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H~RSHIP OPPORl'UNITIES FOR MIDDLE AMERICA (HCMA) 

1. Femat: This program would provide either a grant or a tax credit to purchasers of first hemes. 
Both new and existing hcmes would be eligible. There would be a maximum rrcrtgage 
limit of $38,000 and maximum price limit of $40,000. The arrount of the tax credit 
would be the lesser of (1) the difference between payrrents to principal and interest 
at the current market rate (9% assumed in this analysis) and payrrents to principal 
and interest at 6% or (2) the difference between principal and interest at 9% arrl 
20% of the family's incane. The subsidy on the rraxirnum price house would phase out 
at about the $18,000 inccrne level. 

2. Families Assisted: 1.1 million families in the relevant incane range of $14,000 to $18,000 a year 
will purchase in any case. An additional 700,000 - 800,000 families could 
be made capable of harre purchase, of which an estimated 250,000 would purchase 
in the first year. 

3. Subsidy per Family: The average first year subsidy per family would be $500 and, with normal 
incane grCMth, the average subsidy over the life of the loan would be $1325. 
Assuming a 5 1/2% grCMth rate in nomal incane, the $14,000 family would phase 
out in 5 years and higher incane families would phase out sooner. 

4. Nurrber of Incremental Purchasers per year: 250,000 additional families are likely to 
purchase in the first year. 
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5. First Year Outlays: About $670 million (assuming 1.35 million purchasers annually, each with a $38,000 mortgage). 

6. Total Costs: $1.8 billion over the period of subsidy for each year's assisted families. 

7. Cost per Increrrental Purchaser: (First Year): $2,700 ($670 million divided by 250,000) 

(Total) - $7,200 ($1.8 billion divided by 250,000 incremental 
purchasers) 

8. Risk to the Governrrent: No default risk since FHA insurance is not required. 

9. Ease of Administration: If assistance is provided as a tax credit, administration is 
extrerely inexpensive but costs nncontrollable. If the assistance 
is provided by direct subsidies, administration is canplex, but the 
nt.nnber of recipients, hence costs, can be controlled. 
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10. Inequities: Benefits are focused on m:xlerate incane marginal purchasers, but only first time hane 
purchasers in this class are benefitted and not existing hcmeaNners or secon::i.· 
time hane purchasers with similar incane. 

11. I.rrpact on Typical $15,000 Inccrne Family Buying a $40,000 House with a $38,000 ~rtgage: 

12. Pros: 

Dcwnpayrrent (not including closing costs) of $2,000. 
~nthly mortgage payment reduced by $56, fran $306 to $250 in first year; reduced ty $42 in 
second year to $264, if ina:xre increases by 5 1/2% to $15,285, subsidy phases out after 4 years. 

1. The President can fairly represent that this program will bring haneavnership within the 
grasp of an additional 800,000 young families seeking to purchase a first hane. 

2. Assures buyer and lender of first-time purchasers continued capacity to support rrortgage 
regardless of inccrre growth. 

3. Accelerates opportunity for haneownership for young mcderate incare families with growing 
incanes. 

4. Also allows those who buy anyway to purchase better housing and mitigates the 
financial strains facing such families. 

5. The subsidy provided will phase out with nonnal incorre growth, hence few families 
will be subsidy recipients after 3-5 years in the pro:Jram. 

6. If interest rates again reach 7 1/2 percent, the subsidies being provided 
will be so small that the program .will have phased itself out of existence. 

7. By not differentiating between new construction arrl existing housing, but 
focusing on families who can afford only Il'Odest housing, it will encourage 
sane young families to buy older housing in urban areas which is a bargain 
as canpared to new construction. 

8. Can be canbined with any downpayment option. 
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9. If .implemented as a tax credit, could be translaterl into a rronthly subsidy by haneoNner 
adjusting his withholding. 

Cons: 

1. Substantial outlays required. 

2. Sane families may not experience incx::rne grCMth, hence not \\Ork off subsidy 
as rapidly as anticipated. 

3 • .May be criticized as welfare for the well-to-do ($14,000 - $18,000 
incanes) , although it serves a lower incane band than any of the 
other alternatives. 

4. Incentive to purchase maximum price ($40,000) house, except that purchaser with 
normal incare growth will have to assume full costs within 2-5 years. 



GRADUATED PAYMENT/FIXED RATE MORTGAGE 

l. Fonrat: Initial mortgage payments would be reduced and later payments increased at a set rate of 
increase. 

2. Ntmlber of families assisted: 

3. Subsidy per Family: None 

4. Number of Incremental Purchasers per y~: 40,000 additional families may purchase in the first year; 
more in later years as FHA derronstrates the viability of GPs 
to PMI's and conventional lenders, rising to up to 100,000 

5. First Year OUtlays: None per year. 

6. Total Costs: Depends on ultimate foreclosure rate. 

7. Cost per Incremental Purchaser: (First Year) - None 
(Total) Deperrls on ultimate foreclosure rate. 

8 • Risk to the Government: Increases FHA default risk by up to 40% / requiring • 5 to . 6 prani.um. 

9. Ease of Administration: Requires FHA unde:i:writing, but FHA is already financing sane GP mortgages 
this year pursuant to Section 245. 

10. Inequities: Benefits primarily those with reasonable cash equity and reasonable expectations of 
incane grCMth. 

11. Impact on Typical $15,000 Incane Family Buying a $40,000 House with a $36,000 1-brtgage: 

1-bnthly mortgage payment reduced by $37 fran $284 to $247 in first year and by $30 to $254 in the 
secorrl year; payments would continue to rise by 3% per year over the first ten years of the 
rrortgage term, then level off. (Assuming both loans at 8 1/2% with .6 pranium on GP and 
. 25 PMI pranium on the level payment mortgage). 

12. Pros: 

1. Accelerates opportunity for haneownership for those with expectations of rising inccrne 
by providing lower payments in early years of the mortgage, thus mitigating initial incorre 
constraints on haneo.vnership. 

) 
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Pros: (cont'd) 

2. Involves no direct subsidies. 

Cons: 

1. Requires higher (at least 7%) downpayment to avoid outstanding balance exceeding 
house price, so cannot be combined with a downpayment option. 

2. Increased default risk since, during early years of mortgage, amount owed 
will exceed original principal amount. 

3. Lenders may shy away due to higher risks and reduction in their cash flow. 

4. Many consumers will be wary if uncertain about their future income growth. 

5. Will probably require FHA insurance, another impediment to lender and 
consumer acceptance, as well as an additional workload burden and risk to HUD. 



REDUCE FHA Da-VNPAYMENT REQUIREMENT 

1. Format: legislative change to reduce downpayment required for FHA insurance 

CUrrent 

3% for up to $25,000 
10% for $25,000 - $35,000 
20% for $35,000 - $45,000 

Option 

3% for up to $25,000 
5% for $25,000 - $40,000 
10% for $40,000 - $50,000 
20% for $50,000 - $60,000 

2. Number of Families Assisted: 275,000 - expected FHA volume of 255,000 plus incremental purchases 

3. SUbsidy per Family: None 

4. Number of Incremental Purchasers per year: 20,000 (10,000 - 30,000) - Reduces downpayrrent 
requirement for FHA purchasers only by an 
average of 3%, but increases required monthly 
payment to amortize resulting larger mortgage 
arrount. 

5. First Year OUtlays: None 

6. Total Costs: None 

7. Cost per Incremental Purchaser: (First Year) - None 

(Total) - None 

8. Risk to the Goverrurent: An increase in foreclosure losses, but even these increased losses should be 
covered by the current .5% premium. 

9. Ease of Administration: Simple change in FHA processing, but any resulting larger volume of FHA insurance 
would increase HUD workload hence staff needs. 



• 
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10. Inequities: Benefits primarily families with little wealth but relatively high incanes, who 
purchase hOlles over $30,000 in cost. 

11. Inpact on Typical $15,000 Incare Family Buying a $40,000 House.\ 

Lowers downpayment (not including closing costs) fran $2750 to $1500 or by $1250, but increases 
monthly pa~ts by $10 fran $286 to $296. 

12. Pros: 

l. FHA may demonstrate value of higher loan to value ratio leans and lead the private 
sector into greater acceptance of such loans. 

2. Can be canbined with an interest ·reduction pro::Jram more significantly to increase 
haneownership opportunities by providing those who benefit fran the subsidy but 
have la.v equity with la.v downpayrnent financing. · 

Cons: 

1. Requires legislative change. 

2. Can be criticized for benefitting only families with relatively high incanes who can 
already afford the increased monthly costs of hareownership. 

3. Very snall number of families actually will be assisted to achieve haneONnership. 

4. Could make FHA more corrpetitive with rather than a carplernent to the private sector's 
mortgage insurance industry. 

5. 90 - 95% loans alreruiy available in private sector in many instances. 



.. 
FEDERAL GUARANI'EE OF J::XXtVNPAYMENT 

1. Format: Federal Governrrent "-Ould guarantee an unsecured loan for one half of downpayment. 

2. Number of Families Assisted: 1. 48 million (if restricted to first time purchasers with 
incanes under $20,000). 

3 • Subsidy per Family: None 

4. Number of Incremental Purchasers per year: 75,000 (50 - 100,000) 

Lo.vers downpayment required at purchase but raises total price of hane since the 
second loan nn.ist be ·amortized sinn.iltaneously at the mortgage:rate. 

5. First Year D.ltlays: None 

6. Total Costs: Defaults on quarantees for 1.48 million purchasers are estimated at $318 
million, primarily during the first five years (based on 12% default rate and 
5% guarantee) . (In addition, FHA losses could be increased by as nn.ich as 
$61 million as a result of additional losses resulting fran decreased loan 
to value ratios on 85,000 eligible FHA loans). 

7. Cost per Incremental Purchaser: (First Year) - None 

(Total) -S42d0 (or $S053 including FHA losses) 

8. Risk to the Government: Expected default rate resulting fran higher loan to value ratio is 12%. 
Expected average loss per guarantee is $216. In addition, decreased 
loan to value ratio on 85,000 eligible FHA loans is expected to increase 
FHA losses by $61 million. 

9. Ease of Administration: Will require some HUD' processing at time of guarantee. 

10. Inequities: 
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11. Impact on Typical $15,000 Incorre Family Buying a $40,000 House with a $36,000 z.t:>rtgage: 

Reduces downpayrrent (not including closing costs) fran $4,000 to $2,000 or by $2,000; but raises 
m:mthly payment by $16 fran $290 to $306. 

12. Pros: 

1. Substantially reduces equity required. 

2. Can be combined with interest subsidy to achieve max.llnum effect. 

3. Government need not bear full risk of loss for all assisted purchasers. 

4. Does not rely on FHA, so not stciff intensive. 

Cons: 

1. Requires higher monthly J?ayments so assisted only families with lCM wealth 
but relatively high incanes. 

2. 90 - 95% loans already availabl~ for good risk borrCMers. 

3. May drive PMis to increase dC1N11payrrents required to limit risk fran higher loan-to-value 
ratios, thereby mitigating effect of program (average PMI per case losses could be 
increased by up to $360) . 



,_ 

H~RSHIP OPPORTUNITIES FOR MIDDLE AMERICA (IIOv1A) 

i'. Fo11'l'at: Thls program would provide either a grant or a tax credit to purchasers of first hares. 
Both new and existing. hones would be eligible. There \'.OUld be a maxllm.nn mortgage 
limit of $38,000 and maximum price limit of $40,000. The arrount of the tax credit 
would be the lesser of (1) the difference ootween payrrents to principal and interest 
at the current market rate (9% asstnned in this analysis) and payments to principal 
and interest at 6% or (2) the difference between principal and interest at 9% and 
20% of the family's incane. The subsidy on the rraximum price house would phase out 
at al::out the $18,000 incc:rne level. 

2. Families Assisted: 1.1 million families in the relevant incane range of $14,000 to $18,000 a year 
will purchase in any case. An additional 700,000 - 800,000 families could 
be mcide capable of home purchase, of which an estirna.ted 250,000 would purchase 
in the first year. 

3. Subsidy per Family: The average first year subsidy per family would be $500 and, with no:rrral 
incane grONth, the average subsidy over the life of the loan would be $1325. 
Asstnning a 5 1/2% grONth rate in nonna.l incane, the $14,000 family would phase 
out in 5 years and higher incane families would phase out sooner. 

4. Number of Increrrental Purchasers per year: 250,000 additional families are likely to 
purchase in the first year. 

5. First Year OUtlays: About $670 million (asstnning 1. 35 million purchasers annually, each with a $38, 000 mortgage). 

6. Total Costs: $1.8 billion over the period of subsidy for each year's assisted families. 

7. Cost per Increinental Purchaser: (First Year): $2,700 ($670 million divided by 250,000) 

(Total) - $7,200 ($1.8 billion divided by 250,000 increrrental 
purchasers) 

8. Risk to the Governirent: No default risk since FHA insurance is not required. 

9. Ease of Jl.dministration: If assistance is provided as a tax credit, administration is 
extrerrely inexpensive but costs uncontrollable. If the assistance. 
is provided by direct subsidies, administration is canplex, but the 
number of recipients, hence costs, can be controlled. 
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10. Inequities: Benefits are focused on mcrlerate incane marginal purchasers, but only first tirre hone 
purchase.rs in this class are benefitted. and not existing hane<:Mne.rs or second: 
time hane purchasers with similar incane. 

11. Irrpact on Typical $15,000 Inccrne Family Buying a $40,000 House with a $38,000 M:>rtgage: 

12. Pros: 

Do;~1payrrent (not including closing costs) of $2,000. 
Monthly mortgage payment reduced by $56, frcrn $306 to $250 in first year; reduced ty $42 in 
second year to $264, if incorre increases by 5 1/2% to $15,285, subsidy phases out after 4 years. 

1. The President can fairly represent that this program will bring hanec:Mnership within the 
grasp of an additional 800,000 young families seeking. to purchase a first hane. 

2. Assures buyer and lender of first-time purchasers continued capacity to support rrortgage 
regardless of incare growth. 

3. Accelerates opportunity for hornec:Mnership for young rncderate incane families with growing 
·incanes . 

4. Also allo.vs those who buy anyway to purchase better housing and mitigates the 
financial strains facing such families. 

5. The subsidy provided. will phase out with normal incorre grCMth, hence few families 
will be subsidy recipients after 3-5 years in the program. 

6. If interest rates again reach 7 1/2 percent, the subsidies being provided 
will be so small that the program.will have phased. itself out of existence. 

7. By not differentiating between new construction arrl existing housing, but 
focusing on families who can afford only rrodest housing, it will encourage 
sailc young families to buy older housing in urban areas which is a bargain 
as canpared to new construction. 

8. Cpn be combined with any downpayrnent option. 

JC 
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9. If .implemented as a tax crerlit, could be translatErl into a monthly subsidy by haneCMner 
adjusting his withholding. 

iJ1S: 

1. Substantial outlays raquirecl. 

2. Sane families may not e.xperience ino:::rne grcwth, hence not work off subsidy 
as rapidly as anticipated. 

3. May be criticized as welfare for the well-to-do ($14,000 - $18,000 
incones) , although it serves a lower incane band than any of the 
other alternatives. 

4. Incentive to purchase maximum price ($40,000) house, except that purchaser with 
normal incane grc:Mth will have to assume full costs within 2-5 years. 



GRADUATED PAYMENT/FIXED RATE MOR!GAGE 

1. Format: Initial mortgage payments would be reduced and later payments increased at a set rate of 
increase. 

2. Number of families assisted: 

3. Subsidy per Family: ' None 

4. Number of Incremental Purchasers per y~ar: 40,000 additional families may purchase in the first year; 
more in later years as FHA demonstrates the viability of GPs 
to PMI 1s and conventional lenders, rising to up to 100,000 ,· 

5. First Year Outlays: None per year. 

6. Total Costs: Depends on ultimate foreclosure rate . 

7. Cost per Incremental Purchaser: (First Year) - None 
(Total) Depends on ultimate foreclosure rate. 

8 • Risk to the Government : Increases FHA default risk by up to 40% / requiring • 5 to . 6 premium. 

9. Ease of Administration: Requires FHA underwriting, but FHA is already financing sane GP mortgages 
this year pursuant to Section 245. 

10. Inequities: Benefits primarily those with reasonable cash equity and reasonable expectations of 
inccrne grawth. 

11. Impact on Typical $15,000 Incane Family Buying a $40,000 House with a $36,000 M:>rtgage: 

!'-bnthly mortgage payment reduced by $37 from $284 to $247 in first year and by $30 to $254 in the 
secorrl year; payments would continue to rise by 3% per year over the first ten years of the 
rrortgage term, then level off. (Assuming both loans at 8 1/2% with • 6 premium on GP and 
• 25 PMI prani.um on the level payment mrtgage),. 

12. Pros: 

1. Accelerates opportunity for haneownership for those with expectations of rising incane 
by providing lower payments in early years of the mortgage, thus mitigating initial ~incorre 
constraints on hcmeo.vnership. 
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Pros: (c·ont 'd) 

2. Involves no direct 'subsidies . 

Cons: 

1. Requires higher (at least 7%) downpayment to avoid outstanding balance exceeding 
house price, so cannot be combined with a downpayment option. 

2. Increased default risk since, during early years of mortgage, amount owed 
will exceed original principal amount. 

3. Lenders may shy away due to higher risks and reduction in their cash flow. 

4. Many consumers will be wary if uncertain about their future income growth. 

5. Will probably require FHA insurance, another impediment to lender and 
consumer acceptance, as well as an additional workload burden and risk to HUD. 



... . 
.... FEDERAL GUARANI'EE OF DCWNPAYMENT 

1. Fo11nat: Federal Governrrent \<.Ould guarantee an unsecured loan for one half of downpayment. 

2. Number of Families Assisted: 1. 48 million (if restricted to first time purchasers with 
incanes under $20,000). 

3 • Subsidy per Family: None 

4. Number of Incremental Purchasers per year: 75,000 (SO - 100,000) 

Lo.vers downpayrnent required at purchase but raises total price of hone since the 
second loan must be amortized simultaneously at the mortgage:rate. 

5. First Year OUtlays: None 

6. Total Costs: Defaults on quarantees for 1. 48 million purchasers are estimated at $318 
million, primarily during the first five years (based on 12% default rate and 
5% guarantee) • (In addition, FHA losses could be increase::l by as much as 
$61 million as a result of additional losses resulting fran decreased loan 
to value ratios on 85,000 eligible FHA loans). 

7. Cost per Incremental Purchaser: (First Year) - None 

(Total) -$424() (or $5053 including FHA losses) 

8. Risk to the Government: Expected default rate resulting from higher loan to value ratio is 12%. 
E>.-pec:ted. average loss per guarantee is $ 216. In addition, decreased 
loan to value ratio on 85,000 eligible FHA loans is expected to increase 
FHZ\ losses by $61 million. 

9. Ease of .Administration: Will require some HUD' processing at time of guarantee. 

10. Inequities: 
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Ll. Impact on Typical $15,000 Incorre Family Buying a $40,000 House with a $36,000 M:>rtgage: 

Reduces downpayrrent (not including closing costs) fran $4,000 to $2,000 or by $2,000; but raises 
rronthly payment by $16 fran $290 to $306. 

L2. Pros: 

1. Substantially reduces equity required. 

2. Can be combined with interest subsidy to achieve maximum effect. 

3. Government need not bear full risk of loss for all assisted purchasers. 

4. Does not rely on FHA, so not stclff intensive. 

Cons: 

1. Requires higher monthly J?ayments so assisted only families with la,.r wealth 
but relatively high incanes. 

2. 90 - 95% loans already availabl~ for gocd risk borro.vers. 

3. May drive PMis to increase da,.rnpayments required to limit risk fran higher loan-to-value 
ratios, thereby mitigating effect of program (average PMI per case losses could be 
increased by up to $360) . 

.. 
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REDUCE FHA DOWNPAYMENT REQUIRflvlENT 

1. Fo111\..1t: Legislative change to reduce downpayment required for FHA insurance 

CUrrent 

3% for up to $'25, 000 
10% for $25,000 - $35,000 
20% for $35,000 - $45,000 

Option 

3% for up to $25,000 
5% for $25,000 - $40,000 
10% for $40,000 - $50,000 
20% for $50,000 - $60,000 

2. Nlmlber of Families Assisted: 275,000 - expected FHA volune of 255,000 plus incremental purchases 

3. SUbsidy per Family: None 

4. Number of Incremental Purchasers per year: 20,000 (10,000 - 30,000) - Reduces downpayrrent 
requirement for FHA purchasers only by an 
average of 3%, but increases required monthly 
payment to amortize resulting larger mortgage 
arrount. 

5. First Year Outlays: None 

6. Total Costs: None 

7. Cost per Incremental Purchaser: (First Year) - None 

(Total) - None 

8. Risk to the Governrrent: An increase in foreclosure losses, but even these increased losses should be 
covered by the current .5% prani.um. 

9. Ease of Administration: Sirrple change in FHA processing, but any resulting larger volume of FHA insurance 
would increase HUD workload hence staff needs. 
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10. Inequities: Benefits primarily families with little wealth but relatively high incares, who 
purchase horres aver $30,000 in cost . 

11. ~ct on Typical $15 1000 Inccm:= Family Buyinq a $40,000 House .. , 

U)wers downpayment (not including closing costs) fran $2750 to $1500 or by $1250 , but increases 
monthly pa~ents by $10 fran $286 to $296 . 

12. Pros: 

l. FHA may demonstrate value of higher loan to value ratio leans and lead the private 
sector into greater acceptance of such loans . 

2. Can be canbined with an interest ·reduction pro:jram more significantly to increase 
haneownership opportunities by providing those who benefit fran the subsidy but 
have lcw equity with low downpayment financing . · 

Cons: 

1. Requires legislative change. 

2. Can be criticized for benefitting only families with relatively high incanes who can 
already afford the increased monthly costs of horreownership. 

3. Very snall number of families actually will be assisted to achieve hareownership . 

4. Could make FHA more corrpetitive with rather than a canplement to the private sector ' s 
mortgage insurance industry. 

5. 90 - 95% loans alreudy available in private sector in many instances . 



THE SECRETARY OF THE TREASURY 
WASHINGTON 

September 11, 1976 

Memorandum to The Honorable ·James M. Cannon 
Oirector, ·Domestic Council. 

Subject: Homeownership Ta~ Incentives 

I have just been informed that a set of proposals to 
encourage homeownership will be the subject of memoranda for 
the President this weekend. Some of the suggested schemes 
include subsidies in the form of tax incentives. I would 
like to record my strong opposition to the proposed tax 
devices. The proposals in question are titled 11Homeowner­
ship Opportunities for Middle America (HOMA)" and "Tax 
Exempt Savings" on a spreadsheet which was provided us by 
Lynn May of.your staff. I have two overriding reasons for 
opposi;ig the tax . aspects of these proposals:· 

• As I have repeatedly emphasized, the amount of 
complexity now cluttering up the tax code threatens se­
riously to undermine the self-assessment tax system. These 
proposals would add yet another layer of complex provisions 
affecting millions of taxpayers and would allocate tax 
advantages in an arbitrary way which would certainly be 
perplexing to many taxpayers, especially those who have 
already sacrificed to buy a home. 

• The Administration is strongly committed to a bal­
anced budget in Fiscal 1979. We can ill afford to commit 
the Administration to tax expenditure programs of the 
magnitude being proposed here without the fullest consid­
eration of the overall budget, including previously advanced 
tax initiatives. The "HOMA" proposal,· for example, appears 
to have an estimated FY ·' 79 cost of $1.2 billion. 

Furthermore, I see a number of specific.problems with 
these proposals. Since the "HOMA" proposal is apparently 
under the most serious consideration, I shall confine my 
further comments to it. This proposal suffers from the 
followi~g defects: 
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• The amount of subsidy which would be distributed to 
people who would purchase homes without the program is 
extremely large. Accepting the quantitative estimates 
provided on the spreadsheet, approximately 83 percent of the 
total government expenditure or $4.5 billion over the life 
of the program would be paid out to households who would 
have purchased homes in any case • 

• No consideration appears to have been given to the 
short run effect of this proposal on the prices of existing 
homes. Can we not expect a substantial part of its effect 
to be "dissipated" in higher market prices for existing 
houses? · · 

• Since construction of single family dwellings most· 
suited to owner occupancy is more predominant outside 
central cities, the locational effect of this incentive 
would be in the direction of movement to the suburbs. ·This 
will ~~gravate problems of.central cities. 

• An effect of the proposal will be to shift demand 
away from rental housing. This will further depress the 
portion of the building industry which is engaged in build-
ing multi-unit structures. · · 

• There will be many problems developing clear and fair 
rules for administering the HOMA proposal. ·For example, how 
are we to identify "purchasers of first homes"? How do we 
deal with situations where one spouse of a married couple 
has previously been a joint owner of a home? Is the housing 
unit defined to include such tenure forms as co-ops and · 
condominiums? 

Finally, I am disturbed by the procedures under which 
these tax initiatives have been advanced within the Adminis­
tration. Treasury has primary responsibility for tax 
policy. Significant tax proposals which are to be forwarded 
for Presidential consideration, should be given full anal­
ysis and review by the Office of Tax Policy. In this case 
only the most informal, indirect, and last-minute commu­
nication bro~ght these measures tomy attention. 



THE SECRETARY OF THE. TREASURY 
WASHINGTON 

September 11, 1976 

Memorandum to The Honorable ·James M. Cannon 
Director, Domestic Council 

Subject: .Homeownership Tax Incentives 

I have just been informed that a set of proposals to 
encourage homeownership will be the subject of memoranda for 
the President this weekend. Some of the suggested schemes 
include subsidies in the form of tax incentives. I would 
like to record my strong opposition to the proposed tax 
devices. The proposals in question are titled "Homeowner­
ship Opportunities for Middle America (HOMA)" and "Tax 
Exempt Savings" on a spreadsheet which was provided us by 
Lynn May of.your staff. I have two overriding reasons for 
opposi~g the tax aspects of these proposals:· 

• As I have repeatedly emphasized, the amount of 
complexity now cluttering up the tax code threatens se­
riously to undermine the self-assessment tax system. These 
proposals would add yet another layer of complex provisions 
affecting millions of taxpayers and would allocate tax 
advantages in an arbitrary way which would certainly be 
perplexing to many taxpayers, especially those who have 
already sacrificed to buy a home • 

• The Administration is strongly committed to a bal­
anced budget in Fiscal 1979. We can ill afford to commit 
the Administration to tax expenditure programs of the 
magnitude being proposed here without the fullest consid­
eration of the overall budget, including previously advanced 
tax lnitiatives.· The "HOMA" proposal,· for example, appears 
to have an estimated FY '79 cost of $1.2 billion. 

Furthermore, I see a number of specific problems with 
these proposals. Since the "HOMA" proposal is apparently 
under the most serious consideration, I shall confine my 
further comments to it. This proposa;L suffers from the 
followi~g defects: 
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. The amount of subsidy which would be distributed to 
people who would purchase homes without the program is 
extremely large. Accepting the quantitative estimates 
provided on the spreadsheet, approximately 83 percent of the 
total government expenditure or $4.5 billion over the life 
of the program would be paid out to households who would 
have purchased homes in any case • 

• No consideration appears to have been given to the 
short run effect of this proposal on the prices of existing 
homes.· Can we not expect a substantial part of its effect 
to be "dissipated" in higher market prices for existing 
houses? · · 

• Since construction of single family dwellings most 
suited to owner occupancy is more predominant outside 
central cities, the locational effect of this incentive 
would be in the direction of movement to the suburbs. ·This 
will ~9gravate problems of central .cities. 

• An effect of the proposal will be to shift demand 
away from rental housing. This will further depress the 
portion of the building industry which is engaged in build-
i~g multi-unit structures. · · 

• There will be many problems developing clear and fair 
rules for administering the HOMA proposal. ·For example, how 
are we to identify "purchasers of first homes"? How do we 
deal with situations where one spouse of a married couple 
has previously been a joint owner of a home? Is the housing 
unit defined to include such tenure forms as co-ops and · 
condominiums? 

Finally, I am disturbed by the procedures under which 
these tax initiatives have been advanced within the. Adminis­
tration. Treasury has primary responsibility for tax 
policy. Significant tax proposals which are to be forwarded 
for Presidential consideration, should be given full anal­
ysis and review by the Office of Tax Policy. In this case 

.only the most informal, indirect, and last-minute commu­
nication bro~ght these measures to my attention. 



1. FO~T: 

2. Nuni:ler of 
Families 
Assisted: 

3. SUhsidy per 
Family: 

H~HIP OPPORTUNITIES FOR MIDDLE AMERICA (~) 

This program would provide a tax credit to purchasers of first banes. 
Both new a.rrl existin;J hanes would be eligible. '!here would be a naximum 
m:>rtgage limit of $38,000. The am:>l..ll1t of the tax credit would be the 
lesser of (1) the difference between payments to principal a.rrl interest 
at the current market rate (9% assumed in this analysis) arrl paynents to 
principal arrl interest at 6% or (2) the differeoce between principal arrl 
interest at 9% arrl 20% of the family's inccme. This program \toOuld phase 
out at about the $18,000 incxrne level. 

1. 33 million 

The average subsidy per family in the first year of about $500 arrl of 
about $650 over the life of the loan. 

4. Nllnber of 230,000 
Incremental 
Purchaser 
per Year: 

5. First Year About $665 million 
Outlays: 

6. 'lbtal Costs: $1. 7 billion over the period of subsidy for each year's assisted families. 

7. Cost per 
Incremental 
Purchaser: 

8. Risk to the 
Goverrment: 

Ass'Llning a 7% growth rate in nonnal incare, the $14,000 family would 
phase out in 5 years arrl higher incare families would phase out sooner. 

(First Year) - $2,900 ($665 million divided by 230,000) 

('lbtal) - $7,391 ($1.7 billion divided by 230,000 incremental purchasers) 

Essentially no default risk since FHA insurance is not required. 

. ~uld ~y 2% interest on the m:>rtgagc initially, arrl any 
a itional J.nterest due to the variable rate provisions. This 
\\0 d accunulate with interest in the borrower's ~ loan 
ac unt which is to be repaid when the house is sold or by 
arr ganent with ~. 

1.7 mil~on 

\ 
'!here is no \irect subsidy involved in the program. There 
are, however A in:li.rect costs involved in all direct loan 
programs. 

\ 

The GNMA loan ~uld reduce m::mthly payments enough such that 
250,000 to 300,000 additional families would be able to afford 
a $35,000 house w,ithout spending m:>re than 25% of their incane 
<;>n housing. The ~ loan would reduce current costs rut 
increase total cos"ts because the GNMA loan rrust be repaid 
with acCUitUllatErl interest. Thus, there may be market resistance 
to this program, s~ce it substantially reduces or eliminates 
a haneavnership equity accunulation, one of the prircary perceived 
benefits of haneavnet~hip. 

The average GNMA loan ~uld be about $500 after one year. If 
1.7 million loans were 'issued, total lenling under the program 
\\Duld reach $850 million 

Total len:iing for the firs year participants will reach about 
$5 billion after 5 years. :Pr'lt'ti to participants entering 
in years 2-5 will be about $to billion. As currently conceived, 
total len:iing under the ~J[~wi·ll increast at an exponential 
rate. In theo:cy, however, al of these outlays would be 
recovered as recipients ul t-i \ ly repaid their GNMA loans. 

(First Year) -

('lbtal) -

There are no dfrect costs to the governrcent, 
but in temlS o~· budget inpact, total lerrling 
'WOuld be about $ ,800 per incr€.lrental purchaser 
in the first y • After 25 years, GNMA would 
have lent about $ 50,000 per incremental first 
year purchaser. 

'nlere is a particularly high risk of \iefault associated with 
secorrl rrortgages such as the GNMA loai\s which may be higher 
than the original principal of the f ir~t nortgage, by the 
tin-e it beccmes due. 

GRADUATED PAYMENT/FJ 

Initial nortgage pa~ 
increased at a set i 

payments should bett 
initial i.ncare canst 

1.5 million 

80, 000 (under constr< 
exceed 100%) 

(First Year) - NC?-m 

('lbtal) 

Increased FHA default 



IUATED PAYMENT/FIXED RATE M:>Rm.rQ: 

ial nortgage payments would be reduced arrl later payments 
eased at a set rate of increase. Increasing nortgage 
ents should better match risin;J incares. 'Ibis mitigates 
ial i..ncx:rre constraints on haneownership. 

million 

DO (urxler constraint than loan to value ration cannot 
=cl 100%) 

:t Year) - NONE 

.1) - NONE 

ased FHA default risk 

ntribution made to, arrl interest earned on, a savings aCCX>Unt 
uld be deductible f ran taxul>le incane if the savings in that 

ac unt are used for a downpayn¥mt by first time hane purchasers. 
L · ·ts would be $20, 000 inca1w •, $10, 000 total savings, $2, 500 
per ear in addition to savings. 

$2,500 

75 - 100,000 

$938 million 

Year 1: 
Year 2: 
Year 3: 
Years 4-8: 

\ 
$938M a year 
$1. 88B a year 
$2.86B a year 
$3.75B 

\ 
(First Year) - $37,500 to 50,000 

('lbtal) - $37,500 to 50,000 

NONE 

\ 
\ 

IX.WNPAYMENI' VCXOIER/GRANT 

sr 000 cash payment to buyer 

$1,000 

60,000 

Raises loan-to-va ue fran .86 to .89 based on in-house 
research, this wo d increase housing denarrl by 60,000 
units per year. 

$1.4 billion 

All costs are borne in the 
subsidy recipient. 

(First Year) - $23,000 

('lbtal) - $23,000 

NONE 

· st year a family is a 

\ 



Federal guarantee of loon for one half of downpayment. '1his 
secorxi loan \t.Uuld be BL'Cured by a secorxi lien. 

1. 55 million 

90,000 - 140,000 

lowers downpayment required at purchase wt raises total price of 
hane if the secorxi lien is anortized at nortgage rate which will 
be in excess of rate of inflation. 

NONE 

(First Year) - NONE 

(Total) - NONE 

A significant increase in foreclosure rates. For exarrple, by 
increasing loan-value ratio by 8 percent (.86 to .93) foreclosure 
rate YA:>uld be increased by 11 percent. (elasticity of 1.4). 

REDOCE FHA D<l'JNPAYMENI' RmUIREMNT 

Legislative change to reduce downpayment required for FHA insurance 

Current 

3% for up to $25,000 
10% for $25,000 - $35,000 
20% for $35,000 - $45,000 

Optiai 

3% for up to $25,000 
5% for $25,000 - $40,000 

10% for $40,000 - $50,000 
20% for $50,000 - $60,000 

275,000 (expected FHA volune plus incranental purchases) 

20,000 

Reduces downpayment requiranent for FHA only by an average of 3%. 

(First Year - NOOE 

(Total) - N.)NE 

An increase in foreclosure rate. Losses should be covered by the 
• 5% premium. 



..., • L~UlllUt::.L UI: 

Incremental 
Purchaser 
per Year: 

5. First Year 
outlays: 

..i::.:su,uuo 

About $665 million 

6. 'lbtal Costs: $1. 7 billion over the period of subsidy for each year's assisted families. 

7. Cost per 
Incremental 
Purchaser: 

8. Risk to the 
Goverrment: 

Assuning a 7% growth rate in nonnal incare, the $14,000 family w:>uld 
phase out in 5 years an::1 higher incclre families w:>uld phase out sooner. 

(First Year) - $2,900 ($665 million divided by 230,000) 

('lbtal) - $7,391 ($1.7 billion divided by 230,000 incremental purchasers) 

Essentially no default risk since FHA insurance is not required. 

9. F.ase of If assistance is provided as a tax credit, administration is extremely 
Administration. inexpensive but costs uncontrollable. If the assistance is provided by 

direct subsidies, administration is canplex, rut the number of recipients, 
hence costs, can be controlled. 

10. Other 
Problans: 

IMPACT on Typical 
$15,000 ~ 
Family Buying a 
'$37, 000 lbuse with 
$35,000 ~tgage: 

M:>nthly m:>rtgage payment reduced by $36, fran $286 to $250, in first year; 
reduced by $15 in secorrl year. No inpact after secC81d year. 

The GNMA loan would reduce ItDnthly payments enough such that 
250,000 to 300,000 additional families w:>uld be able to afford 
a $35,000 house v,\ithout spen:ling nore than 25% of their incane 
on housing. The <'SNr-1A loan w:>uld reduce current costs but 
increase total cos'ts because the GNMA loan nust be repaid 
with acCUllUll.ated interest. Thus, there may be market resistance 
to this progr~, s · it substantially reduces or eliminates 
a hcmeownership equi accunulation, one of the primary perceived 
benefits of h · • 

The average GNMA loan ~· be about $500 after one year. If 
1.7 million loans were sued, total lending under the program 
~uld reach $850 million 

\ 

Total lerrling for the firs~ear participants will reach about 
$5 billion after 5 years. · to participants entering 
in years 2-5 will be about O billion. As currently conceived, 
total lending under the pr~am will increast at an exponential 
rate. In theory, however, al],. of these outlays ~uld be 
recovered as recipients ult:i.Ina'f.ely repaid their GNMA loans. 

(First Year) - There are no d£rect costs to the government, 
but in terms orget :inpact, total lending 

('lbtal) ~uld be about $ ,800 per incremental purchaser 
in the first y • After 25 years, GNMA w:>uld 
have lent about $~50,000 per incremental first 
year purchaser. 

\ 

There is a particularly high risk of ~efault associated with 
secorrl rrortgages such as the GNMA loa.i\s which may be higher 
than the original principal of the fir~t nortgage, by the 
time it becanes due. 

\ 

GNMi\ ~uld have to becare a nortgage ori<14-nator, an::1 servicer 
or w:>uld have to pay m:>rtgage bankers to provide this service. 

\ 
I 

The haneowner's real equity in the hane is substantially reduced 
by the GNMA secorrl lien. His nobility also is reduced because 
he Jrust repay the loan if he sells his hare. ~ven the potential 
exponential growth rate of total lending under e program, the 
indirect cost of additional interest on all Tr ury borrowing 
is likely to be substantial. Finally, GNMA coul becane a large 
holder of single family hares if default rates ar~ as high as may 
be reasonably expected. 

\ 
M:>nthly m:>rtgage paytrent reduced by $44, fran $286 t:Q $242, in 
each year. 'lbtal m:>rtgage debt increases oontinually ~ by over 
$5,500 per year. 

80,000 (under constrai 
exceed 100%) 

(First Year) - NOOE 

('lbtal) - NOOE 

Increased FHA default ris 

FHA underwriting. FHA wi: 

I.errler resistance due to i 
reduced cash flow. 

M:>nthly m:>rtgage paytrent re 
first year; paytrent rises l: 
tenn. 



100 (under constraint than loan to value ration cannot 
al 100%) 

t Year) - NONE 

L) - NONE 

1sed FHA default risk 

:ierwriting. FHA will finance sane this year (Section 245) 

resistance due to increased default risk and 
l cash flow. 

m::>rtgage payment reduced by $75, fran $286 to $211, in 
~; payment rises by 3 percent per year over the rrortgage 

75 - 100,000 

$938 million 

Year 1: 
Year 2: 
Year 3: 
Years 4-8: 

$938M a year 
$1.88B a year 
$2.86B a year 
$3.75B 

(First Year) - $37,500 to 50,000 

('Ibtal) - $37,500 to 50,000 

NONE 

Run through tax system; so minimal adminis 

Creation of a new tax loophole with a large cons 'tuency. 
SlCJV.J irrplerrentation, rrost recipients will take se eral years 
to accumulate enough in their downpayrnent account rrake 
a purchase. Also, deduction annunt need not correr te with 
housing expen::litures. 

Dawnpayment effectively reduced by $1,000, fran $4,000 
$3,000, through tax saving. 

60,000 

Raises 
research, this wo 
units per year. 

from . 86 to . 89 based on in-house 
increase housing dan:md by 60,000 

$1.4 billion 

All costs are borne 
subsidy recipient. 

(First Year) - $23,000 

('Ibtal) - $23,000 

NONE 

is a 

Vbuld impose significant operational capac~ty to administer 
the program (e.g., would have to certify in~anes of participants 
($20,000 incane limit, and if constraints s ch as requiring 
purchase of decent safe and sanitary housing 'M2re imposed, 
v.Duld have to verify that constraints 'M2re met.) 

Equal subsidy v.Duld be paid to families of dif 

May have slight inflationary impact on price of 
subsidy reduces purchase price. 

Lowers downpayment by $1,000 fran $4,000 to $3,000. 



mts 

90,000 - 140,000 

IDwers downpayment required at purchase rut raises total price of 
hare if the secorxl lien is airortized at nortgage rate which will 
be in excess of rate of inflation. 

NONE 

(First Year) - NONE 

(Total) - NONE 

A significant increase in foreclosure rates. For exanple, by 
increasing loan-value ratio by 8 percent ( • 86 to • 93) foreclosure 
rate would be increased by 11 percent. (elasticity of 1.4). 

Requires HUD processing at time of guarantee am rranaganent in 
the event of foreclosure. 

Ar!Drtizing secorxl life of nortgage will require a higher incare 
to support loan (e.g., a higher nonthly payment because of the 
higher nortgage am:::>unt). 

Reduces downpayment by $2,000, fran $4,000 to $2,000; raises 
nonthly payment by $20, fran $282 to $302. 

20,000 

Reduces downpayment requiranent for FHA only by an average of 3%. 

(First Year - ~ 

(Total) - NONE 

An increase in foreclosure rate. losses should be covered by the 
• 5% pranium. 

S.inple change in FHA processing. Larger volume of FHA insurance 
would increase work load. 

Requires legislative change. Has greatest effect on hares in excess 
of.$30,000. Coul~ result in FHA becaning nore ~titive with 
private rrortgage l.IlSurance. 

Could la.-Jer downpayment by up to $2,500, fran $4,000 to $1,500. 
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:!!:..~-:;r ~ ~. ~ ~:. flrat yaor ol allaut $500 - ol l'ally1 

4. ~..mer ol 230,000 
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l'lzc:haMr 
?r Y6ill't 

5. Pint Year Al:io.tt $6(5 111Ulion 
Qltlaye: 

'· 'tot.al O>eta1 $1. 7 billial """" the peri.cd ( 
A<la\.121ing a 7l 9n:>Wtll rate in ° 8\ileidy fcs' each year'• uaiet..i fMlilU.. 
Pl488 out in s YMr• and higtmr~ in:;-• the $14,000 family wwl.d 

amilieol ""'1ld pllue out oocner. 

7. Coet per 
(Flrat Y-1 - $2,too 1$665 mUlJm divided by 2lO,OOO) Inc:r~ 

~. ('lbtA.l) 
• $7,391 ($1.7 bU.lial dividatl by 230, 000 J.ncr.nontal ~) 
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10. Other 
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ln1Ual l.nam. cc-...tralllLa on .._,.._•hip. 

1.5111!11~ 

80, 000 ltrder CDWtraint than loon to value rat.l.o DllMDt --=- 100\) 

(Firat Y...-) - IOI& 

('l'otall 

I.en!er raaiatalleol due to incrauod default ri.slc an1 
reducld cash flow. 

-thlr ~ P"ir"81t re.i..:..s by $75, ti:an $286 to szu, in !!:' !/9UI p&lr'f8\t rt.. by l percent Piii:' year <Mr the 111<rt.9age 1, 

11 

I 
' l 
I 
i 
' 

/'A. C(~k.. ~ "'-~ ~ 
~+.n~~~. 

P'o.lo>ral C)U!lrMt- of loan fa: 000 halt or clcMlpol"""\t. '1111e 
~ lt.c• """1l.d l• llCICUl'Qd by a 80<.lCrd lien. 

1.55 milllm 

90,000 - 140,000 

I.c>oera ~t required at purchue bit ra1aes total priCll ot 
hone if the ll4ICIClld lial J.a lllU"tized at na:tgage rate ""1c:h will 
be in -.. of rate ot intlat.lm. · 

(First Yeu') - N:NE 

l'l'otAl) - IOlE 

A •19nificont incrUM 1" fcncl.oaura ratm. fl:Jr -18, by 
inc:reuizq loan-value rat.l.o by 8 percent (.86 to .93) tareclceure 
rata """'1d be increasacl by 11 percent. (elaat.1.cit;y of 1.4). 

Ml:rtizizq aeoand lJ.an will niqu1re a hi~ J..ncam 
to·~ loon (e.q., a hi¢lllr monthly payrrent bee& ... of the 
hi9>er martqaqe ~). 

- ~ by $2,000, trca $4,000 to $2,0001 rU­
monthlr pa_.t by $20, ti:an $286 to $306. 

ICU.llr.:E FUA t:Uff'll\'Mlln' lllX;,Ull<tl-IUll" 

1D9lalaUw clWlnqe to ndu<e ~t requl.nd tac ~ lr.aur 

9'<~ 

3\ for up to $25, 000 
10' for $25,000 - $35,000 
20\ for $)5,000 - $45,000 

9!!:icn 

3\ for up to $25, 000 
5\ tor $25,000 - $40,000 

10\ tor $-40,000 - $!.0,000 
20\ for $50,000 - $60, 00C 

275,000 (e><peeta! l'I"- \OllJllO plua incr81'ental ~I 

20,000 

Roduc:u ~t raqu1renont for fllA cnly by ..... 4W:r"99 ol J\ 

(First Year I - IOlE 

l'l'ol:411 

An U.:- in !crecl.oaure rate. l4:leaes should be oownd by 
,5\ premium. 

RDquirea leqiel&Uve change. Hu -test effect 1:1\"""""' in e; 
of $30,000. Could ruiult in 1l"- baoalling mr.i oaq>etitiw with 
J&"ivate inxtqage inaur....,... 




