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The goal of the evergency housing program was to
stabilize the housing market avsainst cyclicsl downturns by
increasing the supply of reasonably priced mortgage credit, thus
increasing tke demand for new homes. Fr.ndings/Conclusions: The
emergency housing program for single-family homes has helped
many to bay homes and has generated adaitional housing and jobs
during a depressed period for the housing industry. Howeve:r,
most of these benefits were lost when the long-r.a impact of the
program vas assessed since housing starts, jobs, ané gross
nttional product generated were borroweld from future periods.
Most buyers bought vher they 1id because cf the program, but
zany said they would have purchased a home without benefit of
the subsidized loan. Most lenders made the same amcunt c¢r more
available for loans as they vould have without the program.
Direct costs of the program averaced akout $2,200 ‘per mcrtgage
assisted. Questions exist about proposed changes which wculd
tarqget the program to families with lower ircomes than those o<
families that participated in the past progras. This wculd alloew
the purchase of homes by those who cculd nct otheruise afford
them but would limit participation of those whc could be needed
to achieve program goals. Recoamendations: The Congzess should
reexaamine the program's provisicns ccncerning the hcose fprice
ceiling and the discretionary anthority given the Secretary of
Housing and Urban Development to target the progras to
moderate~-income home buyers. If the Congress determines that the
past level of moderate-income family participation is
sufficient, it should eliminate these legislative provisions. It
it deternines that such participation should be increased, the



discretionary authority to target the program should be
clarified, (HTW)
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Report To The Congress

OF THE UNITED STATES g

What Was The Effect Of

The Emergency Housing Program
On Single-Family

Housing Construction?

This report assesses the impact of the most
recent Federal Government intervention ef-
fort in 1974 to 1975 to stimulate single-
family housing construction through the
Government National Morigage Association,
Department of Housing and Urban Develop-
ment.

The Emergency Housing Program did influ-
ence the demand for new homes and supply
of mortgage credit. As a result, some addi-
tioral housing starts and jobs were generated
at a time when the housing industry was suf-
fering from low production and high unem-
ployment.

The report should help the Congress and exec-
uctive hbranch decisionmakers in formulating
the des.gn and funding levels ot future single-
family emergency programs. It also contains a
recommendation to the Congress concerning
the extent to which such programs should be
argeted to moderate-income families.
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COMFPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20840

B-114860

To the President of the Senate and the
Speaker of the House of Representatives

This report assesses the impact of the Federal Government's
effort to stimulate singie-family housing construction through
the Government National Mortgage Association, Department of
Housing and Urban Development.

The report addresses the effect of the Emergency Housing
Program to influence builders, lenders, and home buyers to
generate new housing starts and jobs at a time when the
housing industry was suffering from low production and high
uremployment. It ailso points out the need for the Congress to
reexamine certain legislative provisions of the program.

We made our review pursuant to the Budget and Accounting
Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing Act
of 1950 (31 U.S.C. 67).

We are sending copies of this report to the Director,
Office cf Management and Budget, and to the Secretary of

Housing anrd Urban Development.
C;C;Ep!r%”lérl GeéZ

of the United States
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EMERGENCY HCUSING PROGRAM
ON SINGLE-FAMILY HOUSING
CONSTRUCTION?

DIGEST

The Government®s emergency housing program for
single-family homes has helped nut only many to buy
homes who otherwise may not have purchased them but
aiso generated additional housing and jobs when the
industry was suffering from low production and high
unemployment.

Justlfy the costs? And what are the advantages and
disadvantages? Such programs may help to alleviate
periodic scarcity in and high cost of mortgage credit,
but they cannot prevent this problem from surfacing.
Also, the program is nov targeted toward a lower
income group, thus elimiuating higher inc~me families
from participating at a criticazl time whea they may

be nezded to help achieve the program's goal of
stabilizing the slumping houcing economy.

Although the program produced additional housing
starts and jobs and contributed to the gross national
product during 1974 ard 1975, most of these benefits
were lost when the long-run impact of the program

was assessed. Most of the housing scarts, jobs, and
gross national product generated during the slump
were borrowed from future periods. Some authorities
believe that this shifting forward of hLousing starts
dampens the housing cycle and improves the housing
sector. (See p. 29.)

About $13 billion was made available to the Government
National Mortgage Association, of which over half was
for the purchase of single-family home mortgages. The
Association purchased about 190,000 of these mortgages
which were valued at $6.4 billlon. Most of them have
since been sold, costing the Association about $412
million. (See pp. 4 and 7.)

Major observations made by GAO based on the use of
guestionnaires, ecorometric models, and opinions of
expert housing consultants were:

CED-78-155

ramoval, the report

Upon .
should be noted hereon. 1



--While most home buyers participating in the
emergency program were influenced to enter the
housing market at the time they did because of
the existence of the program, 6 out of 10 said
they would have purchased a home without benefit
of the subsidized mortgage loan. (See pp. 10
and 12.)

--Whether participating home buyers could have pur-
chased a home in the absence of the program would
have depended, in part, on the availability of
mortgage credit. Most lenders participating in
the nrogram said they made the same amount or more
of their own funds available for loans as they
would have without the program. However, they
canceled or let expire about $1.€ billion, or
16 percent, of the funds prcvided@ under the program.
(See pp. 15 and 16.)

~-GAO estimated that in the ~.ort run (1) 18,000 to
35,000 additional housing 3tarts and 33,000 to
65,000 additional jobs can pe attrituted to the
single-family pregram, (2) cost for each nousing
start generated ranged from $12,000 to $23,000
and the cost for each job generated ranged from
$6,000 to $12,000, and (3) about $1.1 billion was
contributed to the gross national product. (See
p. 26.)

~--Direct costs of the prog:am averaged about $2,200
per mortgage assisted. (See p. 5.)

Home buyers were the major recipients of the program's
subsidy. The building industry and mortgage lending
iastitutions received additional income. (See p. 73.)

GAO found that the program's home buyers, compared to
those who obtained mortgages on the private market

--had slightly lower average annual incomes (see
p. 46),

--purchased homes that were higher priced, newer,
and larger (see pp. 48, 50, and 51), and

--received lower interest rate loans and made larger
down payments (see p. 53).
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Serisus guestions exist concerning the impact of
recent legislative changes aimed at insuring that
families who participate in future single-family
emergency housing programs will have lower incomes
and purchase lower priced homes than those families
that participated in the past program. (See p. 38.)

Legislative changes which (1) provided the Secretary
of Housing and Urban Development discretionary
authority to promote homeownership opportunities for
moderate-~income families and (2) established home
price ceilings of $48,000 to $52,000 may conflict
with the program's primary goal of stabilizing housing
production. Although neither of these provisions was
carried out during the past program, targeting the
emergency housing program toward moderate-income
families will narrow the number of families eligible
to participate in future emergency programs, at a
critical time when they may be needed to help achieve
the program's primary goal. (See pp. 38 and 44.)

On the other hand, targeting the programn to the
moderate-income group would be aimed at Americans
who otherwise might not be able to afford a house.
Approximately one-four*h to one-third of the past
program's participants could be considered to be of
moderate income. (Sre p. 39.)

Tue question which remains then is whether or not the
family participation achieveda by the past emergency
program, without benefit of legislative emphasis on
moderate-income families, represents a sufficient or
desirable level of rarticipation by this group. GAO
believes that subst intial arguments can be made for
(1) eliminating the recent legislation changes so as
not to encumber the program's goal of stimulating
construction with a narrower eligibility group or
(2) clarifying the legislation to prevent less
participation by moderate-~income families than
existed under the past emergency hnusing program.

The Congress should reexamine the emergency program's
provisions concerning (1) the home price ceiling and
(2) the discretionary authority given the Secretary

of Housing and Urban Development to target the program
to moderate-income home buyers. If the Congress deter-
mines that the past level of moderate-income family
participation is sufficient, it should eliminate these
legislative provisions so as not to encumber the
program's goal of stimulating construction with a
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narrower eligibility group. If the Congress deter-
mines that moderate-income family participation
should be increased beyond the level achieved by the
past program, the discretionary authority to target
the program to moderate-income families should be
clarified to specify the level of participation
desired so as to prevent less participation by chis
group than existed under the past emergency housing
program. (See p. 44.)

GAO did not solicit written Department of Housing and
Urban Development comments on the report. However,
GAO discussed the report with top agency officials
and their views were considered where appro, riate.
They generally agreed with the facts presenced in

the report.
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CHAPTER 1

INTRODUCTION

Residential construction is prone to extreme cyclical
instability. 1In fact, several major cyclical declines have
occurred in housing starts since World War II. Because
housing is a major purchase which may be deferred when
interest rates appear to be unusually high or loans difficult
to obtain, demand for housing is particularly sensitive to
variations in credit availabi:ity and costs. Therefore a
major cause of short-run housing cycles is instability in
the cost and supply of mortgage credit for which the prime
scurce of funds is savings deposits.

During periods of monetary restraints, interest rates
rise and the supply of money aveilable for housing construc-
tion and purchase falls. Wher interest rates on shcrt-term
securities increase, the flow of funds dwindles to savings
and loan associations and other thrift institutions that
canndot pay the higher competitive interest rates for such
funds. During such pericds depositors shift funds from credit
institutions to the higher rate, short-term money market.

The shifting of funds from the savings institutions is
generally referred to as disintermcdiatioa. Occasionally,
this diminished supply results in a net outflow of funds from
thrift institutions which provide two-thirds of all mortgage
funds. Mcreover, this reduction in the supply of money will
eventually be reflected in higher housing costs in America.

Housing experts have pointed out advantsges and
disadvantages concerning the Federal intervention to reduce
cyclical savings in the housing market. Some advantages of
intervention cited are (1) many homebuilders are encour aged
to remain in operation, thus maintaining a steady supply of
homes, (2) many construction materials have little alterna-
tive use, thus the intervention helps maintain a stabilized
market for these materials, and (3) intervention contributes
to greater efficiency in the mortgage money mark:t. On the
other hand, disadvantages of intervention often cited are
(1) intervention in the housing sector can cause instability
in other sectors cf the economy and {(2) intervention can
undermine monetary policy by giving rise to easier credit,
more intense demand, and thus aggravating efforts to curb
inflation.



DEPRESSED HOUSING MARKET OF 1974 TO 1975

The relationship between housing starts and interest
rutes on new homes during the period 1963 to 1975 is shown
in the chart on page 3. Residential construction's most
recent cyclical decline occurred in 1974 to 1975 when
mortgage liending declined sharply and mortgage interest
costs rose sharply. The Senate Committee on Banking,
Housing and Urban Affairs, in an October 3, 1974, report,
characterized the real estate industry as crippled by a
mortgage credit cris.s at that time.

Housing starts fell from a peak annual rate of about
2.5 million units in the first quarter of 1972 to a low of
about 953,000 in the second quarter of 1975. Average effec-
tive mortgage rates had risen about 2 percentage points
during this period and reached 10 percent or more in many
areas of the Nation. 1In the second quarter of 1975, the
unemployment rate in the construction industry was about
20.1 percent as compared to 8.9 percent in the total labor
force. Family homes at the end of 1974 were at an annual
rate of about 400,000, which was a decline of over 50 per-
cent from the late 1972 annual rate of 800,000 home sales.
In late 1974 the number of month's supply of homes for
sale at the then current rate of sale was the longest
supply in over 6 years.

FEDERAL GOVERNMENT'S RESPONSE TO
THE DEPRESSED HOUSING MARKET

In response to this situation, the Congress passed the
Emergency Home Purchase Assistance Act of 1974 (12 u.s.C.
1723e) on October 18, 1974. The act was intended as an
emergency device for stabilizing the housing market against
cyclical downturns by increasing the suvppply of reasonably
priced mortgage c-edit and thereby increasing the demand
for and purchase of new homes. The preface to the act
contains the following statement on the Congress views of
the availability of mortgage credit for housing at that time.

"SEC. 2 The Congress finds and declares that

(1) in many parts of the Nation, residential
mortgage credit is or is likely soon to become
prohibitively expensive or unavailable at any
price; (2) the unavailability of mortgage credit
Severely restricts housing oroduction, causes
hardship for those who wish to purchase or sell
new and existing housing, and delays the achieve-
ment of the national goal of a decent home for
every American family; and (3) theze is an urgent
need to provide an alternate source of residential
mortgage ciedit on an emergency basis."
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Under the emergency legislation, the Government National
Mortgage Association (GNMA), which was created by the Housing
and Urban Development Act of 1968 (12 U.S.C. 1717) as a
Government-owned corporation within the Department of Housing
and Urban Development (HUD), was authorized to make commit=-
ments and purchase single-family conventional, Federal Housing
Administration (FHA) insured, and Veterans Administration
(VA) guaranteed mortgages up to a limit of $7.75 billion.

Use of the authority was contingent upon the Secretary of
HUD's finding that inflationary conditions were having a
severely disproportionate effect on the housing industry and
that a resulting reduction in the volume of home construction
or acquisition threatened to affect the economy and delay- the
orderly achievement of national housing goals.

As with most GNMA activity, the purpose of the emergency
housing program was to make mortgage money available to home
purchasers at a lower interest rate than that in the private
market. The maximum mortgage amount was limited to $42,000,
except in Alaska, Hawaii, and Guam where it was limited to
$55,000. The home purchase price or income of the purchaser
had no limitations. The interest rate set in these commit-
ments was to be determined by the Secretary of HUD and set
at no more than 1/2 percent’ above the 6- to l2-year Treasury
borrowing rate.

Subsequently, amendments to the 1974 act extended the
program to October 1, 1978; imposed a home price limit of
$48,000 ($52,000 in high-cost areas); broadened authority
to multifamily conventional and single-family condominium
mortgages; increased the emergency authority by $10 billion
to $17.75 billion, but limited the $19 billion authorization
to the amount approved in an appropriation act; imposed a
mortgage interest ceiling of 7-1/2 percent; and provided
that to the extent feasible the Secretary of HUD may direct
the program toward moderate income families.

Total funds made available to GNMA for the program
totaled $12.75 billion--GNMA allocated $7.75 billion for
single-family houses and $5 billion for multifamily
units. The following table summarizes the major
provisions of and changes to the 1974 emergency housing
program through October 1, 1978. These provisions are
discussed more fully in subsequent sections of the report.

Our review focused on the impact of the single-family
emergency program on stimulating the housing industry.
Specifically, we assessed

--the degree to which the program influenced home
purchasecs and prompted new housing starts and sales,



--the program's impact on the supply of mortgage
credits, and

--who benefited from the program.

MORTGAGE COMMITMENTS AND PURCHASES

Under the emergency program, GNMA enters into a
commitment contract to purchase, at a preestablished price,
mortgages that are made by a mortgage originator. The
commitment stipulates the type of mortgage, dollar amount,
mortgage interest rate, and date by which the commitment
must be exercised, For instance, under the initial legisla-
tion GNMA could make a commitment with a mortgage originator
to purchase $2 million worth of conventional single-family
mortgages with interest rates of 8 percent within 1 year from
the commitment date.

Commitments are directed at stimulating home buyirg and
home construction by assuring originators that the mortgages-
they originate may be sold to GNMA if they do not want to
hold them. This assurance is intended to (1) encourage
originators to make commitments to builders and to make it
easier for the builder to obtain construction financing and
(2) sell homes because it assures the builder that potential
home buyers will be able to obtain mortgage financing.
Commitments are also intended to make home buyers' mortgage
payments lower than they would be otherwise because they
stipulate the interest rate that the mortgages must bear,
which is a below-market interest rate.

Commitments to purchase single-family mortgages provide
a l-year period during which the mortgages must be made and
delivered to GNMA for purchase. A single extension of
3 months can be granted. If and when an originator delivers
mortgages for purchase to GNMA against an outstanding commit-
ment, GNMA pays the originator the price agreed to in the
commitment contract and becomes the holder of the mortgages.

By August 11, 1975, GNMA had released all the commit-
ments it had been authorized for the purchase of single-family
mortgages. About $8 billion 1/ had been released at interest
rates ranging from 7-1/2 to 8-1/2 percent. Of the total
amount released, $1 billion was for FHA and VA loans and
$7 billion was for conventional ioans. As shown in the
following schedule, the nearly $8 billion in commitments
r- sulted in $6.4 billion of GNMA assisted mortgages.

1/Exceeds the $7.75 billion authorized because HUD reissued
canceled and/or expired commitments.
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Commitment and Purchase Activity

Amount

(in Eillions)

Commitment releases:

Oct. 23, 1974 to Jan. 16, 1975 $2.955
Jan. 22, 1975 to Mar. 20, 1975 2.978
Aug. 11, 1975 2.000

Total $7.933

Less commitment cancellations
and expirations 1.547

Commitments that resulted
in GNMA assisted mort-
gages $6.386

Although GNMA makes major decisions on policy ratters,
such as the timing, amount, and methods of mortgage purchases
and sales, its day-to-day operations are carried out by the
Federal National Mortgage Association (FNMA) and the Federal
Home Loan Mortgage Corporation (FHLMC). FNMA and FHLMC have
equal responsibility for administering the conventional
loan segment of the emergency program. FNMA administered
the FHA and VA segment of the program.

FNMA was created by the Housing and Urban Development
Act f 1968 (12 U.S.C. 1717) as an entity c~narate from
GNMA. TINMA's function is to carry out secondary mortgage
market operations financed entirely by private sources.
The primary sellers of mortgages to FNMA are mortgage
banking organizations.

FHLMC was created under title III of the Emergency
Home Finance Act of 1970 (12 U.S.C. 1452 et seq.). FHLMC,
which is wholly owned by the Federal Home Loan Bank Systen,
was created tc buy and sell conventional, FHA-insured, and
VA-guaranteed mortgages. Savings and iloan associations are
the primary sellers of mortgages to FHLMC.

MORTGAGE SALES

GNMA finances its purchases of mortgages under the
emergency program through borrowings from the Treasury and
revenues it receives primarily from proceeds from the sale
of previously purchased mortgages. The amount of mortgages



and securities which GNMA sells and the price reccived for
them are influenced in part by the condition of the mortgage
market at the time of sale.

The fnllowing table summarizes GNM? 's single-family
mortgage purchases and sales under the emergency program as
of September 30, 1977. GNMA assisted a total of 190,086
single-family mortgages, amcunting to about $6.4 billion,
under the program.

Program Activity through September 30, 1977

Mortgages

Unpaid
Number principal
(in millions)

GNMA assisted mortgages 190,086 $6,376
Less: Mortgages sold or

repurchased by seller 179,182 5,978
Mortgages paid off or

foreclosed 4,966 292
Portfolio balance 5,928 196

The net cost to the Federal Government for the 184,148
mortgages disposed of (190,086 less the 5,938 mortgages in
the portfolio) was about $412 million, or about $2,200 for
each wortgage no longer owned by GNMA. The gross costs
represent losses sustained when the program's below-market,
interest-rate mortgages were sold by GNMA at the market rate
and interest expenses on Treasury borrowings. These costs
are partially offset by reverues received by GNMA for
accrued interest on the progr:m mortgages while held in
its portfolio and commitment and other fees collected from
mortoages.

SCOPE OF REVIEW

We conducted our review at GNMA headquarters in
Washington, D.C.: obtained pertinent mortgage loan data from
FNMA and FHLMC cffices in Washington, D.C.; interviewed GNMA,
FNMA, and FHLMC offi~ials; and examined pertinent legislation,
agency regulations, and records of operation.

We sent questionnaires to home buyers, builders, and
lending institutions that participated in the single-family
emergency housing program to obtain theiy views on the
program’s impact. Our questionnaires particularly emphasized



the impact of the program on low~ and moderate-income home
buyers. We also interviewed builders and lenders concerning
the program's operations.

Further, we hired consultants to develop and perform
various econometric simulation tests, using various assump-
tions to evaluate the impact of the program on generating
new housing starts and sales.

We concentrated ouvr work on the single-family housing
program component administered by GNMA and did not evaluate
the program's multifamily housing component.



CHAPTER 2
THE _GNMA EMERGENCY PROGRAM'S INFLUENCE ON

SINGLE-FAMILY HOUSING PRODUETIQE

The $8 billion GNMA emergency program outlay for single-
family homes influenced the demand for homes in that some
persons were induced to buy homes who otherwise may not have
purchased them or may have delayed their purchase. Moreover,
the program increased the supply of mortgage funds during the
housing slump. This was beneficial in that some additional
housing starts, gross national product, and jobs were
generated at a time when the housing industry was suffering
from low production and aigh unemployment.

Major observations disclosed by our evaluaticn of the
program's impact were:

~-While most home buyers participating in the emergency
program were influenced to enter the housing market
at the time they did because of the existence of the
program, when asked if they would have purchased a
home without benefit of the subsidized mortgage loan,
€ out of 10 sampled said they would have.

~--While participating home buyers could have purchacsed
a home in the absence of the program, it would have
depended, in part, on the availability of mortgage
credit. Most mortgage lenders participating in the
program said they made the same amcunt or more of
their own funds available for mortgage loans as they
would have without the program. However, mortgage
lenders canceled or let expire about $1.€ biliion,
or 16 percent, of the funds provided under the
program.

—-We estimate that in the short-run (1) 18,000 to
35,000 additional housing starts and 33,000 <o
65,000 additional jobs can be attributed to the
single-family emergency program, (2) the cost for
each housing start generated ranged from $12,000
to $23,000, and the cost for each job generated
ranged from $6,000 to $12,000, and (3) about
$§1.1 billion was contributed to the gross national
product by the program. :

--Direct costs of the emergency program averaged

about $2,200 per mortgage assisted under the
Program and totaled about $412 million.
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—=-Under the program in the short-run (1) home buyers
received about $714 million in subsidies, (2) the
housing industry received additional income of
about $848 million, and (3) lenders received
additional income of about $23 million.

Although the emergency program produced additional
housing starts and jobs and increased the gross national
product during 1974 and 1975, most of these benefits were
lost when the long-run impact of the program was assessed.
Most of the housing starts generated during the slump were
borrowed from future periods. Some authorities believe this
shifting forward of housing starts dampens the housing cycle
and improves the housing sector.

Whether the benefits represented by the additional
housing sales, starts, and jobs generated by the program
were sufficient to justify the costs incurred by the Federal
government is difficult to assess. The information in this
report on the program's costs and benefits, however, should
help the Congress and executive branch decizionmakers in
formulating the design and funding levels of future single-
family emergency housing programs.

We assessed the influence of the GNMA emergency program
for single-family units on housing production using question-
naires, econometric models, and consultants. We obtained
views from home buyers, mortgage lenders, and builders. The
assessment included an evaluation of the influence of the
program on the demand for the purcnase of new homes and
supply of mortgage credit as well as the program's impact
on housing starts, jobs, and gross national product.

DID THE PROGRAM INFLUENCE THE DEMAND
FOR THE PURCHASE OF NEW HOMES?

A question often asked concerning the effectiveness of
the single-family emergency program is whether the program
influenced the demand for the purchase of homes by people
who might not have done so at that time or whether the
participants in the program were merely shifting from the
private market to the subsidized program. To the extent
that participants would have purchased a home anyway and/or
had not been influenced to imove up their decision to purchase
a home, the GNMA program would not be stimulating the housing
industry--a stated goal of the program. As one method of
assessing this question, we sent questionnaires to various
program participants--home buyers, mortgage lenders, and
builders.

11



Impact of the program on home buyer decisions

We sampled home buyers that participated in GNMA's
single-family emerdgency housing program during the period
October 1974 to November 1976. The Loxe buyers were randomly
selected from listings furnished to us by FNMA and FHLMC.

We used a questionnaire which was deveioped after carefully
pretesting the responses of home luyers during interviews.

We sent the gquestionnaire to 54 home buvers who
partic’pated in the program. (See apr. IV.) Responses were
received from 423, or 77.2 percent, of the home buyers. Our
projections are based on a universe of 176,326 home buyers. A
total of 13,760 loans (190,086 less 175.226) were not included
in our sample because information was - ~eadily available
for these loans which were sold by GNM. pzaid-»>ff, or fore-
closed.

Many potential home buyers were influenced to at least
consider the purchase of a home because GNMA low interest
rate loans were available. The following table shows that
nearly 6 out of 10 home buyers that participated in the
emergency program stated that the program was substantially,
or very, important in their decisions to look for a house
at the time they did. Only 2 out of 10 home buyers stated
that GNMA's program was of little or no importance to their
decisions to look for a house.

Degree of importance of
availability of GMNMA

low interest rate loan Estimated number
to 100k for a home of home buyers Percentage

Very important 67,005 38
Substantia'ly important 35,265 20
Moderatel .mportant 24,685 14
Somewhat important 10,579 6
Of little or no importance 38,792 22

Total 176,326 100

While most home buyers were influenced to enter the
housing market at the ti.~ they did because of the existence
of the emergency program, o out of 10 home buyers indicated
that they would have purchased a home without the benefit
of the subsidized loan. Four out of 10 home buyers stated
that they would have delayed purchase of their house if
GNMA's low interest rate loan had not been available.

12



If GNMA'S low interest
- rate lcan had not been

available at the time

of purchase, would the

purchase of a home been Estimated number
delayed? of home buyers Percentage
No 109,322 62
Yes 67,004 38
Total 176,326 100

For the approximate 109,000 home buyers that stated they
would not have delayed their purchase if GNMA's low interest
rate loan had not been available, we determined what impact
the purchase of a home without the program might have had on
the housing decisions made. Our analysis, as outlined below,
showed that 6 out of 10 of these home buyers stated they
would have purchased the same or a comparatively priced new
home. Three of 10 home buyers stated they would have
purchased a lower priced home.

What people would have

done, without the GNMA Estimated number
program of home buyers Percentage

Purchased a lower priced

new home 12,678 18
Purchased a lower priced

existing home 13,119 12
Putchased the same house 57,941 53
Purchased a comparatively

priced new house 12,025 11
Purchased a comparatively

priced existing house 2,186 2
Other explanations 4,373 _4

. Total 109,322 100

Most home buyers purchased new homes under the emergency
program as shown below. Moreover, about two out of three
purchases were for homes already built or under construction.
The reduction of the new home inventory coupled with the
availability of mortgage credit encourages builders to
increase housing production.
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Estimated number

Kind of house of home buyers Percentage
New house--already
built 65,241 ‘ 37
New house--under
construction 42,318 24
New house--to be
built 61,714 35
Existing house--
previously occupied 71,053 4
Total 176,326 100

Mortgage lenders and builders views

We sent questionnaires to mortgage lenders and builders
that participated in GNMA's emergency program for single-
family units, as well as some of those that did not partici-
pate, to obtain their views on the impact of the program.

The majority of the lenders felt that the GNMA emergency
program had brought buyers into the market who would nct have
otherwise bought a house at the time they d4id. Most lenders
also felt that the program did stimulate bui:ders to start
new houses that they would not have otherwise started.

For the most part, the builders that had participated
in the emergency program told us that it (1° prompted them
to start construction of new homes that they otherwise would
not have started and (2) assisted them in selling a large
number of houses in their inven:ory, as well as houses that
were under construction. The builders indicated that they
used about half of their commitments to dispose of houses
which were in their inventories or under construction.

These builders' volume of business ranged from $2 million
to $41 million annually.

For thoses builders that did not participate in the
emergency program, we found that they chose not to get
involved in the program because (1) they had other ready
sources of mortgage funds and (2) they did not want to get
involved in Government "red tape."

DID THE PROGRAM INFLUENCE THE
SUPPLY OF MORTGAGE CREDIT?

Although many home buyers that participated in the
emergency program indicated they would have purchased a home
even if the low interest rate loan ~f tre emergency program
was not available, their ability to purchase a home in the
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absence of the program would depend on the availability of
mortgage credit. To evaluate the emergency program's
influence on the supply of mortgage credit, we

--obtained mortgage lenders' views on the extent tc
which they substituted program commitments for
mortgage loans they would have made anyway,

-—-analyzed the extent to which program funds were
not used to purchase mortgage loans,

--obtained infcrmation on how lenders allocated
program funds to builders, and

--pktained information on lender awareness of the
existence of the emergency program.

Mortgagqe lenders' views

Many opponents of the emergency sirjle-family program
argue that mortgage lenders merely substituted the GNMA com-
mitments for lcans they would have made anyway. If true,
there would be no increase in the supply of mortgage credit
as a result of the program.

Our random sample of 871 of 2,441 lenders that partici-
pated in one or more of the releases under the single-family
emergency housing program were sent questionnaires to obtain
their comments on the extent to which GNMA commitments
augmented the supply of mortgage credit. Of these, 649
responded. (See app. III.)

Most lenders said they did not use the GNMA program
to substitute for their own funds. As shown in the table
below, a projected 2,075, or 85 percent, of the 2,441
lenders in our universe indicated that they made the same
amount or more of their own funds available for mortgage
loans as they would have without the emergency program.
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Assessmnent of funds
made available by

lenders for mortgages Projected lender responses
Number Percentage

Made the same amount of our
own funds available for
mortgages as we would have
without the GNMA program 1,709 70

Made more of our own funds
available for mortgages
than we would have without
the GNMA program 366 15

Made less of cur own funds
available for mortgage
loans than we would have
and used GNMA commitments
to make up the difference

w
N
N
[
(8]

S Is

1

Total 2

" -3
r-S
[

Commitment authority not used

Mortgage lenders let expire or canceled nearly $1.6
billion, or 16 percent, of the $7.9 billion of GNMA's mort-
gage commitment authority. Of the $1.6 billion, mortgage
lenders let commitments valued at about $1.2 billion exyire.
An expiration occurrea when the lender did not use the
commitments within the 12-month contract period or the
3-month extension period. 1In addition, mortgage lenders
canceled $393 million of commitments shortly after GNMA
announced its second reliease of commitment authority in
January 1975,

We asked the lenders why they did not use their
commitments. The major reason offered for letting commit-
ments expire was that builders who had requested commitments
later canceled them because they were unable to attract home
buyers. The principal reason offered by lenders for
canceling commitments was that the GNMA second release in
January 1975 had a lower interest rate than the first
release of October 1974. The lower interest rate ranged
from a quarter to three-quarters of a percent, depending on
the individual lender contract.



Allocation of commitments

We designed questions to analyze how lerders allocated
commitments among builders. The fairness of lender alloca-
tion of commitments among builders had been questioned.

The responses indicated that most mortgage lenders
followed different techniques in allocating commitments amor.g
builders. The most frequently used method was to give a pro-
portionate amount to each builder based on his request and
available commitments. The next most frequently used method
was simply to issue commitments on a first-come, first-serve
basis. Few lenders indicated that they gave all their
commitments to the larger builders.

Program awareness

Because the orimary goal of the emergency program for
single-family homes was to act as a countercyclical tool in
the declining housing sector, it is important that this
program receive wide publicity among lenders and builders
to obtain maximum participation in the program. Our analysis
showed that most lenders--both participants and nonpartici-
pants of one or more of the program's fund releases--were
aware of the program.

Of the 649 lenders responding t» the questionnaires,
only 49 responded that they did not participate in GNMA's
first release of commitment in October 1974 because they
were not aware of the program. Moreover, only three of the
lenders indicated that they were not aware of the third
release of funds.

We also contacted 144 lenders~-75 savings and loan
a3sociations and 63 mortgage bankers--who did not partici-
pate in the progr :m. The savings and loan associations told
us that their main reason for not participating was because
they had sufficient funds of their own to lend. The mortgage
bankers expressed various reasons for not participating, such
as, (1) GNMA's program fees were too costly, (2) the mortgage
limit of $42,000 was too low for the houses being sold in
their areas, and (3) they had insufficient demand for single-
family mortgages to get involved in the program.

Regarding the matter of canceled GNMA commitments by
builders, GNMA officials told us that, using the GNMA com-
mitment, many times builders were influenced to start new
construction but later canc2led because they were able to
obtain more favorable financing.
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ESTIMATED IMPACT OF THE EMERGENCY

PROGRAM ON SINGLE-FAMILY HOUSING

The impact of the emergency housing program on single-
family housing is difficult to measure in terms of costs and
benefits. The program's costs are incurred in a variety of
ways, from direct costs associated with losses sustained by
GNMA from selling below market rate mortgages to foregone
tax revenues resulting from home buyers deducting mortgage
interest on their tax returns. While direct costs to the
Federal government are more susceptible to measurement,
indirect costs cannot be measured accurately. For example,
some authorities believe that housing programs, such as the
emergency housing program, which is financed by borrowings
from the Treasury, will increase interest rates on all
Treasury borrowings.

On the other hand, the lower interest rates provided
to the participating home buyers might indirectly reduce
the program's cost. The home purchasers probably had less
deductions for income tax purposes than they would have
otherwise due to the lower interest rates they obtained.
This assumes that the individuals did not invest in other
tax shelters which might change their tax status. Another
indirect cost consideration would be increased Federal
revenues resulting from the increase in the gross national
procuct attributable to the additional housing starts.

Similarly, the ultimate benefits of the program,
including long-run and indirect consequences, are difficult
to evaluate. For example, the additional mortgage credit
provided housing by the emergency program may have been
pProvided at the expense of other industries.

Consequently, while this section does not consider all
direct and indirect emergency program costs and benefits,
it does assess the impact of certain aspects of the program
and provides insight into complex factors and relationships
which affect the program's results. It contains a short-
and long-run assessment of the impact of the emergency
program on housing starts using econometric models and
expert opinion, jobs created by these housing starts, and
the gross national product. It also contains information
on the direct costs of these benefits and an analysis of
the distribution of the program's subsidies and additional
funds generated. :
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Impact of the program on housing starts

An econometric model is a representation of the economy
or a particular part of it. The model contains an equation
or set of equations. Each equation describes the relationsbip
between one economic factor and several other factors. Thesc
relationships are normally derived from economic theory and
historical data. The models are simulated by computer.

Because the economy, or any important sector of it, is
so complicated and not fully understood, the development of
one true model is impossible. Models have limitations
because the basic model structure itself and input data are
often made up of simplified assumptions, estimates, and
individual judgments which, when combined, affect the validity,
reliability, and accuracy of the model's results. The model
builder must use his best judgment and focus on key relation-
ships to build a model that approximates the economy. The
assumptions and theories used will affect the results.

The question of how many housing starts were generated
by the single-family emergency housing program is an extremely
complex problem of major importance faced by Federal decision-
makers. Despite impr.:cisions inherent in models, the use of
models when exercised on computers to analyze complex areas
can give decisionmakers useful and better information on the
program's impact.

To develop a model of the housing mortgage market is
complex and costly. Consequently, we used or adapted exist-
1ng operational housing models and sought the advice of five
independent consultants. A list of these consultants is
included in appendix 1I.

We selected three different models--two of them evaluated
housing starts, and one evaluated both housing starts and
sales. Two were adaptations of existing models developed by
our consultants—--one model by Jaffee and Rosen and the other
by Hendershott. The third was a model of the housing sector
portion of a macroeconomic model of the Nation's economy
developed by Data Resources, Inc. (DRI), a private economic
research and forecasting firm.

Description of models

All the models attempt to measure three fundamental
relationships--the demand for and supply of mortgage funds
and housing starts. Although we were interested primarily in
housing starts, the models simultaneously measured the demand
for and supply of mortgage funds also because these factors
have an impact on housing starts and sales.
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Relaticnships Some factors used to measure

Demand for mortgage funds Home sales and/or starts and
loan-to-valu= ratio

Supply of mortgage funds Flow of funds to thrift
institutions, mortgage
interest rates compared to
return on other investments,
and amount of financing by
GNMA and other Federal
credit agencies

Housing starts or sales Population, household income,
and mortgage interest rates

GNMA's activities were represented by
--supplying additional mortgage funds to the market,

-~borrowing additional funds from the Treasury which
in turn borrows from the capital market, and

--p-oviding below market interest rate mortgages.

The table on page 21 shows the major variables used for
the three models. There are both similarities and differences
by variable among the models. They all use some of the same
variables, and the equations are all based on deriving housing
starts or sales and supply and demand for mortgage funds. For
example, all three models use corporate bond and mortgage
interest rates to measure mortgage supply. There are some
differences also. For example, the Jaffee~-Rosen model is :the
only one to use the flow of mortgage funds in the housing
starts equation. All the models contribute to an understand-
ing of the impact of the emergency program, but it is not
possible to state which model best measures this impact.

One factor not directly included in the model was the
impact of the $2,000 tax credit on the home purchase=s
decisions. However, the DRI staff advised us :that their
model gave indirect recognition to the impact of the tax
credit. The Tax Reduction Act of 1975, P.L. 94-12, dated
March 29, 1975, was designed, in part, to help reduce builders'
inventory of newly constructed homes. Generally, the credit
was not to exceed 5 percent of the purchase price of a
principal residence up to a maximum of $2,000. The credit
was available for homes where construiction had begun before
March 26, 1975. One of the consultants believed that the tax
credit had little inpact on housing starts.
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Major Variables Used in the Three Models Equations

Models
Jaffee-
Equations Variables Rosen Hendershott DRI
Housing starts Mortgage interest
or sales rate (a) (b) (a)
Flow of mortgage
funds (a) - -
Household porala-
tion (a) (b) (a)
Loan-to-value ratio (a) (a) -
Price of housing (a) (b) (a)
Income - (b) -
Unsold inventory - (a) (a)
Stock of houses - - (a)
GNMA net purchases
or commitments - (a) (a)

Mortgage demand Flow of deposits
to savings and
loan associations (a) - (a)
FNMA purchases and
FHLBB advance (
Starts or sales (
Corporate bond rate (
GNMA net purchases
or commitments (a) -
Loan to value - (a)

) - (a)
) (a) (a)
) - (a)

(a)

Mortgage supply Deposit flows to

~thrift institu-

tions (a) (b) (a)
FNMA purchases and

FHLBB advances (a) - (a)
Mortgage interest

rate (a) (a) (a)
Corporate bond rate (a) (a) (a)
Household wealth (a) (a) (a)
GNMA net purchases

or commitments (a) (a) (a)

a/Appears directly in equation.
b/Does not appear directly in the equations, but the model

developer indicated that the factor is incorporated
together with others as a composite variable.
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Generally, the model builders all used the same basic
source data which was published by the Federal Reserve Board,
the Federal Home Loan Bank Board (FHLBB), the Bureau of the
Census, and the Bureau of Labor Statistics.,

Use of the models

In modeling GNMA activities, four major questions were
raised by the consultants for which a number of assumptions
were possibie.

1. Was the mortgage market in equilibrium (did the
supply of mortgage funds equal the demand for
these funds at the going interest rate), or during
at least part of the period was there excess demand?

2. Should GNMA commitments or mortgage purchases be
used to represent GNMA's activities?

3. To what extent did the subsidized aspect (below
market interest rate mortgages) of the program
bring new households into the market who would
not have otherwise purchased a home during this
period?

4. To what extent did GNMA's borrowing have an impact
on the private mortgcge market? To finance its
operations GNMA borrowed funds t.rough the Treasury
from the overall capital market. This demand on
the capital market tends to raise overall interest
rates. An increase in capital market interest rates
might cause some private mortgage lenders to divert
funds from the mortgage market, thus reducing
housing starts and diminishing the impact of GNMA.

To accommodate the problems vaised by these questions,
the models were run using a variecy of assumptions. Fcr
example, some model simulations used mortgage commitments
while others, mortgage purchases. The table on page 24 shows
the assumptions used in exercising the different models.

Two medels simulated the housing sector starting with
the fourth quarter of 1974 and running through 1976. The DRI
model covered the period beginning with the first quarte. of
1975 through 1980. GNMA was actively making commitments and
purchases in an attempt to stimulate the housing market
during the fourth quarter of 1974 and all of 1975. During
1976 GNMA primarily sold mortgages it had previously acquired.
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Simulation Results

The models were run both with and without GNMA's
emergency housing program activities. The differences in
housing starts or sales thus obtained represent those impac:s
attributed to the emergency program. On an average, the
simulation results showed that GNMA's emergency program,
for single-family units, generated increased housing starts
of 26,700 during the last quarter of 1974 and all of 1975.
This average is based on estimates ranging from 2,000 to
63,300 units. The table on page 24 shows that Rosen and
Jaffee estimated that GNMA activity resulted in 11,100
to 63,300 additional starts, or an average of 38,960 units.
Hendershott's four estimates show 2,000 to 25,000 additional
units measured in starts. He also estimated that additional
units, in terms of sales (7,000 to 15,000), were generated
by the program. The Data Resources, Inc. simulation
estimated 17,250 additional housing starts in 1975.

Some of the variations in simulation results can be
explained by the set of assumptions used. For example, the
impact was highest where the subsidized aspect of the program
was considered. Also, when GNMA activity was measured by
commitments, housing starts were greater than when measured
by purchases. This is mainly because there were more commit-
ments than purchases made.

While the emergency program increased housing starts
during the housing slump of 1974 and 1975, the simulation
results showed that the program reduced housing starts
during calendar year 1976. All three models showed this
reduction in 1976 which averaged about 6,900 units. However,
the DRI model showed a continued reduction in starts through
1978. Consequently, the additional housing starts attribut-
able to the emergency program were partially generated by
shifting housing units from 1976. This shifting of housing
starts helps dampen the extremes of the housing cycles.

One possible explanation of this longer-run impact
is that while GNMA was pumping funds into the mortgage market
during the last quarter of 1974 and 1975, it was selling these
mortgages in 1976. Some econumists believe this practice may
have prevented mortgage rates falling in their normal pattern
and thus reduced starts.

After reviewing the simulation results along with the
questionnaire results, the five consultants provided us with
their best estimates of the program's impact. The table on
page 25 summarizes each of the consultants best estimate and
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Estimated Additional Housing Starts By
Model Simulation and Assumption For
The Fourth Quarter Of 1974 And Calendar Year 1975

Subsidy QMA's Estimated additional
Model and ‘ - NMA impacts Market in impact borrowing impact housing starts
simalation measured by equilibrium? considered? on bond rate attributed to GNMA
Purchases Commitments Yes No  Yes No High Low
Jaffee-Rosen:
I X X X X 11,100
11 X X X X a/45,000
I1I X X X X 3a/28,700
v X X X X a/63,300
\'"/ X X X X 46,700
Hendershott:
I X X X X o/ 4,000
I X X X X X a/25,000
III1 X X X X 2,000
v X X X X X a/24,000
DRi:

[}
=
>
>
b

b/17,250

a/These simulation results show a negative impact on housing starts during the last quarter of 1975. While
this negative impact was not deducted here, it was considered in evaluating the program's loug run affect.

b/These simulations continue to show additional housing cstarts generated in the first two quarters of 1976.
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their reason for it. The average of these estimates is 25,000
additional housing units; however, the estimates range from
18,000 to 35,000 units.

A direct comparison of the simulation and questionnaire

results is difficult to make. As discussed on page 12,

we estimated that about 67,000, or 38 percent, of the 176,326
home buyers would have delayed their purchase without the
program's low interest rates. One possibility would be to
multiply the 67,000 by 35 percent, the estimated number of
home buyers indicating they bought a new-to-be-built home--or
a new start. This calculates to about 23,400 starts which is
very close to the average of our consultant's best estimates.

Consultant's Best Estimate of the Program's Impact

Estimated

Estimate by units Basis of estimate

Hendershott 20,000 Based upon consideration
of all his simulations;
but these did not
account for the subsidy
impact which he esti-
mates was an additicnal
5,300 units.

Jaffee-Rosen 35,000 28,000 units from their
Simulation III plus
about 1/3 of the addi-
tional units generated
by the subsidy aspects
of Simulation V.

Swan 20,000 to General evaluation of all

25,000 models.
von Furstenberg 18,000 to Based on some of his pre-
28,000 vious work plus general

assessment of all model
results.

The following describes the kind of adjustments the model
builders made in their simulations. For example, Jaffee and
Rosen originally assumed in two of their simulations that all
individuals participating in the program did so because of the
subsidized interest rates. Their other simulations assumed
the subsidy did not influence anyone to participate. Since
the questionnaire results indicate only about one-third of the
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buyers were influenced by the subsidy they adjusted one of
the simulation results upwards by about one-third.
Hendershott, on the other hand, had not modeled for any
subsidized impact, so he also revised his estimate upward.

Measurement of some short-run
drogram costs and benefits

We compared some of the program's costs and benefits in
the short-run (during the housing slump) using (1) additional
housing starts generated by the emergency program, (2) jobs
Created by the additional housing starts, and (3) additional
dollars contributed to the gross national product by the
additional housing starts. The comparisons are based on a
number of assumptions and do not congider indirect costs.

For these reasons, the analysis is offered only as an
approximation. ‘We estimate that

--18,000 to 35,000 additional housing starts can be
attributed to the single-family emergency program,

~--33,000 to 65,000 additional jobs can be attributable
to the program, and

~=$1.1 billion was contributed to the gross national
product in 1972 dollars.

As discussed subsequently, most of the housing starts,
jobs, and gross national product generated in the short-run
were borrowed from future periods. The two tables which
follow summarize the range of additional housing starts, jobs,
and costs from minimum to maximum program impact.

Minimum Average Maximum
(note a)
Additional housing
starts 18,000 25,000 35,000
Additional jobs 33,000 46,000 65,000

a/The average is calculated from the four best estimates
of the consultants shown on page 25. For those calculations
which had a range (for example, 20,000 to 25,000 units), we
used the mid point; i.e., 22,500 units.
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Worst Average Best

impact impact impact
Direct cost for eacn
housing start generated $23,000 $16,000 $12,000
Direct cost for each
job generated $12,000 $9,000 $6,000

Housing starts attributable to the emergency housing
program are expressed in a range from the minimum, of 18,000
units, to the maximum of 35,000 units. The additional jobs
attributed to the program were estimated by applying the
National Association of Homebuilders' estimate of 1.85 jobs
for each housing start generated.

A breakdown of the annual estimate of 1.85 jobs per
housing start by activity shows (1) construction .714,
(2) other industries .867, and (3) land development .272.

The DRI model indicated additional jobs were created
from the third qguarter of 1975 throuy, the third quarter of
1977; it showed as high as 37,000 additional jobs generated
by the emergency program during two quarters.

The DRI estimate of the gross national product generated
by the program shows $1.125 billion in 1972 dollars of addi-
tional gross national product in 1975 and 1976. It also shows
a $1 billion reduction from 1977 through the second quarter of
1979. It should be noted that DRI results tend to lag in
time compared with the results of the other models discussed

in this report.

The net direct cost to the Federal Government for the
program was estimated at about $412 million. This cost was
used to compute the costs of each housing start and job
genel .ted. Gross program costs represent losses sustained
vhen the program's below market interest rate mortgages were
sold by GNMA and interest expenses on Treasuy borrowings
used to finance mortgage purchases. The gross cost is
partially offset by revenues received by GNMA for accrued
interest on program mortgages while held in its portfolio
and commitment and other fees collected from mortgages.
Indirect costs of the program were not considered.

The estimated cost of $412 million is primarily
attributable to GCNMA's trading losses resulting from buying
below market interest rate mortgages and selling them in
the private market at a discount. The subsidy to the home
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buyers obtained through the low interest rate mortgages would
be somewhat comparable to the losses sustained by GNMA in
selling the mortgages in the capital market, all factors being
equal. dowever, the difference between GNMA's borrowing costs
and the mortgage interest rate for those mortgagezx held by
GNMA, along with the fees charged program participants

($176 million) produced income which partially offset the
trading losces.

Distribution of subsidy and
additional funds generated

Home buyers were the major recipients of the program's
subsidy. The building industry and mortgage lending institu-

tions benefited from the additional housing units generated by
the emergency program.

We estimated that approximately 190,000 participating
home buyers received a total of $714 million in subsidies
because they acquired mortgages with interest rates which
ranged from 1 to 2 percent below the prevailing market
interest rate. The typical participating home buyer with an
8-percent interest .ate mortgage pays about $40 less per month
in principal and interest payments than a nonparticipating
home buyer with a 9-1/2-percent interest rate mortgage.

In addition, participating home buyers build equity in
the house faster than nonparticipating home buyers. For
example, if the participating home buyer holds the mortgage
for 12 years (average period for single-family home owners),
he will accumulate about $1,114 more equity in the house
than a home buyer with the higher interest rate mortgage.
The present value of these subsidies: i.e., discounting
them to their present worth; is about $3,756 for each home
buyer. This figure times the 190,000 mortgages purchased
under the emergency program amounts to about $714 million.

Various sectors of the building industry benefited from
the additional housing units generated by the emergency
program--about 25,000 units in the short-run. These addi-
tional units created income for the various building industry
sectors in proportion to the sector's share of housing costs.
By using the distribution of housing cost data reported by
the Congressional Budget Office in a report entitled
"Homeownership: The “hanging Relationship of Costs and Incomes,
and Possible Federal Roles" dated January 1977, we estimated
that the various building industry sectors obtained the
increased funds shown in the table below from the emergency
program; the value of land has been excluded because residen-~
tial construction in the gross national product comprises
only the value of new structures.
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Estimated Increased Funds To The Building Industry

Income
Distribution Average for
Building industry of the income 25,000
sectors housing dollar Per house houses
- (percent) (miilions)
Builders 12 $ 5,148 $129
Construction
workers 16 6,864 172
Material suppliers 33 14,157 354
Land owners 21 -0- -0-
Construction loan
lenders 10 4,290 107
Real estate agents
and others _8 3,432 _86
Total 100 $33,891 $848

We estimated that funds accruing to mortgage lenders
that participated in the emergency program amounted to about
$23 million based on the 25,000 mo:-tgages generated by the
program. This assumes that the number of extra mortgages
issued is the same as the number of additional starts.

For the most part, mortgage lenders benefii through a service
contract where they are paid 3/8 of . percent of the unpaid
mortgage balance to collect the monthly mortgage payments

and provide other services. The present value of a typical
service contract held for 12 years is $929, or $23 million,
for 25,000 service contracts. This is a gross income figure
and includes not only profit, but also wages to employees and
various administrative services.

Long-term program impact

In addition to short-run program costs and benefits, it
is impcrtant to assess the long-term impact of a program so
that its cverall merits are considered. For instance, under
the emergency program, generating additional housing starts
during a housing slump means borrowing some of these units
from future construction. As shown on page 23, although the
emergency program increased housing starts during 1974 and
1975, most of the simulation results showed it reduced housing
starts in 1974.

The net reduction in benefits in the long-run is also
demonstrated by the DRI estimates of the gross national
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product generated by the program. While the model shows
$1.125 billion in additional gross national product in 1975
and 1976, it shows a $1 billion reduction from 1977 through
the second quarter of 1979. Also, most of the additional
jobs generated by the program are lost when the model is run
through 1979. The table on page 31 shows the distribution
over time of these economic impacts as well as direct costs
and subsidies to the home buyers.

Some experts believe that the real benefits of the
program are not confined to additional housing starts, jobs,
or gross national product; rather, it s in the overall
stabiiizing effect on the housing industry. These benefits,
however, are difficult to measure.

For example, some proponents of countercyclical housing
intervention believe that shifting some housing starts from
future housing peaks t5 present housing slumps results in
lowering the cost of all housing through increased e.ficiencies.
For example, labor costs will be less because lower unemploy-
ment premiums will be required, and material costs will be
less because more efficient production methods can be used in
a more stable market.

If one assumes that this shifting of housing units
iowered the cost of the 2.224 million single~family units built
during the approximate 2-year period in which the emergency
program operated, the program may be considered cost benefi-
cial if it lowers the cost of each of these units by an amount
equivalent tu the direct and indirect costs of the program.
For example, if the program lowered the cost of each of the
2.224 nillion units by $185, it may be considered to have
covered its direct cost. Of course, the program's long-run
impact would have to be studied before an overall conclusion
could be made on the effectiveness of the program.
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Distribution Over Time of Some Costs
' and Economic Impacts

Gross
Direct Subsidy to Additional Additional national
cost home buyers starts jobs product
Year (millions) (miliions) (thousands) (thousands) (millions)
1975 $ (3.3) $ 90.4 17.2 2.8 $325
1976 310.6 90.4 2.7 30.5 800
1977 104.6 80.4 -11.0 11.0 ~500
1978 - 90.4 - 4.2 -21.2 -475
1979 - 90.4 - ~11.2 - 25
1980 - 90.4 - - -
1981 - 90.4 - - -
1982 - 90.4 - - -
1983 - 90.4 - - -
1984 - 90.4 - - -
1985 - 90.4 - - -
1986 - 302.1 - - =
Totals
Non-
discounted $412 $1,296 4.7 a/ $125
Dicounted
(note b) 5342 Y 114 - = b/eg/$252

a/Jobs are not totaled because the n.mbers represent the inventory cf
additional jobs generated on the :erage during the year.

b/Items discounted at a 9 1/2-percent rate.

¢/Gross national product rigures first converted from 1972 dollars
as presented in the model to current dollar before discounting.
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OPTIONS ADVANCED TO IMPROVE
FEDERAL INTERVENTION

A nuimber of options have been advanced to improve the
effectiveness of Federal intervention in housing during
industry slumps. Some of the options advanced, concerning
instability in the cost and supply of mortgage credit and
improving the timing of Federal intervention, are discussed
in the following scctions.

Options advanced to deal with credit problems

A variety of options have been discussed, other than
emergency-type housing programs, to deal with instability in
the cost and supply of mortgage credit. Many of the options
are aimed at reducing cyclical variations in mortgage credit
or improving the long-run supply of funds for housing. In
a report entitled "Housing Finance--Federal Programs and
Issues" dated September 23, 1976, the Congressional Budget
Office identified some of the options and outlined their
expected impacts. 1In many cases, the actual net effects of
these options are poorly understood and difficult to evaluate.
Some of the options identified by the Congressional Budget
Office include

--expanding GNMA activities to focus on long-run credit
assistance,

--expanding certain federally subsidized housing
programs,

--providing Federal coinsurance of long-term loans
for single- and multi-family housing,

--providing Federal insurance coverage for secondary
market investors,

--ending regulation of maximum savings deposit interest
rates paid by commercial banks and thrift institutiors,

--allowing lenders to use housing finance lending
instruments that differ substantially frem the current
standard mortgage,

--eliminating the interest rate ceiling on FHA-insured
and VA-guaranteed loans along with the prohibition
on the charging of points, and

--requlating the geographic distribution of mortgage

lending by thrifts and commercial banks and stricter
enforcement of antidiscrimination regulations.
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With respect to coinsurance and alternative mortgage
instruments, HUD has programs operating on a small scale in
these areas. A coinsurance program is underway at HUD for
single-family houses.

HUD also operates a Graduated Payment Mortgage program
directed at lowering payments during the early years of the
mortgage amortization period. The monthly mortgage payments
under this program are lower in the earlier years than those
made under a regular mortgage which is repaid utilizing a
standard flat-rate amortization schedule. The Graduated
Payment Mortgage program was shifted from an experimental
basis to an ongoing permanent Federal program in 1977. Under
the program, a home buyer will be able to select one of five
possible plans which vary in the rate at which monthly pay-
ments increase (2 percent to 7-1/2 percent a year) and the
number of years over which the payments increase (5 or
10 years).

The payments increase annually on the basis of the plan
selected. Beginning in the 6th year for the S5-year Plan and
the 1l1lth year for the 10-year plan, the payments level out
for the remaining term of the mortgage.

The options under discussion to deal with instability in
the cost and supply of mortgage credit assume Federal govern-
ment intervention in housing is desirable. Arguments have
been advanced, both pro and con, about Federal intervention.
Proponents of intervention argue that it is justified because
there are significant social and economic costs associated
with instability in the housing industry. Arguments made in
support of intervention are outlined below.

--Housing market cyclicality discourages entrepreneurs
from entering the industry. Homebuilders typically
are low capital firms and vulnerable to swings in
interest rates and demand. Those firms forced out
of the residential construction industry during
periods of high interest rates and low housing demand
are reluctant to return.

--Many housing construction materials are highly
specific and have little alternative use. Consequently,
fluctuations in housing construction generates recurr-
ing bottlenecks in the housing supply industries.
Once these industries cancel their capacity expansion
during severe housing downturns, it may take several
years to return to previous production levels.

~-Reduction in cyclicality of employment in the

residential construction industry might lower labor
costs by permitting development of a more stable
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and more highly skilled labor force and the avoidance
of heavy unemployment premiums to compensate for the
unsteady work.

--Federal countercyclical intervention also contributes
to economic efficiency in the mortgage market.
Federal intervention contributos to increased market-
ability of residential loans and interregion:! flow
of funds is greatly improved.

Arguments advanced opposing federally sponsored counter-
cyclical intervention in behalf of housing are outlined below.

~--Federal support of housing during tight credit
periods is likely to come at the expense of stability
in other sectors of the economy; that is, securities
issued by housing credit agencies or by the
U.S. Treasury may crowd out borrowing by other sectors.

—-Intervention with mortgage credit causes incomes to
be redistributed from poor and rich households to
middle-income households. This is because mortgagors
benefit from the lower mortgage rates, and savings
account depositors suffer a loss. Because both low-
income and wealthy households have low mortgage debts
relative to savings deposits, they tend to lose. The
reverse is true for middle-income households. They
tend to gain from government intervention.

--Because the housing cycle often runs counter to the
general business cycle, it actually moderates
inflationary pressures in periods of excess demand
and supports economic activity during ¢eneral reces-
sions. Thus it helps to smooth out overall fluctua-
tions in the total business cycle.

--Supporting the residential construction industry
during housing downturns can in fact conceivably
undermine monetary policy by giving rise to easler
credit, more intense overall demand, and thus, an
even greater inflation rate.

Automatic program activation

Another option advanced concerns whether the emergency
housing program would be more effective if GNMA used an
automatic trigger system. Economic indicators would turn the
program on and off. Some housing authorities believe fiscal
stabilizing programs, such as the emergency program, must be
implemented automatically to be effective because discretionary
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systems are often too slow. In this regard, it took 172 days
frem the time emergency housing legislation was first intro-
duced in the Congress in May 1974 until GNMA could make the
first commitment announcement in October.

However, some housing authorities are opposed to
establishing formalized program triggers. They believe
triggers can create self fulfilling prophecies; industry
will not act if the market is approaching the trigger
threshold, rather it will wait for Federal intervention;
and Federal intervention in the housing market would be
.nstitutionalized and therefore oppose this mechanism.

Currently, HUD uses a number of economic indicators to
assess the condition of the housing market. They include the

--spread between 3-month Treasury bill interest rates
and savings account interest rates.

--number of single-family, private housing starts,
--mortgage interest rates on new single-family homes,
--number of houses for sale and sold,

--unemployment rate in the construction industry,
--value of loans made for construction,

--value of mortgage loans made for home purchases, and
--flow of funds to savings and loan associations.

These economic indicators are not used to turn the
emergency program on and off automatically. GNMA has not
set formal threshold values--limits pointing to a problem--
for most of these indicators.

The decision to make commitments to purchase and the
total amount to be committed is determined by a combination
of actions by the Congress, the President, the Office of
Management ar.d Budget, and the Secretary of HUD. GNMA's
input in the decisionmaking process consists of suggestions
to the Secretary concerning the status of the housing market
and the need for governmental intervention, including the
type and amount of mortgages to be purchased, on the basis
of its interpretation of the meaning of the economic indicators.
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Two important aspects of any automatic trigger mechanism
are the selection of the proper economic indicators and
associated threshold or triggering values. For example,
title II of the Public Works Employment Act of 1976 uses
natioral unemployment as the economic indicator and the
6-percent level as the threshold value for starting the
program. The indicators used must in some way represent the
market conditions one is trying to correct. The threshold
values must be set at a proper level to prevent the program
from starting or ending too early or too late.

Authorities often disagree on what economic indicators
or threshold values should be used to turn the emergency
housing program on and off. Some of the trigger mechanisms
suggested to us by one of our consultants as well as others
in the housing industry for starting emergency housing
programs are

--when mortgage interest rates are above 9-1/2 or
10 percent,

--when the flow of funds to savings and loan
associations is negative,

--when the inventory of unsold single-family homes
exceed a 6-month's supply,

--when the Treasury bill interest rate rises to
6-1/2 to 6-3/4 percent and stays at that level
for over 30 days,

--when monthly single-family housing starts,
expressed as an annual rate, drop below 900,000
units, and

--a combination of 2 or more of the above.

We had difficulties in obtaining opinions on triggers
for turning the emergency program off. Disagreement as to
what should be used to turn efforts off is typical of many
fiscal stabilizing programs. Some authorities believe such
programs should be turned off only when full recovery is
achieved, while others believe it should be done at the first
sign of recovery. The few triggers suggested to us for turn-
ing the emergency program off include

--when monthly single-family housing starts,
expressed as an annual rate, reach 1.6 million,

--when Treasury bill interest rates drop to 5
percent, and
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--when the flow of funds to savings and loan
associations increase at a l0-percent annual
rate.

CONCLUSIONS

GNMA's emergency housing program for single-family
homes induced a number of persons to buy homes who otherwise
may not have purchased them or delayed their purchase. This
program outcome was beneficial in that additional housing
starts and jobs were generated at a time when the housing
industry was suffering from low production and high unemploy-
ment.

Whether the benefits represented bty the additional
housing sales, starts, and jobs generated by the program were
sufficient to justify the costs incurred by the Federal govern-
ment is difficult to assess. However, the information in
this report on some of the program's costs and benefits should
help the Congress and executive branch decisionmakers in for-~
mulating the design and funding levels of future emergency
housing programs. The Nation will, from time to time, face
slumps in the housing sector, and the Congress will be asked
to intervene to help the ailing housing market.

Emergency-type housing programs are the Federal govern-
ment's reaction to a problem--periodic scarcity in and high
cost of mortgage credit. While such programs may help to
alleviate this problem, they cannot prevent the problem from
surfacing. A variety of alternative programs have been
advanced to deal with periodic shortages and high costs of
mortgage credit.
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CHAPTER 3

TO WHAT EXTENT SHOULD THE PROGRAM BE DIRECTED TO
MODERATE~-INCOME FAMILIES?

Serious questions exist concerning the impact of recent
legislative changes aimed at insuring that families who parti-
cipate in future single-family emergency housing programs will
have lower incomes and purchase lower-priced homes than those
families that participated in the past program. There are
also ques*inns as to the level of moderate-income family
participation desired in future emergency housing programs.

Briefly, we found in regards to the past emergency
program that

--Approximately one-fourth to one-third of the GNMA-
assisted home buyers could be considered to be of
moderate income.

--Below-nedian income home buyers were not influenced
to a greater degree than other home buyers to
purchase a home by the program.

--If the home price ceiling set by current legislation
had been effective for the past emergency housing
program, we estimate that about 26,000, or 17 percent,
of the homes purchased would not have been eligible
for GNMA assistance.

--Mortgage lenders said the mortgage limitations were
not effective in directing program funds to low-
and moderate-income families.

We believe the Congress needs to reexamine and clarify
the legislative changes nade affecting moderate-income
family participation in future emergency housing programs.

RECENT LEGISLATIVE CHANGES

Recent legislative changes have been made to the emergency
housing program aimed at promoting homeownership opportunities
for moderate-income families ir future emergency housing
programs. The Housing Authorization Act of 1976, enacted
August 3, 1976, amended the 1974 Emergency Act by imposing a
home price ceiling for single-family homes of $48,000 for most
areas and $52,000 for high-cost areas to be determired by the
Secretary of HUD. This home price ceiling has had no effect
on the emergency program to date because the last release of
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single-family emergency funds was in August 1975. The home
purchase price had no limitations before August 3, 1976.

In addition, the emergency home purchase assistance
authority was amended by section 407(a) of the Housing and
Community Development Act of 1977, enacted October 12, 1977,
giving the Secretary of HUD discretion to promote homeowner-
ship opportunities for moderate-income families to the extent
consistent with the emergency program's primary objective of
stabilizing aousing production. Similarly, this provision has
not yet had an impact on the single-family emergency program.

The emergency housing program did operate with a
provision which could have an impact on the income of program
participants. The Emergency Housing Act of 1974 provided for
a maximum mortgage limit of $42,000. In Alaska, Hawaii, and
Guam the mortgage limit was set at $55,000. On October 15,
1978, the House of Representatives approved the conference
report on $.3084. This report contains a provision to increase
the principal mortgage obligation able to be purchased by GNMA
to §55,000 for a single-family home.

Before, as well as after, passage of the 1974 Emergency
Act, much debate took place in the Congress as to whether or
not the program would or was benefiting mainly high-income
home buyers who were purchasing larger and more expensive
homes under the program. During congressional debates on the
1974 Act, serious consideration was given to establishing
requirements that the program be directed toward moderate-
incz~e home buyers. The act as passed contained a limitation
of $42,000 on mortgage loans, but no provision was made to
limit the program.to moderate-income home buyers. Apparently,
because of congressional concern over the income levels of
home buyers participating in the program, GNMA, during the
last release of funds in August 1975, required that 75 percent
of the amount of mortgages written by each lender be limited
to no.more than $36,000. It was thought that the lower mort-
gage amount would aim the program to a greater number of
moderate-income home buyers.

MODERATE-INCOME FAMILIES DID
PARTICIPATE IN THE PROGRAM

We estimate that approximately one-fourth to one-third
of the GNMA-assisted home buyers could be considered to be
of moderate income. This participation was achieved without
benefit of the legislative provisions limiting home prices
and providing authority to promote homeownership opportunties
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for moderate-income families. Participation by this income
group is similar to that experienced by FNMA and FHLMC
for mortgage loans they purchased for their own accounts.

For the purpose of our analyses, we defined moderate
income as families earning 80.1 to 120 percent of the
median income. We arrived at this definition on the basis
of HUD's section 8 program, which legislatively defines
low income generally as 80 percent or less of median income,
and proposed legislation (S5.741), which would have required
the emergency program to be aimed at moderate-income families
and defined moderate income as not to exceed 120 percent
of the median income for the area in which property is
located. S.741 was not passed by the Congress.

We made two analyses to determine the extent of moderate
incom: participation in the emergency program--one using the
national median income and the other using the county-of-
residence median incomes.

Using the 1975 national median income of $13,719, we
estimate that one-fourth of the GNMA-assisted home buyers
could be considered to be of moderate income. This analysis
was based on the incomes of 156,000 program .ome buyers who
obtained conventional mortgages which make up about 85 per-
cent of the program's assisted home buyers. The FNMA and
FALMC data was for unassisted conventional mortgages which
they purchased during the same period as the GNMA-assisted
mortgage purchases. The following chart shows the distribu-
tion of home buyers by income range.

Distribution of GNMA-Assisted and
FNMA and FHLMC Market Home Buyers

! Percent of

Percent of GNMA-~ ‘ FNMA and FHLMC

Annual income assisted home buyers mortgages (note a)
Below moderate--

$9,599 and less 0.3 0.7
Moderate--

59,600 to $16,799 25.0 24.9
Above moderate--~

$16,800 and over 74.7 74.4

c

a/Private market mortgages for their own accounts.

Using the national median income of $i3,719, a home
buyer's income would have to be between $10,975 and $16,462
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for the home buyer to be considered moderate income. Because
our data was available only by income range rather than exact
incomes for each home buyer, we arrived at a moderate income
range ($9,600 to $16,799) by using the income ranges that
contained the upper and lower actual moderate income figures.

As another indication of the extent that moderate-income
home buyers participated in the recent program, we compared
the incomes of GNMA-assisted home buyers in our statistical
sample of homeowners to the moderate-income range (80.1 to
120 percent) for their county of residence. On this basis,
we estimate that 35 percent, or 61,714, GNMA-assisted home
buyers were in the moderate-income range. From these
analyses, if the emergency housing program was limited
exclusively to moderate~income families with the definition
of moderate income contained in S.741, an estimated two-
thirds to three-quarters of the home buyers participating in
the past emergency housing program would have been ineligible.

We are only partially able to explain the difference in
the number of home buyers in the moderate-income range--25
and 35 percent--for the above two analyses. 1In one case,
we used national data in making our calculations to arrive
at the 25 percent figure. 1In the other case, we used data
on the county of residence for GNMA-assisted home buyers and
derived a 35-percent figure. Moreover, the 25-percent
figure is based on only GNMa-assisted conventional home
buyers; whereas, the 35-percent figure is based on all GNMA-
assisted home buyers, conventional as well as those under
the FHA and VA programs.

HOME PURCHASING DECISIONS NOT
DIFFERENT BY INCOME GROUP

Below-median income home buyers' responses to our ques-
tionnaire indicated that their decisions to purchase homes
were not influenced to a greater degree than other program
home buyers.

As discussed earlier, the Congress has been increasingly
concerned with the high income level of home buyers' parti-
cipating in the emergency program. From a program that
initially contained a limitation of $42,000 on the mortgage
amount, limits on the home »nrice and income eligibility
requirements were added. An often stated concern by the
Congress regarding the use of this program by more affluent
home buyers was that the below-interest rate loans were being
made to home buyers who would have bought anyway. The
implication is that the less affluent home buyers are more
likely to be influenced to purchase a home than the more
affluent.

41



To assess the influence of the program on the less
affluent, we identified participating home buyers with
incomes below the median for their county of residence and
sent questionnaires to 387 of them. We received responses
from 302, or 78 percent, of the home buyers. (See app. VI.)
Thirty-four percent, or an estimated 3,032 below-median
income buyers, indicated tkay would have delayed their
purchase if a low-interest rate GNMA loan had not been
available. Our projection iz based on a universe of 8,917
home buyers 1/. This response is comparable to the response
made by all home buyers in our sample--those above and below
median income--as shown below.

Question Responses (percentage)
If a low-interes