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1 N NATIONAL ASSOCIATION
Cey oF REAL ESTATE BOARDS

1737 “K" Street, N. W,

HERBERT U. NELSON washingtOn' D' C.
EXECUTIVE VICE PRESIDENT
22 WEST MONROE ST. March 29, 1945
CHICAGO 3

My, Marripner S. Eccles

Chairman, Board of Governors of the
Federal Reserve System

Federal Reserve Bullding

Washington 25, D. C.

Dear Mr, Fccless

Your letter of March 15th was glven careful
consideration by our policy committee at its meeting last
week and I have been asked to write you.

We do recognizZe our serious responsibdility
and will try to meet it. We are not unaware of the possible
danger of inflation of real estate,

One troudble with the term "real estate! 1s
that it is so broad, It includes so many types of property,
80 many uses and so much incldental public construction,
When people say that real estate prices are going up they
are often thinking of only one small part of this big
market,

" Most types of improved property are not yet
selling at the cost of replacement, minus depreciation,
This is true of commercial property, and especially true
of larger buildings. In the case of very large buildings,
such as those in downtown Chlicago, recent saleg have been
at about fifty cents on the dollar of reproduction cost,
No doubt you know of the case of the Stevens Hotel, which
cost $20,000,000 to build and recently sold at $7,500,000,

When it comes to residential property, the
better class of homes cannot be s0ld at replacement cost,
With respect to lower priced homes, there is here and
there a bidding for housing facilities for the privilege
of immediate occupancy. This is a very different thing
from speculation, or for that matter from inflation, The
buyer in such cases is quite willing to forget the premium
that he has had to pay. Such premiums are due to local
scarcities which are not in any way the fault of private
owners but are the inevitable result of government war
regulation,
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We have had good illustration of the latter
fact in recent operations of the G. I, Bill under the
Veterans Administration, The veteran, as you know, will
not have his credit guaranteed for a home purchase price
greater than the appraised value, In the 12,000 loan
applications now under process a very large number have
been rejected because the appraisal was lower than the
purchase price. In fact, the whole act is bogging down
on this issue, As far as appraisals are concerned, we
have held the line firmly. Our people are responsible
for most of these., Of course, the net result is the
veteran loses his privilege under the law and cannot dbuy
the home he wants, Whether this is good or bad I don't
know, but it is one of the inevitable results created
by a demand in excess of supply in certain fields of
small houses.

It is difficult for me to see how the
legislation you propose would have any particular effect
on this situation. Owners of small houses who for one
reason or another are compelled to give them up or to
move will, of course, sell them at the best price they
can, They are not in the business of speculating or
buying and selling for a profit. It is, however, the
gsum total of all their actions that creates some price
increases.

We would like to explore with you and with
others who are interested in this whole matter some checks
that could be employed on inflationary trends in real es-
tate that would be effective but would not have the very
bad result of tending to freeze real estate development
after the war, The development of real property and build-
ing are going to be our biggest job-makers, Costs will
no doubt increase in this field but these are the costs
of materials and construction, Sooner or later real estate
must reflect such costs, If it is not permitted to do so,
it cannot be developed, This will be true even if the
government undertakes to do all the building,

We suggest that the sppraisal approach used
80 successfully by FHA and by NHA and slready approved by
Congress might have broader uses, Perhaps in certain areas
or types of property the seller might be required to file
an appraisal with his recording instruments, such appraisal
to be made by an accredited appraiser. The accrediting of
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such appraisers is not too difficult a task, If the seller
receives a purchase price far in excess of the appraisal,
some type of credit control might be applied on the excess,
This would certainly eliminate shoestring buying. We have
good precedents for such procedure already. This approach
would have the value of being flexible and reasonably re-
sponsive to these increases in value of real property which
reflect increased costs. It would at the same time put
brekes on purchase gpeculation,

One thing we fear about the capital gains tax
which you suggest is that once it were adopted we would
never get rid of it., The caplital markets must in our judg-
ment have resiliency and not be flattened out. There is
every reason during the war why large profit should be
frowned upon, The moment the war is over there is every
reagson why it should be encouraged. We have no other
yeast that can put life into our economic system,

I know Alvin Hansen quite well and greatly ad-
mire his capacities, If I could come over one day and
discuss this thing informally with you and with him I would
greatly appreciate it,

Sincerely,

Nert hellsn

Executive Vice President
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