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J AMES J. CANNO N, III
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JOHN 0. MARSH~
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VERN LOEN

---

Lf/f r(_

~-"

v(_,..,

BENNETT~

FROM :

DOUG LAS P.

SUBJE CT:

Housin g Tax Credit ( $2, 000) Provis ion in the
Tax Reduct ion Act of 197 5

Dr. Larry Woodw orth, Chief of Staff of the Joint Tax Comm ittee,
Friday
advise d me that both Chairrr~en Long and Ullman have been concer
ned that
the applica bility of this provis ion may be retard ed in a fashion
contra dictory
to the intent of the provis ion. Appare ntly, many new housin g develo
pments
and condom iniums are priced in such a manne r that the first few
units are
sold as "loss leader s" so as to attract buyers and as sales pick
up, the
prices of the housin g units are increa sed so as to eventu ally reflect
the
"true 11 sales prices .
Under the certifi cation provis ion of the statute , the seller is requir
ed in the
face of civil and crimin al penalt ies to certify that the particu lar
unit is being
sold at the lowest price at which it has ever been offered . Obviou
sly, the
above descri bed practic e would disqua liiy many of the housin g
units in the
curren t invent ory thereb y dimini shing the sought -after effect of
this provis ion.
Long a nd Ullman are consid ering issuing a joint statem ent sugges
ting that
this technic al defect be correc ted by minor amend ment, The matter
has
been discus sed with the Treasu ry Depart ment and, I unders tand,
Secret ary
Simon concur s with the amend atory approa ch as the defect cannot
be remedied by Treasu ry regula tions.

cc:

Secret ary Willia m E. Simon , Secret ary Carla Hills, Honor able
James
T. Lynn, Honora ble James H. Cavana ugh, Honora ble Tod Hullin

JMC:
The attach ed has gone forwa rd.
I did not send my cover note to you.
p
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l-iousc:

WASHING TON

Ap ril 11, 1975
MADA..l\1 SECRETARY:
The attach ed is forwar ded
per our recen t conve rsatio n.
Please call if you have
any questi ons or if I can
be of assist ance.
James M. Canno n·
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April 22, 1975

Mr. James M. Cannon
Assistant to the President
for Domestic Affairs
The White House
Washington, D.C.
Dear Jim:

~

enclosed paper on Analysis of Proposals
mulation of Housing Production is relevant,
~~=~~rminative, of our pending issue regard·~

forward to talking with you about both
questions.
Sincerely,

CAH:bp
Enclosure
cc:

Mr. Tod R. Hullin
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

.~

WASHINGTON, D. C. 20410

'11'4.

OFFICE OF THE SECRETARY

IN REPLY REFER TO:

•
MEMORANDUM FOR:

James M. Cannon
Assistant to the President
for Domestic Affairs

FROM:

Carla A. Hills
Secretary of Housing
and Urban Development

SUBJECT:

Analysis of Proposals for Stimulation
of Housing Production

THE CRISIS IN THE HOUSING INDUSTRY
The housing industry is generally perceived as being in a period
of crisis. Last year, new housing starts were far below the over
2 million rate of the three preceding years. The first three
month$ of 1975 have not demonstrated an immediate likelihood of
recovery. January starts were at an annual rate of only 999,000,
and housing permits at a rate of 682,000. In February, the rate
of starts fell to 980,000 although the rate of permits for future
construction rose slightly to 714,000. In March, the starts
figure continued to fall to 980,000, a rate down 35% from a year
earlier, and second only to last December as the lowest since the
Government began collecting housing statistics in 1946. Permits
also dropped again, to 710,000, at an annual rate, off 49% from
the March 1974 rate and second only to January as the lowest on
record.
(Chart A indicates the trends in starts and permits for
the past 4 quarters) •
To date, our response to this problem has been to rely upon predictions that the housing picture will improve markedly toward
the latter part of 1975 and continue to improve throughout the
next two calendar years. Housing production is normally explained

,;\
CHART A

1,600

(
1,500

(

1,300

1,200

(

1,100

~

. 1,000

900

(

BOO

700

(

!>larch

1974

Apr

l>lay

Jrme

,July

Aug

Sept.

Oct

Nov

Dec

Jan

1975

Feb

!-1arch

- 2 as a function of credit availability , mortgage interest rates and
consumer purchasing power.
Savings inflows have recently increased
substantially , making credit more readily available.
In addition,
interest rates have fallen over the past few months. As a result,
we have forecast starts at an annual rate of 1.6 to 1.7 million by
the end of this year. Total housing production for 1975, if these
forecasts are accurate, will be at approximately 1.4 million units.
(Chart B indicates both past and projected trends in housing starts
and mortgage rates) .
The total projected housing production for 1975 of 1.4 million
units barely exceeds the dismal 1974 production level of 1.35
million units. Although the projected improvement in the housing
picture will reduce unemployment in the construction industry from
its current level of 15 percent, unemployment would still be 9 9.5 percent by year's end, a projected rate probably unacceptable
to either the industry or Congress. More importantly, the start
and permit figures for the first quarter of this year cast some
doubt on the optimism of even these projections. Even though
mortgage funds are widely available and interest rates are
declining, the housing industry remains severely depressed and
the expected upturn is not materializin g.
Our forecasts of improvements in the housing industry were based
on econometric models which emphasize the relationship between
financial market trends and housing starts. These may be significantly and adversely affected by one or all of the following conditions:
1.

Consumer Confidence. The estimated housing production for
next year is based primarily on the available home mortgage rates. The fact that savings and loan institutions
recently have experienced record inflows of funds and
mortgage rates have fallen but housing starts have not
risen dramatically , reflects, in part, a serious lack of
consumer confidence in the housing market. Consumer
decisions may be postponed because of uncertainty about
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unempl oyment , energy availa bility, increas es in
costs of living , or whethe r normal anticip ation
about apprec iation in home values will hold true
in an uncert ain econom ic future.
Lack of consum er
confide nce may be the single greate st retarda nt to
the expecte d housing segmen t recove ry.
2.

Decrea sing Dispos able Person al Income s. One of the
import ant factors in housing produc tion is consum er
purcha sing power, which has been underg oing a marked
declin e (as indicat ed in Chart C) .

3.

Financ ing the Federa l Defici t. If the Treasu ry
finance s antic1p ated budget defici ts in a manner
which compet es with saving s flow, disinte rmedia tion
can result with conseq uent high intere st rates and
credit scarci ty, and with such an upward pressu re
on intere st rates will come a downwa rd trend in
housing starts. Also, to the extent that lender s
perceiv e a likelih ood of renewed inflati on, they
may be relucta nt to make long-te rm mortga ges at
the lower market rates upon which our projec tions
are based.

4.

Unempl oyment. A continu ed high level of unempl oyment ,
partic ularly in middle income segmen ts of the popula tion who are traditi onally the major consum ers of
housin g, will also affect the demand for new homes.

5.

Forecl osures . It is expecte d that the percen tage of
delinqu ent mortga ge loans will increas e as a result of
recent increas es in unempl oyment . A substa ntial number
of foreclo sed units on the market will have a depres sing
effect on new home produc tion , as was the case with
mobile homes last year.

6.

The Invento ry Problem and the Tax Credit . From 1972
to January of 1975, the invento ry of new unsold
housing units fell only slightl y from a record
high of 440,000 to 400,00 0, with an additio nal inventory of 250,000 unsold condom inium units. There is

CHART C
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some indication that this inventory is being
reduced as a result of the recently enacted
tax credit for purchases from the previously
unoccupied existing stock, but the tax credit
may also have siphoned off into this unsold
inventory what little immediate demand now
exists for new construction. Because consumers will be shopping for those existing
units, to which the credit is applicable,
builders are likely to postpone beginning
any new construction until the large existing
stock is depleted.
PROPOSALS FOR FEDERAL ACTION TO STIMULATE HOUSING PRODUCTION
Congress is now considering several legislative proposals to
stimulate housing production and reduce unemployment in the
construction industry. These include:
1.

An Emergency Mortgage Interest Rate Subsidy. The House
has already approved H.R. 4485 which would authorize,
subject to appropriations, a direct Government subsidy
for interest on home mortgages. The Senate Committee
has reported out a similar bill. Both would provide
that, for the first three years of the mortgage, the
subsidy would be in an amount that would reduce interest
payments to 6%; in the fourth year, the subsidy would be
reduced by 25%; in the fifth year by 50%; in the sixth
by 75% and in the seventh it would be terminated. Additionally, the House bill would allow the borrower to
elect a permanent subsidy to reduce interest to 7% over
the life of the mortgage.
Families assisted could have incomes of up to 120% of the
median area income and covered dwellings could not have
an appraised value in excess of $38,000 (or $42,000 in
certain high cost areas) at the time of purchase. At
least 80% of homes affected by the House bill and between
70 and 90% of those covered by the Senate bill would have
to be newly constructed. A total of 400,000 mortgages
could be subsidized.

- 5 -

These proposals have several serious disadvantages. Both
House and Senate bills would permit a temporary subsidy
to 6% for a total of 400,000 units. The cost per mortgage for the first year would be $788, and the total discounted cost per mortgage over the six-year period would
be $2,768. Thus, the first-year cost of the program would
be $300 million and the total cost over $1.1 billion.
(The House Committee estimated $1.35 billion}. We project
that this program would result in a maximum of 25,000 additional new starts in 1975 at a cost per start of approximately $44,000.
The House bill would also provide the option of a permanent subsidy to 7%, at a cost per mortgage of $4,116.
A total 400,000 units could be covered at a total oneshot cost to the Government of $1.65 billion.
(The House
Committee estimated $1.4 billion}. This program could be
expected to produce a maximum of 115,000 additional new
starts at a cost per start of $14,200. Costs of this
, . :_.·:,~
magnitude will require increased Federal borrowing which . · · · 0 ,-\,
could result in upward pressure on interest rates for all
~:\
other home purchasers.
·
~i
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These proposals would also require the creation of a com~-.. ....___.../
plex administrative mechanism at HUD, resulting in a
delay in implementation. For example, involving HUD in
certifying the incomes of purchasers would result in
expensive case-by-case, labor intensive analysis of the
family situation of each eligible home purchaser.
Accordingly, the program might not be capable of providing the needed immediate incentive to housing production.
Moreover, the phase-out of the 6% interest subsidy in
both bills may be a trap for unwary housing buyers,
possibly leading to foreclosures and inventory management problems in future years.
Nor do these interest subsidy proposals guarantee any
quick recovery in the housing industry. As present
market trends demonstrate, there is no clear demonstration that a decrease in interest rates alone will be

- 6 sufficient to get the stalled industry producing at
full tilt once again.
2.

Increased GNMA Tandem Authority. The Emergency Home
Purchase Assistance Act of 1974 gave the Secretary,
through GNMA, $7.75 billion in "tandem" authority.
This "tandem" program allowed GNMA to make commitments
to purchase and to purchase from lenders mortgages
written at a statutorily determined interest rate and
to sell these mortgages to FNMA or private investors
at auction, absorbing the difference between the purchase and sale price as a subsidy. The use of this
authority is discretionary with the Secretary. Approximately $2.25 billion of "tandem" authority remains available.
Congressman Gary Brown has introduced legislation, with
Administration support, to extend the Secretary's discretionary "tandem" authority to $10 billion and, in a
subsequent bill, to $15 billion. His proposed legislation would also extend "tandem" authority to mortgages
on condominiums, co-ops and multi-family dwellings as
well as change the statutory interest rate formula to
the lesser of 7 1/2% or the unsubsidized FHA rate.
Factoring in the effect of points, a 7 1/2% "tandem"
mortgage would have an effective interest rate for the
homeowner over its 30 year term of 7.98%. Only 10% of
the authority may be used to purchase mortgages on
existing occupied dwellings.
Because of the shallow subsidy involved, and the flexibility of the "tandem" authority as a device for
mitigating temporary shortages of mortgage funds or
high interest rates, the Administration has favored
this device as the optimal means of dealing with temporary mortgage availability and interest problems.

An attempt by Congressman Brown to have his increased
"tandem" authority proposal substituted for the interest
subsidy provisions of H.R. 4485 was defeated by a vote of
126 to 242 in the House.
3.

A Tax Credit for Purchase of a Residence. The Senate
Finance Committee's tax rebate bill contained a proposal
for granting a tax credit to anyone who purchased a new
or existing home during the remainder of the 1975 calendar
year. The tax credit was to be 5% of the purchase price
up to a maximum of $2,000. This provision did not survive in the final bill.

- 7 -

The tax rebate bill passed by Congress and signed by the
President did, however, contain a 5% (up to $2,000) tax
credit for the purchase of a horne from the existing newly
constructed but previously unoccupied housing inventory.
These tax credit proposals do have one significant advantage over the alternatives. A tax credit is simple and
inexpensive to administer because it utilizes the existing
income tax structure and reporting requirements.
4.

The Horne Purchase Incentive Payment. Senator Brooke
introduced s. 948, providing for a $1,000 horne purchase
incentive payment to be paid to the purchaser of a singlefamily dwelling. The Senate Committee bill incorporates
the Brooke concept affording homeowners the option of a
$1,000 cash payment in lieu of the interest subsidy.
Like the subsidy provisions, the cash payment is available to families with incomes up to 120% of the area
median who buy houses costing less than $38,000 (or
$42,000 in high cost areas). Between 70 and 90% of the
covered dwellings must be newly constructed and a total
of only 400,000 payments are authorized.

A POLITICAL PROGNOSIS
Congress will pass an emergency housing measure by late Spring
and the Administration will be faced with a politically unpopular
option of vetoing that measure. The President would be in a
better position to oppose emergency housing legislation at that
time if he had previously offered an alternative to deal with the
perceived emergency situation. Such a measure could minimize
cost impacts and long-term disruptions to the financial markets
while still providing some meaningful stimulus to housing production. A scaled-down version of the tax credit or a modification of the incentive payment proposal would be such a
mechanism although there is no assurance that Congress would see
it as a substitute for a direct interest subsidy. Accordingly,
support for a tax credit or incentive payment proposal should be
combined with support for increased GNMA "tandem" authority,

- 8 giving the Secretary a standby tool to deal with the interest
rate problem. Administration support for and passage of such
a measure focusing on both consumer confidence and interest
rates, might ameliorate the pressure for more onerous and
expensive legislation and would make the President's decision
to veto such legislation more easily justifiable to the public.
At this point, it appears that the main retardant to housing
production is not interest rates but consumer confidence. Moreover, the Administration has already indicated its support for
increased standby GNMA "tandem" authority as the best means for
dealing with any interest rate problem. Thus, our focus now
should be on providing an immediate spur to consumer confidence,
as a means of revitalizing the ailing housing industry. There
are two reasonable alternatives to achieve that purpose.

1.

An Alternative Tax Credit Proposal. Perhaps the least
offens1ve of the alternatives available to the Administration would be constructed as follows:
A tax credit of 5% of the purchase price of a home, up to
$1,500, would be available to any taxpayer on his 1975
income tax return, if the home were purchased between
March 13, 1975 and December 13, 1975. The credit would
only cover new residences (construction completed between
December 31, 1974 and January 1, 1976) to be used as a
principal place of residence, as defined by the tax code.
The proposal would cover condominiums and cooperatives.
The credit would be limited to families with an adjusted
gross joint income of no more than $20,000. Although
our proposal involves a $20,000 limit, an option worthy
of further consideration is a phasing out of the income
limitation as by dropping the 5% credit by 1%, at $1,000
intervals in income, finally phasing it out at $25,000.
This could ameliorate any perceived inequities to the
income gap.
To avoid speculation, a recapture provision should be
included to make the incentive payment a reduction from
the homeowner's basis in the property for purposes of
capital gains taxation when the house is sold.

- 9 If it is determined that the immediate availability of
the rebate would be either politically or economically
preferable, a provision could be included allowing the
credit to be carried back to the previous year's return.
In that case, a taxpayer could, merely by filing an
amended 1974 return, receive an immediate cash payment
of the credit, thereby emulating the immediacy feature
of Senator Brooke's proposal. We have, however, proceeded on the assumption that in order to prevent an
immediate drain on the Treasury no such carry back would
be permitted.
2.

A Modified Incentive Payments Approach. Another way to
have a s1m1lar effect on hous1ng starts is the cash
incentive payment incorporated in the Senate Committee's
omnibus housing bill. That scheme is quite similar in
effect to the Tax Credit proposal except that:
(a)

It provides an immediate payment to the home
purchaser which he can use to defray settlement costs or towards his down payment;

(b)

It requires a slightly more complex administrative process because the extant Internal Revenue
system is not utilized; and

(c)

There would be an immediate rather than a delayed
expenditure of Treasury funds.

Because of the immediate availability of the cash payment, this
program could produce more starts per dollar than a Tax Credit
plan.
The Brooke and Senate incentive payment plans, as now drafted,
have significant disadvantages from our perspective. First,
neither is focused exclusively on new homes. Second, the
administrative mechanism envisioned includes an income certification in the Senate bill, and various regulatory decisions in
Senator Brooke's bill. These provisions would be expensive to
administer and would delay implementation, thus depriving us of
the immediate spur to start so badly needed now.

- 10 Properly constructed, an incentive payment system would work
roughly as follows:
1.

It would be limited in application to new construction,
perhaps using a purchase price limitation such as that
in the proposed legislation ($38,000 or $42,000 in high
cost areas) •

2.

It would be limited to families with a gross adjusted
taxable income in 1974 of $20,000 subject to a regional
adjustment based on 1970 census based regional differences
in median incomes. Alternatively, the payment could be
phased out as the income level of recipient families went
from $20,000 to $25,000.

3.

Whenever an eligible purchaser submitted to the Secretary
an application, including a seller's certification of (1)
the sales price, (2) the construction dates, and (3) compliance with our minimum property standards along with
(i) a description of the property, (ii) a statement that
the house will be used as a principal residence, and (iii)
the necessary income data, the Secretary would issue to
the purchaser a voucher to be applied to the required
down payment or the closing costs or redeemed for cash by
the mortgagee at the time of closing. There would be
criminal penalties for false certifications.

4.

The income certification could be done by merely requiring
submission of copies of the 1974 income tax returns for
each member of the eligible household.

5.

A mortgagee would, in turn, be reimbursed the amount of
the voucher by the Treasury after the closing.

6.

The houses covered should be limited to those on which
construction was begun after March 25, 1975, and completed before January 1, 1976, so that the program was
not duplicative of the already enacted tax credit and
would create an undiluted incentive for immediate housing
starts.

- 11 -

7.

To avoid speculation, there should be a provision for
partial recapture of the incentive payment by making it
a reduction from the homeowner's basis in the property
for purposes of capital gains taxation when the house
was sold.

REASONS FOR SPECIFIC FEATURES OF THE TAX CREDIT OR INCENTIVE
PAYMENT PROPOSALS
1.

Limiting Eligibility to New Construction. Although the
lack of liquidity for sales of existing homes that might
result from limiting a plan to new construction could
marginally affect the demand for new construction, the
Harvard-MIT group predicts a strikingly beneficial effect
on new starts resulting from excluding existing stock.
The incentive to purchase newly constructed homes is
significantly reduced by the coverage of existing dwellings
since much of the demand generated could be siphoned off
into the latter category of housing.
Moreover, removing existing stock substantially ameliorates
the potential inflationary effects of a proposal. For
example, a purchaser might well reduce the price of his
existing home in view of the effective reduction in the
-~\ORo
cost of his new home resulting from the incentive paymen-tt~~~·
or credit, thereby creating a downward market pressure ol(l:='
prices generally.
\"\
'v ...:~

Lower or static prices in existing stock would have a
dampening effect on any tendency for the prices of new
housing to increase.
Existing but previously unoccupied stock already benefits
from the tax credit contained in the tax rebate legislation.
2.

Income Limitations. An income limitation significantly
reduces Federal costs, while maintaining the stimulative
effect, by eliminating outlays to those upper income
families whose decision to purchase is far less likely to
be determined by the availability of a credit or incentive
payment. This modification also avoids the inequity
involved in giving a subsidy to home purchases by upper
income families.

- 12 -

ADVANTAGES OF THE MODIFIED INCENTIVE PAYMENT AND TAX CREDIT
OPTIONS
The tax credit and incentive payment approach have other
significant advantages over the interest subsidy alternatives
presently under consideration in Congress.

1.

Administrative Simplicity. Because the tax credit is
implemented through the existing tax system rather than
requiring an entirely new HUD administrative mechanism,
the administrative costs are apt to be significantly less
than the alternatives. The incentive payment could also
be made relatively easy to administer.

2.

Definite Phase-Out. A December 31, 1975, cut-off date
avoids the poss1bility of long-term cost impacts and
creates a deterrent to delaying home purchase decisions.
The one-year duration of the program may thus serve to
even out production levels between 1975 and 1976. There
would be an incentive for some of the housing production
which would otherwise occur in early 1976 to be moved
back into 1975, when the housing market is likely to be
in a recovery period. The proposal is not a long-term
.--:--·-.
solution to the cyclical nature of the housing industry~~- f 0 Rv~
but merely a means of mitigating the effect of that
/~
(~
cycle over the next year, allowing for a more long-ter~~
~
solution to be acted upon in the interim.
,~
"t-~~
'
'-.__/
Inflationary Impact. Because of its limited duration and ·
exclusion of existing housing, the proposal is not apt
to have a significant inflationary impact on the housing
market.

3.

COST EFFECTIVENESS
The cost effectiveness of the various alternatives is, perhaps,
best demonstrated by Chart D. We have run an incentive payment and Tax Credit proposal through an econometric model of
the housing market developed at the Harvard-MIT Joint Center
for Urban Studies. Because the model would not accommodate the
interest subsidy proposals without substantial modifications,
the figures for those proposals have been developed by our own
economists.

CHART D

Senate Temporary
Interest Subsidy
(6%)

House Permanent
Interest Subsidy
(7%)

$1000 Cash
Payment

$1500
Tax Credit

Long
Tax Credit

Additional Starts

352,000

319,500

65,500

Cost of Program

$840 million

$915 million

$3.5 billion

$1.35 billion

$1.65 billion

Cost Per Additional
Start

$2,400

$2,864

$53,640

$44,000

$14,200

Jobs Created

457,000

415,000

75,000

32,500

149,500

Average Cost per
Affected Dwelling

$1,000

$1,300

$1,600

$2,768

$4,116

25,000

115,000

- 13 The cost per start figures are misleading. First, our estimates
of the additional new starts are based on an econometric model
projection and any additional starts beyond those estimates
would be at a maximum revenue loss of $1,500 (for the tax credit)
or $1,000 (for the incentive payment), further reducing the
average cost per additional new start.
Second, the expenditure will benefit the housing industry not
only in stimulating additional new starts but also in terms of
the housing starts which would have occurred even without the tax
credit or incentive payment. For example, when a family which
intended to purchase a $20,000 home receives the benefit of
$1,000 credit or payment, it is quite likely that much of that
sum will be applied to increasing the quality or some other
aspect of the purchased home. The proposal creates an incentive
to devote the additional disposable income thus provided to
housing costs because, to some extent, additional dollars spent
on housing are subject to the 5% Government rebate. Accordingly,
significant additional revenues for the housing and related
industries can be expected as a result of the tax credit proposal,
above and beyond the additional starts projected.
BENEFITS OF AN ADMINISTRATION INITIATIVE
The overall cost for the tax credit is projected to be $915
million, and for the incentive payments $840 million. The additional housing starts produced by the tax credit, for example,
could, however, augment residential construction by $9.6 billion
for this year and would, probably, also increase the purchase of
furniture and major appliances by a significant amount, increasing
the GNP for the rest of 1975 by at least $9.75 billion. In terms
of Federal tax receipts, this could give the Government $1 billion
of increased revenues for the year. Each of these figures would
be slightly higher for the incentive payments proposal. There
may also be a significant reduction of unemployment in the construction industry, which would, in turn, mean decreased unemployment compensation payments for the rest of 1975. On a conservative estimate of 1.3 man-years per new start, over 415,000
additional jobs in the housing industry would be created by the
tax credit and 457,000 by the incentive payments. Accordingly,

,.

·.:.

·'

- 14 the final cost to the Federal Government, if any, is apt to be
minimal. Balanced against that minimal cost are over 300,000
additional new housing starts for 1975 and, hopefully, a major
impetus to renewed consumer confidence in the housing market,
which is the ingredient so clearly lacking today. The press has
indicated that the recently enacted tax credit for purchases
from existing inventory has been overwhelmingly successful in
getting consumers into the marketplace, suggesting that the tax
credit or incentive payment mechanism is, indeed, an effective
spark to consumer confidence.
CONCLUSION
We perceive the options available for responding to the pending
legislative proposals for stimulating housing production to be
as follows:
1.

Resist all Congressional efforts to aid the depressed
housing industry;

2.

Seek enactment of a tax credit for the purchase of a
newly constructed horne; or

3.

Join Senator Brooke in his support for a cash incentive
plan to encourage new construction, with modifications
to his proposal to suit our perceived needs; or

4.

Do either 2 or 3, while at the same time seeking additional GNMA standby "tandern 11 authorH:.y.

For the reasons explained above, we recommend option 4. With a
tax credit or incentive payment as a spur to consumer confidence
and increased "tandem" authority available to deal with the problem of rising interest rates should that again appear to be a
significant retardant to housing production, we would expect a
resurgence of the housing industry which could lead the economy
generally into a period of recovery.
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tHE WHITE HOUSE
WASHINGTON

April 25, 1975

MEMORANDUM FOR

JIM CANNON

FROM

TOD

SUBJECT

MEETING ON EMERGENCY HOUSING LEGISLATION
SATURDAY, APRIL 26, 1975
3:30p.m. (60 minutes)
Roosevelt Room
Participants (List at Tab A)

HULLI~

PURPOSE:

To discuss and determine the Administratio n position
in regard to pending emergency housing legislation
which will go to conference next week.

AGENDA:

Opening remarks - Jim Cannon
Discussion - led by Jim Cannon - of political
assessment and options
Secretary Hills
Director Lynn
Sol Mosher - Congressiona l assessment
Vern Loen - Congressiona l assessment
Pat O'Donnell - Congressiona l assessment
Conclusion - Jim Cannon - statement of decision
~agreement to elevate issue to the President

BACKGROUND
By a vote of 64-26, the Senate approved a bill which combines
a foreclosure relief provision and an interest subsidy provision.
The House has passed similar legislation in two separate bills.
A House-Senate conference is scheduled for next week. Of the
two features, the foreclosure aspect of the legislation appears
overwhelming ly popular as evidenced by votes of 321-21 in the
House and 89-1 in the Senate.
The Senate version of the foreclosure legislation would provide
for $300 monthly payments by HUD on behalf of distres~ed
mortgagors for as long as 36 months. The House version provides
monthly payments up to $250 for as long as 24 months.
These
mortgage payments are direct loans to the homeowner.
)

RP
l',{r\1

fjl'A
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The interest subsidy provision would lower the mortgage
interest rate for middle-income families to 6% for up
to the first three years of the mortgage with declining
subsidies ending in the sixth year. The Administration
has testified in opposition to each of these provisions.
Substantively, HUD and OMB may agree that the foreclosure
provision and the interest subsidy provision should be
vetoed. However, the question is how should these issues
be handled in the political arena, recognizing that the
Congress may force these provisions on the Administration
by overriding the President's veto.

1

HUD POSITION
There is broad Congressional support for a foreclosure
bill as "a vote for the unemployed". It is unlikely that
the Administration could sustain a veto of a bill which
includes a foreclosure provision.
HUD recommends that the Administration urge the House
conferees to consider the interest subsidy and foreclosure
provisions in separate bills. HOD appears to believe
that the House conferees will fight for the split if the
Administration offers to work with them to produce a
separate and acceptable foreclosure bill. If the provisions
are separated, the Congress would probably forward to the
President an interest subsidy bill on which a veto could be
sustained. The foreclosure bill would be considered at
a later time.
OMB POSITION
OMB strongly opposes each of these provisions. They
appear to believe that a veto could be sustained on a
bill which includes a foreclosure provision and appear
to be recommending that we take a hard line in opposition
to this legislation.

-3-

QUESTIONS TO BE RESOLVED
1.

Can a veto be sustained on a bill which combines
foreclosure and interest subsidy provisions?

2.

Can a veto be sustained on a separate interest
subsidy bill?

3.

Can a veto be sustained on a separate foreclosure bill?

4.

Will the conference separate the foreclosure and interest
subsidy provisions?

5.

What is the budget impact of these measures?

6.

Would either of these measures constitute a new
spending program?

7.

Can the foreclosure provision
it acceptable?

8.

Can the interest subsidy provision be modified to
make it acceptable?

be modified to make
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ATTENDEES
SATURDAY, APRIL 26, 1975, 3:30p.m., Roosevelt Room
HUD
Carla Hills, Secretary
James Mitchell, Under Secretary
Sol Mosher, Assistant Secretary for Legislative Affairs
Dan Kearney, President, Government National Mortgage Association
Bernie Carl, Special Assistant to the Secretary
OMB
James Lynn, Director
Paul O'Neill, Deputy Director
DOMESTIC COUNCIL
James Cannon, Executive Director
James Cavanaugh, Deputy Director
Tod Hullin, Associate Director
Andre Buckles, Staff Assistant
CONGRESSIONAL RELATIONS OFFICE
Vern Loen, Deputy Assistant for Legislative Affairs (House)
Pat O'Donnell, Special Assistant for Legislative Affairs (Senate)
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T HE W HI T E HOUSE
WASHING TO N

May 2, 1975

IvlEHOP~:L\.NDUM

FOR

DIRECTOR LYNN
JACK MARSH
BILL SEIDMAN
~
MAX F RIEDERSDORF~

FROM :

JIM CANNO

SUBJECT

EMERGENCY

SING LEGISLATION

Attached for your review, comment and recommendati on
is a DRAFT memo to the President regarding the emergency
housing legislation.
I would appreciate receiving your comments and
r e comme ndations by 12 noon on Monday, May 5.
Your cooperation will be greatly appreciated.
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THE WHITE HOUSE
WASHINGTON

May 2, 1975

MEMORANDUM FOR THE PRESIDENT
FROM

JIM CANNON

SUBJECT

EMERGENCY HOUSING LEGISLATION

PURPOSE
The purpose of this memorandum is for you to determine the
Administration position on the emergency housing legislation
which will go to conference on Wednesd~y, May 7.
BACKGROUND
The most objectionable provisions of the emergency housing
legislation which are considered likely to emerge from
conference are:
Estimated outlays
for FY '76 (millions)
a foreclosure relief program

$

350-400

a mortgage interest subsidy program

300

a $1000 home purchase incentive
payment

300

The substance of these provisions is outlined at Tab A
The foreclosure aspect of the legislation appears overwhelmingly
popular as evidenced by votes of 321-21 in the House and 89-1 in
the Senate. The mortgage interest subsidy provision appears to
be less popular, having passed the House by 259-106.
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The Senate bill included other objectionable features including:
a one-year extension of the Section 235 subsidized
housing authority;
an expanded and mandated "Tandem Plan" authority
(Cost: $50 million in outlays for FY '76);
a six-month delay in the implementation of flood
insurance sanctions.
It is not certain, however, that the House will accept these
provisions.
Speaking for the Administration, HUD Under Secreta~y Mitchell
has testified against all of these provisions on the grounds
that they are expensive and unnecessary. OMB recommends that
this legislation be vetoed on programmatic and budgetary grounds.
But the outlook at this point is that a veto based strictly on
programmatic and budgetary grounds would be overridden.
OPTIONS
1.

Authorize HUD and OMB to indicate that they would recommend
that the President veto this legislation.
This option recommended by
Approve

2.

~

£A~ '1~~~

Disapprove

Authorize a hard Presidential veto signal on programmatic
and budgetary grounds.
This option recommended by
Approve

3.

Disapprove

Authorize a hard Presidential veto signal on programmatic and
budgetary grounds and indicate a willingness to work with the
Congress to bring forth acceptable legislation including a foreclosure provision, an expanded tandem plan, and an extension
of the flood insurance sanctions.
This option recommended by
Approve

Disapprove
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A foreclosure relief program. The House bill authorizes the
HUD Secretary to make repayable mortgage relief payments of up
to $250 per month on behalf of homebuyers whose income has
been substantially reduced. Homebuyers could qualify for
loans with a maximum 8% rate until July 1, 1976, and the
loans could continue through June 30, 1978. The bill carries
an authorization for $500 million.
The Senate-passed provision accepted most of the House bill
and increased the payments up to $300 per month for up to
36 months and increased the authorization to $750 million.
The Administration has opposed mortgage relief as being
unnecessary because:
The current foreclosure rate is very low (less than
half the foreclosure rate prevailing 10 years ago);
Increased mortgage delinquencies are not expected t~.:;:'~~--::~:~-:;-~··~
cause a major increase in foreclosures as lenders t nd
~\
to f~r~bear; and moreover, the delinquency rate has ~
EJ
stab1l1zed from February to March;
\>-',p
.:;:;
"h an 1ncrease
..
-~·
e e era 1 government can cope w1t
1n
ThFd
foreclosures under existing law;
Foreclosure legislation is counterproductive because it
offsets the normal tendenc1es of lenders to forebear;
Serious administrative problems would be created for HUD
by requiring the Department to operate a direct loan
program for hundreds of thousands of families.
A mortgage interest subsidy program. This program authorizes
a direct mortgage interest subsidy that would reduce the
mortgage interest rate for middle-income families to 6% for
the first three years of the mortgage with declining subsidies
ending in the seventh year.
The Administration has opposed this initiative as unnecessary
because:
The first-year cost of the program would be $300 million,
and the total cost between $1.1 and $1.65 billion;
Costs of this magnitude will require increased Federal
borrowing which could result in upward pressure on
interest rates for all other home purchasers;

j

,

. . • ..
,
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This proposal would also require the creation of a
complex administrative mechanism at HUD, resulting
in a delay in implementation;
The phase-out of the 6% interest subsidy in both bills
may be a trap for unwary housing buyers, possibly leading
to foreclosures and inventory management problems in
future years;
·
The interest subsidy proposal does not guarantee a quick
fecovery in the housing industry. As present market
trends demonstrate, there is no clear demonstration that
a decrease in interest rates alone will be sufficient to
get the stalled industry producing at full tilt once
again.
The Home Purchase Incentive Program. This program provides for
a $1000 home purchase incentive payment to be paid to the
purchaser of a single family dwelling. As proposed, the $1000
payment would be in lieu of the mortgage interest subsidy.
The incentive program has been opposed as unnecessary because:
The first-year cost of the program would be $300 million;
Costs of this magnitude will require increased Federal
borrowing 1vhich could result in upward pressure on
interest rates for all other home purchasers;
This proposal would also require the creation of a
complex administrative mechanism at HUD, resulting
in a delay in implementation.
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THE WHITE HOUSE
WASHINGTON

May 2, 1975

!vlEMOR..':\NDUM FOR

I

DIRECTOR LYNN
JACK MARSH
BILL SEIDMAN
MAX FRIEDERSDORF

FROM :

JIM CANNON

SUBJECT

EMERGENCY HOUSING LEGISLATION

Attached for your review, comment and recommendation
is a DRAFT memo to the President regarding the emergency
housing legislation.
I would appreciate receiving your comments and
recommendations by 12 noon on Monday, May 5.
Your cooperation will be greatly appreciated.

(!

__.,.,.

l..•

-

"

-

\"'

c

,~

••

THE WHITE HOUSE
WASHINGTON

May 3, 1975

Dear Carla:
Attached for your review, comment and recommendati on
is a draft memo to the President regarding the
emergency housing legislation.
I would appreciate receiving your comments and
recommendati ons by 12 moon Monday, May 5.
Your cooperation will be greatly appreciated.
Sincerely,

__:.____
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James M. Cannon
~-'::"'"'Assistant to the ·.President
for Domestic Affairs
~

.......

Honorable Carla Hills
The Secretary
Department of Housing
and Urban Development
Washington, D.C.
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FOR

THE PRESIDENT

F RO:-r

J If.! C\NN"ON

SUBJECT

E~~RGENCY

HOUSING LEGISLATION

PURPOSE

The purpose of this memorandum is for you to determine the
Administration position on the emergency housing legislation
which will go to conference on Wednesday, May 7.
BACKGROUND
The most objectionable provisions of the emergency housing
legislation which are considered likely to emerge from
conference are:
Estimated outlays
for FY '76 (millions)
a foreclosure relief program

$

350-400

a mortgage interest subsidy program

300

a $1000 horne purchase incentive
payment

400

an eXtension of the Section 312
Rehabilitation loan program

100

Even though these programs are subject to appropriations, HUD
feels that all or most of the authorization would be appropriated
by the Congress and the Budget Control Act of 1974 would mandate
the expenditure of these funds.
The substance of these provisions is outlined at Tab A.
The foreclosure aspect of the legislation appears overwhelmingly
popular as evidenced by votes of 321-21 in the House and 89-1
in the Senate. HUD and O~B are working to produce a mortgage
foreclosure provision that would be acceptable to the
Administ ration.
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The fl:o rtg nge inter est subsi dy prov ision appea rs t o be
less
popu lar , havin g passe d the House by 259-1 06 .
The Sena te bi l l inc l uded other objec tion abl e fea t ures
inc lud ing :
A one - year exte ns ion of t he Se ctio n 235 sub sidi ze d
housi ng a u thor i ty ;
An expan de d and. ma ndate d " Ta n dem Pl a n" aut horit y
(Co s t :
$50 milli on in o ut li y s for FY '76);
A s ix - mon th de l ay in the imple ment ation o f flood
insu r ance sanct i o n s.
I t is not certa in, h oweve r, that the House will accep
t these
pr OVlSl OnS.
Speak i ng for the Admin istra tion, HUD Unde r Secre tary
Mitc hell has
t es tifie d a g ainst all of these prov ision s on the groun
ds that
t h ey are e x p e nsive and unne cessa ry. OMB recom mends
that this
l e gisla tion be vetoe d on progr amma tic and budg etary
groun
But the outlo ok at this point is that a veto based stric ds.
tly on .
p rog ramm atic and budg etary groun ds, witho ut any lvilli
ngne ss to
comp romis e, would be overr idden . Rega rdles s of veto
threa ts bi
th e Ad minis trati on, HUD feels that it is certa in that
wi ll emerg e from confe rence and that the quest ion is a nbad bill"
how best to
marsh a ll ou r force s to susta in the Pres iden t's veto.
OPTIO NS
1.

Aut ho r iz e HUD and OMB to indic ate that they .Houl d recom
mend
t h a t the Presi dent veto this legis latio n.
Thi s opt ion recom mende d by Jim
Ja c k 1\'lar s h , Bill Sei dman.
App rov e

2.

Cannon~

Di s a pprov e

Auth o rize a ha rd Pres iden tial veto · sign a l . on progr amma
tic
and budge tary groun ds.
This op tion recom mend ed b y no one.
Appro ve

.

.
..
Nax Fried ersdo rf#

.

---- --

Di sappr ove

.:> •

Aut h o r i z e a hard Pre s ide n t i a 1 \' e t o s i g n al o 11 p r o g r c. mr. J.. t i c
and budgetary grounds and indicate a Kil lingne ss to ~or k
with the Congress to bring forth acceptable legislation
including a foreclosure provision, an expanded tandem plan,
and an extension of the flood insurance sanctions.
This option recommended by no one.
Approve

,)

-,..

Disapprove

Authorize HUD and o:.m to indicate tha t t hey Hould recommend
that the President veto this legislation and a t this tiGe
authorize Secretary Hills to
indicate that the flood extension and tandem amendments
would probably be acceptable to the Administration;
explore ways of improving the foreclosure provision~
1vithout making any commitment as to accep~ability.
This option recommended by Secretary Hills and Director Lynn.
Approve

Disapprove
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1re ttle cre: ltio n of a
com plex adm inis trat ive mec hani sm at
HUD, resu ltin g
in ~ ~~lay in imp lem enta tion ;
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~

Tl1e ph~se-out of the 6% inte rest sub
sidy in both bill s
may be a trap for unw ary hou sing buy
ers, pos sibl y leadin~
to for~closures and inve ntor y ~anage~e
nt prob lems in
futu re yea rs ;
It man da tes exp end itur e of fund s when
cert ain con diti ons
are met;
Aut hori cy t o sub sidi ze nort gag e inte
re3 : race s is alrea~y
ava ilab le und er the "Em erge ncy Hor.te
Purc hase Ass ista nce Act" .
Th~ ffom e Purc hase Ince ntiv e Pr
o gram . This prog ram prov ides f or
a $10 00 home purc hase ince ntiv e paym
ent to be paid to the
purc hase r of a sing le fam ily dwe llin
g.
As prop osed , the $100 0
paym ent wou ld be "i n li e u of the mor tgag
e int ere st sub sidy .
Th e ince ntiv e prog ram has been oppo sed
beca use:
The firs t-ye ar cos t of the prog ram wou
ld be $300 mil lion ;
Cos ts of this mag nitu de wil l requ ire
increa~ed Fed eral
borr owi ng whi ch cou ld resu lt in upw ard
pres sure on inte res t
rate s for all othe r horne pur cha sers ;
This pro pos al wou ld also requ ire the
crea tion of a com plex
adm inis trat ive mec hani sm at HUD, resu
ltin g in a dela y in
imp lem enta tion ;
Much of the sub sidy wou ld amo unt to
a win dfal l for buy ers
who wou ld have purc hase d a home anyw
ay, or wou ld be cap ture d
by the bui lder .
Sec tion 312 Reh abil itat ion Loa ns.
The le g isla tion wou ld exte nd
the 312 Reh abi lita tion Lo an prog ra m
unt il Se ptember 30, 197 8,
~cyond the cur ren t auth ori z atio
n date of Aug ust 22~ 197 5. A
SlSO mil lion prog ram leve l l•rou ld
be auth oriz ed.
'fhe exte nsio n has been oppo sed for the
foll owi ng reas ons :
It ~otrld perp etua te a c ateg o rica l gran
t prog ram alon gsid e
a bloc k gran t prog ram , the Co mmu nity
Dev elop men t Gra nt
prog ram , inte nded to repl ace it.
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A partia l review of appl ication s reveal s that recipi ents
of co~u~unity develo pnent block grants have already decide d
to use '$87 mil lion of the fiscal year 1975 funds for
housin g rehab ilitatio n;
Study of the curren t program has indica ted that the high
admin istrati ve costs nake it an ineffi cient suppor t for
rehabilit~tion;

Exten sion of the program would set preced ent for
reacti vating other catego rical program s replac ed by
the block grant program .
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Please be sure the highlights of
this are included in the decision
memo for the President on this
subject .
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Attachment

Lynn memo to the
President on Mortgage
Relief Legislation
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THE WHITE HOUSE
WASHINGTON

May 5, 1975
1:24 p.m.
JMC:
Tod Hullin called to report to you
that Carla Hills called him this
morning regarding her position on
the Emergency Housing Legislation
memo we sent her on Sat.
What she would like to do is go
with the "bad bill strategy" and
at the same time, behind the scenes,
try to work in our "acceptable"
legislation at the last minute.
She will not send a memo, but feels
her phone call to Tod Hullin suffices.
Tod further wanted you to know that
O'Neill and Lynn are asking for time
to see the President this afternoon
You would be asked to attend that
meeting but as of now no time has
been allotted.
Tod Hullin can sit in this meeting
with you if you so desire. He will
call as soon as a time is determined.
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