of  america have predictive models that 
track loan performance in an effort to intervene and prevent a foreclosure. 
these institutions and others have been conducting behavioral psychology 
studies for many years, beginning long before the foreclosure crisis. But even 
after a risk has been identified, the challenge of  getting a borrower to respond 
remains. in the period 2007–10 institutions mailed cellular phone certificates 
and offered gift certificates and other benefits to encourage troubled borrow-
ers to call and seek assistance. the majority did not respond.

notwithstanding reports in the media, mortgage servicers—those who 
collect the payments, forward the funds to the investor, and pay the taxes 
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and insurance premiums—go to extraordinary efforts to contact borrow-
ers and help them avoid foreclosure because, as we saw during the Great 
recession, the consequences can be far-reaching. families who lose their 
homes experience major dislocation from which many never recover. the 
mortgage banker loses money even if  there is mortgage insurance from the 
fHa or a private company. a foreclosure leaves a vacant and abandoned 
property. if  several foreclosures occur in close proximity, the neighborhood 
often enters a downward spiral of  blight and decay. local governments 
lose property tax revenue, resulting in reduced services, and schools suffer. 
everyone loses.

the sad truth is that many borrowers go into denial and do not respond 
to mail, telephone calls, or direct contact from door knockers. regrettably, 
many foreclosures and much long-term credit damage can be avoided by 
simply contacting the mortgage servicer early. in Colorado in 2007–9, fore-
closure notices were nailed to the doors of  delinquent properties with the 
number of  the foreclosure Prevention Hotline. (the hotline was an initiative 
of  the Colorado foreclosure Prevention task force.) that action resulted in 
a number of  calls, and a corresponding number of  borrowers were helped.

Beginning in 2006, the industry learned that many borrowers who had 
gone into default had tended to consume whatever savings they had after 
the loan was closed. While job loss is an important factor in loan default, 
overextension of  credit became another major contributor. Many borrowers 
binged on their credit cards to furnish their new homes. Most began with 
a car loan and maybe two credit cards with reasonable balances when they 
obtained their mortgage. But within months they may have obtained up to 
ten additional debt obligations through major credit cards, individual store 
credit cards, or new car loans. eventually, borrowers may have obtained a 
second or third mortgage in a futile effort to stay in their homes.

Much discussion continues regarding the effectiveness of  borrower edu-
cation provided through both pre- and post-purchase counseling. Unfortu-
nately, the topic does not lend itself  well to the kind of  statistical research 
with control groups common in most areas of  medicine and pharmacy. in 
many cases the data reach very contradictory conclusions because of  the 
inability to establish a large enough population of  buyers who receive coun-
seling to compare against a similarly sized control group that did not receive 
counseling. Certainly, the more education available to the borrower, the 
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better the chances for success. regrettably, many borrowers who become 
sixty days’ delinquent do not have adequate financial resources to prevent 
an ultimate foreclosure.

one of  the early signs of  impending trouble was the Gses’ removal of  
home buyer counseling from their Community Mortgage programs. the 
Gses also removed the requirement that borrowers maintain a six-month 
cash reserve after closing. Presumably, the dodd-frank reforms have addressed 
those issues. However, the regulations promulgated new rules for borrower 
disclosures that are significantly more complex than the prior ones. the reg-
ulations took years to write and in the early stages did not provide borrowers 
with information that was both clear and meaningful.

Prior to the equal Credit opportunity act of  1974, the principal borrow-
er’s income alone was used for loan approval. now, in the case of  a couple, 
both incomes are generally used to qualify. in some instances that means the 
co-borrower, who often has the weaker probability of  continued employ-
ment, presents an additional element of  risk. Because of  the difficulty of  pre-
dicting income stability over a long period, the need to maintain a cushion of  
at least six months’ payments in reserves is prudent.

sometimes, bad decisions lead to a loss of  income. one homeowner i tried 
to help at a legislator’s town meeting had a good job with a good company 
but did not like his immediate supervisor. His wife, a stay-at-home mom, 
cared for their two small children. in addition to some credit card debt, he 
had purchased a new, large four-wheel-drive truck. Without any forethought 
he abruptly quit his job before finding a new one at a time when the unem-
ployment rate was skyrocketing. i watched as the couple drove away from 
the meeting. the recognizable fear on the wife’s face at the prospect of  los-
ing her home is a lasting memory.

in another case, utilizing its own resources and the efforts of  a local tele-
vision station, the Colorado foreclosure Prevention task force was able to 
help a troubled borrower meet the requirements of  the loan modification 
program. as in the previous case, small children and a stay-at-home mom 
became ensnared in a set of  tragic circumstances. Because the media cov-
ered the story about the couple’s success in obtaining the modification, the 
husband’s first wife was able to successfully claim for unpaid child support 
from the funds he had accumulated to meet the terms of  the modification. 
an earlier intervention and a full disclosure of  all the facts might have been 



300 tHe Crisis  of 2007—bACkground, CAuses,  And lessons

sufficient to prevent this family from being dislocated. these are unfortunate 
cases, with so many lives permanently damaged.

these stories provide a tragic contrast to many who try to game the sys-
tem. Unscrupulous and clever individuals often find ways to manipulate the 
system. some have claimed they do not know who their lender is or that they 
do not understand the terms of  their mortgage. others challenge the lend-
er’s right to foreclose, and they manipulate the court system with endless 
delays. they all test the limits of  patience and fairness.

But the fact remains that some borrowers commit fraud. When attempt-
ing to buy their dream house, many misrepresent their financial position. 
this was particularly true in the case of  stated income and stated asset 
loans, known in popular industry parlance as liars’ loans. the program 
description for these loans did not require verification of  income or assets, 
leaving the door wide open to fraud; and many borrowers did take advan-
tage of  that opportunity. lenders can verify income directly with the irs, 
so phony tax returns are one method of  fabricating income. Copies of  
bank investment account statements are harder to manipulate, but it hap-
pens. Many checks and balances have been put in place to catch fraud, but 
none are foolproof.

the approval method used for liars’ loans was definitely preferable to fill-
ing out a typical application with fraudulent statements in regard to income 
and assets. yet while liars’ loans may only be appropriate in very limited cir-
cumstances, they created a huge opportunity for fraud and misrepresentation 
and ultimately played a large role in the foreclosure crisis. as discussed above, 
unethical loan originators, brokers, and real estate agents sometimes encour-
aged borrowers to lie about their assets and liabilities on their applications. 
in misstating such information, all involved parties were breaking federal law 
and became subject to prosecution, fines, and imprisonment. regretably, few 
who engaged in such behavior were caught and fewer still were prosecuted. 
ironically, as early as the 1970s the fBi began aggressively investigating lend-
ers and borrowers who were misstating incomes so they could participate in 
the fHa 235 program.

the heated real estate market also created an open invitation for criminal 
elements. interestingly, a mortgage fraud ring operated out of  the Colorado 
state Penitentiary. the participants were caught and successfully prose-
cuted; they are still serving their sentences. in another case an international 
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criminal ring completely fabricated not only the borrower but the property 
as well. this phenomenon is not limited to certain individuals, institutions, 
and local rogues. in one of  my former accounts, an employee was paid by a 
criminal fraud ring to fabricate fictitious files. His actions caused my firm to 
lose millions of  dollars.

While the nation’s attorneys general have been pursuing mortgage fraud 
by loan originators and brokers, little effort is given to prosecuting borrow-
ers who have committed mortgage fraud. More media attention to borrower 
fraud would have a chilling effect on the behavior of  those committing such 
acts. the guilty borrowers share some, if  not equal, responsibility for the 
foreclosure crisis as a consequence of  their bad behavior.

yet despite all the negative publicity and media attention regarding the fore-
closure crisis, the desire for homeownership remains strong. it has become 
ingrained in americans’ dna. an editorial in the november 29, 2014, edition 
of  the New York Times stated that despite the decline in the homeownership 
rate, from slightly over 70 percent in 2004 to 64 percent in 2014, the number 
of  owner-occupied homes remained approximately the same during that 
period. the article also stated that occupancies by renters increased by nearly 
25 percent. Much of  that gain can be attributed to a dramatic demographic 
shift as well as population growth. yet some of  the increase in renters is an 
obvious result of  the dislocation and loss of  homes through foreclosure.1

the editorial states that notwithstanding the financial crisis and the 
decline in housing values, the net worth of  homeowners over time has out-
paced that of  renters because of  the forced savings for a down payment 
and the buildup of  equity from the monthly amortization of  the mortgage. 
it argues that the lesson from 2008 is not to devalue homeownership but 
instead to foster conditions under which the middle class can avoid fore-
closure.2 However, the editorial neglects to mention that financial illiteracy 
remains a national problem.

regardless of  the complicity of  borrowers, first among the many prob-
lems of  the 2008 crash and post-recession years was and continues to be the 
lack of  regulatory oversight and enforcement of  existing laws and regula-
tions. flawed policies and incentives sanctioned and even encouraged the 

1 editorial Board, “Homeownership and Wealth Creation,” New York Times, november 29, 2014, 
sr8.

2 ibid.
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irresponsible behavior among subprime lenders and the Gses that damaged 
homeowners and institutions alike. the term moral hazard had its modern 
debut in the late 1990s. Called a “get out of  jail free card” by some, almost all 
of  the bad behavior went unpunished. there were financial consequences 
for some individuals, but nearly all of  them escaped the punishment they 
deserved. the executives of  enron were among the few who were tried, con-
victed, and sent to prison.

the media also bears some of  the blame. With the exception of  the Wall 
Street Journal, the media has failed to report on the activities of  those both 
inside and outside the industry and government and chose to ignore the 
warnings regarding the fiscal and financial stability of  the industry and of  
fannie and freddie in particular. the media’s relative silence is inexcusable. 
the unbridled growth of  subprime mortgages is very sad and speaks again 
to a moral weakness in Us society. yet where is the punishment? subprime 
loans, properly underwritten and serviced, can be of  great benefit to bor-
rowers with less than pristine credit. they provide those borrowers with 
an opportunity to move into america’s ownership society. However, those 
loans must be managed carefully. they require almost constant monitoring 
to track their performance. strong personal intervention with the borrower, 
even before the loan becomes delinquent by just thirty days, is required for a 
subprime loan to be successful.

across several presidential administrations, independent agencies and orga-
nizations inside and outside government—such as the Government account-
ability office, the Congressional Budget office, and the Us department of  
the treasury—pointed out weaknesses in the oversight and management of  
the housing Gses, especially fannie Mae and freddie Mac. Conservative and 
liberal Washington think tanks—including the american enterprise institute, 
the Heritage foundation, the financial services roundtable, and fM Watch—
had been sounding the alarm since the early 1990s. the Brookings institution 
and the Center for responsible lending also expressed concern about some 
of  the emerging trends, particularly those involving subprime loans and 
other predatory financing products.

the inattention of  both major and minor players neglected the first rule 
of  mortgage banking, which is to provide a good investment to the investor 
and in doing so to provide the best product and service to the consumer. 
the mortgage banker’s fiduciary responsibility is to do the utmost to protect 
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the investor’s best interests from the closing to the payoff  or, in rare cases, 
through a foreclosure and sale of  the property. if  the banker does the best job 
for the investor, he or she will also do the best job for the consumer.

like many of  his predecessors, President George W. Bush believed home 
ownership created wealth and contributed to a stable economy. therefore, 
he supported an initiative to raise the Hispanic and african american home-
ownership rate by at least 10 percentage points. When he took office, the 
ownership rate for these two groups stood in the low 40 percent range. Bush 
hoped to raise that number to the mid-50 percent range. to help accomplish 
his vision of  an ownership society, Bush supported and signed the american 
dream downpayment act in 2003 to provide lower-income borrowers with 
money for mortgage loan down payments and closing costs.3 But his push 
for expanded home ownership may have given some the false impression 
that the administration served as an enabler and therefore was not in favor of  
increased oversight and regulation of  the Gses.

in reality, the administration was a strong advocate for oversight reform, 
and the concern became greater after the revelation of  the Gses’ account-
ing scandals and their inability to produce accurate financial statements. the 
president refused to nominate appointees to fill the vacant seats on fannie 
Mae’s board, hoping his inaction would get congressional bipartisan atten-
tion and alert Wall street and the credit rating agencies to the problem. the 
republican Us senate also sought Gse reform, but the political opposition 
was too difficult to overcome.

deregulation has often been cited as one of  the primary causes of  the 
Great recession, but the issues are mixed. Clearly, passage of  the Graham-
leach-Bliley act in 1999 was ill-advised. it repealed the parts of  the Great 
depression–era Glass-steagall act that had barred commercial banks from 
the investment banking and insurance businesses for over sixty years. this 
opened the door for major mergers and acquisitions that created a number 
of  mega-sized financial holding companies. Citigroup, established by the 
merger of  Citicorp and travelers Group, led the way, bringing into its fold 
multiple subsidiaries so it could provide its customers with banking, securi-
ties, and insurance services. Graham-leach-Bliley also placed oversight of  
these holding companies in the hands of  the federal reserve. Considering 

3 Mark M. Zandi, Financial Shock: A 3600 Look at the Subprime Mortgage Implosion, and How to Avoid 
the Next Financial Crisis (Upper saddle river, nJ: ft Press, 2009), 151.
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fed chairman alan Greenspan’s aversion to regulation, preferring instead to 
let the market police itself, this, too, proved to be a mistake.4

History has taught us that it is ill-advised to borrow short and lend long. 
long-term fixed-rate mortgages present serious portfolio management prob-
lems for deposit-based institutions because of  the volatility of  interest rates. 
although a small fraction of  loans last for their entire thirty-year term, the 
vast majority are prepaid through either a sale of  the property or refinancing 
when interest rates fall. yet economist Mark Zandi and other observers of  
the financial crisis failed to recognize that all deposit-based financial institu-
tions, whether banks, thrifts, or credit unions, have limited appetites to hold 
deposit-based, long-term fixed-rate mortgages in their portfolios. these insti-
tutions and the american consumer benefit greatly from participating in the 
world’s capital markets. that explains why mortgages, typically bundled into 
mortgage-backed securities, are traded in the capital markets to institutional 
investors and do not rely on deposit-based lending. through most of  their 
history, bank regulators have barred banks from real estate lending activities 
to protect depositors and avoid unsound lending practices.

other observers believe the Basel ii accords, an international treaty 
that sets risk-based capital standards for banks, was another enabler. this 
agreement establishes global standards and minimum requirements for the 
amount of  capital banks must hold to cover credit or investment losses by 
category or level of  risk. in addition, arcane accounting rules were employed 
to evaluate various loans, investments, and securities. Basel ii allowed for 
lower capital requirements based on the credit rating agencies’ assessment 
of  the borrower’s financial strength. the questionable creditworthiness of  
some institutions and the flawed analyses by rating agencies allowed for an 
investment grade rating of  aaa on private-label mortgage-backed securities, 
making them eligible for purchase by even the most conservative investors. 
Consequently, the capital requirements of  Basel ii incentivized banks to sell 
off  their mortgages and invest in mortgage- backed securities that offered 
very attractive yields. But the true risk of  those securities, which often con-
tained high-risk subprime loans, was often disguised and minimized.5

4 ibid.
5 ibid., 119–20.



305Observations and Lessons Learned (or Not)

the widely held belief  that selling off  mortgages in the capital markets 
relieves the seller of  responsibility is patently false. if  the loan is sold to one 
of  the Gses and goes into default, the mortgage banker is, more likely than 
not, forced to repurchase that loan. these so-called put backs have become 
epidemic in recent years. it is not uncommon to have a loan “put back” on the 
seller after five or six years from a borrower with a perfect payment record 
and no history of  late payments or default. in such instances an auditor may 
have found a “defect” that had no effect on the borrower’s ability to repay. in 
one such case, an auditor disputed the calculation of  a co-borrower’s income 
and required the lender to buy back the loan. another example that could 
result in a repurchased loan would be an appraiser’s inaccurate analysis of  a 
property’s neighborhood.

another area subject to intense scrutiny and criticism has been the role of  
financial derivatives such as credit swaps and off–balance-sheet structured 
transactions. these instruments and structures are critically important in 
maintaining the thirty-year fixed-rate mortgage because they transfer the 
risk of  holding a long-term fixed-rate mortgage to an investor who is willing 
and able to accept the interest rate risk. this is particularly critical for many 
members of  the american middle class, who need the insurance and comfort 
of  an amortized, fixed-term, fixed-rate mortgage.

during my years of  teaching at the school of  Mortgage Banking i would 
ask my students, what is the coolest, newest, and most innovative mortgage 
program available that is best for the consumer? they often gave one of  
two answers—the pay-option adjustable-rate mortgage (arM) or an inter-
est-only loan. the correct answer is the fHa thirty-year fixed-rate mortgage. 
virtually all of  the “new” products have been tried at one time or another 
throughout modern mortgage banking history. the thirty-year fixed-rate 
loan has stood the test of  time and become the staple home financing tool. 
However, it is unique in the world. the only other country that offers the 
same loan structure is denmark. the thirty-year fixed-rate mortgage offers 
the middle-class home buyer a long-term, stable payment that gradually 
builds equity over time.

But while this loan product provides great benefits to borrowers, it car-
ries multiple risks for investors. Bethany Mclean and Joe nocera explain 
these risks:
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though a thirty-year fixed mortgage may seem simple to a borrower, mort-
gages come full of  complex risks for investors. thirty years, after all, is a long 
time. in the space of  three decades, not only is it likely that interest rates 
will change, but—who knows?—the borrowers might fall on hard times and 
default. in addition, mortgages come with something called prepayment risk. 
Because borrowers have the right to prepay their mortgages, investors can’t 
be sure that the cash flow from the mortgage will stay at the level they were 
expecting. the prepayment risk diminishes the value of  the bond [mortgage].6

another consideration is the risk of  having to reinvest the funds in a lower–
interest rate environment if  the mortgagee pays off  the loan prematurely. the 
borrower has enjoyed the benefit of  a stable, fixed payment over time while 
retaining the option to get out of  the mortgage while the investor—an insur-
ance company, pension fund, or other—has no option. Because the terms 
of  a thirty-year fixed-rate loan give the prepayment option to the borrower, 
financial engineers on Wall street began devising ways to minimize interest 
rate risk to investors by tailoring the cash flows through mortgage-backed 
securities. investors could be partially insulated by creating various deriva-
tives. By breaking up the cash flows into tranches or portions, the borrower 
still gets a long-term fixed-rate loan, but the cash flows meet the needs of  
short-term money market funds, investors seeking five- to seven-year protec-
tion, and long-term bond buyers.

it is critical to understand this transfer of  both credit and interest rate risk. 
the bank or the mortgage banker who sells the loan operates under a com-
plicated set of  warrants, pledges, and requirements in the contract with the 
purchaser of  the loan relative to the quality and due diligence of  the bor-
rower. if  the loan suffers a first payment default, fraud is almost always the 
cause. in general, if  a loan experiences an early payment default or a defect 
is discovered, even if  discovery occurs years later, the originating lender is 
obligated to repurchase the loan. for many years some investors would buy 
these loans at a sharp discount and either hold them or sell them to a “scratch 
and dent” investor. the latter investors evaluated the risk and determined 
whether the defect was material; in most cases they could correct the defect. 
after 2008 the number of  investors who would buy these loans decreased 

6 Bethany Mclean and Joe nocera, All the Devils Are Here: The Hidden History of  the Financial 
Crisis Portfolio (new york: Penguin/Portfolio, 2010), 7.
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significantly, and now the originating lender often finds it difficult to resell 
such loans.

another factor that contributed to the mortgage crisis was the increased 
use of  credit scores as a measure of  consumer credit risk. their use continues 
to be an important tool in making a creditworthiness decision but should 
not be relied upon exclusively. a credit score is a predictive model, based on 
past history, that demonstrates over time how consumers have handled their 
credit. Credit scores range from a high of  850 to a low of  450. the higher the 
score, the better the creditor. in general, through 2009 a credit score below 
620 was considered subprime; anyone with a score above 700 was consid-
ered a prime borrower. However, each lender set its own risk threshold levels, 
and many lenders used their own internal predictive models with mortgage 
loans, applying proprietary attributes of  credit, income stability, appraised 
value, and local real estate markets to predict loan performance. studies have 
shown that loans granted to borrowers with credit scores between 580 and 
619 experience default rates two times greater than loans to those with credit 
scores of  620 and above.7 no one should have been surprised by the esca-
lation of  foreclosures and the free fall of  real estate markets following the 
boom in subprime loans.

However, one reform in 1989 removed the safety and soundness regulation 
of  the savings and loans from the federal Home loan Bank to the newly cre-
ated office of  thrift supervision (ots) in the department of  the treasury. 
But once again the regulator continued to fail in its oversight of  the thrift 
industry. the failure of  seattle’s Washington Mutual savings Bank, an old 
and respected community institution, is a classic example. its rapid and unre-
strained growth coupled with its entry into the subprime business created 
a recipe for collapse. By its very nature, the relationship between regulator 
and regulated contains tension. the regulator needs to fully understand the 
enterprise it is regulating, understand and appreciate its business model, and 
interpret the regulations according to the law. therefore, safety and sound-
ness examinations should be conducted by seasoned professionals.8

7 fishelson-Holstine, “role of  Credit scoring,” 276.
8 “Housing finance: Potential reforms to Mortgage Markets,” Budget Model (Philadelphia: 

Penn Wharton University of  Pennsylvania, november 22, 2016), accessed May 9, 2017, http://
www.budgetmodel.wharton.upenn.edu/issues/2016/11/14/housing-finance-potential-reforms 

-to-mortgage-markets.
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as stated earlier, prior to 2003 fannie and freddie’s duopoly set the stan-
dard utilized by most investors as evidence that the Gses’ market share was 
approximately 65–70 percent of  home mortgages written in the country 
throughout the 1990s. However, beginning in 2007, their share increased, 
reaching a peak of  nearly 95 percent in 2009. By 2014 it had declined to an 
estimated 75 percent.9 regardless of  whether the loans were eligible for pur-
chase by these two Gses, their standards became the roadmap for, and estab-
lished the protocols of, the industry. Because the two agencies controlled 
such a large market share and were the beneficiaries of  private mortgage 
insurance, they held significant clout over the mortgage banking industry 
and their approved seller servicer lenders. the publishing of  fannie Mae’s 
underwriting criteria was seen and applied by the industry as gospel, “the 
10 Commandments of  underwriting.”10 according to a General accounting 
office (Gao) report to Congress, the Gses’ “federal ties caused investors to 
behave like insured depositors who believe their investments to be very safe.”11 
Both factors contributed to the meltdown of  the real estate market that trig-
gered the Great recession.

When the affordable housing goals expanded in response to actions taken 
by the department of  Housing and Urban development (HUd) and the Us 
Congress, fannie and freddie adopted more aggressive business practices, 
which created an unexpected paradox—lower interest rates in the capital 
markets. Consequently, to increase the revenue on their portfolios, both 
Gses bought lower credit quality products within parameters the computer 
models asserted were safe from loss yet gave both agencies a higher yield to 
compensate for the higher risk. this paradox enabled the creation of  the sub-
prime opportunity and allowed others to enter the low end of  the housing 
market with aggressive products that were unsuitable for middle-class wage 
earners. this, too, contributed to the real estate collapse and the broader 
economic catastrophe.

in 2005 speculative buying began to demonstrate cracks in markets such 
as Boston and san diego. flippers—speculators who purchase properties 
and then improve their appearance with new paint, appliances, and other 

9 ibid.
10 acharya et al., Guaranteed to Fail, 21.
11 General accounting office, Government Sponsored Enterprises: The Government’s Exposure to Risks 

(Washington, dC: General accounting office, 1990), 9.
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relatively minor upgrades—found that the properties began to stay on the 
market for longer periods. a slight upward move in interest rates caused 
some borrowers, particularly flippers, to default.12

in general, most borrowers nearing default will try to preserve their home. 
However, that is not necessarily the case for properties with subprime loans, 
investment properties, and second homes. Many of  these borrowers have 
little financial investment in the properties. if  they find themselves strug-
gling to make the payments on their primary residence, they will have little 
reservation about letting go of  the second home or the investment property.

some adjustable-rate loan products also contributed to the foreclosure 
crisis. for example, a 2–27 arM began with a payment based on a low 

“teaser” interest rate that lasted for two years. then the loan’s interest rate, 
and the corresponding monthly payment, was routinely adjusted upward 
over a relatively short time frame until it reached the prevailing interest 
rate. Many of  these loans were used to finance fix and flip purchases and 
other speculative ventures. debt-to-income ratios were aggressive; and 
for two-income households any change in job, income, marital status, or 
health, as well as death, could cause the borrower to march right to the 
sheriff ’s foreclosure sale.13

another mortgage product, the pay-option arM, a World savings product, 
is a classic example of  a loan program that is sensible for only a very limited 
number of  sophisticated borrowers. like the 2-27arM, it begins with a low 
teaser rate. But this loan allows the borrower the option of  making the full 
monthly payment or paying a lesser amount; the difference is then added to 
the principal. this is an example of  negative amortization. if  the borrower 
elects to continually pay the minimum, the borrower’s equity can evaporate 
in a short period of  time. Both Washington Mutual and World savings pro-
moted this product heavily. during the initial evaluation of  this product for 
World savings, i was told that it was designed especially for upper-income 
borrowers, such as engineers and similar professionals. it was not intended for 
a typical small business owner-operator such as the proprietor of  a nail salon.

When the principal stockholders and owners of  Golden West financial, 
the parent company of  World savings, perceived a change in the real estate 

12 Zandi, Financial Shock, 16.
13 ibid., 16–17.
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market, the institution sold to Wachovia Bank. as the real estate markets 
collapsed and the negative amortization erased any equity in the properties, 
borrowers began to default en mass. Wachovia was so greatly weakened that 
the regulators merged this well-established southern bank into Wells fargo.

Wachovia’s strategy had been to buy a West Coast retail banking net-
work, which World savings provided. the apparent lack of  a thorough due 
diligence examination of  World’s operation resulted in disaster. instead of  
Wachovia gaining a national presence through a profitable acquisition, the 
red ink flowed and the outcome was a regulatory takeover.

Washington Mutual offered the same product and had the distinct honor 
of  being the largest bank failure in american history. it was taken over by 
J. P. Morgan Chase. during the time i managed account relationships with 
both World savings and Washington Mutual, it became apparent that World 
savings was always looking to diversify and manage its mortgage credit 
risk with its selected partners. for many years, both World savings and 
Washington Mutual maintained solid credit discipline, but, like many other 
institutions, they too drank the Kool-aid. they believed that given the pop-
ulation growth and demographic changes, the housing market would con-
tinue to expand and demand would remain robust for many years.

so, what can be done to avoid many of  these problems in the future? if  a 
philosopher king ruled over mortgage banking, he would order a number 
of  measures to better serve the consumer/borrower, the mortgage investor, 
and the Us taxpayer. Unfortunately, there are as many prescriptions and rem-
edies as there are industry observers.

solutions

Voluntary Loan Modification and Principal Write-Downs

Mark Zandi recommends a number of  options, many of  which have 
been adopted by the dodd-frank legislation and the Consumer financial 
Protection Bureau (CfPB). yet many of  his recommendations are not new; 
they have actually been industry practice for the past 150 years. others such 
as a national judicial foreclosure law are totally impractical and damage both 
the industry and consumers. Colorado’s unique public trustee system, which 
provides consumer protection with a judicial review, is a major contributing 
factor to the state’s housing recovery beginning in late 2012.
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a related contributor to the foreclosure crisis of  2008–12 is the 1986 tax 
reform act, signed into law by President ronald reagan. the act eliminated 
the deduction of  interest on all consumer loans except first and second mort-
gages. no longer could consumers deduct the interest they paid on car loans, 
credit cards, and other consumer debt. as a consequence, consumers looked 
for other ways to finance their larger purchases, and commercial banks grad-
ually gained additional authority to make more aggressive second mortgage 
and home equity loans.

Beginning in the 1990s, homeowners could use the equity in their prop-
erty as an automated teller machine. they extracted the equity value of  
their homes not just for home improvements but also to pay for education 
expenses, vacations, cars, and other expensive items. at the time, no one 
seemed to recognize the magnitude of  the problems that could and did arise 
from these borrowing practices. as property values began to decline, overex-
tended homeowners had little alternative other than entering into foreclosure. 
together these two factors, overextended borrowers and declining property 
values, helped create a huge moral hazard and a major financial crisis.

When homeowners became overextended by accessing their home’s equity 
that action impacted savings. the savings rate reached a twenty-five-year low, 
falling from 12 percent in the early 1980s to 0 percent by 2006. in fact, with 
the increased borrowing through home equity loans and credit card debt, the 
estimated savings rate for lower- and middle-income households dropped to 

–10 percent, resulting in reduced net worth and negative equity.14 a problem 
that created enormous difficulty in developing programs to help distressed 
homeowners, such as the fHa secure and Hope now programs, was caused 
by second mortgage lenders who were reluctant to modify or subordinate 
their position and their unwillingness to allow loan modifications.15

a voluntary mortgage write-down program, in which a portion of  the 
principal is written off  or forgiven and the remainder is reamortized, can 
greatly benefit troubled borrowers, but each case must be judged individually. 
remember that the investor is dealing in some measure with the savings of  
individuals and families, so write-downs should be used sparingly. forgiveness 
of  principal is an indirect gift from a saver to a borrower. Credit-savvy 

14 ibid., 218.
15 ibid., 194–95.
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investors know and understand such workouts. the challenge is to avoid a 
moral hazard by creating an environment that gives borrowers the option to 
leverage the benefits of  increasing equity and thereby accumulate more debt 
or to easily walk away when the market turns and housing prices fall.

Zandi points out that while there is no easy solution, many of  the available 
remedies for troubled mortgages involve a commitment by the government 
to provide taxpayer funds. those who have such mortgages should not rely 
on government policy, however. instead, the servicer, after a thorough exam-
ination of  the troubled borrower’s ability to meet the terms of  a loan mod-
ification that reduces the principal amount owed, should make an informed 
recommendation to the investor regarding the borrower’s prospects of  meet-
ing his or her obligations under the new arrangement with the investor. the 
reality was that many troubled borrowers were unable to meet the terms of  
their modification during the years of  the Great recession.16 often, those 
borrowers failed because their loan modification only reduced the interest 
rate; the modification did not reduce the principal to match the decline in 
property values.17

Home Buyer Counseling, Consumer Education, and Financial Literacy

the home buying process can be daunting, confusing, and a total mystery 
even to the most sophisticated buyers. the amount of  regulation and the 
number of  required disclosures have increased manyfold since the passage of  
dodd-frank and the establishment of  the CfPB. the question remains, do 
borrowers understand the documents they are signing and the obligation to 
which they have committed themselves for the next thirty years?

Zandi makes a strong argument for financial literacy and home buyer edu-
cation. Most members of  the financial service industry agree that personal 
financial management should be a mandatory part of  all high school curricu-
lums and should be taught long before an individual acquires a student loan, 
a car loan, or the bigger responsibility of  a home loan.18

16 ibid., 233.
17 ibid., 195.
18 ibid., 236–37.
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Beginning with the widespread use of  counseling in the early 1970s, it 
has become an article of  faith in the industry that counseling does work. 
the research institute for Housing america (riHa) funded a study to look 
at the benefits of  counseling to determine the success and failure of  such 
programs. the resulting riHa paper was a study of  studies and reached the 
conclusion that research on the “effectiveness of  counseling remains under-
developed.” the original goal of  the programs was based on the assump-
tion that education and information from a trusted source (HUd) would 
improve decision making and the ability to deal with issues that limit the 
borrower’s ability to repay.19

HUd and the neighborhood reinvestment Corporation along with mort-
gage lenders and foundations have been financially supportive of  home-
ownership education. along with home purchase, foreclosure, and default 
counseling (also known as post-closing counseling), programs also exist for 
housing rehabilitation, reverse mortgages, and homelessness.

Pre-purchase homeownership counseling was a key part of  most commu-
nity mortgage programs from the 1990s into the period 2003–5, when the pro-
grams were dropped by the Gses for competitive reasons. at that time the 
programs began to change direction toward default counseling and foreclosure 
prevention.20 sometimes these pre-purchase counseling efforts were done late 
in the process, immediately before closing. often, they lacked substance and 
were used only to comply with program guidelines; they provided little else.

However, the successful foreclosure prevention activities of  the Colorado 
Housing and finance authority (CHfa) are impressive. Because of  its busi-
ness model and corporate structure, the organization has a key advantage 
over many lenders in that it knows its borrowers and can contact them 
quickly when signs of  delinquency arise. CHfa can then implement strate-
gies to keep its borrowers paying and in their homes.

Consumer Protection

Prior to dodd-frank and the CfPB, multiple agencies existed at the fed-
eral, state, and local levels to oversee the operations of  the residential 

19 Collins and o’rourke, Homeownership Education, 7.
20 ibid.
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mortgage banking industry. depository institutions fall under the purview 
of  the department of  the treasury and the federal deposit insurance 
Corporation. national banks are overseen by the office of  Comptroller 
of  the Currency, while the office of  thrift supervision regulates savings 
institutions. the federal reserve system, the states’ attorneys general, 
and state banking authorities, along with product-specific regulatory agen-
cies such as HUd, the federal trade Commission, and the securities and 
exchange Commission, all regulate residential mortgage finance in one 
jurisdiction or another.

HUd, through its various agencies including the fHa, Ginnie Mae, and 
now the federal Housing finance agency, exercises considerable power 
as a regulator. as much as these agencies oversee and regulate the mort-
gage industry and its business practices, the contractual relationships with 
fHa, fannie Mae, and freddie Mac serve as hands-on “regulators” of  the 
day-to-day activities of  the mortgage banking operation. notwithstanding 
the corporate structure—bank, thrift, credit union, or insurance company—
the Gses impact every aspect of  the enterprise. all of  these agencies were 
charged with the regulation, oversight, and ultimate protection of  mortgage 
consumers and their institutional investors.

the Great recession changed all that. in 2010 Congress passed, and the pres-
ident signed, the dodd-frank Wall street reform and Consumer Protection 
act. this legislation created two agencies designed to prevent a repeat of  the 
2008 financial crisis. the first is the financial stability oversight Council. the 
council’s role is (1) to examine the market and search for potential systemic 
or catastrophic risks to the economy and (2) to avoid the possibility of  a “too 
big to fail” bailout. the act further requires institutions to develop a plan for 
their own liquidation in the event of  another crisis.21

second, and more important for the mortgage industry, the creation of  the 
Consumer financial Protection Bureau marked a major change. the bureau 
operates as an independent agency under the federal reserve umbrella, 
which eliminates congressional control and oversight. it also has extensive 
powers to oversee and regulate virtually every aspect of  the mortgage indus-
try. yet because the CfPB has no oversight, its regulations are not vetted 

21 Mitchel Kider, Michael Kieval, and leslie sowers, Consumer Protection and Mortgage Regulation 
under Dodd Frank (new york: thomson reuters/Westlaw, 2013), 3.
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by the office of  Management and Budget. its unlimited authority, lack of  
transparency, and zero accountability to Congress have caused great con-
cern to many inside and outside the industry. With literally thousands of  
pages of  regulations affecting every facet of  mortgage lending, it will take 
several years and another housing cycle to truly assess the CfPB’s effective-
ness. in the meantime, the process of  obtaining a mortgage will be more 
costly, time-consuming, and cumbersome.

one of  the new rules promulgated by the CfPB is designed to protect bor-
rowers. lenders, notwithstanding the safe harbor provisions that set lending 
guidelines, must now determine and in fact “predict” the borrower’s ability 
to repay—a worthy and prudent but unattainable goal. nevertheless, if  a 
loan enters foreclosure and it is determined that the lender did not exercise 

“proper due diligence” in establishing the borrower’s ability to repay, the bor-
rower may sue to have any related foreclosure vacated.

the first high-profile consumer adversely affected by the new CfPB was 
former federal reserve chairman Ben Bernanke. one rule of  the CfPB, enti-
tled “the ability to repay,” delineates in great detail the processes a lender 
must employ to determine a potential borrower’s ability to repay based on 
his job history. the rule states that the lender can face liability if  he or she 
has made an error in determining the borrower’s ability to repay, and the 
recourse for the borrower is to have a foreclosure set aside. one requirement 
for a self-employed person is a verifiable two-year history of  financial success. 
Chairman Bernanke applied for his refinance a few months after his term at 
the fed ended. His new career as a consultant had just begun. Unfortunately, 
he had not established a two-year pattern of  financial success in his new role 
and therefore was declined by his lender.

the CfPB has great authority to levy fines and penalties against lenders for 
noncompliance with the aforementioned ability to repay rule. However, that 
rule is only one small part of  the innumerable regulations to which institu-
tions are required to adhere for compliance purposes.

aftErmath

Fannie and Freddie: A Eulogy

Conservatorship has put fannie and freddie on life support until Congress 
exercises their do not resuscitate clauses. While these two enterprises 
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operate under their independent regulator, the federal Housing finance 
agency (fHfa), and provide income to the treasury, their final disposition 
is not clear. numerous ideas exist about how big or how small the role of  
government should be within the housing finance system. Questions remain 
about the scope of  the taxpayer guarantee and the level of  any future poten-
tial bailout or replacement of  either agency. How much private capital can 
move into the space formerly occupied by fannie and freddie, should they 
disappear and under whatever circumstances, is also unknown. Clearly, a 
conflict exists if  the fHfa is also charged with setting standards and goals 
for affordable housing.

in 2014 senators tim Johnson, a democrat from south dakota, and Mike 
Crapo, a republican from idaho, sponsored legislation that would have 
phased out fannie and freddie and replaced them with a new government 
agency. the proposed new federal agency, the federal Mortgage insurance 
Corporation, would have issued the same guarantee function to investors 
that fannie and freddie do today. it would not have held a portfolio of  mort-
gages, although it would have had an affordable housing component aimed 
at low-income and underserved markets. However, many senate leaders 
voted against the Johnson-Crapo Bill because they felt the affordable housing 
component did not go far enough.

Had the bill been approved, the regulatory role of  the fHfa would have 
become part of  the federal Mortgage insurance Corporation. the corpo-
ration would have had the authority to set capital standards and regulate 
mortgage insurance companies and mortgage originators. Johnson-Crapo 
called for the phasing out of  fannie and freddie over a period of  five years. 
they were to be replaced with what is characterized as a securitization plat-
form that would have resembled the current fannie and freddie conduits or 
special purpose entities.

Unlike the current architecture of  fannie and freddie, the platform would 
have assumed no interest rate or credit risk. it would have issued securities, 
managed cash flows between servicers and investors, and performed master 
servicer and bond administrative functions, including surveillance and qual-
ity control. Private issuers would have had access to the platform. it would 
also have set industry standards on data and would have functioned as a 
utility. Cost savings would have been achieved by consolidating fannie and 
freddie’s backroom operations and removing portfolio management from 
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the federal Mortgage insurance Corporation’s activities when the liquida-
tion was completed.

other proposals call for regional institutions much like the national mort-
gage associations proposed in the 1934 national Housing act. others have 
suggested reconfiguring the federal Home loan Bank system, a quasi retreat 
to the original purpose of  freddie Mac.

Resurrection of  the GSEs

to use an automobile analogy, why would people replace broken-down 
vehicles (fannie and freddie) with an unproven new, expensive, and possi-
bly high-maintenance vehicle (federal Mortgage insurance Corporation) if  
they already have a perfectly good second vehicle (Ginnie Mae) in the garage? 
Hiring and staffing a new government agency and building a new regulatory 
structure from scratch would be counterproductive and a needless expendi-
ture of  taxpayer dollars.

a program floated in the first decade of  the twenty-first century, Ginnie 
Mae Choice, incorporates many of  the ideas of  the federal Mortgage insur-
ance Corporation without building a new bureaucracy. fannie and freddie, 
as currently constituted, would be phased out in an orderly disposition over 
five years. Many of  their systems and staff  could be merged into organiza-
tions trimmed to meet the new mortgage-backed security system. in addi-
tion, the full faith and credit of  the Ginnie Mae guarantee would stay in place. 
Guarantee fees would remain the same, and there would be a band of  fHa 
insurance above any lower-level, first dollar lost, private mortgage insurance. 
as currently anticipated, a lower-cost, leaner guarantee system would be 
established that would be limited to credit risk that could be more accurately 
determined; interest rate risk, the cause of  fannie Mae’s insolvency in the 
1980s, would be eliminated.

in a 2002 study conducted by susan M. Wachter on behalf  of  freddie Mac, 
Wachter clearly states her opposition to Ginnie Mae Choice yet acknowl-
edges the substantial benefits of  Ginnie Mae as a single guarantor. referring 
to the program, she claims that it “brings a high degree of  standardization of  
products and securities available, limits both the types of  mortgages and the 
types of  systems of  securities eligible for credit enhancement, reduces infor-
mation costs for investors and creates more liquid markets. standardization 
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generally reduces investors’ uncertainty and would tend to create more liq-
uid markets and further reduces the investors’ exposure to credit and sys-
temic risk.”22

in terms of  being a prudent safety and soundness regulator overseeing 
the fHa, a new guarantor of  mortgage-backed securities should be totally 
independent. if  Ginnie Mae Choice, the federal Mortgage insurance Corpo-
ration, or something similar is revived as the eventual replacement for the 
Gses, then this agency needs to avoid duplication and maintain functional 
independence from inside the department of  the treasury.

ConCluding thoughts

through these pages we have told the story of  the men and women of  the 
mortgage banking industry beginning in the years following the Civil War. 
We have covered their progress to the present day as they have made sig-
nificant contributions to america’s businesses, individuals, and families—
whether on the farm or in cities. Hundreds of  thousands of  professionals in 
the mortgage banking industry work every day to represent the best interests 
of  consumers and mortgage investors. in doing so, they provide a valuable 
service. as former MBa president frederick P. Champ stated, “their [mort-
gage bankers’] success or failure depended upon the exercise of  sound judg-
ment in their efforts to bring the distant investor and local borrower together, 
to the end that ownership of  real property might rebound to the benefit of  
all parties concerned.”23

to this end, policymakers must understand that thousands of  pages of  new 
forms, regulations, and penalties cannot repeal the laws of  nature, science, 
and economics. for borrowers in western Kansas who suffered through the 
droughts of  the 1890s and the 1930s, for those who suffered through the Great 
depression or the recessions of  the 1980s that affected detroit’s auto industry 
and the oil patch states, those regulations and forms printed on mountains 
of  paper would not have prevented the ensuing foreclosures. the real chal-
lenge is to understand and manage risk and, when the inevitable happens, to 
respond quickly to help distressed borrowers and preserve investors’ capital.

22 susan M. Wachter, “GnMa Choice: the Public Policy issues,” FreddieMac, accessed october 11, 
2014, http://www.freddiemac.com/news/pdf/gnma_0318.pdf, 12.

23 frederick P. Champ, untitled, Mortgage Banker (november 1970): 139.
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economic cycles, like the weather, are largely unpredictable. What is known 
is that loan performance is based on the borrower’s employment and earning 
capacity. the loss of  a job, a divorce, death, or a catastrophic health inci-
dent are virtually impossible to predict. Pages of  regulations, laws, and pen-
alties will not change the future except possibly to limit the opportunities for 
future generations.

that is why Miles Colean, respected housing economist, policymaker, and 
consultant to the MBa, accurately summarized that mortgages are risky.





epilogue
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this book could be classified under multiple genres—personal memoir, real 
estate finance, and several subcategories of  history, principally western and 
economic. However, it is mostly a saga of  people searching for a place of  
their own and the people who financed them. Place matters; it is critical to 
personal, family, and community identity and for both financial security and 
social stability. this book is a discussion of  the evolution of  an industry from 
agricultural lending on the frontier and urban real estate investment during 
the pioneer era to the quest for homeownership that emerged in the late 
nineteenth century and continues to this day. at the center of  this story is the 
critical role of  mortgage bankers in making development and home owner-
ship possible.

during the second half  of  the twentieth century, the citizens of  Colorado, 
particularly denver, witnessed in quiet amazement the almost imperceptible 
changes in land use in the varying areas of  downtown. redevelopment found 
new purposes for older office buildings, hotels, and warehouses. some found 
new life as residential properties, some were converted to retail, others were 
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revamped into newer, more modern (at least on the inside) office spaces. 
new buildings stand in the place of  some of  the dusty vacant lots whose 
prior highest and best use for eight sundays every fall was parking for fans 
attending denver Bronco games. Gentrification has transformed neighbor-
hoods, perhaps the most prominent being the Highland neighborhood just 
across the south Platte river from lower downtown.

sorely missed is elitch Gardens, the summer home of  some of  america’s 
greatest bands, and the elitch theater where douglas fairbanks, sarah 
Bernhardt, and tyrone Power were among the earliest performers to take 
the stage. others followed, including Grace Kelly, robert redford, and lana 
turner, with the final performance starring victor Borge. But change also 
brings many delights. in 1996, after elitch Gardens had reopened in its cur-
rent location, Perry rose llC, a real estate development firm, purchased 
the property where the original park stood under the condition that elitch 
theater and the carousel’s shell be preserved; they remain and stand as the 
centerpiece of  the new Highland urban community.

Coors field, home of  the Colorado rockies baseball team, replaced a 
property i managed in the 1960s. in 2007 it hosted game three of  the World 
series. light rail has made accessing the city’s sports and entertainment 
venues easy and affordable. residents from across the metro area leave their 
cars behind to attend baseball games at Coors field; hockey games, basket-
ball games, and a host of  other events at the Pepsi Center; and Bronco 
football games at sports authority field. another main stop for the light 
rail system is the denver Center for the Performing arts, where a number 
of  venues offer a wide variety of  concerts, plays, comedy shows, and other 
entertainment. redevelopment has made downtown denver more vibrant 
than ever.

Union station was the highlight of  2014 for denver’s lodo neighborhood. 
its restoration marks another triumph for historic preservation. the original 
Union station, built by the Union depot and railroad Company, opened in 
1881, eleven years after the first train rolled into denver. Until then, each of  
the six railroads that serviced denver had had its own station. the complex 
that connected those individual stations was quickly rebuilt following a fire 
in 1894 that destroyed much of  the main building. in 1912 Union station’s 
owner, the denver Union terminal railway Company, a private partnership 
created by the independent railroads serving denver at that time, started a 



323Epilogue

remodel that took two years to complete. the end result was the building 
that still stands at the end of  seventeenth street.1

in 1958 stapleton international airport displaced Union station in having 
the greatest volume of  arriving and departing passenger traffic. as americans 
gravitated to faster airline travel and the major railroads serving denver aban-
doned passenger service, Union station declined. eventually, amtrak became 
the nation’s primary passenger railroad. the denver and rio Grande Western 
railroad (the rio Grande) continued to operate the California Zephyr as the 
rio Grande Zephyr three days a week until daily service was restored when 
amtrak took over the route. other than the occasional resurrection of  a pas-
senger excursion, such as the ski train from denver to Winter Park or the 
Denver Post Cheyenne frontier days special train, the glory days of  the rail-
roads are gone forever, having become just a fond memory for those who 
experienced the heyday of  railroading.

With the demise of  passenger train service, Union station might have been 
demolished, just as many other historic buildings succumbed to the wrecking 
ball of  urban renewal. However, the efforts of  denver’s historic preservation 
community were rewarded when the property was approved for inclusion on 
the national register of  Historic Places. during the late 1970s the owner, the 
Union terminal railway Company, invested $300,000 to renovate the office 
spaces surrounding the main waiting room, known as the Great Hall. a few 
years later the company spent another $100,000 to repaint the Great Hall and 
re-gild the chandeliers.2

Journalist Bill Hemingway characterized Union station as a “jilted 
bride” after the Greyhound and trailways bus companies built a separate 
bus terminal.3 the bride stood waiting at the altar hoping the concept of  
becoming a regional transportation hub that had lingered through various 
proposals for nearly twenty years would reappear. in 2001 the regional 
transportation district (rtd) purchased Union station and the following 
year began work on a master plan. three years later the plan determined 
that “denver Union station will be a multimodal transportation hub of  
international significance and a prominent and distinctive gateway to 

1 Bill Hemingway, “rebirth of  lower downtown,” Empire Magazine of  the Denver Post, July 12, 
1981, 15.

2 ibid.
3 ibid.
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downtown denver and the region.” the plan combined regional bus and 
rail service.4

the intergovernmental agreement that resulted in rtd’s purchase of  
Union station and its 19.5 acres went beyond the creation of  a multimodal 
transportation hub. it called for a mixed-use redevelopment that would create 
a twenty-four-hour activity Center. the agencies involved included rtd, the 
City and County of  denver, the denver regional Council of  Governments, 
and the Colorado department of  transportation. they selected the Union 
station neighborhood Company as a master developer for the $500 million 
project. the plan called for 2,000 new apartments, a 400-room hotel, and 
850,000 square feet of  office and retail space. the project spurred additional 
investment and excitement in the neighborhood.5 today, the Great Hall 
serves as the hotel’s lobby.

the project received a $300 million federal grant from the Us department 
of  transportation to help fund the development of  the regional light rail 
system and the heavy rail commuter tracks that will eventually provide 
service to denver international airport and other front range communi-
ties. additional funding was provided by rtd following voter approval of  
the fast tracks light rail plan in 2004, “one of  the largest single mass transit 
expansion programs in the country.”6

Preservation, redevelopment, and changing land use have not been limited 
to denver or even to urban areas. land trusts, businesses, foundations, and 
nonprofits, in partnership with local and state governments, are using var-
ious tools of  conservation finance to preserve farms and working ranches 
along with valuable watersheds and wildlife habitats. the Great outdoors 
Colorado trust fund, financed largely from the proceeds of  the state’s lot-
tery, has provided $2.5 billion for recreation, parks, wildlife, and open space.

although this book, part memoir and part history, spans 150 years, we rec-
ognize some obvious omissions. We did not discuss the establishment and 
importance of  real estate investment trusts, sovereign wealth funds, and 

4 denver Union station Project authority, “Union station Master Plan,” accessed March 3, 2015, 
http://www.denverunionstation.org/index.php?option=com_content&view=article&id=60 
&itemid=48.

5 Union station neighborhood Company, “the History: timeline,” accessed december, 1, 2015, 
http://unionstationdenver.com/history/#/timeline.

6 ibid.
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other global investment funds. We only briefly discussed a few of  the area’s 
new town developments while virtually ignoring the Platinum triangle, 
stapleton, and fitzsimmons redevelopments—multi-billion-dollar infill proj-
ects that contributed to the transformation of  the region. these are beyond 
our scope to speak about authoritatively. Perhaps someone else will tell their 
story. We acknowledged other subjects that deserve considerable attention, 
but we could not explore them in depth. We apologize if  our omissions have 
left anyone in a lurch.

the amount of  public and private capital coming into Colorado proj-
ects now exceeds the scope and grandeur of  the rocky Mountains, whose 
resplendent vista we embrace across the front range and from every angle 
as we travel throughout the state. the continued investment in Colorado 
results from the hard work of  the men and women of  the real estate finance 
industry and matches the stature of  Pike’s Peak and the other Colorado 
mountains that soar into the state’s endless sky.
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this is a summarization of  information taken from the department of  
Housing and Urban development (HUd) website portal.hud.gov. follow the 
links to single family, healthcare programs, and multi-family for more com-
plete information about these and other loan programs.

national housing aCt of 1934, as amEndEd

singlE-family programs

titlE i

homE and propErty improvEmEnt loans

Provides mortgage insurance on loans for alterations and repairs and for site 
improvements of  single-family homes, including manufactured homes. loans 
on multi-family structures are limited to building alteration and repairs; they 
cannot be used for site improvements.
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titlE ii

sECtion 203(B) mortgagE insuranCE 

for onE- to four-family homEs

insures mortgages made by qualified lenders to people purchasing or refi-
nancing a primary residence. insured mortgages can be used to finance the 
purchase of  new or existing one- to four-family housing, as well as to refi-
nance debt. down payment can be as little as 3.5 percent. Maximum allowable 
mortgage amount can vary by location.

poWErsavEr pilot 203(k) loans

allows eligible home buyers and homeowners access to low-cost financing 
when they include energy-saving upgrades with their home improvement 
project. the energy-efficient upgrades must cost at least $3,500 and can 
include a variety of  items, such as an HvaC system, windows, insulation, 
caulking, and solar or other renewable technologies.

strEamlinEd 203(k) mortgagE

allows home buyers and homeowners to finance the purchase or refinancing 
of  a house and include up to an additional $35,000 in their mortgage to repair, 
improve, or upgrade the property. Home buyers can make their new home 
move-in ready by remodeling the kitchen, painting the interior, purchasing 
new carpet, or making other improvements. Homeowners can make prop-
erty repairs and improvements or prepare their home for sale.

sECtion 203(k) rEhaB mortgagE insuranCE

enables home buyers and homeowners to finance the purchase or refinancing 
of  a house and the cost of  its rehabilitation through a single mortgage or to 
finance the rehabilitation of  their existing homes. the property must be at 
least one year old, and the cost of  the rehabilitation must be at least $5,000. 
the extent of  the rehabilitation may range from relatively minor (though 
exceeding $5,000 in cost) to virtual reconstruction as long as the existing foun-
dation system remains in place.
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sECtion 235 singlE-family program

this program provided an interest subsidy for low-income borrowers. the 
fHa subsidized the amount of  interest charged under the rate dictated by 
the terms of  the loan to as low as 1 percent. for example, if  the loan was 
written at 8 percent and the borrower qualified for enough assistance to pay 
only 1 percent, fHa would pay the balance, in this case 7 percent. Borrowers 
were required to re-qualify annually. the program was replaced by section 8 
housing vouchers.

sECtion 237 homE BuyEr CounsEling program

this program, designed for first-time home buyers, requires pre-purchase 
counseling and additional counseling for delinquent or defaulting borrowers. 
it also requires counseling for borrowers applying for fHa reverse mortgages.

sECtion 8 housing ChoiCE vouChEr program

the section 8 voucher program assists very-low-income families, the elderly, 
and the disabled in affording decent, safe, and sanitary housing in the private 
market. Public housing agencies determine a payment standard that is the 
amount generally needed to rent a moderately priced dwelling unit in the 
local housing market and that is used to calculate the amount of  housing 
assistance a family will receive. eligible families can then find any housing, 
including the unit they reside in currently, that meets the program standard. 
However, the payment standard does not limit or affect the amount of  rent a 
landlord may charge or the family may pay. a family that receives a housing 
voucher can select a unit with rent below or above the payment standard. the 
housing voucher family must pay 30 percent of  its monthly adjusted gross 
income for rent and utilities; if  the unit rent is greater than the payment stan-
dard, the family is required to pay the additional amount. By law, whenever 
a family moves to a new unit where the rent exceeds the payment standard, 
the family may not pay more than 40 percent of  its adjusted monthly income 
for rent.

eligible properties: single-family homes, townhouses, and apartments.
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sECtion 248 insurEd mortgagEs on indian 

rEsErvations and othEr rEstriCtEd lands

the 248 Program provides for fHa-insured loans to low- and moderate- 
income native americans to buy, build, or rehabilitate houses on indian land. 
these loans are fundamentally the same as regular section 203(b) loans except 
that they are only available to native americans on indian land. Up to 97 per-
cent of  the purchase price can be financed.

although the tribe is not a party to the mortgage, the program cannot 
operate without the tribe’s active participation because there are program 
requirements that must be satisfied by the tribe before the fHa will insure 
mortgages on the reservation.

eligible borrowers: any native american who wants to live on indian land 
and intends to use the mortgage property as the primary residence and who 
meets the standard fHa credit qualifications.

eligible properties: any existing single-family home, including fHa-
approved manufactured or mobile homes and new construction. the prop-
erty must meet the property standards required by the fHa, including water, 
sewer, and electrical systems. if  new construction, the plans need to be 
approved by the fHa.

homE Equity ConvErsion mortgagEs for sEniors

also known as reverse mortgages, fHa’s Home equity Conversion Mortgage 
(HeCM) program is designed to supplement seniors’ income by converting 
the equity they have accrued in their home into a lump-sum cash payment or 
a series of  periodic payments.

Borrower eligibility requirements: at least one of  the homeowners (if  a 
couple) must be age sixty-two or older, have paid off the mortgage or paid 
down a considerable amount, and be currently living in the home. the bor-
rower cannot be delinquent on any federal debt and must continue to make 
timely payment  of  ongoing property charges, such as property taxes, insur-
ance, and homeowners’ association fees. the borrower must also participate in 
a consumer information session given by a HUd-approved HeCM counselor.

eligible properties: single-family homes, including one- to four-unit prop-
erties, units in HUd-approved condominium projects, and fHa-approved 
manufactured homes.
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fha multi-family housing and hEalthCarE 

faCilitiEs finanCing programs

sECtion 207—mortgagE insuranCE for rEntal housing

Provides mortgage loan insurance to finance the construction or rehabili-
tation of  a broad range of  rental housing. section 207 mortgage insurance, 
although still authorized, is no longer used for new construction and substan-
tial rehabilitation. it is, however, the primary insurance vehicle for the section 
223(f ) refinancing program. Multi-family new construction and substantial 
rehabilitation projects are currently insured section 221(d)(4) programs. the 
intent of  the program is to increase the supply of  quality, reasonably priced 
rental housing for middle-income families.

eligible properties: new construction, substantial rehabilitation, semi- 
detached walk-up or elevator-type structures with five or more units.

sECtion 207—mortgagE insuranCE for 

manufaCturEd homE parks

Provides mortgage loan insurance to facilitate the construction or substantial 
rehabilitation of  multi-family manufactured home parks. the intent of  the 
program is to promote the creation of  manufactured home communities by 
increasing the availability of  affordable financing and mortgages.

sECtions 207/223(f)—mortgagE insuranCE for purChasE 

or rEfinanCing of Existing multi-family rEntal housing

Provides mortgage insurance to facilitate the purchase or refinancing of  
existing multi-family rental housing. Properties requiring substantial reha-
bilitation are not eligible for mortgage insurance under this program. the 
program allows for non-critical repairs that must be completed within twelve 
months of  loan closing. the program allows for long-term mortgages (up to 
thirty-five years) that can be financed with Government national Mortgage 
association mortgage-backed securities.

eligible borrowers: for-profit and nonprofit borrowers.
eligible properties: must contain at least five residential units with complete 

kitchens and baths and have been completed or substantially rehabilitated at 
least three years prior to the date of  the application for mortgage insurance.
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sECtion 220—mortgagE insuranCE for 

rEntal housing for urBan rEnEWal and 

ConCEntratEd dEvElopmEnt arEas

Provides mortgage insurance for multi-family housing projects in urban 
renewal areas, code enforcement areas, and other areas where local gov-
ernments have undertaken designated revitalization activities. it provides 
good-quality rental housing in urban areas that have been targeted for overall 
revitalization. the program has statutory mortgage limits.

eligible borrowers: private profit-motivated entities, public bodies, and 
others who meet HUd requirements for mortgagors.

eligible properties: new construction or rehabilitation of  detached, semi- 
detached, row, walk-up, or elevator-type rental housing or to finance the pur-
chase of  properties that have been rehabilitated by a local public agency.

sECtion 221(d)(4)

Provides mortgage insurance to facilitate the new construction or substantial 
rehabilitation of  multi-family rental or cooperative housing for moderate- 
income families, the elderly, and the handicapped and for multi-family prop-
erties consisting of  single-room–occupancy (sro) apartments. it assists pri-
vate industry in the construction or rehabilitation of  rental and cooperative 
housing for moderate-income and displaced families by making capital more 
readily available. it also encourages construction or substantial rehabilitation 
of  single-room apartment buildings, thus enabling people with very limited 
incomes to find clean and safe housing. the program allows for long-term 
mortgages (up to forty years) that can be financed with Government national 
Mortgage association mortgage-backed securities.

eligible properties: new construction or rehabilitation of  detached, 
semi-detached, row, walk-up, or elevator-type rental or cooperative housing 
containing five or more units and the new construction or substantial reha-
bilitation of  projects consisting of  five or more sro units, with no more than 
10 percent of  total gross floor space dedicated to commercial use (20 percent 
for substantial rehabilitation projects).

eligible borrowers for multi-family rental properties include public profit- 
motivated sponsors, limited-distribution entities, nonprofit cooperatives, 
builders-sellers, investors-sponsors, and general mortgagors. Borrowers for 
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sros include nonprofit organizations, builders or sellers teamed with a non-
profit purchaser, limited-distribution entities, profit-motivated firms, or pub-
lic agencies.

sECtion 231

Provides mortgage insurance to facilitate the construction and substantial 
rehabilitation of  multi-family rental housing for elderly persons (sixty-two or 
older) and persons with disabilities. However, few projects have been insured 
under section 231 in recent years; developers have opted to use section 221(d)
(4) instead.

eligible borrowers: private profit-motivated developers and nonprofit 
sponsors.

eligible properties: new construction and substantial rehabilitation of  
detached, semi-detached, walk-up, or elevator-type rental housing designed 
specifically for elderly or handicapped individuals consisting of  eight or more 
dwelling units.

sECtion 232

Provides mortgage insurance for residential care facilities to finance the pur-
chase, refinance, new construction, or substantial rehabilitation of  such facil-
ities for the frail elderly.

eligible properties: nursing homes, assisted living facilities, and board and 
care facilities for the elderly.

sECtion 236 multi-family program

as in the section 235 single-family program, the fHa would subsidize the 
interest rate down to 1 percent, and the sponsor, typically a local housing 
authority, would have to re-certify the property annually. the loans had terms 
up to forty years.

sECtion 242

Provides mortgage insurance for acute-care hospital facilities ranging from 
large teaching institutions to small rural critical-access hospitals.
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sECtion 542(C)

enables HUd and state and local housing finance agencies (Hfas) to provide 
new risk-sharing arrangements to help those agencies provide more insur-
ance and credit for multi-family loans. the program provides credit enhance-
ment for mortgages for multi-family housing projects whose loans are under-
written, processed, serviced, and disposed of  by Hfas. HUd and Hfas share 
in the risk of  the mortgage. the program also provides full fHa mortgage 
insurance to enhance Hfa bonds to investment grade.

eligible borrowers: investors, builders, developers, public entities, and pri-
vate nonprofit corporations or associations.
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Glossary of  Mortgage and  
real estate–related terms

doi: 10.5876/9781607326236.c020

Most of  these definitions were taken from albert santi and James newell’s 1997 En-
cyclopedia of  Mortgage and Real Estate Finance. some were updated to fit more current 
applications. others were obtained from the investopedia website.

abstract of title. a condensed history of  the title of  real property. an abstract of  
title should be a chronological history of  recorded instruments that affect the title 
of  the subject real property. after a title search, a title attorney issues an opinion 
that can be used to obtain title insurance. the abstract does not guarantee or assure 
the validity of  the title. the abstract only reveals what is a public record. it does not 
protect against forgery or fraud, as does title insurance. the person preparing the 
abstract is called the abstractor.

adjustable-rate mortgage (arm). a mortgage in which the interest rate can change 
and is not fixed. With an adjustable-rate mortgage, the interest rate will increase or 
decrease over the life of  the loan, depending on market conditions. typically, most 
adjustable-rate loans have a starting rate or an initial interest rate that is lower than 
the rate offered on a standard fixed-rate mortgage. a financial index governs the 
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changes in interest rate; when the index rises, so does the interest rate. the opposite 
happens when the index falls. typically, the interest rate is adjusted at predetermined 
periods (e.g., annually; every three years). in general, the index is based on the cur-
rent market for Us government treasury securities. added to the index is a factor 
called the margin, which represents the compensation paid to the lender over and 
above the rate on the treasury securities. the index fluctuates over the life of  the 
loan, but the margin is fixed. example: assume that the Us treasury rate is 2.5 per-
cent and the margin is 2 percent; then the starting interest rate is 4.5 percent.

alternative documentation. a marketing tool designed to reduce loan processing 
time. the term is used in conjunction with so-called low-documentation, low-dock, 
and stated income loans. the term also applies to the use of  utility bills to verify 
residence and pay stubs to verify amounts or sources of  income.

amortization. Paying off  a debt or mortgage on a regularly prescribed schedule. 
amortization usually occurs on the monthly payment schedule. except for interest- 
only loans and balloon loans, the payment is applied to both reduction of  principal 
and payment of  interest.

annual percentage rate. a uniform method for calculating an interest rate includes 
the interest rate collected, discount points charge to the purchaser or the seller or 
both, and certain costs related to the closing and mortgage insurance premiums. an 
annual percentage rate represents the percentage relationship of  the total finance 
charge to the amount of  the loan on an accrual basis.

appraisal. an opinion of  value for a specific purpose on a specifically and well- 
defined property as of  a given date. the appraisal report contains an estimate of  
the value as of  the date of  the valuation; the certification signature of  the appraiser; 
the purpose of  the appraisal qualifying conditions; and a detailed description of  the 
property, its ownership, and the various approaches to value such as a market data 
approach, an income approach, or a cost approach. the market approach is used 
for most residential property; the income approach is used most commonly with 
multi-family and commercial mortgage loans. the cost approach appears more 
often in construction lending.

Balloon mortgage. a mortgage loan with periodic payments of  principal and inter-
est that do not completely amortize the loan. the balance of  this type of  mortgage 
loan is due and payable at a lump sum at a specific time in the future. the borrower 
pays interest regularly but may or may not make small principal repayments during 
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the loan. this type of  loan was typical particularly in farm mortgage banking from 
its early days until the Great depression.

Blanket mortgage. a single mortgage used to secure a deed for money loaned on 
several properties, such as multiple lots owned by a builder/developer for a resi-
dential subdivision. example: the Prudential insurance Company’s loan on safeway 
stores across the nation in the 1930s is an example of  a blanket mortgage.

Bond. a formal certificate that evidences a debt and outlines the terms of  repay-
ment. the repayment schedule of  the bond can be secured with or without collat-
eral. a mortgage-backed bond is a pool of  mortgages with similar characteristics, 
such as term, interest rate, type of  loan, uniform underwriting standards, and prop-
erty types.

Certified mortgage Banker (CmB). a professional designation awarded by the 
Mortgage Bankers association of  america to those in the industry who prove to 
have superior knowledge and skills in the field of  real estate finance. Qualifications 
include experience, education, and the successful completion of  a written and oral 
examination. in 2015 the society of  Certified Mortgage Bankers had more than 1,200 
members.

Civil rights acts (1866–1968). the first act, in 1866, prohibited any type of  discrimi-
nation based on race. title viii of  the 1968 act prohibits discrimination in mortgage 
applications and loans because of  race or ethnic background.

Collateralized mortgage obligations. a corporate security in which the collection 
of  principal and interest is passed through to a trusted pool, which, in turn, causes 
the pool of  loans to pay principal and interest to security holders on a class-by-class 
basis (also known as a tranche), in which one class is completely paid off  before any 
principal is repaid to the next, greater maturity class. this architecture is designed to 
meet the investment needs of  many nontraditional mortgage investors.

Community reinvestment act (Cra). a 1977 congressional act that required lenders 
to meet certain capital needs of  their local communities. the act applies to federally 
insured deposit institutions, such as banks and thrift associations.

Conduit. a secondary marketing term applied to a financial facility that gathers 
loans from a number of  approved lenders using established guidelines. the loans 
are then resold/remarketed through various securitization processes. fannie Mae 
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is a government-sponsored conduit. the first privately sponsored conduit was PMi 
Mortgage Corporation, known as Penny Mae.

Consumer Credit reporting act (fair Credit reporting act, 1971). designed to 
regulate the consumer credit reporting industry. it placed disclosure obligations on 
the users of  credit reports to assure fair, timely, and accurate reporting of  credit 
information.

Conventional mortgage loan. a loan that is not insured or guaranteed by the federal 
Housing administration (fHa) or the veterans administration (va). Conventional 
loans are made and purchased by institutional investors, such as banks, savings as-
sociations, insurance companies, and fannie Mae and freddie Mac. Conventional 
mortgage-backed securities are made up of  mortgages that do not carry a govern-
ment guarantee but may be insured by a private mortgage insurance company or 
other bond insurers.

Correspondent. a lender or mortgage banker whose normal practice is to sell some 
or all of  the loans it originates to a particular investor or group of  investors.

Covered bond. a bond whose repayment schedule is composed of  a pool of  mort-
gage loans in which the collection of  principal and interest is passed on to the bond-
holders. the issuer of  the bond retains ownership of  the mortgages, and the holder 
of  the bond is entitled to the principal and interest payments less certain fees and 
charges retained by the issuer.

debenture. a broad term used for an unsecured long-term debt instrument. 
debentures were used commonly in the farm mortgage banking industry. in the 
past, the federal Housing administration used debentures to pay claims on defaulted 
loans.

derivative. a market instrument that has underlying security or is created from 
other securities, such as mortgage-backed securities, in which interest and principal 
payments called strips are re-securitized to hedge or mitigate interest rate risk.

discount. the difference between par, or 100 percent, of  the face value of  a note 
or obligation and the actual bid price for the obligation. the purpose of  the dis-
count is to increase the yield of  a mortgage or debt instrument. for example, if  a 
$100,000 thirty-year mortgage sells on the market for $95,000, the discount is 5 per-
cent, or $5,000. if  the interest rate on the note is 4 percent, the yield to the purchaser 
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is approximately 4.7 percent, assuming that the loan stays on the books for a twelve-
year period.

Equal Credit opportunity act (1974). a federal law to prohibit any lender from 
discriminating against any purchaser because of  race, sex, color, religion, national 
origin, marital status, age, receipt of  public assistance, or the exercise of  rights under 
the Consumer Credit Protection act.

fair housing act (1968). Provides that it is unlawful to discriminate based on race, 
color, creed, sex, or national origin when selling or leasing residential property.

federal agricultural mortgage Corporation (farmer mac). founded in 1987 by 
the farm mortgage credit system to provide credit guarantees on mortgage-backed 
securities composed of  loans based on farmlands, farm buildings, or both.

federal home loan Bank system (fhlB). a group of  twelve federally chartered 
regional banks that exist to supply credit to member financial institutions, such as 
commercial banks, thrift institutions, and insurance companies. the federal Home 
loan Bank Board was originally chartered to oversee the operations of  the twelve re-
gional banks, the federal savings and loan insurance Corporation, and the federal 
Home loan Mortgage Corporation (freddie Mac). When freddie Mac became a 
private corporation, it was removed from the fHlB and reassigned to the federal 
Housing finance agency.

federal home loan mortgage Corporation (freddie mac). originally a creature 
of  the federal Home loan Bank system and now a private corporation authorized 
by Congress whose purpose is to provide a secondary market for conventional loans. 
freddie Mac’s mortgage participation certificates were the first mortgage-backed 
securities backed by conventional mortgages that were not guaranteed by the Us 
government but did carry the backing of  the federal Home loan Bank system.

federal housing administration (fha). founded under the national Housing act 
in 1934 as an insurance arm of  the department of  Housing and Urban development. 
the purpose of  the fHa is to ensure loans that provide rental housing and home-
ownership opportunities for first-time buyers, low- and moderate-income fami-
lies, and other special populations such as seniors with Home equity Conversion 
Mortgages. the fHa houses the Mutual Mortgage insurance fund, where most 
of  its mortgages are insured. it also maintains a general fund and a high-risk fund 
designed to meet its social purpose.
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federal housing finance agency. Created under the federal Housing finance regu-
latory reform act of  2008 as the successor to the federal Housing finance Board and 
the office of  federal Housing enterprise oversight in the department of  Housing 
and Urban development. this independent agency is the regulator of  fannie Mae and 
freddie Mac and was responsible for placing these two government-sponsored enter-
prises in conservatorship in 2008.

federal housing finance Board. Created in 1989 under the financial institutions 
reform, recovery, and enforcement act to oversee the federal Home loan Bank 
system. the board banned certain investments by thrift associations, expanded par-
ticipation in residential mortgages and construction loans, and created a broader 
basket of  consumer loans, such as home equity loans and other second mortgage 
products. amendments to the Community reinvestment act required expanded 
standards of  disclosures and performance in meeting the needs of  underserved com-
munities. for real estate appraisers, new standards of  professional performance and 
standards of  conduct, including state regulations, were established.

federal national mortgage association (fannie mae). founded in 1938 as a private, 
publicly held government-sponsored enterprise that guarantees and holds for its 
own portfolio residential mortgage loans, both single-family and multi-family loans.

financial institutions reform, recovery, and Enforcement act (1989) (firrEa). 
one of  the most sweeping overhauls of  laws governing savings and loan associa-
tions since the Great depression. this act dissolved the federal Home loan Bank 
Board and the federal savings and loan insurance fund, which merged into the 
federal depositors insurance Corporation. the law also created the office of  
thrift supervision, which is responsible for chartering federal thrift institutions 
and supervises state-chartered thrift institutions and thrift holding companies. the 
office of  thrift supervision was later abolished under the dodd-frank Wall street 
reform and Consumer Protection act. firrea also created the resolution funding 
Corporation, later renamed the resolution trust Corporation, which took posses-
sion of  failed thrift institutions and facilitated the disposition of  their assets.

fixed-rate mortgage (frm). a real estate loan in which the interest rate is estab-
lished at closing and lasts through the complete duration of  the obligation.

foreclosure. the legal action allowing a lender to enforce the provisions of  a mort-
gage or deed of  trust to sell a property to satisfy the obligations of  the borrower 
when that borrower is defaulting under the terms of  the security agreement and 
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efforts to preserve the property for the borrower have failed. there are two types of  
foreclosure processes: judicial and non-judicial. in a judicial foreclosure the lender 
cannot foreclose without a court action, and the judge would then order the prop-
erty to be sold. in a non-judicial foreclosure, available only in certain states, a private 
trustee, or in the case of  Colorado a public trustee, is assigned to the case. the role 
of  the trustee is to determine if  the lender can exercise its entitlement to foreclose. 
if  the lender’s power of  sale is included in the mortgage document, the trustee will 
approve the foreclosure and sell the property on behalf  of  the lender.

government national mortgage association (ginnie mae). established by the 
national Housing act in 1968. it is a full faith and credit agency of  the Us government 
and the department of  Housing and Urban development. it functions as a guaran-
tor of  private issuers of  mortgage-backed securities supported by loans insured by 
the federal Housing administration (fHa) and the veterans administration (va). 
from time to time, Ginnie Mae is called upon to implement various special assis-
tance programs as established by Congress and the administration.

government-sponsored enterprise (gsE). Consists of  privately held corporations 
with public purposes created by the Us Congress to reduce the cost of  capital for 
certain borrowing sectors of  the economy. Members of  these sectors include stu-
dents, farmers, and homeowners. Gses carry the implicit backing, but are not di-
rect obligations, of  the Us government. for this reason, these securities offer a yield 
premium over treasuries. some consider Gses to be stealth recipients of  corporate 
welfare. examples of  Gses include the federal Home loan Bank, the federal Home 
loan Mortgage Corporation (freddie Mac), the federal farm Credit Bank, and the 
resolution funding Corporation.

hedge/hedging positions. a technique that has been used for generations, first in 
agricultural commodities and now in financial instruments, to protect against fluctu-
ations in price and value. Mortgage futures contracts are used to protect the lender 
from changes in interest rates before mortgages or mortgage-backed securities can 
be delivered to investors. this is the same technique used by farmers to protect 
against price fluctuations on the delivery of  wheat and corn.

home equity line of credit/home equity loan/second mortgage/piggyback/
junior lien. subordinate to and filed behind the senior first mortgage loan. these 
loans carry a higher risk because in the event of  a foreclosure, the second mortgage 
is eliminated if  there are insufficient funds after the first mortgage lender sells the 
property. these loans were traditionally used for home improvement but are now 
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used as a line of  credit, as a substitute for a down payment, or as a device to avoid 
mortgage insurance on high loan-to-value–ratio loans.

home mortgage disclosure act (hmda). Passed in 1975 to provide the public with 
information on lending patterns and determine whether federally related loans are 
meeting the housing credit needs of  neighborhoods and communities. the lender 
is required to report a demographic profile of  borrowers and to identify the class of  
investors when they sell their mortgages.

housing finance agencies. Usually created by state or local governments to facili-
tate housing policies, such as providing loans to moderate-income borrowers, first-
time home buyers, and underserved communities; to fund workforce housing; and 
to provide financial and credit information and education. Because of  their status, 
these agencies’ obligations are free from federal and state income taxes, the benefit 
of  which is passed on to program users.

interest rate swap. an agreement between two parties to exchange payments that 
are based on specific interest rates with no transfer of  principal. swaps are cash flow 
exchanges that allow parties to change their interest rate exposure. interest rate 
swaps are used to hedge against the risk of  holding long-term fixed interest rate 
securities.

investor. any short- or long-term purchaser or holder of  an interest in real estate 
or real estate mortgages. investors can be private individuals, trusts, pension funds, 
insurance companies, investment companies, mutual funds, banks and credit unions, 
and savings institutions.

Joint-stock bank. a bank that issues stock and requires shareholders to be held liable 
for the company’s debt. in other words, a joint-stock bank combines features of  a 
general partnership, in which owners of  a company split profits and liabilities, and 
a publicly traded company, which issues stock that shareholders are able to buy and 
sell on an exchange. a joint-stock bank is not owned by a government.

mortgage-backed bonds/covered bonds. a debt obligation of  the issuer in which 
the revenue stream is pledged to repay the principal and interest to the purchaser of  
the obligation. the investor relies on the issuer’s credit rating but does not “own” the 
underlying collateral. in the case of  mortgage-backed bonds, the issuer is responsible 
for repayment of  the debt, not the pool of  underlying mortgages.
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mortgage-backed securities (mBs). Mortgages assembled in pools and sold as 
pass-through securities. the cash flows from those pools are “passed through” to 
the investor. in pass-through securities the issuer is obligated to “pass through” the 
amount due regardless of  whether it is collected. Because of  this structure, a guaran-
tor is required such as Ginnie Mae or a private conduit with a financial credit rating 
strong enough to satisfy the security holder’s needs.

mortgage banker. a financial institution that originates, underwrites, sells, and ser-
vices mortgage loans for institutions and individuals. over the years the term has 
been synonymous with mortgage companies, but many institutions such as banks, 
credit unions, and thrifts have their own departments that serve a mortgage banking 
function.

mortgage broker. typically an individual who originates loans on behalf  of  mort-
gage bankers and other institutions. Mortgage brokers do not fund the loans with 
their own capital; they are funded by the mortgage banker or another lending insti-
tution. However, the mortgage broker negotiates the terms and conditions between 
borrowers and lending institutions.

planned unit development (pud). a land-use and zoning technique that became 
more widely popular in the late 1960s and early 1970s. depending on local and state 
laws and ordinances, PUds can be of  mixed use, with some commercial and resi-
dential structures along with the ownership and maintenance of  common areas. in 
residential communities this can mean parks, open space, and recreational amenities. 
PUds are typically managed by property owners or homeowners’ associations under 
the covenants, conditions, and restrictions established by the developer.

private conduit. an independently capitalized firm or institution that purchases 
loans from originators and sells either whole loans or mortgage-backed securities 
to secondary market investors. in general, conduits prefer larger loans above the 
fannie Mae and freddie Mac guidelines that are insured by private mortgage insur-
ance companies or bond insurers.

private mortgage insurance (pmi). industry that insures lenders against losses on 
high-ratio loans. the PMi or mortgage insurance company can provide first dollar 
loss coverage on loans that exceed an 80 percent loan-to-value ratio. the first dollar 
loss can be covered from 10 percent to 40 percent of  the outstanding loan amount. 
Premiums are charged on a risk basis determined by the loan-to-value ratio and 
other considerations. Preston Martin, former chair of  the federal Home loan Bank 
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Board, founded a san francisco–based company named PMi Mortgage insurance 
Company.

real estate investment trust. trusts in two forms. first is an equity trust, which 
purchases and owns real estate, typically income-producing real estate. second are real 
estate investment trusts (reit) that invest in mortgage debt, that is, real estate loans. a 
reit provides many income tax advantages and is required to pass through to share-
holders a minimum of  95 percent of  its income to be exempt from federal taxes.

real Estate settlement procedures act (1974). a comprehensive law and regula-
tion that sets forth requirements for lenders to provide estimates of  closing costs and 
uniform settlement statements while prohibiting the payment of  referral or kick-
back fees to settlement service providers.

servicer. the function within a mortgage banking firm charged with collecting pay-
ments from the borrower, advancing the principal and interest to the investor, paying 
property insurance premiums and maintaining adequate coverage, and paying prop-
erty taxes to the local taxing authority. in addition, a servicer will have a collection 
and default management area that will contact delinquent borrowers and recom-
mend mitigation strategies or foreclosure.

soldiers and sailors relief  act (1940). Passed by Congress prior to World War ii. 
the act is designed to assist members of  the military, called a national service, to 
enable them to meet their various financial obligations.

timeshare. a property with a particular form of  ownership or use rights. these 
properties are typically resort condominium units, in which multiple parties hold 
rights to use the property and each sharer is allotted a period of  time (typically one 
week and almost always the same time every year) in which he or she may use the 
property. the sharer holds no claim to ownership of  the property.

title insurance. issued after a search of  the title has been made by an abstractor or 
title agent to protect the lender and the new owner of  a property against any defects 
in the title not discovered by the title search. typical coverages include protections 
against encroachments on the property by a neighbor, fraud, misrepresentation, and 
mental incompetence.

truth in lending act. Popularly known as regulation Z of  the federal reserve 
Board, passed in 1969. it has recently been revised under dodd-frank and is now 
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regulated under the Consumer financial Protection Bureau. among other items, the 
act outlines policies, procedures, and information about the obligations of  borrow-
ers under their mortgage documentation. it includes the annual percentage rate, al-
lowable fees and charges, and time periods in which disclosures have to be provided 
to borrowers.

va or g.i. guaranteed loan. a program made available to members of  the armed 
services who have served at least 181 days of  active duty and are “entitled” to receive 
a mortgage up to 100 percent of  the value of  the home. the veteran is required to 
produce a certificate of  eligibility, which will determine the amount of  loan the 
veterans administration is obligated to guarantee. if  the veteran borrower defaults 
and goes into foreclosure, the va has the option to pay off  the lender and take the 
property, or it can pay the guarantee amount to the lender.

yield. the annual percentage rate of  return a mortgage, mortgage-backed security, 
or bond will pay. yield includes the interest rate in addition to discount points that 
are paid by the seller, borrower, or investor if  the loan is sold out of  a portfolio.
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