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Chapter I

Historical Intreduction

Any study of agriculture is a complete course in economics, po-
litics and sociclogy. Agriculture is not only a means of securing a
livelihood but also a way of living. There are few places where this
combination is more clear or important. There is need of showing dif-
ferences between agriculture and industry in Oregon, but no need to
hold that the factors affecting it are peculiar to Oregon. Likewise
there is no need of proving that there is an "agricultural problem".
That there is a problem is admitted in both industrial and political
eircles. Disagreement arises in stating the scope of the problem,
and in the attempt at solution.

This study is an attempt to offer an understanding of the finan-
cial aspects of agriculture, dealing particularly with the state of
Oregon, and generally with agriculture throughout the United States.

In the United Stetes there are approximately one hundred and
thirty millions of people, about one fourth of whom are on farms. In
the state of Oregon there are approximately a million people, one
fourth of whom are directly dependent upon the farm as & source of live-
lihood. On January 1, 1935, approximately 27 percent of the land area
of the state was in farms. The investment im farm property in Oregon
was set by the 1930 Census of Agriculture at (765,896,689, For the

same year the Oregon State Tax Commission estimated that the total full
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cash value of all taxable property in the state was $1,962,041,417,
There may be some doubt as to the comparability of these two esti-
mates, but they do show in a general way, the comparative importance
of the investment in agriculture and the total private physical in-
vestment in the state.

Agriculture in 1835 brought the state of Oregon & cash income
of appreximstely $89,299,000, and the U.S. Department of Agriculture
estimates of home consumption bring the total gross inocome to about

. This is only an estimate of total income and does not

$99,806,000.
teke into consideration wages, interest, and other payments that must
be made for the caloulation of net income, The agricultural income
‘of Oregon in 1929 was {144 million and even in 1935 is but slightly
less than the total wages and salaries paid by all Oregon industries
in 1929.2 1In 1929 Oregon agriculture was dirsctly concerned with the
lives of 223,667 persons, while industrial cccupations supported ap-
proximately 180,000 in the same yc&r‘s The 1935 Census of Agriculture
shows an imr@m in farm population to 248,767 persons. In consid-
eration of the investment of farm property and the population depend~
ent upon it, agriculture appears to be an important, if not the most
important, industry in the state.

During the past cuarter century agriculture in the United States
has undergone profound and important changes. In the period from

1. Us 5. Department of Agriculture, "Farm Value, Gress Income, and
Cash Income from Farm Production", 1936.

2. U. 5. Department of Commerce, Bureau of Census, "Census of Hamu~
factures 1929, Salaries $19,412,571, and Wages §86,828,968.

3. Determined by applying coefficient of dependensy 2.33, to total
number of omploves amd officials, .



1910 to the VWorld ¥War a griculture was relatively prosperous. Farm
income was in most cases sufficient to meet prevailing costs and
allor & reasonable interest on investment. In Oregon in 1910 agri-
culture was relatively undeveloped and unburdened. Taxes amounted
to but forty cents per {100 of assessed valuation, or about seven~-
teen cents per aere. The mortgage indebtedness of Oregon farms in z//
1910 was $34,950,000 or 7.7 percent of the value of farm land and
buildings in the state. Farm prices and income were satisfactory
and there was little evidence that farm costs were greater than
receipts. The period, 1910 to 1813, is often used as the base period,
or desirable condition, when a basis of comparison is wanted. MNany
agricultural indexes are based upon this period and it is generally
referred to as the parity period.

With the advent of the World Yar changes took place rapidly
in agriculture, The Allied demand for food supplies pushed farm
prices upward to new heights. Land values mounted steadily as high
prices pushed farm incomes to new high levels. land transfers in-
creased apace and mortgages were freely used to facilitate such trans-
fers. The Pederal goverrnment encouraged inereased production by
guaranteeing prices, and many farmers, who felt that the price level
wss a stable one, used mortgages to finance the expansion of eurrent
operations and the purchase of farm machinery, in order to take ad-
vantage of preveiling prices, rather than to use the increased in-

come to reduce indebtedness already outstanding.

1, U, S, Department of Agriculture, Agricultural Statistics 1956.









Rising land values alone were not responsible for the increase
in mortgage indebtedness in Oregon because Oregon farm land walues
increased but slightly when compared te the general rise throughout
the United States. The accompanying chart compares the rise of land
values in Oregon to the rise throughout the United States. (Chart
no. I} Oregen's farm mortgage indebtedness did reach $91,080,000 in
1920.5 The greatest portion of this increase was undoubtedly used te
finance the bringing into production of about two million ecres of
new land, the purchase of farm machinery and the erection of new farm
buildings. The 1910 Census of Agriculture valued farm implements end
machinery in Oregon at {13,805,645. By 1920 the value of such imple-
ments and machinery had increased to $41,567,3509., During the same
period the value of land and buildings inereased from 455 to $675
@illien, and the value of all farm property in the state increased
from $528 to $818 million. It must be recognized in connection with
these valuations, that they were taken at a time when walues were
abnormally high. However it must also be recognized that land values,
and prices in general, did not go as high in Oregon as in other por-
tions of the country.

Farm taxes mounted steadily throughout the United States in
pece with farm prices, but did not come downward when prices fell in
1921, The accompanying chart (No. II) shows the movement of taxes
in the United States and the movement of farm prices. Farm taxes in

Oregon followed the trends noticeable throughout the United States.

5. U. 5. Department of Commerce, Bureau of Census, "Census of Agri-~
culture, 1930%.



Chart No. II1
AGRICULTURAL PRODUCTION, PRICES AND

INCOME, UNITED STATES. 1919 to DATE
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The 1919-1920 period is most important inm the consideration and
understanding of the egricultural situation since that time. In the
first few months of 1920 the situation was substantially as follows.
Farm prices were high, in many cases exceeding the guaranteed prices
of 1919 erops. Agricultural production was encouraged by high prices
and farmers mortgaged present holdings to buy more land, improve their
buildings, or buy mechinery to inerease production and thereby take
advantage of preveiling prices, Taxes also mounted and were capita-
lized at ths bprmiling price level,

In the latber pert of 1920 and the first part of 1921 farm
prices declined from their post war peak snd were stabilized at about
180 percent of their pre-war level. Using 1924 is a base, Oregon farm
prices declined from a level of sbout 165 percent in 1920 to 90 per-
cent in 1921,% Farm income fell slmost directly with farm prices.
{See mccompanying chart, No. IIT, showing the trend of agricultural
production, farm prices and gross farm income.) While farm income
fell drastieally farm coste remained fixed, or declimed but slightly.
Taxes remained at 200 percent of the pre~war level.” Prices paid by
farmers fell slowly, declining from 163 percent in 1820 to 110 per-~
cent of 1924 prices in 1921, This necessitated & greater number of
bushels of wheat or dozens of eggs to purchase manufactured goods
than before., Iland purchased in 191¢ and 1820 for u third of its value

8. Oregon State Planning Board, "Price Trends of Oregon Products Com-
%tl%‘;' with those of Commodities Purchased Irom Uutside the ctate,

-“"lm.

Te ment of Agriculture, The Farm Real Estate Situation,

Circular Ho. 417, 19%6.
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until the mortgage represented 50 to 75 percent of the true value of
the land, as determined by its earning power.

During the period 1923 to 1929 indusiry was prosparous and ex-
panding its operation to take advantage of decreasing costs of large
scale operations., Farmers, on the other hand, had expanded their pro-
ductive capaeities during the war far beyond the point where the mar-
ket could consume the production when other producing areas were again
brought into the market. This was especially true with regard to wheat
production., During the war Australian wheat was not available to the
world in large quantities snd Framce had not been able to produce her
usual amount., American produscers had expanded their operatioms to
cover this deficienecy, but following the war these produeing areas again
became importsnt. The result was a world surplus of most export agri-
eultural commodities, which kept farm prices so low that few farmers
were able to reducs their indebtedness, pay taxes, keep up their capi~-
tal investment, snd allow themselves wages for their time and interest
on their equities. Throughout most of this pariod tax sales, fore-
elosures, and bankruptcies became usual, if not popular. In the state
of Oregon such transfers loomed large when considered alongeide the
total transfers of farm property in the state. But the percentages are
small when compared to the forsed sales in othor states. In 1926, the
first year that such & study was made, the U.S. Department of Agri-
culture found that for every 59.9 transfers of farm property in Oregon
20,7 or 54.5 percent were the result of tax delinquency, foreclosure,
bankruptey, or r'sla,teé default. The following table shows the trend

of forced sales from 1926 to 1938,



Table I
Changes in Farm Ownership in Oregon, Number per 1000

Forced Sales and Defaults Total Trans~ Forced
“Delinquent Forecles- Total fers All clas- Bales es

Taxes ures, Bank- Forced ses Percent

rupteies & Sales of all

, Related De~ Trong-
faults fers
1926 345 17.2 20.7 59.9 34.5
1927 B42 18,0 21.2 70,1 30,2
1928 6.0 17.9 23,2 76,1 31.4
1929 B2 16.0 16,2 56,2 27.0
1080 @ 3.7 11.2 14,9 87.0 22.2
19351 7.0 15.4 20.4 68.4 : 31.0
1932 98 22.3 31.8 T73.2 : 42.0
1933 7.8 33.5 41.3 84,0 4.1
1934 4,3 28.1 30,4 75.1 40 .4
1935 4,6 19.8 24.4 €9.3 35.2

Source: U, 8. Department of Agriculture Cireulars ¥o, 101, 35&,
uné 417, "The FParm Real Estate Situation”, Anmual Publication.

Accompanying these transfers of farm property, a.nﬂ largely
as the result of sush forced sales, land uluﬁl throughout the coun=
try declined steadily na that by 1928 and 1929 they more nearly con-
formed to the true walue of such property as determined by its earn~
ing power, (Note Chart No., 1) However other forces began to make
themselves noticeable in agriculture. On the political side ihere
was recognition of the sad state of affairs, and the farmer's demand
for aid resulted in marketing and tariff legidétién supposed to aid
the farmer. There was an emergency tariff act in 1921 which pleced
duties on the importation of wheat and other agricultural commodities.
These duties were later raised during the sdministration of Coolidge.
In 1927 and 1928 two MeNary-Haugen bills designed to subsidize the
export of wheat wero pavssed but were vetoed by Coolidge. 1In 1929
the Agricultural Harketing Act was passed and with the depression the



mmmt found it necessary to take more positive steps to al~-
leviate the growing distress of the farm population, The "New Deal”
farm program was, an attempt to do, what the agricultural tariffs
hoped to do, but which were doomed to failure from the start. The
protective policy of this period in so far as it applied to those
things the farmer must buy, raised his costs but did not raise his
income.

Farm prices in the United States remained below parity dur-
ing the period 1923 to 1929, but more nearly approached it during
1929 than at sny time sinee 1920. In Oregon the situation described
sbove was probably not as serious ss in other states of the United
States, but as long as forced transfers of farm property consti=~
tuted from one fifth to one third of the total transfers of farm
property the situation could nct be considered healthy.

Oregon prices, for the most part, are set on the world mar-
¥et and influenced by the sume conditions as agricultural prices in
other sections of the country. Because land values in Oregon had
not reached the extraordinary heights experienced elsewhere there
is reason to believe that Cregon fermers could have improved their
position had their incomes remained at the 1924 to 1929 level.

There was considerable improvement from 1924 to 1829 in Ore-
gon, the tension being eased as industrial prosperity mensged to
filter into the farmers hands or as natural forces entered into the
determination of the supply and forced some prices into the profit
gside of the ledger. Based on sarning power farms were greatly over-
valued. Taxes and interest were relatively fixed and were paid,



for the most part, although there was little left as interest on
the farm capital., The repayment of indebtedness took place only
if the farmer delayed the purchase or repair of maechinery, and other
eapital expenditures, in order that such expenses might be paid.
Thus depreciation becaeme to some extent a contributing facter in
the declining farm property values. ,

Taxes throughout the United States increased quite steadily
until 1930, ¥For the nation as & whole taxes in 1929 were 213 per-
cent of the 19135 level. In Oregen the average tax on farm land in /
1918 was .17 cents per acre or .40 cents for each hundred dellars
of assessed valwe, In 1929 taxes amounted to 44 cents per acre or
$1.15 per hundred dollars of assessed value.®

During this period of industrial prosperity farmers had not
been able to reduce their mortgage indebtedness. In Oregon in 1925
the mortgage indebtedness was estimated at $105,503,000 or 15.5 per-
gent of the value of farm land and buildings in the state. For the
United States the ratio was 18.9 percent. In 1930 the mortgage
indebtedness in Oregon had inereased to $116,805,000 or 18.5 percent
of the value of land and buildings in the state. For the country |
as a whole the mortgage indebtedness amounted to 19.5 percent of the

value of all land and buildings.

e Us Se of Agriculture, Agricultural Statistics 1936.




Table 1I

Ratio of Farm Mortgage Indebtedness to Estimated Value of
Ferm Land and Buildings, 1910-1936

Farm Mort=- Value of Hortgage Mortgage
gage Indebt- Land and Indebted- Indebted~
Year edness, Ore~ Buildings ness as ) ness &8 %

gon Oregon of Value of eof Value of
H 000 $000 Land & Build- Land & Build~
ings, Oregon ings, U. 8.

1910 $54,950 $455,676 TeTho ]
1920 91,080 675,213 15.4 1l.8%
1926 106,808 616,089 18.5 18.9
1g28 110,875 g 19.8
1930 118,808 830,827 18.5 19.3
1938 108,019 28.0

Source: Donald C, Horton "lLong Term Debts in the United States”
U«S. Department of Commerce 1937 amd Census of Agri-
culture 1980 & 1936. :

From 1923 to 1929 the situation in agriculture was not im~
proving aceording to all signs that have been shown. ¥hile it is
' held that in many nzpm; Orogen was better off than other sec~
tions of the country it was also true that Oregon herself was not
immune to farm mortgages. In 1950 the Census of Agriculture peinte
ed out that 51.8 per cent of all the farms in the state were mort-
gaged and in one ecounty of the state the percentage moved as high
as 80 percent, -

Table III

Percent of Farms Mortgaged, 1930
Selected Oregon Counties

Gilliem 80,0/ Morrow 70.2 % Hood River 85.5¢
Sherman 77.9 Tillamoock 87.9 Deschutes 64.8
Yhesler 76.1 Wallowa 85.8 Union 64,6

Source:s Census of Agriculture 1930
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In 1929 the first rumblings of a crash were noted and by 1950
the deecline in farm prices and farm incomes was in full swing. Prices
and incomes reached new low levels for the crop year 1932. The sit-
uation was in many respects similar to that of 1921. Prices of farm
products and incomes of farmers d&climﬁ rapidly while the prices of
those things he must buy and taxes and interest declined slowly or
not at all, Clarence Anton Wiley characteriszed the situation in 1920
as follows: “Agricultural prices fell first, fell fastest, and fellv
farthest".’ The situation with regard to interest, taxes and prices
was practically the same in 1953 as in 1921, but there was one es-
gsential difference, that mortgages contracted in 1919 and 1920 were
falling due and no means wsre svailable to meet them except exten~
sions and refinan¢ing, During the period from May 1, 1933 to June
30, 1938 the Pederal Farm Credit Administration through the Federal
land Banks end the land Bank Comumissioner estimated that the proceeds
of their loans in Oregon had largely gome for the refinancing of in-
debtedness incurred at an earlier date, The following figures are
given to show the extent of the refinancing epenﬁion in Oregon dur-

ing the period mentioned above,

§. Egriculture and the Business Cycle Sinmce 1920, University of
Wiseonsin Studies in Social cciences and History No. 15, 1930,
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Table IV

Purposes for Which Federal Land Bank and Land Bank
Commissioner Loans were Issued from May 1,1933 teo
June 30, 1936

Dthers
$2,817,000 42,086,000 $2,158,000 49,670,000
For Financi Other Debts
Commercial Taxes Other Indebted- For the Purchase of
Banks ness Land or Redemption

from Foreclosure

$1,449,000 $31,689,000 1,861,000 $ 121,000
For General Agricultursl “For Stoock Association
Purposes and Bank or Loan Fees
 § 637,000 41,168,000

Source: Farm Credit Administration, Farm Credit Quarterly, Vol. I,
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During the year ending December 31, 1834 the Federal Farm
Land Banks end the land Bank Commissioner received 10,445 appli-
cations totaling 149,585,238 from Oregon farmers. During the year
they were able to close but 5,652 of these loan applicatiens for a
total of @15,396,900.10 In many cases it was found thet the amount
needed to refinanse the present mortgage was over fifty percent of
the value of the land and the Federal lLand Banks are limited to
loans of fifty percent, GSome of these applications were cared for
by loans of the land Bank Commissioner who is permitted to loan up
to 756 percent of the value of the zm. But in many cases there was
no relief unless the present holder of the mortgage was willing to
extend it. The situation in 1933 is characterized by the state-
ment of the Farm Credit Administration that 235.2 psrcent of the
mortgage loans of the Federal Land Bank .of Spokens were considered
delinquent on December 31, 1955,”‘ In 1983 41,3 out of «?ary 84
transfers of farm property in the state of Oregon were the result
of tax delingusney, foreclosure, barnkruptey, or related default.
Throughout the Middle VWest the situation was even worse. In South
Dakota 103.1 out of every 131 transfers of farm property in 1933
were forced., In Mississippi 115.3 out of every 154.5 transfers

woere forced .12

10. Farm Credit Administration 2nd Annual Report, 1934, p. 9.

1l. Farm Credit Administration 3rd Annual Report, 1936, p. 123,

12, U. S. Department of Agriculture, "The Farm Real Estate Situ-
ation, 18356-36", Cireular no. 416, 1938,



Fotwithstanding the fact that prosperity had never smiled
on the nation's farmers from 1921 to 1930 their plight was never
made so clear as in the period 1931 to 1933, If their income be~
fore 1930 had not allowed them reeasonable interest on their capi-
tal or sufficient wages for their labor they were at least able to
feed their families and meet interest on mortgages snd taxes. In
1932 and 1933 it became clear that many wers in danger of losing
their remaining equities through fereclosure and tax delinguency.
The result was "penny" tax and foreclosure sales in the Midwest
and political pressure for farm relief wherever sgriculture was
carried on.

Since 1933 the situation has improved markedly. Farm prices
started upward in April 1933. Fature cooperated by means of droughts
and floods to cut down the large surplusses of agricultural commedi-
ties, State and national laws have been passed to bring needed re-
lief to the farm debtor and mke it possible for him to refinance
his indebtedness. Machinery has been set in motion by the Farm Cred-
it Administration to facilitate sealing down oppressive mortgages
and high rates of interest. "e have had an Agricultural Adjustment
Act and moritoria on foreclosures, the success of which are dis~
putable. But have they solved the problem eonfronting the Ameriean
farmer? Is the relief permanemt or but temporary? It is only by
reviewing the case of the farmer that the success of the past ac~
tions and the plan for the future can be ewvaluated and formulated.

This brief historical resume of the farmers plight is by no
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means cemplete. It is intended as an introductory statement to the
study of the present financial situation of agriculture in Oregon.
There is no reason to believe that th? situation in Oregon is differ~
ent from that in other parts of the United States. Indeed, as was
pointed out above, in some important respeets Oregon farmers have
been much better off than farmers in other sections of the United

States.



Chapteyr 11

The Nature of the Industry

In order that we may more nearly understand the sctions of the
fermer, it is desirable to point out scme factors that are peculisr
to mm}tm.. These peculiarities are not always absolute tut may De
present in many other industries in varying degrees. However, the
degree with which they apply in egriculture, often has inportant efe-
fects upon the farmer's actions.

First, agrioulture is & highly individualistic industry. Pro-
duction is, Por the most part, carried on by relatively small units.
A single person or family ownes snd operates each farm and assumes all
risks and gots all profits. In contrust to this, mest other industry
4s oarried on by ineorporated concerns with ownmership and risk divided
among & large body of stockholders. The individuslism of agrisulture,
gontributes, to & wery ssrked degres, to the failure of agriculture
to combine suceessfully in any group large emough to control produce
tion. Yarying sectional opinions may often lead one section to in-
crease production while another section is trying to cut it down. The
tendenocy toward cemtralized comtrol, that is so evident in other in~
dustry, is not found in egriculture.

Second, sgrieulture is dependent upen nature to & much greater
degres than m industry. The productive process cannot be hurried,
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unless artificial conditions prevail. The weather, seasons, etc, affect
production and the ultimate income depends upon these factors as well as
on the initistive of the individual farmer.

A The farmers dependence on nature is a determining factor in his in~
come cycle, in a majority of casses. If it tekes s year to plant, grow,
and harvest wheat, the income cycle is one year, If it takes three years
to raise a beef steer the income cyecle is three years. Only a few agri-
cultural pursuits, such as dairying and poultry farming, have a con~
tinuous income cyele similar to that found in most industry. The farm-
er that raises wheat or sells beef or mutton must make some committments
and preparations at least one year in advance., During the time between
the planting and the harvest the prices may fall. The farmer cannot
control his productive process. He cannot stop the forces he has set
$o work without losing all that he has expended, This is in direct con~
trast to the situastion in most industry. The manufacturer of auto-
mobiles feels thet for some reason conditions are not satisfactory for
the production of automobiles. He c¢an stop his productive process,
lay off his men and retire from production for a time. It is good
business for him to do this. But it would be very bad business for the

Parmer to try to stop his productive cycle, to do so would mesn a com-
plete loss of all that had already been sxpended. The car on the as-
sembly line will be there when the manufacturer wishes to resume pro-
duction, but half grown wheat will continue to grow without regard to
prices, By earrying through the produetive process the farmer will get
back part of his expenses., It is better that he harvest this erop and
take a small loss than to take a larger less by abandoning it because
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the price has fallen.

Third, within the limits of the mechanization px"eocna, agriocul-
ture operates under the law of incremsing costs. The land area availv-
able for agricultural production at any time limits the possibilities
of mechenization and brings the law of diminishing returns into oper-
ation within a relatively short period of time. In other industry there
gooms to be littls sign of any such limit upon the application of ma=
chinery and human inventiveness. As long as this holds true other in-
dustry can be regarded as operating under constant or diminishing costs.

Fourth, as E. R. A, Seligman points out, agriculture seems to
have a greater proportion of constant to variable costs. Professor
Seligman says in his enumeration of the peculiarities of agriculture
that: "the proportion of eonstant to iariable costs seems to be great-
er. In the majority of agricultural products the costs which very di-
rectly with the guantity of preduction are of smaller importance than
those which are independent of production., Not only is the overhead
greater, but the percentage of the ordinary costs of production that
are unaffected by the volume of output is largar.”l There is oconsid-
erable difference of opinion over the alleowable costs in the determin-
ation of the proportion of constant to variable cests in agriculture
as compared to other industry. Should the farm be charged with a labe
or bill during periods of depression just because the farmer cannot
discharge his family? If it is not a paying proposition %o continue
to employe himself or his family the bill should be written off« Pro=-

fessor Seligman obviously allows the farm wage bill es a constant cost,

1 Teonomios of Farm Relief, Columbia University Press, 1929, p. 47,




is

which is in the writer's opinion the usual interpretation given to
the wage item, Seligman supports this thesis by referring to other
sources.® If uns farmer were to retire from production in time of
depression his fences would fall into disrepair and his fields grow
up with weeds., His capital investment is imperiled by such a course.
It seems reasomable that the wage bill necessary to cover such labor
is an allowable item in the farmer's fixed costs. However, having
made this allou;nee, eredit must be given for it in a depreciation
account ratha} than as & cost of production, In good times but a
small part of the wage bill would be credited against the deprecie-
ation account, and a large part would be charged against cost of
production., In poorer times the cost of tilling the soil and maine-
taining fences may be for the protection of capital investment as
much as for produstion,

Texes and interest are other important items in the overhead
costs of the farmer, Intercst rates are usually set by contract and
pay little attention te the emtpuf of the farmer or the fluctuations
in his income, Taxes, under the general property tax, are set by the
needs of the government and not by the taxpayer's amuel income,

Fifth, farm prices move upward and downward with great ease
and have a very wide range Ar fluotuation. As it wes pointed out
above, during periods of falling prices the farmer camnot stop the

forces of nature and it pays him to continue the process if he can

Z. H. Belshaw, The Profit Cyele in Agriculture, Fconomic Journal, Vol.
38, 1926, pages 29~49,
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cover his variable costs and a part of his constant ones. The farmer
must make all his changes in production between the productive cycles.
There is an important lag between price changes in agriculture and
resultant changes in production, as contrasted to their immediate ef-
fect in industry. The time that mast elapss between the downward
swing of prices and the downward swing of production resulting from
it, is often long enough for opposite price trends to set in before
the changes in preducticn occasioned by the first downward swing of
prices has affected the supply. These factors contribute to the dif-
ficulty of forecasting farm prices and attempting to Bmse present come
mittments upon them. FEach farmer tries to forecest the change for the
better during periods of low prices, in order that he may cut off the
otherwise long period of adjustment for higher prices, In doing this
he tends to stabilize his own production nearer the prosperity level
than he would if his productive cycle were shorter,

' These factors all contribute to the stebility of production in
agriculture. Being completely independent of each other there is no
means of ¢ ontrolling production in order to influence pr«iﬂss, Each
farmer draws his own conclusions on the market prospects. He must
: gonsider the chances of ﬁiling or rising prices, He must consider
the depreciation that would result if he were to abandon his farm for
a year and the added cost that would be necessary to retwrn it to pro-
duction st a future time. He must consider the fact that taxes and
interest have to be paid whether the farm is operated or not, His
constant costs may be large enough to pay him to operate each year,
if by operating he cen cover the variable costs and have something
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to apply to the constant ones, In other words it is good business.
These factors huve sll pointed to the general conclusion that it is
usually good pelicy for the farmer to contimue te produce evem though
present prices may not assure a profit.

This tendenoy to maintain production without definite assurance
of a reasonsble return is & bad one becnuse of the effect it may bave
upon beth human and natural resources. Constant loss-orepping means
the failure to sllow for desirable jtems of expense, OUne of the esasi~
est ways this may be done is by failing to maintain the fertility of
the soil or failing to keep buildings in repair, It may alse mean
& subsistonoce level for the farm family, which is hardly in keeping
with the iAmerican ideal,



Chapter III

Farm Incone

There is no part of this discussior more pertinent or more im-
portant to the emtire agricultural problem than that part dealing with
farm income. If agricultural incomes were properly balanced with farm
expenses, in the broad sense, there would be no tax delinquency, no
burdensame farm mortgages and no logical reason for mining our soil re-
sources. Because this condition seéms to be too ideal to put into
practice, we do have many farms burdened with large tax and interest
payments., I% is only by bringing agricultural expenses into balance
with the farmers income that the dangers that accompany the lack of
balance can be overcome. To achieve this necessary balance several sug-
gestions immediastely present themselves to mind. Shall we try to raise
the income and leave everything else along? Or shall we out expenses
only? Another guestion might be, are the tax bills and other expenses
properly divided between urban and rural populations in accordance
with the distribution of net income between the two? Our information
on the distribution of wealth in the state of Oregon is very frag=-
mentary, as is one item of the expense account, namely wages. Because
of such limitations our discussion can only cover those items upen
which information is available, Sueh information is available, in

part, for the positive side, farm income. Information for the other
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gide of the ledger consists of some data on farm taxation and farm
mortgages. It is desirable to go as far as our information will
permit at any time in order that those difficulties thet may be found
may also be remedied. By such a course the best interests of the

community are served and the advance will keep abreast of our know-

ledge.

Farm income differs from the usual concept of income in that
allowance must be made for items of home consumption and the use of
the farm home., When gross income is spoken of in the discussion to
follow it ineludes estimates of the consumption of farm products but
does not ineclude the rental of the farm home, ¥hen cash income is
mentioned it epplies to income from the from the sale of farm prode-
cuts but does not include income from labor off the farm,

The United States Department of Agriculturs estimated that the
gross income of Oregon farmers reached a pesk of ¢ 144,513,000 in 1929,
This income, if divided equally among all the farms in the state would
have meant an income of about #2600 a farm, when wages, interest, and
taxes are not considered, The gross income of Oregon farmers has
fluctuated widely during the thirteen years that the Depsrtment of
~ Agriculture has ealeulated such a figure for the state. The depart-
ment's figure is only an estimate based upon regular reports from
Oregon farmers but is accepted as the most reliable sstimate that is
now practicable. In 1924 the Department of Agrioultur# set the gross
income fmm farm production in the state at (112,188,000, In the
next five years the income fluetuated between 132,460,000 in 1928
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and $144,514,000 in 1929. In 1930 it fell againm to $112,023,000 and
in 1932 reached a low point of (65,082,000 or less than half the in-
come of the year 1929, If divided egually this meant that each Ore-
gon farmer received about$ 1,000 to buy food and clothing and te pay
taxes and interest. In 1933 income recovered slightly, with the aid
of, or in spite of, the Agricultural Adjustment Administration and
other "New Deal" attempts to 1ift the nation out of the depths of a
major depression, Gross income advanced to about { 87,307,000 in 1934
and (103,107,000 in 1935. The esccompanying chart shows these changes
in gross ard cash farm income.}

Net income of Oregon farmers is even more diffieult to approxi«
mate than gross income because many factors are not adegquately known.
It is possible however to show some of the expenses that must be sub-
tracted from gross income to approximate the net income, Any such
step is subject to a wide margin of error and the following treatment
is illustrative only, no attempt being made to insert exact data.

In 1929 the gross income of Oregon farmers was set at § 144 513 ,GB::-..
In 1928 Oregon rural real property paid taxes of ¢ 21.23 per ¢ 1000 of
true cash walue.2 The United States Census of 1930 set the value of
all farm property ih the state at { 756,896,689, By spplying the first

figure to the second we secure { 16,047,663 as the tax bill of Oregon

1, Fstimates of gross farm income are taken Prom U.S. Bapartmt of
Agriculture, Yearbooks.

2. W, H. Dreesen, "irends of Tax Levies in Oregon with Emphasis upon
Rural and City Real Properties”, Oregon State College, Agriculte
ural Experiment Station Bulletin Ko. 257, 1929, p. 5.
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farmers. As a check we can compare the total assessed walue of
all property, included by the Uregon Tax Commission as rurel prop-
srty, exeepting timber lands, to the total walue of taxable prop~
erty in the state, locally assessed and apportioned by the State
Tax Conmission. The first figure insludes the assessed waluation
of all tillable lands, non-tillable lands, improvements on deeded
or patentsd lands, farm implements and machinery, wagons and auto-
mohilss. horses amnd mules, cattle, sheep and pgoats, and bees. The
total assessed value of this property in 1929 was § 407,952,804 and
is compared to the total walue of taxable property, locally assess~
ed and including that property ascessed and apportioned by the Btate
Tax Commission, of $1,12¢.9&8,8§2.5 This property was 36.3 percent
of all the taxable property in the state, so assessed and sapportion-
ed, Property taxes levied for state and local purposes in 1929
were &9,556,175.3 Rural property, excepting timber lands, pro=
portionately paid 17,988,892 of this bill., This figure is too
large to be considered the tax bill of Oregon farmers by the amount
of taxes levied on non-farm rural property. The first estimate is
therefore used as the tax bill and it can bé considered reascnable.
Farm mortgages in 1930, as shown by the Census of Agriculture
estimates, amounted to § 116,805,000, Debt ahnrng at that time were
found to be €.41 percent for the state of Oregon. Caleulating on the bas-
is of 6 percent,however,it was found that the annual interest pay~-

3. Oregon oState Tax Commission, "Twelfth Biennial Report", 1935,
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ments of Oregon farmers in 1929 emounted to a little over £ 7,000,000,
Thie does not make any al lowsnce for paymenmts on the principal sum.

Farm wages, being the largest and most difficult expense to cal=-
culate, have been left till the last in this comsideration. An esti~
mete of such expenditure can be made in two ways, either by allowing
& subsistence item for each farm family, or by allowing the going wage
to 81l farm workers. The latter case fails to recognize the fact that
farm labor is largely family lsbor and that wages are determined in a
great degree by the cost of living, The first methed was chosen for
this reason.

48 a reasonable wage allowance for the year 1929 400 per year
psr person has been aceepted. (This would probably have been teo low
for small families and too high for large ones.) The wage bill of 55,
183 famt.' supporting 223,667 persons would be by this method, £ 94,000,
000.

Vhen these three items are considered it is found that {16,000,
000 for teaxes plus { 7,000,000 for interest én mortgage indebtednecs
added to § 94,000,000 wages, leaves tut 427,000,000, Here there must
be allowance made for the rent of the farm home. This estimate consid-
ers only those farms owned and operated by the same person. The remt

'at‘ the home on tenant farms being considered in the usual rental pay-
ment of the tenant. Taking into consideration the lack of cemvene-
ences of most farm homes the annual income derived from the use of the
farm home is set at $ 500. 1In 1930 there were 44,521 owner operated

farms in the state. Income from the use of the farm home is by that
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measure 13,556,300, Added to the income remaining above gives a lit-
tle over $40,000,000.

This sum can be considered the amount that Oregon farmers had to
cover depreciation, to pay interest on investment and retire the mort-
gage. Interest on the farmers' equities im the farm plant of the state
figured at 5 percent would have esmounted to over § 31,000,000, If al=-
lowance is made for a depreciation span of thirty five years it would
be necessary to allow over § 21,000,000 a year for that item. fhe re=-
sult is obvious. Some necessary expenses were delayed or cut. The
interest item was probably the first to fall but all other accounts
should have been met and the Oregon farmer, as & group, should have
received about 2 percent on his investment in 1929,

If this were true in 1920 what was the osse in 1932 when gross .
income fell to § 65,000,000. Taxes had not started downward, the mort-
gage still drew the same interest rate and the prices of those things
that the m: must buy had not declined in a like manner to those
things he sold, Taxes end interest had taken 18 percent of the gross
income of Oregon farmers in 1929, If they remained at the same level
and had &1l been paid in 1932 they would have smounted to over 35 per-
cent of the gross income, Taxes and interest, howeyer, Bennol be paid
out of gross income, but only out of cash income. Forty-two peréont
of the cash income in 1932 would have gone to taxes and interest alone.

Yhat really I’mppon_gd in 1932 was that many of the items mentioned
abuve were not paid, There was probably no interest allowed, the a-

mount that should have gone for deprecistion was forgotten, farm wages
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were cut by outting the cost of living as low as possible. If there

was anything lef't it was spplied to taxes and mortgages.

The determination of agricultural incomes invelves three fac~—
tors. The first is the price received for commodities sold off the
farm. The second is the production which when considered with prices
determines the annual cash income of the farmer. The third factor is
that of home consumption, including the rent of the farm home.

Prices are the first important consideration in the analysis
of the factors determining the income of Oregon farmers. From 1924
to 1935 the fluctuations of gross income were almost directly propor-.
tiontl to the price level upon which Oregon farm products sold, As a
‘meuns of shm;xg this relationship the correlation between prices and

income was computed for the twelve year period 1824 to 1836..

Table ¥V
Parm Income an& Prices in Oregon

Year Income in * Oregon Farm %
Millions of § Prices, 1924% 100
1924 $112 300
1925 136 : ile
1926 132 108
1827 137 102 ‘
1928 138 102 Coefficient of
1929 - 144 110 Correlation=,.98
1950 112 91 '
1931 87 : 83
1932 865 53
1933 78 87
. 1934 87 83
- 1835 103 72

¥ V.5, Department of Agriculture, Tearbooks.
% Oregon State Planning Board, Price Trends of Qrﬁgzn Products Com-
%‘?ﬁ%ﬁh Those of Commodities Purchased from Outside the state, 1919~
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The sorrelation of .96 indicates that in over ninety cases out of &
hundred income rose when prices rose. This close relationship is es-
pecially significant. It seems to indicate that prices are a determ-
ining factor in the farmer's income.

Production is another factor in determining income. The close
relationship between prices and income that was noted above does not
seem to apply in equal measure to production and income. An increase
in production may often mean a decrease in income rather than an in-
erease, CThere being no regularly prepared index of agricultural pro-
duction for Oregon the analysis must be referred to Chart Ne. III in
the first chepter. In 1820 agricultural production in the United
States went up slightly but incomes came down 25 to 30 pamnf.. In
1920 both income and production fell, In 1922 and 1925 they moved
upward together. In 1925, 1926, 1927, and 1928 they moved in opposite
directions, In 1931 production moved up markedly but incomes were on
the down grade in 1930 and 1931. The contrary movement of production
and income can also be noticed in 1933, 1934, and 1936. If any tend-
ency ean be noticed, it is that an inorease in production often means
lower farm incomes. But because of lack of adequate information we
can only say that there does not sppear to be any direct relationship
between income and production.

Theat is one of the largest items in the determination of the
cash inecoms of Oregon farmers. Is there any rchtionzhig between the
production of wheat and its wvalue? If so, some light may be shown on
the relationship of income and production. As the price of wheat is
. determined on the world market it is not desirable to limit the analy~
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sis to Oregon. Let us compare the production of wheat in the United

States to its value.

Tablse VI

Volume of Production and Value of Wheat
Produced in the United States

Year Yheat Pro=- Value of
duced, ¥il- Production,
lions of bu. Millions of

Dellars

igle 952 $ 2,059

1920 843 1,559

121 als 843

ls22 848 817

1923 769 708

1924 840 1,047 Coefficient of
1925 669 861 Correlation .66
1926 833 1,014

1927 833 1,041

1928 e12 911

1s2¢9 823 851

1930 889 596

1931 932 363

1932 745 283

1953 528 391

1934 496 420

1935 603 508

Source: U, S. Department of Agriculture,"Agricultural Statisties,
1936", page 5.
The correlation between the two is .55« In Pifty five cases
out of & hundred when production rose income rose, but in 45 cases
out of hundred a change in production had no effect on income. The
relationship is hardly & significant one and confirms the observations
made cmemihg the chart mentioned above, that an inerease in pro-~

dustion does not determine ineome to as great an extent as does an
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inerease in prieces.

The relationship between prices and production does not seem to
be a constant one. There is need of a very intensive study of the ﬁt«-
mand and supply relationships in agriculture im order to determine a
basis for any desirable control of income in agriculture, However it
does seem thet prices will be an importent consideration in suech an
analysis.

Home consumption is the third factor in the determination of
farm income, Here lies the secret of the farmer's ability te get along
“satisfactorily with a smsller cash income than the urban dweller., The
farm house is considsred part of the farm and the rent of it must be
ecredited to the income of the owners and operators of such property.
The fuel produced and consumed on the farm is a second consideration
that must be credited, A third item is that part of the total food
supply produced and consumed on the farm. The value of these items
of home consumption must be added to the eash farm income in order to
correctly evaluate the total income of Oregon farmers.

Estimales of the value of food and fuel consumed on the farm
are based upon the prices of these items in neighboring markets. The
United States Department of Agriculture’s estimates of gross income in-
clude estimates of home consumption and such value approximates 10 per~
cent of the total gross income, falling as low as 7 percent in 1928 and
rising as high as 14 percent in 1932. There is a tendency on the part
of farm families to consume less farm commodities in times of high pric-

es and consume more during periocds of low prices. This tendency is not-
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ed with some disfavor by the National Industrial Conference Board in

this typical paragraph.t

"Food purchased commercially requires e cost outlay on the ave
erage at least twice as great as the price paid to the farmers for
the sams materials. Feed alone required a eash expenditure by farm~

ers of neariy a billion dollars im 1929, Under existing conditions
the farmer himself can be his own more profitable market for a much
wider range of supplies than speeialty production provides. The
agricultural edusation leaders have long urged the farmers to see to
it that insofar as practicable their farms provide their own living
requirements. While cash prices were high, the advice was not so
well followed. With the depression the soundness of the advice is
better appreciated.”

The conclusions of this paragraph are sound as long as it is true
that the price level upon which the farmer buys is higher than the
one upon which he must sell., However such may not always be the case,
The farmer should not be encouraged to diversify his farm so highly
that he attempts to produce items which are better and more cheaply

produced under highly specialized conditions,

Becsuse prices are of such great importance to the real income
of the farmers they deserve the special attention of this study.
Four price indexes have been assembled for this purpese. The first
two are the indexes of the prices of agrieultural commodities in Ore-
gon, an index for lLivestock and Dairy products and another for Field
and Orchard products. A third index includes both these groups for
Oregon, Washington, and Idaho, and is shown for comparative pnmn:.s
A fourth index of prices is for those commodities purchased outside
T, Tational Industrial Conference Board, "The American Agricultursl
Problem in the United States, Conditions and Remedies", 1936, p.50.
5. These indexes were originally prepared by the class in Statistical

Kethods, Reed College, Portland, Oregon. They have beem corrected
for seasonal variation by the writer.
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the state.® It is offered as an aid in the determination of the re-
lationship between Oregon farm prices and the prices of goods purchased
by Oregon fermers. This index deoes not i#«zudc all the items purchased
by Oregon farmers, but it does cover a representative section of such
puraﬁnaes.?
Farm priees for the period studied, namely 1919 te 1935,have passed
through three phases: a post war inflation period emding abruptly near
the middle of 1920, a period of relative stability ending in 1929, and
a period of great depression from which the price level is just emerging.
In general there is & close parallel between the price levels of Field |
and Orchard Products and Livestock amd Dairy products. The prices of
Livestock and Dairy produsts did not rise as high in 1919 and 1920}
they lagged somewhat behind in the recovery period from 1924 to 1929;
but rose above the price level of Field and Orchard products during
1928 and part of 1929. Since 1929 they have assumed about the same
trend., Parm prices prevailing in Oregon were common to the entire Pa-
cific Northwest, (Note the accompanying chart, No. V)
in order to determine accurately the results of price movements
‘khgir affect on purchasing power must be considered. If farm prices
move up while prices of goods the farmer must purchase move up, the
farmer does not gain by rising prices. If prices he must pay rise while
prices he receives fall the farmer is placed at a disadvantsge. In
order to make the comparison between the price levels of Oregon farm
€. This index was prepsred by the writer while employed by the Oregon
State Plamning Board, This index was published by that body in
1956 under the title of: Priee Tremds of Oregon Products Compared
with Those of Commodities Purchased Outside the State, 1919-1855.
7. The index represents annual Oregon purchases of ! 115,000,000, which

includes expenditures for farm machinery, cotton goods, tobacco, sugar,
wine, suger, etec.
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products and the price of goods purchased by the farmer an index,
mentioned above, of commodities purchased outside the state of Ore-
gon has been pmipumd. The index is divided into seven paris, name~
ly: Foods, Petroleum Products, Construction Materials, Cotton Goods,
Automobiles and Accessories, Agricultural Implements and Machinery,
and Tobacco and Niscellaneous Products.

There are notable differences in the bshavior of these groups
during the period 1919 to 1985. (See charte VIa and VIb) The most
striking features being the stability of the prices and Agricultural
Izplements and Machinery, Automobiles end Accessories, and Tobacco
and Hiscellaneous products. The reason for such rigid price levels
probably lies in the fact that their production is contrelled by a
small number of corporations who prefer to curtail output in tinme
of depression rather than place their goods on the market at lower
prices. This is in direct contrast to the policy of the farmer, as
we noted in the previous chapter.

For the purpose -ef comparing the price levels of farm products
and the products purchased outside the state a barter terms of trade
index was constructed. The barter term of trade index being the ra-
tio of the monthly index of farm prices to the corresponding index
of the consumption goods index, The barter terms of trade index
when above 100 percent signifies a period favorable to Oregon farm=
ers as far as price iz concerned. Vhen it is below 100 percent the
price levels are unfavorable. The accompanying chart (No. VII) shows
the favorable and unfavorable perieds of price relationship as far

as Oregon is concerned.
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¥When considered in this fashion these data suggest that, during
the seventeen years under consideration Oregon furm prices were fav-
orable for only eight years,

Considering farm income in terms of prices it is permissible to
say, that if 1924 prices and consequently incomes were high enough for
Oregon farmers to meet their fixed charges and permit them 2 smdll re-
turn on their investment, then agriculture in Oregon from the aiddle
of 1924 to the middle of 1930, was receiving an adequate return. But,
as we noted in the introduetory chapter, mortgages were inereasing and
tax sales and foreclosures were numerous, If income were adequate
would not these factors tend downward? Perhaps income was high snough
to give a small return to the farmer, but not high eunough to enable
hirm to build up & reserve to retire the mortgage. The income of the
COregon farmer in 1929 did not allow him, at the most, five percent on
his investment. The conclusion is that farm income from 1924 to 1929
was adeguate to meet current needs but was not high enough to retire
indebtedness incurred during the period of abnormally high prices and
land values. In order to retire the indebtedness & much larger annual
income would have been necessary or the expenses should have been low-
er.

The question can be raised as to the liability of the present
consumer for debts assumed during abnormal wartimes when wvalues were
unreasonably high. It would have been desirable to have written off
debts contracted at this time as a cost of the war. But having failed
to fix responsibility the present debts must be considered a legiti-
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mate item of expense. The ﬁtﬁml Industrial Couference Board ex~
pressed this eyimieme

"While it is true that a part of this loss to agriculture may be
considered a speculative loss falling upon the farmer in his role as an
investor, it would appear quite unfair, as is oftten done, to dismiss it
with the comment that the farmer should stick to his business and not
try to combine real estate speculation with farming., Other fields of
economic activity are not so free of the speculative element as to juse
tify discharging & hail of oritical cobblestones at the farmer; and,
moreover, other pgroups cutside the agricultural class play a large gurt
in the speculative booming of land values in some farming distriets”.

€. lational Industrial Conference Board, "Agricultural Problems in the
United States] 1926, pp. 120-121,



ghapter IV

Farm Taxation

In the state of Oregon as elsewhere in the United States the
general property tex is relied upon for the major share of the sup~
port of local govermment, ineluding local school districts and county
govermment. The taxes collected under the gemeral property tax in
Oregon has fallenm heavily on the Oregon farmer bsscause nearly all
hig aszets are of the type that are successfully reached under that
gystem of taxation.

Total property taxes levied for state and local purposes in
Oregon rose from $11,960,278 in 1910 to { 50,794,633 in 1928. Since
1929 they have fallen sbout #10,000,000, being in 1936, § 40,542,872,
The state Tax Commission estimated that in 1936, 75.42 cents of the
property tax dollar came from real estate, other than utilities.
Also, 16.65 cents came from the property tux on real and personal
property of utilities and 7.95 cents came from personal property,
other than that held by utilities.? Because the farmer's assets are
in land and bulky personal property to a much grester degree than
most other individual's he is ealled upon for a larger percentage of
revenue than individuals with other types of assets. The farmer can~

1. Oregon ttate Tax Commission, Thirteenth Biemnial Report, 1957 p.20.
2e Ibid, Pe 21,
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not hide his farm, nor san he conceal his livestock and machinery teo
keep it from be'ing assessed and taxed,

It was estimated in a previous chapter that the hx bill of
Oregon farmers in 1829 was about §16,000,000. Ve found this by apply-
ing the millage rate computed for full ocash value to the full cash
value of farm property as estimated by the Census of Agriculture in
1930, ¥illage rates applicable to such full cash walue are not avail~
able for the ysars 1929 to 1956 so it is necessary to use the second
method suggested above, This invelves the comparison of the total as-
sessed value of all property in the state, as assessed and apportioned
by the state Tax cmniuic#, to the walue of all rural property in the
state, excepting timber lands in those counties where timber lands are
separately classified, Correction must be made for taxes on non~farm
rural lands in order to arrive at & reasonable estimete of the tax
bill of COregon farmers.

The method of correction must be rather arbitrary considering
the extent of the material available, which does not give any hint of
the amount of non~farm rural lands classed as non~tillable. By apply-
ing the weighted average millage estimated for the full cash value of
rural property im the state for the year 1925, 20.19 mills,® on a cen~
sus velustion in 1925 of £ 714,410,119 gives & farm tax bill for 1925
of $14,425,940. This is $2,5668,578 less thap the tax foun by the com=

parison of rural real property and total property. This is assumed to

3. W. H. Dreesen, Trends of Tax lLevies in Ore with Emphasis upen
Rural and City Real Properties, Oregon State g&ilnga Agricultural
Txperiment Station Bulletin no. 257, 1929,




Table VII

Property Tax Assessments, Property Taxes Levied and Estimates
of the Taxes borne by Rural Property, Other than timber Property,
and by Farm Property 10261936, $000 :

Yeex Total Value Total Rural Rural Property Taxes Total Taxes Farm Tax
of All Prop~ Property Loo- Property levied for Paid by Bill
erty Asses~ ally Assessed, as Per- State and Lo~ Rural Estimated
sed for Tax Exeept Timber cent of cal Purposes Property
Purposes Lands Total :

1825 $1,084,537 $412,108 38,0 $44,975 517,090 $14,841

1926 1,110,677 413,507 37.2 47,975 17,847 15,697

1927 1,124,416 411,741 86,6 49,044 18,279 16,020

1928 1,122,332 409,622 36845 50,795 18,540 16,200

1929 1,124,988 407,953 5645 49,556 17,989 16,739

1830 1,125,160 388,807 54,6 60,223 17,877 15,127

1931 1,082,807 378 A42 34.8 42,979 14,871 12,871

1982 1,057,794 362 ,244 34,9 42,043 14,673 12,673

1933 968,750 349,153 36.4 41,572 15,152 15,182

1854 043,604 344,974 8646 39,652 14,608 12,808

1956 924,072 541,466 3740 40,543 1£,001 15,001

1936 892,808 824,327 5645

Souree: Oregon State Tax Commission Biennial Reports,.



39

assumed to be the tax on non=farm rural lands in those counties where
such property exists. We found previously that such tax would have
amounted to { 1,941,199, The average of these two estimates is { 2,253,
888. The farm tax bill from 1925 to 1930 was estimated by subtract-
ing ¢ 2,280,000 from the rural tax bill for that period and § 2,000,000
from that Sill from 1950 to 19556. The chenge was necessary due to
the decline in assessed wlues during the latter period. The accom~
‘panying Table shows the tax bill of Oregon fammers, as estimated, for
the peried 1926 to 1935.

These estimates of the total farm tax bill are not unreasonable
in comparison with estimates from other sources. Whitney Coombs of
the Department of Agriculture estimated that farm taxes were 2.06
percent of the walue of all farm property in Oregon and Washington
in 1924.% The Census valuation of Oregon farms in 1925 was ! 714,410,
119. The tax bill so estimated would be 14,716,848, which is com~
pnl;ablo to the uytimtu given for other years and in line with the
trend of the period,

The farm tax bill bears a very ¢close relationship to the cash
income of the farmer. It cannot be paid out of the gross income
which the farmer receives, but must be paid out of the income from
the sale of farm commodities. The tax payment of Oregon farmers in
1925 took about 12 percent of their cash income and 1932 tax rolls —

levied over one fifth of it. This percentage of total cash income

deveoted to tax payments seems burdemsome in consideration of the

1, Whitney Coombs, "Taxation of Farm Property,” U. S. Department of
Agrisulture, Technical Bulletin Ne. 172, 1930 p. 24.



narrow margin that exists, at best, for most of the industry.
The following table gives estimates of the percentage of cash in-
come that should have been, though often was not, devoted to tax

payments,
Table VIII
The Estimdted Farm Tax Bill and the Cash
Income of the Oregon Farmer, 1925 to 1935
Year Estimated Cash Income Tax Bill as
Farm Tax $000 Percent of
Bill, $000 Cash Income
1925 $14, 841 $121,117 12.3 7
1926 15,597 118,801 15.1
1927 16,029 123,860 12.9
1928 16,290 127,193 12.8
1929 © 18,739 120,288 I2 2
1930 15,127 99,146 15.3
1931 12,871 71,818 17.9
1852 12,873 56,708 22,3~
1833 13,132 66,3186 19.8
1934 12,508 74,472 16.8
19358 13,000 92,600 14.0

Source: U. 5. Department of Agriculture estimates and ecalecula~

tions based on material from the Biennial reports of the

Oregon State Tax Commission.

The tax bill of the Oregon farmer, as outlined above, takes

a considerable part of the cash income of the farmers in the state.
This tax is allocated to each farmer in asccordance to the walue of
his land, as assessed by the local assessor and according to the
millage levy in his local county and school district. This method
of determining each persons share of the bill holds that the value
of the land is the measure of ability to pay, and that the walue
of property is determined by the inecome from it. The theory under-
lying the gemeral property tax is defensible, but, in practice some

very real difficulties have arisen,
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The laws of the state of Oregon, as in most states, require
that the assessor value all real and persnal property at its true
cash wvalue and that it be taxed at & uniform rate, "within the ter=-
ritorial limits of the authority levying the tax".5 Accepting the
theory of the general property tax with the safeguards mentioned
above, it would be expected that the burden of taxation would be
fairly, in accordance to ability to pay. However, fair as the gen-
eral property tax may be in theory, it is unfair in practice.

(It is said thet it is poor theory which does not work in practice.)
In all fairness, it must be admitted that it has mever been applied
according to the theory underlying it. The tax burdem of Oregon
farmers is not divided according to the true cash value of their
property, as dotermined by its voluntary sale prieo.5 The reason
for this is the inability of the assessor to determine the true
cash value with any degree of equality and accurscy. As assessments
are made in every county of the state, the percentage of true cash
value represented by the assessed value varies from county to coun-
ty and even between various parcels of land in the same county or
school district. The result is that many farms of the same true
value are assessed at varying amounts and texed at the seme rate.
Farm "A" and farm "B" have the same true value, § 10,000, Farm "A"
is assessed at $7,000 and farm "B3" at 5,000. Farm "B" will pay
one third less taxes than farm "A", although the assumption was

that both farms had a true wvalue of §0,000 and the same earning

B. Oregon ttate Tax Commission, "laws Relating to Assessment and
Taxation", 1935,
8. Ibid, page 13.
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power and therefore, according to general property tax theory had
equal ability to pay.

The Census of igriculture in 1930 found this type of variation
between equal valued property, as well as a clearly defined tendeney
to tax property with a low wvalue of land and buildings per aere
more highly than farm property having a high value of land and build-
inge per acre. 7This census study includes 9663 farms in six Oregon
counties and is based upon estimated true valuations. They found
that farms having land and buildings walued et less tham {800 per
acre paid $1.94 per $§100 of trus value. They also found that farms
heving land and buildings valued at over § 1062 per scre paid but
$ «83 on each $100 of trus value.! The variation in tax per él@t)
of estimated true value are given on the sccompanying chart, (No.
Vill) for these farms classified according to the value of land
end buildings per acre.

This study shows that the tax burden is unequally divided be-
tween poor farms and rich farms, that property having leand and
buildings valued at less than $1635 per acre must pay a far greater
share of the tax bill than property more highly velued. It shows
that the 49 percent of the property, most highly walued, in these
six Oregon sountiss, paid but 41 percent of the tax bill of the
9563 farms covered by this study .8

Some question ean be raised over the accuracy of the census

valuations because they are given by the farmer-operator and are
7. Varder B. Jenkins, Taxes on Farm Property in the United States ,

U. S. Department of Commerce, Bureau of Comsus, 1984, Ps 60.
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subject to error. The cencus enumerator was instructed to accept
the self waluation unless the value given was decidedly above or
below the actual value as compared to other values in the surround-
ing area, While these values are not as satisfactory as sales val-
ues, for the most part they bear out all conclusions found by actual
sales data.
e He Drecsen found in his study of the ratios of assessed

to sales values in Oregeh,g conditions very similar to those noted
from the eensus data usod above. Rural property in Class "B" counties,
which ineluded all but six counties i# the state, were found to have
a very wiéc range of assessment ratios. For Class "B" counties as
& group they varied from 71.72 percent of the sales values for those
properties having a sales walue below $1000 to 37.84 percent for
parcels of property selling at from {6000 to $7090.I° Within a sin-
gle county the extremes of assescment are even more striking. Inm
Yamhill county parcels of property valued a less than {1000 were as-
sessed at 92,69 percent of thelr sales values, but property having
a sales value from $1000 to (R000 were acssessed at only 43,77 per=~
cent and property between 000 and 6000 at but 37.55 percent.
The result might be that property having & sales value of 00 would
pay more taxes than another piece of property having a sales value
of {1800. The accompanying charts show the variations in assess~
ments for Class "A", "B" and "C" countiecs as classified by the above
T.7h Study in the Ratios of Assessed Values te Sale Values of Real

Property in Oregon", Oregon State College, Agricultural Mxperi-

ment Station Bulletin No. 233, 1928,
10. Ibid, pages 14~-15.
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Chart No. 1Xa

RATIOS OF ASSESSED TO SALES VALUES
RURAL REAL PROPERTY BY VALUE GROUPS
Six Years, 1921-1926

Source; W. H. Dreesen
0.S.C. Expériment Station
Bulletin No. 233 pages 14 & 15
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mentioned study. (Charts no, IXa and 1Xb)

Progress Report No, 5 of the Forest Taxation Inquiry also
gives some very striking material on ratios of assessment in sever-
a2l Oregon sounties.ll The accompanying ehart Ho, X shows their verie
fied findings with regard to the variations in assessment for farm
property in four Oregon countiss from 1921 to 1528,

The findings of these three independent studies all point to
the inequalities of assessment, and, because of these inequalities,
to the inequalities of the tax burden on various parcels of property,
One of the desirable reforms that such & resume indicates, is the
reform of the method of assessment in order that a closer approxi-
mation to the true value, as measured by the earning power or sales
value, ean be achieved and some inegualities in the tax burden can
be erased., At the present time the assessor is a county offieial,
poorly peid and poorly equipped for the job of assessment and serv~
ing & rather short term of office. He is more often chosen for po-
litical reasons than for his ability and understanding of the prob-
lems of assessment, The result has been, in most oases, & poor

jOb ®

Some evidence that farm taxes are heavy can be gained by not-
ing the percontage of the cash income necessary for the payment of

the farmers teax bill, Other evidence that farm taxes are a heavy

burden are the figures on property tax delinquency. If the tax

II, Daniel Pingree and R, C, Hall, Asseszment Ratios of Rural Real
Property in Oregon and Waa%%%po UsS. Department of Agrie
eulguru, Fo

rcat Service, 1
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bill shown by ineome percentages appears heavy then the figures on
tax delinquency can be regarded as showing that they were truly op=
pressive during the recent depression.

On December 31, 1935 the property taxes levied in the state of
Oregon by 1831 tax rolls were 15,42 percent delinguent. For the
individual counties the percentage of delinquency varied from 8,73
percent in Umatilla county to 44.21 percent in Curry ooum-y.m
Taxes levied by 1922 tax rolls were 20.41 percent delinguent for
the state as a whole and the percontages of delinquency in the var=

_ious counties varied from 11.97 percent in Unatilla to 57.47 per-
cent in Curry. The 1933 tax rolls show 25,81 percent delinguency
for the state and from 15.92 percent delinquency in lMultnomah coun~-
ty to 60.40 percent in Curry county. The 1934 rolls sher 50.13 per-
cent delinguency for the state and variations from 21.80 percent
in Y¥ultnomah to 66.8 percent in Curry county. It is interesting
to note that Umatilla and Multromah counties ranked in the two low=
est places consistently during the depression period, and thet Cur-
ry county hed the highest percentage of tax delinguency during the
yoar noted.

It can hardly be denied that a large share of the tax delin-
qent property is farm property. ¥. H. Dreesen of Oregon State
College conducted a W, P. A. staff project during the past year on
the tax delingueney of farm property in the state of Oregon. MNaps
made by this staff showing tax delinquency on farm property are

12, Oregon tate Tax Commission, "Thirteenth Biemnial Report”,
1957, p. 65.
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partieularly enlightening. GSections of the maps of four counties
accompany this statement. These sections Qarc chosen more with
congern to the pocketbook of the writer tham to show any exaggerated
tendeney toward tex delinguency. They are typical of the entire
state. The information gathered by this staff is now being com-
piled in Washington, D, C., and it is not pessilble to present stat~
istically, the informstion slown on these maps. They show the tax
delinguency of farm property, as of 1934 taxes and indicate the
number of yesars of dalinqt;ency. for each forty acres of farm prop=-
erty, insections of four CUregon counties.

The extent of the farm tux burden and the inequalities in its
apportionment have been shown. The next fundamental cquestion con-
cerns the use to which such revenue is put,

In 1922 the total state and local revenues of Cregon amounted
te 6,116,615, Bighty-eight percent of this revenue came from the
general property tax, which reaches nearly all furm property in the
state, and 72 percent or §53,139,325 went to the support of the lo-
cal govermment and schools, In 1929 state and local property taxes
levied in the staute of Uregon reached $560,794,635, but due to in-
creases in revernue from other sources, amounted to but 77 pervunt
of the total state and local revenues. The amount levied for local
units of govermment, namely county and school districts had in-
creased to $45,205,999 for 1929. This amount is about 68 percent
of the total state and local revenues from all sources in 1928,
During no period from 1922 to 1835 have property taxes, as levied

for the support of local government, fallen below 64 percent of
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the total state and local revenuss, There has been a decline in the
use of property taxes for the support of state govermment and in one
year, 1932, no property tax was levied for the support of state gov-
ernment. But the amount levied for local purposes in 1832 still ap-
proximated 73 percent of all state and local revenues for that year.
The accompanying table shows the property tax levies and their re-

lationship to the stete and local revenues.



Year

1922
1923
1924
1926
1926
1927
1928
1929
1930
1931
1952
1933
1934
1936
1836

Table IX

STATE AND LOCAL PROPERTY TAXES AND THEIR RELATIONSHIP TO STATE

State and Looal
Property Tax

Levies

40,474,008

41,057,186
40,224,751
42,660,559
44,975,048
47,876,378
49,943,568
50,794,653
49,656,176
50,222,608
42,979,176
42,042,646
41,572,304
39,852,371
40,542,872

Local Property

Tax levies

$33,189,525
34,220,889
34,849,405
37,286,359
39,943,295
42,749,170
44,482,297
45,208,999
44,983,107
45,688,978
43,015,711
39,251,636
38,402,803
36,936,821
37,897,618

AND LOCAL REVENUES, 1920 to 1936

Total State
and Local Reve

enues

$46,116,816
48,047,085
60,780,430
63,489,062
56,585,779
60,011,119
83,109,542
65,569,728
68,387,770
87,248,462
58,430,599
63,904,975
65,926,628
67,574,566

State

& local
Property
Tax lLevies
as of
Total Rev.

87
85
79
79
79
79

77
72
74
75

74
69

Local
Levies
as of
Total
Revenues

71
71
68

70
71
86

78
72
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It ocan be clearly seen that the property tax as it now stands
bears & wvery high percentage of the cost of government in Oregon.
Because farm property comprises such & large part of the total prop-
arty in the state is bearz a large part of thaet burden, If the esti=-
mates of farm taxes, given above, are anywhere near accurate they
show that Oregor farmers hear about one third of the entire cost of
government im COregon. ¥hile they may bear such a burden, it can
hardly be contended that the farmer, as a class, possesses on third
of the tax~peying ability in the state.

Accepting, for a time, the desirability of the use of the
general property tax for the support of county and loecal govermment,
how ¢an the burden on property be eased and in this manner also ease
the tex burden of the Oregon farmer? The most cbvious answer is by
lowering the cost of such government. But such a proposal immediately
meets objections from those percons interested im maintaining schools
at & high level of efficiency, and those financially interested in
the maintenance of county govermments. Perhaps, iT it can bs shown
that the tex burdem can be lowered, and at the same time equaliged,
without destroying the efficiency of the schools or sompletely deing
away with county govermment soms of the objections would disappear.

In Baker county in 1929 it was found that the assessed valu-
ation per census child in the 84 school distriets of the county var-
ted from 1658 to $49,796.1% It wes sleo found that the levy for
13, ¥, §. Droesen, "Incidence of Public School Taxation im Oregon

#With Special Reference to Elementary and County School Fund
Laws”, 0.9.C. Agriculture Experiment Station Bulletin, no. 306,

June 1952, Ps 17-18,
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the support of schoole in that county varied from 1.3 to 24.6 mille
or roughly at a ratio of one to seventeen.l Property in a poor
school district had to be taxed more highly to support schools than
in districts where property valuations were high. Poor districts,
which may mean poor farm lands, must pay more for every dellar of
assessed wvalue, in order to provide comparable schools. In conjunc-
tion with the higher ratios of assessment for poor land it adds much
to the regressivity of the property tax system.

In lane county in 1929 the assessed value of property per cen-
sus child varied from $634 to $9621 and the levy for the support

e In order to get a school

of schools from 3.2 to 131.9 mills.
system in a district having a valuation of $634 per census child
comparable to that of a distriet having $9621 of taxable property
per census child, there would have to be a levy over 17 times as
great. Of course that is assuming an equal amount of revenue per
child can give a comparable education in the two districts. The
accompanying ehn"t shows the valuation per census éhild and the
millage levy of 1929 for the first 20 school districts in lane Coun-
ty.

In Tillamook county the valuations per census child in 1929
ran from $111,548 down to $2142, and the levy in mills ranged from

18 1) Yamhill county the valuations ran from $15,604

17

2.6 to 18,.9.
to $139 and the levy ranged from 39.8 mills down to 4.9 mills.

In every county of the state, where school districts meke their

14, ibid

16, Ibid, pp. 60-62
160 Ihid PQ 84

17. Ibid p. 102
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own levies, the discrepancies are of major importance. The result
has been a wide fluctuation in quality of educetion offered within
a single county. A rich district may be able to give a high quality
of education with s very 1& levy on the property in the district,
but a neighboring distriet having peorer resources may be required
to levy ten times as much for each dollar of property walue and still
have only monuo enough o provide a poorly squipped schocl.

In order to correct these obvious tax inegqualities it has
often been suggested that a county system of schools be.adoptad.
Such plans are now in effect in three Oregon counties. By centrali-
sing the system of education the inequalities of the burden of school
texes would be irpmed out within the county and enable a more uniform
system of education to be maintained within that area. Rich school
distriots, which may be the rem:lt of political gerrymandering, are
opposed to this because they are called ;men to assist poorer ones,
and where the vsluations are high, it may even mean raising the mill-
age levy for the support of schools.

The revenue necessary for the swpport of schools under the
county unit system should decline when the advantages of large
scale organization are fully realized. The central purchase of mp«-
plies and more efficient teacher-pupil relationship are among the
advantages of such a system,.

The county govermment itself might well be reorganized in the
interests of sconomy. Many county officers are maintained to do
work similar to that carried on by state offices. The sheriff's

office is an outstanding example to such duplication. G&tate police
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are now opersting in all counties of the state side by side with
the county sheriff, and the have the obvious advantage of being
able to cross county boundary linee. The Tax Commission also has
a staff for the collection of texes, which might well be ussd for
the collection of county ms as well és state,

This necessarily brief resume of the property tax burden
has shown the extent of it and some important ways in which it may
be reduced and equalized, However, there is one further suggestion
to be made, that perhaps the total burdem upon the general property
tax is too high and that other taxes or higher rates on existing
taxes could be used to help support education, This is 2 more posi~
tive suggestion for property tax relief, but as long as the property
tax is in operation the other reforms are still desirable.

The Oregon income tax laws of 1923 and 1929 were closely as-
sociated with property tax relief and it has been particularly im-
portant in the decline of propsrty tax levies for state govermment
purposes, Clauses in these laws required that sums collected, were
to go for the purpose of lowering tbo'othomiso necessary property
tax levy. Some such tax or taxes might well be levied to aid the
support of schools and lower the burder on general property. In ‘
order to meet the objections of those who feel that the farmer would
not be relieved by such a tax, that it was merely shifting the bur-
den frm'an;a shoulder to the other it may be well to point out that
under the 1923 income tax law in Oregon the farmer bore but & small

percentage of the burden. The Oregon State Tax Commiseion in an
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extensive analysis of the 1923 income tax returns found that but
518 farmers filed returns out of a total number of returms of 42,
745. These farmers paid but § 10,672 out of the total ‘eolloetims
of $1,096,296.1% Because of larger families and lower net incomes
the farmer does not pay an income tax in most cases, The income
tax or similar taxes are needed to lighten the burden on the general

property tax.

18, "righth Biennial Rpport}, 1923-1924, Table XLVII.



Chapter ¥V
Farm Nortgages

The cost of farm mortgages is snother important item in
the budget of the mation's farmers. While it is true that every
farm in the state of Oregon is not mortgaged, the percentage of
farms mortgaged and the percentage of the. total value of all farms
covered by mortgages, is astenishingly high, when low annual in-
comes are considered. WMortgages are so widespread and constitute
such & high percentage of the value of all ferm property that it
is permissible to speak of farm mortgages in terms of the state
and nation without exaggerating the true pieture to any great de-
gres.,

One of the major considerations involved in this study of
the farm-mortgage outlook in Oregon was the fragmentary material
available for an acourate review. Information for the period 1950
to 1933 is especially fragmentary and of piecemeal character as
the following disoussion will indicate.

In 1910 the mortgage indebtedness of Oregon farmers was esti-
mated by the Census of Agriculture at § 54,950,000, or, as pointed
out in the introductory chapter, 7.7 percent of the walue of all
farm land and buildings in the state. Sinoce 1910 there has been a



54

marked inorease in the number and size of the mortgages on farm
property. In 1920 the farm mortgage indebtedness amounted to
$91,090,000 and by 1925 the inorease over 1910 was three-fold,
reaching §105,505,000. In 1930 the mortgage indebtedness was esti~-
mated at §116,806,000. This amount has since decreased through
foreclosure and the scaling down of indebtedness to epprocimately
$104,000,000 as of Dec. 31, 1934.1
The reasons for this increase in mortgage indebtedness has
been briefly given in an earlier portion of this study and at this
point in the discussion all that is needed is a brief review of
thet history as it applied to farm-mortgages. The grester portion
of the increase in mortgage indebtedness took place during the per-
iod 1910 to 1820, and probably larger during th§ lattar. part or war
period. The Allied demand for foodstuffs encouraged the production
of farm products by guaranteeing prices at high levels. Oregon
farmers and farmers throughout the nation were overly optimistic
as to the stability of the price level and hastened to expand pro-
: duetion, in order to take advantage of the high price level., In
order to do this they purchased machinery and brought new land in-
to cultivation even more rapidly than their high incomes permitted
them to pay for out of present incoms. In other wards they sought
mortgage ero&it to inerease production, to increase already ebnorm-
ally high incomes, and sought it at a rate commensurate only with '
high land values that accompanied high incomes. With the fall in
prices and income after 1920 they were unable to retire this in-

T. Farm Credit Administration, Personal Letter of April 6, 1937,
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debtedness. The slow but gradual increase in the value of farm mort-
gages outstanding from 1920 to 1930 is indicative of the period as
far as agriculture was concerned, Incomes of most farmers were high
enough to carry the mortgage but not high enough to retire it or
build up & reserve. & crop failure meant & new mortgage or an in~-
crease in the old ome. 4t no time from 1924 to 1929 was f2rm income
gufficient to build up & reserve to retire the mortgage as well as
carry the anmual intersst payment., The accompanying chart, Ne. XII,
shows the relative rates of change of farm mortgage indebtedness,
and the census valuations of farm land andbuildings in the state.
These figures are shown on a semi-logarithmie scale so that the com-
parative rates of incremse can be noted.

¥While the total burden of mortgage indebtedness was increas-
ing there was also an increase in the percentage of farms having
mortgage indebtedness. In 1910, 33.4 percent of all owner-oper-
ated farms in the state were mortgaged. 1In 1920, 44.8 percent werse
8o indebted and in 1925 and 1950 the percentage of indebtedness was
45,7 and 51.8 percent respectively.’ The percentage of indebtedness
on tenant operated farms was slightly lower, being 2.3 percent in
1925 and 34 percent in 1928.3 The percentage of temant farm mort-
gagoé in 1930 are not available from cemsus Data,

By far the greater part of the mortgage indebtednes: of the

state is borne by owner-operated farms, although the individual in=-

Z. Census of Agriculture, 1936,
$. U. 8¢ Department of Agriculture, The Farm Debt Problem, Fouse
Document Ne. 9, 734 Congress, ist fession.
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indebtedness of tenant operated farms bears a ratio of about three
to one over that of owner-operated farms. David L. Wickens of the
Department of Agriculture estimated that in 1925 §$82,036,000 or 76
percent of the burden was so placedt The average loan on tenant-
operated farms on the Pacific Coast from 1925 to 1928 was &17,?82 as
compared to $5,363 on owner-operated farms.® This is accounted for
by the larger value of tenant-operated farms and by the outside in~
come of the owner, which may be a determining factor in the amount
of credit extended.

In 1910 the average loan on owner-operated farms in the state
of Oregon was {2,080 or about 22,6 percent of the value ef; the av-
erage owner-operated farm. In 1920 the average mortgage loan out-
stending was 5,622 or 31.2 pereent; in 19258 3,771 or 37.7 percent
and in 1939 it was$ 3,526 or 54.4 percent. The a;nebar of owner-op=
erated farms in the state has inereased from 52,982 in 1910 to 36,

874 in 1930, and the average value of such farms had inereased from
from§ 9,108 to$ 10,239, but both the number of farms free from mort-

gages and the equity of the owner had decreased markedly.

' The lending agencies holding this mortgage indebtedness have
also undergons a decided change in importance during the past five
years, At the present time the Federal land Banks and the land

Bank Commissioner hold about 36,5 percent of the farm mortgage in-

i, "Farm Mortgage Credit", U. S. Department of Agriculture, Tech~
nieal Bulletin No. 288, 1932, p. 18. \
5. 1Ibid.
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¢ehtedness now outstanding in Oregon.® The great increase of gov-
ermment holdings of faurm mortgages is shown by the fact, that in
1930, government asgencies held but 16 percent of the mortgages on
farm property in Oregon. However, Joint Stock lLand Banks, private
banks chartered under the Farm Losn Act of 1916 held about {11,568,
000 worth of mortgage loans in Oregon on Deceuber 51, 1920.7 on
Hovember 50, 1933 they held about §9,515,000,° The amount still
held by Joint Stock Lend Banks has probably fallen considerably
since thet time due to the liquidation proceedings called for under
the Emergency Farm Mortgege Act of 1933, §$2,158,000 of the mort=
gage loans of these banks were refinanced by the Federal lLand Banks
and the land Bank Commissioner between May 1, 1933 and September 30,
1936.° The present holdings of Joint Stock lLand Banks are probably
arcound $ 5,000,000,

The rapid change in the percentage of loans held by the Ped~
eral Land Banks and the Land Bank Commissioner took place between
Hay 15, 1933 and the present time. With the onset of the depression
commercial banks found it necessary teo liguify their essets in order
to meet the demands of depositors, and insurance companies tero
called upon for = large volume of policy loans. The result was the
¥. Farm Credit Administration, "Division of Finance and Research

Monthly Heport and Loans and Discounts, Jan. 25, 1937.
7. David L. Wickens, "Farm-Mortgage Credit", U. $. Department of
Agriculture, Technical Bulletin No. 288, 1932, p. 29.

8. Farm Credit Administration, First Annual Report, 19833, p. 80,
9. Farm Credit Administration, Parm Credit Guarterliy,Vol. 1, no. 3,

Sept. 1938, p. 21,
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withdrawal of a large bloek of funds from the farm-loan market.
The urgentneeds of commercial banks and mdhidul holders oceas-
ioned many foreclosures and threatened many more. The situation
in the last few months of 1932 and the first months of 1933 were
extremely efitical and many commercial banks were forced to close
their doors. Between Jan. 1, 1921 and Jan. 31, 1933, 32.6 per-
cent of the active banks in Oregon at the beginning of the period
had hil«l.m Long term agricultural leoans have, in the opinion
of the Department of Agriculture, contributed to this heavy more
tality, especially among country panks.'! The extreme pressure
upon both debtor and creditor brought numerous demanis for relief.
Commercial banks were especislly instrumental in demending gov-
ermment funds for refinancing farm-mortgages. Such refunding
would restore most of their mortgage assets to a mores liquid state.
The individual states attempted to relieve the situation by mori-
taria on foreclosure and similar devices. The Federal gmimnt
also responded to the need for farm debtor relief by the Federal
Emergency Parm Mortgage Act of 1933. This aet provided emergency
funds for refinancing mortgage indebtednese, and consolidated all
Federal farm lending agencies under the head of the Farm Credit
Administration. &An intensive refinancing program of emergency
proportions was carried on throughout the nation following the
passage of this act, :

In the state of Oregon from May 1, 1933 to December 51, 1936
the Federal land Banks and the lend Bank Commissioner loaned
10, 0. 5. Department of Agriculture, The Farm Debt Problem, House

Document no. 9, 73d Congress, 1lst %ss?on, 1983, Pe 30,
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$ 24,586,850 to farmers in Oregon, largely for the purpose of re~
finencing mortgage and other indebtedness A2 During the periocd
from May 1, 1933 to September 30, 1936, only $637,000 of this
amount was losned for regular agricultural purposes. §9,670,000
loaned during this period went to finance first and junior mort-
geges held by individuals and mortgage companies; § 2,817,000 was
loaned for the purpose of financing mortgages held By 1ifz in-
surance companies; $ 2,086,000 was to finance mortgapes held by
cormereial bdnks, and § 2,158,000 went to refinance mortgages held
by Joint~Stock Land banks. During the year ending Dec. 31, 1034,
the FPederal Land Banks and the Land Bank Commissi oner received
10,44»5 applications from Oregon farmers for loans totaling$ 49,
585,236, Only 5652 of these applications were closed for a total
of $5,596,000,)° Tt was found thet manmy farms were not eligible
for loans even under the new regulations which permitied the Land
Bank Camuian'e‘ia loan sums up to 75 percent of the normal wval-

ue of the land.}* The sums noeded to refinmnce their obligatiuvus

17, Farm Credit Administration, "Division of Finance and Research",
January 25, 1937.

13, Farm Credit Administration, Second mlf%, 1954, p. 94,

14, The Federal Emergency Farm-Morigage Act o provided a
fund of §2000,000,000 for special loans to farmers who were in
need of aid and could not qualify for Federal lLand Bank loans.
loans from this fund are made with the approval of the Land
Bank Commissioner and are known as Commissioner loans. They
can be issued in amounts up to §6000 on security of 1st or
second mortgage to 75 percent of the normel value of the land.
Federal Land Bank loans are limited to first mortgage security
and 50 percent of the normal value of the land. The {800,000,
000 emergency fund was used in less than & year and on Jan. 24,
1934, Congress created the Federal Farm Mortgage Corporation, a
govermment financed institution, to provide funds for Commis-
sioner loans.
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was in some instances more than the normal value. The inorease in
loans held by the Federal Land Banks and land Bank Commissioner are
noted on the accompanying chart, No. XITI., The amount of Land Bank
Commissioner loans should be especially noted, becsuse such loans
can only be given when the borrower cannot mest the requirements of
the Federal land Banks, The requirements of the Federal land Banks
are set by law and specify & first mortgage of not over 50 percent
of the normal value of the land and 20 percent of the value of in-
sured permanent improvements, On February 28, 1937, the Land Bank
Commi ssioner had loansoutstanding in Uregon of {0,487,562.1% land
Bank Commissioner loans cannot be over 5000 and may have either a
first or second mortgage as security. This means that ovar 2000
farms, as & minimum, are mortgaged at over 50 percent of their value

to the Federal govermment.

The farm mortgage eredit extended by commercial banks has been
especially important on the Pacific Coast and still remains an im-
portant source of funds, although the percentage of such funds loaned
for long terms with real estate security has declined markedly.
During the period 1924 to 1930 they were considered the most import-
ant sl ngle souree of farm mortgage credit on the Pacific Coast. In
1928 they were estimated to hold 28.1 percent of the mortgages out~
standing on the Pacific Coast. For the United States as a whols,
only 10.8 percent of the farm mortgages are held by commercial banks.
On December 31, 1934 commercial benks in Oregon were estimated to

15, Tarm Credit Administration, "Division of Finance and Research”,
Monthly Report on loans and Discounts, February 1837.
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hold $9,861,000 worth of loans to Oregon farmers.l® However only
about $2,667,000 of this amount was secured by farm real-estate.
lLoans seoured by farm real-estate on December 31, 19355 were esti-
mated at $2,350.000 and on June 30, 1956 at $2,284,000. 7

The rapid contraction of commercial bank loans took place in
1932 and 1953, The experience of Commercisl banks during this
time has undoubtedly been important in determiming their present
mortgage outlook, which is considerably more stringent than before.
Evidence of the contraction of the agricultural loans held by Com=-
meroial banks is given by the fact that during the period May 1,
1933 to September 30, 1934, 16.2 percent of Federal Land Bank loans
in the United States and 17,9 percent of land Bank Commissioner
loans went to repay first and junior mortgages held by commercial
banks.18

Insurance companies have long held an important place as =
source of farm mrtgage eredit and they still constitute one of the
chief lending groups in Oregon. On January 1, 1981 the farm morte
gage loans of life insurance companies in Oregon amounted to ap=
. proximately $15,627,000, Sinee that time the 1ife insurance com-
panies have undoubtedly contracted e portion of this by foreclosures
and the refinancing operations of the foﬂml agencies, The Fed~-
eral land Banks refinanced 2,817,000 worth of farm mortgages held
by life insurance companies in Oregon between lay 1, 1935 end Sep~
16. U. G. Department of Agriculture, The Farm Debt Problem, House

Document No. 9, 73d Congress, lst Dession.
17. Norman J. Wall, Agricultural loans of Commercial Banks, U, 5.
Department of Agriculture, Technical Bulletin No. B2l, 1936,

18, Horman J. Wall, "Agricultural leans of Commercial Banks", Fed-
eral Reserve Bulletin, April 1936, p. 240«.
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tomber 30, 1936, The percentage of foreclosurss by insurance com-
panies is probebly small because the interests of such Acompe.nioa
are usually better served by permitting the owner to continue te

oucupy the farm under the direction of the insurance company.

Table X

Farn lortgage loans of Life Insurance
Companies in Oregon, as of December 31.

Year Outstanding New loans During
the Year
1927 $11,681,000 % ,243,000
1928 12,827,000 : 1,964,000
- 1089 13,471,000 1,902,000
1930 13,880,000 1,627,000
1031 13,627,000

Source: David L. Wickens, Farm loans of Life Insurance Companies,
V. £. Department of Agriculture, Bureau of Agricultural
Eeonomics, Mimeographed, 1852.

In the opinion of the president of one of the large insur~
ance oompanies heving investments in farm-mortgages, the Willamette
Valley is one of the best areas in the United States for farm mort-
gages, and it is the opinion of many thet life insurance comparies
are sgain the chief source of mortgege eredit in the state of Ore~

P

Information concerning the holdings of other agencies and
individusls in Oregon has successfully eveded those interested in
such information. The larze percemtage of loans of Federal agencies
that have gone to refinance loans held by other Icﬁars points to a
marked decline in the loans held by individuals and smaller morte

15 Tobert L. Green, "Farm Hortgege Delinquencies and Foreclosures”,
Journal of Farm Eeonomiecs, Vol. XV, ¥o.l, January 1933,
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gage and loan companies. The resources of many of these agencies
and individuals was sorely tested by the depression and it is very
probable that their holdings have declined as pressure on debtor re=
sulted in foreclosure and refinemeing. Mortgages held by these in=
dividuals and agencies resulted in a greater volume of emergency
refinancing on the part of Federal fAgencies than any other, Between
¥May 1, 1933 and September 30, 1956, $9,670,000 was lozned to finance
mortgages held by other than the agencies dealt with above, nsmely,
1ife Insurance Companies and Commercial Banks,20 :

The holdings of farm mortgages by priwvate individuals, mortgage
companies and similar agencies érobsbly constitute thirty to forty
peroent of the mortgage indebtedness stiil catstanding. fome of this
ie ocoasionsd by the sale of farm property on mortgage contracts and
the funding of private obligations. _Inrms.tion concerning the types
and characteristics of the loans held by this group is very limited

~ené our outlook is extremely hazy. There is need of much res~arh
to add to our ‘knowledge of the importance of such sources of farm

of farm mortguge eredit.

Interest rates charged by various lending agencies vary con-
siderably between sections of the United States and alse between
londi#g agencies. Commercial bank loans tend to bear the highest
rate of interest and the Federal sgencies the lowest., It was found
that average interest rates for Federal land Banks on mrkgages out~-
standing on the Pacific Coast January 1, 1928 was 5.6 percent. This

20. Farm Credit Administration, Farm Credit Guarterly, Vol. I, No. 3,
September 1936, p. 21.
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 is ‘comparable to the 8.9 percent being charged by commercial banking
institutions. Joint Stock land Banks and Life Tusurance Companies
were charging 6 and 6.1 parsent respectively.”’ loans at 6 percent
comprised the greatest part of the total lomns, with 35,11 percent
of all loans outstanding on tke Pacific Coast bearing this rate of
intersst. However, 34,86 percent of all loans outstanding in 1928
bore an interest rate of 7 percent and 5 percent of all loans bore
‘B'parcent.zz

The interest rates of the Federal Land Banks are set at 1 per-
cent over the interest rates of the last issue of bonds by the Land
Banks prior to the time of the mortgage for loans made through Na=-
tional Farm Loan Associations. Direct loans permitted under the
emergeney set bear 1-2 percent higher rates. As part of the emer=
geney farm mrtgngur program outlined by the Federal Fmergency Farm
Mortgage Act of 1935 interest rates were lowered by law to 4 1-2
psrcent for loans made through loan asseciations and 5 percent for
direct loans.’® This rate wes to continue until May 12, 1038 af-
ter which the rate was to return to the r;tc set by the original
mortgage contract, However, on Jume 24, 1936, the rate was again
changed by law to 3 1-Z percent which is to continue to June 30,
1937, after which the rate is to retwrn to the amount prescribed
by the original contract.24 '
21. David L Wickens, "Parm-Mortgage Credit", U. S. Department of

Agriculture, Technical Bulletin No. 288, Pebruary 1832.

22, Ibids p. 85.
28, Farm Credit Administration, First Annual Report 1953, 1954, p« 15.

24, Parm Credit Admirnistration, Farm Credit Quarteriy,vol. I, No. 2,
June, 1956. :
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Interest rates quoted by other lending agencies did not de~
eline proportionately during the depression end in the case of com~
mercial banks and mortgage companies the interest rates gquoted were
higher than before. Interest rates quoted by mortgage bankers on
the Pacific Coast from March to June 19352 were 6.7 percent, Com~
mission charges brought the cost of mortgage loans to the borrower
to 7.2 percent.?® Commercial bank retes for long term farm mort-
gage loanz average sbout 1 percent higher.

‘ Interest payments on farm mortgages constituted about {7,000,
000 in 1930. In consideration of the fact that the retes wary with
the type of lending institution it seems clear that this burden
might be eased to & great extent by seeking loans from Federal lLand
Banks as contrasted to the Commercial Bank., Beoth the farmer and the
bank would be aided by such & course, the bank by keeping its assets
more liquid and the farmer by having a lower interest bill to pay.

In 1924 the average length of life of mortgages made on the
Pacific Coast was 8,6 years, Porty-six and five tenths percent of
&ll farm mortgape loans were for five year periocds and only 13.2
percent of the loans were for pericds of over thirty years. All
but four tenths of one percent of the loans for over thirty years
were held by the Federsl Land Banks and the Joint-Stock Lamd Banks,?
25, David L, Wickens, Parm Mortgage Terms and Conditions 1950-1951

and 1931-1832, U, ¥. Department of Agriculture Buresu of Agri-
cultural heonomies, Mimeographed, 1952,

26, David L. Wickens,"Farm Mortgage Credit", U. S. Department of
Agrioculture, Technieal Bulletin No., 288, 1932, p. 77
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The remainder was hel'd‘ by life insurance companies.

At the present time, with the exception of the Fedsral Land
Banks and the lLend Bank Commissioner, the short term farm mortgage
loan seems tobe the rule. In 1930, 41 percemt of the mortgage loans
of mortgage companies to Pacific Coast farmers were for a ten year
period and no loans were msde for over tem years. Im 1931, 27.5
percent of all loans made by mortgage companies on the Pacific Coast
were for from two to four years; 57.8 percent were for five years
and 6.6 percent were for periods from eight to ten years. No loans
reported by mortgage companies in 1931 were for over ten yearsl’

In direct contr#st to the short term loans of private agencies
are the long term loans of the Federal Land Banks and the Land Bank
Commissioner. The loans of these twe agencies are made on terms
over thirty years. This is more nearly in accord with the actual
needs of agriculture. Between 1925 snd 1928 it was found that the
average farm mortgage retired during this period has been in effect
for 32.4 years.2® While fow of these mortgages had sich & time lim-
it specified in the original contract, extensions, and refinancing
had been resorted to. This points to the need of long term farm
mortgages to eliminate charges for extemsions, and refinancing.

26, David L, Wiekens,"Farm Mortgage Credit) U. S. Department of
Agriculture, Technical Bulletin Noi 288, 1932, p. 77.

27. David L, Wickens,"Farm Mortgage Terms and Conditions, 1950-
1931 and 1931-1932% U. S. Department of Agriculture Bureau of
Agricultural Economics, 1952, Mimeographed.

28. U, S, Department of Agrieulture,"The Farm Debt Problem”, House
Document No. 9, 734 Congress, First Session, 1833.



Table XI

Length of Term of Farm Mortgage loans:
Percentage Bistribution of Holdings of
Prineiple Lending Agencies, as of 1924, .

Agency Average Pe of lLoans For

Term TYr. 2-% 8. 10 ¥rs, 11-20 Over

Yre. Yrs, 30 Yra.

Insurance
ﬁm" 5.6 4.4 13.3 64.8 14.6 2.5 ok
Fed. iand » '
Banks 33 -0 " " » 190;9
Cm. Banks 2.6 52.1 18.8 26.7 = 4 8 e
Hortgage
cmes 3‘2 55 2-8 ?4'5 29.6 108 ——
Other Sour-
ces 4.7 ZQ.I 15 05 53.6 Ilal 1’? "
A1T1 Agencies 8.5 16.6  11.7 48.5 9.8 Teb 108

Source: U. S£. Department of Agriculture, The Farm Debt Problem,
House Dooument No. 9, 73d Congress 1st session 1035.

Another factor of importance in the study of farm mortgages
is the type of mortgage. Nost farm mortgages are of the term~type
which require annuel interest payments and a Jump-sum payment of
the principal st the end of the period. In consideration of the
fact that the farmer's hioem. at best, leaves only & narrow mer-
gin over expenses, it would seem to be desirable to adopt the amor-
tized type of mortgage loan. This type is used by the Federal ag-
encies for all long term loans. It is being used to a greater ex~ :
tent by other lending agencies than before the depression. This
is especially true of the insurance companies and much progress is
being made along this line. The income margin of the Anerican farm-

er does not contribute to the accumulation of the lump sum necessary
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to retire a mortgage in full, Any individual weekness concerning
the sccumulation of & considerable sum is removed also, By sub-
tracting the necessary smount from the annual income each year the
burden of farm mortgeges can be eased.

The mortgage credit needs of the farmer seem to be best filled
by Pederal agencies and life insurance companies. These agencies
are able to offer longer terms, lower interest rates and are not
subject to cyclical business influences to a&s great an extent as
commercial banks and individual holders of farm mortgages. The
marked decline in the farm mortgage holdings of commercial banks and
individuals has been very helpful to Oregon farm debtors and as long
as the trend is toward such long torm, low interest smortized loans
there is reason to be optimistic about the credit outlook of Oregon

farmers.,



Chapter VI

Conclusion

The discussion of the financial aspects of the farm prob-
lem that has been presented has not touched on some very vital
considerations, It has been concerned only with tm;: financial
aspects of the problem about which there is great concern and
enough information to emable us to arrive at a logieal and work-
able plan that will remove some of the evils that are now present.

‘This discussion has been presented with the desire to aid
the average farmer. Out of necessity acknowledgment must be mede
of the other types, the supra-marginal farmer, emsiderably above
the average, and what is more important, .thn sub~-marginal farmer.
There ie no problem when we consider the supra-marginal farmer
becsuse he is one of the few farmers that mede money in depression.
The average farmer, on the other hand, is normally intra-marginal.
He has made momey in good times and lost it in bad. mpz-amt
he produces is necessary to the world but im.t of the sub-marginal
producer adds to the surplus and forces the margin down. Econon-
ieally qnakiag there is no place for a sub-marginal farmer. Sub-
marginal farms should not pay taxes and interest because they
should not be operated. But as long as sub-marginal farms produce
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in competition with intra-marginal and supre-marginal farms they hold
the inecome level of all farms below its otherwise normal level. In
other words they hold the margin below its true level by sdding to
tﬁq supply of agricultural products. The farms that are merginal or
sub-marginal because of this competition and not because of natursl
conditions would be aided by a prégrm that would successfully shift
the sub-marginal farmer to other production.

There is 2 very real problem in connection with our sub-mer-
ginal farmer which has important sociclogieal and political impli-
cations other than the economic¢ ones mentioned above. The gquestion
of the sub-marginal fermer is raised here but no attempt is mede to
~ solve the problem he presents. But there are some fundamental con-
siderations that must enter into its satisfactory solution, Should
our imeriecan farmer produce on the theory of the world market or
only for the national market? Are our farmers sub-marginal because
of lack of ability? Or is it because of poor land? Will it pay to
try to rehabilitate the sub-marginal farmer and try to make him an
intra-marginal producer in same other field or on some other farm?
If he is sub-marginal because of lack of ability and resourcefull-
ness he will gravitate to the sub-marginal class again. _If such is
to be the ease it would bo economieally justifiable not to aid him.
But, if he is sub-marginel because of artificial factors that may
be remedied it would be soecially end economieslly justifiamble to
undertake a strong program of rehabilitation.

For those farmers that are sub-marginal, as measured from the
artificial standard that the competition of the sub-marginal farmer
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sets up, because of taxes and interest payments, the discussion giv-
‘en is applicable and the suggested plan of procedure will aid them.
But many farms are sub-marginal for sabsolute reasons and it is not
desirable for them to continue in their present manner, How import-
ant the factors discuesed in this paper are to the determination of
the margin the writer has no means of determining. By the adoption
of the reforms suggested we may be able to shift these borderline
cagses from the sub-marginal to the marginul class,

Our disucssion up to this point has dealt with the peculiari-
ties of agriculture, furm income, farm taxes and farm mortgage cred-
it. It has pointed out some important details in each of these
fields as they affect the financiel position of the Oregon farmer.

It is now necessary to draw the threads of our discussion together
and see how we may aid a large block of our farm population.

The farm problem, as we have seen, is by no mem s a recent
one, It has arisen out of the ebnormal expansion of productive ca-
pacity occasioned by war~time domends and the accompanying high price
level. These abnormal conditions were accompanied by a great in-
crease in mortgage indebtedness economically justifiable only on a
very high price level and accompenying high land values. Expenses
of the farmer did not decline proportionately with the decline in
farn prices and, ag we have seen, taxes znd interest charges began
to bear heavily upon farmers in Cregon, even during the period 1924
to 1929, when farm income was relatively improved as compared to 12
and 1925, Some of the failure of the farmer to improve his conditinn
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during 1924 to 1929 has been ascribed to the fact that, even at
best, farm income was not sufficient %o retire past indebtedness.
Parm income even in periods of propperity, did not provide a wide
margin of profit and & much longer period of time would have been -
necessary to amass & reserve to retire indebtedness than the period
1924 to 1929 afforded,

The fermer's problem was enhanced by pelitical influsnces afe
fecting the free flow of goods between countries and large surpluses
acounulated in the United States, How mmch these surpluses contri-
buted to the drastic and sudden end of prosperity the writer dees
not feel qualified to hagard an opinion, But it was true that a
larger part of the farm income wasnecessary to meet fixed interest
and taxes, The production of farm commodities did not fall markedly
in the first two years of the depression, This is perhaps due to the
peculiarities of agriculture as the earlier discussion tried ée point
out, PFarm income did fall to new low levels and great pressure was
exerted on farm debtors because interest and taxes were set in such
2 manner that they ¢id not respond readily to the fall in incomes.
As the pressure of tax end interest payments was exerted it became
evident that income would not meet all expenses and that mortgage
ereditors inclined to be lenient in prosperity were sadly in need of
funds in depression. Under such pressure farm debtors oalled upon
the govermment for aid. This aid took the form of moritoria upon
foreclosure and tax sales, and new Federal machinery for 'raﬁmins
farm indebtedness,

At the present time the farm problem seems to be eased, prob-

bably as a result of such emergency measures and the natural forces



that have contributed to the reductisn of the sgricultursl surpluse
¥ith the return to higher insowe levels it becumss ifmportant to in-
ftiate reforms that will remove some of the ™otors Lthat contribube
ed to the sgricuitural distresz. The preceiing pages have tried %o
point out some important facters with regard to farm income, farm
taxes and Parm mortgage oredit that may adversely affect the aver-
age Opegon farmer. A brisf summary of theee factors is in order,
The Oregon farmer pays ihe Jargest part of hies tax bill under
tha general property tax. "e bave found that itdiscriminates agsinst
the poor ferm and poor farmers that he must pay 2 gresler povroent-
age of the tax burden than he sotually should pay. ¥e have also
found that the poor school district mmet tax ftself more highly for
the swpport of eduestion than the rieh district, These are preblens
of messsiment, oentralisation of local sdministrotion, and the sube
stitution of & new tax revenue, The a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>