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NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS
BosTON, MASSACHUSETTS
May 12, 1975

AT MY SWEARING-IN CEREMONIES BARELY THO MONTHS AGO,
PRESIDENT FORD STATED THAT THEREAFTER ANYONE WHO HAD A
COMPLAINT ABOUT HOUSING SHOULD “HEAD FOR THE HiLLs”. THAT
81T OF PRESIDENTIAL ADVICE HAS BEEN WELL-HEEDED. - IN THESE
PAST 8 WEEKS | CAN TELL YOU THAT THE COMPLAINTS HAVE NOT
ONLY HEADED FOR, BUT HAVE ARRIVED AT “THE HiLts”. Bur,
| THE SOLUTIONS ARE TAKING A SOMEWHAT SLOKER PATH. I AM GLAD

TO BE HERE WITH YOU TODAY TO SHARE MY THOUGHTS ON THE PROBLENS

OF THE HOUSING INDUSTRY.

THE HOUSING INDUSTRY FACES BOTH LONG AND SHORT-TERM
PROBLEMS. OUR SHORT-TERM PROBLEM IS THE CURRENT SLUMP IN
HOUSING STARTS AND MORTGAGE LENDING, OF WHICH YOU ARE ALL

TOO WELL AWARE. -

ThAT SHORT-TERM PPOBLEM; AS PRESSING AS IT MAY BE
CNLY A SYMPTON OF THE RtAL ILLS OF THE HOUSING AND MORTGAGE

f//’?oé“\\

FINANCE SECTORS OF THE ECONOMY.
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HOUSING 1S A CAPITAL INTENSIVE INDUSTRY. THUS, WHEN
INTEREST RATES RISE, MONEY FLOWS OUT OF THRIFT INSTITUTIONS
LIKE YOUR OWN, CREATING A SCARCITY OF MORTGAGE FUNDS AND A
RESULTING DCCLINE IN HOUSING STARTS. THE CURRENT DOWNTURN
IN THE HOUSING INDUSTRY IS ONLY THE LATEST MANIFESTATION OF
THIS CYCLE. THUS, THE REAL PROBLEM OF THE HOUSING INDUSTRY
'S KOT LTS CURRENT SLUMP, BUT ITS VULNERABILITY TO ECONOMIC

CYCLES.,

We ALREADY HAVE THE BASIC TOOLS TO ALLEVIATE THE SYMPTONS.
Tue EveErceEncY Howme PurcHASE AcT oF 1974 GAVE THE SECRETARY
DISCRETIONARY AUTHORITY, THROUGH THE GOVERNMENT NATIONAL
MORTGAGE ASSOCIATION, AFFECTIONATELY CALLED GINNIE MAE, To
OPERATE A TAKDEM PROGRAM. UNDER THIS PLAN, GNMA makes
" COMMITMENTS TO PURCHASE, THEN PURCHASES FROM LENDERS, MORTGAGES
WRITTEN AT AN INTEREST RATE DETERMINED BY A STATUTORY FORMULA,

WMHICH, TODAY, IS & PERCENT,
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GNMA THEN SELLS THESE MORTGAGES TO THE FEDERAL NATIONAL
MORTGAGE CORPORATION, AFFECTIONATELY CALLED FANNIE MAE, OR
TO PRIVATE INVESTORS, AT AUCTION, ABSORBING THE DIFFERENCE
BETWEEN THE PURCHASE AND SALE PRICE AS A SUBSIDY. THE TANDEM
' PROGRAM THUS NOT ONLY PROVIDES A SHALLOW .SUBSIDY FOR MORTGAGE
LOANS, BUT ALSO INCREASES THE TOTAL AMOUNT OF FUNDS AVAILABLE

FOR MORTGAGE CREDIT.

DURING THE PAST YEAR, GINNIE FAE MADE COMMITMENTS TO BUY
$12.5 BILLION DOLLARS I TANDEM PLAN MORTGAGES AT BELOW MARKET
INTEREST RATES. TO DATE, WE HAVE PURCHASED ABOUT $2.5 BILLION
'DOLLARS OF MORTGAGES LEAVING OVER $8.5 BILLION STILL IN THE

PIPELINE FOR PURCHASE.

A Goop PROPORTfON OF THE COMMITMENTS HAVE BEEN ALLOCATED
FOR SPRING AND SUMMER HOUSING STARTS, WHICH SHOULD GIVE A
DESIRABLE BOOST TO THIS YEAR'S HOUSING CONSTRUCTION.

HUD SUPPORTS PENDING LEGISLATION WHICH WOULD INCREASE
OUR TANDEM AUTHORITY AND EXTEND ITS AVAILABILITY FOR ANOTHER
vEAR, TO OcTOBER 1976. HUD ALSO FAVORS EXTENSIONS OF THE ACT
TO AUTHORIZE THE PURCHASE OF MORTGAGES COVERING MULTI-FAMILY
PROJECTS, AND IHDIVIDUAL CONDOMIMIUM UNITS, WHICH ARE NOT

FHA-INSURED. jg@.?a,
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THAT EXTENDED AUTHORITY SHOULD GIVE US A FLEXIBLE AND
LOW-COST MEANS TO ASSIST THE MORTCGAGE CREDIT MARKET, WITHOUT
SIMULTANEQUSLY SETTING THE STAGE FOR FURTHER INFLATION-INDUCED

FMORTGAGE CREDIT SHORTAGES.

THE VIRUTE OF THE TANDEM PLAN IS THAT IT IS A MORE SIMPLE,
AND INEXFENSIVE MEANS OF INJECTING MONEY INTO THE MORTGAGE

DAY

\un, MOST IMPORTANTLY, IT CAN BE QUICKLY IMPLEMENTED. HENCE,

Jies
ol

\T IS WELL ADAPTED TO THE RAPIDLY CHANGING MARKET CONDITIONS

HICH CHARACTERIZE THE HOUSING INDUSTRY.

[N CONTRAST, CONGRESS HAS REACTED TO THE CURRENT SLUMP
WITH A MASSIVE OMNIBUS HOUSING ASSISTANCE BILL, CONTAINING
A WIDE VARIETY OF NEW, COMPLEX AND EXPENSIVE INTEREST SUBSIDIES
FOR HOME PURCHASERS. IH WASHINGTON, A CONFERENCE COMMITTEE
IS HAMMERING OUT THE DETAILS OF THIS MASSIVE NEW SPENDING
veASURE. BETWEEN THEM, THE HOUSE AND THE SERATE HAVE PASSED
EROVISIONS WITH A PRICE TAG WHICH COULD EXCEED $2.4 BILLION

DOLLARS.
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We DO NOT BELIEVE THAT SUCH MASSIVE NEW SPENDING IS
REQUIRED. To THE CONTRARY, WE FEAR THAT SUCH SPENDING
THREATENS THE INCIPIENT RECOVERY OF OUR ECONOMY AND, MORE
[HPORTANTLY, HOLDS THE PROMISE OF ANOTHER INFLATIONARY
CYCLE THAT WILL EXACERBATE THE HISTORICAL SWINGS OF THE

HOUS ING: INDUSTRY.

'FORCING TREASURY BORROWING ABOVE A TOLERABLE LEVEL
WILL DEPLETE AVAILABLE CAPITAL, AND DRIVE UP THE COST CF
MONEY TO THE POINT WHERE THE ECONOKY WILL AGAIN PLUMMET,
LEADING THE PLUNGE, AS ALWAYS, WILL BE Housing. IT Is
FEAR OF ANOTHER SUCH PLUNGE THAT ACCOUNTS FOR PRESIDERT
FORD’S GREAT CONCERN WITH THE PROSPECT OF AN UNRESTRAINED

BUDGET DEFICIT.

CONGRESS’ REACTION TO THE HOUSING CRISIS REMINDS ME
OF THE AIRLINE PILOT WHO PROUDLY ANNOUNCES TO HIS PASSENGERS,
“HE HAVE A GOOD TAILWIND, PERFECT WEATHER, WE ARE BREAKING
ALL COMMERCIAL SPEED RECORDS. "BuT WE'RE LOST. THE BILL'S
LACK OF FOCUS MAKES ONE WONDER IF CONGRESS REALLY KNOWS WHERE
IT'S GOING, ALTHOUCH IT'S GOING THERE FULL SPEED AHEAD.
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To ILLUSTRATE, THE SENATE BILL AUGHENTS lIUD's TANDEM
AUTHORITY WITH AN AUTOMATIC "TRIGGER” MECHANISM, WHICH
GOES INTO EFFECT WHENEVER HOUSING STARTS FALL BEtow A 1.6
HILLION ANNUAL LEVEL FOR [l CONSECUTIVE MONTHS.

IF THAT PROVISION HAD BEEN IN EFFECT OVER THE PAST 11
YEARS, THE TRIGGER WOULD HAVE BEEN PULLED IN 8 OF THosE 11
vEars. AT WHAT COST TO THE TAXPAYERS, [ CANNOT SAY -- NOR
cr | SAY WITH PRECISION HOW MUCH WORSE OUR INFLATION RATE
WGULD HAVE BEEN BY NOW AS A RESULT. BuT I CAN SAY WE WOULD
HAVE OFTEN UTILIZED THIS RESOURCE WHEH IT WAS NOT NEEDED.

THE TRIGGER WOULD ROB THE "TANDEM PLAN” GF ONE OF ITS GREATEST
ASSETS —- ITS FLEXIRILITY, WHICH ALLOWS IT TO ADAPT TO RAPIDLY

CHANGING MARKET CONDITIONS,

BEYOND THAT, THE "TRIGGER” IS ATTACHED TO A LOADED GUN
—— WHICH MAY BACKFIRE. SUCH A "TRIGGER” MECHANISH WOULD
ENCOURAGE CONSUMERS IN A WEAK MARKET TO DELAY COHTEMPLATED
L ONE PURCHASES —-- THUS DRIVING DOWi! STARTS AMD CAUSING THE
TRIGGER TO GO OFF AND FIRE A SUBSIDY AT PROSPECTIVE BUYERS,
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APART FROM SUCH GIMMICKS, THE PENDING PROPOSALS PROVIDE °
FOR VARIOUS DIRECT GOVERNMENT MORTGAGE INTEREST SUBSIDIES.
AS A GENERAL PROPOSITION, I AM CONVINCED THAT TEMPORARY INTEREST
SUBSIDIES WILL NOT SOLVE THE CYCLICAL PROBLEMS OF THE HOUSIHG

INDUSTRY .

. THE SUbSIDY DISRUPTS THE FINA!\CIAL MARKETPLACE WITRHOUT
INCREASING Th‘: TOTAL AhOUNT OF CREDIT AVAILABLE FOR RESIDENTIAL

CONSTRUCTION.

“IN TIMES OF SCARCE CREDIT, AN INTEREST SUBSIDY FOR ONE
SEGMENT OF THE HOUSING MARKET ONLY SUBSTITUTES THOSE WHO
RECEIVE THE SUBSIDY FOR THOSE WHO WOULD HAVE BUILT OR BOUGHT
IE THE PRIVATE MARKET HAD OPERATED WITHOUT INTERFERENCE.

~ DESPITE THEIR COSTS, THE PENDING BILLS CURRENTLY PROVIDE
FOR ONLY 400,000 HOME PURCHASERS TO RECEIVE INTEREST SUBSIDIES.
THE MOST PESSIMISTIC PREDICTIONS FOR THIS YEAR ARE FOR THREE
TIMES THAT NUMBER OF STARTS, SO THE SUBSIDY MAY NOT ONLY FAIL
T0 IHCREASE BUT MAY ACTUALLY DETER NEW STARTS. SOME HOHME
BUYERS MAY WELL DELAY PURCHASES IN THE HOPES THAT NEXT YEAR
THEY WILL BE ONE OF THE LUCKY FEW TO RECEIVE AN INTEREST SUBSIDY.

o

e
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THE DEPTH OF THE PROPOSED SUBSIDY IS ALSO OF CONCERN.,
TRE G PERCENT INTEREST RATE PROVIDED FOR IN BOTH THE HOUSE
ARD THE SENATE PROPOSALS IS UNREALISTICALLY LOW. CONVENTIONAL
FORTGAGES HAVE NOT BEEN AT THAT LEVEL SINCE 1966, THRIFTS
ARE FORCED TO PAY INTEREST ON LONG-TERM ACCOUNTS AT 7 PERCENT
OR HIGHER, THERE IS NO WAY THEY CAN COMPETE WITH 6 PERCENT
KARTGAGES. NENCE, PRESSURE WILL BUILD TO EXTEND THE PROGRAM,
10 TRE FEDERAL GOVERNMENT WILL HAVE ALL BUT TAKEN OVER THE

FRIVATE MORTGAGE CREDIT MARKET.

THE PROGRAM IS TERMED “TEMPORARY”. BUT, AS WE ALL KNOW,
ONCE A “"GIVEAWAY” PROGRAM IS ENACTED INTO LAW, THE FRESSURE
FOR INDEFINITE CONTINUANCE IS ALMOST IRRESISTIBLE,

AD, IT SHOULD BE NOTED THAT THE HOUSE VERSION ALLOWS
THE ALTERNATIVE OF A 7 PERCENT INTEREST RATE THROUGHOUT THE
ENTIRE LIFE OF THE MORTGAGE. IN OTHER WORDS, THE PUBLIC
COULD RE PAYING FOR THE COST OF A SO-CALLED "EMERGENCY TEMPORARY”

FEASURE FOR THE MEXT 30 YEARS.
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THESE INTEREST SUBSIDY PROGRAMS ARE NOT OKLY UNWISE,
BUT ALSO UNNECESSARY IN VIEW OF RECENT EXPERIENCE. THE
RECORD SUGGESTS THAT VERY HIGH LEVELS OF DEMAKD AND PRODUCTION
—- WELL OVER 2 MILLION ANNUAL STARTS -- CAN BE SUSTAINED WITH
iNTEﬁEST RATES RANGING FROM 7-1/2 To 8 PERCENT. MORTGAGES
BEARING ALMOST THAT RATE ARE NOW AVAILABLE UNDER THE TANDEM

PLAN,

ANOTHER DANGER | SEE IN THE PENDIKG PROPOSALS IS THAT
THEIR IMMEDIATE EFFECT MAY BE TO STOP -- RATHER THAN STIMULATE
"~ HOME BUYING. IT WILL TAKE A CERTAIN AMOUKT OF TIME'FOR
THE MEASURE TO BECOME LAW; AN ADDITIOMAL PERIOD IS NECESSARY
TO DRAFT REGULATIONS TO IMPLEMENT THE LAW; FURTHER TIME ‘1S
NEEDED FOR .APPROPRIATIONS. HENCE THE PROBABLE TIME FRAME
FOR IMPLEMENTATION IS NEXT FALL -- OR PERHAPS EVEN WINTER.

IN THE INTERIM, POTENTIALLY ELIGIBLE FAMILIES CA! BE
EXPECTED TO POSTPONE HOUSING PURCHASES UNTIL THE CHEAFHR
HORTGAGES COME INTO BEING. < DURING THAT HIATUS, HOUSING

.
-
-

CONSTRUCTION COULD GO FROM DEPRESSED TO ALL BUT KON-EXISTER
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FinaLLY, CONGRESS’ PROGRAMS, DESIGMED TO RELIEVE THE
CURRENT DOWNTURN, COULD END UP ACTUALLY TAKING EFFECT DURING

e

AN IMPENDING UPTURN WHICH CURRENT FORECASTS PORTEND -- JUST

I TIME TO DO THE MOST HARM, BY CAUSIRNG ANOTHER INFLATIONARY

SPIRAL IN HOUSING COSTS.

CONGRESS HAS DIAGNOSED THE PROBLEM OF THE HOUSING INDUSTRY
#S REING HIGH MONTHLY MORTGAGE PAYFENTS, UHFORTUNATELY,
CCNGRESS SEEMS LIKE THE DOCTCR WHO ANNOUNCES THAT HE HAS
SUCCESSFULLY TREATED THE PATIENT'S SYHPTONS, ONLY TO COKFESS
PATIENT HAS DIED OF THE UNDERLYING DISEASE I THE

Fil

THAT TH
ERIM. THAT UNDERLYING DISEASE MAY BE A HUGE FEDERAL DEFICIT

IHNT

AND AN EXACERBATED MORTGAGE CREDIT CRISIS.

YE DO NOT BELfEVE THAT WE CAN SPERND OUR WAY OUT OF THE
HCUSING SLUMP, WITHOUT INVITING A NEW AND MORE CRIPPLING
INFLATIONARY SPIRAL —— IN WHICH HOUSING WOULD BE THE FIRST



























