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THE PRESIDENT HAS SEEN....
THE WHITE HOUSE

WASHINGTON

mbmORANLDUM FOK: THr PRLSIDENT

rROM: JIM LYNN/Jipdi CANNUR

oUBJCT: Acceleratea homeownership rrogram
io5UL

Un August 27, you statea that one of thne prime issues of the
campaign tnat you intenueda to emphasize is an accelerated
nomeownership program. ‘The purpose of this memoranaum is to
prief you on the options available to you. You should know
tnat there is some qQuestion about the neeau tor a Government
program to promote homeownersnip. Home purchases are at a
recoru level, ana single-family starts are at longrun
equiliorium.

DIsdCUSS1IuN

An 1inaiviaual's acecision to pbuy a nouse is aifectea by two
tinancial consiuerations:

1. Apility to save cnougn capital to efford a cownpayment.

-

2. Apility to make monthly payments on interest ana principal.

Any expansion of nomeownersnip woula necessitate lowering

one of these two costs. Various reaeral programs like (HA
mortgage 1nsurance, VA nousing benefits, mortgage purchase by
GiNMA ana cwmA, as well as others, currently serve to reduce
these costs. They serve either a nondifferentiatea group ot
recipients like rnA programs or a special group like veterans.

An aa-noc task torce comprisea of HuUD, GmB, ana tne Domestic
council nas reviewed the various possibilities of reaucing

potn uownpayments ana monthly mortgage payments, through

such adevices as tax incentives, alrect supsiuies, ana

rederal unaerwriting and guarantees. tuch consiaeration was
given toc limiting penerits to first homebuyers. The task force
nas determinea four options (two affecting monthly mortgage
payments ana two affecting aownpayment) to pe worthy oOf further
consiaeration.

pecause ©1i many unknowns, tne precise efftects or tnese policy
is ailtfticult to preaict. 1n the past, we have unaertaxen



sone policies tnat nave nad aramatically aifterent outcomes
tnan expectea.

1nis paper brietly uescribes four viable initiative options
selecteu by tne aa-noc task force with thelr aavantages

ana disaavantages. If you aecide to go forwara with one or
more of tnese proposals, or a variant of them , tne next
guestion is our timing. ‘The last section of this paper inai-
cates tne aavantages and disaavantages of timing options.

FRUGRAM UPTIUNS

nmonthly rmortgage rayments

1. Tax creait (or airect subsidy) to reduce monthly payments
of rirst nomeouyers to a bt percent effective interest rate

or to Zu percent of a persons income (which ever 1s nigner).

Tnils program woulu:

—-- nave a maximum mortgage limit of s$306,uul.
-— rnase out apove the 316,Uuu 1income level.
~-- Beneiit 1.33 million families.

—-—- Increase 1lrst nome purcnases Dy ocetween bu,uvuu
ana 2zbu,vuu per year.

~— (ost apout sbo>5 million the first year, si.3 million
tne seconu year, ana »1.Y oillion per year for the
lire of tne program thereafter.

-- <{ost $6,luu to $30,uvu per incremental purchaser.

<. Graauatea payments to reduce initial mortgage payments.

Later payments would increase at a graauated rate to matcn

rising incomes. (1nis program is alreaay a aemonstration

program 1n some parts of tne country.) The program would:

—-—- Kequilire acceptance by lending institutions ana rHA
unaerwriting.

-— penefit 1.5 million families.
—-— would require little or no budget outlays.

—— 1lncrease Lirst nome purchases by between 2u,uuu ana
ZbU,uUVUu per year.
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3. reaeral guarantee of secona loan for one-halt of tne uown-
payment on any mortgage, up to a maximum guarantee of 7-1/Z
percent and »5,vuu. Tne program woula:
~—- Kequire acceptance by lenaing institutions.
~-— benefit 1l.5 million families.

—-—- Kesult 1in outlays for cetault of $300-500 million.
-— Assist 4vu,uul to l4vu,uuuU nome purchasers.
-—- {ost $2,ulu to 312,000 per incremental purchaser.

4, Reauce riA aownpayment requirement from $-u-— (525,40
mortgage) to 5u percent (»b5U,uvuvU mortgage), and increase
FHA mortgage limit to $6U,ulu. Tnis program woula:

-— Assist z75,vuu to 1.0 million families.
-— 1lncrease nomeownersnlp by lu,uvyu to l4v,uuvu per year.

-- Have no outlay efrect.

wne roliowlng are the most important auvantages ana ulsaavant-
ages ot each of tne options:

1. wmontnly paymkent supsiay (tag creait or airect).

rros

. Accelerates nomeownership far first homebuyers,
usually young mouaerate—income families with
growling 1lncomes.

. Assures recipients continuea capacity to support
mortgages until they reach an $18,uVUu income
level. :

. prnases out the subsiay with normal income growtn,
with few famillies as supbsiay recipients for wmore
than 3 to 5 years.

. Aius a lower income level tnan other alternatives.




cons

osupstantial outlays will be requirea.

Some rfamilies may not experience income growtn ana
tnus coula be recipients of the program for a
consiueraple perioa of time.

may be criticized as welfare for the well-to-ao
(14,000 to $1l8,UUU income).

Inere are many unknowns as to the number of home-
buyers openefitea (estimatea range of 52,uuu to
¢HY0,V0U for tne first year) with impliea costs
ranging irom $6,luu to $30,0uU per incremental
purcnaser.

will eitner warp tne tax system or require
consideraple aaministration.

Coula pe viewea as inequitaole by recent first
nowe purcnhasers and oy renters who pay full taxes
while new nome ouyers have up to luud tax reauction.

wraauatea payment/fixea-rate mortgage.

Pros

Accelerates opportunity tor nomneownersnip tor tnose
wlth expectations ot rising income by proviuing
lower payiments in early years of the mortgage.

Involves no direct supsiaies.

FHA 1s alreaay financing some graauatea payment
mortgages.

cons

requires higher (at least 7 percent) aownpayment to
avold outstanaing calance exceealing house price
(negative equity), so cannot be combinea with a
aownpayment option.

increased uefault risk since, auring early years ot
mortgage, amount owea could exceed original principal
amount.

neqgulres agreement with ana cooperation trom lenuers.



. Soiile consumers will pe wary 1f uncertain aoout tneir
tuture incoie growtn.

. will probaply require rHA insurance, another
impeaiment to lenaer anda consumer acceptance,
as well as an aaditional workloau buraen and
risk to nub.

Feaderal guarantee of aownpayment.

Pros

. Supstantially reduces equity requireua.

. ULoes not aepend on rHA.

. Can pe combinea witn other subsidies.

. Can ce limitea to first home purchasers.

cons

. kequires higher montnly payent.

. Kkequires cooperation/agreement with traaitionai
lenacers.

. van ove criticizea as tavoring midale-income
ramilies.

reauce rHA uownpayment ana extena mortgage limit.

Pros

. oubstantially reauces equity required for homes
over $4uU,uul.

. ¢Can pe combinea witn other subsiaies.

. Fna may aemnonstrate viapility of lower aownpayment
to private mortgage insurers.

. Lowest cost ana lowest risk to the Government
compared witnh other options.

Lons

. will not reacn many tamilies unless FHA processing
1s suustantially improvea.



. (an pbe criticized ior penefiting mainly miaule-
income ifamilies. ’

. will partially compete with private mortgage insurers.

UTHER CONSIUERATIONS

Another question to be consiaered is the timing of the

release ot your accelerated homeownership program. <C(ongress

goes out of session on Octoper 2. It is conceivable that
supmission of new legislation by your Aaministration or even

a concrete proposal might pe seized upon by the Congress to
quickly pass a housing pill that would emparrass your Adininistra-
tion. &wven 1if this does not happen, there is sure to oe
criticism of your proposal, outlining its inconsistency witn

past Aaministration opposition to congressional proposals for
accelerated homeownersnip.

Ancther consideration is that there are several contingent

questions regaraing tne apove options that will require some
time to aevelop answers. They 1incluce:

1. Acqguiring more ata from polling on whetner monthniy
payiments and/or aownpayments are the most signiticant
impeuiments to homebuying.

2. DLetermining 1f FHA unoerwriting can oe improvea and iade
more eiticient to make it acceptaple to opuilluers.

3. &erining estimates ot the numper of incrementeal purchasers
i10r each program.

4, wvetermining wnat terms lenaers will require 1or non-ridA
mortgages.

inese ¢uestions snoula ve resolved by the ena of September.





