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 Fice Correspondence Dateliovenber 21, 197

To Chairman Eccles Subject: Inflationary saspects of

From Remsey Wood residential building and mortgage lending

In accordance with your request, transmitted through
Ur. Thomas, I have prepared the attached memorandum and tables on
inflationary aspects of residential building and mortgage lending.
I hope to have some additional material on lMonday.

I am also attaching & copy of a statement sent to

Dr. Jack Levin for the use of Senator Flanders! Subcommittee on
Cost Factors and Cost Reduetion in Housing.
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INFLATIONARY ASPECTS OF RESIDENTIAL BUILDING
AND MORTGAGE LENDING

Summarx

The current housing shortage can be alleviated only in
part by production of housing. The demend for housing at current
prices is so far in excess of the supply of houses available
plus what cen be built quickly, that, if corrective measures are
not taken, inflationary pressures will persist in this part of
the economy until prices have been pushed up to the point at which
few families can afford to buy.

The volume of residential building is already in excess
of capacity at atable costs, and costs have risen. The recent
stabilizing of costs is attributable in large part to a better
flow of materials during the summer, and a consequent improvement
in efficiency on the job. Shortages are again appearing, however,
eand prices of materials and wage rates have continued to advance.

The demand for housing is being supported by the large
volume of readily available credite. Over half of the mortgage
credit being extended is sponsored in some fashion by the Federal
Government, and an additional portion is amenable to some Federal
control. It seems desirable that steps be taken to curtail as much
as possible the availability of credit, especially that underwritten
by the Federal Government.

The volume of building

Residential building has increased markedly in the past
two years, as Tables 1 and 1-A show. The predominant feeling, both
in Federal housing agencies and in trade circles, is that the
housing shortage will be cured only by continuing, or increasing,
the current rate of building, and that any attempt to restrict
mortgage credit will reduce building, make the housing shortage worse,
and add to inflationary pressures.

Actually, it would probably be better to reduce somewhat
the current rate of residential building, if, at the same time,
measures were adopted to reduce the demand for housing in the market.
We are now probably building beyond our capacity. The argument that
we are building fewer houses in 1947 than in 1925 overlooks the fact
that the rise in the early 1920's was more gradual than in the last
three years, and that, in the earlier period, the whole economy had
time to adjust to the higher level of buildinge It also overlooks
the fact that many of the worst houses built in the 1920's were
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built in 1925 and 1926, and the fact that the 1925 rate was not
sustained.

Evidence that we are trying to build too much is to be
found in the fact that, as Table 1l-A shows, the number of unfinished
houses has been increasing almost without interruption. The wide-
spread complaints of shortages of nails, cast iron pipe, sheet
steel, mill-work, and similar items, and the "grey market" for
neils, steel, and lumber (some of which are mentioned in the attached
Notes on Building Materials Supplies) are further evidence that
supplying industries cannot, at present, support the current level
of buildinge The quality of building is also declining, and the
Veterans Administration has had to institute an inspection pro-
cedure for new houses built with guaranteed or insured loans.

Mortgage lending

Probably the largest single factor responsible for the
present inflationary boom, aside from the inadequacy of the housing

. supply, is the availability of easy credit. A great meny families
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are encouraged to believe that they can improve their housing
conditions because they can borrow on easy terms, and while the
number of potential buyers remains large, builders have little in-
centive to hold their costs down. The volume of mortgage lending has
been increasing, and the great bulk of this lending is on old houses.

Lending sponsored by the Federal Government has been in-
creasing, both in amount, end in proportion to the total, as
Table 2 showse There is some duplication in the table, since the
loans of insured savings and loan associations include loans
insured by the Federal Housing Administration and insured or
guaranteed by the Veterans Administration. It is not clear, however,
that, if FHA and VA guarantees were not available the total of loans
made by insured associations would have been substantially less.

A general reduction of the availability of mortgage credit
would reduce the demand for housing =-- both old and new -- and, if
it were not too severe, would hold demand to a level which would
permit the largest volume of building consistent with reasonable
stability of costs and prices. If credit is not curtailed, there is
a serious danger that housing will be "pried out of the market."

It seems wiser to curtail building slightly in the next few months,

if necessary, and make possible more stable building for a longer
period, than to encourage a higher level of building at increasing
costs, which will result in a cessation of building before the housing
supply has been increased appreciablye.
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Table 1.

Non-farm Dwelling Units Started

in the United States

(Thousands)

Year

1922
1923
1924
1925
1926
1927

1930
1933
1936
1939

1941
1942
194k
1945
1946
1947

e/ Estimated.

Total

716
871
893
937

810
330

319
515

115
4o7
169
225
776
860 e/
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Table 1-A

Permanent New Nonfarm Family Dwelling Units

(In thousands)

Under construction

Period Started Completed (end of period)

Monthly

1946
January 38 16 160
February L2 17 185
March 62 19 228
April 67 21 27l
Mey 67 25 316
June a, 31 2L9
July 63 37 375
August 65 L3 397
September 58 50 L,05
October 58 56 Lot
November L8 61 39l
December 39 63 270

1947
January Lo 63 L7
February LL 60 331
March 58 58 352
April 69 60 3l
ey 73 60 354
June 1 63 368
July 80 66 382
August 86 70 598
September 92 77 113
October p/ 92 82 L23

Note:=-~Data from Department of Labor.

Only new permanent family

dwelling units built in nonfarm areas are represented, in-
cluding units financed with public funds and with private
funds, and units built by conventional methods and with

varying amounts of prefabrication.

Single person accommoda-

tions, conversions, trailers, and all temporary structures

are excluded.
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Table 2

New liortgage Loans liade Under Federal Sponsorship
1-to=l4 Feamily Houses
(Amounts in millions of dollars)

Loans made under Federal sponsorship
Associations
Inse by Fede | Inse. by | Ins. or
Percent of | Savings and Federal | guaranteed
All loans all loans Loan Ins. Housing by
made Total made Corporation Adm. Vete Adme
1939 2,873 1,250 Ll 581 669 * ~
19,1 3,810 1,773 L7 863 890 o
1945 L,701 2,023 L3 1,449 L7l 100
19L6 95453 5,523 58 2,799 L22 2,302
1947 ¢/ 11,000 7,054 6l 2,922 830 3,302

fy/ Estimated by Federal Reserve

Notes:--Loans made by associations insured by the Federal Savings and Loan Insurance
Corporation include some loans insured by the Federal Housing Administe-
tion and insured or guarenteed by the Veterans Administration. In 1947
such loans may have amounted to about one billion dollarse. If such
duplication could be eliminated, the proportion of all loans made udder
Federal sponsorship, might be about 50 per cent in 1946 and 55 per cent
in 1947.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



iTe Jack Levin
Adviser on ilousing
Legislative Geference fervice

iLibrary of Conzress
Washingbon 25, e Ce
lear Lrs Levin:

e are enclosing certain mmberials, in duplicate,
which we hope will be of use to you snd ire Henderson in your
work for Zenster Flanders' Subcomnittee on Cost Faotors and Cost
keduotion in Housing.

The meterials enclosed are copies of:

ls A Selegran sent to the head of the Research

2¢ The report from emch Bank which was able %o

3o A statement on "The lous Cost
Problen” which has been prepered at the Hoard
of Covernors.
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ire Jack Levin e

If we ean be of further assistance to you ia your
inquiry, please do nct hesitate to call on use

Eincerely yours,

hampay ¥ood
livigion of Research and Statistics

inelosures
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THE HOUSING COST PROBfEN
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The ecurrest high levels of housing costs arise in lerge
umunusm.mm.wecmamumm

for houses.
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Wheress consumption of most consumer goods comes out

mlmummucm«. When prices of old houses rise,
prices of new hovses algo rise, and with them, the profits of
builderss Vhen builders® profits rise, there is more incentive
to ineresse building operations and, because the supply of labor,
wmeteriais, snd land cannot be expanded smoothly and rapidly, the
prices of these factors are bid ups, In other words, costs rise.
The rise in costs, in turn, provides a resson for sellers of
both old and new houses to teat the market at hizher levels.

in & period such as the present, in which there is
generally full esployment, and in which inflationsry pressures
are widespread, some of the inerease in residentisl building
costs comes {rom feoctors other then the incressed demsnd for
housing. lemend for other types of structures competss directly
for building labor and meterisls, and to some extent, for lend,
lemands for other kinde of goods and services also compete, either
directly or indireetly. Pfurniture production requires ecsrpenters,
lumber, sad neils; sutomobiles are made of sheet stesl snd cast
iron which sre also needed for puttering snd redistors; the
transportation of agricultural products requires freight cers
which are slso needed for the movement of
Because not all of these demands can be

i
gz
H i

h:hmhs the sontlmaing housing cost of & home owner s Interest

thoreugh study, for if mmuunmmm.
importent couse of the instability of home ownership would be
romoveds (rester attention to these costs would alse disclose
points at which further reduction of originsl cost leada %o
groater coabts of eperatlon,

Amertization of the mortgage, which is usually regarded
umhjhcmtm and whother it is, in faet, savings
depends

goiis 3 oy ™fmoriisation paynents should not be counted 1n

as offeets to current upmﬁ.ng costa.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

These eperating costs, of whose magnitude sn owner-
oscupant is usually only vaguely aware st the time he purchases,
are not met repularly, but when they come due thoy ere sub-
stantisle If an owner has commitbed himeelfl to the limit of
bhis budget for the mere obvious iteme such s interevet, amortize~
tion, taxes, Ilnsurance, utilities, ard hesat, & large job of
ropair, maintenance, or replacement may heve to be meglected,
with congequent impairwent of value or danger %o health, or, if
it s undertaken, may require reduction of expenditure for food,
clothing or medical attention. The three releted facts that
theee costs, as time goes on, are so large, are concesled at
the time of purehase, and csnnot comveniently be scorusd, sre

rather then the original price paid for & house, of'ten make &
reduction or interruption of income & mere sericus matter for
& home owner than for & tenant,

The presert situstion

The present situstlion is uwanlike that of earlier booms
in geveral ways. At the start of the war rents and prices were
relatively low, sndé vasvencies were highe . of

mmummm. The withdrewal of 12 or 15

individuals, and the restriction, by price and rationing controls,
of the spendins of individusls, left consumers with & large
volume of claiszs on goods end serviees which could be exereised
after the ware it the end of the war, demobilization of the
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