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Local and regional surveys by both private and governmental organizations re-
veal a dangerous four-year increase in urban real estate prices with indications
that the upward trend is continuing in 1945, the National Housing Agency reported
today.

Price increases for existing regidential property from 1940 to late 1944 vary
from as little as five to 10 percent in a few communities to 75 to 100 percent in
crowied war industry centers, the NHA review of the situation disclosed.

The two mcst complete studies available - based on "opinion surveys" only —-
show a2 28 percent increase in Washington, D. C., and a 59 percent increase in Los
Angeles County., The Washington figures are based on data as cf April, 1944, while
the Los Angeles figures are as of October, 1944,

"As would be expected in view of the essentially local character of the hous-
ing market, the reported price increases shcw an unusually wide range, reflecting
the placement of war orders, the extent of in-migration, local housing shortages
and other factors incident upon the cperation cf ocur war economy," the NHA reported.

For these and other reascns, it was pointed out, it is difficult to arrive at
a precise stotisticnl measure cf overall price trends. But from a study of a mass
of local data, the following goneral conclusions were rcached:

1. The West and South generally show larger price riscs than the East or
North-Central arca,

2. Incrcases for property in the lower price brackets havc been greater
than for higher »riced property,

3» Although the intcnsity of price increases varies, the existence of
such increases is fairly wide-spread.

L. There are indicaticns that the upward movement was unabated in 1944
and some reports express the opinion that it is likely to continue in

1945,

These findings were based on analysis of private surveys and field reports
from regional managers of the Home Owners! Loan Corporaticn, state and district
directors of the Federal Housing Administration, Federal Home Ioan Bank presidents,
Federal Home Loan Bank Administration supervisory reports and regional representa-
tives of the Naticnal Housing Agency.

One of the most significant reports was based on the actual sales during 1944
of about 5,000 properties con which the HOLC held mortgnges and which showed sales
prices during 1944 werc con the average 36,9 percent greater than the original HOLC
valuaticns made in the period 1933-1936,

The Yashington, D. C. survey was undertaken by the NHA in placing into practice
a method for measuring real estate price risces which it is hoped will prove effective
in any given community,
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This survey was based on a carefully selected sample of typical medium and
upper priced one to four family dwellings ranging in price in 1940 from $5,000
to $16,000, The information reflected opinions of selected real estate brokers,
The average increase was 27 percent from 1940 to April, 1944, and 16 percent from
1940 to April 1, 1943.

Surveys in Los Angeles County were made by the Residential Research Committee
in May and October of 194J, with the aid of FHA officials., They showed an average
price increase in single family dwellings of 59 percent from 1940 to October,-
1944, and 56 percent from 1940 to May, 1944,

These results were based on sales prices and opinions or estimates of, sales
prices for a selected number of typical properties located in various parts of
the county, Actual sales prices were used for 1940, and the opinions of brokers
and others were used for the current estimates of sales srices for the same prop-
erties, The properties covered by the surveys sold for $3,000 to $12,000 in 1940.

The regular surveys of the National Association of Real Estate Boards were
also taken into consideration in studying the general picture,

The latest semi-annual survey of the Association, based on the opinions of a
large number of local boards, showed that in 84 percent of the cities reporting,
sales prices were higher in September, 1944, than in September, 1943. The median
rise for these cities was 12} percent, In 15 percent of the cities reporting,
prices were reported as being the same as in September, 1943, end in only one per-
cent of the cities were prices reported as being lower.

A similar semi-annual survey for July, 1943, showed that in 87 percent of the
cities reporting, sales prices were higher than in July, 1942, the median rise for
these cities being 12 percent, In 11 percent of the cities reporting, prices were
the same and in two percent of the cities prices were lower,

Regarding the HOLC analysis of sales, the NHA reported:

"The use of orizinzl HOLC valuations (macde during the 1933-36 period) and
sales prices as an index of computing inflationary trends has the advantage of
reflecting the average types of home property. It includes poor types of proper-
ties, many middle classes of properties, and a relative proportion of the better
types. Furthermore, it reflects sales in all sections of the United States, in
small towns as well as in cities, No allowance was made for depreciation, and
properties on which improvements had been made by the HOLC were excluded from the
analysis,

"It is estimated that the average hous¢ involved in the HOLC sales survey was
about 22 ycars old,"

The following states were among those found to have a higher percentage of
sales prices over loan valuation than the national average of 36,9 percent —-
ranging from 45 to 65 percent: Washington, Oregon, California, Mississippi, Florida
and Texas,

Among the states.falling below the national average werc: Maine, West Virginia,
Hew Jersey, North Dakota and South Dakota,

A comparison of the sales during the second half of 1944 with those for the
first half shows also that the trend was upward in 164 localities, whilec it was
dovaward in only 25, In cight states, however, the situation was relatively
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"The National Housing Agency," according to Administrator John B. Blandford,
Jr., '"has been increasingly concerned about the inflationary trend in real estate
prices. This is particularly true with reference to the inter-relationship between
mortgage lending practices and rising property prices as well as over the tenant
evictions resulting from the sale of houses to prospective owner-occupants, which
have greatly added to the problems of war housing, The various units of the NHA
are taking what remedial measures they can within their existing powers to cope
rith the situation. :

"There is, however, a limit to the controls which can be exercised through
lending, since many buyers are able to make substantial cas_h down payments,

"The large ‘amount of permanent war housing which has been constructed for both
rental and sale has had considerable effect in limiting the inflationary trend in
rzal estate,  As manpower and materials become available for housing to relieve
congestion - in addition to that programmed for migrating war workers - it is
hoped that it will take part of the edge off of the inflationary movcment,"

Both the Federal Home Loan Bank Administration and the Federal Housing Admin-
istration =~ the two units of the NHA most directly concerned with the problem —- .
long ago recognized the dangers of inflationary tendencies in the real estate mar~

~ ket and developed prograns to combat them,

Beginning in August, 1943, the Federal Housing Administration issued a series
of instructions to its underwriting staff to the effect that temporary or unstabi- .
lized cost increases "cannot be reflected in long-term, insured mortgages" under
Title II (of the National Housing Act), ILater, clear recording methods were sup-
plied for the determination of long-term use values as distinguished from market
prices.,

- The FHA has also engaged in a substantial publicity campaign directed toward
both mortgage lenders and home purchasers, in which the dangers of the present
market are strongly emphasized,

The FHLBA's supervisory activities have been directed toward inducing members
of the Federal Home Loan Bank System to (a) require that qualified appraisers shall
submit appraisals on "long-term stabilized value for long~term mortgage lending
purposes" or (b) to establish and follow a lending peolicy in the institution of re-
ducing the percentage of loan to current appraisal, in proportion to the rise in
local real estate prices,

Further, the Federal Public Housing Authority, another WHA unit, has adopted
a policy in the disposition of permanent war housing under which no advantage shall
be taken of scarcity in the market to obtain inflated prices for the housing
offered for sale,

% % H ¥
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Appendix 1
Technical Problems Under the Resale Capital Gaips Penalty Tax

I. Basic problems of definition

A. Relationship to purpose of tax

The definition of gains subject to the pronosed tax would depend
in the first instance upon the primary purposes of the tax. To the
extent the chief purposes are (a) to prevent the inflationary spiral-
ling of capital values, arising from short-term transactions in general
and induced by the differentially favorable treatment of capital gains
in particular, (b) to protect returning servicemen and the public in
general from inflated values and post-war collapse when the bottom
drops out of the boom, the tax would presumably be directed toward
gaine from trading in corporate equities, farm lands, and urban real
estate. To the extent the tax had as its objective taking the profits
out of war and removing inequities of the existing tax structure which
are made more glaring under war conditions, it might be desirable to
extend the penalty tax over a wider range of markets. It 1s probably
also true that | . direct anti-inflation controls would be considerabdly
strengthened if the tax applied more widely to assets other than stocks
and real estate. ’

B. Definition of gpeculative profits vs. capital gainsg
under Section 117

While the proposed tax would presumably be comparable to
Section 117, in that both would tend to differentiate in favor of
investment as compared with speculation, they would have fundamentally
different purposes. Section 117 is presumably designed to allow
differentially favorable treatment on long-term investment gains in
order to prevent the unduly harsh impact of graduated rates on long-
term income realized within the taxable year, which would result in
hardship to the taxpayer or constitute a barrier to the normal proc-
esses of exchange and disposition of assets. For obvious reasons, the
definition of capital gains under the present law, coupled with a
special additional holding-period category, is not necessarily well
adapted for purposes of a wartime speculative capital gains tax. Such
a definition may be too droad in certain respects and too narrow in
others, in relation to the objectives of the proposed tax.

The basic problem of definition is to specify the kind of gains
which should be included in the base subject to the penalty tax on
wartime speculative profits. One alternative ig to apply such a tax
to particular types of property such as stocks and real estate.
Another basic alternative is to tax gains from transactions in all
kinds of property where the purpose would appear to be speculative,
as indicated by the period held.
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It should be noted that under Section 117 a major problem. is
how to check the conversion of ordinary income into capital gains.
Under the proposed penalty tax the reverse problem would arise, namely,
how to prevent the transformation of speculative gains into ordinary
income, and inéidently how to avoid the hardship where ordinary legiti-
mate income might be caught in the meshes of the penalty tax.

The following paragraphs are intended to discuss briefly a fhumber
of specific points raised in connection with the determination of the
taxable base under the proposed speculative gains tax. .

C. Status of dealers

An important problem in defining gains subject to the penalty
tax is how to treat dealers and traders- This raises the following
questions: (1) How should dealers and traders be defined? (2) What
hardship and economic disturbances would result if a tax applied to
the profits of dealers? (3) If dealersg were exempted, to what extent
would their specculative activities continue to puff the market?

(4) If dealers were exempted, how serious would be the problem of
preventing individuals from acquiring the tax status of dealers?

The answers to the above questions may indicate very difficult
dilemmas in framing the proposed speculative gaing tax. In a rising
market dealers excmpt from the speculative gains tax would occupy a
strategic positioén .to reap gains subject only to ordinary income tax
rates and pass on inflated values to other investors. The dealer
loophole would be cspecially dangerous if it were easy, as it appears
it would be, for individuals to meet the requirements for dealer
status. Nevertheless, where legitimate dealers perform important
economic functions, it would be unfair and economically disturbing to
penalize such individuals or firms with a 90-percent rate. While the
burden of proof may well be placed on dealers to prove they were en-
titled to special exemption, careful consideration would need to be
given this problem in each of the capital markets affected.

The dealer problem would be more difficult as regards the appli-
cation of the penalty tax to some markets than to others; the economic
functions of dealers vary in importance in different markets and the
possibilities of dealer adjustment by going entirely on a commission
basis probably vary from one field to another. One phase of this
problem would be raised in connection with investment comparies, which
would find it virtually impossible to continue normal operations if
subject to the penalty tax.
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D. Treatment of bonds

A considerablc amount of speculation has occurred and is occurring
in the market for low-grade bonds. Such securities are in a position
to reflect inflation and improved earnings. It might be desirable to
apply the penalty tax to the appreciation of such securities both to
control inflation and to absorb war profits. However, it might be
unduly severe to apply a 90-percent rate to realized decreases in
bond discounts.

E. Property used in a tradc or business

Under present law real property and property subject to depre-
ciation, used in a2 trade or business, are not defined as capital
assets for purposes of capital gaine treatment. However, under con-
ditions defined in Section 117(j) gains from the sale of such property
held for more than six months may be treated as capital gains. If
such gains were taxed at 90 percent, economic friction and hardship
would result in many instances. Yevertheless, if 1t were deeméd
desirable to prevent inflatjon and profiteering in transactions in
such assets a serious loophole would result if individuals and
business firms were exempted with respect to such dealings.

. Exchanges of assets of like kind involving boot

Consideration should be given to the possibilities of loopholes
under the proposed 90-percent tax in the case of exchanges of assets
of like kind. It is a principle of existing law that in such ex-
changes gain is recognized only to the extent of the cash boot, the
date and value basis of the asset received being the same as those of
the asgset exchanged. If similar treatmont were accorded exchanges of
assets of like kind under the 90-percent tax, a considerable amount of
spceulation could go on with the tax being avoided or substantially
reduced. '

G. Automobiles, jewelry and other valuables

If inflationary pressures become very strong, special attention
might need to be given to the market for used automobiles and other
kinds of scarce valuable property. In this connection it might be
helpful to subject gnins from the sdale of such property to the penalty
tax. '

H. Loss offscts

A basic problem of definition is how to define net gains after
loss offsects. While it would be consistent with the prohibitory pur-
pose of the tax not to recognize losses, such trecatment might seem
unduly severe. Altérnative methods of allowing loss offsets are dis-
cussed in a section belaw.
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II. Problems conncected with classification of assets according to
date of acquisition and sale ‘

A, Probvlens of enforconent

The holding neriod is a feature of capital gains treatment under
nresent law and the nroposed tax would not raise problens different in
kind from those which are now being satisfactorily handled. However,
the pronosed 90-percent rate would place a very great nremium on evasion
and avoidance devices, Whore date of purchase or sale is so impprtant
such devices would include post-dnting or ante-dating transactions,
This »nroblem,would probadbly not be serious as regards transactions
through rogistered brokers and dealers, It would not be serious where
real estate transfers are nroperly recorded. It is nossible that the
nronosed tax would result in more unrecorded transfers or improper
recording.

B, Problens of intesration of the snecinl gains tax
with regular incomc and canrital gains tax

Since the proposed tax would operate side by side with the regular
income and canital gains tax some nethod of integration would be neces-
sary to avoid rates in excess of 100 percent, Such integration could
be effected by making the speculative gains tax an additional alter~
native tax, the applicable tax being whichever was higher, Another
nethod would be to include the speculative gains in regular income
or capital gains as under present law and credit the regular income or
capital gnins tax attributable to such a gain agsainst the speculative
gains tax., The effect of such a credit device would be that the tax-
payer would nay the regular tax or the speculative tax, whichever was
higher, The integration could be simplified under the crediting mcthod
if the credit were determined and anplied on the basis of the aggregate
speculative gains rather than on the basis of each separate category
depending upon the date of acquisition and sale, Integration of the
proposed tax and regular income and excess~nrofits taxes would present
special problems in the case of corporations,

C. lLoss offsets

If the speculative gains tax were apnlied only to nct gains after
loss offsets problems would arise in connection with the method of allow-
ing loss offsets. Alternative methods would be to (a) allow all losses
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on assets acquired within the offective period to be offsct indis-
criminately ngainst gains, (b) allow logsos to be offsot only agninst
gnins on asscts hold for tho same poriod, (c) allow lossos to bo
allowed agninst gnins with tho same or longor holding poriod, and
(d) provide that lossos bo offsot first against the longest torm

gnins,

III. Problems involved in allowing oxomptions

A. Possible purposcs and typos of é‘OIOA]EtiOIlS

Exomptions from the speculative gains tax may be dcsirable in
order to (a) provent or minimizo its interforcnce with reconversion,
(b) assist roturning sorvicomon and possibly wnr workors in making
post-wnr oconomic adjustments, (c¢) prdévido positivo incontives or pro~
vont docontivos, (d) simplify ndministration, or (o) make tho tax
moro oquitables, '

Various nethods of providing c_xomptions for such purposecs nay
bc considorcd, Anong tho possibilitios arc the following:

l. Excaption of porsons

2+ Excrptions of types of nsscts

3. Exonptions nccording to intent or purposc
of transaction

4, Exormptions of small transnctions or profits

He IExorption of n nargin of gnin as a porcontago
of cost v

6, Exonptions to provent hardship

- T« Peorsonal oxouptions

B. Exonption of cortain sollers or buyors

To provent the tax fron intorfering with rcconversion and post-war
ccononic adjustnonts it nay be suggested that gains bo oxenpted whore
the buyer is o scrvicenan or o now businoss. Such oxonptions would con-
stitutc a difficult if not insuperablo problen. The oxcuption of salos
to o priviloged group of buyers would croaté n wido open loophole since
such buyers could bo used ns intermcdinries to obtain the cxenption,
It would be difficult to attonpt to nnke the exomption contingent upon
tho buyoer holding the assct for use or investnent for sonc substnntinl
period of time., Tho resulting uncoertninty for the soller or illiquidity
iuposed on the buyer would be a scrious detorrent to tho purchascs which
the cxerption was dcsigned to cneourage. Such cxonption would also ontail
problens in conncetion with (a) the trestnont of transnctions involving
excrpt co~buycrs nnd (b) the definition or identification of a serviconan
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or a new business. The reporting of exempt sales separately from
taxable sales would complicate compliance and administration.

It should alsc be noted that such an exemption even if workable
would not meet the whole problem of interference with reconversion,
which would necessarily include acquisitions by old but expanding
businesses, corporate stock acouisitions for control, and other
normal rearrangements of asset holdings.

The exemption of servicemen or new business as sellers of assets
would be even less effective in facilitating reconversion and would
give such individuals or firms a preferred position as regards specu-
lation or the disposal of surplus property. It would create an obvious
loophole through which speculation could be carried on free of tax by a
large number of individuals and fiims.

C. LExemption of new securities or new construction

If it were attempted to exempt new securities or new construction
a nunber of serious considerations would be raised. (1) Would the
exemption of new ascets militate against normal disposition and most
economic use of old assets? (R2) What difficulties would be encountered
in defining new securities as opposed to refunding -issues, conversions,
or securities issued to acquire existing assets? (3) ¥%hat method or
formula should be used to define or determine quentitatively new
construction where capital improvements were made on old properties?

D.A Exemption of small transactions or gains

While the exemption of small transactions or gains would autometi-
cally reduce the administrative problem it would weaken the scope and
efficacy of the anti-speculative tax. An important question would be
how large such an exemption should be to achieve its purpose and how
large it safely could be without unduly opening the dcor to small
speculators. The amount of such an exemption should perhaps be larger
for one type of trensaction or gain than for another. The activity of
a mass of individually small investors may constitute the heart of the
problem in certain markets, such as the stock market. A further consider-
ation is that to the extent the proposed tax is designed to protect small
investors from a collapse of inflated values the exemption of small trans-
actions or gains might tend t6 conflict with such purpose.

E. Exemption of surplus Government property

If it were desired to exempt surplus Government property as a means
of facilitating its disposition a number of considerations would be raised,
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(1) Would such exemption unduly discriminate against transfers of

other property or new construction? (2) How many transfers would

it be necessary to exempt in order to facilitate normal and efficient

distribution of surplus property? (3) What administrative difficul-
- ties would be involved in checking transfers at second and third hend?

F., Zxemntions based on intent or purpose

It would appear to be highly difficult, if not impossible, to
administer an exewmption for individual cases based on the intent or
purpose of scquisition or sale.

G. Prevention of hardship

Exemptions may be necessary or desirable to prevent hardship in
certain instances., Tor examole, an individual buys 2 farm in January,
nuts in a crop, and then is commelled to scll out in tho fall because
of i1l health. The apparcnt gain renrosenting the valuc of the un~
harvestad cron probably should not be subjocted to the 90-percent rate,
A hardship wroblom may »slso arisc in conncction with the disposition
of assets subjoct to indecbtednoess. Snecinl troatment may also be de-
sirable to nrovent hardship whore sssets were ~cquired by gift or
inheritance after the coffective datc or in crses of involuntary con-
version., Exemptions of this type would require dotailed considera-
tion ~nd some scrious ~dministrntive mroblems mey be involved.

H. Personal exemptions

Cousideration mey need to bo given to possiblc provisions for
filing requircments ~nd personnl oxcmptions vis-n~vis the specinl
speculative geins tox.
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Appendix 2

Some Alternatives to the Resale Capital Gains Penalty Tax
Proposed by Chairman Eccles

A substantial upward adjustment of the tax on capital gains within
the framework of the present law can be accomplished by (a) extending
the holding period for purposes of determining short and long-term
gains; (b) increasing the proportion of long-term gains to be taken
into account in computing net income; and (c) increasing the ceiling
rate on long-term gains.

If for example, present law is amended to provide an increase in
the present 6 months' holding period to 2 years the marginal rates ap-
plicable to capital gains on assets held over 6 months but not over
2 years would be increased as follows:

Comparison of marginal normal tax and surtax rates applicabdble
to capital gains of individuals from assets held over 6
months but not over 2 years under present law with those
under alternate proposal to extend the short-term holding

period from & months to 2 years

Ordinary : :
surtax : Present law : Proposal

net income :
$ 1 11.5 23
2,000 12.5 25
4,000 1k4.5 29
6,000 16.5 33
8,000 18.5 37
10,000 20.5 41
12,000 23 L6
14,000 25 50
36,000 25 53
18,000 25 56
20,000 25 59
22,000 25 62
26,000 25 65
32,000 25 68
38,000 25 72
44, 000 25 75
50,000 25 78
60,000 25 g1
70,000 25 gl
80,000 25 87
90,000 25 90
100,000 25 91
150, 000 25 93
200,000 25 9k
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If alternatively no change were made in the holding period but
instead the percent taken into account were raised from 50 percent
to 75 percent, and an increase in the ceiling rate on long-term
gains from 2% perecent to 50 persent were enacted the marginal rates
applieable to capital gains on assets held over 6 months would be
as follows:

Comparison of marginal normal tax and surtax rates apnlicable
to canital gains of individuals on assets held over 6 months
under present law with those under alternate proposal to
increase the percent taken into account from 50 percent to
75 percent and to increase the ceiling rate on long-term

capital gains to 50 percent

Ordinary : ;
surtax : Present law : Proposal
net income : :

$ 1 11.5 17.25
2,000 12.5 18.75
4,000 4.5 21.75
6,000 16,5 24,75
8,000 18.5 27.75

10,000 20.5 30.75
12,000 23 34,50
14,000 25 37.50
16,000 25 39.75
18,000 25 L2.00
20,000 25 bh.25
22,000 25 45.50
26,000 25 4g.75
32,000 25 , 50
38,000 25 50
L4, 000 25 50
50,000 25 50
60,000 25 50
70,000 25 50
80,000 25 50
90,000 25 50
100,000 25 50
150,000 25 50
200,000 25 50
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In 1942, over two-thirds of the short-term gains were realized in
net income classes under $25,000. The long-term gains were less con-
centrated, about half being realized in net income classes under $25,000
and the balance in higher income classes.

The distribution of net short-term capital gains and net long-term

capital gains for 1942 by net income classes is shown in the following
table.

Net short—term and statutory net long-term capital gains of individuals
and taxable fiduciaries by net income classes, 1942 1/

(Net income classes and amounts in thousands of dollars)

Net K Net ' Net -+ Net

~ 'short-term : long-term:short-term:long-term

Net income classes ¢ capital ¢ capital ! capital : capital
: gain2/ : gain  :  gain 2/: gain

} Amounts i Percent of total
Under 5 14, 762 87,858 31.7 26.5
5 0 25 18,815 84,815 40.3 25.6
o5 M 50 5,443 32,861 11.7 9.9
50 100 3,576 29,959 1-7 9.0
100 " 1,000 3,967 70,783 8.5 2l.4
1,000 and over 66 25,180 o1 7.6

All returns with net

income 46,630 331,454 100.0 100.0

1/ All returns with capital transactions,
g/ After deducting net short-term capital loss of preceding taxable year.
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