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conditions,; and’ thé coSt ' of the mioney was” prohibitive. 'We stubmit that if the
Fed had had the power'to buy PHLBB debentures ditect and in the open market,
a more satisfactory result -would have 'been aéhie¥ed-—more in keéeping 'with the
objectives of Congress. By way of illustration, we present the following state-
ment which was made by ‘th& FHEBB" t0" thiy commiittee :

‘% * * the Federal home loan banks last year (1966) increased. their out-
standmg 1oans to savings and loan associjtions by 38 ‘million, As a result,
the bagk Ssystem provided the funds for almost. one Eil th of' las "year § increase
in association mortgage loar portfolios’ (net of loans in _brocesy), the largest
percentage in. any perjod in hi tory I—Iowevér, net mortgage’ ‘epding by asso-
ciations dropped by, .over. $4h‘bdl ion' last year, when compared with 1965, even
including that permitted by ral home loan bank advances. The bank system
was pre cluded from ‘providing more of an offset to th;s decline ‘inn ‘mortgage lend-
ing' be caUSe existing statutory authority requires it to ‘raige funds by selling
securities. in money. and capltal markets; and in periods of monetary. restraint
‘the systetnt; like other iSs@e‘rs of Securitles, is limited in the amount o ' funds
that it can raise in uch méarkéts in'a short period of timé. Moreover, even had
it been: possible for the bank ,system to raise additlonal funds in financial mar-
- Kkets, the cost of such funds’ to the banks, and hence the rate they would have
been required: to. charge: assoeiations for advances, would have limited. their
use by assoeiations, ‘because such,rates exceeded the; return that some gssocia-
‘tions ‘could obtain on new mortgage loans” (Federal Home Loan Bank - testi-
mony, “A Study of Mortgage Credit,”” Subcommittee on Housing and Urban
Affairs, Committee on Banking: and Currency, U.S. Senate, pp.- 30 and 31).

Such aichange in the powers 6f the Fed are in order; as it carries out its respon-
sibilities for/'the total monetary policy of the country No less an authority than
Professor Paul Svamuelson said at a recent symposuum on “Mcméy, Interest Rates
and Economic Activif

“x ok k- And hence ‘bhe central bank, as an 1mp0rbamt and, indispensable arm. of
the modern state; has a responsibility-in conducting overall macroeconomic activi-
ties to take into aecount alternative effeets upon sectors.,Ours is a ‘pluralistic
society: and; properly so. In a. plurahstic society. it . makes no semse to set up
institutions, with a mou.istic function and then have to set up new superagencies
to coordinate them. * * *”

We doubt that. the commitment of the Fed. would be great, but the beneﬂts of
such commitment :woyld. .be substantial. This: is because the mortgage market
would not, be staryed again as it was in 1966, and thus there would be no repeti-
tion of the, consequences of the mortgage, credit. restriction, Sueh consequences
were :

1. Construction, particularly of housing, cut by 500 000 units, c'ausing

unemploqunt y

2. As, construction. slowed, buﬂdens were forced mto bankruptcles,
nterest, rates rose sharply. to Ievels some couldn’t pa

4., Montgage credit uzya,vailable which “killed” many potential real estate

trasmsfers.

B, Oa en;lgmment in lending mstitutwns, title compames, and
Jz-evzleég:a roker:

fa s 2T

: - ncvrerased deluiagqenqy in real estate tax. paymenbs :
We would not.contend, that, i gﬁ)mg to be possible to even out and allocate
rfectly the savings of this nation. But we do firmly believe that the reserve sys-
ems: of the savimgg and: 10an business and the banks: should. do all they can to
evel out the swings which will occur from time to time—swings in interest rates
and swings in ayailability of credit. Hven a modest participation in the marketing
of FHLB debentures by, the,, F eral Reserve should hold down the cost of such
meney. A suie bgng t;t'rOm such back stopping of the. FHLBB would be to squelch
the careless seare talk about the possible “illiquidity” of the savings and loan
‘ busiagess which. dld oecu;: in 1966 and did cause some withdrawals..
. Th we, ur \mr ble, consi(feratxon of our third. amendmert to permit the
Fedt 1);1 . debentyures directly. . It unld huave a most faVOrable effect on
; the bi fv ty of i:hg mortgagez market of the future. . -

. . PBOPOSED AMENDMENT NO. 1. . . . '

’J?l‘m ,«A*ctf iof ! S@pbémb’ér 211966/ (80" Stat: 828) i hereby’ amen;ded as follows*

Section 7 is hereby amended to read as follows:

“SEc. 7. The provisions of [the preceding sections] section 1 and section 4
of this Act shall be effective only during the [two] three year period which begins




