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NSLI INVESTMENT FUND

WEDNESDAY, NOVEMBER 190, 1089

U. S. SENATE,
SuBCOMMITTEE ON VETERANS’ LLEGISLATION,
CoMMITTEE ON FINANCE,
Washington,D.C.

The committee met, pursuant to notice, at 10:10 a.m., in room 2221,
Now Senate Office Building, Senator Vance Hartke presiding.

Present.: Senators Talmadge (chairman of the subcommittee), Long,
Hartke, and Jordan of Idaho. )

Senator Harrke. Senator Talmadge wanted me to apologize for his
lateness this morning, but he was required to attend n meeting of the
Agriculture Conunittee. He is deeply interested in this legislation, and
he has asked me also to give this statement on 8. 3008 which he would
have given if he had been here.

This bill would authorize the use of funds from the national service
life insurance trust fund to purchase guaranteed GI home loans. I
might mention that the national service life insurance program was
created in 1940 in an amendment to a revenue bill handled by the
Committee on Finance,

The GI housing program was established by the GI bill of rights 25
years ago, a bill originating in the Subcommittee on Veterans’ Legisla-
tion of the Senate Finance Committee.

The bill before us today is designed to meet three objectives. First,
it would enhance the availability of home financing for veterans by
providing a substantial new source of mortgage funds.

Secomf it would assist the home construction industry which has
been so hard hit by inflation, high interest rates and tight. money policy.
Third, the bill would permit the national service ]iﬁs insurance trust
fund to earn more on its investments.

The need for a new source of funds is clearly reflected in the recent
experience of home construction under the VA program. In 1968,
71,423 new homes wereg purchased by veterans with GI financing. A
rise in the VA interest rates from 6.75 to 7.5 percent in the beginning
of 1969 was supposed to help increase the funds available for GI loans.

However, it now appears that only about 70,000 new homes will be
‘)urchased by veterans with GI financing this year, a slight drop from
ast year. An increase in the interest rates did not achieve the results
some said it. would. It did not attract. the capital needed even to main-
tain the building of new homes at the 1968 level.

Last year'the Congress set a goal of 2.8 million single family units
in order to provide for the Nation’s housing needs, but we are now
building new homes at the rate of only about 1 million new family
dwelling unitsa year.

(1)
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What is needed is a new source of funds to finance the construction
of new homes, and it is this new source that S. 3008 is designed to pro-
vide. The national service life insurance trust fund currently has é(il/;
billion invested in U.S. Government securities. As a whole, these in-
vestments yield a return of less than 4 percent. More than two-fifths of
the investments yield 314 percent or less. The bill would enable the
trust fund to increase its earnings substantially through investment in
guaranteed home mortgages. At the same time, it would provide funds
for housing which are needed if we are to attempt to meet the national
goals set 20 years ago for a decent home and suitable living environ-
ment for every American family.

We will include at this point in the record our press release announc-
ing these hearings, a copy of the bill, S. 3008, and other related
materials.

(The material referred to follows:)

HEARINGS SET ON LEGISLATION AUTHORIZING INVESTMENT OF NATIONAL SERVICE
Lire INSURANCE TRUST FUNDS IN GUARANTEED HOME LLOANS TO VETERANS

Senator Herman E. Talmadge (D. Ga.), Chairman of the Subcommittee on
Veterans' Legislation of the Senate Committee on Finance, announced today that
on Wednesday, November 19, 1969, the Subcommittee will hold public hearings
on §, 3008, a bill to authorize the investment of up to $5 billion from the National
Service Life Insurance Trust Fund over the next five years in guaranteed home
loans to veterans.

“The bill is designed to meet three objectives,” commented Senator Talmadge.
“First, it would enhance the availability of home financing for veterans by pro-
viding a substantial new source of mortgage funds. Second, it would assist the
home construction industry which has been so hard hit by inflation, high interest,
and tight money policy. Third, the bill would permit the National Service Life
Insurance Fund to earn more on its investments.”

Senator Talmadge stated that those organizations and individuals who would
like to testify should make their request to Tom Vail, Chief Counsel, Committee
on Finance, 2227 New Senate Office Building, no later than November 14, 1969.
Senator Talmadge said that the Subcommittee would welcome written comments
on S, 8008; five copies of these comments should be sent to Mr. Vait by the close
of business Friday, November 21, 1969.

The hearing will be held in the Finance Committee Hearing Room, 2221 New
Semate Office Bullding, on Wednesday, November 19, beginning at 10:00 A. M.
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IN THE SENATE OF THE UNITED STATES
OcroBer 9, 1969

Mr. Yarsorouen (for himself, Mr. CranstoN, Mr. HuoiEs, Mr. RANDOLPH,
Mr. TaLmance, and Mr. WiLLiams of New Jersey) introduced the follow-
ing bill; which was read twice and referred to the Committee on Labor and
Public Welfare

OcroBer 15,1969

The Committee on Labor and Public Welfare discharged, and referred to the
Committee on Finance

A BILL

To increase the availability of guaranteed home loan financing
for veterans and to increase the income of the national service
life insurance fund.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That (a) subchapter IIT of chapter 37 of title 38, United
States Code, is amended by adding at the end thereof the
following new section:

“§ 1828. Investment of funds of the national service life
.1 insurance fund in the first mortgage loans guar-

anteed under section 1810 of this chapter

© ® 3 OO v e W N =

“(a) When issuing & commitment to guarantee a pro-

10 posed home mortgage loan under section 1810 of this chap-
1I-0
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ter, the Administrator is authorized and is hereby directed
to issue, if such is requested by the lender-mortgagee, a non-
assignable commitment to purchase the completed loan from
such lender-mortgagee. For each such commitment the lend-
er-mortgagee shall pay a nonrefundable fee of not in excess
of one-half percentum of the amount of the commitment.
Such commitment shall provide for the purchase of the loan
from the lender-mortgagee for the price specified in the com-
mitment (which price shall be specified as a percentage of
par) if the lender-mortgagee certifies to the Administrator,
not earlier than sixty days subsequent to the disbursement of
the loan proceeds but not later than twelve months from the
date of the Administrator’s issuance of the loan guaranty
evidence, that—

““(1) it has not been successful in effecting a sale
of the loan to a private investor at a price equal to or
in excess of that specified in the Administrator’s com-
mitment;

“(2) it has not charged or collected from and will
not charge or collect from the seller or builder of the
propei'ty, or from any third person or entity, directly
or indirectly, any discount (points) in excess of the
difference between the face amount of the loan and the
price specified in the Administrator’s purchase commit-

ment plus the origination fee charged by the lender-
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mortgagee and the commitment fee specified in this
subsection (a) ;
“(8) the loan is not in default.

The purchase price specified in any purchase commit-
ment issued under this subsection shall not be less than the
average price for which one hundred and eighty day purchaseh
commitments were auctioned by the Federal National Mort-
gage Association at the last Association auction preceding
the issuance of the Administrator’s purchase commitment,
but in no instance shall the Administrator agree to pay more
than par (unpaid principal balance plus accrued interest)
nor less than 96 per centum of par for any loan purchased
under this subsection. Insofar as practicable the Administrator
shall utilize the purchase authorization in this subsection in
those localities where the discount levels are determined b&
him to be substantially in excess of the discounts entailed in
the Federal National Mortgage Association average auction
prices for its one hundred and eighty day purchase com-
mitments.

“(b) Theré is hereby established in the Treasury of
the United States a revolving fund to be known as the
national service life insurance investment fund (hereinafter
called the investment fund). The investment fund shall be
avai!ablei to the Administrator for all operdtions under this

seotion, including the payment of expenses and losses, ex-
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cept administrative expenses. From time to time, the Ad-
ministrator shall notify the Secretary of the Treasury as to
the amount of funds necessary to purchase loans as the
consequence of commitments issued or to be issued, pursuant
to subsection (a) of this section, and to purchase direct
loans, pursuant to subsection (c¢) of this section, and the
Scerctary shall, as authorized by section 720 (¢) of this title,
transfer such funds from the insurance fund to the investment
fund, except that the aggregate of transfers pursuant to this
subsection shall not, in the period between the enactment
of this section and June 30, 1974, exceed $5,000,000,000,
nor exceed in any fiscal year $1,000,000,000.

“(c) The Administrator shall utilize the funds trans-
ferred to the investment fund as provided in subsection (b)
of this section to purchese loans pursuant to commitments
issued as provided by subsection (a) of this section. In
addition, the Administrator may utilize available funds of
such investment fund to purchase (at par plus accrued
interest) direct loan assets of the direct loan revolving fund
and the entire proceeds of any such sale of direct loan assets
shall be deposited in the direct loan revolving fund and be
available thereafter for the purposes of that fund. The in-
surance fund shall be paid interest on all funds transferred
to the investment fund at the same rate as the average

interest rate on loans purchased by the Administrator less
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1 1 per centum but in no event less than the average return
2 on the other invested portion of the national service life
3 insurance fund. All moneys received by the Administrator
4 in the repayment of such loans shall be deposited in the
5 investment fund and shall also he available, until June 30,
6 1975, for the purchase of loans pursuant to commitments
7 issued as provided in subsection (a) of this section, and
8 for the purchase of direct loans as provided for in the
9 second sentence of this subsection, except that if the
10 Administrator at any time determines that the balance in
11 the investment fund is in excess of anticipated needs for
12 the purchase of loans, he may so notify the Secretary of
13 the Treasury, who shall then transfer such excess to the
14 insurance fund. All collections of interest on loans pur-
15 chased and all nonrefundable commitment fees received
16 pursuant to the authority in subsection (a) of this section
17 shall be deposited in the investment fund by the Adminis-
{trator, who shall, after determining the amount to be re-
19 tained in the investment fund as a reserve for expenses
20 qand losses, periodically notify the Secretary as to the amount
21 of such interest collections available for transfer to the
22 insurance fund and the Secretary thereupon shall effect such

23 transfers. Such transfers shall constitute the payment of

24 interest to the insurance fund. After June 30, 1974, all
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6
moneys received in the repayment of loans purchased pur-
suant to (subsection (a) of) this section and all interest
collections on such loans, except for such sums which the
Administrator determines to be necessary for retention in
the investiment fund as a reserve for losses, shall be deposited
in the insnrance fund. Interest collections so deposited shall
constitute the payment of interest to the insurance fund.

“(d) In the event of a deficiency in the investment
fund reserves for expenses and losses, the Administrator is
herehy authorized and directed to transfer to the investment
fand from available funds of the loan guaranty revolving
fand or the direct loan revolving fund such sum or sums as
may be necessary to defray such deficiency. For the pur-
poses of this subsection the Administrator shall aoccord
priority to the utilization of available funds of the direct
loan revolving fund to the elimination of such deficiency
notwithstanding the obligations of that fand in respect to
advances theretofore made by the Secretary of the Treasmy
pursuant to section 1823 of this chapter.

“(e) The Administrator may sell, and shall offer for
sale, any loan purchased under the authority of this section
at a price determined by the Administrator, but not less
than the price paid by the Administrator to purchase the
loan (i.e., the percentage of the unpaid balance of the loan),

plus accrued interest. The Administrator may, in respect
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7
to loans (originated under section 1810 and s:bsequently
purchased by him, guarantee any loan) thu: sold, guarantee
any such loans subject to the same conditions, terms and
limitations as would he applicable were the loans guaran-
tced under section 1810 of this chapter.

“(f) Notwithstanding any of the foregoing provisions
of this scction, the Administrator, when anthorized by ap-
propriation Acts so to do, may set aside first mortgage loan
assets of the investment fund as the basis foi the sale of par-
ticipation certificates pursuant to and in accordance with
the provisions of the Participation Sales Aet of 1966 (Pub-
lic Law 89-429), and until June 30, 1974, the proceeds
of any sale of such participation certificates shall be deposited
in the investment fund and be available for the purposes of
that fund. After June 30, 1974, the proceeds of any sales
of such participation certificates shall be deposited in the
insurance fund.

“(g) In the administration and management of the in-
vestment fund the Administrator shall, to the extent fea-
sible, invest the.funds thereof in loans which will represent
a broad spectrum of the veteran homehuying population in
respect to age, income, and location of the properties which
will constitute the loan securities. In order to facilitate a
more adequate supply of mortgage financing for veterans

in the lower and middle income brackets the Administrator
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shall purchase only loans not in excess of $30,000 which are
secured by single family dwellings only. The Administrator
is authorized to adopt such standards, policies, and proce-
dures and to promulgate such regulations as he considers
necessary or appropriate for carrving out his functions and
responsibilities under this section. In carrying out such func-
tions and responsibilities the Administrator may contract
with private entities for the servicing of any loans purchased
by him for the investment fund provided that the servicing
fee payable pursuant to any such contract shall not exceed
the Administrator’s estimate of the cost of the direct servie-
ing of such loans hy agency employees.”

(b) The analysis of chapter 37 of title 38, United States

Code, is amended hy adding at the end thereof the following:

%1828, Investment of funds of the national service life insurance fund
in first mortgage loans guaranteed under section 1810 of this
chapter.”

SEc. 2. Paragraph (1) of section 1811 (c¢) of title 38,
United States Code, is amended to read as follows:

“(1) he is unable to obtain from a private lender in
such housing credit shortage area, at a discount charge
for the purchs;se of existing housing to the home sellers
or builders not in excess of the discount involved in the
latest average auction price of the Federal National
Mortgage Association’s ninety-day purchase commit-

ments, and for the purchase of a newly constructed or
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to be constructed home, at a discount charge to the home

sellers or builders not in excess of the discount involved

in the latest average auction price of the Federal Na-
tional Mortgage Association’s purchase commitments for
the period of twelve to eighteen months.”

SEC. 3. Section 720 of title 38, United States Code, is
amended by adding at the end thereof the following new
subsection (c) :

“(c) The Secretary of the Treasury is authorized and
directed to transfer from such fund to the investment fund
established under section 1828 of this title such amounts as
the Administrator may from time to time request pursuant
to such section, and shall transfer from the investment fund
to the national service life insurance fund, upon notification
by the Administrator, such amounts as the Administrator
determines are available for such transfer pursuant to the

provisions of such section.”
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SUMMARY AND ANALYSIS oF S. 3008
SUMMARY

The bill would establish a new revolving fund, the National Service Life
Insurance Investment Fund. Up to $1 billion per fiscal year could be transferred
from the National Service Life Insurance Trust Fund from fiscal year 1970
through flscal year 1974 (a total of up to $5 billion). The Investment Fund
could use the money to purchase guaranteed GI home loans of up to $30,000
secured by single family dwellings. .

The National Service Life Insurance Trust Fund represents the reserves
for that insurance program. The fund now holds about $7 billion, invested
(as required by law) in U.S. Treasury securities, which today yield less than
4 percent on the average. '

SECTION-BY-SECTION ANALYSIS

Page of bill and provision

Page 1. Sec. 1 of the bill establishes a National Service Life Insurance Invest-
ment Fund under a new sec. 1828 of title 38 (Veterans’ Benefits) of the U.S.
Code and states what its funds may be used for.

Pages 1-3. Scc. 1828(a) authorizes VA to promise a lending institution that
it will purchase a VA-guaranteed home loan made by the lender between 2
months and one year from the date the loan is made. The VA commitment
cannot be assigned by the lending institution to another party. The commitment
is stated as a percentage of the face amount of the loan; this percentage is based
on recent FNMA experience, but it cannot be less than 989 nor more than 100%
of par. The nonrefundable of 15% of the loan is charged for the VA commitment.
The VA can purchase the loan at the price it committed itself to only if (1)
the lender has not been able to sell the loan for at least the VA price, and
(2) the lender has not charged (and will not charge) the seller of the property
more than (a) the difference between the VA price and the face amount of the
loan, plus (b) the fee the lender paid the VA for VA's commitment to buy the
loan, plus (c¢) the origination fee charged to the borrower (limited by VA to 1%
of the loan amount). VA is directed, to the extent practicable, to purchase loans
in areas where money is tightest.

Pages 3—4. Scc., 1828(b) establishes a National Service Life Insurance Invest-
ment Fund as a revolving fund to accomplish the purpose of the bill. The
Investment Fund may not, however, pay for administrative costs. Up to $1
billion may be transferred to the Investment Fund from the National Service
Life Insurance Trust Fund each of the § fiscal years from FY 1970 to 1974,

Pages 4-6. Sec. 1828(c) permits the VA to use the Investment Fund to purchase
direct loans made by the VA to veterans in areas where private credit is not
generally available.

Until June 30, 1974, all repayments will be deposited in the Investment Fund,
available for further purchase of loans; interest and commitment fees shall also
be deposited in the Investment Fund. The National Service Life Insurance Trust
Fund will be paid interest on all funds transferred from it to the Investment
Fund ; the interest rate shall be set at one percent less than the average interest
rate on loans purchased by the Investment Fund.

After June 30, 1974, all loan repayments and interest will be deposited in the
National Service Life Insurance Trust Fund, except an amount needed as a
reserve for losses.

Any money in the Investment Fund not currently needed to purchase loans
could be invested in U.S. Treasury securities.

Page 6. Sec. 1828(d) authorizes the use of funds from the VA direct loan
revolving fund and the VA loan guaranty revolving fund to make up any
deficiency in the Investment Fund’s reserves for expenses and losses.

Pages 6-7. Sco. 1828(e) permits the VA to sell any loan held by the Investment
Fund, at a price not lower than the remaining principal on the loan (discounted
by the same percentage as the original VA discount when the loan was pur-
chased) plus accrued interest,

Page 7. Scc. 1828(f) authorizes the VA to sell loans held by the Investment
Fund through the participation certificate method.

Pages 7-8. Sec. 1828(g) directs the VA to invest its funds under the bill
“in loans which will represent a broad spectrum of the veteran homebuying
population in respect to age, income and location of the properties which will
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constitute the loan securities.” The Investment Fund can only be used to pur-
chase loans of $30,000 or less on single family dwellings. VA can contract out
for servicing the loans purchased as long as the cost is not higher than it
would be if VA serviced the loans themselves.

Pages 8-9. Scc. 2 of the bill is entirely unrelated to the rest of the bill. This
section prohibits the VA from making a direct loan to a veteran in an area
where private funds are available at a discount not greater than the average
recent FNMA discount.

Page 9. Scc. 3 of the bill is complementary to Sec. 1; it anthorizes the transfer
of funds from the National Service Life Insurance Trust Fund to the new
Investment Fund.

How 8. 3008 WouLp WoRK, UBING A $20,000 HOME LOAN A8 AN EXAMPLE

The veteran applies for a VA home loan at & lending institution (say a bank),
just as he does under present law. The bank can charge him an origination fee
of not more than 19, ($200).

The bank asks VA to make a commitment to buy the loan between 2 months
and one year after it is made. VA commits itself to buy the loan (if it cannot
otherwise be s0ld) at 969, of par, or $19,200. The bank pays VA a nonrefundable
fee of $100 (14 9% of the loan amount) for this commitment.

The bank either retains the loan as an investment or seeks to sell it to a private
investor for at least $19,200. If it cannot do so, it asks VA to fulfill its commit-
ment and purchase the loan for $19,200, VA first ensures that the seller has not
been charged and will not be charged more than $1,100 by the bank for making
the loan:

The difference between the $20,000 face amount and the $19,200 VA price__ %

Fee paid for VA’s commitment._ . el
Origination fee paid by veterantobank._________ o ______ 100

Total e e — — 1,100

VA buys the loan for $19,200. The loan may either be held until paid in full, or
it may be sold again. If it is sold, VA cannot charge less than the remaining
principal (discounted as was the original VA purchase of the loan) plus interest
due since the last payment. For example, suppose the mortgage payments have
reduced the principal from the original $20,000 to $15,000. The minimum sale
price would be $14,400 (96% of $15,000) plus the interest due.

PRESENT I.AW: LEGISLATION ESTABLISHING NATIONAL SERVICE LIFE INSURANCE
TausT FUND

TITLE 38, U.S. CODE.—VETERANS' BENBEFITS
OHAPTER 19.—INSURANCE

Subchapter I—National Service Life Insurance
* * * * * * *

Sec. 720. National Service Life Insurance Fund

(a)The National Service Life Insurance Fund heretofore created In the Treas-
ury is continued as a permanent trust fund. Except as otherwise provided in this
chapter, all premiums paid .on account of National Service Life Insurance shall
be deposited and covered into the Treasury to the credit of such fund, which,
together with interest earned thereon, shall be available for the payment of
liabilities under such insurance, including payment of dividends and refunds of
unearned premiums. Payments from this fund shall be made upon and in ac-
cordance with awards by the Administrator.

(b) The Administrator is authorized to set aside out of such fund such re-
serve amounts as may be required under accepted actuarial principles to meet
all liabilities under such insurance; and the Secretary of the Treasury is
authorized to invest and reinvest such fund, or any part thereof, in interest-
bearing obligations of the United States or in obligations guaranteed as to prin-
cipal and interest by the United States, and to sell such obligations for the pur-
poses of such fund.

37463 0—70——2
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INVESTMENTS OF THE NATIONAL SERVICE LIFE INSURANCE TRUST FUND AS OF OCT. 31, 1969

Totat invest-
Year of  ments (par and
{nterest rate (pe;conl) Maturity book value)

$312,732, 000
1, 516, 000, 000

6.4
Fodosnl bank bonds and debentures:

Note: Average yield on all investments, 3.93 percent.

THE VA HOME LOAN PROGRAM TODAY
1. HOME LOAN GUARANTEE PROGRAM

Eligibility of loan.—In order for a loan to be eligible for guarantee, the follow-
ing conditions must be met :

. (@) The veteran must certify that he intends to occupy the property as his
ome ;

(b) The contemplated terms of payment of the mortgage must bear a proper
relation to the veteran’s present and anticipated income and expenses, and the
veteran must be a satisfactory credit risk;

(c) The loan amount exclusive of any funding fee may not exceed the reason-
able value as determined by VA ;

(d) Newly constructed property must meet or exceed minimum requirements
for planning, construction, and general acceptability ;

(e) The VA can set the maximum interest rate (currently 7%%), except that
this rate cannot exceed FHA’s maximum rate;

(f) No down payment is required by VA; loans may run up to 40 years on
non-farm realty; and

(g) Cold War GI's must pay a one-time fee of 4% of the loan amount; this
fee may be included in the loan.

How the guarantee works.—The Veterans' Administration loan guarantee
program operates by substituting the guarantee of the Federal Government for
the investment protection afforded, under conventional mortgage terms, by
substantial downpayment requirements and relatively shorter terms of loan.
Thus, eligible veterans are enabled to finance home purchases even though they
may not have the resources to qualify for conventional loans.

Home loans may be guaranteed up to 60% of the amount of the loan, with a
maximum guarantee of $12,500. This guarantee makes it extremely unlikely
that a lending institution will suffer a loss if a loan is defaulted.

For example, suppose a bank loans $20,000 to a veteran on a $20,000 home.
The VA guarantees up to $12,000 (60% of $20,000). If the veteran pays $2,000
of principal and then defaults, VA appraises the property. If the expenses of fore-
closure plus accrued interest total $1,000 and the current value of the property
fs appraised by VA at $17,000, the following calculation is made: -
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Loan balance at default_ . _______ e $18, 000
Foreclosure expenses plus accrued interest. . - oo 1, 000

PO e e e e e e e e e e 19, 000
Minus appraised value of property. e ——— 17, 000

Net clalm amot .. e ———— 2, 000

If the bank is unable to sell the property for at least $17,000, it can either retain
the property or convey it to VA for $19,000. Lenders almost always elect to convey
property to VA in case of default.

Funding.—Receipts from program operations are deposited in a Loan Guaranty
Revolving Fund, which is available to meet the expenses related to the settle-
nent of claims.

Riigibility of veterans.—Veterans of World War 11 and the Korean conflict
are eligible for loan benefits for 10 years after their last perfod of wartime
service (any part of which occurred during one of those 2 wars); their eli-
gibility is extended one year for each 3 months of active wartime service. In any
case, no veteran with only World War II service will be eligible after July 25,
1970; Korean conflict veterans will not be eligible after January 31, 1975.

Cold War GI Bill veterans are eligible for at least 10 years after separation
from the armed services, plus one additional year for each 3 months of active
duty with a maximum eligibility of 20 years after separation.

Veteran participation.—About 40 percent of World War II veterans have
obtained GI loans. The median age of these veterans is now about 49 years.
Substantial numbers of these veterans have purchased homes without benefit of
VA loans, A current population survey in late 1962 indicated that, at that time
25 percent of World War II veterans had purchased homes with conventional
financing, and 6 percent had used FHA financing. The satisfaction of demand and
the phasing out of World War II entitlement to VA loan benefits are reflected
intthe comparatively low volume of loans now being made to World War II
veterans.

About 27 percent of Korean conflict veterans have obtained GI loans. The
home buying patterns established to date are consistent with an assumption that,
ultimately, the participation of Korean conflict veterans will approach’ that of
their World War II counterparts. The median age of Korean conflict veterans
is estimated at 39 years.

Post-Korean veterans, those with service since January 31, 1955, only, are
still relatively young. As of June 30, 1968, their median age was estimated to be
27.6 years. This group Is being constantly augmented. It can be expected that
most will form households and require shelter. Their earning capacity is rather
low at the start of civil life but should increase as they get older. The post-
Korean segment of the eligible veteran population will have a great need for
housing in the next few years. They are also a class for which a low down-
payment, long maturity home loan most nearly meets the need for financing
home purchases. Only 4 percent of these veterans have used their entitlement
to date, but this group of veterans currently account for the majority of the
GI loans being made and the participation rate of these veterans is expected
to increase substantially in future years.

2. DIRECT LOAN PROGRAM

Purpose~—The purpose of°the program is to extend credit directly to veterans
for the purchase, construction, repair, and alteration of homes and farmhouses
in rural areas, small cities, and towns where private credit is not generally
available. The Administrator of Veterans Affairs is authorized to designate
such rural areas, small citles, and towns as “housing credit shortage areas,” if
he finds that private credit is not generally available for the making of
guaranteed loans.
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Bligibility.—To qualify for a direct loan,

(a) The property securing the loan must be in a designated “housing credit
shortage area;”

(b) The veterans must demonstrate that he is unable to obtain a VA guar-
anteed loan;

(¢) The amount of the loan cannot exceed $21,000;

(d) The loan must be for purchase, construction, alteration, or repair of a
home or farmhouse to be occupled by the veteran;

(¢) The loan cannot be for more than 30 years; and

(f) The interest rate is about the same as the maximum rate for VA
guaranteed loans,

Coverage.—About one-fifth of the 25 million veterans live in areas designated
as “housing credit shortage areas.” Of 3,004 counties in the U.S., 2,184 are
eligible, 579 are ineligible, and parts of the remaining 331 are eligible,

Funding.—Receipts from program operations are deposited in a Direct Loan
Revolving Fund ; the fund currently has a balance of about $700 million, more than
enough to meet all program needs for the foreseeable future.

PROGRAM INFORMATION FURNISHED BY VETERANS' ADMINISTRATION
TABLE 1.—VETERAN POPULATION (THOUSANDS)

World Korean Post-

War 1) conflict 1 Korean ¢ Total
13,819 ) | 19,537
, 714 5,770 4,031 23,513
3,538 , 197 4,512 23,907
3, , 814 5,214 24,499
3,33 , 847 6, 090 25,212
3,191 , 881 6,908 25,980
y , 922 1,855 26,
2,887 , 963 8,650 27,500
2,9 , 001 9,114 27,
, 6,036 9,574 28,146
2,353 5, 069 10,033 28, 455

1 Including those with World War (] service.
1 Allservice atter Janusry 1955.

L o
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TABLE HI.—VETERANS WITH UNUSED ENTITLEMENT, BY SERVICE PERIOD, FISCAL YEAR 1966-75

[in thousands)
World Korean Post-
Total Warll? conflict 2 Korean 3
Beginning of fiscal year:

1966. ... o ieoieriieeaacnaracaacacaenaananan 8,901 4,743 4,158 . ... . ....
1967 e iiieecaieeiaccteeiaanaranee 11,800 3,989 4,028 3,783
L S 11,228 3,242 3,814 4,172
L O PP 10,819 2,514 3,665 4,740
L) [ e SO 10,691 1,808 3,424 5,459
57 | PN 10,635 ,353 3,182 6,100
|1 7. 2 9,801 _............. 2,959 6, 842
X7 £ S I 10,176 .............. 2,768 7,408
|37 T 10,241 .............. 2,613 7,628
|57 1 P, 10,291 . ............ 2,461 7,830

U All service prior to June 27, 1950,
1 Includes all veterans with service between fune 27, 1950, and jan. 31, 1955, including those who also had service prior

to or after this period.
3 Veterans with all service after Jan, 31, 1955,

TABLE IV.—VA LOAN ACTIVITY

G| primary home loans Direct loans Total VA loans

Amount Amount Amount
Calendar year Number  (thousands) Number  (thousands) Number (thousands)
41,064 $197,868 ... ... ..eeieiiieiecaans 41,064 $197, 868
403, 561 2,365,170 .. . ieiieiiiiaaiaen 403, 561 2,365,170
487, 667 3,204,649 ... ... i 487,667 3,204,649
48, 540 1,726,753 L. 3 1,726,753
173,419 1,266,842 ... .. ... .ieeiiieiiiiaiaen 173,419 1,266,842
369, 069 2,868,303 124 , 406 369,793 2,872,709
409,329 3,632, 523 16, 064 103, 350 425,393 3,735,813
301,698 2,692,685 9,731 68, 464 11, 2,761,149
318,118 3,034,135 15,583 113,170 333,701 3,147,305
407, 340 4,222,199 14,527 109, 353 , 4,332,152
643, 226 7,092,459 15, 856 119,939 59, 1,212,398
502, 007 5,857,973 10, 803 , 924 512,810 5,938,897
302,047 3,752,651 26,120 , 561 28, 16 3,960,212
143,519 1,859,826 17, 440 142,733 60, 959 2,007, 559
210,511 2,781,695 19,698 , 486 230,209 2,980,181
143,287 1,981,691 30,558 308, 144 173, 845 2,289,835
132,889 1,828,313 . 23,488 244,485 156, 377 2,072,798
182,077 2,648,977 15, 880 167, 666 ) 2,816,643
187,889 2,798,223 21,091 226,191 3 3,024,414
177,594 2,764,388 15,277 167, 467 192,871 2,931,855
159, 582 2,615,262 7,172 77,702 166,754 2,692,964
156,918 2,597, 584 9,267 107, 890 166, 185 2,705,474

200,018 3,395,346 11,682 142,536 211,700 , 537,
210,946 3,771,674 12,043 153,460 222,989 3,925,134
6,517,315 70,957,789 293,004 2,748,927 6,810,319 73,706,716

Note: The sbove figures do not include guaranteed or insured farm and business loans, refinancing loans, or sliteration
and repair loans.
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TABLE V.—GF LOAN APPLICATIONS

1967 1968 1969

January-March 40,649 i, 050 , 304
April-June..... 68,300 62,471 65, 875
July-September. 78,667 69, 496 , 808
October-December 61,600 , 649 ...,
Total. o i ereceeieieeaa 249,216 248,666 ..............

Gl LOANS

Januany-March. .. 34,495 50,628 §3, 216
Aprit-June.. .. ... .. e 40,943 44,527 50,167
July-Seplember. .. ... ... ... 58, 461 55, 625 51, 35%
October-December. ... ... ... ... . ... 66, 523 60,437 .._...........
L1 200, 422 2AL,217 ..............

TABLE VI.—COMPARISON OF USE OF LOAN ENTITLEMENT BY VETERANS OF DIFFERENT SERVICE PERIODS IN YEARS

IMMEDIATELY FOLLOWING ELIGIBILITY

N
Percent of
Eligible veter- ollglblo mmns
Average sge ans at beginning using entitle-
Fiscal yoar of veterans Loans closed of year ment
World War |I:
X P 26 175. 000 2,372,000 7.4
|3 2 27 12, 110, 000 5.2
LT S 28 52! 000 13, 074, 000 4,0
Korean conftict:
1954, ... leeerarcncnanan 25 48, 000 1, 865, 000 2.6
1988, i reee e 26 lzo. 000 2,740, 000 4.4
= 27 3,731,000 4.3
Post-Korean veterans §:
L) S 27 73 000 3,783, 000 }.9
1968 . iirieeieaceaeee 27 113, 000 4,172, 000 .7
L L 28 131, 000 4,740, 000 2.8

1 Veterans with all service siter January 1955 (excludes active-duty servicemen).
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TABLE ViI-B.—FINANCIAL CHARACTERISTICS OF PRIOR-APPROVAL HOME LOANS, GUARANTEED
BY THE VETERANS' ADMINISTRATION [N 1957-68, BY MONTHLY INCOME AND AGE OF VETERANS

Monthly income (after taxes) of veterans

All  Less than 00 to 00 t 500 to 00 to 700 to 00 and
icomes "R PRe YN8 PRGN vk s0and

(Percent of loans by income of veterans)

Year:
m1957... 1000 3.9 29.4 29.6 18.6 9,4 4.7 4.4
1958... 100.0 2.8 28,7 i1 18.2 9.6 4,6 5.0
1959... 100, 0 2.5 29.7 34.0 1.7 8.9 4.0 3.2
1960.... 100.0 2.4 23.5 33.0 20.4 10.2 4.9 5.6
1961... 100.0 3.0 28.3 3.2 19.0 8,0 3.1 2.4
1962... 100.0 . 3.5 26.8 .7 19.3 9,2 3.7 2.8
1963... 100.0 3.2 24,1 33.1 21.0 10.3 4.5 3.8
1964... 100.0 2.5 19.8 31.9 21.9 1.8 6.1 6.0
1965... 100.0 2.1 16.5 29,2 22.2 13.8 1.7 85
1966... 100.0 1.6 15.4 29.2 23.4 14,2 7.6 8.6
1967... 100.0 1.3 13.4 21.9 23.5 14.9 8.5 10.5
1968... 100.0 0.9 9.8 25.2 4.1 16.1 10.2 13.7
Age of veterans (in years)
Less
All ages than 25 25t029 30to 34 35139 40to 43 50 and over
Y (Percentage distribution of loans by age of veterans)
ear:
100.0 5.3 30.0 3.2 21.4 11.2 0.9
100,0 4.9 .5 29,3 19.1 1.1 L1
100, 0 4.7 3.2 28.4 18.1 1L5 1.1
100.0 2.5 310 313 19.8 13.9 1.5
100, 0 11 2.3 2.1 19.3 16.1 2,1
100, 0 .1 22,4 34.4 21.4 19.1 2.6
100.0 8 16. ¢ 38.4 20,9 21,7 2.9
100.0 11,2 39.2 20,7 25.0 3.9
100.0 (2 5.9 3.4 23.8 28.4 4.5
100.0 ) 19.9 29.3 20.5 211 4.0
100.0 1.6 2.0 26.3 18.0 15.5 3.6
100,0 89- 30.0 26.7 18.6 12.6 3.2

1 Less than 34 percent

TABLE VII-C.—FINANCIAL CHARACTERISTICS OF PRIOR-APPROVAL HOME LOANS GUARANTEED BY THE
VETERANS' ADMINISTRATION

Number All Less $300to $400to $500to $600to  $700 to $800

of foans! incomes than $300 $399 $499 $599 $699 $799  and over

00.0 2.1 16.5 2.2 22.2 13.8 1.7 8.5

00,0 1.6 15.4 29,2 23.4 14.2 1.6 8.6

00,0 1.3 13.4 21.9 23.5 14.9 8.5 10.5

. . 00,0 .9 9.8 25.2 4.1 16.1 10.2 13.7
ist quarter... 50,531 00.0 1.2 1.3 26.7 22.9 15.5 10.1 12.3
2d quarter... 44,492 00.0 1.1 10.7 2.3 24.6 16.3 9.5 10.4
3d quarter... 55,552 00,0 N 8.8 25.1 24.8 16.5 10.3 13.9
9fth quarter... 60,371 00.0 * .6 8.3 2.4 24.6 16.7 11.0 16.4
ist quarter... 53,160 00.0 3 6.9 21.8 25.1 18.0 11.6 16.1
2d quarter... 50,128 00.0 1 6.8 19.8 4.7 18.9 12.1 12.2
3d quarter... 51,316 00,0 5.1 17.6 23.9 19.3 14,9 18.9

! Numbers exclude refinancing loans, aiteration and repair loans, and direct loans sold and guaranteed.
2Less than 0.05 percent or number of cases too small to produce valid results.
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TABLE VII-D.—FINANCIAL CHARACTERISTICS OF PRIOR-APPROVAL NEW HOME LOANS GUARANTEED BY THE
VETERANS' ADMINISTRATION

Number Loss $3 $400 $500 $600 $700 $800

of Al than to to to o to and

loanst incomes $300 $399 99 $599 $699 $799 over

1965............. 48,935 100 0.8 13.0 28.0 23.2 15.3 9.7 10.0
1966............. 53,101 100 .6 9.8 25.3 25.1 12.2 9.7 12.3
1967............. 60,435 100 4 8.2 4.2 23.9 16.8 11.3 15.2
xg ............. 71,423 100 4 5.9 20.8 23.5 1.7 12.6 19.1
Istquarter... 18,314 100 5 6.6 23.6 22.7 1.0 12.5 17.1
2dquarter.... 16,132 100 W2 58 219 24, 18,5 12.5 16.9

3d quarter_.. 17,707 100 .2 517 20.7 25.1 17.6 12.3 18.4

4th quarter... 19,270 100 o 4.1 17.0 23.3 18.9 13.7 - 22.8

1st quarter... 17,973 100 2.6 15.9 23.6 19.2 15.5 23.1

2d quarter_.. 15,151 100 2.3 13.0 22.9 21.2 14.7 25.7

3d quarter. .. 17,186 100 .9 10 20.8 21.3 20.1 26.1

! Numbers exclude refinancing loans, alteration and repair loans, and direct loans sold and guaranteed.
1 Less than 0.05 percent or number of cases too small to produce valid results.

TABLE VII-E.—~FINANCIAL CRARACTERISTICS OF PRIOR-APPROVAL EXISTING HOME LOANS GUARANTEED BY THE
VETERANS® ADMINISTRATION

Number All Less than 00to $400to $500to $600to $700to  $800 and

of loanst Incomes $300 ;38399 9 $599 $699 $799 over

110,647 00 26 18,2 2.8 21,7 13.1 6.8 1.8

03,817 00 2.1 18.4 3.4 22.4 12.6 6.5 6.6

, 583 00 1.7 15.7 29.6 23.3 14.0 1.3 8.4

1558 139,523 00 1.3 12.0 21.5 4.4 15.2 8.9 10,7
ist quarter... 32,217 100 1.6 14.1 28.6 23.0 14.6 8.6 9.5

2d quarter. ... , 00 1.6 13.6 30.5 4.9 15.0 1.1 6.7

3d quarter.... 37,845 00 .9 10.3 21.3 4.6 16.0 9.3 11.6
1969‘tl\ quarter... 41,101 00 (O] 10.4 25.0 25.2 15.6 9.8 13.2
ist quarter... 35,187 00 1 9.2 2.9 25.9 1.3 9.6 12.3
2dquarter.... 34,977 00 2 8.9 22.9 25,5 12.8 10.9 13.4
3dquarter.... 40,130 00 6.7 20.4 5.2 18.5 12.8 15.9

t Numbers exciude refinancing loans, alteration and repair foans, and direct loans sold and guaranteed.
3 Less than 0.05 percent or number of cases too small to produce valid resuits,
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TABLE Vili-A.—CHARACTERISTICS OF VA-GUARANTEED PRIMARY MORTGAGES FOR PURCHASE OF NEW HOMES 1

Average  Percent of total
Number toan-to- loans with— Av.uf:.lﬂm of
of loans Average Average purchase ———— e n
Calendar ggmnmd purchase losn price Nodown-  30-yety —--—-—n
yoar (thousands) price amount ratio payment maturity Years Months

945 ... ... 2.7 $5, 940 $5,665 95.4 68.4 18 8
46 ... ... 65.0 7,000 , 92.7 4.3 ! 19 10
947 . ... 198.4 8,160 1,315 9.4 L9 20 2
........... - 107.6 9,200 1,770 84.5 19.0 ! 19 8
83.8 9, 240 7,93 86.5 .7 (2 21 2

208.9 8,945 8,220 9L.§ 5.6 2, 23 1

286.5 0, 590 9,490 8.6 28.5 12,0 24 1

192.2 10,905 9,475 8.9 1.5 7.0 23 1

983. _........ 202.9 1,335 0, 065 88.8 11.2 5.3 23 2
954........... 243.2 1,925 1,045 92,6 3.2 30.7 25 1
955.....eee. 387.6 2,460 1,795 94.7 83.4 43.0 27 §
956.....ccuunnn 313.5 3,390 2,475 93.2 2.0 42.9 7 2
957 . ... 218.8 4,335 3,210 92.2 8.4 43.6 27 4
958........... 9.0 , 760 3,940 94.3 2.2 59.3 28 3
959........... 145.4 4,590 4,105 96.7 €5.7 68.1 28 1
9%60........... 104.8 15,325 4,835 96.8 69.8 66.1 28 |
96l........... 78.8 5,260 4,910 9.7 15.9 70.3 23 1
9%2........... 87.9 5,790 5,435 9.8 5.2 12,8 2 2
963........... 75.3 6, 510 6,120 9.6 75.4 75.2 2 3
9%4........... 60.3 7,235 16,820 97.6 n.s n.1 ) 3
95........... 4.9 18,340 17,830 91.2 15.6 79.3 2 4
966 ......... 8.1 8,970 18,465 97,3 14.2 78.6 2 4
967...... ... 60.4 9,330 18,910 97.5 74.4 16.6 2 4
1968........... 7.4 20, 490 20, 025 97.7 76.5 75.6 o) 4

1 Excludes refinancing loans, alteration and repair loans; direct loans sold and guaranteed since January 1962,

2 From June 22, 1944, to Dec. 27, 1945, there was a 20-year maturity limitation. From Dec. 28, 1945, to Ape. 19, 1950,
there was a 25-35." maturity limitation. From Apr. 20, 1950, to Apr, 22, 1953, there was 8 20- to 52-year mnurig limitation,
From Apr. 23, 1953, to July 29, 1355, there was & aggur maturity timitation. From July 30, 1955, to Jan. 19, 1956, thare was
8 25-year, 32-day maturity limitation. From Jan. 20, 1956 to present, there was a 30-year maturity limitation.
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TABLE VIiI-8.—~CHARACTERISTICS OF VA-GUARANTEED PRIMARY MORTGAGES FOR PURCHASE
OF EXISTING HOMES 1

Average  Percent of total
Number loan-to- loans with— Avmro term of
of foans Average Average purchases —0— oan
loan price Nodown-  30-year

uaranteed purchass —_—e—
Year (thousands) price amount ratio payment maturity Years Months
38.4 $5,075 $4,760 93.8 66.7 1 17 8
338.6 5, 850 5,740 98.1 48.0 ) 18 2
289.2 6,750 6,020 89,2 3.8 ) 16 8
141.0 ° 1,545 6,320 83.8 22.5 2 16 1
89.6 1,875 6,665 84.6 28.2 (? 17 5
160.2 8,435 1,2%0 86. 4 28.0 . 19 8
122.9 9,460 2,630 80.7 4.1 1.6 18 2
109.5 10,105 8,110 80.3 1.2 .6 18 9
115.2 10,690 8,770 82.0 3.4 2.0 19 3
164.1 10,965 9,515 86.8 15.5 6.4 2 5
255.6 11,335 10,025 . 83.4 19.7 10.1 22 5
188.5 11,970 10,330 86.3 2.2 7.4 22 0
83.2 12,085 0, 365 85.8 1.0 8.5 21 3

49.5 12,650 1,095 87.4 13.3 20.0 22 4

65.1 12,610 1,220 8.0 22,9 3.0 23 7

38.5 12,240 11,100 90,7 335 22,2 23 7

54.4 13, 060 2,095 92.5 45.6 38.6 25 5

99.1 13,725 3,030 9.9 56.7 42.7 26 1
112.6 14,695 4,070 95.7 62.7 54.6 21 4
117.2 15, 500 4,875 9.0 67.8 $6.7 27 8
110.6 16,370 5,750 96,2 68.9 57.9 27 8
103.8 6, 090 5,575 96.8 69.8 51.1 27 10
139.6 16, 525 6,135 97.6 74.6 60.6 28 0
1968... . 139.5 ) 16,780 97.6 75.0 58.8 28 2

1 Excludes uﬁntncglu foans, aiteration, and repair loans; direct loans sold and guaranteed since January 1962,

3 From June 22, 1944, to Dec, 27, l94$, there was a zo-gym maturitg limitation, From Dec, 28, 1945, to Apr. 19, 1950,
there was a 25-year maturity limitation. From Apr. 20, 1950, to Apr, 22, 1953, there was a 20-year to 25-year maturity
limitation. From Apr. 23, 1953, to July 29, 1955, there was a 30-year malurity limitation. From Suly 30, 1955, to Jan. 19,
|l‘9s‘6m=‘l;m was a 25-year, 32-day maturity limitation. From Jan, 20, 1956 to present, thers was a 30-year maturity

m n,



TABLE IX.—PRINCIPAL AMOUNT OF VA HOME LOANS CLOSED, BY TYPE OF ORIGINATING LENDER, 1944-68

Pollar amounts in millions]
Savings and loan ] Mortgage and real
Total sssociations Insurance companies Mutual savings banks Commercial banks  estate companies Other

Percent reent Percent Percent Percent Percent
Calendar year Amount oftotsl Amount eftotal Amount oftotal Amount oftotal Amount of total Amount of total Amount of toal
1944-47 $5,770 100.0  $2,100 36.4- 240 4.1 “$A30 7.4 $2,300 39.9 12.0 $10 0.2
1948 . 1,880 100.0 285 139 7.4 26 12.0 737 9.2 231 12.3 11 .6
1949, 1,424 100.0 330 22 66 4.6 191 13.4 %5 2.2 487 u.2 5 4
1930 ———- . 303 100.0 740 .1 2] 1.2 298 9.7 586 19.1 1,216 39.6 11 .3
1951 - 3,615 100.0 704 19.5 494 13.7 22 1.7 765 21.1 1,200 3.2 30 .8
1952 ... ———- 2,721 100.0 [~ 25,5 155 5.7 414 15.2 570 21,0 860 3.6 28 1.0
1953 3,061 100.0 853 21.9 96 31 S31 17.4 497 16.2 1,050 U3 k3 1.1
1958 e 4,257 100.0 - < 20.7 25% 6.0 560 13.2 510 12.0 2,012 4.3 36 .8
1955 7,157 100.0 1,51 2.2 23 5.9 662 9.3 993 13.9 3,429 4.9 9 .2
19% 5,088 100.0 1,166 19.9 270 4.6 639 10.9 915 15.6 2,821 48.1 57 .9
1957 3,761 100.0 788 20.9 132 35 495 13.2 464 12.3 1,849 49.2 35 .9
1958 1,885 100.0 “5 29 u 1.8 299 16.0 167 9.0 893 47.9 2 1.4
1959 2,18 100.0 [ ¥4} 2.3 4 1.7 391 14.0 226 8.1 1,480 531 23 .8
1980, ——— 1,985 100.0 22 2.3 48 2.4 257 12.9 142 7.2 1,098 5.3 18 ..9
1981 1,832 100.0 2 17.8 51 2.8 234 12.8 107 5.8 1,100 60.0 18 1.0
1982 2,652 100.0 25 16.0 106 4.0 219 10.5 23 8.8 1,51 60.0 18 7
19631 - 2,801 100.0 k7] 125 115 4.1 280 10.0 37 1.3 1,715 61.2 25 .9
1984, . 2,764 100.0 243 3.8 11 4.0 260 9.4 290 10.5 1,846 66.8 1 .5
1985, 2,618 100.0 213 8.1 & 33 px7] 8.9 284 10.9 1,790 68.4 10 .4
2,59 100.0 2 8.6 5 29 27 9.1 321 12.4 1,737 66.83 5 .2
1987 3,398 100,0 308 9.1 S5 1.6 254 7.5 450 13.2 2,325 68.4 6 .2
1968, 3,772 100.0 407 10.8 57 L5 237 6.3 546 14.5 2,520 66.8 5 .1
Cumulative, Dec. 31,1968 .. . . __________ 71,660 100.0 14,362 20.0 3,218 4.6 7,830 10.9 11,765 16.4 33,90 4.4 485 - .7
Direct loans sold and guarsnteed have been exciuded from his series since Jan. 1, 1963, in order 3 Excludes adjustment transactions. Adjusted to hlofhoma uaranteed or insured is

© ndy show distribution of loans originated by lenders. $72,017,000,000 ljncluding $476,800,000 in dljroct foans sold and mnntng



TABLE X.—OUTSTANDING AMOUNT OF VA HOME LOANS HELD AT END OF YEAR, BY TYPE OF MORTGAGE HOLDER

{Dollar amoants in millions)

Percent of

Others

Federal National
Percent of

Mortgage Association ®

Percent of

Commercial banks

Life insurance
companies Mutual savings banks
Percent of Percent of Percent of

Savings and loan
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TREABURY DEPARTMENT REPORT ON 8. 3008

Tiue GENKRAL COUNSEL OF THE TREABURY,
Washingion, D.C., November 17, 1969,
IIon. RusskLL B, ToNg,
Chairman, Commitice on Finance, U.S. Senato, Washington, D.O.

DeAs Mir CuamRMAN : Reference Is made to your request for the views of this
Department on 8, 3008, “To incrense the avallability of guaranteed home loan
financing for veterans and to increase the income of the national service life
fusurance fund.”

The bill would provide for the investment of the assets of the National Service
Life Insurance Fund in VA guaranteed mortgages. To finance the proposed In-
vestment activities, it would establish a national service life insurance invest-
ment fund, to which the Secretary of the Treasury would be required to transfer
from the Natlonal Service Life Insurance Fund such amounts, up to 6 billlon,
as the Administrator of Veterans Affairs may request. The investment fund
would pay Interest to the insurance fund at the average rate on loany purchased
by the investment fund less 1 percent, but not less than the average return on
the other invested portion of the Insurance fund. The Administrator would also
be authorlzed to utilize the investment fund to purchase loans from the dlrect
loan revolving fund ; to sell and guarantee any loans held in the Investment fund ;
to xell participation certificatea In mortgages held by the fund; and to utilize
available funds in the lonan guarantee and direct loan revolving funds to cover
deficlencles in the Investment fund.

The proposed mortgage purchase program would be contrary to the Federal
credit program policy of placing primary reliance on the private market system,
and would result in substantinlly greater dependence on KFederal involvement
and budget outlays. The purchase of mortgages as contemplated in the bill could
inerease Federal outlays by up to §5 billion over a 6 year period, beginning in
fiscal year 1970, thus increasing the requirements for Treasury borrowing from
the public. To the extent that the increased Treasury borrowing requirements add
to total credit demands, the proposed mortgage purchase program would have an
Inflationary impact and would thus run counter to the Administration's objective
of reducing infiationary pressures. Under existing major Federal credit programs
tn the housing area, the QGovernment assumes the loan risk but private lenders
originate, provide the capital, and service the loans. Secondary market support
is available from the now private Federal National Mortgage Association. It ap-
peara that the proposed VA mortgage purchase program would largely duplicate
the nctivities of FNMA. It Is not clear what advantage the proposal would have
over continued reliance on existing private market arrangements, apart from
any subsidy to veterang which may be provided under the proposal. The Depart-
ment hag no knowledge of any need or justification for subsidies.

The Federal National Mortgage Assoclation has been purchasing a large volume
of VA guaranteed loans. About a third of {ts activity is in such mortgages. In
tho year ended June 30, 1960, FNMA purchases of VA loans were about $600
million, and current purchases (about $150 million per month) are at an annual
rate about triple the 1969 level. Even these amounts understate the total impact.
Under the present “‘auction” system, a FNMA commitment is usually carried
through to purchase only when a private investor cannot be found. Commitments
may be used to initiate several mortgages in sequence, with a private investor
found in each case The commitment may well expire without ever resulting in the
purchase of a mortgage by FNMA, although it has actually supported several
mortgages prior to expiratton. The fact that FNMA commitments expire in this
way s indicative of the availabllity of private mortgage financing for VA loans
when the home buying borrower is prepared to pay ylelds which are competitive
with those pald by other borrowers.

The proposed changes in the investment of the Natlonal Service l.ife Insurance
Fund raise critical issues of overall Federal trust fund policy. The major trust
funds, including the NSLI Fund, are now largely invested In special Treasury
issues. The apparent intent of the Congress, as evidenced by apecific legislative
enactments in this area, has been that these funds be invested at rates which ap-
proximate current Treasury borrowing rates. Increasing the earnings of these
funds by investment in other than Treasury issues must be weighed againsat the
loss of the safety and liquidity provided by the Treasury issues. Any proposal to
Increase the earnings of the NSLI Fund must involve a fundamental reappraisal
of overall trust fund policy.
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The proposed use of the NSLI Fund to purchase VA guaranteed loans raises
the general question of the extent to which trust funds should be used to support
particular credit market sectors. The proposal could also lead to a confusion of
the costs and benefits of the life insurance and housing assistance programs.
Moreover, there is a lack of coincidence between the beneficiaries of the NSLI
Fund and the beneficiaries of the proposed mortgage purchase program.

The Department believes that any expansion in direct Federal lending under
the VA housing program should be financed through the regular appropriations
process rather than by “back door” financing through the Federal trust fund
investment and asset sales proposed in S. 3008.

Accordingly, the Department is strongly opposed to the bill,

The Department has been advised by the Bureau of the Budget that there is
no objection to the submission of this report to your Committee and that enact-
ment of this legislation would not be in accord with the program of the President.

Sincerely yours,
PauL W. Egaers, General Counscel.

* VETERANS' ADMINISTRATION REPORT oN S. 3008

VETERANS' ADMINISTRATION,
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS,
Washington, D.C., November 13, 1969.

Hon. RusseLL B. Loxg,
Chairman, Committee on Finance,
U.S. Senate, Washington, D.C.

Dear Mr. CHAIRMAN: The following comments are furnished in response to
your request for a report on S. 3008, 91st Congress.

The general purpose of the bill is to increase the availability of guaranteed
home loan financing for veterans and to increase the income of the National
Service Life Insurance Fund.

The bill would establish an Investment Fund, on a revolving fund basis, to
which funds, not exceeding $5 billion in the aggregate nor more than $1 billion
in any one fiscal year, would be transferred from the National Service Life In-
surance Fund, in the perfod between enactment and June 30, 1974. The Invest-
ment Fund would be available for the purchase of loans guaranteed under sec-
tion 1810 and loans made under section 1811, title 38, United States Code,
Collections of principal on loans so purchased would, after June 30, 1975, be
used to repay the funds transferred from the National Service Life Insurance
Fund and that fund would be paid interest on all funds ¢transferred therefrom.

While the purchase of both guaranteed loans and direct loans would be
authorized, most of the funds available in the Investment Fund undoubtedly
would be utllized for the purchase of guaranteed loans. It is unlikely that there
would be any urgent need to utilize the Investment Fund to purchase direct
loans to a large extent. About 809 of ‘the veterans eligible for loan benefits live
in areas or places which are not classified as housing credit shortage areas and,
thus, are not eligible for direct loans under sec*ion 1811. Cumulatively, there
have been over 7 million home loans guaranteed, but only about 300,000 direct
loans have been made to veterans. In the current filscal year, it is anticipated
that there will be nearly a quarter million loans guaranteed, but only 12,000 to
13,000 direct loans will be made to veterans. The resources of the Direct Loan
Revolving Fund are adequate for any necessary direct lending in the foresee-
able future, without such supplemental support as would be provided by the bill.

Over the years, the volume of loans guaranteed annually has fluctuated
widely, with the sharp cyclical movements in guaranteed loan activity having
been influenced more by the ebb and flow of private capital available for in-
vestment in mortgages than any other factor. Enactment of the bill would, we
believe, make more capital uniformly available for investment in guaranteed
Tagans the next five years. .

In the last 10 years the number of veterans eligible for loan benefits generally
have been large enough to support volumes of guaranteed loans substantially
in excess of the numbers of such loans actually processed. The current situation
is not basically different. The population of eligible veterans is expanding
rapidly and in the coming years will be increasingly dom!inated by post-Korean
veterans, including veterans of Vietnam service. Thelr relative youthfulness
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and the fact that generally they may have not yet realized their maximum earn-
ing capacity underscore the need to improve the viability of the guaranteed
loan program. The proposed legislation would be an effective means of {ncreas-
ing the fiow of capital available for guaranteed loan financing, especially to
assist the growing number of veterans to finance their home purchases,

The bill also provides that the National Service Iife Insurance Fund would
be paid interest on all funds transferred to the Investment Fund at the average
rate of Interest on loans purchased by the latter Fund, less 1 percent, but in no
event less than the average rate of return on the other investments of the
National Service Life Insurance Fund. Since the interest rate now applicable
to loans being guaranteed and direct loans being made is 7% -percent, the rate of
interest payable on the funds transferred to the Investment Fund would be 614-
percent. )

We are informed that, since 1960, the investment of the National Service Life
Insurance Fund in special Treasury obligations has been at a rate equal to the
current market yield on marketable Treasury securities with maturities of over
three years, reduced by a fraction of 1 percent (currently %), with a guar-
anteed interest rate floor of 3 percent, According to the Department of the
Treasury, the rate paid on speclal issues to the National Service Life Insurance
Fund recently was 65§ percent. It was indicated that the average rate on invest-
ments held by the fund is now almost 4 percent because of the maturity spread
of the special issues, but that this rate will increase each year as low rate issues
mature,

The purchase of mortgages as contemplated in this bill could increase Federal
outlays up to $5 billion during the five-year period, fiscal year 1970-1974, result-
ing in increased requirements for Treasury borrowing from the public. In the
present economic environment, the proposal would not be In accord with the
Administration’s current anti-inflationary economie policy.

If enacted and approved, the provisions of the bill would, in the first year of
operations, increase VA general operating expenses by $2.9 million, according to
our estimates.

If the basic provisions of S. 3008 are favorably counsidered by the Committee,
there are certain substantive and technical changes which we consider desirable
in order to make the program envisioned by the bill more workable, to provide
greater security to the National Service Life Insurance Fund, and to simplify
the administration of the program. These changes are reflected in the enclosure,

The Bureau of the Budget has advised that there is no objection to the presen-
tation of this report and that enactment of this legislation would not be in
accord wtih the program of the President. :

Sincerely,
DoNALD BE. JOHNSON,
Adminisirator.

SUGGESTED AMENDMENTS TO 8. 3008, 918t CONGRESS

1. On page 1, line 8, the words “or made under section 1811” should be inserted
after “1810” since the proposed section 1828 provides for the investment of funds
in direct loans as well as guaranteed loans.

2. Page 2, lines 11 and 12. To make uniform the date from which the time
periods for exercise of the commitment by the lender-mortgagee will commence,
we recommend that the words “subsequent to the disbursement of the loan pro-
ceeds but not” be deleted and the word “nor” substituted therefor. We further
recommend that the words ‘twelve months” in line 12 be deleted and the words
“one hundred eighty days” be substituted therefor, We consider that twelve
months from the date of issuance of the loan guaranty certificate i8 an excessive
period of time for the exercise of the commitment option by the lender-mortgagee,
bearing in mind that the entire time the commitment is outstanding would con-
stitute a period during which the Administrator would have a contingent liability.
Shortening the period to one hundred eighty days will assist the VA materially
in planning for the maximum use of available funds in income producing loans.

8. On page 2, line 25, we recommend the words “the origination fee charged
by the lender-mortgagee and” be deleted. We assume that the origination fee
referred to is the origination fee of one percent which the lender is authorized
to charge the veteran-borrower pursuant to the provisions of VA Regulation 4312
in lleu of charges for other services not authorized therein. Reference to this
fee has no place in statutory language referring to discounts the lender may
charge the seller or bullder,

87-463 0—70——38
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4. On page 3, line 18, we recommend that two new sentences be inserted after
the word ‘“subsection” reading as follows: “If an auction of purchase commit-
ments by the Federal National Mortgage Association has not been conducted
during the three months immediately preceding the issuance of a commitment
under this subsection the price to be specified in such commitment shall be deter-
mined by the Administrator but any such price determination by the Admin-
istrator shall not exceed par nor be less than 968 per centum of par. Upon the
purchase of a guaranteed loan pursuant to a commitment issued under this
subsection the Administrator’s guaranty of the loan shall continue in full force
and effect and shall inure to the Investment Fund established in subsection (b)
of this section.” )

The foregoing sentences are recommended to provide a procedure for con-
tinuing the program in the event auctions by FNMA are discontinued. In addi-
tion, the language will glve specific assurance that the guaranty previously issued
will continue in full force for the benefit of the Investment Fund.

§. In page 4, line 8, delete the words “insurance fund” and substitute there-
for the words “national service life insurance fund (hereinafter called the
insurance fund)'.

This will fully identify the national service life insurance fund for the first
time in the new section 1828 and will be consistent with the first reference to
the national service life insurance investment fund in line 22 on page 3.

6. On page 4, line 22, we recommend that the following language be inserted
after the word “fund.” “Any direct loan purchased for the Investment Fund
shall when so purchased be guaranteed subject to the same conditions, terms
and limitations as would be applicable were the loan guaranteed under section
1810 of this chapter.”

The foregoing language will provide the security of the guaranty to the Invest-
ment Fund in the same manner as is provided for any other purchaser of direct
loans, t.e., the provisions in section 1811(g) of title 88.

7. On page b, line 4, delete the word “in” where it first appears and substitute
the word ‘“from’. In addition, delete the words ‘“such loans” and substitute “all
loans purchased by the Investment Fund”. We believe the substitution of this
language will make it clear that the loans referred to include both guarantecd
loans as well as direct loans acquired by the Investment Fund. .

8. On page B, line 24, we recommend that & new sentence be inserted after the
word ‘“fund.” as follows: ‘‘The Administrator 18 authorized to invest on an
interim basis unexpanded balances of the Investment Fund, including the
reserve for expenses and losses, in obligations of the United States Government
or agencies thereof.”

The reason for the added language is to give the Administrator specific author-
ity to invest monies in the Investment Fund from time to time in short-term
securities of the Federal Government in the event there appears there will be
a time lag in investing the funds in long-term obligations represented by
guaranteed and direct loans. We belleve it important the Administrator have
this authority to be able to derive some income from these funds since he is
obligated to pay interest on all funds transferred from the Insurance Fund to
the Investment Fund regardless of whether monies in the Investment Fund are
invested or not.

6 9. On pgge 8, line 24, change “1974" to “1975"” to conform to the date in line

on page B.

10. On page 6, line 2, delete “(subsection (a) of)”. Subsection (a) of section
1828 deals only with guaranteed loans acquired from lenders and it obviously
is the intention of the bill that all monies received in repayment of loans pur-
chased pursuant to the entire section, i.e., including direct loans, be deposited
in the Insurance Fund. .

11. On page 6, lines 6 and 7. Delete the last sentence of subsection (¢) and
substitute the following: “Such deposits shall be continued until the funds
transferred to the Investment Fund by the Insurance Fund are repaid in full
with interest.”

We believe the last sentence of subsection (c) is unnecessary since the previous
sentence provides that all interest collections will be deposited in the Insurance
Fund. The added language is belleved to be necessary to provide a cut-off date
for transfer of funds from the Investment Fund to the Insurance Fund after
the Insurance Fund has been repaid in full together with the interest specified
in subsection (c¢) of section 1828,
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12. On page 6, line 10, delete the word “transfer” and insert in lieu thereof
the following: “guarantee the Investment Fund against loss of interest or prin-
cipal and shall discharge such guarantee by transferring”.

The foregoing change is designed to make specific the obligation of the Admin-
istrator to guarantee the Investment Fund against loss of both principal and
interest in the event of a deflciency and thus provide a greater degree of secur-
ity to the NSLI fund.

18. On page 6, line 19, we recommend that a new sentence be added at the
end of subsection (d) as follows: “Any deficiencies in the Investment Fund
defrayed by the Loan Guaranty or Direct Loan Revolving Funds ehall be paid
to such funds by the Investment Fund as soon as such payment becomes feasible.”

The reason for recommending addition of the foregoing sentence is the fact
that it is possible there may be times, particularly in the early life of the
Investment Fund, when there may be a deficlency in the Investment Fund which
must be cured by transfers of funds from the Loan Guaranty or Direct Loan
Revolving Funds and that later on the amount of the deficlency will not only
be recouped by the Investment Fund but there will be sufficient funds available
not only for-the purposes specified in section 1828 but to reimburse the Loan
Guaranty or Direct Loan Revolving Funds for the funds previously advanced to
the Investment Fund. We consider it important that this provision be made in
order to maintain the Guaranteed and Direct Loan Revolving Funds in such
{lna;cial condition that they may be used for the purposes currently specified

n the law.

14, On page 7, line 1, delete the follow{ng language *(originated under section
1810 and subsequently purchased by him, guarantee any loan)”. This language
should be deleted since the sentence in which it appears should be applicable
both to loans guaranteed under section 1810 and to direct loans purchased by
the Investment Fund and subsequently guaranteed by the Administrator.

15. On page 7, line 5, we recommend that a new sentence be added at the end
of subsection “(e)" as follows: *“The proceeds of any such sales shall be deposited
in the Investment Fund.” The purpose of this sentence is to make it clear that
the proceeds from the sale by the Administrator of any loans owned by the
Investment Fund will be deposited in the Investment Fund.

16. On page 8, in subsection (b) there should be inserted in the second line of
the analysis of section 1828 the words “‘or made under section 1811” after “1810”.
The reason for the addition of the inserted language is the fact that section 1828
as proposed would cover the investment of funds in direct loans as well as
guaranteed loans.

17. On page 8, the proposed new paragraph (1) of section 1811(c), beginning
at line 17 and continuing through line § on page 9, should be deleted in its entirety
and the following lunguage substituted therefor: “(1) he is unable to obtain from
& private lender in such housing credit shortage area, a loan for such purpose
for which he is qualified under section 1810 of this title, at an interest rate not
in excess of the rate authorized for guaranteed home loans and at a discount
charge to the seller or builder not in excess of the discoupt (if any) determined
to be reasonable by the Administrator who shall, whenever feasible to do so,
base such determination on the discount involved in the latest average auction
price for the Federal National Mortgage Association purchase commitments but
not in excess of a four percent discount in any event; and”.

The language presently appearing in Sec. 2 of the bill is a departure from
the language currently in section 1811(c) (1) of title 38. It makes no reference to
interest rate nor to the purpase of the loan nor to the fact that the veteran must
be qualified for such purpose, i.e., meet the statutory income and credit require-
ments. We think it essential that these factors be retained in section 1811 (¢) (1)
and the substitute language recommended will accomplish this,

‘The language in the bill obviously is designed to preclude the Adminfistrator
from making a direct loan to a veteran if a private lender is willing to make
him a guaranteed loan on terms which include a discount charge to the seller not
in excess of the discount involved in the latest average auction price of FNMA
commitments. It does not contain a maximum limitation of four points as does
section 1828(a) in respect to commitments on guaranteed loans. We assume
the provision in the bill likely stems from recognition of the fact that the exist-
ing law has been interpreted to mean that if a lender imposes a discount charge
against the seller and the latter declines to pay it, the Administrator is legally
obligated to make the veteran a direct loan at par if the veteran, the loan and
the property are otherwise eligible. This prineiple has become widely known and
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has resulted in negating to & considerable extent the basic purpose of the direct
loan program, l.e., to supplement the guaranteed loan program by authorizing
direct loans to be made “Whenever the Administrator finds that private capital
is not generally available in any rural area or smull city or town for the finan-
cing of loans guaranteed under section 1810 of this title” (section 1811(b) of
title 38). The language further recognizes that discount charges to sellers by
private lenders making guaranteed loans has been a common practice whenever
the yield on guaranteed loans has been less than that obtainable from similar
alternate capital investments and apparently is an attempt to make it possible for
more guaranteed loans to be made in rural areas, small cities and towns which
have been determined by VA to meet the current statutory criteria for VA direct
loan financing. It would also tend to place veterans and sellers in rural areas,
small cities and towns on a basis similar to those whose properties are located
in urban areas where no direct loan financing at par is available.

While we agree with the general purpose of the language in the bill we do
not consider it advisable to attempt to specify in the statutory language a sep-
arate discount formula for existing housing and another for new construction,
both geared to FNMA auction prices. We would prefer to have the provision in
the form we have suggested which authorizes the Administrator to fix the dis-
count at a figure he determines to be reasonable and to use FNMA auction
prices as a basis so long as the FNMA auction procedure is continued. A floor of
96 (or maximum of four points) is provided, a figure identical to that set
forth for commitments in section 1828(a), to preclude charging of discounts to
sellers in excess of four points.

Section 720(b) of title 38 requires that the NSLI Fund be invested in obll-
gations guaranteed as to principal and interest by the United States. In order to
assure the same investment criteria for amounts transferred under subsection
720(c) (as added by section 3 of the bill), the following sentence should be
added to line 17, page 9: “The funds transferred from the National Service Life
Insurance Fund under this section to the Investment Fund, together with the
interest thereon as computed under section 1823(c) of this title, shall be guar-
anteed as to principal and interest by the United States.”

Senator HARTKE. Senator Jordan and T are here this morning, and
we are expecting momentarily Senator Yarborougl,, who will appear
soon. At such time as he does, we will hear him, but will continue with
the other witnesses at this time.

The first witness we have is the Honorable Paul Volcker, Under
Secretary of the Treasury for Monetary Affairs, and you have how
many people with you?

STATEMENT OF HON. PAUL A. VOLCKER, UNDER SECRETARY OF
THE TREASURY FOR MONETARY AFFAIRS; ACCOMPANIED BY
EDWARD P. SNYDER, DIRECTOR, OFFICE OF DEBT ANALYSIS

Mr. VoLcker. Just Mr. Snyder from the Office of Debt Analysis
of the Treasury, Senator.

Mr. HarTgE. Fine, you may proceed, sir.

_Mr. Vorcker. I am pleased to have this opportunity to present the
views of the administration and the Treasury Deﬁartment on S. 3008,
a bill to increase the availability of guaranteed home loan financing
for veterans and to increase the income of the national service life in-
surance fund.

S. 3008 would provide for the investment of the assets of the
national service life insurance—NSLI—fund in VA-guaranteed mort-
gages. The bill would establish a national service life insurance invest-
ment fund to which the Secretary of the Treasury would be required
to transfer from the NSLLI fund such amounts as the Administrator
of Veterans’ Affairs may request, except that the total amount trans-
ferred could not exceed $5 billion in the period between the enactment
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of the bill and June 30, 1974, and could not exceed $1 billion in any

one fiscal year.

The Administrator would use the amounts transferred to purchase
guaranteed mortgage loans pursuant to commitments made at the
time the loans were guaranteed. The new investment fund would pay
interest to the insurance fund at the average rate on loans purchased
by the investment fund less 1 percent but not less than the averaﬁe
return on the other invested portion of the insurance fund. The
Administrator would also be authorized to utilize the investment
fund to purchase loans from the direct loan revolving fund. )

It seems to me that one fundamental issue posed by S. 3008 is
whether the Congress is willing to face up to the hard choices that
must be made among the many pressing needs for funds through the
regular authorization-ap%roprlations process or whether instead cer-
tain Federal outlays, in this case in support of VA-guaranteed mort-
gages, are to short circuit that regular process.

nder the new unified budget adopted pursuant to the recom-
mendations of the Budget Concepts Commission, trust fund acquisi-
tions of VA-guaranteed mortgages would in any event constitute

Federal budget outlays. The anticipated Federal umry surplus

would be reduced by an equivalent amount, and the ury would

be re&uired to increase the amount of its borrowing from the public .

in order to raise new funds to replace the Treasury special issues now

held by the NSLI fund. ]

. Durinﬁ the present fiscal year 1970, the administration is operatnig
within the confines of a tight expenditure ceiling. Thus the use of V.
insurance reserves under § 3008 to acquire VAiiuaranteed mortFaEes

would require a reduction in other programs. This is why I feel that
the Congress should have the opportunity through the regular ax-
propriations process to consider how Federal budget support of VA-
guaranteed mortgages fits into the overall fiscal posture and budgetary
priorities of the Federal Government.

_ In addition to these immediate budgetary implications I believe it

is evident the use of trust fund moneys for the acquisition of VA mort-

gages would make it increasingly difficult to resist pressures to finance
other, perhaps equally pressing, programs by the same means.

The net result would be to undermine orderly budgeting and rational
allocations of scarce Federal financial resources.

Apart from this fundamental question of budget policy, it is hard to
see what would be accomplished by S. 3008 which could not be ac-
complished more effectively and more equitably under existing ar-
rangements for the support of mortgage loans to veterans and for the
investment of Federal trust funds.

An efficient mechanism for market support of VA-guaranteed
mortgages has already been provided by the Congress in the now
private Federal National Mortgage Association, which purchases
mortgage loans guarantéed by other Federal agencies, including the
Veterans’ Administration.

The establishment of the proposed facility for VA-guaranteed
mortgages would in key respects duplicate the activities of FNMA.
If the intent of the Congress is to provide additional subsidies for
VA-guaranteed mortgages, this could be accomplished consistent with
existing institutional arrangements and without involving trust fund
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purchases. Instead, the proposal embodied in S. 3008 would tend to
obscure the element of subsi(I{y and, in principle, give rise to an uneasy
compromise between the interests of the trust fund beneficiaries and
the recipients of the mortgage credit.

The Federal National Mortgage Association has been purchasing a
large volume of VA-guaranteed loans; about a third of its activities
is in such mortgages. In the year ended June 30, 1969, FNMA pur-
chases of VA loans were about $600 million, and purchases have
recently been running about $150 million per month or at an annual
rate about three times the 1969 level.

FNMA is also active, in tandem with GNMA, in purchasing mort-
gage;s for which the Federal Government wishes to provide greater
subsidy, with the cost of the subsidy absorbed by the general revenues.

S. 3008 establishes a minimum purchase price of 98 percent of par
for loans purchased by the new proposed investment fund. This price
compares with the current FNMA purchase price of about 93. Thus
those mortgage lenders now selling VA-guaranteed loans to FNMA
would presumably choose instead to sell to the new investment fund
at the higher price. Since FNMA has been purchasing VA-guaranteed
mortgages at a monthly rate of $150 million, or at an annual rate of
$1.8 billion, the authorized purchases under S. 3008 of up to $1 billion
a year would apparently involve mortgages which would otherwise
h:fl.vlt;lls_heoin purchased by FNMA and thus tend to duplicate the activity
0 . '

I would like to emphasize that I fully share the committee’s concern
over the limited availability of mortgage funds in the present environ-
ment. For this reason, a number of specific steps have been taken to
help support home construction. Operating directly to maintain a flow
of money into housing, the home loan banks have very substantially
st.:e%)_ped up their volume of advances to member savings and loan asso-
ciations,

In fact, total home loan bank borrowings have increased by over
$2 billion since June 30. Similarly, the Federal National Mortga
Association has been making new commitments at rate of roughly
$10 billion 891' year, or about three-fourths of the entire volume of
FHA and VA mortgages originated.

President Nixon recently announced a sharp cutback in Federal
construction projects, which should also help to relieve pressures on
construction resources. Finally, the Government National Mortgage
Association is expected to commit some $650 million of special assist-
ance funds to multifamily housing units in cooperation with the
Federal National Mortgage Association in the “tandem” plan.

These measures are not all aimed specifically at providing mortgage
funds to veterans. However, they are intended to provide strong sup-
port for the flow of mortgage credit generally, and just help cushion
the effects of tight money on home building. I must emphasize, how-
ever, that the only effective means of assuring an adequate flow of
mortgage funds to veterans and others in need of housing finance is
to continue to exercise the budgetary and monetary restraint necessary
to assure that the economy returns to a path of stable growth.

Reflecting longstanding congressional policy, the major trust funds,
including social security, civil service, and the veterans insurance
funds, are now invested largely in special Treasury issues which are
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redeemable on demand. This provides uniform treatment and avoids
gny potential conflict between trust fund requirements and program
nancing.

The apparent intent of the Congress, as evidenced by specific legis-
lative enactments, has consistently been that trust funds be invested at
rates which approximate current Treasury borrowing rates.

If the Congress does desire to increase the investment income of
the NSLI fund, this could be accomplished more effectively under
existing arrangements without confusing this objective with the
objective of mortgage support. The present proposal can only confuse
the question of identifying the costs and benefits of the veterans life
insurance and housing assistance programs, i

Moreover, there is a lack of coincidence between the beneficiaries of
the NSLI fund—which are largely World War IT veterans—and the
beneficiaries of the proposed mortgage purchase program, Federally
assisted life insurance for Korean and Vietnam veterans has been pro-
vided through other insurance programs and funds.

I see no apparent reason for increasing the insurance dividends paid
to World War II veterans through the mechanism of higher invest-
ment yields from mortgage loans to Vietnam veterans.

In sum, we believe the approach toward Federal trust fund invest-
ment embodied in S. 3008 conflicts with sound budgetary and trust
fund policy. We do not believe it is a necessary or desirable mechanism
for channeling more funds into VA mortgages. Consequently, the ad-
ministrstion strongly recommends that it not be passed.

Senate: Tarmabee (presiding). Mr. Volcker, first might I apologize
for being late. We were sup&c:sed to have an executive session this
morning in the Agriculture Committee to mark up the school lunch
fund bill of which I am the author. I asked Senator Hartke to preside
zln my absence and I want to express my deep appreciation to him for

oing so.

Just 1 year ago the President of the United States appointed a
Commission on Mortgage Interest Rates. Its distinguished members,
who included Senator Bennett, studied all aspects of housing and the
appropriate Federal role in meeting our national housing goals. One
of the matters considered was the proposal contained in S. 3008, and
I quote from the Commission’s report :

The Commission believes that such a proposal makes a great deal of sense
as a way of helping meet a clearly established priority need.

How would you argue against the Commission’s recommendation ¢

Mr. Vorcker. My arguments against that particular recommenda-
tion would follow along the comments I made in my statement, Mr.
Chairman. I must say in consideration of the Commission report, Mr.
Chairman, that it laid heavy emphasis, and fundamental emphasis,
on the necessxitiy for generating a Federal budgetary surplus and elimi-
nating the inflationary pressures in the economy, and with that basic
thrust of the Commission report, which is reported in the section
wherein lies this recommendation, I have no disagreement whatsoever.

I think there they were dealing with a fundamental issue. I have
the feeling that in this particular recommendation, they were less well
founded than in certain other sections of their report.

Senator TaLmapge. The Commission on Monetary Interest Rates
states in its report, and I quote:
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At any given moment in time, an increase in interest rates may lead some
families to make a larger down payment than they would otherwise in purchas-
ing a home, in order to keep down their monthly mortgage payments. Others
may seek to earn additional income by moonlighting in order to meet the higher
payments, while some will 100k for a somewhat less expensive house. Some are
simply priced out of the market.

VA’s statistics tally with this. For example, veterans with after-
tax pay of less than $6,000 a year accounted for almost half of the
GI loans in 1965; the most recent figures show that this proportion
has dropped to less than a quarter. If you don’t recommend using
the trust fund as proposed in S. 3008, what do you recommend doing
to enable more veterans in this income bracket to obtain GI loans?

Mr. Vorcker. I think this comment puts the issue very clearly,
Mr. Chairman. T think two issues are involved. One is whether or not
the Congress wants to provide mortgage funds to veterans or to other
groups at a cheaper rate than can now be provided through the market,
and there are mechanisms for doing that directly.

It could be done through the GNMA kind of programs, or it could
be done with a direct interest rate subsidy. That is a question that
can be dealt with directly on its merits.

The other question is how this should be done, if a positive deci-
sion is made to subsidize these mortgage takers. To do it through this
more or less hidden trust fund mechanism seems to us to lead to in-
herent conflicts of interest and to a back-door financing kind of situa-
tion. It raises a series of issues that we think should be avoided, and
we would oppose that method of doing it.

That does not say that if Congress wants to subsidize veterans’
mortgages more heavily, it should not go ahead and do this, but in
our opinion it should do it directly through a straightforward subsidy
mechanism. That doesn’t raise these issues of trust fund policy, and
budgetary policy.

Senator %ALMADGE. Last week Mr. Charles W. Robertson, the chair-
man of the American Bankers Association Mortgaging Financing
Committee told the National Association of Real Estate Boards:

I am thoroughly convinced that the Federal Reserve will continue its re-
strictive credit posture until clear signs are seen that the inflationary expecta-
tlons are completely purged. If you believe that those in power are serious, as
I do, there can only be one conclusion—interest rates will remain high and
money will continue to be tight for some months ahead. I, therefore, do not
look for increasing investor capability or interest in the mortgage market for
some time,.

Do you agree with Mr. Robertson’s evaluation, and if so, wouldn’t
our failure to provide a new source of financing condemn the GI loan
program to stagnation ? )

r. VoLckEr. No, sir; I think it would be just the opposite. I do
agree, I think, a good deal with some of the implications of that state-
ment, but I think if we do not deal with this problem of inflation and
inflationary expectations, that you gentlemen and the rest of us are
going to be plagued with a situation of inadequate mortgage funds for
veterans ang for others for the indefinite future. .

If we are going in the long run to have the chance of meeting our
housing goals, we had better deal with this inflationary problem, and
the more promptly we deal with it the better. To avoid that funda-
mental, in the hopes by one device or another of relieving the pressure
over the next few months in this market seems to me to be shortsighted.
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This bill itself is not directed toward the next few months. It is
directed, as I read it, toward the next 5 years at least, and maybe
beyond that if the authority is extended. But we are dealing with an
important long-range problem here in reaching our housing goals, and
I would urge you to consider that our chances of meeting those housing
goals are lessened to the extent we do not deal with this current infla-
tionary psychology and inflationary problem.

Senator Taramapcr. Since GI loans are guaranteed by the Govern-
ment, why shouldn’t their interest be limited to a lower rate than the
interest on conventional finaneing with its greater investment risk?

Mr. Vorcker. Well, T think they are to a considerable extent, Mr.
Chairman. They do have a 714 percent limit on them at present. The
market discounts that rate, as you know, but by and large I think
for a mortage in comparable circumstances, the VA mortgage does
attract the lower rate than the conventional mortgage and 1t attracts
it because it has the Government guarantee.

Senator Taryance. The Treasury Department report on the bill
states:

The Department believes that any expansion in direct Federal lending under
the VA Housing Program should be financed through the regular appropriations
process rather than by “backdoor” financing through the Federal trust fund
investment and asset sales proposed in 8.3008.

Does this mean that you would prefer a $5 billion expansion in the
direct loan program ?

Mr. VoLcker. Yes. It is up to the Congress, I think, whether they
want to vote $5 billion for purchases of veterans mortgages in this
particular budgetary and fiscal situation, but if you give me a choice
between that and this method of going through the trust funds, I think
the direct, the straightforward way to doing it is through the appro-
priations process. I think Congress ought to make the decision whether
that $5 billion of appropriations should be made and what the impli-
cations are for the $5 billion of appropriations against all the other
exqenditures that must be squeezed under the current expenditure
ceiling in the current fiscal year.

But if the Congress wants to vote $5 billion for this purpose and take
it out of some other program, and remain under its expenditure ceiling,
I do not think we would be in a position to object. What we are ques-
tioning, as your quotation suggested, in going around through the
back door and providing this same amount of funds with the same
budgetary impact without going through the regular authorization
and appropriations process,

We question whether that is consistent with past congressional
intent and policy.

Senator TaLmapee. The NSLI trust fund currently holds about
$1.8 billion in securities for which it receives only 3-percent interest.
Why should World War II veterans subsidize the Treasury with such
mandatory investments when other veterans are having such difficulty
in buying a homef

Mr. VoLcker. I am not sure it would be accurate to call this a sub-
sidy, Mr. Chairman. The low rates that you refer to, are on securities
acquired by the trust fund in earlier years, when the prevailing interest
rates were at that level.
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The Treasury still has outstanding in the market 214-percent bonds,
which were sold back at a time many years ago.

Currently this trust fund is refunding these outstanding issues when
they mature into new special Treasury securities which bear rates
based on current yields in the market. These rates are roughly
634 percent now, so while it is quite true that this trust fund has many
issues still in its gortfolio that were acquired in earlier years, or other
issues mature and are rolled over, they are being rolled over at current
interest rates, which in the most recent months have been in the neigh-
borhoeod of 634 percent.

Senator TaLaapae. Mr. Volcker, if I may have your cooperation,
Senator Yarborough has arrived now, and he is the principal author
of this bill. He must leave as soon as possible to chair a subcommittee
on the Labor and Public Welfare Committee. If you would yield at
this time and let the committee hear from Senator Yarborough, we
will continue to ?uestion you afterward, if there is no objection.

Mr. VoLcker. I will be happy to, Mr. Chairman,

Senator TaLMApGE. The committee is pleased to have with us the
principal author of the bill, the distinguished senior Senator from
Texas, Senator Yarborough.

STATEMENT OF HON. RALPH YARBOROUGH, A U.8. SENATOR FROM
THE STATE OF TEXAS

Senator YarsorouaH. Mr. Chairman, I appreciate very much the
courtesy of the committee and the witnesses for the administration in
permitting me to make my brief statement now.

I am late because I am chairman of the Health Subcommittee to
mark up the Hill-Burton bill. We had to start and they released me
forba. fl:w minutes to come here, but as chairman I am obligated to

ack,

I want to begin by thanking the chairman of this subcommittee
for your interest, your cosponsorship. We have sponsored together this
measure to make this money available for veterans, and I know of the
long interest of the chairman in the welfare of the veterans, and also
the fiscal l]:olicies: of the country, and also the distinguished Senator
from Idaho.

T had the privilege of serving on the other Veterans Subcommittee
with him for a number of years. He was always there. I have likewise
cosponsored a number of bills in similar vein with the distinguished
Senator from Indiana, but I will not labor the point because I know
from long association with the members of the subcommittee that
theg have a long familiarity with the (i)li ht of the veterans.

verybody is aware of the serious and adverse impact the adminis-
tration’s anti-inflation policy has had upon housing. Practically the
full brunt of the administration’s anti-inflation policy has fallen upon
the homebuilding industry almost exclusively.

The unemployment rates have been Eointed to with pride by some
of the administration officials when t e{ rise but the greatest rate
of rise has been in the homebuilding. I know in my own State a
number of small homebuilders, those with eight or nine employees,
have gone broke. The larger ones have curtailed their operations. I
know some have told me they would not be building a house except
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for the fact they have had commitments made and they have got to
make their word good.

Except for prior commitments they are doing nothing. They are
waiting until there is money available for building again.

The estimates now are that the rate of new starts will decline to
around 1 million annually by the end of this year. Yet in the Housing
Act of 1968, Congress estimated that we have got to have 2.6 million
housing starts a year-for 10 years to keep America from sliding further
backward into slums.

I do not propose though, Mr. Chairman, to go into the reasons
why the tight money has so criﬁ)pled the home financing sector of the
economy vis-a-vis the rest of the economy. There is where the brunt
has fallen, as the chairman knows, and the Committee on Banking
and Currency has already given much attention and study to that
matter, and has proposed some general remedies. I am going specifi-
cally into the effect, the impact on veterans of these high interest rates,
and I want to stress the unfairness, the injustice of den?ng to the
Nation’s veterans the realization of their rights under the GI bill.

That is why I take strong exception to the statement made by the
General Counsel of the Treasury Department in his report to the
House Veterans’ Affairs Committee on a similar measure and also
on this S. 3008. That statement of Mr. Eggers, the Counsel for the
Treasury Department said :

The proposed Mortgage Purchase Program would be contrary to the Federal
Credit Program policy of placing primary reliance on the private market system
and would result in substantially greater dependence on Federal involvement in
budget outlays.

Mr. Chairman, the veterans housing sections of the GI bill create
a Federal obligation to our veterans. It is created under the GI bills,
and that obligation cannot be turned over to the private market system.

It was the Congress and the President that made this promise to
the veterans and I think it is up to the Congress and the President
to see that the promise is kept.

é&ezﬁument is frequently made in opposition to this that no guar-
an veterans loans are failing to find buyers. That begs the ques-
tion whether the veterans generally are able to participate with the
present interest rates and the discount practices.

There is considerable evidence that these high interest rates have
priced many veterans out of the market. I am not presuming to antic-
ipate the testimony of the VA, but there is a press account of a state-
ment attributed to the Director of the VA Loan Guarantee Service,
Mr. Dervan, who said on November 11

For all practical purposes a GI loan today is meaningful only to those in the
middle or high income bracket. A veteran who makes $150 & week or less usually
is priced right out of the market by the high cost of homes, unlike the veterans
of World War II and the Korean war.

He is further quoted as saying that the average GI mortgage loan
today is $18,300. Nearly half of the 750,000 Vietnam veterans who
return to private life each year make only $600 a month or less as
civilians,

Even with the 100 per cent financing on loans available under the VA Program,

Vietnam veterans who are starting their working careers are finding in altogether
too many areas that the high cost for a modest house requiring a loan of $18,000



40

or more at a 7.5 per cent interest iate is beyond the reach of those in low and
moderate income brackets.

I think, Mr. Chaivman, Mr. Dervan’s remarks, delivered to the
National Associntion of Real Estate Boards point out the need for
the prompt enactment of this bill. The VA has proved the case
themselves.

I vemind the members of this subcommittee that in the cold war
and Vietnam bills we provided Iarge groups who will be eligible for
VA guarantees. 'The figures furnished to me by the Veterans' Adminis-
tration, which I ask E\nve to have printed at the conclusion of my
remarks, in table after table prove the necessity of this bill. They show
the cold war veterans are using the section to a lesser extent than did
the veterans of World War I1 or the Korean conflict,

In the first 4 years of operation, L1.1 percent of World War II
veterans used this entitlement, in spite of the stringent shortage of
materials right after World War I that we all remember. They could
not get materials. Building was slow. Yet 11.1 percent used it.

In the first 4 years of operation, 9.7 percent. of the Korean veterans
used their entitlement. In the first 4 years of this bill only 6.9 percent.
of the cold war and Vietuam veteraus have used their entitlement, and
that includes the estimated loans made and (o be made in fiseal 1970.

Mr. Dervan pointed out these earlier veterans were not priced out
of the market. Today we have the highest interest rates in the history
of this Nation, higher than the War of 1814 and 1812 when the British
blockaded our ports and our ships rotted in the harbor. Higher than
when Grant stalled before Richmond and there was a threat that
Joe Johnson might stall Sherman in Atlanta, and if he had everybody
knew the Civil War would be a stalemate.

There was a run on gold in New York and interest rates went to
the highest point in history until now. Now, there is no world war,
the Nation is not in danger of falling as it was in danger in 1812 and
1814 when New England was threatening to secede, and there is no
domestic trouble comparable to 1864.

Nothing like that now, and yet we have this incredibly high interest
rate.

There will be an increase in the number of veterans. They will not
decline as World War II and Korean conflict veterans numbers de-
clined. The cold war and Vietnam veterans are increasing. There are
over 6 million discharged veterans eligible for these loans. This group is
being cheated out of their fair share of housing relative to their prede-
cessors, If the estimated rates of future participation in the VA Project,
are to be realized, it will take legislation of this kind to assure that the
financial support is available.

I want to speak 1 minute, Mr. Chairman, on the impact of this bill
on the national service life insurance fund. Generally the resources of
the national service life insurance fund will benefit from tho enactment
of this law.

Under the present law, its funds can be invested only in securities
of the FedemFGovernment. and these securities plus return from policy
loans now bring an overall average of 398, percent.

The bill calls for deduction of 1 percent of the interest on the loan
for various costs, but if the rates remain in the realm of 7 percent and
and over this fund would realize 2 percent more than at present.

b2 20 L. .
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I hope these interest rates will not stay np for long, Mr. Chairman
and members of the committee, but so long as they remain 1 percent
higher than the rate for the securities it must now buy, the fund will
prosper.

This fund--~this veterans fund—instead of protecting the veterans
is having (o pay a part of the cost of running the Government by
holding its interest rates artificially down. So this bill has a double-
edged eflect. .

Not only will it. make veterans housing available, but it will give
some justice to those who hold their policies under national service
life insurance,

They are hearing the brunt of running the rest. of the Government.
They do not. get the full amount of return on the moneys paid in under
their premimms that they should get, so this is a two-edged source,
both on the side of justice.

In the only change in this bill from the House version, H.R. 9476,
tho amount that could he transferred from Government securities
into mortgage finance under our bill will be $1 billion each for § years.
‘I'he 1Touse bill simply called for $5 billion in 5 years, and this change
wo have in the Senate bill would even out the shift in investment, and
that would prevent any sudden adverse impact upon Treasury opera-
tions.

The next point is whether the national service life insurance fund
should be su\nsidizing Government horrowings instead of supporting
veterans mortgage financing. The Treasury ought to answer that.

The Treasury has a captive low interest rate market in this fund.
It is chiseling in on this fund. It is this Treasury that is biting the
trust fund, biting off about 2 percent a year on this.

This trust fund should be for the benefit of the veterans. The
Treasury is using it for the benefit of their other operations,

It wants to go on placing these low interest securities in the fund
while it is paying out enormous interest rates to private lenders.
Certainly the guarantee of security is no different with a mortgag
loan guaranteed by the Veterans' Administration than it is with
Government securities,

The Government is guaranteeing these. ‘There would be no difference
in the security for this trust fund.

Mr. Chairman, investment of $5 billion of the fund’s assests in
veternns mortgage lonns would improve the possibilities that low- and
middle-income veterans could obtain financing. No longer would we be
financing only for higher or middle-income or well-to-do veterans.
In fact, the problem of home financing would become casier for all
income levols, even though this bill carries a ceiling of $30,000 on the
price of property suaranteed.

The introduction of $1 billion of new capital o year for five years
will help attract builders and lenders back into the veterans’ market.
Discounts up to 7 points in other building markets discourage activitics
in the veterans market where discounts theoretically are not permitted.
Builders and other sellers can obtain discounts of several points from
the nonveterans purchasers, but not from veterans. Purchase of the
loan at 96 percent of its par value, compared to FNMA purchases at
only 93 percent, would encournge builders to come back into the
vetorans market,
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Many builders just want to hold the status quo for their operations
until this market slackens up again. They would rather build with no
discount in order to hold their labor and management force together,

I call again upon the Veterans’ Administration for a summary of
the impact of the bill. The VA statement says:

Enactment of the bill would, we believe, make more capital uniformly available
for investment in guaranteed loans during the next & years. . . The population of
eligible veterans is expanding rapidly and in the coming years will be increasingly
dominated by post-Korean veterans, including veterans of Vietnam service. Their
reletive youthfulness and the fact that generally they have not yet realized
their maximum earning capacity underscore the need to improve the viability of
the guaranteed loan program. The proposed legislation would be an effective
means of increasing the flow of capital available for guaranteed loan financing,
especially to assist the growing number of veterans to finance their home
purchases.

That is what the VA told the House committee, and this committee.
That is the end of the quote from the VA. This portion of the VA
statement a}!‘)pears just ahead of its deference to the Treasury opinion,
just as in the cold war GI bill the VA stepped aside for the Defense

epartment to try to keep those veterans from going to school.

I think the VA ought to stand on its own two feet for what is good
for the veterans and not defer to the Defense Department and Treas-
ury in matters concerning this GI bill.

I am pleased to add, Mr. Chairman, that there will be a statement
from the National Association of Home Builders presented by a con-
stituent of mine, Mr. Larry Blackmon of Fort Worth. There will be
another witness from my home State, Mr. Harold Poliman of the
Dallas Association of Home Builders.

Mr Pollman has been an active leader in the Texas homebuildin%
industry. They will testify later. There are representatives also o
veterans organizations they are authorized to represent.

I am very grateful to this committee for permitting me to make my
statement now, since I am under obligation to go back to the other
subcommittee now in executive session. I thank the chairman here for
the privileges of cosponsoring with him a measure that I think is so
beneficial to the whole country as well as these veterans.

Thank you.

Senator TaLmMapge. Thank you, Senator Yarborough. Without ob-
jection, your statement in full and the other material you referred to
will be inserted in the record at this point.

Do you have time to stay for any questions?

Senator YARBOROUGH. }l,VIr. Chairman, if the Senator would waive
that, I am holding up the committee on the Hill-Burton bill. I am not
running from any questions if the committee has any. I am here at
the will of the committee.

Senator TaLmapge. Do any members of the committee have any
questions?

. Senator Hartke. I would like to congratulate the Senator on a fine
job.

Senator YarsorougH. Thank you very much, Senator Hartke.

(The prepared statement of Senator Yarborough, in addition to
tables mentioned previously follows:)
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A PREPARED STATEMENT OF HoN. RALPH W. YARBOROUGH, A U.S. SENATOR FrOM
THE STATE OF TEXAS

Mr. Chairman, I want to begin by thanking you for the interest and support
you have shown for this proposal, first when you joined me as a co-sponsor
of 8. 3008, and now by holding this prompt hearing on it. You are doing a great
service to the Nation’s veterans, and also, to our beleaguered home construc-
tion industry.

All of us are aware of the serlous and adverse impact that the Administra-
tion’s anti-inflation program has had upon housing. There are strong indications
that what little effect that policy has had in curbing business activity has been
manifested in the home building industry almost exclusively. Unemployment
rates, which are pointed to with some pride by the Administration when they
rise, are showing the greatest increases in the home building trades. The rate
of new Dbuilding permits has dropped off to the point where housing officials
estimate that the rate of new starts will decline ¢o around 1 million annually
by the end of the year.

At this hearing, I do not propose to go into the many reasons why tight
money has so crippled the home financing sector of the economy. The Com-
mittee on Banking and Currency has already given much attention and study
to that matter and has proposed some general remedies.

IMPACT ON VETERANS OF HIGH INTEREST RATES

What T do want to stress is the unfairness, and the injustice, of denying
to the Nation’s veterans their rights under the G.I. Bill to home financing.

This is why I take strong exception to the statement made by the General
Counsel of the Treasury Department in its report to the House Veterans Affairs
Committee on a similar measure, and also on 8. 3008. In that statement Mr.
Eggers asserts:

“The proposed mortgage purchase program would be contrary to the Federal
credit program policy of placing primary reliance on the private market system,
and would result in substantially greater dependence on Federal involvement
and budget outlays.”

Mr. Chairman, the veterans housing sections of the G.I. Bill create a Federal
obligation to our veterans that cannot be turned over to the private market
system that did not establish the veterans housing program, it was Congress and
the President. It is we who must assure that the promise is kept.

One argument frequently made in opposition to this proposal is that no veterans
loans are failing to find guarantees, But that begs the question of whether
veterans generally are able to participate under present interest charges and
discount practices. There is considerable evidence that these high interest rates
have priced many veterans out of the market.

I do not presume to anticipate the testimony of the Veterans Administration.
But we must be concerned by the press accounts of the statement attributed to
the Director of the VA Loan Guaranty Service, Mr. John Dervan. He is quoted
as having said, on November 11:

“For all practical purposes, a G.I. loan today is meaningful only to those in
the middle or high income bracket. A veteran who makes $150 a week or less
usually is priced right out of the market by the high cost of homes, unlike the
veterans of World War II and the Korean War.”

Mr. Dervan is further quoted as saying that the average G.I. mortgage loan
today iz $18,300, while nearly half of the 750,000 Vietnam veterans who return
annually make only $600 a month or less as civilians.

“Even with the 100 percent financing on homes available under the VA
program, Vietnam veterans who are starting their working careers are finding
in altogether too many areas that the high cost of a modest house, requiring a
loan of $18,000 or more at a 714 percent rate, i8 beyond the reach of those in
low and moderate income brackets.”

I think that Mr. Dervan’s remarks, delivered to the National Association of
Real Estate Boards, points out the need for prompt enactment of this bill,

I remind the Members of the Subcommittee that with the Cold War and
Vietnam G.I. Bills, we have provided a large new group who are and will be
eligible for the G.I. loan guarantee.
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Figures furnished me by the Veterans Administration, which I ask to have
printed at the conclusion of my testimony, show that Cold War veterans are
ufshlt(g the home loan section to a lesser extent than did veterans of World War II
of Korea.

By the end of the first 4 years of operation, 11.1 percent of the World War I1
veterans had used this entitlement, despite the stringent shortages of materials.
By the end of the first 4 years of operation, 9.7 percent of the Korean veterans
had used this entitlement.

By the end of the first 4 years of operation, 6.9 percent of the Cold War and
Vietnam veterans will have used their entitlement, and that includes the esti-
mated loans made and to be made in fiscal year 1970.

As Mr. Dervan pointed out, these earlier veterans were not priced out of the
market fn huge numbers by incredibly high interest rates.

I point out, too, Mr. Chairman, that the total number of veterans eligible will
not decline much in the immediate future. As eligible World War II and Korean
veterans decline in number, Cold War and Vietnam veterans are increasing. This
latter group is already being cheated out of their fair share of housing, relative
to their predecessors. If the estimated rates of participation the VA has projected
are to be realized, it will take legislation of this kind to assure that the financial
support 1s available.

IMPACT OF BILL ON NATIONAL S8ERVICE LIFE INSURANCE FUND

Certainly the resources of the National Service Life Insurance Fund would
benefit from enactment of 8. 3008. Under present law, its funds can only he
invested in the securities of the Federal government. These securities, plus the
return from policy loans, now bring an overall return of 3.98 percent. The bill
calls for a deduction of 1 percent of the interest on the loan for various costs.
But if rates remain in the realm of 7 percent and over, the fund would realize
2 percent more than at present. I hope they will not remain that high for long.
But so long as mortgage rates are at least 1 percent higher than rates for the
security it must now buy, the fund will prosper.

In the only change in my bill from the House version, H.R. 9476, the amount
that could be transferred from government securities into mortgage financing
would be $1 billion a year for each of 5 years. The House bill calls simply for
$5 billion in 6 years. This change would stretch out the shift in investment and
prevent any sudden adverse impact upon Treasury operations.

This brings me to another point. It i{s the question whether the National
Service Life Insurance Fund should be subsidizing government borrowing instead
of supporting veterans mortgage financing. The Treasury has a captive, low
interest rate market in this fund. It wants to keep it. It wants to go on placing
low interest securities in the fund, while it pays enormous interest rates to
private lenders.

Certainly the guarantee of security i{s no different with a mortgage loan
guaranteed by the Veterans Administration than it is with government securities.

CONCLUSION

Mr. Chairman, investment of $5 billion of the fund’s assets in veterans mortgage
loans would improve the possibilities that low and middle income veterans
could obtain financing. In fact, the problem of home financing would become easter
for all income levels, even though this bill carries a ceiling of $30,000 on the
price of the property guaranteed.

Introduction of $1 billion of new capital a year for § years will help attract
builders and lenders back into the veterans market. Discounts up to 7 points in
other building markets discourage activity in the veterans market, where discounts
theoretically are not permitted. Bullders and other sellers can obtain discounts
up to 7 points from the non-veteran purchasers.

This substantial new amount for purchase of mortgages will encourage this
business to come back into the veterans market.

Finally, I call again upon the Veterans Administration for a summary of
%he impact of this biil. In the statement submitted to the House hearing, the

A said:

“Emactment of the bill would, we belleve, make more capital uniformly avail-
able for investment in guaranteed loans during the next H years . . . The pop-
ulation of eligible veterans is expanding rapidly and in the coming years will
be Increasingly dominated by post-Korean veterans, including veterans of Viet-
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nam service. Their relative youthfulness and the fact that generally they have
not yvet realized their maximum earning capacity underscore the need to im-
prove the viability of the guaranteed loan program. The proposed legislation
would be an effective means of increasing the flow of capital available for
guaranteed loan financing, especlally to assist the growing number of veterans
to tinance their home purchases.”

That portion of the VA statement appears just akead of its deference to the
Treasury’s opposition.

I am pleased to add that the statement for the National Assoclation of Home-
builders will be presented by a constituent, Mr, Larry Blackmon, of Fort Worth,
Texas. Another witness from Texas will be Mr. Harold Poltman, of the Dallas
Associntion of Home and Apartment Builders. Mr. Pollman has been an active
leader in the Texas home building industry, and I am, pleased to introduce him,
and Mr. Blackmon, to the Subcommittee.

TABLE 1.—WORLD WAR |l VETERANS—USE OF OF GI LOAN ENTITLEMENT ¢
[Number in thousands]

Cumuls- Percent of
tiveGl  cumufs-  Neteli-
loans tive loans giblewho Gl loans Vets, with Annuai

made  applying already made unused entitlement Cumulative
Net fiscal year tonet used en- fiscal year entitle- utiliza-  participa-
Date eligible ending eligible  titlement ending ment  tion rate tion rate
(4 @) (&) “ ®) ~(® @ ®)
June 30
1945 ... ... 2,384 12 ... 0 12 2,372 .o
1946.. . .- 2,298 188 100.0 12 176 12,110 1.4 L5
1947 ... 3,897 823 100.0 188 635 13,074 5.2 5.7
1948........... 4,403 1,34 100.0 823 821 13, 05 4.0 9.2
949 ... 4,631 1,623 100.0 1,34 219 13, 008 2.1 1.1
950........... 4,79 2,021 100.0 1,623 398 12,775 3.1 13.8
951 ... ..., 4,677 2,559 99.2 2,005 538 12,124 4.2 17.9
1952........... 14,454 2,983 97.7 2,500 425 ' 3.5 20.4
1953........... 14,339 3,282 96.9 2,891 299 11,149 2.6 22,5
4,201 3, 565 96.0 3,151 283 10,767 2.5 4.4
4,143 4,012 95.6 3,408 47 10, 4.2 21.5
4,075 4,459 95.1 3,815 447 9,813 4.3 30.5
4,751 9.6 4,218 292 9,484 3.0 2.5
4,85 94,2 4,475 105 9,351 L1 33.2
4,982 93.7 4,550 96 9,221 1.0 3.9
5,028 93.3 4,620 76 9,109 .8 U4
5, 081 92.8 4, 666 53 9,009 .6 us
S, 143 67.8 3. U5 62 6, 521 N 35.2
5,203 62.4 3,209 60 5,962 .9 35.6
5,256 5.3 ,929 53 5,354 .9 36.0
5,302 50.2 2,639 % 4743 .9 36.3
5,341 42.5 2,253 39 3,989 .8 36.6
5,361 u.s 1,843 20 , 242 .5 3.7
5,380 26.8 1,437 19 2,514 .6 3.8
5, 330 19.3 1,038 10 1,808 4 35.9
§,397 14.5 782 7 1,353 t. 4 3.9
5,402 ... ... § . 1.4 31.0

1 Excludes World War 11 veterans who remained in service after June 27, 1950.

1 Estimate.

NOTES

Column 1.—from table la.

Column 2.—Source: Worksheet B, Excludes direct loans sold and guaranteed.

Column 3,—1946-50 assumed net eligible veterans at the end of each year, accounted for ail (100 percent) of loans made
through and of prior fiscal year, 1951-70 calaculsted by dividing end of year net eligible in column 1 by maximum net
eligible of 14,796 at end of scal year 1951

lumn 4. Percent in column 3 tines end of grocedlnz fiscal yedr cumulativa loans made in column 4.

Column 5.—1945-69 derived from column 2. 1970-75 equals utilization rate, column 7 times end of preceding fiscal yeas
unused entitlement in column 6.

Column 6.—Column 1 minus columas 4 and 5.

Column 7.—For 1946-69 equals fiscal year loans made in column 5 divided by end of preceding year, cotumn 6. 1970-
71 are profected estimates.

Column 8.—For 1948-71 cumulative loans in column 2 divided by 14,610,000 which is the total number of World War
I} veterans separated (15,385,000) minus those 776,000 reentering Korean era. 1946, 1947 equals column 2 divided by
total separations from column 1 table la.

37-463 0—70——4



46

TABLE 1A, —WORLD WAR 11 VETERANS ELIGIBLE FOR HOME LOANS ¢

|Numbers in thousands]
Total with Entered
safvice Korean Livin InsuMicient

30p8- sarvice World War | period of Net
Date rations) or died veterans service oligible
1)) @ ® 1) 1$))
') R 2,501 i 2,384
2,701 13 12,668 368 2,238
4,391 65 14,306 409 3,897
4,921 95 14,826 23 4,403
5,186 125 15, 061 430 4,631
950 S, 386 155 15,231 435 4,196
5, 3% 214 15,112 435 4,677
9 S, 386 o7 14,889 435 4,454
33 DO PP S, 386 612 14,774 435 4339
[ S 5,386 1% 14,636 435 4,201
L S, 3% 808 14,578 435 4,143
[ L T 5,386 816 14,510 435 4,075
5, 386 957 4,429 435 3,994
5, 386 020 4,366 435 3,931
5,388 ,084 4,302 435 3,867
5,385 146 L0 435 3,805
S, 386 , 823 4,163 435 13,728
5,386 , 300 4, 006 4,058 10, 028
5,38 , 382 4,004 4,13 9,231
5,386 412 3,904 5,518 8,338
5,386 , 587 3,819 6,391 1.428
5, 386 ,612 3,714 1.43) 6,281
S, 386 178 3,598 8,493 5,105
5,385 ,915 3Mm 9, 501 3,970
1969.. . it raneeaas 15, 386 2,049 3,335 10,479 2,858
1970, . iiiiiiceeeinnaanaae 15,38 2,195 3,19 11,085 2,146

)1 1) TP 3,043

|5 7 S 2,887 §
L7 TP 2,719

1 Excludes World War 13 veterans who temained in service alter June 27, 1950,
% Entitlement expites.

NOTES
Col. 3: Source: Office of Cgmplrollor table dated Mar. 16, 1961,

Cal. (2): Col. (1) minus col.
Col. (3): 194&7 from “sm}sliul Summary of VA Activities' and ‘"Veteran Population' reports issued by OMice of
Comptroller. Annual net increases for 1968-71 derived from ‘Veteran Population Projections,” July 1962, Ofice of Comp-

troller.
Cot. (4): Based on tables showing World War | veterans length of service b r of separation.
Col. {5} Col. (3) minus col, (4). s th . P
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KOREAN CONFLICY VETERANS 1—USE OF GI LOAN ENTITLEMENT

[Numbaer in thousands}

Cumuls- Percent ot Annusl

tive Gl  cumule- Net ali- ontitle-

losns tiveloans gible who Gl foans Vats. with ment
made  applyin, slready made unused utiliza- Cumulative
Net fiscal ysar net  used en- fiscal year entitle-  tion rate  participa-
Date oligible ending oligible titiement ending ment  (percent) tion nu
Q) @) (&) () *) ® (0] ()]

june 30:

952... .- B30 Lt iiiienncseieneacececesacescesseaseecnecsuzizeseretncnnrtasteasrzas
953 ... ...... 1,882 17 00,0 0 1 1,865 ........... 0.9
4. ... 2,805 00.0 17 48 2,740 2.6 2.2
- N 3,916 185 00,0 65 120 3,713 N 4.6
956 4,583 344 00.0 185 159 4,23 4.3 7.3
5, 006 493 00,0 u 149 4,513 5 9.7
5,254 562 00.0 493 69 4,692 1.5 10.5
5,349 672 100.0 $62 110 4,677 2.3 12.3
960........... $,385 115 00.0 672 103 4,610 2.2 141
961 .. . 5,432 846 00.0 175 n 4, 586 1.5 15.3
962.. ... ..... 5,485 949 00.0 846 103 4,53% 2.2 1.0
9%63.. ........ 5,564 1,076 00.0 9 122 4,438 2.3 19.0
964 5,609 , 209 100.0 ,076 lgg 4,400 3.0 2.2
5, 459 334 9.3 176 1 4,158 2.8 2.3
5,422 438 96.7 20 104 4,028 25 25,0
5,212 , 501 9.9 , 335 83 3,814 1.8 2.9
5,098 , 570 90.9 34 69 3,665 1.8 2.9
4,83 ,630 8.2 353 60 3,424 1.64 21.9
4,563 ,684 8.4 327 54 3,182 .99 8.6
4,298 1,783 76.6 , 290 'L 2,959 1.8 2.3
4,020 1 12.6 258 “u 2,768 11.48 20.8
3,883 , 817 69.2 230 40 2,613 11,43 30.3
3,694 , 853 65.9 197 ¥ 2,41 11,38 30.7
...................... g B LU N

1 Includes alt velerans with service between June 27, 1950, and Jan. 31, 1955, including those who also had service prior
to'or after this period.

) 5
Estimete - NOTES

Col. able 20,
iz;zftxcludu dlmt loans sold and guaranteed. Source: Worksheet B for 1963-69; 1970-25 from col. (5) plus end

of romdin
gol ”364 mumod net ﬂl,lblo veterans at end of each year accounted for all swo percent) of loans made
lh"’:ﬂ:‘:‘:‘?", p.tm m:nl r; 1965-74 cakulated by dividing end of yor not oligidle in col. {1) by 5,609 (maximum num-
Percents, o?n col. (3) times end of ing fiscal r cumulative loans made in col, &2).
w 1952-69 derived from cot. (2); 1970-75 uala utiiization rate col, (7) times end of preceding scal yeat unused
cng&hmm in eol (¢ )

cols. d (S

Col. For l nu: .“ : {Btm mdc in col sS) plus end olr receding year col. (6). 1970-75 are m’goe

utimam assuming an lnmul nto decreass of the same as the average rate of decrease during !
Col. (8)—Cutaulative loans col. (2) plus living vmnns in col. (1) of table 2a.
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TABLE 2A.—KOREAN CONFLICT VETERANS 1 ELIGIBLE FOR HOME LOANS UNDER PUBLIC LAW 550
AND PUBLIC LAW 89-358

[Numbers in thousands)
Living veterans
Insufficient
Service after Public Law 550 period of  Net slmbie Net ellglblo
Date Total Jan. 31,1955  entitlement service Public Law 5 total
(4)] (¢)) Q) (O)) (©)] ()
June 30—

)., 188 .. ........... 1 SR
952 .............. 908 ... .......... 908 63 839 839
953............... 1,963 ... ... 1,963 81 1,882 1,882
954 ... .. 2,897 ... 2,897 92 2,805 2,805
98S. ... 4, 4,015 9 3,916 3,916
956, . aa... 4, 4,682 9 4,583 4,583
957 ... 5, 5,105 9 5, 006 5, 006
958 ... 5, 5,353 99 5,254 5,254
5,448 ... ........ 5, 448 9 5,349 5. U9

5,482 ... ... ...... 5,482 99 5, 383 5,383

5,83 L. 5,531 99 5,432 5,432

5,586 ... ... ...... 5,586 99 5,485 5,485

5663 .............. 5, 663 99 5, 564 5, 564

$,708 .. ... ..... 5,708 99 5,609 5, 609

S8 . 5,718 259 5,459 5, 459

5,10 2,320 3,45 us 3,102 5,422

5,797 2,357 3,40 585 2,855 5,212

5,814 2,385 3,428 716 2,13 5,098

5, 847 2,430 347 1,010 2,407 4,837

5,881 2,417 13,404 1,308 2,086 4,563

5,922 2,532 13,390 1,624 1,766 4,298

5,963 2,588 13,315 1,893 1,482 4,070

6,001 2,643 13,358 2,18 1,240 3,883

6,036 2,697 13,339 2,342 997 3,094

6,069 2,75 33,319 L.t iirieeeieiecceaeenannamanan

between June 27, 1950, and Jan, 31, 1955, including those who also had service

g

1 Includes all veterans wilh serv
prlor to or after this period.

Estimate.
NOTES

col (l)-1951-69 ‘'Yeteran Population and Statistical Summary of VA Activities,’’ Office of Controller,1970-76,s¢0

2 I, (lg minus col. (3).
gh 1965 equals col. (1) total. 1966-75 based on 3,523,000 Korean veterans separated on or before
mlnus ostlml(ed annutl deaths, see table K.
3) minus col.
3) minus col. ( S?
col sod on tables showin,

Korean veterans tength of service ear of separation.
1. (1) minus col. (4). ﬁott e e

: All Public Law 89-358 veterans (col. (2)) are eligible,
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TABLE 3.—POST-KOREAN VETERANS 1—USE OF GI LOAN ENTITLEMENT
{Numbers in thousands)

Cumu- Net
lative  Percent of oligible Annyal
Gl foans cumulative w G\ loans Vets entitle-  Cumulative
made loans already made with men partici-
fiscal  spplyln used  fiscal unused  utilization pation
Net rw entitle- ear  entitle- rate? fate ¢
Date eligidles ending? oligible ¢ ment? ending¢ ment?!  (percent) (percent)
(4)] @ Q) ()] (O] ©) o )
June 30—
966........... 7 R Y 6 3,783 ... iiieennnn. .
9%67........... 4,251 19 100.0 6 3 4,172 1.9 .8
crenieae 4,932 192 100.0 79 113 4,740 2.7 .7
969........... , 182 323 100.0 192 131 5,459 2.8 .3
970........... 6,575 475 100.0 153 6,100 2.8 .9
1§ SO, 1,494 652 100.0 425 177 6,842 02,9 .3
972 ... ccee.. 8,265 857 100.0 205 7,408 ©3.0 .9
| 1 & T 8,715 1,087 100.0 857 230 1,628 1031 1.9
9. ... 9,161 1,331 100.0 1,087 U 7,830 1032 13.9
975 ..., 9,606 1,58 100.0 1,331 251 8,024 1032 15.8

: é!l u;vlbc'a %mr Jan. 31, 1955, excludes servicemen,

rom table 3.

3 Excludes direct loans sold and guaranteed. Source: ‘‘Gl Loans by Entitlement'’ folder for 1966-69; 1970-75 derived
by adding estimated annual volume from col. (5).

¢ Assumes net eligible veterans at end of each year accounted for all loans made through end of prior year,

’ Calculated by multlpl{l%_pomnt in col. (3)°|°>r cumulative loans (col. (2)) at end of preceding fiscal year.

§ 1966-69, actual data; 1970-75, col. (7) times col, (6) at end of preceding fiscal year.

? Col. (1) minus cols. (4) and (5). )

¥ 1967-69, col. (5) divided by rrior ear col. (6?' 1970-74, estimated.

:.C‘l‘l&mllgvd. Toans, col, (2), divided by total with service (col. (2) from table 3a).

mated,

TABLE 32.—POST-KOREAN VETERANS ELIBIBLE FOR HOME LOANS UNDER PUBLIC LAW 89-358

[Numbars in thoussnds)
Net increass Total Eligible
in lhrln‘ llvlni for Net
Date veterans veterans Gl losns ¢ eligible ¢
¢)) ) (&) W
June 30—
|- P 4,031 94 3,789
11 . 481 4,512 ¢ 96 4,251
1968. ... iiiieeiieaiciiccannaenaaaanan. 02 5,214 97 4,932
L 876 6,030 97 5,782
310 T, 8i8 6,908 97 6,575
11 7 T 7, 7,855 $ 97 7,494
L 7 %5 8,65 97 8,265
|1 SN 464 9,114 .97 8,715
1 s 460 9,514 .97 9,181
L7 S S 459 10,033 .............. 9,606

L All service after Jan, 31, 1955, .
2 Flscal yoars 1967-75 derived from col. 2,
3 Estimates from controller’s office Aug. 22, 1969,
4 About 6 percent of all post-Korean veterans separated through fiscel year 1966 were nondisabled veterans with fess
than 6 months’ service. The comparsble percentage in fiscal years 1968 and 1969 was 3 percent (derived from data from
* sttached memo from F. Branon) 1967 is estimated and 1970-75 are proj at3 percent or the same

§ June 30, 1966 equals col. 2 times col. 3; 1967-74 the rrmuu in col. 3 is applied to the net annual increase in net
; net eligidle at end of preceding fiscal yoar.
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TABLE 4.—ACTUAL AND PROJECTED GI LOANS MADE FOR FISCAL YEAR 1966-75

[!n thousands}
World War Korea Post-

Fiscal yoar Total ’ HE eonllrlet‘: Korean? Servicemen
151 39 105 6 1
167 19 62 13 13
220 19 69 13 19
219 10 60 131 18
234 7 54 153 20
251 5 49 177 20
269 ... “ 205 20
29 .. 40 230 20
300 _ ... 36 44 20
304 .. 33 251 20

1 All service prior to June 27,1950, Source, table 1.

#Includes ali veterans with service between June 27, 1950, and Jan. 31, 1955, including those who also had service prior
to or after this period. Source, table 2.

3 Veterans with all service after Jan, 31, 1955. Source, tadle 3.

TABLE 42.—VETERANS WITH UNUSED ENTITLEMENT, BY SERVICE PERIOD, 1966-75

World Korean Post~
Total Warlls conflict? Korean$
June 30:

L 11, 800 3,989 4,028 3,783
(4 4 11,228 , 242 3,814 3,172
S S 10,919 2,514 3,665 4,740
L1 R 10,691 1,808 3,424 5,459
970, I 131535 1,353 318 §,100
Y} 9000 ._......bo... 2,959 6, 842
972, e een 9,610 ... 2,768 82
973, T 10,241 oo 2,613 %m
3 L 100201 0211000 2,481 7.8%

t Aliservice priorto Jan, 27, 1950, From table 1.

# {ncludes all veterans with service between Juna 27, 1950 and Jan. 31, 1955 including those who also had service prior
to or after this period. From table 2.

3 Veterans with all service after Jan. 31, 1955. From table 3.

VETERANS HOUSING NEEDS NEW FINANOCIAL SUPPORT

Mz. PresmeNT: I introduce for appropriate reference a bill to increase the
availability of guaranteed home loan financing for veterans, and to increase the
income of the national service life insurance fund.

It would accomplish the first objective by permitting the investment of up to
$5 billion of funds of the national service life insurance fund in mortgage loans
for veterans. This injection of capital into veterans housing would be made
at the rate of $1 billion a year for each of five years, and would mean a real
shot-in-the-arm to home construction in general and for veterans in particular.

The bill would accomplish the second purpose because income to the natlonal
service life insurance fund from mortgage interest would be higher than the
present income from government securities.

On August 28, the Department of Commerce released its monthly economic
Indicators, showing a decline of 4/10s of 19 in the composite economic index.
It was clear from the figures that this decline took place in the home construction
industry, and that housing was bearing the brunt of the anti-inflation tactics
of stringent monetary policy and high interest rates.

Under the impact of these record-breaking high rates, construction of single-
family dwellings dwindled to an annual rate of 1.3 million in August, and is
headed down to 1 million. That number is a tragic contrast to the 2.6 million
u?ltseg year we must build to meet the goal established in the Housing Act
of 1

The speclal veterans housing program has not been hard hit by interest
inflation, along with all moderate and low income housing. Despite the legisla-
tion we have enacted in an effort to assure home ownership opportunities for
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vettla;?ns. interest rates have undermined it, as they have undermined all home
building.

Raising interest rates in an effort to outbid other borrowers is becoming a game
of governmental leapfrog. We are asked, in effect, to raise rates for loans to stu-
dents to give lenders a 10% return. Then we are told that mortgage rates must
rise in order to outbid the students. Then the federal debt is refinanced at higher
rates in order to outbid all the other borrowers.

I believe we have gone as far as we can to help housing by raising interest rates.
In the case of veterans housing, the effect has been a decline, not an increase,
in construction.

In May of 1968, the 69, mortgage ceiling still prevailed. Starts then were at an
annual rate of 57,000 veterans homes. Then the mortgage rate was raised to
6.75% and in January of this year to 7.5%. But the current rate of veterans hous-
ing starts is down to 46,000 a year. An increase in the interest rate of 1.5% in
other words, has reduced construction by 11,000 units at an annual rate.

We need another answer to the housing depression beside new increases in
mortgage rates. One answer that holds out hope for more veterans housing is the
proposal sponsored in the House of Representatives by my colleague from Texas,
the Honorable Olin Teague. It would make available up to $5 billion from the
National service life insurance fund, over a period of 5 years, for investment in
veterans home mortgages. This bill in the House is H.R. 9476 The same proposal
was offered in the House on September 29 by Congressman Patman as an amend-
ment to a VA interest rate bill. Unfortunately, it was ruled not germane to that
measure.

The terms of the bill I am introducing today permit the VA Administrator
to use the investment funds to purchase loans from the direct loan revolving
fund; to sell participation certificates in mortgages held by the fund; and to
utilize available funds in the loan guarantee and direct loan revolving funds to
cover deflciencles fn the investment fund.

This measure has wide support among veterans organigations, who recognize
that higher lending rates are a death knell and not a stimulus to home purchasing
by veterans. The Veterans of Forelgn Wars adopted a resolution at its annual
convention supporting the use of these insurance funds for veterans home mort-
gages, and I ask unanimous consent to have this resolution printed in the Record
following the printing of the bill.

The proposal is also supported by the National Association of Homebuilders.

I wish to acknowledge the leadership on this matter by my colleagues from
Texas in the House, and to commend them for it. This measure i8 in the best inter-
est of the nation’s veterans, and will at the same time provide a new and useful
approach to the financing of home building.

STATEMERT OF HON. PAUL A. VOLCKER—Resumed

Senator TaLmapce. Mr. Volcker, I want to thank you very much for
{our cooperation on this matter. If you will return to the witness stand

have one further question to add, sir.

The Treasury Department mﬁl,),ort on the bill appears to conclude that
there is adequate mortgage financing available for GI loans, Mr.
Volcker. Is this your opinion?

Mr. VoLcker. I would think that that is generally true, yes, sir, Mr.
Chairman, over a period of time and relative to other investments I
think that all mortgage borrowers are under pressure at the moment.
If you ask me to make a judgment whether in some sense the flow of
mortgage credit is adequate now, obviously by many measures the flow
is not adequate for veterans mortgages or other mortgages at the
moment. This is a reflection of the general problem that we %isve.

You can say the same thing about the flow of money to State and
local government securities or to other portions of the credit market.
We have overextension of demands and inadequate supplies. This is
inherent in the current situation. « ,
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While I am not aware of any serious defects in the private structure,
I think all sectors are under very great pressure at the moment, and
the veteran is affected as well as others.

Senator TaLaApGe. Senator Hartke?

Senator HarTkEe. As I understand it, I can fully sympathize with
you, that you are in a position in which you are taking the administra-
tion’s general approach toward monetary affairs which I do not know
whether you originate or whether you are confined to it. I think the
basic problem here is whether or not it was the purpose when we
created the trust funds to use them to pay for, in effect to pay at a
disadvantage to them of the other functions of government.

Basically it amounts to now the payment on the cost. of war, which
is the principal cost of our debt. Is this the position of the Treasury,
that there is an obligation of the trust funds to carry that load?

Mr. Vorcker. It is certainly not our position or feeling that their
investment in U.S. Treasury securities operates at any disadvantage
to them. There are many investors who are perfectly free to invest,
and we have hundreds of millions of securities outstanding on the mar-
ket at rates similar to those received in the trust funds.

I think it has been a long-standing, consistent policy of the Congress
and the government as a whole that the trust fund be invested in U.S.
Treasury securitiecs—general obligations of the United States—and
that this problem of trust fund investment not get mixed up with
the &)‘roblem of support for one particular sector of the economy or
another.

If T may just repeat here something which I think is in my state-
ment, and which occurred to me when Senator Yarborough was talk-
ing, I think there is a conflict here. You cannot have it both ways.
You cannot use the trust fund to subsidize the veteran in his home-
buying capacity and at the same time give the trust funds the maximum
rate that they might otherwise receive. It is entirely possible, even
under the proposal of this bill, that in given circumstances this bill
would require that the trust fund acquire mortgages at a lower rate
than they would have gotten from a direct Treasury security.

Now, this may not happen all the time or most of the time, but it
involves you, the Congress, I think directly in a judgment as to how
much of these funds are going to be used to support home buyers and
how much are they going to be used in the interest of the beneficiaries,
and I think there 1s an inherent conflict here which existing policy and
long-standing policy has avoided and side-stepped quite properly, in
my opinion, by saying these funds should be invested uniformly—all
the trust funds—in U.S. Government securities.

Senator HarTKE. Yes. Now, what is the purpose of setting up the
trust fund? The purpose is basically to provide for an earmarkin
of these funds so that they shall be available for the purpose fcr whic
they originally were deposited ¢

Mr. Voircker. That isright.

Senator HarTke. Like other trusts, thev are earmarked funds.
They are not the general obligations of the U.S. Treasury, and they are
being used as a financing mechanism. This is true not alone of the na-
tional service life insurance trust fund, but the biggest one of course
is the social security trust fund ?

Mr. Vorcker. That is correct.
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Senator HaArTkE. But the point remains that in the original concept
all of us really intend to provide for the guarantee to pay the obliga-
tion for which the origina{ legislation was enacted ¢

Mr. Vorcker. Ithink that istrue.

Senator Hartke. But what you have here in effect is that the
veteran and these people, any one of them, and I called attention of
the chairman of the Finance Committee to the same proposition in the
social security fund which now has a surplus in the neighborhood of
close to $30 billion, isn’t that correct, a little under I think$¢

Mr. Vorcker. I do not know the precise figure but it is very much
larger than this veteran fund.

Senator HarTkE. Yes, and I think they are being used for the
wrong purpose.

For example, when you come back onto a combined budget level,
you ended up with a $3 billion surplus in fiscal 1968. The point of it
was that there was a $5 billion surplus in the social security complexes?

Mr. Vorcker. That is right.

Senator Hartke. Which accounted for more than the entire sur-
plus. Now, in this case, let me ask you a question which I think a vet-
eran has a right to ask. I think he might even be able to challenge if
not the legality of the Government operating in this, certainly the
morality of it, of taking his money and using it at less than he could
have if he had any control over that trust fund himself?

Mr. Vorcker. Well, that is a matter of judgment I suppose, Senator.
These funds have been consistently invested at a rate priced on the
going rate for money as reflected in the Treasury borrowing costs.

Senator HARTKE. Let us see if that is true. What is the highest rate
that the Government is now paying? .

Mr. Vorcker. The highest rate we are now paying is—it depends
upon which sector of the market. We have paid a rate as high as 8
percent just recently.

Senator HarteE. That is right. Now, can you pay 8 percent to the
veterans fund ¢

Mr. Vorcker. The veterans fund works against a formula related
to yield on longer term securities, I believe of 3 years or more matu-
rity. This calculation is made each month on the prevailing yields in
the market on U.S. Treasury securities outstanding with these matu-
rities, and new securities are then issued to the veterans fund at those
rates, which at present approximates 634 percent.

Senator HARTKE. Yes, but now what are you taking—generally
speaking isn’t it true that if they could invest this money into mortgage
funds todaywhat is the going rate in the mortgage market ? .

Mr. Vorcker. The going rate in the mortgage market depending
upon the type of mortgage may .

Senator Harrke. I am talking about the real rate now, I am taking
into account this proposterous 1dea of points. What is the going rate
in the market #

Mr. Vorcger. Let me say roughly 814 percent.

Senator HarTkE. Oh, now, just be honest with us. It is more than
that in the going rate with the points. L

Mr. VoLcker. Oh, no, sir. In some areas of the country it will be
higher. It may be sli htjy lower in some places.

enator HARTKE. I would hope that we——
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Mr. Voroker. And this is with the servicing which you would have
to deduct from those rates to get the real return to the lender. I think
taking the country at large you can find many rates at something like
Syg‘percent.

Senator HarTkE. T can see from the Treasury viewpoint why vou
take a position that you do, because you have to finance this debt, and
this is a nice fund to get into, and it is n nice investment.

Mr. Vorcker. Precisely. It is a good investment.

Senator Harrke. I understand what you ave saying,

Mr. Vorcker. You spoke of the $30 billion social security trust
fund. Well, what is there to say that those social security funds conld
not be used for all sorts of purposes that one person or the other has
in mind. What wo say, simply, i8 if Congress wants to spend this kind
of money for these kinds of purposes, it should provide the authoriza-
tion and the appropriation in the ordinary course, and then it should
weigh this use of funds agninst all the other uses of funds which are
included in the budget.

This monei spent for this purpose through the trust fund will
appear in the budget in any event.

nator HArRTKE. Iunderstand.

Mr. Voroker. It will add to your budgetary expeditures, and it s
just a question I think of the procedure by which you want to provide
this kind of budgetary support.

Senator HArTkE. Yes; but it leaves a false impression, does it not{
I mean this part of putting it into the combined budget, because it
is not really & budgetary item in the traditional sense although it has
to be appropriated subject to all the rules and regulations. The fact of
it is, it is a special category. I mean this is a self-paying proposition
as far as the Government is concerned. It does not cost the Govern-
ment & penny, does it {

_Mr. Voroker. Yes; I think it does, Senator. I think this is pre-
cisely the Xoint. After long study, these things were presented as a
unified budget whole, because otherwise there might be an illusion
that by taking it out of this pocket somehow you are avoiding a real
expense. You are not avoiding any real expense. The Treasury has to
turn around and—-—

Senator HArTRE. I am talking about the national service life in-
surance fund itself. It is not an expense of Government. This is a con-
tribution by the people.

Mr. VorLcker. Thisisthe contributions of the veterans.

Senator HarTke. If you wanted to, quite honestly, you could have
put this with the Chase Manhattan Bank of New York or if you do
not want to put it with Chase put it with the First National or
somebosy?

Mr. Voroker. I suspect the veteran would not have quite as good
a deal as he now is having. There are cortain administrative expenses
that are picked up by the Government. Sure, in theory it could have
been put with someone else.

Senator Hartke. That isright.

Mr. VOoLCKER. At greater expense.

Senator HarTkE. 1am not going to try to change the whole Govern-
ment policy, but s'ou did make a statement. that for the indefinite
future there would be a shortage of mortgage funds, and there is no

ey
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inclination on the part of the Congress nor on the part of the Presi-
dent to provide for any increase in direct availability of additional
mortgage funds from any other source, and in the absence of that,
since the Finance Committee has its fair share of criticism and as the
chairman of the subcommittee, Mr. Talmadge has indicated, that most
of the initiatives for doing anything for veterans originated right
here in the Finance Committee, I would hope that we would figure out
some way to try to provide some benefits for these people.

Mr. Voicker. Let me amphasize again that we are doing a tre-
mendous amount in this area through FNMA and through the home
loan banks, much more than has ever been done in the past during
these kinds of tight money periods.

I think this is reflected in the fact that while homebuilding is
certainly under pressure—I would not deny that for a moment—the
level of homebuilding has held up better in this tight money period
than it has in previous tight money periods, even though the pres-
sures on the market are even more severe and the rates are higher.

FNMA itself—I happen to be a director of that institution—is buy-
ing a very large proportion of all the newly originated VA mortgages,
and in part here what you are questioning is whether those mortgages
should be purchased at the current FNMA rate of roughly 93—this
fluctuates with the market—or whether they should be purchased at
96. So there is a question of whether a little additional subsidy should
be provided here.

think this is a fair question for the Congress to consider. But in
considering that question of whether a little additional subsidy is .
needed, I would hope that it could be faced straightforwardly instead
of by this back-door method of the trust fund.

Senator Hartke. I understand what you say. I mean I am like the
Chinese, when I nod my head I only mean I hear ‘what you say, not
that T agree with you, but I am glad the chairman of the Finance
Committee is here because you see there is one thing that is not within
the prerogative of the Con at thismoment,

I think it should be under the Constitution, because the power to .
fix the rato of money is designated directly in the Constitution, and
that power is given to the Oonﬁress, not to somebody else.

But at this moment we have no control in the Congress over
whether or not there is going to be a tight money market. That is
strictly outside of our opportunity to move at this moment. This is an
artificial restraint, which is bein lglnoed upon the economy, and as
has been indicated by Senator ﬁ orough, it is having its primary
effect upon the homebuilding industry.

I want to ask two questions on that. How long is the tight money
policy going to continue, and second, how soon can we expect an in-
crease in the prime rate? N

Mr. Vororer. Tight money, I would hope, is not going to have to
continue too much longer, but I do not think this is a matter which is
under our control any more than it is directly under congressional
control, It is & reflection of what is goin%:m in the economy in the
overheating and inflationary pressures. There is just no device by
which we can manage easy money when we have this kind of pres-
sure and overheating in the economy itself.
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Senator Hartke. Can I stop you? I do not want to go into n long
discussion on this except I do not get a chance to get at these experts
at all. Tell me where the economy is overheated. Not in the home-
building industry certainly, isit ¢

Mr. Vorcker. The homebuilding industry has been one area which
has declined somewhat.

Senator Harrke. Let me ask you a series of questions now. Is it
overheated in the homebuilding industry ¢

Mr. Vorcker. I think not in the homebuilding industry.

Senator Harrke. Is it overheated in the automobile industry today ?
Sales are down 89,000 over—

Mr. Vorcker, It is overheated in the construction industry. Tt has
been overheated in the construction industry where the pressures for
commercial building in particular have led to very rapid cost and
price increases that have fanned out through the rest of the economy.

Senator HarTkE. You want to say it is in construction. Where else
is it overheated, in what place?

Mr. Vorcker. I think this is a process which takes place over time.
The rapid expansion——

Senator HarTke. Can you just name me two items where the econ-
omy is overheated

Mr. Vorcker. I think business investment.

Senator HARTKE. In business investment ¢

Mr. Vorcker. Has been an area of overheating.

Senator Hartke. For example, what type of business?

Mr. VorLcker. Defenses enging isnow g:ing reduced.

Senator HARTRE. What

Mr. Vorcker. But historically has contributed to this overheating.

Senator Harrke. What type of business is the economy overheated ¢

Mr. VorLcker. There is a broad range of business investment.

Senator HARTKE. I just asked just what type or what segment.
What I am going to say to you is I do not think the economy is over-
heated when the industrial plant of this Nation is going at 80 percent
of capacity. Prices are overheated. There is a shortage of skilled labor,
there is no question about that, but that has nothing whatever—you’re
not going to increase skilled labor by increasing unemployment. You
are not going to increase any more skilled labor by tight money, and
the fact of it is that there is no indication whatsoever that even with
the slowdown in the economy, which certainly is indicated at the
moment, that there is going to be any decrease or even any holding of
the price level.

e fact of the mattter is the acceleration is sharper than it has
ever been. :

Mr. VorLokkr. I think there are certain lags involved here, Senator,
but I have every confidence——

Senator HarTke. I do not.

Mr. VoLcger (continuing). That a more balanced economic situa-

tion will—
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Senator HarTke. I think when the unemployment rates come in,
there will be a sharp change in the money supply and a lot of these
other restrictions. T want to ask you again though is there anticipated
to bo an increase in the prime rate shortly ¢

Mr. Vorcker. I do not anticipate that.

Senator Hartke. Then just one other item that you mentioned you
said about the budget deficits. Do you honestly believe that budget
deficits have a direct relationship to inflation?

Mr. VorLcker. Yes, sir. I am not saying that every deficit creates
inflation. I think that in an inflationary situation—

Senator Hartke. When? Give me a year.

Mr. Vorcker. The deficit of $25 billion that was recorded a conple
of years was directly related to the inflationary problem we now have.

Senator Harrtke. What about the deficit of $12 billion in 1958¢

Mr. Vorcker. This goes back and my timing is a little cloudy. Cer-
tainly if we have a period of recession, and we had a recession in 1958,
a lar%e deficit need not lead to an inflation, particularly simultaneously.
You look at it over time and see what the future prospects for business
are, but I am not saying that every time the Government has a deficit,
there is an inflation. To the contraryy the recession itself may bring
the deficit.

Senator HarTke. What about the surplus? Does the surplus create
deflation? I will just take you back now.

Mr. Vorcker. A surplus tends to reduce the pressures on the econ-
omﬁ', and to release funds in the market and make money easier.

ow, sometimes that is appropriate and sometimes 1t is not.

Senator Hartke. Mr. Chairman, could I just have the Treasury
submit for the record then the period say from the end of World
War II, Eive us in each case, both the case of the administrative deficit
and combined deficit or however they are computed, and the increase
in the cost of living for the corresponding years.

I have done this myself but I would like for the Treasury to do it,
and 1 can show you that there is no relationship, and there is no corre-
sponding in the future. The fact of the matter is nobody can prove
anything by this. You cannot prove or disapprove it. You actually
end up with a hodgepodge.

Mr. Vorcker. I agree you will have a hodgepodge in that particular
correlation, Senator, for the reason I just suggested, that a recession
itself, all other things being equal, will tend to pull down revenues,
and create a deficit.

Senator HARTEE. Yes.

Mr. VoLoker. And in those cases the deficit may not be inflationary.

Senator HarTke. May that be put in the record

Senator TaLmapce. Without objection, if you will supply that for
the record, it will be inserted at this point.

Mr. Vorceer. We will be glad to supply it, Mr. Chairman.

Senator TaLMapge. Thank you, sir.

Mr. Voroxer. We will submit the requested information with the
least possible delay. -
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(The information to be furnished for the record follows:)

FEDERAL BUDGET SURPLUS OR DEFICIT AND CHANGES !N THE CONSUMER PRICE INDEX, 1946-69
[Dollar amounts in billions)

Fiseal yoar Calendar yoar

surplus or change in

debcit (~)— Consumer

Consolidated Price Index

cash statement (percent)

IOG i iiiiiiceiteccecceecesecaceacecnemenenan -$18.2 8.5
1947 6.6 14.4
N8 8.9 1.7
1.0 -1.0

-2.2 1.0

S 32

53 X

-1.2 .4

-3.0 -3

41 1.5

3.2 35

-3.0 2.8

-12.9 .3

.2 1.6

-3.4 1.1

-7.1 1.2

-4.8 1.2

-59 1.3

~1.6 1.7

-3.8 2.9

-8.7 2.8

-25.2 4.2

31 14,6

1 Less than $50 million, ’
3 Based on data through September 1969.

Sources: Bureau of the Budget and Depsrtment of Labor.

Senator HarTkE. I do not think you can find any period in which
you can show any relationship, any whatsoever. I have done it, and no
one—I have spoken to the best economists and they say well it should.
But that is all they ever say.

Thank you, Mr. Chairman, I think I understand the Treasury’s view-
point. They are in a helpless position. They need money. Their primary
concern is not homes, it 18 money ¢

Mr. VoLcker. We are concerned with homes, too, but the are other
problems.

Senator TaLMaDGE. Senator Jordan?

Senator JorbaN. Thank zou, Mr. Chairman.

First I should like to ask some questions that Senator Bennett left
with me because he could not be here. He is on another assignment.

Senator TaLmApce. If I might interrupt at that point, Senator
Bennett told me this morning he had an appointment at 10:30, I be-
lieve at the White House. -

Senator JornaN. That is right. These first questions I shall ask you,
Mr. Secretary, are the questions that Senator Bennett would ask if he
were here. I think you answered the first one, Mr. Volcker. If this bill
were to become law, where would the $5 billion worth of credit be
taken away from, in order to direct it into GI home loans# .

Mr. Voroker. That is a very good question, Senator. I think that is
precisely the problem which would have to be faced. The technical
answer 18 that if this bill become law, the Treasury will have to go out
and sell $5 billion more securities in the market, and it will put pres-
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sure on the market from that direction, and through the market proc-

esses take it away from someone else. Who that someone else is would
include some other home buyers I would suspect.

Senator Joroan. It would put that much more competition for
available home mortgage funds out of the market into this particular
assignment. '

r. VoLckEr. That is right, to the extent that just does not substi-
tute for what FNMA, let’s say, does anyway.

Senator JorpAN. In other words, isn’t it true that the bill would not
g‘roduce any new money for housing but would simglgv require the

reasury to borrow an equivalent amount of money from sources at
}least_ pa{t of which funds might have otherwise been invested in

ousin
Mr. %oncxm. That is absolutely true, Senator, provided other ex-
penditures were not reduced.

Senator JorpaN. Mr. Volcker, what would you estimate to be the
inflationary impact of requiring the Treasury to borrow an additional
$1 billion a year for a period of 5 years from the public?

Mr. Vorcker. I would hate to have to try to isolate the inflationary
impact of that alone. I would hope that if the Congress is considering
action of this type, that they would reduce other spending by $1 billion,
and that would be the choice and not just additional inflation in the
economy, which I think would be self-defeating, most of all for the
homebuifding industry.

Senator JorpaN, W%uldn’t the $1 billion of additional expenditures
in 1970 have to fit within the overall budget ceiling? In other words
wouldn’t other Federal pro%mms have to be reduced by $1 billion if
we were to retain a balanced budget ,

Mr. VoLokER. Yes, sir.

Senator JorpAN. I am one of those who do not approve of the unified
budget system that you are using now. I have tried to explain it to my
rotary club and I could not do it, so I am not in sympathy with the
unified budget system, but I can see that in this instance if you operate
on that basis, if you are going to take $5 billion here for this purpose,
it has got to come out of someplace.

Now, for myself, I would like to ask a question or two.

Mr. Secretary, who established the formula for investing the vet-
erans funds? You said I think it was on & revolving formula, taking a
rolling 3-year averafe which is now presently 634 percent. Who estab-
lished that formula

Mr. VoLckER. Basically the Congress, Senator.

Senator JorpaN. The Congress established it. You are without any
authority to change that whatever?

Mr. Vorcker. There may be some limited discretion as to just how
it i3 interpreted, but the basic formula is set by the Congress.

Senator JorbAN. In other words, it would be quite impossible for
you to get 8 percent for that money, even if that is the going rate, be-
cause you are bound b'y the congressional directive tying you to this
rolling 8-year average

Mr. VorLcker. Yes. We could provide an 8 percent rate if the Treas-
ury itself was borrowing at 8 percent in a relevant sector of the market,
but only under those conditions, - . ‘
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Senator JorpaN. Mr. Secretary, reference has been made here to
high interest rate, the interest rates going back to 1814 and 1864 and
now 1969 as being the highest of all time. Tell us, what in your opinion
are the contributing factors to high interest rates?

Mr. VoLoker. I do not think there is any question that the basic fac-
tor contributing to high interest rates at present is the inflationary
state of economy and inflationary state of expectations, so that poten-
tial lender naturally is concerned about the valae of his money when
his principal is returned to him, and he makes some allowance for that
in the rate of interest at which he is willing to lend. Until we can con-
vince the investors that inflation is not a perpetual phenomenon, I think
we are going to be troubled by high interest rates and nobody likes it
less than the Treasury.

Senator JorpaN. When we added a 25 plus billion dollar deficit in
1968 and the Federal Government had to go into the money markets
and finance that deficit did this or did this not have an inflationary
effect on interest rates ¢

Mr. VoLcker. I think it did, yes, sir.

geéléator JorbaN. You think it did. To what extent do you think
it di

Mr. VoLcker. I think it was an important contributing factor in its
occurrence and aftermath. This directly led to increased demands
upon the market, and was accompanied by and induced other investors
to borrow in the market while they felt they could, and even antici-
pate future needs, and all this added up to very heavy pressure on
interest rates.

Senator Jorpan. Tell the committee if you will what is the avail-
able sugply of funds that can be borrowed for all purposes, the annual
available supply ¢

Mr. Vorcker. Oh, this depends upon how you add it up. It is not
easy to add up this figure while avoidin% double counting and getting
the consistent conce(})ts, but something like $70 billion to $90 billion
in recent years would probably be a fair estimate.

Senator JorpaN. So if the Federal Government goes into that kind
of a market requiring 25 plus billion dollars, they are in effect put-
ting a preemption on 30 percent of the available funds for borrowing,
are they not ¢

Mr. Vorcrer. That is true, yes.

Senator JorpaN. And the effect of that has to be inflationary. It
has to be to drive the interest rates up for the guy that is going
to build a home, for the man who wants to start a business, for the
State financing a road program, for the community financing a water-
woxil:s a?nd a sewer program. Isn’t this all involved in the same
package : ,

Mr. Vorcker. Yes, that is certainly true in any situation such as
the kind we have had in recent years, where other demands for credit
are very high, other pressures for spending and for resources are high.
Against that kind of a background, this kind of deficit in Treasury
financing is bound to be both inflationary on prices and inflationary
in terms of interest rates,

Senator Jorpan. As I understand your testimony, certainly you
have no aversion to making homes for veterans as accessible at as low
an interest rate as it is possible to do, but as I understand your testi-
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mony, you want specific instructions from the Congress to give you
the authority to do that, rather than to do it in a circuitous way?

Mr. Vorcker. That is precisely right, Senator. We think that this
should be weighed direct*y against. other appropriations and author-
izations by the Congress, and weighed within the confines of what-
ever overall budgetary ceiling the C'ongress wishes to impose, and has
imposed in this particular case. .

Senator Jorvan. But any effort yon might make is purely a ma-
nipulation, if you put it into this resource you are taking it from
another?

Mr. Voreker. In fact we eannot put it in this resource without tak-
ing it away from another, so long as we have to live under this ex-
penditure ceiling to which you referred yourself.

Senator JornanN. And you interpret, you live under the law that
you cannot. do that without specifie authorization from the Congress?

Mr. Vorcker. Congress really ought to tell us where to take the
other money out of, if they are going to tell us to put it in here.

Senator Jorpan. Thank you.

Senator Tarymapce. Senator Long?

Senator Loxa. I do not have any questions at this time. I think you
have made yourself quite clear.

Thank you.

Senator Taryapbee. Thank you very much, Mr. Volcker.

Mr. Vorcker. Thank you, Mr. Chairman.

Senator Tarmapce. Senator Allan Cranston. a co-sponsor of the
bill, had intended to appear before the subcommittee this morning,
but was unable to come because of pressing business. He asked that his
statement be inserted in the record. Without objection, it will be in-
serted at this point.

(The statement follows:)

STATEMENT OF HON. ALAN CRANSTON, A U.S. SENATOR FROM THE STATE OF
CALIFORNIA

Mr. Chairman, thank you for permitting me to testify today in support of
S. 3008, a bill introduced by Senator Yarborough which I am privileged to co-
sponsor. I wish to commend the distinguished subcommittee and full committee
chairmen, Senator Talmadge and Senator Long, for moving so rapidly to hold
hearings on this important bill.

In passing the Housing Act of 1008, Congress set as its goal the construction
of 26,000,000 additional housing units in the next decade. To date, little progress
has been made toward this end.

With interest rates at the highest level since the Civil War, housing starts are
down this year by well over one-third. The President’s Housing Secretary, in
concluding that the outlook is even gloomler, stated that housing starts will
probably be down by as much as 30 percent by the end of the year.

Housing is obviously one of the principal victims of the Administration’s anti-
inflationary policies. In stating the Administration’s view of this sttuation, Treas-
ury Kennedy said that “there is no real escape from present pressures until
overall credit demands can be reduced and they in turn rest on budget surplus
and beating back inflation.”

Thus tight budgetary and monetary restraints mean little or no money for
housing. The Federal National Mortgage Association—Fannie Mae-——has done an
admirable job in making money available for FI1A, VA, and other Government-
guaranteed housing programs. But for Fannie Mae's activities, money for these
loans would have long since evaporated.

The bill before the subcommittee, S. 3008, is another major veterans’ bilt intro-
diuced by Senator Yarborough, who has authored so much vital veterans’ legisla-
tion.

37-463 0—70—5
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S. 3008 is designed to inject new money into the mortgage market for VA-
guaranteed housing loans. The bill would establish an investment fund which
would utilize money transferred from the national service life insurance fund.
The investment fund would pay interest on all money so transferred. It is con-
templated that as much as $3 billion could be accumulated in the investment
fund over a five-year period. The money in the fund would be used to purchase
both VA-guaranteed and VA direct loans.

The enactment of 8. 3008 would be an important step toward providing our
returning veterans with some protection against the demoralizing effect of an
inflationary economy and the Administration’s efforts to control it. When they
return to civilian life, they are the victims of this inflationary situation. We must
not permit them to be further vietimized by the war-induced inflation which
has dried up the housing market while those of us at home were able to accu-
nmulate dollars to try to cope with spiraling interest rates.

Moreover, Vietnam veterans returning at a rate of 70,000 to 80,000 per month
are now beginning to experience increasing difficulty in finding reasonably well-
paying jobs in a depressed employment market. Making housing loans at a
reasonable interest rate available to them will aid significantly in their readjust-
ment to civilian life.

In addition to making more money available for VA housing, the legislation
would have the effect of allowing more of Fannfe Mae’s funds to be used for
FHA and other Government-assisted housing programs, The new program which
S. 3008 would establish rompliments the comprehensive veterans’ education and
training legislation which was recently passed overwhelmingly in the Senate.

The Nation’s housing shortage is approaching crisis proportions. It is my hope
that this committee will report the legislation favorably for speedy Congressional
action and executive implementation. ’

Thank you, Mr. Chairman.

Senator Tarsmanae. The next witness is Mr, Larry Blackmon, Na-
tional Association of Home Builders.

We shall be glad to hear from you, sir.

Please identify for the record the gentlemen who are accompanying
you.

STATEMENT OF LARRY BLACKMON, A BUILDER FROM FORT
WORTH, TEX., PAST PRESIDENT OF NAHB, ACCOMPANIED BY
HERBERT S. COLTON, GENERAL COUNSEL, AND CARL COAN,
DEPUTY LEGISLATIVE COUNSEL

Mr. Brackmon. Mr. Chairman and members of the committee, my
name is Larry Blackmon and I have with me today Mr. Herbert Col-
ton, our general counsel. and Mr. Carl Coan, our staff legislative direc-
tor of the National Association of Home Builders.

I am a builder from Fort Worth, Tex., and I appear before you to-
day as spokesman for the National Association of Home Builders of
the United States.

I am also a past president of that organization. NAHB is the trade
association of the home building industry. Our membership numbers
approximately 51,000 in 478 associations in the 50 States and Puerto
Rico, and we estimate that our members build about 75 percent of
all homes and apartments constructed by professional builders.

We are pleased to have this opportunity to testify on S. 3008 now
pending before this subcommittee. Because of our great concern for
the opportunity of every qualified veteran to secure decent and safe
housing at prices which they can afford, we believe that this legislation
i essential. Further we believe that it 1s also essential in helping this
Nation to meet the housing goals set by the Congress last year.
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These gonls, established in the 1968 Housing and Urban Develop-
ment. Aet, called for the construction and rehabilitation of 26 million
housing units during the next deeade or at an average annual rate of
2.6 million units,

It is hardly a secret that this Nation is facing one of the greatest
crises the home building industry has had in its history. Housing
starts are down drastically from the beginning of the year. We are
now building at an annual rate of approximately 1.3 mi!llon. units per
vear or just half the rate called for by the goals. All indications point
to a further decline in housing,. )

While the goals do not deal specifically with veterans® housing, our
association feels that this legislation can serve the two fold purpose
of helping achieve the housing goals while at the same time giving
constderation to the needs of veterans returning from Vietnam,

The Veterans Administration home loan program, which reached
its peak in 1955, by the end of 1968, had accounted for nearly 3 million
veterans owning a new home and another 4 million {mrchasing an
existing one. In the peak year of 1955, 24 percent of all new housing
units had mortgages guaranteed by the VA.

Today, only 3.7 percent. of new starts receive a VA guarantee. This
decline is accounted for in part by two factors—first, the high dis-
counts which a seller must pay in order to obtain a gunaranteed loan
for a veteran purchaser andl second, the severe shortage of money in
the housing market and the unwillingness of many institutions to
make home loans. With increased mortgage financing support, the
VA guaranteed program could be of much greater significance.

At present, there are about 10.6 million veterans eligible for guar-
anteed home loans and there will continue to be a substantial increase
in the number of young veterans who will be eligible for these mort-
gages in the years to come.,

These young veterans, now returning from overseas and leaving
the service, are finding it increasingly difficult to purchase a home
due to a continuing short supply of credit for single family mort-
gages. Iiven at higher prices, mortgage money today is often unavail-
able to finance housing which is within reach of a typical veteran
family of modest income. The fact is that housing resource allocation
has resulted in mortgage money flowing either into mortgages for the
housing of lower income families, through Federal programs, or to
housing for the higher income groups who need no assistance with
conventional financing.

Few resources have been allocated and little attention has been
given in recent years to.the provision of housing for middle income
families, The young veteran with a good job and the economic stabil-
ity requisite for homeownership and a desire for a home, many times
finds himself unable to share in the housing market to the same extent
as the World War II or Korean veteran.

In today’s tight money market, the Federal National Mortgage As-
sociation is virtually the sole source of funds for FHA and \gx mort-
gages. By making money available from the VA fund, it would be
possible for FNMA to continue its assistance of this market and re-
lieve the veteran of his sole dependence on this institution for his
source of financing.
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This Nation has seen n dramatic shift in the sources of mortgage
credit during the past decade. Americans are now saving less with the
traditional thrift institutions. Savings and Joans are practically the
only source of single-family mortgage funds today, and the flow of
funds into these for the first 10 months in 1969 is down 44 percent
from the same period last year and this downward trend is accel-
erating.

Savings are increasingly going into pensions, trust and welfare
funds, and life insurance reserves. Automatic savings of this type
have not in recent years been entering the single-family mortgage
market. These points are vividly illustrated in the tables and charts
attached to this statement.

Mr. Chairman, I would like to make those as part of my testimony
for the record.

Senator Taryapce. Without objection they will be inserted in full.

Mr. Brackymon. Thank you, sir.

One such fund, the Veterans’ national service life insurance
fund, now has assets of $6.4 billion and within a decade should have
resources of nearly $8.5 billion. Unfortunately this fund is not now
able to assist the VA in providing financing to veterans to purchase a
home. Its investments are limited solely to government bonds and
bills. These now have an average yield of about 4 percent. Limiting
the national service life insurance fund to Government bond in-
vestment unquestionably retards its growth and the consequential
yield to veteran policy holders.

This fund could make a greater contribution to returning veterans,
by purchasing their guaranteed mortgages now bearing interest rates
of 7Y, percent. The VA guaranteed home mortgage offers the same
security and soundness as a Treasury bond or bill. It offers two addi-
tional features: First, a yield substantially higher than the long-
term government bond, and secondly, a good way of financing a house
at less cost to veterans.

S. 3008 would permit the investment of up to $5 billion of the na-
tional service life insurance fund in VA guaranteed mortgages.
This could provide financing for at least 300,000 additional new units.
It would also help ease pressures on the mortgage market and to that
extent help make loans to veterans more freely available and perhaps
less costly than they are today.

We are aware that this would not happen immediately, but the
funds could be released as housing is called for over a period of time.
The bill before you simply expands the scope of the fund’s invest-
;nent powers by authorizing £rect investments in VA guaranteed
oans.

This association has long emphasized the need to direct pension
and trust funds into mortgage financing. S. 3008 offers Congress an
ideal vehicle toward this end. We think it is an excellent means of af-
fording housing to America’s deserving veteran population. It also
will serve to increase the inventory of much needed medium income
housing in this country and at the same time increase the yield to the
national service life insurance fund.

Thank you for the opportunity to present our views on this
measure.

If there are any questions you might have of us, we will be happy to
answer them at this time.
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APPENDIX TO THE STATEMENT OF THE NATIONAT,

65

ASSOCIATION OF HOME RUILDERN

TABLES AND CHARTS
VETERANS' ADMINISTRATION GUARANTEED HOME LOANS (CALENDAR YEAR)

Year New Existing Year New Existing
218,800 83,247
94,049 49,470
145,414 , 097
104,760 38,527
78,483 64,406
87,936 99,141
75,305 112,584
60,348 117, 246
48,935 110,647
53,101 103,817
60,435 139, 583
71,423 139, 523
10, 423 19,762
7,730 15, 440
5,039 10,530
4,743 15,926
3,334 11,595
1,625 5,307
1,213 , 183
1,952 9,544
1,542 10,333

Source: Veterans' Administration.

37463 0—70—6
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MORTGAGE NEEDS TO DOUBLE IN DECADE
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1964-1969 FLOW INTO 4 TYPES
OF FINANCIAL INSTITUTIONS
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CHANGING ROLE OF S&L’'s AND MUTUALS
IN ATTRACTING SAVINGS*
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Senator Loxe. Mr. Blackmon, I might just put in a word at this
thne. I have to go to attend another meeting and 1 want you and the
other witnesses for this bill to know that T am very much in sympathy
with what you ave trying to do here.

Mr. Brackyox, Thank you, siv. _

Senator Loxa. Mortgage money is altogether too tight, and 1 think
it is a shame for us to indicate to these veterans that we are going to
help them get a honie and then when the time comes tell them that
the money 1s not available. If the money is in the NSLI fund or some-
where else, we will try to help them to get home loans at reasonable
rates.

I am not too nmeh concerned with where we get the money, but we
ought to find it. I am in sympathy with what you and the veterans’
organizations are trying to do along these lines. :

Senator Taratance. Thank you, Mr. Blackmon, for a very tine state-
nment.

Senator Jordan?

Senator Jorvan. No questions. It is a very good statement and I
am wholly in sympathy with the objectives of it.

Senator Tararance. Thank you very much.

Mr. Brackyox. Thank you, Mr. Chairman.

Senator Taaavar. The next witness is Mr. Harold \. Pollman,
Hone Builders Association of Texas.

Mr. Pollman, 1 notice your statement is guite long and comprehen-
stve. The Senate has been in session for an honr and a half, so if you
desire to, you may insert vour statement in the record in full and
summarize it as you see fit.

STATEMENT OF HAROLD A. POLLMAN, A BUILDER FROM DALLAS,
TEX., REPRESENTING THE HOME BUILDERS ASSOCIATION OF
TEXAS AND THE DALLAS HOMEBUILDERS ASSOCIATION

Mr. PorLyan. Thank you,sir.

By vour leave, Mr. Chairman, I would ask the veporter to reflect
my presence here as representing the Dallas Home Builders Associa-
tion as well as the Texas Home Ruilders Association.

Senator Taraance. Without objection that will be done, and Sen-
ator Yarborough in his statement T think pointed it out,

My, Poriyax. Thank vou, sir.

Honorable Senator Talmadge, chaivman, and gentlemen of the com-
niittee:

L am a builder in Dallas, Tex., Harold Iollman, and 1 appear before
this committee at the invitation of your chairman and our senior
Senator frow Texas, the Honorable Ralph Yarborough, the sponsor
of this legislation today coming under your purview and study.

My ofticial capacity in testifyving to this committee is that of a
Texas State board director and Dallas director of the Home Builders
Association,

Please permit me a valuable moment of this morning’s time to bear
to you greetings from both the Texas State Board of Directors and
the Dallas board of the ITome Builders Association and also to state
to you that both boards have asked me to express to you their com-
mendation for your knowledgeable awareness of the economic plight
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of the returning veteran seeking a home in which to establish himself
and his family upon his completion of military service.

I notice with interest the testimony of the knowledgeable Under
Secretary of the Treasury and the representative of the Mortgage
Bankers Association and other highly qualified experts and therefore
I can only believe that I have been requested to appear here today to
testify to you on a more grassroots sense of feo]liug of builder and
veteran on the ground seeking to build and to buy a home.

You are of course aware that the legislation we have under study
here today concerns itself with approximately 6 billion of national
service life insurance reserves. These reserves have been generated
by the veteran's payment of his life insurance premiums.

I am emphasizing some of these comments as I go along and I
imagine the record will reflect my comments in full, Mv. Chairman.

As you know, these funds are currently loaned to the Treasury on
an “inside the family” type loan at a yield to the national service life
insurance fund of approximately 3.77 percent.

This veterans home loan program has an eligibility of 1014 million
veterans. Soon, hopefully, many more young men will be returning
from service in Vietnam. These men will be returning to their com-
munity seeking to make a home for themselves and their families.

While Congress has acted appropriately (and T cannot use the
word magnanimously as these are the men who have served their
Nation) as these men are not magnanimously treated but appropriately
treated as they have borne service to their Nation, in providing the
necessary legislative vehicle to provide housing for the veteran, the
veteran has returned home to find that the congressionally established
vehicle for homeownership is totally immobilized due to a complete
lack of economic fuel.

The entire climate of money availability has changed since many of
us returned from service after World War II. T will not trace the
history of what has happened there. When we returned from service
in World War II we found a readily available and marketable money
mortgage market waiting to receive the insured GI home mortgages.

Both the savings and loans and the insurance companies were anx-
ious to place large insurance reserves and savings and loans reserves at
the disposal of these Government insured loans. And this economic
climate resulted in $72 billion of loans being made to 7 million veterans.

By the way, gentlemen, I am informed, Mr. Chairman and Sena-
tors, that the rate of loss in this veterans' insurance program has
been less than in many conventional lending programs.

Today's veteran returns to find a totally different home loan mort-
gage market awaiting him.

I. THE INSURANCE COMPANIES

AW

For instance, take the insurance company reserves. :\lmost all major
insurance companies in the country have abandoned the financing of
the single family GI homes. Today’s money managers for our insurance
companies have chased “yield” (for inflationary protection) into the
highly remunerative yield of apartment, shopping center, and com-
mercial loans premised upon various formulas o} .
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(a) Participation actually in the venture with the project devel-
oper, or

() Of gross or net rental yields—“a piece of the action.”

By the way, they stretch their yardsticks of investment based upon
the action that they get in the net return and sometimes I question
whether they are investing these funds on a strict basis of betting on
the yield or on true mortgage lending practices.

TYxere is, of course, no logical way that the individual homeowner
veteran can compete in the mortgage money market for the type of
insurance company money against that formula of yield attraction.

II. THE PUBLIC MORTGAGE MONEY MARKET

(@) The historically unparalleled corporate expansion, that the
Under Secretary referred to, in the last decade has engendered the
corporate debtor who can pay 10 and 12 percent interest, which when
adjusted for 52 percent tax rates and 7 percent investment credit nets
an effective cost to the corporate borrower of 4 to 6 percent for his
10 to 12 percent rate commitment. Again this makes the 714 percent
veteran loan unattractive to the investor,

(3) Unparalleled municipal, State, and school district expansion
carrying tax favored exemptions and being issued at 4 percent, 5
percent and 6 percent, giving investors an effective yield of double
these rates, again significantly undercut the funds once called upon
for homeownership.

This is the worst category of all, gentlemen. This is the one that
hurts the home purchaser to the greatest extent.

III. THE PENSION TRUST FUNDS

I do not wish to allude to the fact that there is any inappropriate-
ness about their investments where they invest it. It is just that we
are not F'etting it in homeownership, gentlemen, and it has changed
the total character of home financing in America today.

The character of saving the last 20 years, certainly until the last
decade, was primarily individual in nature.

Each individual held his own passbook savings account. He provided
the bulk of his personal savings for his old age, his retirement, or an
emergency sickness, reserved In his savings and loan account. These
savings were invested by savings and loans almost totally (by virtue of
the very premise of their charter) in home loan mortgages. .

However, today by far the very substantial majority of our savings
from individual earnings take the route of: Payroll deductions, with
an automatic holdout from salary and a moving of these holdout sav-
ings into tax-favored employee pension trust funds.

IV. HOLDING SAVINGS INTO TAX-FAVORED EMPLOYEE PENSION TRUST FUNDS

These tax-favored pension trust funds are professionally managed
by sophisticated investment managers and they only seek for their
entrusted funds “maximum yields”—of course, that is their job.

Those of us who have addressed ourselves to the current money
resources for home financing find some peculiarly anomalous creatures
in the pension trust fund investments. For example, numerous carpen-
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ter, ﬁ)lumbing, electrical, et cetera, union pension trust funds with their
employees livelihood geared to and independent upon the residential
construction industry, hold not one dollar in their investment portfolio
in federally guaranteed home loan mortgages.

This is where they ought to be putting their money. They, of course,
also are chasing “yield.” The better yiel% of glamour electronic stocks,
corporate bonds, tax-favored municipals, and so forth.

I beg your indulgence but for another graphic example, and it is so
important, so basic to our American system of life. We have found
that in a large majority of all States, some as tremendously important
as California, not one dime of the teacher pension trust funds—or for
that matter, any other State employee trust funds—not one dime of the
investment portfolios were held in federally insured home ownership.

It must, of course, be shocking to you as it was to us to find in a vast
majority of all of our teacher, professorial, professional, and trade
association’ tax-favored per ion trust funds—these are the teachers
and mentors, the very people who stand before our young people and
teach and exhort for our American way of life and who avow the fun-
damental foundations and sociological importance of a good family
home, and thus a solid family life-not one cent in their multimillion-
dollar trust funds, which, by the way, in some States grow at the rate
of several million dollars each year, not one cent for homeownership
loans in their portfolio.

Instead, they invest in the glamour stocks, the piece of the action
and participation of shopping centers and apartments loans, the tax-
preferred municipals—in fact we have actually found investments of
these tax-favored funds in Las Vegas motor hotel facilities. This makes
the returning veterans’ home loan mortgage by comparison a totally
unattractive package.

We have chastised these teacher pension trust funds. There must be
something more to yield than dollar yield, Mr, Chairman, and Senators
of this committee.

There has to be a humanistic yield, and this is what they talk about as
they visit with us in their classrooms, the humanistic yield has to have
some value. That is what the people playing the guitars are telling us
about, if I may by your leave, and we wish to have some human yield
as well as dollar yield.

Well, we have convinced many of these pension trust funds to move
over into Government-insured mortgage loans, but they point to us and
tell us that the very thing we are chastising them for is our own
veterans’ life insurance reserve trust fund not being made available.

I will conclude by saying that the only way the veteran competes
is by paying 5, 6 or 7 points for new housing and 9, 10 and 11 points
for ‘old housing. On a $20,000 home the veteran may pay anywhere
from $1,500 to $2,000 to get his 714-percent congressional ceiling loan
and here lies a double economic tragedy.

First, he pays $1,600 to $2,000 in points to get that $20,000 loan
while his life insurance reserve trust fund is being loaned out at 3.7
percent appmximawl{', and he is unable to borrow from his own life
msurance reserve while he goes out and pays 8 to 10 points.

But the second edge of that same sword which cuts him again and
the second tragedy is that I understand Treasury has taken a position
that the brokerage he pays of $1,600 to $2,000, which he pays to get the



76

loan rate interest up to a competitive yield is not considered interest for
tax purposes by the Treasury.

Of course, that is all it really is. The disallowance of considering
this interest further injures the veteran, whereby he is paying these
points at 715 percent, the 8 to 10 points over the historical life of the
note gives a yield of 12 to 14 percent, but this cannot be taken off his
taxes because this advance interest or brokerage or points is not con-
sidered as interest for tax deduction purposes.

I will conclude by saying that I am not unmindful of Treasury’s
contention that to put $1 billion a year of their notes back in, it is pre-
ferred by them to have this sheltered family inside loan, and to put
this back into veterans’ life insurance reserves to be loaned to veterans,
puts them out on the street to seek the replacement of that money.

That, it is asserted, contributes to our economic inflationary pres-
sures. It is true that the economic climate is cold and harsh in the open
money market. None of us can blame Treasury. I think they are doing
their job here this morning for not wanting to leave this comfortable
warm sheltered loan position inside the family and to go out in the cold
market climate to replace that money, but that is the very climate in
which the veteran is asked to seek his loan today.

The veteran does not. want to come to Congress and ask for a sub-
sidy. I believe that is a misappropriation of a name. The veteran is
not seeking a subsidy. The veteran does not want to come to Congress
and get a bill to finance on. The veteran just wants to stop subsidizing.

That puts it in the right framework, The veteran wants to stop
subsidizing me as a general citizen. He is not asking for subsidy. He
wants to do away with this. This answer to the Treasury’s view that
they would contribute to inflationary pressures we must remember that
by seeking this $1 billion in the open market, and by the veteran having
the open market for his $1 billion, we must not overlook that when
he funds his loan through national service life insurance funds, he
thus to the identically correlative amount of $1 billion moves out of
the money market, subject of course to the differential in interest the
Treasury would then have to pay, of course.

The dollar effect, the impact on the economy with the Treasury
going out and the veteran coming off the general market should be
(and these economists can sure prove me wrong with their technical
statements) about on balance and wash out.

We believe that all of us as a general citizenry, and by the way that
again includes the veteran, all of us as a general citizenry must share
this burden. We must not call upon this veteran who has already borne
the service of his country and again ask this veteran to subsidize the
general citizens with a preferred interest rate loan from his life in-
surance fund while he is unable to borrow these funds and pays ex-
orbitant rates on the open market.

Of course, in writing testimony you feel everything you have to
say is important, and it will be a part of your record. I do want to point
out that the housing industry, right after World War IT when
Congress gave a commitment for housing, we built 2 million homes in
one year. Today, after a quarter of a century of vastly improved
technological ability, of marvelously expeditious mechanical improve-
ments, a quarter century of improved industrial know-how, my
carpenters can mass volume produce, my people can do more volume



(a4

than they could ever do before with mechanical nailing guns and
tlll)el skill saw. We have doubled and perhaps tripled our production
ability.

Yet our industry finds itself this year, after 25 years of technological
improvement growth, and remember we produced 2 million houses a
year after World War II, a quarter of a century ago, we find our-.
selves today producing between 1 million and 1,200,000 homes and
thus from a population of 130 million when we showed the capacity
to build 2 million homes, we have now moved to a 200 million popu-
lation and will deliver less than 114 million homes this year.

This comes at & time when Congress has directed our industry to the
need for 26 million homes over the next decade. Thus, genctlemen, we
are building into our already multifaceted burgeoning crisis in the
city, we are building in an additional problem of a construction deficit
of 115 million homes per year.

Gentlemen, we must have your commitment to inner space. We have
had your commitment in all other directions, incredible accomplish-
ments have been made. You gentlemen have seen what such a commit-
ment can do for us in almost infinite and limitless accomplishments in
outer space. While perhaps not quite as glamorous an impact, perhaps
not as glamorous a short-range picture, an equal commitment to inner
space must be made by you gentlemen and fulfilled.

I can find no valid reason for denying to veterans the access to
their own life insurance savings for home loan mortagages. It appears
perfectly appropriate and timely that the life insurance savings gen-,~
erated by these veterans be made available to the veterans in need of
home mortgage funds.

Again, Mr. Chairman, members of this committee, permit me to ex-
tend to you and your committee colleagues in the Senate as well as
the House through Hon. Olin Teague, of Texas, who is sponsoring
parallel legislation in the House, the commendations of the veterans
in our community and yours as well as our housing industry, the Texas
State Board of Directors and the Dallas State Board of Directors
for your consideration and for your invitation to appear before this
committee on this necessary legislation.

(The prepared statement of Mr. Pollman follows:)

TESTIMONY TO THE COMMITTEE ON FINANCE, SUBCOMMITTEE ON VETERANS LEGIS-
LATION, U.S. SENATE, HEARINGS ON S. 3008—By HaAgroLd A. PoLLMAN, BUILDER,
DALLAS, TEX., REPRESENTING TEXA8 STATE & DALrAs Home BUILDERS AS880-
CIATIONS

Hon. Senator Talmadge, chairipan, and gentlemen of the committee, my name
is Harold Poliman, I am a builder in Dallas, Texas. I appear before this Com-
mittee at the invitation of your chairman, Senator Talmadge, and our senior
Senator from Texas, the Honorable Ralph Yarborough, the sponsor of this legis-
lation today coming under your pervue and study.

My official capacity in testifying to this committee is that of a Texas State
Board Director and Dallas Director of the Home Builders Association.

Please permit me a valuable moment of this morning’s time to bear to you
greetings from both the Texas State Board of Directors and the Dallas Board of
the Home Builders Association and also to state to you that both boards have
asked me to express to you their commendation for your knowledgeable awareness
of the economic plight of the returning veteran seveking a home in which to
establish himself and his family upon his completion of military service.

I am aware, both by the presence at this hearing before you today of numerous
experts in the field of finance and economics, as well as by submitted transcripts
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for the committee's study, that a very substantial amount of studied economic
and technical data will be provided for your consideration in this matter.

A most capable understanding of this matter from the viewpoint of home
builders throughout the nation will be provided by Mr. Larry Blackmon a past
national president of the National Home Builders Association who is accom-
panied by various staff economists of that association. These gentlemen are most
learned in statistics and studies germane to the questions involved in this legis-
lation. I also note with interest the testimony of most knowledgeable economists
as well as the general counsel for the Treasury, the president of the National
Mortgage Bankers Association, officials of the Veterans Administration, officers
of the National Association of Real Estate Boards and many other highly quali-
fled and competent witnesses, With the availability to you of this necessary and
properly highly informative type of testimony I can only believe that T have
been requested to appear here today to testify to you on a more “grass roots
sense of feeling” concerning this proposed legislation.

My company in Dallas is a medium volume tract builder in the price range of
a low of $19,900 to our top home at $42,500. We build between 135 and 200 homes
per year. Our annual dollar volume is between 4145 million and 6 million dollars.
These homes are financed approximately 95% of our total annual volume by
FHA and VA guaranteed loans and of that percentage 709 of our homes are
sold to veterans.

You are of course aware that the legislation we have under study here today
concerns itself with approximately 6 billion dollars of national service life insur-
ance reserves. These reserves have been generated by the veteran's payment of
his life insurance premiums.

As you know these funds are currently loaned to the Treasury on an “inside
the family” type loan at a yleld to the national service life insurance fund of
approximately 3.77%.

The veterans home loan program has an eligibility of 1014 million veterans.
Soon, hopefully, many more young men will be returning from service in
Viet Nam. These men will be returning to their community seeking to make a
home for themselves and their families.

While Congress has acted appropriately (and I cannot use the word magnani-
mously as these are the men who have served their nation) in providing the
necessary legislative vehicle to provide housing for the veteran, the veteran has
returned home to find that the congressionally established vehicle for home
ownership is totally immobilized due to a complete lack of economic fuel.

The entire climate of money availability has changed since many of us returned
from service after World War II. At that time we found awaiting us very sub-
stantial funds in savings and loans and life insurance companies. These funds
were accumulated through substantial war time earnings and with very little
real goods of value to purchase and thus dissipate these savings, Thus the
returning veterans found substantial savings in savings and loans anxious to be
invested in government insured GI home mortgages. The insurance companies
were anxious to place large insurance reserves in government guaranteed real
estate home mortgage loans. Thus under prior economic conditions the returning
veteran with no economic wherewithall to make a down payment on a home and
economically disadvantaged by his time in military service, found that Congress
had provided legislation for a readily acceptable and marketadle government
insured home loan,

This economic climate resulted in $72 billion of loans to 7 million veterans. By
the way, I am informed that the loss rates on these veteran mortgage loans has
been less than conventional lending programs,
thoday’s returning veteran finds a totally different home loan climate awaiting

m. .
1. THE INSURANCE COMPANIES

Almost all major insurance companies in the country have abandoned the
financing of the single family G.I. homes. Today’s money managers for our in-
surance companies have chased “yield” (for inflationary protection) into the
highly questionable practice but for, at least this time, highly remunerative yleld
of apartment, shopping center, and commercial loans premised upon various
formulas of :

(a) Participation actually in the venture with project developer, or

(b) Of gross or net rental yields “A piece of the action”.
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There is, of course, no logical way that the individual home owner veteran can
compete in the mortgage money market for this type of insurance company
money against that formula of yield attraction.

II. THE PUBLIC MORTGAGE MONEY MARKET

(a) The historically unparalled corporate expansion in the last decade has
engendered the corporate debtor who can pay 10 and 12 percent interest, which
when adjusted for 52 percent tax rates and 7 percent investment credit nets an
effective cost to the corporate borrower of 4 to 6 percent for his 10 to 12 percent
rate commitment. Again this makes the 7% percent veteran loan unattractive to
the investor.

(b) Unparalled municipal, State, and school distriot cxpansion carrying tax
favored exemptions and being issued at 4%, 5% and 6%, giving investors an ef-
fective yield or double these rates, again significantly undercut the funds once
called upon for home ownership. )

III. PENSION TRUST FUNDS

The character of saving the last 20 years, certainly until the last decade, was
primarily individual in nature. Each individual held his own passbook savings
account., He provided the bulk of his personal savings for his old age, his retire-
ment, or an emergency sickness, reserved in his savings and loan account. These
savings were invested by savings and loans almost totally (by virtue of the very
premise of their charter) in home loan mortgages. However, today by far the
very substantial majority of our savings from individual earnings take the route
of : Payroll deductions, with an automatic holdout from salary and a moving of
these holdout savings into tax favored employee pension trust funds. These tax
favored pension trust funds are professionally managed by sophisticated invest-
ment managers and they only seek for their entrusted funds “maximum yields”—
of course, that is their job.

Those of us who have addressed ourselves to the current money resources for
home financing find some peculiarly anomalous creatures in the pension trust fund
investments. For example, numerous carpenter, plumbing, electrical, ete. union
pension trust funds with their employees livelihood geared to and dependent
upon the residential construction industry, hold not one dollar in their invest-
ment portfolio in federally guaranteed home loan mortgages. They, of course,
also are chasing “yield”. The better “yield” of glamour electronic stocks, corpo-
rate bonds, tax favored municipals, etc.

I beg your indulgence but for another graphic example. We have found that in
n large majority of all states, some as tremendously important as California, not
one dime of the teacher pension trust funds—or for that matter, any other State
employee trust funds—not one dime of the investment portfolios were held in
federally insured home ownership. It must, of course, be shocking to you as it
was to us to find in a vast majority of all of our teacher, professorial, profes-
sional, and trade association tax favored pension trust funds these are the
teachers and mentors, the very people who stand before our young people and
teach and exhort for our American way of life and who avow the fundamental
foundations and sociological importance of a good family home, and thus a solid
family life, find not one cent in their multi-million dollar trust funds—which by
the way, in some States grow at the rate of several million dollars each year—
not one cent for home ownership loans in their portfolio. The glamour stocks.
the plece of the action and participation of shopping centers and apartments
loans, the tax preferred municipals in fact we have actually found investments
of these tax favored funds in Las Vegas Motor Hotel facilities. This makes the
rett;‘rnlng veterans’ home loan mortgage by comparison a totally unattractive
package.

Thus the vehicle of your congressional legislation permitting home ownership
can only be funded by the veteran stacking up exorbitant points of brokerage.
High enough to make his interest rate, set by congress, attractive. Thus the
veteran competes in the money market place with points as high as 5, 6, or 7
on new housing and 9, 19, and 11 points on existing housing.

On a $20 thousand home the veteran may pay anywhere from $1500-$2000 to
get his 714 percent loan.

Hereln lies & double economic tragedy when:

1. Firstly the veteran returns from service and finds himself in the market
place competing with an undesirable loan at 7% percent and paying 8 to 10
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potnts—--S1G00- 22000 on his 20,000 home, while his veteran’s insurance fund has
$6 to #x billion of his recerve insurance funds loaned out to the general eitizenry
through Treasury at approximately 3.77 percent. Unable to borrow from his own
life insurance reserves, the S to 10 points of brokerage he pays, when added to
the 714 percent stated rate, yields—-depending upon the true historical life of
thix mortgage— i approximately 814 to 10 years) yields 129 to 149, Certainly
thix is a0 grave disadvautage to him when his insurance reserves are being loaned
out at 3.77 percent.

I1. Secondly to compound the veterans injury, I understand that Treasury
has taken a poxition that the brokerage points of $1.600-$2,000 which the
veteran pays to get the loan interest rate up to a competitive yield is not con-
sidered interest for tax purposes. Of course that is all it really is. This dis-
allowanee of considering thix an interest further injures the veteran whereby
it we recited his true cost for financing at 12 to 14 percent this would properly
reflect his interest cost in his computation for taxes.

We are not anmindful of the necessity for restrictive fiscal and mounetary
policies to curb the ultimate calamity of unbridled inflation. Certainly the
housing industry, standing virtually alone. as it now doexs, in the application of
economic restraint ix most aware of this unpalatable but necessary medicine
for our economie health.

I am not unmindful of Treasury’s contention that to call 1 billion dollars
ol their note per year out of their 3.77 percent ‘sheltered family loan” puts
them out on the street to seek the replacement of that money. This, it is
asserted, can contribute lo our economic inflationary pressures. It is true that
the economic climate is cold and harsh in the open money market. None of us
could blame the freasury from not wanting to leave their comfortable, warm,
and shelfered loau position “inside the family” and go out in the cold market
clinutte to replace that money. But that is the very climate in which the veteran
is asked to seek his loan today. In answer to Treasury's view that they would
contribute to inflationary pressures by seeking this $1 billion a year in the
apen nuirket, woe must not overlook the fact that when the veteran funds his
loan through the ¥1 billion dolars returned to his National Service Life Insur-
ance Fund, he thus, to the identically correlative amount of $1 billion removes
hix demand of that billion dollars of mortgage funds from the money market.
Thus it really becomes a question of who gets out into today’s harsh money
elimate to the extent of §1 billion a year, the Treasury or the veteran.

The dollar effect on the economy should be the same save and except the
interest rate differential which Treasury would have to pay to the open market
rather than the sheltered loan they hold. We believe that all of us as general
citizens, and vy the way the veteran included, must share this burden. We must
not calt upon this veteran, which has already borne service to his country to again
ask this veteran to subsdize the general citizenry with a preferred interest
riate loan from his life insurance funds—-while he is unable to borrow these
funds and pays exhorbitant rates at a non-competitive disadvantage in the
opel market place.

In conclusion. please permit me to state that shortly after world war II
when inore than 10 million men returned to their homes they found awaiting
them your congressional commitment and their nation’s commitment to house
thie returning veterans,

The housing industry was capable of fulfilling this commitment. Shortly after
waorkl war IT our housing industry was providing 2 million homes per year.

Today after a quarter century of vastly improved technological ability, of
urrvelously expeditions mechanical improvement and a quarter of a eentury
af improved industry know-how for velume production, in which we have
donbled anad perhaps tripled our production ability, our industry finds itself
this year bavely providing between a million and a million two hundred thousand
homes,

Thus from a population of 130 million when we showed the capacity to build
2 million homes we have moved to a 200 million population and will deliver less
tlain a million and a quarter homes. This comex at a time when Congress has
directed our industry to the need for 26 million homes over the next decade. Thus
we arce building into our already multi-fanceted burgeoning crises the additional
problemm of & construction deficit of approximately a mnillion and a half homes
per yoear.

I can assare you that it is only the fiscal and monetary restraint on our
industry, which completely shuts us down and then attempts to start us up

vy
e
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when it is cconomically expeditious to do so, which has created the critical hous-
ing ~shortage throughout the nation today and spells out impending new multi-
taceted sociological problems for tomorrow.,

Gentlemen, we must make a commitment to inner space as well. Inner space is
living spuce, You gentlemen have seen what such a commitment can do for us
in almost intinite and Hmitless accomplishments in outer-space. While perhaps
not as gltamorous a short range impact, an equal commitment to inner space must

e made and fulfilled.

The pending legislation before you is just one small stepping stone along this
important journey to the accomplishment of better housing for all Americans. It
does not purport to solve but a small part of the problem of housing Americans.

I can find no valid reason for denying to veterans the access to their life insur-
ance savings for home loan mortgages. It appears perfectly appropriate and
timely that the life insurance savings generated by veterans be made available by
veterans in need of home mortgage funds.

Again, Mr. Chairman, permit me to extend to you and your committee col-
leagues and the Senate, as well as the House through honorable Olin Teague of
Texas who is sponsoring the parallel legislation, the commendations of the
veterans in our community and yours; as well as our housing industry for your
consideration of this valued and necessary legislation,

Senator Taraance. Thank you very much, Mr. Pollman, for a very

y y 3 ;
compelling statement.

Senator Jordan ?

Senator Jorbon. Thank you, Mr. Pollman. Your statement is both
cloquent and persuasive. I want to assure you that I think all the mem-
bers of this subcommittee are veterans and we share your concern. We
want to do something about it in any way we can.

Mr. Poriman. Thank you, sir.

Senator TaLmange. Thank you very much.

The next witness is Mr. Graham T. Northup, Mortgage Bankers
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Association, who is accompanied by Mr. John M. Wetmore.

Mr. Northup, if you desire you may insert your statement in full and

summarize it as briefly as you can.

STATEMENT OF GRAHAM T. NORTHUP, SENIOR DIRECTOR, THE
MORTGAGE BANKERS ASSOCIATION OF AMERICA; ACCOMPANIED
BY JOHN W. WETMORE, DIRECTOR OF THE RESEARCH DIVISION
OF THE MORTGAGE BANKERS ASSOCIATION OF AMERICA

Mr. Norrnue., Thank you, Mr. Chairman and Senator Jordan.

[ hear the bells ringing and T will enter my full statement for the
record if you please.

Senator Tararavce. Without objection, your full statement will be
put into the record.

Mr. Norrnve, Thank you,

My name is Graham Northup, and I am accompanied by Mr. John M,
Wetmore, director of our research division. We appreciate the oppor-
tunity to express our views on S. 3008,

The reasons for our support of this legislation have basically been
announced by others here this morning and 1 will brief over, in fact
I will simi)l y skip over the first four pages of our statement.

T would like, however, to comment on a few suggested amendments
1f I might which we feel would be helpful with thisbill.

On page 3 of the bill we recommend striking the language com-
mencing on line 12 and ending on line 13 which reads: . . . nor less than
96 percent on a par for any Foan purchased under this subsection.”

37463 0-—70- -7
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Either this is to be a program designed to operate at market rates
of interest as suggested by keying the price to the FNMA auction
prices, or it is not. The 96 percent of par minimum price would make
the program a below market interest rate program by current market
comparisons.

For example, FNMA’s auction price for 180-day commitments in
the period ending November 10 was $93.03. If this minimum price
provision is retained, there will be a stampede for funds each time
any are made available,

Under such circumstances in the past what has happened is that -
large tract builders have gobbled up available commitments thus
making an equitable distribution of funds difficult to impossible.

Furthermore this makes a mockery of the concept that these loans
would be delivered to the VA only if it were not possible to sell them
to a private investor at an equal or better price.

It seems quite appropriate to suggest, as S. 3008 does, that an effort
be made to direct these funds to areas where discounts are deeper than
normal. The FNMA auction prices represent a national norm at any
given time. To establish a minimum price of 96—when normal dis-
counts are deeper—and then ask program administrators to channel
funds to areas where discount levels are in excess of those reflected
in the FNMA auction, is to present the administrators with an impos-
sible task. We believe the program could operate far better if you
delete this language on page 3.

We subscribe wholeheartedly to the provision of section 1828(b)—
contained on page 4, lines 11 and 12—limiting the amount of funds
which can be transferred in any one year. Reported opposition of the
Treasury to this bill is not without some basis.

Inflation is our No. 1 domestic problem and the provision of these
funds from the NSLI Reserve Fund at the expense of our efforts to
control inflation would not be a benefit to the mortgage market.

Nevertheless, we believe the gradual transfer of these funds, properly
coordinated with the Treasury, can be accomplished to the benefit of
prospective home buyers and without an adverse effect to our fight
against inflation.

May I make one additional comment in light of the previous testi-
mony you have heard this morning.

First, let me say that the Mortgage Bankers Association has stood
shoulder to shoulder with both the Treasury Department and the Fed-
eral Reserve in the fight against inflation, but even when inflation is
controlled, urban problems of great magnitucde will still be with us.

We believe it is entirely proper to begin now to develop the neces-
sary mechanisms to attack these problems.

ne of our principal concerns is that the patterns of thrift in savings
institutions have been changing, as the previous speaker noted even
before this inflationary spiral.

In our research we have begun making projections of mortgage
money supply and demand for the decade of the 1970’s. The nature of
the demographic factors lead us to conclude that the potential growth
in savings of individuals, the source of funds for the traditional thrift
institutions, will fall far short of potential growth in demand for
funds for mortgage credit and other types of credit.
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If the housing and real estate financing industries are to obtain the
needed funds, they must be able to tap that portion of the pool of
funds outside of the traditional thrift and home financing institutions.

Pensions and trust funds have been the fastest growing sector in the
thrift and savings industry, but they have invested only a minute
percentage of their assets in mortgages. Thus, our industry and the
Conl%ress have been seeking ways to attract these funds to the mortgage
market.

S. 3008 would represent only a small but a significant step forword.
Let me assure you that the $5 billion spread over 5 years is not going
to solve the mortgage market problem. It would not be a subsidy to
the mortgage market or to the veteran.

It would represent a worthwhile experiment with the investing of
Government trust funds in mortgages, and T'reasury’s opposition to
this type of an experiment we consider to be most unfortunate.

I would also note that Congress last year endorsed a new effort to
tap pension funds when it authorized what we call the GNMA mort-
gage-backed security. Treasury opposed this jyrogram, so that the issu-
ance of regulations was delayed a year, and the first issue of these
securities has yet to be made.

Furthermore, the regulations which have been issued cover only
one of the concepts authorized in that legislation, for a modified pass-
through security instead of the true bond type security which was
contemplated in the legislation.

We are beginning to wonder under these circumstances if Treasury
really recognizes the real importance of these first steps toward the
development of means for obtaining an adequate flow of mortgage
money during the decade of the 19?0’5.

I might add additionally that everybody is willing to criticize this
industry all the time for our failure to move ahead and do things
which need to be done, to develop the potential for private sector
response to the Nation’s needs, and it gets a hit discouraging when we
try to take some forward steps, looking ahead to the next decade,
and find ourselves consistently blocked by this type of opposition.

What is proposed here in this legislation is really as lpsay only a
small step forward in an experimental way. Should it fail after-a gew
years, the Congress has the perfect right and authority to repeal this
concept, but it would be a worthwhile experiment and we think it
should be endorsed.

Subsection (c) of the proposed section 1828, authorizes the purchase
of direct loans from the direct loan revolving fund. The Mortgage
Bankers Association does not favor this provision,

I will leave for the record the full statement as to why.

We recommend that you consider some suggestions for changin
two of the administrative procedures which are proposed in the bill.

First, we believe it would be more economic and the program
would become operative faster if the Veterans' Administration were
authorized to utilize the facilities of the Government National Mort-
gage Association which would probably contract with the Federal
National Mortgage Association, for the actual purchases of the mort-
gages. This is an existing setup which is capable of handling this
kind of operation and would avoid any duplication within the Veter-
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ans’ Administration and maintain the lowest cost possible for adminis-
istration of the program.

Scecondly, subsection (g) authorizes the Veterans' Administration to
pay servicing fees to the mortgagees from whom it purchases mort-
gages ‘... provided that the servicing fee payable pursuant to any
such contract shall not exceed the Administrator’s estimate of the cost
of the direct servicing of such loans by agency employees.”

We strongly urge that this provision be amended to authorize the
payment of a servicing fee equal to that paid for servicing by the Fed-
eral National Mortgage Association and further that the servicing
contract enteved into by the Administrator and the loan servicer be
comparable to the service agreement utilized by the Federal National
Mortgage Association insofar as possible.

Although we do not know what the Administrator would estimate
the cost of direct servicing to be, we do know that if it is inadequate
to meet the industry’s needs it will make it difficult to achieve this
bill’s objectives.

We have discussed the question of VA’s servicing expenses with the
agency on a number of occasions over the years. V\ge have the impres-
sion that it is difficult for them to be precise about these costs because
so many of their employees are used interchangeably for servicing and
other mortgage functions. Although such a use of manpower may be
laudable from the point of view of agency administration, it poses
very difficult cost accounting problems.

ven assuming that such costs could be accurately determined, we
should examine the relevancy of a Government agency’s expenses to
the function of a servicing fee to a private lender. éuite obviously, the
private lender hopes to make a profit out of the loan. For the mortgage
banker, that profit must come over a period of years from the servic-

ing fee.

%‘igures compiled by MBA’s Research Department show that dur-
ing 1967 most mortgage bankers had a net loss on loan origination,
and for all firms, this net loss on loan originations on single-family
home mortgages averaged $80 per loan. This is the lowest loss figure
for any of the last 3 years.

Fortunately, in the early years of most new loans, the servicing fees
exceed the servicing costs. The balance is then applied first against
the origination loss and ultimately to profit. The firms with origina-
tion losses, report that it takes an average of 4.6 years to recover those
losses out of the average net income from servicing of all loans.

Recovery of the origination loss will occur only 1f the servicing fee
is adequate. Therefore, we urge that you permit the Veterans’ Admin-
istrator sufticient flexibility to establish servicing fees to meet industry
necds. We have suggested that they be the same as FNM.A’s because
those fees veflect the industry experience in servicing Governnient in-
sured and guaranteed loans,

Section 2 of S. 3008 would amend section 1811(c¢) of title 38, United
States Code, to recognize that when mortgage funds are available only
at a discount that this is not, per se, an indication of credit shortage. It
would clarify a legal technicality which resulted 2 years ago in
VA's abandoning a reasonable policy for the determination of credit
lshort.ngo areas and has resultedl in the making of unnecessary direct
oans.
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So long as Government guaranteed loans are subject to any form
of interest rate ceiling, there can be no avoidance of discounts when
this ceiling is held below the going yield in the market. This has
consistently been the case sinee the early 1950's.

Under the existing language of section 1800(c¢), the Veterans’
Administration must, however, find a shortage to exist whenever a
discount is present. Section 2 of S. 3008 will clarify the existing law.
We urge its enactment.

Again, let me express our appreciation for the opportunity of work-
ing with you toward improvements in the veterans home loan guaran-

tee progranm.
(The complete statement of Mr. Northup follows:)

TESTIMONY OF GRAIIAM T NORTHRUP, SENIOR DIRECTOR, THE MORTGAGE BANKERS
ASSOCIATION OF AMERICA, BErore THE SENATE COMMITTEE 0ONX FINANCE oON

S. 3008

Mr. Chairman, my name is Graham Northrup. I am a Senior Director of the
Mortgage Bankers Association of America. With me this morning is Mr. John
M. Wetmore, Director of our Rescarch Division. We apprecinte the opportu-
nity to express our views on 8. 3008,

The Mortgage Bankers Association of America consists of more than two
thousand members, These include:

(a) Mortgage Bankers who engage directly in the origination, financing, sell-
ing, and servicing of real cstate mortgage loans for others;

(b) Investing institutions that acquire mortgage loans from mortgage bank-
ers, including life insurance companies, commercial banks, mutual savings
banks, saving ' and loan associntions, fire and caxualty insurance eompanies, in-
vestment funds, pension funds, and similar intitutions; and

(e) Abstract and title companies, attorneys, accountants, consultants, and
brokers providing services to mortgage bankers or investors,

Our members lending stetivities cover the broad spectrum of real estate finance.
Originally founded in 1914 as the Farm Mortgage Brokers Association, we are
still very mueh active in farm and ranch lending. However, a much larger per-
centage of our total activity is today devoted to the financing of homes, apart-
ments, stores, factories, and other real estate improvements of our urban
culture.

Mortgage Bankers are the largest originators and servicers of Veterans Ad-
ministration guaranteed home loans. Of the more than $72 hillion of mortgages
currently serviced by mortgage bankers, 25 per cent are guaranteed by the
Veterans Administration. Stated another way—more VA-guaranteed mortgages,
outstanding are serviced by mortgage hanker members than all other lenders
put together.

S. 3008 would nuthorize the Veterans Administration to transfer up to $3
hilllon from the Nationat Service Life Tnsurance Fund to a newly created NSLI
Investment Fund, which funds would then he used for the purchase of VA
guaranteed or direct home loans with principal balances up to $30,000. The
Mortgage Bankers Association supports this legislation, subjeet to some minor.
but hinportant, conditions which we will mention later.

he concept of purchasing mortgages for the investinent portfolio of a govern-
ment trust fund stimulated some debate within our Association. In the final
analysis, we conelnded that it was perfectly proper to grant this authority to
the administrators of the NSLI Fund. Private life insuranee companies have
even greater flexibility in their choice of investments, They regularly exercise
these choices for the benefit of their polieyholders. Veterans who clect to save
through the continuation of their National Service Life Insurance are entitled
to returns on these savings comparable to thosxe which they could obtain else-
where,

We understand that the National Service Life Insurance Fund presently in-
vests primarily in long-term Treasury obligations, These, as you know, are
limited to a maximum interest rate of 414 per cent. Presently, the TS, Treasury
is unable to horrow funds at this low rate in the open market, It appears, then,
that the existing limitations on the investment powers of the NSL1 Fund resnlt
in a subsidy for the Treasury. In effeet, veterans and the prospective heneficiaries
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of other government trust funds, have been called upon to sacrifice the future
worth of their savings to support the false notion that somehow a ceiling on
Treasury borrowing rates will keep down the cost of borrowing. We do not believe
this is proper and so favor the broadened investment powers for the fund ad-
ministrators which S. 3008 would grant.

Additionally, it seems perfectly appropriate that savings generated by veterans
be available for veterans in need of home mortgage funds. These funds can
be usefully and safety employed in the mortgage market. Despite the fact that
FHA and VA rates have been raised to 7% per cent, ylelds on these mortgages
have not been as attractive to private market investors as they once were. Over
the past few years, they have generally been below those obtainable on other
investments. Increases in the maximum permissible rate have customarily been
made only after conditions became critical and discounts excessive. Private
investors, particularly insurance companties, exercising their freedom of invest-
ment cholice, have turned increasingly to other more attractive investments.
The result is that today there are considerably fewer investment outlets for
FHA and VA home mortgages.

Having expressed our support for the principle involved in 8. 3008, we turn
to comments on a few particulars.

On page 3, we recommend striking the language commencing on line 12 and
ending on line 13 which reads “nor less than 96 per centum of par for any loan
purchased under this subsection.”

Either this is to be a program designed to operate at market rates of interest,
as suggested by keying the price to the FNMA auction prices, or it is not. The
96 per centum of par minimum price would make the program a below market
interest rate program by current price comparison. For example, FNMA’s auc-
tion price for 180 day commitments for the period ending November 10 was
93.03. If this minimum price proviso is retained, there will be a stampede for
funds each time some are made available. Under such eircumstances in the past,
what has happened is that the largest tract builders have gobbled up available
commitments thus making an equitable distribution of funds difficult to im-
possible. Furthermore, this makes a mockery of the concept that these loans
would be delivered to the VA only if it were not possible to sell them to a private
investor at an equal or better price.

It seems quite appropriate to suggest, as S. 3008 does, that an effort be made
to direct these funds to areas where discounts are deeper than normal. The
FNMA auction prices represent a national norm at any given time. To establish
a minimum price of 96—when normal discounts are deeper—and then ask pro-
gram administrators to channel funds to areas where discount levels are in ex-
cess of those reflected in the FNMA auction, is to present the administrators
with an impossible task. We believe the program could operate far better if you
delete this language on page 3.

We subscribe wholeheartedly to the provision of Section 1828(b) (contained on
page 4, lines 11 and 12) limiting the amount of funds which can be transferred
in any one year. Reported opposition of the Treasury to this bill is not without
some basis. Inflation is our number one domestic problem and the provision of
these funds from the NSLI Reserve Fund at the expense of our efforts to con-
trol inflation would not be a benefit to the mortgage market. Nevertheless, we
believe the gradual transfer of these funds, properly coordinated with the
Treasury, can be accomplished to the benefit of prospective home buyers and
without an adverse effect to our fight against inflation.

Subsection (¢) of the proposed Section 1828, authorizes the purchase of direct
loans from the direct loan revolving fund. The Mortgage Bankers Association
does not favor this provision. We have long felt that there is little or no need
for the direct loan program. Direct loans are supposed to be made only when
mortgage funds are clearly not available from private sources. Administrative
procedures have been established to ascertain the availability of private credit,
but local officlals not sympathetic to the spirit of the legislation can and do
abuse the procedures. The result is that direct loans are too often made on
properties which private lenders would like to finance.

We recommend your consideration of the following suggestions for changing
two of the administrative procedures which are proposed in S. 3008. First, we
believe it would be more economical and the program would become operative
faster if the Veterans Administration were authorized to utilize the facilities
of the Government National Mortgage Association which would probably con-
tract with the Federal National Mortgage Association, for the actual purchase
of the mortgages. FNMA has been carrying on this type of function for many

. ',"‘
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years, and during the past year, as a privately owned corporation, has per-
formed these operations on a contract arrangement for GNMA., (We are not
suggesting that the new NSLI Investment Fund purchase exlisting mortgages
from the FNMA portofolio, but that the Veterans Administrator be authorized
to contract with FNMA through GNMA to execute the commitment and purchase
functions proposed in S. 3008.) FNMA is adequately staffed wtih experienced
personnel. As a privately owned corporation, free of federal budget constraints,
FNMA can add additional staff as needed. The Veterans Administration, on
the other hand, is already understaffed in the Loan Guaranty Division. There
has been a large increase in the volume of activity under the loan guaranty pro-
gram as a result of the Cold War Veterans Act. There has not been a com-
mensurate increase in the employees of the Loan Guaranty Division. According
to reports we receive, processing time for loan applications is lengthening.

If S. 3008 is enacted in its present form, the Loan Guaranty Division will have
to do the following: develop procedures for issuing commitments, develop forms,
train employees who are already overloaded, and do all the other things inci-
dental to the initiation of a new program. We believe it will be more economical
and will expedite the opertaion if VA can contract with GNMA and FNMA to
perform loan purchases.

Secondly, subsection (g) authorizes the Veterans Administration to pay servic-
ing fees to the mortgagees from whom it purchases mortgages “* * * provided
that the servicing fee payable pursuant to any such contract shall not exceed
the Administrator's estimate of the cost of the direct servicing of such loans
by agency employees.” We strongly urge that this provision be amended to
authorize the payment of a servicing fee equal to that paid for servicing by the
Federal National Mortgage Association and further that the servicing contract
entered into by the Administrator and the loan servicer be comparable to the
service agreement utilized by the Federal National Mortgage Association insofar
as possible.

Although we do not know what the Administrator would estimate the cost
of direct servicing to be, we do know that if it is inadequate to meet the in-
dustry’s needs it will make it difficult to achieve this bill's objectives. We have
discussed the question of VA's servicing expenses with the agency on a number
of occasions over the years, We have the impression that it is difficult for them
to be precise about these costs because so many of their employees are used
interchangeably for servicing and other mortgage functions. Although such a
use of manpower may be laudable from the point-of-view of agency administra-
tion, it poses very difficult cost nccounting problems.

Even assuming that such costs could be accurately determined, we should
examine the relevancy of a government agency's expenses to the function of a
servicing fee to a private lender. Quite obviously, the private lender hopes to
make a profit out of the loan. For the mortgage banker, that profit must come
over a period of years from the servicing fee. Figures compiled by MBA’s Re-
search Department show that during 10687 most mortgage bankers had a net
loss on loan origination, and for all firms, this net loss on loan originations on
single-family home mortgages averaged $80 per loan. This is the lowest loss figure
for any of the last three years.

Fortunately, in the early year of most new loans, the servicing fees exceed
the servicing costs. The balance is then applied first against the origination loss
and ultimately to profit. The firms with origination losses, report that it takes
an average of 4.6 years to recover those losses out of the average net income
from servicing of all loans. Recovery of the origination loss will occur only if
the servicing fee is adequate. Therefore, we urge that you permit the Veterans’
Administrator sufficient flexlbility to establish servicing fees to meet industry
needs. We have suggested that they be the same as FNMA's because those fees
reflect the industry experience in servicing government insured and guaranteed
loans.

Section 2 of S. 3008 would amend Section 1811(c) of Title 38 U.S.C. to recog-
nize that when mortgage funds are available only at a discount that this is not,
per se, an indication of credit shortage. It would eclarify a legal technicality
which resulted two years ago in VA's abandoning a reasonable pclicy for the
determination of credit shortage areas and has resulted in the making of un-
necessary direct loans,

So long as government guaranteed loans are subject to any form of interest
rate celling, there can be no avoldance of discounts when this cetling is held
below the going yield in the market. This has consistently been the case since
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the early 1950’s. Under the existing language of Section 1811(¢), the Veterans
Administration must, however, find a shortage to exist whenever a discount is
present. Section 2 of 8, 3008 will clarify the existing law., We urge its ennetment,

Again, let me express our appreciation for the opportunity of working with
you toward improvements in the Veterans Home Loan Guaranty Program.

Senator Tararapar. Mr. Northup, I think you have made a real
contribution for the committee’s consideration of this bill. Thank you,

Senator Jordan?

Senator Jorpan. T have no questions.

Senator Taryance. Thank you very much.

Mvr. Norrure. Thank you.

Senator Taryaner. The next witness is Mr. Franeis 1. Stover, di-
rector of the National Legislative Service, Veterans of Foreign Wanrs
of the United States. ]

Mr. Stover, you may insert your statement in full in the record

. ., o 8

and summarize it as you see fit, sir.

STATEMENT OF FRANCIS W. STOVER, DIRECTOR, NATIONAL LEGIS.
LATIVE SERVICE, VETERANS OF FOREIGN WARS OF THE UNITED
STATES; ACCOMPANIED BY NORMAN D. JONES, DIRECTOR OF
THE NATIONAL REHABILITATION SERVICE SECTION OF THE
VETERANS OF FOREIGN WARS OF THE UNITED STATES

Mr. Stover. With me to my right is Mr. Norman D. Jones, who is
the director of our National Rehabilitation Service.

Mr. Chairman, 1 realize the hour is late and T am going to summarize
my statement by stating to the committee as follows:

The position that we have in support of S, 3008 was determined by
the delegates to our recently concluded national convention in Phila-
delphia last Angust. These delegates represented more than 1.5 million
members. The proposal in S. 3008 was one of the problems brought
to the attention of the delegates with which they spent a considerable
amount of time.

I think it is accurate to say that the membership of the VFW is
deeply concerned with the lack of veteran housing as provided under
the GI bill in 1966 and previous GT bills.

T think our delegation members are especially concerned with the
fact that there is no or little housing for the low and moderate income
veteran. In other words, T am talking about the younger veteran who
cannot buy a high-priced home.

The lack of GI housing was also restudied and reconsidered at a
meeting of our National Legislative (‘fonunittee here in Washington
on September 28 and 29, and immediate priority action was recom-
mended. This bill, which represents part of our position on this very
complex subject, is a very reasonable solution to a very critical
problem.

I make three points in support of the bill. It will pump more money
into the GI home loan market, miake more loans avaitable for GUs to
buy honies, and it will help the construction and building industry.
Most appropriate as far as the VFW is concerned. this NSLI trust
fund is a totally owned veterans fund.

Why not then nse veterans insurance preminm payments from World
War II and some Korean veterans to help provide a benefit for our
comrades in later wars—-the Vietnam era conflict and the cold war.
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That, Mr. Chairman, just about summarizes my statement in addi-
tion to what I have in my prepared statement.

Mr. Jones, would you eare to make any comments?

Mr. Jones, 1 might make one or two, Mr. Chairman.

I am very sympathetic to the position of the spokesman for the
Treasury Department on the burden of financing the $5 billion seginent.
of the Federal debt. They must finance it in the money market.

There is no reason to impose on a small segment of our population,
particularly veterans who have served their country the special burden
of finaneing this particular $5 hillion segment.

Of course, this would have a favorable impact in the veterans housing
field, but there is another reason T would like to mention briefly but 1
do not believe it has been brought out previously.

It would enhance the trust fund, the NSLI insurance trust fund
and would presmnably result in greater interest dividends to those
policyholders who might qualify for dividends. Trustees of a trust
fund I think normally are obligated to enhance the trust by wise and
yrudent. investment. The Veterans' Administration has not been priv-
ileged to do this beeanse of the directions—and obligated directions of
the investments but this would enhance the trust fund as is quite normal
and as it should be, and would thus have a beneficial effect on NSILT
policyholders in future years.

(Mv. Stover’s prepared statement. follows:)

PREPARED STATEMENT OF FranciSs W. STovER, DIRECTOR, NATIONAL LEGISLATIVE
SERVICE, VETERANS OF FOREIGN WARS or THE UNITED STATES WITH RESPECT TO
N, 3008 To INCREASE THE AVAILABILITY OF GUARANTEED HoMEe LoaAN FINANCING
FOR VETERANS AND To INCREASE THE INCOME OF THE NATIONAL SERVICE LIFE
INsuraANCE FUND

Mr. Chairman and members of the subcommittee, thank you for the privilege
to appear hefore this Subcommittee on S, 3008, a bill to authorize the investment
of up to £ billion from the National Service Life Insuratice trust fund over the
next five years in guaranteed home loans to veterans.

The legislative position of the Veterans of Foreign Wars is determined by the
delegates to our annual National Conventions, At our most recent National Con-
vention, which was held in Philadelphia last August, the delegates, representing
1.500,000 members, adopted a resolution directly in point with 8. 3008. The res-
'f)lntion, identified as No. 359 and entitled “G1 Mortgage Interest Rates” reads as
ollows :

“Whereas one of the rights granted to veterans under the GI Bill is guaranteed
mortgages for the purchase of new or existing homes ; and

“Whereas the Veterans of Iforeign Wars has always advocated a statutory
ceiling on interest rates on GI loans for veterans since the original 49, was
established in the GT Bill for World War I1 veterans; and

“Whereas because of existing tight money and high interest rates, the GI
home loan program, although.still a program of considerable magnitude, has
::rolatly dwindled becanse mortgage money for long term GI loans is not plentiful ;
ane

“Whereas the Veterans of Foreign Wars strongly believes GI home loan as-
sistance should be a meaningful benefit, which assistance is crucial to the Vietnam
veteran during this period of a national housing shortage ; and

“Whereas the present interest rate on GI home loans is 71495, subject to a
recommendation by the Commission on Mortgage Interest Rates, which has
made a recommendation to the President which must be acted upon before
October 1, 1969 ; and

“Whereas this Commission has recommended the present statutory ceiling
established by Congress of 69 on the interest rate on VA mortgages should be
permanently abolished ; and
_ “Whereas the Commission on Mortgage Interest Rates has recommended that
interest rates on GI mortgages should be determired in the market place without
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regard to any administrative or statutory ceiling or, in the alternative, if cellings
are established by the VA and Secretary of HUD, as at present, then discounts
should be permitted between the borrower and the seller; and

“Whereas this recommendation by this Commission must be acted upon by
the Congress ; and

“Whereas the House Committee on Veterans' Affairs has completed hearings
during this 91st Congress to provide for the use of a portion of the NSLI trust
fund to be funneled into GI home loan mortgages: Now, therefore

“Be it rcsolved by the 70th National Convention of the Veterans of Foreign
Wars of the United States, That we urge Congress to provide for a statutory
ceiling on GI loans coupled with authority for the Veterans Administrator to
establish the rate within the maximum ceiling; and

“Be it further resolved, That we strongly oppose the removal of the statutory
ceiling as recommended by the Commission on Mortgage Interest Rates and its
alternative recommendation that if there fs a ceiling, discounts will be charged

to veterans which would be nothing more than a license to pick the pockets of
veterans; and

“Be it further resolved, That we strongly recommend that a part of the NSLI
trust fund be made available for GI home loans; and

“Be it further resolved, That we recommend that the direct home loan pro-
gram be greatly increased to provide more homes for veterans in smail town and
rural areas where home loan mortgage money is practically nonexistent.”

Your ~ttention is directed to the next to the last resolve clause of this resolu
tion which strongly recommends that a part of the NSLI trust fund be made
available for GI home loans. Pursuant \v this recommendation, the V.F.W. sup-
ports the purpose and intent of 8. 3008.

The V.F."W. has always supported legislation in support of the principle that
there should be a maximum rate on GI home loans. It will be recalled that in the
post-World War II period, the interest rate on GI homes was 4%. Over a period
of years, the interest rate has increased to the present 71%49%. The V.F.W. has
supported these increases in the GI interest rate on the theory that GI mortgages
would be plentiful for returning veterans in their effarts to purchase a home.
Despite the dramatic increase in GI interest rates during the past several years,
the number of loans being made to veterans has sharply decrvased. As the reso-
lution indicates, there is great concern in the V.F.W. respecting an adequate
supply of funds to help returning veterans purchase a home.

High interest rates are not attracting home mortgage money for veterans.
Long-term GI loans are not attractive in today's tight money market. That is
why the delegates mentjon several possibilities with respect to finding additional
funds for GI home loans.

One solution is to provide up to $5 billion over a period of five years to be
pumped into the GI home loan program. Admittedly, this will not cure the present
tight money situation and high interest rate problems with which we are presently
faced. It will, however, provide a massive shot in the arm specifically aimed at
helping veterans who need home mortgage financing.

Not only would it provide additional money for veterans who need financing
to purchase a home, but it will help the home building industry, whose activities
have been sharply curtailed during the last several years. This leglslation will
help not only veternns but the general economy relating to the home building
and construction industry.

Another benefit, however, will acerue to veterans under the terms of S, 3008.
By permitting up to $5 billion of the National Service Life Insurance fund to be
made available for home loan financing for veterans, it will, in turn, permit the
NSLI fund to earn more on its investments. The NSLI fund is made up of money
pald by veterans on their NSLI policies. It is fitting and proper that this money
should be made available to help veterans. This veteran-owned trust fund then
would simply authorize the Government to invest up to $5 billion in GI mort-
gages, which would bring « return of 7%4%, as opposed to the present rate of
less than 4%. Presently, it is understood, the money in the NSLI fund is by law
invested in U.8. Government bonds, which are ylelding slightly less than 49%.
The additional ea¥nings on investments in GI loans will ultimately be distrib-
uted as dividends to veterans holding NSLI policies.

The Veterans of Forelgn -Wars, therefore, commends Senator Yarborough,
Senator Talmadge, and other sponsors of this legislation as a reasonable solu-
tion to a very critical problem. If the Congress approves S. 3008, it will make
the GI home loan benefit a meaningful one for thousands of veterans who,
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under present .economic conditions, will not be able to take advantage of their
G1 home loan assistance upon thelr return from service in the armed forces.
The Veterans of Foreign Wars commends this Subcommittee for holding these
hearings on this most important legislation and strongly recommends that
favorable consideration be given to 8. 3008 in the knowledge ‘that, if approved,
it will make it possible for thousands of veterans to obtain the housing that

they desperately need.
Thank you for the opportunity to appear here today in support of this im-

portant legislation.

Senator Tarmapce. Thank you very much, gentlemen.

We appreciate your appearance before the full committee always.

As I understand the law, all of the trust funds that the Government
is administering now, such as the social security fund, NSLI fund,
highway trust fund and others, are all required by law to invest
in U.S. securities, including participation certificates. The first
time I believe participation certificates were issued was during the
Eisenhower administration, and this was done again under the John-
son administration.

I can personally see no objection to investing these trust funds in
some other area that will engender a higher return. I can see some
problems for the Treasury, if they have to disgorge almost $1 billion
in bonds annually. The same amount will have to come from other
sources, and it would have some inflationary effect, perhaps in the
cost of interest rates generally.

It seems to me we could at least make a start on this by investing
the surplus funds that come into the trust fund for a few years. We
could see how that approach works and then determine what we ought
to do further in that regard.

Do you have any questions, Senator Jordan?

Senator JorpaN. No questions.

A very good statement, sir. I concur with the chairman’s appraisal.

Mr. Stover. Thank you, Senator.

Senator TavLmapge. Thank you very much, gentlemen. We are
if:lways delighted to have you appear before this committee, as you

now.

Mr. Stover. Thank you, Mr. Chairman.

Senator TarLmance. If there are no further questions, the subcom-
mittee is now adjourned.

(Whereupon, at 12:05 p.m., the Subcommittee on Veterans Legis-
lation adjourned, to reconvene to the call of the Chair.)

(By direction or the chairman, the following communications are
made part of the printed record :)

NATIONAL ASSOCIATION OF REAL ESTATE BoARDS
Washington, D.C., November 20, 1969.

Hon. HERMAN E. TALMADGE,
Senate Ofice Building,
Washington, D.C.
- Dear SENATOR TALMADGE: On behalf of the nearly 90,000 members of the Na-
tional Association of Real Estate Boards, I am writing this letter in support of
the basic objectives of S. 3008. At our convention in San Francisco, which con-
cludeqd only a week ngo, it was resolved that this Association endorse the prin-
ciples of this bill which would authorize the transfer of up to $5 billion from the
Natioual Service Life Insurance Fund to an investinent fund to be used for
the purchase of VA-guaranteed loans with principal balances up to $30,000. I
would be pleased if you would include this letter in the official record of the
hearings of the Subcommittee on Veterans' Legislation on the bill.
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The NRLIF has one overriding purpose—to assist veterans. N. 3008 would
further this objective in two ways: first, by reducing financing costs of home
owrnership and, second, by enabling the insurance fund to grow at a more rapid
riate. Additional funds are the most pressing need of a eritically depressed mort-
gige market, and their availability would inevitably help reduce the pressures
that cause excessive discounts and high interest. At the same time, veterans
who who save through continuation of their Nattonal Nervice Life Insurance
are entitted to returns on these savings comparable to those which they could
obtain elsewhere, It is a paradox that at a time when private insarance com-
patiies are turning away from mortgage investments in favor of alternative,
often higher yielding investments, that the administrators of the NSLIFE are not
even free to invest in mortgages.

It is no tess a paradox that at a time when there is a massive iusurance fund
on deposit with the Treasury, a fund carmarked for veterans, the VA-guaran-
teed loan market is the one which suffers the most from the current tight money
condition. It would be both logical and desirable to use these funds to assist
veterans to obitain home finaneing at rates they can afford.

We would recommend, however, that N, 3008 be amended to remove the limi-
tation on purchases at less than 96 percent of par. We recommend this amend-
went not beeause we have any particular atlinity for excessive discounts. On the
contrary, it ix the Realtor who has the nnpleasant task of explaining to the
home owner that much of the equity he thought woutld beconie his at the time
of =ale must be used to enable the purchaser to get suitable tinaneing. Our
members could not even begin to citlenlate the number of sales that have been
lost outright because of this, It is a serious situation which prevents, or at least
discourages, millions of Americany from upgrading their housing, and prevents
others, particularly many veterans, from owning their own honles in the first
place. We would applaud and support any proposalt which might serve to make
tinancing available at lower rates. We believe the availability of additional
funds for the VA mortgage market, which this bhill would provide, will ulti-
mately serve to lower discounts, but they cannot be lowered just by imposing
a ceiling.

Unfortunately, experience teaches that artificial ceilings of any kind are self-
defeating. They serve only to dry up funds when they are unvealistic. With
FNMA's auction price hovering between 93 and 4 this concept could not work
as intended unless prices were adjusted to necet market conditions.

We note that the bill would permit the VA to pay fees to the mortgagees from
whom it purchases mortgages for loan servicing in an amount not to exceed
the Administrator's estimate of the cost of servicing the loans himself. We wel-
come the fact that the bill would authorize private servicing beeause we believe
this private servicing can be performed at a lower cost than it could be by the
Administrator.

We also note with great interest suggestions that have been made that rather
than have the Administrator enter the secondary mortgage market business, the
fund should be turned over te the Kederal National Mortgnge Association
through the Government National Mortgage Association on o contract basis, so
that FNMA would inject these additionnl funds into the VA-guaranteed mort-
page market through its regular channels. We believe this suggestion has a
great deal of merit, because we are aware of the excellent jobh FNMA has done
in establishing a secondary mortgage market.

Accordingly, we would urge the members of the Subcommittee to consider
seriously an amendment to the bill which would turn the actual administration
of the program over to FNMA, assuming FNMA felt it could take on these addi-
tional responsibilities without diffieulty, by simply making these funds avail-
able on n contractual basis.

We commend these views to your sympathetic attention.

Sincerely yours,
Dox E. Dixon,
Chairman.
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HoME MANUFACTURERS ASSOCIATION,
Washington, D.C., Norember 21, 1969.
Re 8. 3008.
Hon. HERMAN E. TALMDGE,
Chairman, Subcommniittee on Veterans Legislation, Scenate Finance Commiltee,
7.8, Senate, New Senate Office Building, Washington, D.C.:

Senator Talmadge, the Home Manufacturers Association represents the pro-
ducers of factory-built housing ranging from that for low cost housing up to and
including what may be called luxury housing, all by an increasingly eflicient
process of industrialization. Our membership further includes most of the major
national corporations furnishing raw materials to the housing industry, as well
as many smaller national or regional suppliers.

The home manuficturer contribution to home building has increased dramati-
cally in recent years, so that today at least 30 percent of all one- and two-family
dwellings are built with his product, and where used, the factory-built house
package has traditionally accounted for about one-third the value of construc-
tion put in place.

As you know, the 1968 Housing Act gave us a goal of 26 million units over
10 years, and 1.83 million for 1969. . . . we'll be fortunate to reach 1.2 or 1.3
million due to the current tight money market.

We, therefore, strongly endorse S. 3008 to authorize up to $5 billion from
the National Service Life Insurance Fund over the next five years in guaranteed
home loans to veterans. This bill, if enacted, would not only help our Industry
to meet housing goals, but would enable more veterans {o obtain housing. Right
now there are 10.6 million veterans eligible for guaranteed home loans . . .
this tigure continues to increase from the return of veterans from Vietnam,
The $5 billion made available for home loan mortgages would mean 300,000
housing units.

This Association urges the favorable .Committee report on S. 3008 and enact-
ment into law. We do not feel that one industry should continue to bear an
unbalanced share in the current money crisis, and the channeling of this portion
of NSLI reserves into the housing market is a constructive move,

Please include our statement in support of this bill in the record of hearing
testimony.

DoN L. GILCHRIST.

DISABLED AMERICAN VETERANS,
Cincinnat{, Ohio, November 18, 1969.
Hon. HERMAN E. TALMADGE,
Chairman, Subcommittee on Veterans' Legislation, Senate Committce on Finance,
U. 8. Senate, Old Scnate Office Building, Washington, D.C.

DeArR SENATOR TALMADGE: I would like to take this opportunity to present
the views of the Disabled American Veterans on 8. 3008, “To increase the avail-
ability of guaranteed home loan financing for veterans and to increase the
income of the National Service Life Insurance Fund.”

The bill proposes to make five billion dollars of the NSLI Trust Fund avail-
able to the Administrator of Veterans Affairs for purchase of guaranteed and
direct loans to veterans. .

It is the feeling of the DAYV that the bill under consideration offers a very
promising proposal which, if given a chance to develop, will furnish a source
of capital that is desperately needed to provide adequate housing for servicemen
returning to civil life.

In this connection, our brief observations in support of the bill are premised
on reports received through a nationwide study carried out by DAV Natlonal
Service Officers. The study brought fourth data which we think serves to confirm
that passage of S. 3008 is both necessary and desirable.

Our reports indicate there is an ample supply of mortgage money available in
many areas of the country. However, the mortgage market is generally “tight’*
for YA loans. Lenders do not participate in the VA Loan Guarantee Program
inasmuch as they find more attractive investment in bonds and treasury bills.
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The reports further disclose that fewer potential home buyers are able to
qualify for mortgage loans backed by the VA now that the mortgage rate ceiling
has been raised to 7%49%, and that interest rates will continue at high levels
unless the economic condition of the country can be gtabilized and the inflationary
spiral stopped.

The rising of the interest rate celling to its present level could—said the
expet:'ts—encourage a smooth flow of funds into mortgages that are guaranteed
by the VA. .

" An analysis of our reports would indicate that, although there is an abundance
of theories and forecasts among lenders, none of them knows for sure whether
raising the interest rates is the answer. It is generally conceded, however, that
home buyers are finding it difficult to meet the monthly mortgage payments at
the higher interest rates, that the low and middle income families have been
priced out of the housing fnarket entirely, that interest will go still higher

" through 1969 and will continue at a high level for years to come.

Some of the reports expressed anxiety about the Vietnam veterans who are
interested in buying VA guarafiteed homes but will be unable to qualify. There is
a deep concern also about the historical fact that the increase in VA and FHA
interest ceilings (designed among other things to reduce discount points).
results in only a temporary decline in the points before they are pushed up
againgto the previous levels. Indeed we think it should be rather clear by now
that mortgage discounts cannot be controlled, and that legislative action is
required to check or restrain the use of these artificial assessments.

Most lenders are not originating VA loans because of insufficient yields when
compared with other sources. As we understand it, the fundamental purpose
of the VA guaranteed loan program is to help veterans obtain credit for the
purchase or construction of homes for themselves and their families. It gives
recognition to the fact that most veterans do not have an opportunity, during
their period of military service, to save enough money to meet the requirements
generally made by lenders for obtaining home loans.

The maximum interest rate authorized by the first G.I. bill in 1944 was 49—
a figure determined entirely adequate in view of the fact that little or no risk
was involved on the part of the lender.

In the intervening years, the interest rate has been increased periodically on
the theory that such increases were necessary to meet the demands of the loan
market. Since the inception of the program, the interest ratée has increased
87.6%. Lenders have been loud and insistent in their claims that high interest
rates are necessary for survival of the VA Loan Guarantee Program and that it
is in the best interest of the veterans to remove all restrictions.

Data accumulated by our survey indicate that private lenders are charging
all that the market can bear by artificially increasing the lawful interest rate
through the assessment of excessive fees as a condition for making loans,

The pegging of the statutory interest rate on the one hand and allowing the
discount rate to go unchecked on the'other has proved totally ineffective in
protecting the interests of the veteran purchaser as well as the seller of real
estate.

The reports of our service officers expressed a real concern about preserving
the original intent of the G.I. Home Loan Program. They point out that specula-
tive interest rates will weaken the very principle upon which the whole program
is based. They hold to the view that the G.I. interest rate should be set at a
reasonable level. ’

The DAYV thinks it is fair to say that the highest priority should be given to the
housing needs of those who have served our country in times of national emer-
gencles; and in the carrying out of this effort, the vast resources of public or
private sectors of the economy should be fully utilized.

8.3008 offers, in our opinion, a source of capital that will help resolve our
veterans’ housing problems. Indeed we see the bill as & major step along the
road to fulfillment of the promise of “A decent home for every American family.”

We respectfully request that the views expressed here in support of the pend-
ing legislation be included in the hearing record.

Sincerely, :
. CHARLES L. HUBER,
National Director of Legislation.
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STATEMENT oF JULIUS D, MORRIS, NATIONAL PRESIDENT, BLINDED VETERANS A880-
CIATION, TO THE SUBCOMMITTEE ON VETERANS’' LEGISLATION, COMMITTEE ON
FINANCE, U.S. SENATE, ON S. 3008

Mr, Chairman and members of the Subcommittee, I am pleased to indicate the
support of the Blinded Veterang Assoclation for 8. 3008.

The Blinded Veterans Association, the national membership organization of
former service men and women blinded as a result of their service in the armed
forces, was founded in 1945 and chartered by Act of Congress in 1968. Its principal
objective is to assist blinded veterans in their rehabilitation as fully restored
partitipants in the productive life of their home communities. One of the major
components of full restoration to community life is the ownership of a suitable
home.

As a result of “tight money”, it has become virtually impossible for a veteran
to obtain Veterans Administration guaranteed home loans to finance the pur-
chase of suitab’s itousing. Particularly hard hit are the veterans of service
in the armed forces during the Vietnam Era.

8. 3008 would make it possible for veterans to obtain Veterans Administration
guaranteed home loans by assuring a secondary market to existing lending
institutions. At the same time, it would substantially improve earnings of the
National Service Life Insurance trust fund. Thus, it would benefit veterans
directly in their housing and life insurance programs. We respectfully urge the
Subcommittee to act favorably on S. 3008 and hope that the Congress will complete
action at an ea_t&v date.

B — ] .
AMVETS;
Washingtt

NATIONAL HEADQUARTERS,
D.C. November 19, 1969.

Chatrman, Subd 4 it:’ee on Finance,

DEAR SENATOR TALMADGE ‘ te the opportunity to identity
its position' in J008. Y and ind recognize that there is com-
pelling gieté age money for\returning war
veteran hoposing such
legislatjon. I

AM ous congiderntion, since\it will make
availaple much needed mor rates that
the neeting and besides Which there

are several othe ps -
Thus we lend lour 8 a speddy enactment of thejbill.

f:_‘Sincerely ours,

Hon., HEBMAN BE. 'I‘A‘:‘.i\;m -
0ld Senaté Offioe B ug,
Washingtom)\D.C. —
Dear SeNator TALMADGE: This 15-t6 inform you that

Yarborough's bill, 8, 3008, to increase the availability of guaranteed home loan
financing for veteraim. The American Veterans Cofmmittee beleves that this
legislation will make it éasier for ex-G.1.’s hase thelr own homes.

Our endorsement of this bill 15 comsistént with AVQ's “Cltizens first” concept
which supports readjustment assistance to veterans so they can rightfully take
their places in civilian soclety. :

We request that this letter be made a part of the record of the hearings of 8.

Sincerely,.

o'National Board of
to endorse Senator

<

June A. WILLENS,
o Baoooutive Direotor.



