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Morning Session

The meeting was called to order-at 10:90 a.m., in Room 528 by Chairman Arasmith. Chairman Arasmith asked
the Committee members to take a few minutes to review the minutes of the July meeting. The motion was made by Vice-
Chairman Holderman and seconded by Representative Thomson that the minutes be approved as written. Motion earried.

Hearings began on Proposal No. 11 - Usury Rates for Savings and Loan Associations. Mr. Jim Turner, Kansas
Savings and Loan League, presented written testimony to the Committee urging its support for the passage of H.B. 2530
(See Attachment A).

Senator Feleciano expressed his continuing concern about the problem of "red-lining." He said he did not want
to change any law which might have the of increasing discrimination in lending for real estate purchases. He
reported to the Committee that he has received numerous calls elaiming that some savings and loan associations refuse to
make loans on real estate valued under $30,000. Mr. Turner replied that he knew of no "red-lining" problem in Kansas. He
added that while he could not speak to the individual procedures of cach association, il was his impression that savings and
loan associations were eager to make all the loans which could possibly be made.
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In response to a question by Representative Holderman, concerning the usury rate, Mr. Turner respended that
he and the Committee staff had traced the 10 percent usury rate to its origin in 1889. To a second guestion by
Representative Holderman, Mr. Turner said that Colorado, a state with no ceiling on first mortgage interest rates,
charged 10% to 11 percent during the last tight-money period in 1973-74.

Representative Meacham inquired as to the pereentage of first mortgage real estate loans which would qualify
for the exemption from the usury rate as provided in H.B. 2530. Mr. Turner estimated that perhaps 95 percent of all such
loans would qualify for the exemption.

Mr. Turner ecalled the Committee's attention to certain tables contained in his prepared remarks, He noted the
different rates allowed by the several states. In particular, he pointed out those states with floating and index rates and
discouraged the Commiltee from considering such rates, He said that a floating interest rate was not viable, index rates
tended to become the established market rate, and neither type would be supported by the Kansas Savings and Loan
League.

Representative Loren Hohman appeared before the Committee as a conferee in support of H.B. 2530. He
explained that the bill was necessary in order lo keep Kansas money in Kansas during periods of high interest rates and
tight-money. He further stated that the Savings and Loan Subcommittee of the House Committee on Commercial and
Finaneial Institutions, which he chaired, had given extensive consideration to the bill. That Subcommittee coneluded that
the bill would help promote a healthy growth in Kansas real estate by allowing some flexibility in the law to compensate
for tight-money situations. He finished his remarks by relating the Subcommittee recommendation that H.B. 2530 be
favorably considered by the House Committee.

Mr. Joe C. Morris, President of the Columbia Savings and Loan Association in Emporia, Kansas, testified
before the Committee on his experience at the Joeal market level during the last period of high interest rates. In April,
1974, savings deposits began to drop off, he said, but the demand for home loans continued. Ultimately, his association
accepted applications for loans only from Emporia residents seeking to purchase owner-occupied single family dwellings.
Since deposits were down, the number of loans which could be made necessarily decreased. In the period January through
June of 1974, his association averaged 42 loans per month. Later in the eycle, only 25 loans per month could be made.

Mr. Morris contended that higher than 10 percent interest rates would not have been detrimental to the publie
at that time nor during any tight-money period. To demonstrate his point, Mr. Morris noted that a new loan of $25,000 at
8 3/4 or 9 percent would be repaid at a rate of $210 per month. At a 12 percent rate, the monthly payment would increase
to $263.31, a difference of $53.31. Inflation, he argued, would cost the customer more than that difference if the
potential homeowner had to wait for a period of lower interest rates before buying a home. When interest rates declined
from the higher levels, Mr. Morris said that mortgages could easily seek refinancing at a lower interest rate.

Meeting adjourned for lunch at 12:00 noon.

Afternoon Session

Chairman Neil Arasmith called the meeting to order at 1:45 p.m. and hearings on Proposal No. 11 continued.

Mr. Kenneth Brasted, President of Mid-Kansas Federal Savings and Loan Association, Wichita, Kansas,
appeared and encouraged the Committee to support the usury rate exemption contained in H.B. 2530. He believed that
- passage of the bill would prevent mortgage loans from drying up completely during the next period of tight-money. The
greater the number of loans made which qualify for resale to the secondary money markets, Mr. Brasted explained, the
greater the number of loans which can be made to Kansas residents. Maintaining the present usury rate, he said, could
work against the consumer by denying him access to the real estate market because of higher interest rates than presently
allowed. On the other hand, an exemption from the usury rate for certain first real estate mortgages would allow the
market place to dictate the interest rate to be charged.

Staff pointed out to the Committee a potential for discrimination in H.B. 2530. The 5 percent of the loans
which would not qualify for exemptions probably would not be made in times of a constricted money market, In addition,
stafl indicated that North Carolina officials are currently attempting to deal with the problem caused by some finance
companies which have created separate mortgage companies in order to esecape the restrictions of the usury laws.

Since most of the Committee members wished to have the evening to think over the day's testimony on
Proposal No. 11, the Chairman directed the attention of the Committee to Proposal No, 12 ~ Iqual Credit Opportunity.
Stalf reviewed a draft Committee Report. Chairman Arasmith suggested that the last line be changed to read, "to
determine if there is a need for state intervention and enforcement." Representative Reimer moved, seconded by
Representative Thomson, that the draft Committee Report as amended by the Chairman's suggestions be adopled. Motion
carried. '
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Proposal No. 13 - Group Health Insurance Contracts. Staff reviewed the draft Committec Report.
Representative Meachain moved, sceonded by Representative Laird, that the draft Committec Report be adopted. Motion
carried. Scnator Feleciano wished to be reported as voting "no" based upon conelusions drawn from eertain figures used in

the report which he felt were misleading.

A Dbill draft requested at the last meeting was reviewed by staff (See Attachment B). . Representative
Holderman wondered why individual contracts should be excluded from providing & mandatory offer of coverage for
mental and nervous conditions, drug abuse, and aleoholism. Senator Feleciano moved, seconded by Representative
Holderman, that the draft bill be amended to include individual contracts. Mr. Jack Roberts of Blue Cross and Blue Shield
explained that individual contracts historically do net lend themselves to such options. Motion carried. Representative
Reimer requested to be recorded as voting "no." ‘

Staff was directed to explore the possibility that two bills might be needed to implement the Committee
decision. Senator Feleciano moved, seconded by Representative Meacham, that the bill draft be approved with the
understanding that individual contracts be included as agreed upon. Motion earried.

Meeting adjourned at 4:10 p.m.

August 17, 1977

The meeting was called to order by Chairman Arasmith at 9:00 a.m. Discussion resumed on Proposal No. 11 ~
Usury Rates for Savings and Loan Associations.

Representative Reimer asked staff how other states handled usury rates and what the experience had been for
those states which removed or modified their usury statutes. Staff reported the following information from four states
surveyed: Colorado had no usury law and a present interest rate of 9-9% percent; Connecticut had a general 12 percent
usury statute, but exempted bona fide real estate loans of $5,000 or more. The present interest rate is 83-8 3/4 perecent;
Michigan has a 7 percent usury statute, but has suspended the statute temporily for first lien mortgages. The present rate
of interest in Michigan is 8 3/4 percent; and North Carolina has a general 8 percent usury rate, but exempts first
mortgages for principal dwellings over $10,000 from that rate. The present interest rate is about 9 percent.

Representative Laird moved, seconded by Representative Reimer, that H.B. 2530 be recommended favorably
to the 1978 Legislature. In discussion which followed, Senator Feleciano expressed concern for the complete removal of
the usury rate for certain mortgages. He cautioned the Committee not to take hasty action on the measure, but to hear
additional conferees on the subject. The Chairman replied that publie notice of the hearing had been given so that
interested parties could have been present and heard.

The Chairman and other members expressed some reservation about raising the usury rate for all types of
transactions. Staff replied that the rate could be limited to real estate only if that was the Committee's desire.

Senator Feleciano offered a substitute motion, seconded bv Sanator Rogers, that a new bill be drafted
amending subsections C and D to raise the usury rate for all first real estate mortgages not to exceed 11 percent. Motion
carried.

The Committee directed staff to have the Committee Report reflect that information from other states with
no ceilings or higher rates reflected current market rates nearly identical to those currently charged in Kansas.

Having completed its work on Proposal Nos. 11, 12, and 13, the Committee discussed its next assigned topie,
Proposal No. 10 - Privacy of Financial Records. The Chairman and Vice-Chairman reported to the Committee on the
substance of a recent seminar on privacy conducted as a pert of the National Conference of State Legislatures meeting in
Detroit. They emphasized that the privacy subject included mueh more than the records of financial institutions.

The Chairman asked the members to spend some time on this subject in their distriets. He noted that at the
time H.B. 2480 was heard in the 1877 Session, the list of problems and complaints was quite small.

Staff was directed to provide the Committee with copies of the Maryland, Minnesota, and California privacy
statutes. Also, staff was requested to supply a summary of the federal privacy study report.

Chairman Arasmith told the members that the Committee would take up first the privacy of financial records,
but that,thereafter, the seope of study would include other relevant areas. The next meeting will be September 13-14,
1977.

Meeting adjourned at 11:15 a.m.

Prepared by William G. Wolff

Approved by Committee on:

7-/3-77
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August 16, 1977

TO: SPECIAL COMMITTEE ON COMMERCIAL AND FINANCTAL
INSTITUTIONS

FROM: JIM TURNER, KANSAS SAVINGS AND LOAN LEAGUE

RE: H.B. 2530 - MORTGAGE INTEREST CEILINGS

The Kansas Savings and Loan League appreciates the op-
portunity to appear before the Special Committee on Commer-—
cial and Financial Institutions to support the passage of
H.B: 2530.

Also appearing with us is Mr. Joe C. Morris, President,
Columbia Savings Association, Emporia, and Mr. Kenneth
Brasted, President, Mid-Kansas Federal Savings and Loan As-
sociation, Wichita.

House Bill No. 2530 was introduced in the 1977 session
at the request of the Kansas Savings and Loan League and
would amend K.S.A. 1976 Supp. 16-207 by adding subsections
(c) and (d) to Section 1 and thereby providing the following:

1. Would exempt from the 10% usury ceiling first
mortgage real estate loans which are insured or
guaranteed by the federal housing administration
(FHA) or veterans administration (VA) (subsection

(c))

2. Would exempt first mortgage real estate loans

- which are sold or which are eligible for sale to
the federal national mortgage association (FNMA),
government national mortgage association (GNMA),
and the federal home loan mortgage corporation
(FHLMC), or their successors. (subsection (c))

N _
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3. Would exempt from the 10% usury ceiling all multi-
family and commercial loans to general or limited
partnerships. (subsection (d))

GENERAL BACKGROUND

Usury laws have been traced back to earliest recorded
history with such laws in this country having a heritage
in the early usury laws of Great Britain. The 10% usury
ceiling in Kansas was established prior to 1935 and did
not pose a constraint upon mortgage lending in this state
until seven or eight years ago.

While there are numerous pro and con usury arguments,
it would appear that the basic premise was to prevent un-
scrupulous lenders in a non-competitive atmosphere from
charging excessive interest rates. However, today there is
keen competition in the mortgage lending field and this
factor has kept most market interest rates below usury
cellings.

Throughout most of the period since the 1920's usury
laws have been ineffective because the interest ceilings
were at levels above prevailing market rates. However,
with the rise in inflation, and consequently interest rates,
since the mid 1960's, usury laws have had a significant
impact on many credit markets. Their effects have been
arbitrary and have weighed heaviest on those credit seekers
generally considered most risky.

In his book Economics Today (1973), Professor Roger
L. Miller contends that usury legislation often adversely
affects the ones it is designed to protect. He illustrates
this conclusion by citing the Washington state experience,
where consumer loans from credit card companies were general-
ly at an annual rate of 18 percent. Consumer advocates
felt that this rate was too high, and that the poor people
would be aided by a lower charge. In 1968, the maximum
rate was lowered by referendum to 12 percent. However, at
the lower rate the amount of credit demanded exceeded' the
amount supplied and the people with the weakest credit
worthiness were the ones denied credit at 12 percent.

o
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As market rates approach usury ceilings, venture or
developmental credit, which contains a higher than average
risk, becomes limited. Since such credit can only be ex-
tended by lenders at a higher rate of interest to compensate
for the additional risk involved, these loans are among the
first to be affected as market rates rise relative to usury
ceilings. Without such venture capital economic progress
and growth is hampered. '

According to Maurice Goudzwaard in his article "Price
Ceilings and Credit Rationing,"™ Journal of Finance (March,
1968), "studies show that in those states permitting higher
rates, lenders tend to expand credit opportunities. Lenders
appear more willing to accept higher risk of losses if the
rate is sufficient to compensate for bad debt, investigation,

and collection expenses." The risk factor is also referenced
in our testimony in that portion dealing with the Brimmer
study entitled "Risk vs. Discrimination in the Expansion

of Urban Mortgage Lending."

THE KANSAS SITUATION

While all of the aforementioned factors impact the inter-
relationship of the usury ceiling to mortgage lending in
Kansas - the most significant impact in recent years has
been periods of "tight money."

Tight money refers to the shortage of lendable funds
during the inflationary periods when the federal government
borrows heavily in the credit market thereby created upward
pressure on the rate of return available on investment in-
struments as well as upward pressure on mortgage and con-
sumer credit..

During these periods of time financial institutions in
Kansas in general, and savings and loan associations in par-
ticular, experience either limited or negative savings flows
thereby which severely reduce the availability of mortgage
funds within the State..

It is during these periods of "credit crunch" that
the shortage of funds has pushed the mortgage market rate to
the 10% ceiling. These periods have been identified as
late 1970, late 1973, and the latter half of the year in 1974.

o o
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A recent random survey of 30 of the 78 member associa-
tions of the Kansas League revealed severe lending restraints
as follows: '

Late 1970 - 4 associations
Late 1973 - 4 associations
Late 1974 - 16 associations

In addition, ten of the associations reported that mort-
gage lending the latter part of 1974 was restricted basical-
ly to those borrowers with substantial down payment, while 5
associations reported that they ceased all lendiqgﬁgrom one
to three months. Also, twenty-four of the théfdi?%sbondents
reported that they terminated both FHA and VA lending during
the 1974 period.

The net affect during the most recent tight money
period was:

1. FHA and VA loans were not made because of the sub-
stantial discounts involved and conflicting legal
opinions as to whether or not the combination of
interest rates and discount points violated the
usury ceiling,

2. Residential mortgage credit was available for the
most part to those borrowers having a 20% down pay-
ment and excellent credit rating,

3. Multi-family lending was primarily restricted to
corporate borrowers,

4. Ioans could not be sold in the secondary market
because of a negative position in competing with
loans originated in other states having either a
higher usury ceiling or no restrictions,

5. To improve liguidity and yield, loans were pur-
chased from those areas having no restrictions.

These problems can be eliminated for associations in
Kansas with the passage of H.B. 2530.
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USURY RATES - SURROUNDING STATES

Enclosed as part of this testimony is the aforementioned
"Brimmer Study" which contains a listing of usury ceilings,
by states, as of January, 1977. Comparing these ceilings
to 1960 we find the following:

1960 1977
KANSAS 10% 10%
COLORADO NC NC
MISSOURI 8% 10%
NEBRASKA 9% 11%
OKLAHOMA 10% 10%

It is obvious that we are in an adverse competitive situ-
ation with Colorado which has no ceiling. It is interesting
to note that Colorado did not suffer a shortage of mortgage
funds during the previously mentioned tight money periods as
they were able to originate and sell mortgages, not only to
surrounding states, but also nationwide, thereby maintaining
a flow of funds into their state.

This situation in Nebraska has been improved with the
recent increase in ceiling while Missouri has improved their
situation slightly but could be faced with a reoccuring
dilemna in the future.

For the committee's review we have enclosed an article
from the August 17, 1974, issue of Business Week entitled
"When usury laws backfire against borrowers" which points up
the severity of the usury restraint problem in Missouri under
their previous ceiling. The same problems will undoubtedly
again occur in Kansas, Missouri, and Oklahoma during the
next period of "tight money."

SECONDARY MARKET

During the 1960's the secondary market developed as a
vehicle for improving the flow of mortgage funds into areas
of high demand. Basically it involves lending institutions
in areas of limited mortgage demand, and having a surplus of
savings, purchasing loans originated by lenders in "high
demand" areas.

During periods of competitive market rates lending in-
stitutions in Kansas buy and sell mortgage among themselves.

N ' J
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However, during "tight money" periods loans are purchased out-
side the state in an effort to improve portfolio yield to
offset ever increasing operational costs.

This need to improfe yvield has resulted from:

1. Increased cost of funds with savings rates ranging
from 5.25% (passbook) to 7.75% (certificates) and
some large certificates at a large bid rate thereby
pushing the average cost of funds to approximately
7.3%,

2. Increased federal taxation as a result of a nearly
20% reduction in the allowable bad debt deduction in
the past 8 years. This has resulted in savings and
loan associations paying a nationwide rate of federal
taxes nearly 8 basis points higher than commercial
banks while credit unions pay no federal or state
income taxes.

3. Elimination of "federal taxes paid" as a deduction
by the state of Kansas several years ago which
increase state taxation nearly 100%

4, Increased operating and personnel costs as a result
of inflationary impact of increased minimum wage,
unemployment compensation, and mandatory retire-
ment programs,

5. Substantial portfolios of existing mortgage loans
yielding 5% to 7%

6. Substantially increased costs to maintain compliance
with the real estate settlement procedures act
(RESPA), home mortgage disclosure act (HMDA), equal
credit opportunity act (ECOA), and a host of other
federal mandates supposedly designed to protect the
consumer.

In addition, the Federal Home Loan Mortgage Corporation
(FHLMC) was created in 1970 as a source of additional ligquid-
ity and to increase the exchange of mortgages in the secondary
market. This has worked quite well for Kansas associations
except during "tight money" periods when the Mortgage Cor-
poration tends to purchase loans from states which do not have

\;usury restrictions.
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Enclosed you will find a letter from Mr. William R.
Thomas, Jr., Senior Vice President of The Mortgage Corpora-
tion, which points out the operation of FHLMC as well as
the adverse impact of usury restrictions. We urge your review
of this letter. ‘

" ENCLOSURES

We would point out the following enclosures for review
by the committee:

A. "The Brimmer Study" - Previously mentioned, we
have enclosed section 8 of the 98 page report dealing
with usury rates. The study contains comparisons of
usury ceilings and an analysis of the adverse impact
of usury ceilings on urban areas and low—-income
borrowers. The study also points out the limitation
of usury ceilings on the development of a graduated
mortgage instrument - a development which we feel
this committee should take into consideration.

B. Business Week article regarding adverse impact of
the usury ceiling in Missouri

C. Letter from William Thomas of the Federal Home
Loan Mortgage Corporation

D. An article from Savings and Loan News (May, 1977)
which points out the increased cost of housing is
not a result of interest rates

E. A listing of "member comments" regarding the usury
ceiling in Kansas, taken from our recent survey,
that while biased are equally revealing.

CONCLUSIONS

We would conclude by urging that this committee recommend
H.B. 2530 for passage. If enacted it would result in:

1. The continued availability of FHA and VA loans during
tight money periods by eliminating the concern over
legal interpretations of the possible violation of
the usury statute,

N | Y,
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2.

The availability of mortgage money to all borrowers,

+i.e., first time as well as low income, and not just

to those possessing a substantial down payment,

The increased saleability of Kansas mortgages in
the secondary market thereby increasing the flow of
funds into the state,

The decreased need to "close down" or severely re-—
strict lending at various times,

The availability of funds to multi-family developers
other than corporate borrowers.

The most significant impact would be to improve the
economic position of State by eliminating one of the major
"capitol short" problems which results in a "drain" of money
out of Kansas and the reduced construction, employment, and
residential sales that result from the same.

Accordingly, we remain hopefully that the committee will
favorably recommend H.B. 2530.

James R. Turner
President
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SECTION VIIT

USURY LAWS, INTEREST RATES, AND RISK DIFFERENTIALS

Introduction

1t seems wise to recognize that any program to encourage a greater volume
of lending in urban areas must allow for above-average interest rates to com-
pensate the suppliers of funds for all -- or at least a part -- of the extra
risks which they face. However, it is also clear that the prevailing statu-
tory interest rate ceilings imposed by most states will severely limit the
size of the rate differential which can be introduced. Exactly how large the
differential should be cannot be stated with precision., Yet, on the basis of
the evidence presented in earlier sections of this study, a margin of 2.0 to
3.0 percentage points may be required. If so, little room exists under most
state usury laws to accomplish this goal.

Over the last two years, financial markets have retreated from the severely
tight conditions of 1974, and lenders are currently awash with liquidity.
Nevertheless, interest rates remain high by pre-1969 standards. In the market
for residential mortgages, the decline in rates which set in during the 1975
recession has been restrained. As a result, in many states interest rates no
longer press against their legal ceilings, but the distance in between cannot
quite be described as comfortable.

The high interest rates of the 1970's induced legislatures in a number of
-states to raise their statutory ceilings. However, such legislative changes
tend to lag the advance of rates in the open market, and they cannot be relied
upon to keep usury rate structures in touch with the realities of supply-
demand forces in the mortgage market. Even today a few states have usury
ceilings which, as legacies from a bygene era, are woefully below the going
rate for mortgages in their region. New York State's 8.5 per cent ceiling
is a leading example.

Thus, any plan for extending mortgage credit to borrowers -- hither to
ineligible for such loans due to factors of risk ~- must consider whether
state usury laws would permit the upward adjustment from current mortgage
rates required to induce lenders to assume the additional risk involved.
Undoubtedly, in return for extending credit to a set of borrowers economically
less qualified than their traditional customers, lenders would expect com-
pensation sufficient to cover the expected losses and collection costs as-
sociated with this pool of loans. With national loan rates for first mort-
gages currently averaging in excess of 8.75 per cent and with usury ceilings
in most states close to 10 per cent, the room for adequate compensation would
appear to fall short of the risk involved.

So that these national averages do not mask greater scope for risk com-
pensation than appears on the surface, an examination of usury ceilings and
prevailing mortgage rates was made on a state-by-state and regional basis.
The questions answered were: what is the current pattern of usury ceilings®?
How do these ceilings relate to prevailing rates on mortgages in major metro-
politan areas? Are the spreads between ceilings and current mortgage rates
sufficient to permit the compensation required to sustain a meaningful exten-
sion of mortgage credit to borrowers with below-average incomes?
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The Current Pattern Of Usury Ceilings

As is generally known, laws controlling the maximum fee which a lender
may charge for the use of money constitute some of the oldest regulations
of financial activity in the United States. These laws were designed to
shield borrowers from "usurious'" interest charges. Their effect, however,
has been to curtail and cut ofr the access of certain borrowers to credit.
In this way, these price control mechanisms promote an arbitrary distribu-
tion of credit -- that is, allocations unrelated to the effective supply
and demand for funds. In effect, these laws tend to promote inefficient
and more costly substitutions for the regulated credit. For the potential
low-income home owner, a high-priced substandard rental unit would represent
such a substitution. 1In fact, the monthly rent could well exceed the
monthly payments for a loan bearing a rate of interest reflecting the
added risk.

Usury laws are also arbitrary in the sense that considerable differences
in ceilings exist among the states -- even among states within the same
regional market. One state may have an 8 per cent ceiling and its neigh-
bor a 12 per cent limit -- or no ceiling at all. Within a single state,
different categories of borrowers may be subject to vastly different ceil-
ings for essentially the same kind of loan. The distinction is usually
made on the basis of loan size. Typically, borrowers of large amounts are
deemed to require less protection and are subject to higher ceilings. 1In
some states, ceilings are eliminated on loans above a certain size. Where
the line is drawn varies widely. For instance, in Kentucky loans exceeding
$15,000 are exempt while in South Carolina a loan must exceed $500, 000 to
escape legal ceilings. (For the remainder of this discussion, the usury
ceilings cited will be those applicable to single-family housing costing
over $15,000 but less that $50,000).

Current state usury ceilings range from a low of 8.0 - 8.5 per cent to
a high of 21.0 per cent. (See Table VIII-1) There are 10 states, however,
which have no usury ceilings on loans for single family homes in the range
earlier cited. Among the 32 states with fixed usury ceilings, 18 and the
Distriet of Columbia have a ceiling of 10 per cent. Five have limits of
9.0 - 9.5 per cent; three are at 12 per cent, and 1 each of 11 and 21 per
cent. Thus nearly three-fifths of the states with fixed rate ceilings set
those limits at 10 per cent; one-quarter below 10 per cent, while only one-
fifth have ceilings above 10 per cent.

Usury laws in nine states provide for floating ceilings. Those laws
specify the maximum rate in terms of a fixed spread above the going rate
on certain other liabilities. Typically the rates are expressed in terms
of an index of long-term Federal government bond rates or the Federal Reserve
discount rate. However, other bases used include the prime rate at certain
major commercial banks and corporate bond yields. These provisioﬁs do place
some automatic flexibility in the ceiling. They do not, however, assure
that the resultant ceiling will accommodate rates which would be established
by supply-demand forces in a competitive market. Increases in the discount -
rate, for example, tend to lag changes in market rates, and the lag can be
wide since the Federal Reserve does not use the rate as a disincentive to
member bank borrowing. On the other hand, advances in Federal government



Table VIII-1
Residential Loan Interest Rate Cellings, By State
: January-February, 1977

{(Per Cent)
8.0 - 8.5 9.0 - 9.5 10.0 11.0 - 12.0 Over 12,0 None Floating
Alabama 8.0 Georgia 9.0 Arizona Nebraska 11.0 Rhode Island 21.0 California Alaska 10.25
New York 8.5 Iowa 9.0 Arkansas Hawaii 12.0 Colorado Delaware 9.5
West Virginia 8.0 New Jersey 9.5 Dist. of Col. Washington 12.0 Connecticut Illinois 9.0
North Dakota 9.5 Florida Wisconsin 12.0 Kentucky Minnesota 8.5
South Carolina 9.0 Idaho* Maine Montana 10.0
Indiana* Massachusetts Nevada 12.0
Kansas Michigan Ohio 8.25
Loulsilana New Hampshire Pennsylvania 9.0
Maryland Morth Carolina  Vermont
Mississippi Virginia Jq
Missouri w
New Mexico Summary !
Oklahoma*
Oregon Ceiling (Per Cent) Number of Statesi/
South Dakota
Tennessee 8.0 - 8.5 3
Texas 9.0 - 9.5 5
Utah#* 10.0 19
Wyoming#* 11.0 - 12.0 4
Over 12.0 1
Floating Ceiling 9
No Ceiling 10
Total 51

* Charges over 10 per cent are subject to the regulations in the Uniform Consumer Credit Code under which rates up

to 18 per cent are allowed.
fees) are not allowed.
advantages. 1Y/ includes the District of Columbia.

However, certain fees (such as late charges, prepayment

Source: (1) Commerce Clearing House, 'Commercial Credit Code," and (2) Legal Department, U.S. League of

Associations.

penalities, and appralsal
There is a tendency for institutions to follow the 10 per cent limit and maintain fee

Savings



~Th-

bond rates may also lag increases in mortgage rates since the Treasury
(like other borrowers) tends to shorten maturities as money becomes tight.
Cbviously, administratively set rates (such as the highly visible and
politically significant prime rates) can be particularly poor benchmarks

if market flexibility is intended. Therefore, the floating rate laws pro-
vide only a limited measure of upward mobility, and some usury laws ex-
plicitly provide for a cap on the floating ceiling. It should also be
noted that problems can emerge with fleoating usury ceilings even when rates
are falling =-- since the base rate may fall more rapidly than national
mortgage rate averages.

An approximation of the formulas for the floating ceilings (supple-
mented with some published data on actual ceilings) suggests that the
usury limits set in most states with floating ceilings fall in the 9.0 =
10.0 per cent range -- although in some cases the rate would fall in the
8.0 - 8.5 per cent low end of the spectrum. (Table VIII-1). Thus flocat-
ing usury ceilings, at present, do not privide more leeway than enjoyed
by most states with fixed ceilings.

Regional Patterns In Usury Rates

As shown in Table VIIT-2, the lowest usury ceilings tend to be found
among the Southern states. The West and North Central regions have a
greater number of states with usury ceilings at the higher end of the
range. Diversity is the salient feature which characterizes ceiling
structures in the Northeast where usury limits cover the expanse from
8.5 to 21 per cent for the three states with fixed ceilings. In addi-
tion, four of the nine states of this region have no usury ceiling while
two have floating rate ceilings. With nearly half of the states in the
region having no ceilings, one might be tempted to characterize the region
as the most liberal in terms of usury laws. However, the two states with
the lowest ceilings are New York (8.5 per cent) and New Jersey (9.5 per
cent). These are two of the most populous states which would have a great

potential demand for urban housing for persons with lower than average
income.

Usury cellings in the West are generally higher and somewhat more
uniform than in other regions. HNone of the 13 states in the region have
ceilings below 10 per cent, while six have rates of 10 per cent and two
above 10 per cent. Three states have floating rates, and two no ceilings
at all.

The South has mecre states (four) with fixed rates below 10 per cent
than any other region. The 10 per cent limit is the most representative
rate -- eight states and the District of Columbia have such a fixed ceil-
ing. No states have fixed rates set about 10 per cent but three states
have no ceilings, and one state has a floating ceiling. '

In the North Central region, the range for fixed usury ceiling rates
is from 9.5 to 12 per cent. Four states have a 10 per cent ceiling; two
states have limits below 10 per cent, and two above. Three states have
floating rates, and one has no ceiling.
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Table VIII-2
Residential Loan Interest Rate Cellings, By State and Region

(Per Cent)
NORTHEAST SOUTH NORTH CENTRAL WEST
Ceiling Ceiling Ceiling Ceiling
Maine N Maryland 10.0 North Dakota 9.5 Washington 12.0
New Hampshire N West Virginia 8.0 South Dakota 10.0 Oregon 10.0
Vermont F Virginia N Nebraska 110 California N
Connecticut N Kentucky N Kansas 10.0 Alaska F
New York 8.5 Tennessee 10.0 Minnesota F Hawaii 12.0
Pennsylvania F North Carolina N Towa 9.0 Idaho 10.0
New Jersey 9.5 South Carolina 9.0 Missouril 10.0 Nevada F
Massachusetts N Georgla 9.0 Wisconsin 12.0 Montana F
Rhode Island 21.0 Florida 10.0 Illinois F Wyoming 10.0
Alabama 8.0 Michigan N Utah 10.0
Mississippi 10.0 Indiana 10.0 Colorado N
Arkansas 10.0 Ohio F Arizona 10.0
Louisiana 10.0 New Mexico 10.0
Oklahoma 10.0 '
Texas 10.0 =
Delaware F ﬁn
District of
Columbia 10.0
Average
of Fixed
Cellings
12.9 9.5 10.2 10.5
. Summary
Usury Ceilinps Northeast South North Central West
Below 10 per cent 2 4 4 : %
10 per cent = 9 4 6
Above 10 per cent il - 2 2
Floating Ceiling 2 1 3 3
No Ceiling 4 3 1 2
Number of States 9 17 12 13

N = No Celling
F = Floating Ceiling
Source: Table VIII-1.
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In summary, the lowest fixed ceilings (8.0 - 8.5 per cent)are found in
the Northeast and South. The west and North Central regions have more states
on floating systems -- six as compared with three states in the Northeast
and South. In contrast, the Northeast and South have more states which have
no ceilings =-- seven compared with three in the North Central and West.
Although there is noticeable variation among regions, 10 per cent is still
the most characteristic ceiling in all regions -- except the Northeast.

Spreads Between Mortgage Rates and Usury Ceilings

A number of factors have combined to maintain fairly high rates of
interest on mortgage loans. These include inflation, uncertainty about
the future, and lenders' desire to maintain wide spreads on new loans in
order to offset the low-yielding loans put on their books in earlier years.
In earlier periods, usury ceilings (although particularly harmful in times
of tight money) were practically unnoticeable in times of relative mone-
tary ease. This situation no longer holds. Since the credit stringency
of 1966, each successive cycle of monetary restraint has left mortgage
rates fluctuating around a higher average level. For example, during the
tight noney period of 1969-70, the national average for contract rates on
conventicnal mortgages peaked in the viecinity of 8.35 per cent. In the
latest period of credit restraint, these rates attained a high of approx-
imately 9.10 per cent in early 1975 for newly built homes. They declined
only about 30 basis points in the following vear and a half.

These national averages, however, mask much regional variation =-- re-
flecting supply-demand conditions, state usury laws, and other factors.
Looking at the usury laws of the metropolitan areas (as a subset of the
national data earlier discussed) gives a slightly different pattern for
regional usury ceilings. As indicated in Table VIII-3, lowest ceilings
exist among the metropolitan areas of the Northeast -- in spite of this
area having more states with no legal ceilings. Next to the lowest is the
North Central regicn closely followed by the South -- where ceilings in
most of the selected metropeolitan areas were at 10 per cent. Highest ceil-
ings were still found in the West -~ where two of the metropolitan areas
were in states with 12 per cent ceilings and two in states with no limits.

Average mortgage rates for the metropeolitan areas were consistent with
the regional patterns for usury ceilings. In August, 1976, the average
rate on single family conventional mortgages for newly built homes (by
region for selected metropolitan areas) was 8.59 per cent in the Northeast;
8.64 per cent in the North Central; 8.69 per cent in the South, and 8.91
per cent in the West.

The variation within a single region is also considerable. Contract
rates on conventional mortgages actually exceeded 10.25 per cent in some
metropolitan areas during the peak rates of 1975 and exceeded 9.25 per
cent in August, 1976 in some areas. Thus, usury ceilings in some states
are more of a real and present threat than is suggested by the spread
between the national average contract rate of 8.79 per cent for new homes
and 8.94 per cent for previously occupied homes -- and the typical state
usury ceiling of 10 per cent.



Northeast
Boston
New York
Northeastern New Jersey
Philadelphia

South
Atlanta
Baltimore
Dallas
Houston
Miam{
Washington, D.C.
Maryland
Virginia

North Central
Chicago
Northwest Indiana
Cleveland
Detroit
Minneapolis-St.Paul
St. Louls

West
Denver
Los Angeles-Long Beach
San Francisco-Oakland
Seattle-Everett

L pugust, 1976.
* not applicable.

Interest Rates For:

Newly
Built

Homes

8.54

8.73
8.48
9.00
8.81
§5.44
8.68

8.72

8.70
8.84
8.23
8.70

8.73
9.03
9.06
8.83

Table VITI-3 .
Terms on Conventional Home Mortgages i,
For Selected Metropelitan Areas and

Residential Loan Interest Rate Ceilings, By State and Region

(Pep Cent)

Previously State Differential:
Occupiled Usury Celling vs.
Homes Ceiling New llomes
B:72 None *
8.57 8.5 (.05)

9.5 .95
8.93 9.0 40
8.74 9.0 .27
9.01 10.0 1.52
9.19 10.0 1.00
9.05 10.0 1.19
8.55 10.0 1.56
8.78 10.0 132
10.0 1.:32
None *
8.67 9.0 .28
10.0 1.28
8.70 % (.20)
8.98 None *
8.76 8.5 .27
8.95 10.0 1.30
9.09 12.0 3.27
9.27 None *
9.28 None
9.34 12.0 3.17

Source: Federal Home Loan Bank Board.

Differential:
Celling vs.
Previously Occupied

.om
.95
.07

.26
.99
.81

1.45
1.22
1.22

.33
1.33
(.20)
*
(.26)
1.05

_LL..
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An examination of these spread relationships for selected metropolitan
areas shows that only in five of the 22 urban areas (Boston, Detroit, Vir-
ginia, Los Angeles, and San Francisco) located in states without ceilings
is there clear indication that lenders could charge rates sufficient to com-
pensate for the risks involved in opening up homeownership to lower-income
borrowers previously disqualified. (Table VIII-L) For the remaining 17
areas, the feasibility of such a program seems limited. The spread between
the usury ceilings and mertgage rates is less than 100 basis points in seven
of the 22 urban areas for new homes and in 10 areas for previously occupied
hemes. In eight areas for new homes and in five for existing structures,
the spread separating usury ceilings from mortgage rates is between 100-160
basis points.

Assuming that 300 basis points is the extra margin required to com-
pensate lenders for risk and added collection costs, only the five areas
without usury ceilings could charge the going market rate plus a risk ad-
Justment premium for loans on both new and previously occupied homes. Mort-
gage rates in the Denver and Seattle areas are sufficiently low with re-
spect to their 12 per cent ceilings to permit the 300 basis point adjust-
ment for new homes -- but not for existing units. Even so, the spread
between usury ceilings and rates on new homes only narrowly exceeds 300
basis points, so that ordinary advances in rates which may occur from
month-to-month could dry up the program.

If the 300 basis point requirement could be shaved to 200 (i.e., if
some subsidy element were added) -- with 15 areas having a spread of less
than 160 basis points -- the program would not be significantly expanded.
The difference would be such that lending institutions in only Denver
and Seattle could participate in the program for both newly build and ex-
isting homes con a more secure basis. In those areas there would be a
large enough margin to absorb increase in market rates, plus an add-on for
risk without hitting usury ceilings.

In summary, the situation in 15 major metropclitan areas -- where the
spread between usury ceilings and mortgage rates is less than 160 basis
points (during a period of considerable ease in the flow of funds avail-
able for mortgage loans) -- says much about the feasibility of developing
a viable program of extending mortgage loans to borrowers with below-
average incomes in which the private lender absorbs all risk. On this
basis, given the prevailing usury ceilings, prospects for lender participa-
tion appear remote,

Clearly, a greater effort is required to induce states to eliminate
usury laws. Good reasons already exist for this action. The need to ex-
pand lending in high risk urban areas -- which can only occur if more
headroom is made avallable -~ further strengthens the case.



0 and Under - 99

Distribution of Metropolitan Areas

Table VIII-4

on the Basis of the Spread of Usury:Ceilings

Over Interest Rates on Home Mortgages

(Differentials Expressed in Basis Points)

New Existing
New York New York
New Jersey New Jersey
Philadelphia  Philadelphia
Atlanta Atlanta
Chicago Baltimore
Cleveland Dallas
Minnesota Houston

Chicago

Cleveland

Minnesota
Source: Table VIII-3.

100 - 199 200 - 299 300 - Over

New Exlsting New Existing New Existing
Baltimore Miami None Denver Boston Boston
Dallas District of None Seattle Virginia Virginia
Houston Columbia Detroit Detroit
Miami Maryland Denver Los Angeles
District of Indiana Los Angeles San Francisco

Columbia St. Louis San Francisco :
Maryland Seattle
Indfiana
St. Louis

_61‘._
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VWhen usury laws backfire against borrowers

A low usury ceiling makes
it more profitable for
S&Ls to lend out-oi-state

“In talking Lo lenders.in olher states”
suys Jack Sheahan, president of the
Mortgage Bunkers Assn. of Greater L
Louis, "they just laugh amnd say, We
hope you guys never change becanse
woe cin come up te your state and tike
Lhe money right out.””

Barred by o 93-year-old statute from.

charging more than = on home mort-
gigre loans-—now the lowesl usury vate
ceiling in the nation- Missourt's siv-
ings and loin assoviations lind little
profit in lending inside the state. Shea-
han reckons that the stale’s S&ls have
paid out sofe Fo0n-million during the
past 15 months to buy higher-vielding
home loans from institntions in other
slutes. Meanwhile s&bs in other
states—oespecially neighboring Kansas
and Tlinois -are doing a Drisk business
in lending Lo home buvers in Missourt,
Mostly, though, the flow of mortgage
money is out of the state, and hopes ol
stemming it soon by changing the law
appuar remote.

“1Us o regular milk route,” Sheahan
complains. The state's thrift-minded
population, much of it of German ori-
gin, has always kept Missourl’s s&ls
woll stocked with deposits. Until mort-
gagre rates hegan going Lhrough the
roof, nearly all of that money wits lent
{o homehuyers within the slate. Now,
says Sheahan, londers Crom such states
a5 South Carolina and Georgla, where
home mortgigre money is hard to come
by, “are flying here Al the time," tosell
their mortpgages Lo Missouri thrift in-
slitulions at 9% to 9%

Reluctant bankers, ven with the lend-
ingr being done by ont-ol-state institu-
Lions, it is very ditlieult to get a home
mortgage in Missouri these days, Some
of the state’s hig corporations, threat-

ening to take their business elsewhere,”

have pressured their Jocal commercial
banks into providing mortgge monvy
for employees who are transferred into
Missouri. Bul the banks, reluctant Lo
tuke on long-term, fixed-rate ubliga-
tions, are making as fow of these loans
as possible. ‘

Sinee April, 10 other states with low
usury ceilings have liberalized their in-
{orest laws in the Taee of skyrocketing
mortgage rates. Vermont, which had
the nation's lowest usury ceiling at
e el 3 A A il cempted

units froam the new regulation. Three
other states with 8% coilings—Mary-
land, Mississippi, and Hlinois- have all
rised their permissible rates 0 the
Giui Lo 107 runge. A fourth, North
Carolina, simply abolished ils 8% ceil-
ing on first home mortgages on a triul
bsis untl July 1, 1975, Kentueky, with
an Slate ceiling, freed home mortage
money by exempting louns ahove
£15.000, while Minnesola, New York,
and Oregon also put through more Tib-
eral exemptions.

Bills to raise Missonri’s ceiling to
e were introduved in lust spring’s
ceasion of the state legislature, on the
heels of recommendations from a spe-
cial study group spearheaded by econo-
mist Murray Weidenbaum, former As-
sistant Treasury Seeretary.

. S -

Missouri’s
housing money

f state

out o
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Although the measure passed  the

Senate by a large mujority, it died in
the state’s lower house when Demo-
cratic majority leaders demanded that
Governor Christopher 5. Bond, o Re-
publican, endorse the change. Bond re-
fused, apparently fearing  consumer
hacklash, although there had been little
organized opposition Lo hiking the ceil-
ing.
Conlinued drought. Regathering their
forces, skhs and homebnilders, atong
with sympathetic legrisiators, now are
domanding that Bond cull u special ses-
sion Lo change Lhe law. So fur, Bond
has refused to hudge.

In the interim, Missouri banks and
sybs are trying Lo get around the rate
ceiling hy charging anywhere from 5o
15 points on (he fow mortgage loans
that they do make, (ne point equals 1%
of the amount of the loan--$200 on &
F20,000 mortgare, meaning  that 10
puints would come Lo $3,000. But while
the mortgrage is repuid over a long pe-

i ' o e nb ot
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usury ceiling sen

time of the loan, some by the buyer,
some by the seller.

Despite the added fees, the mort-
gape drought continues. Aceording Lo
figrures from the Federal Home Loan
Bank of Des Moines, new loans by Mis-
souri s&Ls, which make upwards of 0%
of all the state’s home lpans, plum-
meted by 37% from $206.5-million in
the April-May, 1973, period, to $186.6-
million during April-May, 1974, In con-
trast, during the sume period, new loan
volume fell off enly 6% in Minnesota,
Jowa, and North and South Dakota, all
of whivh are in the same Federal Home
Loan Bank district as Missouri.

The skid in lending in the state his
persisted throurh all of 1871 Lo date,
Total home mortgagre loans made and
purchased in Missouri were down by
loss Lhan 160 in 1973, from
$1.6-hillion in 1972 to

ds $1.50-hillion. In the first

six months of 1974,
though, the decline was
250 Lo $6.10.5-million from
the year before.

The combination of the
point system and Mis-
souri’s low usury ceiling is
causing weird distortions
in normal linancing pat-
{orns in the stale’s two
hig cities, both of which
straddle state lines. Rob-
erl 10 Simon, president of
the Plaza Savings Assn
in Kansas City, Mo, re-
porls that his S&L quit
making mortgages in the state after
{he effort to change the law failed, and
now s making mortgares only in Kan-
sus, where the coiling is 107, At the
sume time, bhorrowers in the city are
crossing over Lo Kansas to sign papers
with thrift institutions for home loans
of 97 or more,

Germania Federal Savings & Loan
of Alten, I, charges g%y interest and
three points but says it is doing brisk
business in home loans in St. Louis,
just across the Missouri River. liven
thongh they might be Jucky cnough to
get i loan in Missouri, “most borrowers
would rather pay a higher interest rate
and  fewer points,” says (Germania's
President W, G Osborn.

“It would he much more economical
and simpler for Missouri institutions to
lond in Missouri, and Kansas institu-
tions in Kansas,” Weidenbaum argues.
"W are literally forcing people to do it
the hard way. Getting around the
usury law results in higrher costs, which
coptaindy don't henefit consumers.””  ®




WILLIAM R. THOMAS JR.
Sr. Vice President
Dallas

August 12, 1977

Mr. James R. Turner

President

Kansas Savings and Loan League
612 Capitol Federal Building
Topeka, Kansas 66603

Dear Jim:

As you know The Mortgage Corporation was created by Congress
in 1970 and mandated to develop a viable secondary market for
conventional mortgages. Since that time we've committed to
purchase over $17 billion of residential mortgages nationwide.
During that same seven year period the national primary
mortgage market has experienced significant swings in interest
rates resulting in a '"feast or famine" effect on mortgages in
many areas. It's been an interesting and educational time

for all facets of housing finance, primary and secondary.

Your specific question regarding the impact of usury ceilings
on mortgage lending and the flow of mortgage funds is one

that has stimulated a great deal of interest and study with-

in the industry, as well as with us at The Mortgage Corporation.

From our vantage point in the secondary mortgage market we've
witnessed very profound effects on the movement of mortgage
money caused by arbitrary usury limits and resulting in adverse
availability of conventional mortgages. We've analyzed

various areas during the interest-rate-rollercoaster of the
recent past to compare those markets that have been the

victims of usury ceilings with others, free of such artificial
constraints and limited only by the marketplace.

I'd like to share with you the results of a study we recently
made of six states, four with low usury ceilings, and two
with no effective limits on savings and loan mortgage lending
for the period of 1973 through 1975. The low ceiling states
were New York, Maryland, Illinois, and Minnesota and the two

Dallas Regional Office
Federal Home Loan Mortgage Corporation
12700 Park Central Place, Suite 1800 Dallas, Texas 75251 Phone (214) 387-0600
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with no effective limits were California and North Carolina.

The study clearly showed that in the states of New York,
Il1linois, and Minnesota there were times during the three
years when loan originations exceeded capital inflows (net new
savings received plus interest/dividends credited and repay-
ment of loans) however, throughout the period the S/L's
continued to purchase more loans than they sold. This was

due to the fact that in these states the S/L's could not
competitively sell their loans in the secondary market during
the high interest rate periods (late 1973 and 1974). Because
the S/L's could get better yields by buying loans out of

state they continued to purchase loans even in deficit periods.
This obviously reduced the primary lending function within
their own states and the flow of funds into mortgages suffered.

In Maryland, the usury ceiling was changed from 8% to 10% in
April, 1974. Our study revealed absolutely no net loan sales
in 1973 or early 1974 due to the low ceiling. However, by

the end of 1974 S/L's had originated enough loans at a realis-
tic market rate to be able to sell more loans than they
purchased. Thus, by raising the ceiling the primary market
lenders had access to more mortgage money in the secondary
"market and they were able to continue their lending operations
at market rates.

In North Carolina and California where usury was little or no
problem S/L's were free to sell loans at market rates to raise
needed funds. This resulted in frequent net sales positions
in the secondary market and enabled them to provide a more
reliable flow of funds into the primary mortgage market at
market rates.

From the study we can conclude that low usury ceilings restrict
the flow of funds into the primary market when rates rise above
the ceiling. And, states with high or no ceilings have the
greatest potential for raising needed funds in the secondary
market. As a matter of fact it's during these pericds of

high interest rates that S/L's desperately need to be able to
sell loans but frequently cannot, due to usury ceiling
restrictions.

All of our analysis indirectly supports the idea of freeing
loans from usury restrictions if they can be sold in the
secondary market.
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Jim, I imagine your involvement with this wvery critical
subject has led you to many articles and dissertations
about it but allow me to recommend one that is extremely
well done and applicable to your own concerns about the
Kansas law. The article is, '"Minnesota's Usury Law: An
Evaluation'" published in the Ninth District Quarterly,
Federal Reserve Bank of Minneapolis, Vol. II., No. 2
(April, 1975), pp. 16-25, by Arthur J. Rolnick, Stanley L.
Graham, and David S. Dahl. A follow-up article by the
same authors appeared in the same publication earlier this
year and was entitled 'Minnesota's Usury Law: A Reevalua-
tion". Both articles are excellent and you'd enjoy them.

If you need additional information about our views or
beliefs about usury ceilings vs. the secondary mortgage
market just let me know.

Cordially,

Tl Pl

William R. Thomas, Jr.

WRT:1m
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L T TAKE THE BLAME (2) The First—tin.ie hor_ne lf)uyer is the consumer being
FOK HIGH HOUSING COSTS damaged by housing price inflation,

The home owner has been bombarded by cost increases
throughout the 1970s, as shown in Table 1. (The CBO report

L-ongressmnal Study shows mortgage only provides data for the period 1970-1975.)
rates to be an insignificant factor '
in the spiraling cost of homes HOME OWNERSHIP COST COMPONENTS
It is interesting to study the relative changes by home own-
For a number of years, many observers have commented on ership cost components. Note, for example, that the biggest
the rapid increases taking place in the cost of housing and the cost increases have been in areas not frequently mentioned
resulting impact on consumers. Although most efforts have by housing market observers: Maintenance costs up 117.7%,
concluded that many Americans have been and continue to property taxes up 104.6% and insurance up 89.0%.
be excluded from the new housing market, data limitations One frequently discussed area is heat and utilities, which
have generally prohibited further comment. were up 72.8% in cost over this period. This estimate repre-
This is no longer the case. sents a serious understatement as every consumer knows
Early this year, the Congressional Budget Office published who has experienced the price increases during the past year
a Budgef Issue Paper, which provides new insight into the vari- and especially last winter.
ous aspects of home ownership cost increases and their im- The other cost areas frequently discussed are sales prices,
pact on different groups of home buyers. Although the re- which were up 67.9%, and mortgage interest rates, which
mainder of this article reviews some of the highlights of were up 6.6%.
these newly available data, we are not necessarily endorsing Thus, mortgage rate cost increases, as reported by the
the CBO's conclusions. CBO, stand in sharp contrast to all the other major home
We do feel, however, that in spite of the limitations of the ownership cost components reported. In fact, when 1976 and
study, as pointed out by a number of reviewers, these new 1977 data are fully available, the recent declines in mortgage
data make two valid and salient points: interest rates will reduce their contribution to the housing
(1) Contrary to the common impression, home ownership price spiral even further.

costs during the 1970s have increased as a result of factors
other than mortgage interest rates; and

1. COMPONENT COSTS OF HOME OWNERSHIP

~ Total Inter- Prop- Main- Heat,
monthly Sales est Insur- erty tenance, util-
Year cost price rate ance taxes repairs ities
1970 $217 $23,400 8.45% $ 5.65 $31.76 $12.15 $26.74
1971 230 25,200 7.74 10.09 37.89 13.20 26.27
1972 256 ‘ 27,600 7.60 6.50 47.45 15.88 31.87
1973 305 32,500 7.95 7.84 50.63 20.82 38.54
1974 370 35,900 8.92 13.12 62.80 24,00 45,35
1975 396 39,300 .01 10.68 64.98 26.45 46,21
1970-75 82.4% 67.9% 6.6% 89.0% 104.6% 117.7% © 72.8%
4, SECOND-TIME HOME BUYER COSTS 5. NONMOVER HOME OWNER COSTS
Annual Monthly Annual Monthly
housing housing housing housing
Year cost cost Percent change Year cost cost Percent change
1970 $2,648 $221 1970-71 1.6% 1970 $2,652 $221 1970-71 5.0%
1971 2,691 225 1971-72 5.0 1971 2,784 232 1971-72 5.6
1972 2,826 236 1972-73 6.8 1972 2,940 245 1972-73 4.7
1973 3,019 252 1973-74 7.2 1973 3,072 256 1973-74 2.6
1974 3,240 270 1974-75 4.1 1974 3,144 262 1974-75 3.4

1975 3,271 281 1970-75 27.3% 1975 3,252 271 1970-75 22.6%



e can conclude from Table 1 that mortgage interest rates
are not a major cause of the rapid increases in home own-
ership costs.

HOME BUYER IMPACT

The CBO study divides home owners into three groups:
First-time buyers, second-time buyers and nonmaovers. Table
2 shows that over the first half of the 1970s, the cost of buy-
ing an existing home for a first-time buyer has increased 63%.
Table 3 shows that the cost of buying a new home for these
consumers has increased 82.4% over the same period.

These cost increases sharply contrast with those facing
second-time buyers (up 27.3%) and nonmovers (up 22.6%)
as shown in Tables 4 and 5.

This contrast is further reinforced by Table 6, which shows
that both median family income (up 329%) and the Consumer
Price Index (up 38.6%) have increased more rapidly than have
housing costs to second-time buyers and nonmovers.

- When compared to the cost increases experienced by first-
time buyers, however, the median family income and CPl in-
dices fall far behind. One might conclude from Table 6 that
first-time home buyers are being severely damaged by hous-
ing cost inflation.

POLICY IMPLICATIONS

The CBO presents a long list of policy conclusions from its
study. In contrast, we conclude that:

(1) Efforts to control home ownership costs should include
an examination of such component areas as maintenance

2. EXISTING HOME COS5TS FOR FIRST-TIME BUYERS

costs, property taxes and insurance. These areas have been
generally ignored.

(2) A special effort needs to be made to help the first-time
home buvyer.

In light of this second point, it is encouraging to see such
congressional initiatives as that proposed by Senate bill
5.664, titled the “Young Families Housing Act of 1977.” This
bill addresses the two basic barriers to home ownership for -
the young family — the high monthly payment and high first-
time down payment.

One objective of the bill is to lessen the impact of the rising
monthly payment through a provision calling for graduated
payment mortgages. Such a mortgage calls for monthly pay-
ments that would be lower in the first years of the mortgage
contract but would rise gradually from year to year.

The bill would also work to lower the other major hurdle
of the first-time home buyer, the initial down payment. S.664
calls for the establishment of individual housing accounts — -
savings accounts which could be accumulated over 120
months with a $10,000 maximum.

A family could save up to $2,500 per year and deduct these
deposits from taxable income. Also, the family would not
have to pay taxes on interest credited to these accounts. The
funds would then have to be applied to a home purchase.

These recommendations are worthy of support since they
address the real problem of housing affordability — the prob-
lem of the first-time home buyer.

3. NEW HOME COSTS FOR FIRST-TIME BUYERS

Annual Moeonthly

housing housing
Year cost cost Percent change
1970 . $2,648 %221 1976-71 5.9%
1971 2,810 234 1971-72 9.4
1972 3,071 256 1972-73 117
1973 3,432 286 1973-74 14.3
1974 3,918 327 1974-75 10.2
1975 4,317 360 1970-75 63.0%
6. INCREASES IN COSTS, INCOME, PRICES

First-time buyers
Of existing Of new Repur- Non-

Years housing housing  chasers moveis
1970-71 5.9% 6.0% 1.6% 5.0%
1971-72 9.4 11.3 5.0 5.6
72-73 11.7 19.2 6.8 4.7
57374 14.3 21.2 7.2 2.6
1974-75 10.2 il 4.1 34
1970-75 63.0 82.4 27.3 22.8

Annual Monthly
housing_ housing

Year cost cost Percent change
1970 $2,604 $217 1970-71 6.0%
1971 2,761 230 1971-72 11.3
1972 3,072 256 1972-73 19.2
1973 3,662 305 1973-74 21.2
1974 4,437 370 1974-75 71
1975 4,751 396 . 1970-75 82.4%
Median

family

income CPIL

4.2% 4.3% Note: 1970-1975 percent changes are not the

8.1 3.3 sums of annual percent changes, since

8.4 6.2 Hm;mﬂpofi;ndiﬁg of nnuuﬂljf;'mnges

ices the five-year result,
6.5 11.0 produces the five-year res:
6.2 2 Source: Congressional Budget Office,
Budget Issue Paper, January

32.0 38.6 1977.
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" USURY RESTRICTIONS

MEMBER COMMENTS

"When 6% was the accepted mortgage rate the mandated usury
rate was 10% while today the rate is 8 3/4% to 9 1/4% and
should be raised. Inflation has caused the price of all com-
modities to rise and money is a commodity just like wheat and
beef. The customer is the final judge as to the fairness of
a loan rate." :

"With the many consumer safeguards we have today, I
would hope there would be no ceiling and let competition in
the market place determine the rate."

"Supply and demand is still the best barometer for
rates, not some artificial ceiling."

"ZA comparison of.rates between the State of Kansas and
those states that have no usury limit will reveal very little
differences in rates except during periods of tight money.
Then those states that have no usury limit will still be able
to lend because of their ability to sell loans to those
lenders in states that have usury limits.”

"The effects of the 10% limit when market rates are
higher is to shift money out of the mortgage market; Kansas
money goes to other states where there are no artificial
limits; and the consumer is hurt, particularly if low-incomed,
because there is no money available to him."

"FHILMC went up to 11% in August, 1974 so that when they
went above 10% we could not even originate loans to sell to
them nor could you sell loans in the secondary market during
1974 because there are states 1like Colorado which have no
usury ceiling and thus are able to keep moving with the
market."

- "The usury ceiling restricts the availability of funds
by limiting participation in the secondary market. I've
had realtors and customers observe that families would
rather pay a higher rate of interest than be denied the op-
portunity to own their own home."



BILL HO.
By Special Committee on Commercial and Financial Institutions

Re Proposzl No. 3

AN ACT relating to insurances concerning reimbursement or
- indemnity for services vrendered in the treatment of
alcoholism, drug abuse, and nervous and mental conditionss
amending K.S.A. 1977 Supp. 40-2,105, 40-1809 and 4N-19N9 and

repealing tne existing sections,

Be it enacted bv the JTegislatiure of tha State of Kansas:

Section 1. K.S.A. 1977 Supp. 40-2,105 is hereby amended to
fead as follows: 40-2,105. Every insurer, which issues any group
policy of accident and sickness, medical or hoéoital expense
insurance which provides for reimbursement or indemnity for
seryices rendered to é person covered by sucn policy in é medical
care facility, must make available by affirmative offer and, 1if
requested by the contract holder, provide reimbursement* or
indemnity under such‘policy which shall ne limited to not less

than thirty (30) days per year when such person is confined trm

ettrer-—ar—ticensed-hoespieat Tfor the treatment of alcoholism, _drug

abuse _or nervous or mental conditions in_a medical care facilityv

licensed under the provisions of K.S.A, 1977 Surp, 065=2%27 or a

eatmen facility for_alcoholics licensed under the provisions

of K.S.A. 1977 Supp. 65-401i4 ?8F—%h%-€?&&tﬁ&ﬁ%-@f~-&fééh@%fﬂﬁ, a

treatment Tacilitvy for drug asusars licensed upder the provisions

of K.S.,A, 1977 Supp, 65-4605, a community mental health ceanter or

clinic _licensed under _the  provisjons _of X.S5.A., 75=-3377b> or a
psvchiatric nospital licensed _under ther n[nviginns GL.. KeSahs
15~3201b, Such__nolicyvy shall also bprovide _reimhursement _or
indempnity of a portion of the cos 5ugi_1tgazment of stech person,
as _provided in such policv, for alcoholism, drug _abuse or nervols

or _mental _conditions in said facilities hareinbeforz =2pumerated
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when confinement therein is not naecessary for _said treatment.

Sec. 2. K.5.A. 1977 Surp. 40-1809 15 hereby amended to read
as follows: 40-1309. Such corporations shall be subject to ~the
REOVISioNS of KsSvhr—{S7P-Buppe——d0-Sotab-srd-ts K.S.4. 40-215)
40-216, 40-218, 40-219, 40-222, 40-224, 40-225, 40-226, 4n-229,
40-230, 40-231, 40-235, 40~-236, 40-237, 40-247, 40-248, 40-249,
40-250, 40—251; 40-254, 40-2ad71 to 40-2al9, inclusive, and
40-2401 to 40-2421, inclusivs, and émendments thereto, and K,.S.A.

1977 ‘Supp. 40-214, 40-223, 40-252, 40-2,102, 40-2.i105. as

amended, 40-2216 tao 40-2220, inclusive, and 40-3301 to 40-3313,
inclusive, except as the context otherwise requires, and shall
not be subjecf to any other ﬁrovisions of the 1insurance code
except as expressly provided in this act.

Sec. 3. K.5.A. 1977 Supp. 40-1909 is hereby amended to read
as follows: 40-1909. Such corporations shall be subject to the
provisions of K:SrAr—+37% Stpmr—43-2;+65-and——te K.S.A. 47-215,
40-216, 40-218, 40-219, 40-222, 40-224, 40-225, 40-226, 43—?29,
40-230, 40-231, 40;235, 40-236, 40-237, 40-247, 40-243, 40-249,
40-250, 40-251, 40-254, 40-2,100, 40-2,101, 40-2a0l to 40-22i9,
inclusive, and 40-2401 to 40-2421, 1inclusive, and amendments

thereto, and K.5.A. 1977 Supp. 40-214, 40-223, 40-252, 4n-2,102,

40-2,104, 49-2,105, —as _amended, 40-2216 to 4N0-2220, inclusive,
and 40-3301 to 40-3313, inclusive, except as the context
_otherwise requires, and shall not be subject to any other
provisions of the insurance code except as expressly provided 1in.
this &acts _ .

Sec. 4. K.S.A. 1977 Supp. 40-2,105, 40-1809 and 49-1909 are
hereby repealed.,

Sec. 5. This act shall take effect and oe in force from and

after its publication in the statute book.




