Yovember 21, 1947
Chalrmen Eecles Inflationary aspeots of
Reamsay Bood residential building snd mortzage lending
In eccordsnce with your request, traonsmitted through
¥y, Thomas, I heve prepared the sttached memorandum and tables on
inflationary aspects of residentisl building and mortgage lending.
I hope to have some additionsl meterisl on Fonday.
1 am slpo attaching & ecopy of a statement sent to

Dre Jack Levin for the uvse of Senator Flanders! Subcomalttee on
Cost Factors and Cost Reduction in Houginga
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ARFLATIORARY ASPECTS OF RESIDENTIAL BUILDING
AKD HORTGAOE LERDINGC

Sumenry.

The current housing shortage can be alleviated only in
pard by preduction of housings 7The demand for housing st ourrent
prices is so fur in sxcess of ths supply of houses availsble
plus what e¢sn bo bullt gquickly, that, if corrective messures arse
not takss, inflatlonary pressures will persist im this part of
the economy until prices have beon pushed up %o the point at which
fow familias con afford te by,

the volune of residentinl building is already irn excass
of capsolty at steble goats, and ocsts have rissn. T%The recent
stabilising of costs is attributable in large part to a better
flow of meterials during the summar, snd & consequent irprovement
in effieliency on the jJob. Shortages are again appearing, however,
and prices of materisle and wege rates have continued to advance.

The demsnd for housing is being supported by the large
voluzs of readily svallable oredit. Over half of the mortgage
eredit belng extended is sponsorsd in some fashilon hy the Foderal
Govermrent, Gnd an additional portion is amenable to soms Fedoral
sontrol, It seems desirable that steps be tekon to curtcll as much
as possible ths availability of oredit, cspecially thaly underwritten
by the Fedsral Govepmasnt.

The voluwme of tuilding

Fosidontie) building hes incressed markedly in the past
two yours, ss Tablos 1 and 1«A shows 7The prodominant feeling, both
in Pederal housing agenocien and in trade ciroles, is that the
housing shortage will be cured only by contimuing, or increasins,
the current rats of dullding, and that any attempt to resirict
mortgage oredit will reduce building, make f.hﬂ housing shortage worse,
and add o inflationary pressures.

Aotually, it would probably be better to reduee somewhat
the ourrent rate of resldential Wuilding, if, at the same time,
messurss were adopted to reduce the dumand for housing in the market.
¥e are now probably building beyond our tapasity. The argument that
we are building fower houses in 1GL7 than in 1925 ovorlooks the fact
that the rise in the sarly 19520's wes mors gradual than in the last
three years, and that, in the earlier period, the whole economy hed
time o adjuat 46 the higher lovel of buildings It also overlosks
the fast thet many of the worst houses Wild in the 1520's were
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built in 1925 and 1926, =nd the feet that the 1925 rate was not
sustained, ’

Evidence that we are trying to build tce mioch is to be
found in the fact that, us Table 1wA shows, the number of uufinished
houses has baon inersasing slmost without interruptions The widee
sprasd complaints of shortages of nails, csat iron pipe, sheet
steel), millwwork, and similay items, and the “grey market" for
aaile, stoel, aud lumber (some of which are mentiencd in the attmchsd
¥otes on Bullding Haterials Supplies) are further ovidense that
supplying industrics oannot, at preseat, support the current level
of buildinge Tho cuelity of bullding is sise deslining, sud the
Veterans idniniutration hes had $o institute an inspootion pro-~
cadure for rew houses bullt with guaranteed or insured loanse

Eer_tﬂe lendinﬁ_

Probably the largest single factor responsidle for the
present inflationsry boom, seide from the inadequacy of the housing
supply, is the avallability of esay oredite A great many families
are ensvuraged to beliove that they omas iwprove thair housing
gondisions because they oan borrow on easy Loras, and wiile the
number of potential duyers remains large, bullders heve 1ittls in-
sentive to hold thelr costs downs The volume of mortgage lending has
been inoressing, snd the great tulk of this lending is on old houses.

lending sponsored by the Ffederal Goverrment has been ine
aresssing, both in amount, and dn proportiocn to the totel, as
Table 2 showse There is some duplication in the table, sinoce ths
loans of insured savings and loan sssocistions inglude loans
insured by the Foderal Bousing Administration and insured or
guaranteed by the Vetersns Administrations It is not olsar, however,
that, if FA and VA guarantees ware not avsailable the total of loans
sade by insured associutions would have baen asubstantially loss.

4 general redustion of the wvallability of mortgage oredit
would reduce the demand for housing == both eld snd nsw =« and, if
it were bt too severe, would hold demand t0 & level whioh would
pornit the largest volume of bullding consistent with reasonadle
atability of coste and prices. If oredit is not curtailed, there is
& serious danzer thet housing will be Yprimd out of the market."®
it seems wiser to curtuil buillding sligutly in the next few months,
if necessary, snd make possible more stable huilding for a longer
pericd, than to exnsoursge & higher level of Building at incressing
sosts, whioh will result in a cessation of Wuilding bofure the housing
supply hws been insressed appreciably.
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Table .

Hon-farm Pwelling Units Started
in the United States

{Thousands)
Yeur Total
igaa 116
Ase) &7
1924 893
1925 937
1526 B9
1ger 810
1930 330
1533 93
1936 319
1539 515
gk 115
1ghe 497
169
1545 225
19%6 116
19k 860 of
8/ Eatimated.
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Table 1=A

Pormbnent Yow Konfarse fanil I}ueuiuﬁ Units
{in thwsm&%

Trder oonstruction

Peried started Completed {sxd of peried)
Konth!;'
156
Jamary zg 16 160
February 17 185
H#aroh &2 39 228
i : & &
June & 31 349
July &3 37 375
August 65 L3 397
Septexber 58 50 Los
Outeber 55 56 kot
Hovenbar L8 6},
Daoenbss 39 &3 370
1.7
January Lo &3 7
Februayy L &0 331
iiayreh 28 58 ;Ef
April €9 60
Kay 73 60 35,
June 77 é 568
July 80 &6 382
Auguat 86 70 298
Septenbor 92 K a3
Qotober p/ o2 62 L23

Hotes=~Data from Department of Labors Only new permsnent family
dwelling units built in monferm areas sre rerressnted, in-
sluding units finansed with public funds mnd with privete
funds, and unibs duilt by conventional methods snd with
varying smounts of prefubrication. Gingle person ssoommoda-
tions, venversions, trallers, and all Senperary structures
are sxvluded,

3/ Preliminery
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Tables 2

ligw Mortgage Loang Nede Under Federal Sponsorship
isto-ly Femily Houses
{Amounts in millions of dollers)

Losns mede under Fedaral § mzortgp
Asgsoolations
Inse by Pode | Inse by { Inse or

Perogat of | Sevings and Fedoral | puerantesd

All losns #11 loans loan Inse Housing by
wode Total uade Corporstion Adme Yobte Adrh
133? 2,873 1,250 b 561 &6 -
2 Eﬁm 1,773 LT 863 850 -
g5 s701 2,023 L3 1,149 v 100
1sl6 9453 5a52 58 2,799 Le2 2,302
1547 of 11,000 Ts &, 2,922 u30 34302

8/ Eetimated by Federal Reserve

Botes~eLosne usde Ly associstions insured by the Federal Savings end Loan Insurance
Corporabion inslude some loana insured by the Federal iiousing Adninisime
tion and ineured or gunranteed Ly the Veterans idministrsiione In 1947
such losus miy have amounted to aboub one billion dollerse If such
duplication oould bo glimineted, the proportion of ell loans made undaer
Eﬂg&g sponsorship, wight be sbout 50 por ceat in b6 snd 55 par cent
] .
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NOTES Ol BULLIXEG MATERIALS BUPFLILES

Statoments have appeared 1n the preoss and trade Journals
recently, indiceting that the caureat demand for tailding materisls
is preasing hard upon available supplies. The Natiunal Association
of Real Estate Bosrds reported in a survey of acme 300 cities that
"Haw ‘construction is usihg up duillding materials as faat aa present
factory capacity can profuce them.” Specific meterisls xeporied in
ehort supply in frum cno-hall o two-thinde of the citles were
saxt iron soll pips, hardwood flooring, plusbing sguipment, rock
1xih, mineral wall bosrd, and mill-worX.

Further indication of the pressure of demend for Duilding
matorials an supply is given by the Fluwbing and Heating Industriss
Bureau, spokestan for the cambined industries, vhich revealsd that
although production of plumbing sgaipment this year will probebly
be the highest on record, demand is sonthiing so strong that
supplise are still insdequato.

Looal bullding materiels doalers in the Wushington ayea
report that nalls, rock lath, lusher, brick, xorier, sod cemant
axe the itame in shortest supply. The local shorisges of cesent
and lumber reflect not anly strung demands of the comstruction
industry but also the freight car shertage.

The building material shorisge has revived the "black or
tpreatun' narket.” A local dealer has reporxtsd receiving offers
of seversl thousani xege of nalls at from $32 to $15 a Xog vhem
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“«2e
the “lagitimate market price” was $8.99 & kog. Lumber prices have
rigen to xew high levels with dealers willing to pay premiunm
prices far guick delivery. As one West Comat lumarman reporied,
'PﬁmaméewmoWswwmamemmt
ramored price of o cogpeditor. Buyors seam to be willing to pay
any price.” Thls falling is reflected, for example, in the price
of o by fours st West Coast mills, now selling for $72.30 per
thousand board Teot, dcuble the last CPA celling price.and cm@ma
with $50 last Hay =md $60 in August.
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