December 17, 1947

Honorable Edith Nourse Rogers,
Bouse of Representatives,
Washington 25, D. C.

Dezr Mrs. Rogers:

This is in reply to your letter of Deceamber 4, 1947, ssking for
our comments and recommendations regarding H. R. 4488, e bill to amend
the Servicemen's Readjustment Act of 1944, as amended.

The bill would authorize the Administrator of Veterans? Affzirs
to provide for the incorporation znd supervision of #veteranst! homestezd
associetions®, which would be organized by veterans snd would operate on
a2 nopprofit basis to purchase and construct housing for veterans and mske
lozns to veterans to jurchase housing.

Working capital for the assoclations would be provided initielly
by the Administrator, who would lend money to them at one-half of one per
cent per sonnum. For this purpose the bill would authorize, in addition to
such sums as may be necessary for his administrative functions, an appro-
priation of $100,000,000 which would constitute a revolving fund.

The Federel Works iAdministrator would be amuthorized to make grants
covering one~-half of the cost of streets, water works, sewers, schools and
other facilities in connection with housing under the bill, for which pur~
pose an: appropriation of £200,000,0C0 would be authorized.

The associntions would be authorized to issue bonds, in an amount
equal to $10,000 for each unit of nousing constructed, acquired or financed
by toem, to the sggregate exteant of §2,000,000,000. Such bonds would be
gueranteed as to .rincipal and interest by the United States, end the in-
terest would be exempt from Federal taxation. In sdcition, the net earn-
ings of eny zssociation would be . exempt from Federal, Staute und local

taxatione

The Administrator of Veterans® Affairs as fiascal agent for the
ansociztions would handle sll matters connected with the issunnce and stle

of bonds.

¥hile we feel that the encouregement of associstiona financed in
a sound manner might be of real help in achieving improved housing condi-
tions, the Board belivves that this bill should not be enacted In the present
situation. One of the most infletionary factors at this time is excessively
easy mortgege credit for housing. More than hulf of the current unprec-
edented volume of mortgage lencdings ls s_onsored by the Federal Government
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under legislution enacted by Congress and this bill would add to the
elresdy generous provisions for mortgage credit. The Government must
therefore sssume much of the resconsibility for any aaverse effects of
this type of lending under which sellers snd builders of houses are
encbled to mzke exorbitant profits, and families of moderate and low
income e&re encouraged to ascume mortgsge debt beyond their ability to
pay when the present inflationary period is over. In this connection,
your gzitention is invited to my ststement on housing finance before the
Joint Committee on the Economic Heport on Novembor 25, 1947, of which a
copy is attached.

While it secems unnecessary to enter extensively upon a discuasion
of other aspects of the bill, we feel that, eside from the substantial
a&dditionel appropriation of Government funds proposed for housing purposes
without reimbursement, it provides for a losn rate for working cepsital
purposes which is substantislly below the cost of money to the Government,
snd for tax exemytion which is not in harmony with governmental policy,
particularly as sxpressed in the Act of February 19, 1941, of withdrawing
tex exemption from &ll obligntions lssued after March 28, 1942, by the
United States or amy agency or instruwentslity thereof. Horeover, it is
not consistent with the heavy responsibilities of the Treasury for the
mansgement of the existing large public debt to place elsewhere in the
Government the issuance and sale of the bonas which would be authorized

by this bill.

Sincerely yours,
(Signed) M. 8. Eccles

M. Sc ECClea,
Chairman.
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