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Decenber 11, 1927

Tot Hr, Jeames Roosevelt
Froms Cheirman Focles

This is im response to your memorandum of December 7 asking
my opinion with reference to the suggections made to the President by
Searetery Wallace in his letter of December 2.

There is undoubtedly & very large need for improving farm
dwelllng conditions, both through the repair and modermization of
existing dwellings and through the construction of new dwellings.

The increased income of farmerz in recent years has been used first,
to reduce their indebtedness; second, to buy machinery snd ecuipment,
including asutomebiles; third, to repeir or rebuild barns, other out-
buildingz, fences, etc. Largely es a matter of pecunisry necessity,
therefore, expenditures for the lmprovement or construction of ferm
dwdlliuga have thus far during the recovery period been relatively
small,

It seems to me that, as a precticel metter, much more can
be expected from & well-organized effort to encourage and facilitate
the repeir end modernizetion of farm dwellings than from an effort
to stimulate the construction of new farm dwellings. At the present
astage of farm recovery, the latter might rouse fel-e hopes end have
only &« disappointing result; the former, on the other hand, hac real
poseibilities that the federsl, state, end county agencies concerned

with ferm matters might now be urged to develop.
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The mechenism in the proposed revival of Title I of the
Nationel Housing Act is well adspied to the finsncing of repair and
moderanization losnz, both urban and rural., Purthermore, it is not
limited to repair and modernization of dwellings, but ie spplicaeble
to the repalr and modernisation of any type of struecture, vhether
urban or rursl.

The case with the morigeage-insursnce mechsnizm provided
in Title II of the Uousing Act, however, is sliogether diffsrent.

It was devised to effect some much-needed improvements, and to
elizinate some serious excesses and sbuses, in the methods of urbsa
mortgage financing. Hot only is this legislation and the agency
administering it not esdapted to the problems of ferm mortgage finencing,
but even with the modifications proposed by the President in his re-
cent message the FHA mechaniem will still offer relatively less
favorable terms %0 the urbsan-mortgage borrower than the FCA mechsnise
offerz to the farm-morigsic borrowar,

If the pending housing bills were so0 smended as to require
thcilml ':!ouﬁiag Administration to insure farm mortgages azc =
means of financing the construction of farm dwellings, the FHA
would be obliged to duplicate both personnel snd information slready
availzble in the Ferm Credit Administrstion and its subsidisry orgsni-
zations, The reason for this is that the financing of farm homes
involves processes and techniques that are entirely different from

those involved in the financing of urbsn homes.
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The farm dwelling is essentislly a partoof the plant and
equipnent of the farmer. Detached from the farm n a production
unit, the ferm dwelling end its site have virtually no value ss
security for a loan.

It is my understanding that, under the FCA mechanisems, &
farmer may borrow up to £7,500 on improved farm land appraised at
210,000, at en interest rate of 3} or 4 per cent on the first
$5,000, and 5 per cent on the remmining £2,500, snd that such a
loen may be amortized over a term of 4D yesrs.

Even with the proposed changes in the FHA mechenism, on
the other hand, the cost to ‘the borrower on & 90 per cent loan will
be 5> per cent, the maximum 90 per cent loan obteinsble vill be
£5,400, and provision must be made for full amortiszetion within
20 years,

For these various ressones, I would suggesti that no efforti be
nacde to have the Federsl Housing Administration insure ferm mort-
geges. As a mesns of encouraging end facilitating the construction
of new farm houses, however, I would suggest that the Pmergency Farm
HortgazeMet of 1923 be amended to provide for finaneing up to 90
per cent in cases where the purpose of the losn is to finence the
conatruction of & new farm dwelling.

| An amendment to this effect might »ell be added to the
pending bills befors thcjy arc reported out by Senator Wagner end
Congressmen Steagsll,
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