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CHAPTER I
AN INSIGHT INTO FARM MORTGAGE FINANCE

Since the dawn of history land has been of primary
importance as a source of livelihood for mankind, The his-
tory of the developmsnt'and utilization of land serves
well in describing the development of civilization itself.
Its importance in the total economy of past and present
generations has been universally recognized by economists,
and consequently, a vast number of chapters and volumes
have been devoted to the science of land economics., How-
ever, in spite of the attention which the agriculturalist
has received in the realm of economic studies, the problems
connected with land are far from having been solved., And,
although for many years the United States has been develop~
ing into a highly industrialized nation, the products of
agriculture continue to hold a key position in our nation-
al econony. Moreover, the influence which the congression-
al representatives of the farming industry exert upon the
nation as a whole is so great that we can ill afford to ne-
glect making a continual honest effort to solve the prob-

lems of agriculture in the best interests of our total

economy .



History has recorded and is still recording admin-
istrative and legislative actions vital to the égrioultural
1nduétry. Of primary importance are those affecting farm-
mortgage finance., It is the purpose of this study to ana=-
lyze the activities and policies of each of the various
agencies which has provided long~term credit to farmers
subsequent to 1916, and to note the far~reaching effect
which any or all of these activities and policies may have
upon the American farmer in general and the Kansas farmer
in particular. The year 1916 has been selected advisedly
as a starting point for this study. It was on July 17,
1916; that the Federal Farm Loan Act was enacted which
marked the beginning of a new era for the farmer--an era
in which it was hoped that the crying needs for adequate
long-term oredit facilities would be provided.

It is quite ¢bvious that, in making a study of any in-
dustry, its financial status, so far as monetary values and
financial polig¢ies are concerned, cannot be intelligently
considered without a knowledge of the economic peculiari-
ties and characteristics of that industry.

The farming industry directly employed approximately
30,475,000 persons or a little less than one-~fourth of the
total population of the country in 1940. More than one-
third of the Kansas population obtained its livelihood from
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agriculture during the same year.t It should e recognized
that although the population\rigurea mentioned above con~-
stitute the number directly engaged in agriculture, another
large grdug of Americans are engaged in non-agricultural
pursults which are so closely allied with farming that their
welfare is dependent upon the welfare of the farmar; Ag=-
cording to the United States Bureau of Census, approximately
forty per cent of the entire population was "rural" in 1930,
and 1,151,165 Kansans, constituting more than sixty per cent :
of its total population, were classed as "rural"™ in the same
year.2 It is therefore evident that this study is concerned
with an industry which relates itself in a vital way to the
masses,

Undoubtedly one of the most outstanding characteristics
of agriculture, as contrasted with industry at large, is the
fact that the farm operator can not definitely control nor
predict the volume of the farm's annual produection, In the

first place the farmer is engaged in a "partnership” with

the elements of nature; and, although the efficiency and
8kill of the farmer has an influence upon the product of the

land which he cultivates, the forces of nature are paramount

lconrad Taeuber, "Changes in Farm Population," The
Agricultural Situation, Vol. XXV (April 1941) pp. 16-19,

2United States Department of Commerce, Bureau of Cen-
sus, Census of Agriculture, 1930,
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in determining the farm's produce. Unlike the industrial-
ist, who through his ability and power to guage his pro-
duction to the fraction of a unit, the farmer has no assur-
ance that his production for any period of time will be any
certain amount, It is true that while the total annual
production may be falrly oconstant, the individual farmer

is not assured of a uniform yearly output. This is cer-
tainly true of the Kansas wheat farmer who is often the
vietim of drouth, hail, rust or insects.

The fact that the farmer has no direct control over
his output would not in itself be so serious if it were not
for some other important economic characteristiocs of agri-
culture which affect the economie welfare of the farmer to
no small degree. One of these, as Seligman points_out, is
that the proportion of constant to variable costs seems to
be greater in agriculture than 1t is in industry.l The
industrialist, anticipating & fall in the demand for his
product and probably a fall in price, is quite generally
able to decrease, immediately, the variable capital costs
of his industry in proportion to his decrease in produg-
tion., The farmer is not able to do that to any consider-

able extent. Since the farmer's fixed costs constitute

lg, R, A. Seligman, Hconomics of Farm Kelief, (New
York: Columbia University Press, 1929), p. 47.




the greater proportion of his total costs, the cost of pro-
ducing 160 acres of ﬁheat may be very little higher than the
cost of producing 80 acres. Moreover, the cost of producing
5,000 bushels of wheat may be very little, if any, higher
than the cost of produeing 1,000 bushels in another year
even though the price levels are the same for both years.
Furthermore it is interesting to note that it is quite com-
mon for farmers to produce more during years of low prices
tnan during years of high prices, for an extra output is
necessary when prices are low to meet the costs of produc-
tion which, for the most part; are relatively fixed. Such
a poliey, of course, tends to aggravate the market of agri-
cultural commodities by increasing the supply at a time when
a decrease in supply would be more effective in raising the
price of farm products to a higher level.

Still another characteristic of iand which causes it to
be a rigid factor of production is that it cannot be shifted
from one‘typa of production to another with any degree of
success, Again, tc a considerable extent, it is unlike in-
dustrial capital which can be shifted quite easily and
quickly. A wheat farmer of Kansas, for instance, can ill-
afford to plant tobacco even though the price of tobacco
is relatively higher than the price of wheat. Nof only is
his soil better adapted to the growing of wheat but the



machinery which the wheat farmer owns can hardly be used

for the cultivation and harvest of any other crop. It also
follows that the farm is not only a productive enterprise,
but it is a home as well; and, consequently, it is quite
improbable that anticipated low prices will drive the farmer
into another line of endeavor so long as he can hold out
financially.

Of vital importance to the study of the needs for long-
term farm finance are the ohaiacterlstics: slow turnover,
few laborers, and inoreasing costs. While the industrial-
ist sees his stock turn many timaﬁ within a month or a
year, the farmer raises one crop of wheat, barley, or corn
per year. Nature forbids a more rapid turnover. The hir-
ing of three times the number of workers raquiroﬁ to pro-
duce one wheat crop in an effort to produce two additional
crops will only be done in vain. The coperation of the laws
of increasing costs and diminishing returns limit the amount
of labor and machinery which can be profitably used on a
farm to a relatively small amount. Again we see the rigid-
ity of the farm as compared to industry in general.

The foregoing discussion of the ma jor economic charac=
teristics of land should serve to make any statement re-

garding the pecullarities of farm mortgage finance more

intelligible. 1t is clearly evident that some of the char-



acteristics discussed above have a more direct bearing upon
short-term and intermediate farm finance than they have upon
long~term credit. However, each characteristic bears a di-
rect relationship to every other characteristic, and'it is
only through a thorough understanding of them all that so-
lutions to the problems of farm mortgage finance can be ef-
fected.

Two major points stand out as being of paramount impor-
tance to this particular study. First, it has been stated
that high fixed costs in relation to variable costs is a
qharaoteristie of agriculture. And, since land constitutes
the major portion of a farmer's capital outlay, it is
clearly evident that the farmer, at least when making his
initial investment, is ordinarily in need of a large amount
of credit in relation to his total investment, Secondly,
it has been stated that farming is characterized by a slow
turnover and uncertainty of output. The problems associ-
ated therewith quite naturally call for a long-term type
of credit.

The following chapter will serve to show in a somewhat
statistical manner the important trends of farm-mortgage

eredit during the past quarter-century.



CHAPTER II
FARN-MORTGAGE TRENDS

Before an analysis of the funetions performed and pol-
loies followed by each of the various lending agencies is
attempted, it would be well to briefly examine the trends
in farm-mortgage holdings during the period under study.
These trends are not only the results of the changing eco~
nomic order whiech has characterized the past twenty-five
years, but they, in themselves, have had a dynamie impaect
upon the course of American history. Myers desoribes the
importance of these trends by stating thal "the hiatory of
farm credit marches along with the story of the VWestern
migrations as if tied to the wheels of prairie schooners."l

During the era in which land could be purchased for
$1.25 an acre from the governmnﬁt. any extensive use of
farm credit was guite unnecessary. However, by the end of

the 19th century, the land whioh could be purchased in

lw, I. Myers, Cooperative Farm Mortgage Credit, 1916~
, Parm Credit Administration lWaaﬁlngion: Eavernaené

rinting Office) p. 1.
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this manner had become exhausted.: This meant rising costs
of farm properties, more intensive labor, increased ferti-
lization, more machinery-~in short, it meant that land had
become an econcmic scarcity and that the provision of farm
eredit would be an ultimate necessity.? Again Myers ex~
plains the situation:
80 the farm mortgage, which had first been

a rare, then a casual feature of farm life

since the days of the colonists--and once ac~

cepted almost as a stigma upon the social and

financial integrity of the farmer utilizing

ite-rapidly became a pressing ooonom;u issue,

Throughout the course of the development of farm
eredit there have been periods of wild speculative fervor
in agriculture which have produced maladjustments so ser-
ious that they are still affecting the farmer in no small
way. It is quite obvicua‘that, while at times the farmers
were in need of a greater volume of credit, many times
their successful ories for credit extensions proved to be
their financial undoing. To say that the farmers have
constituted the only class of people who have sometimes

followed unwise courses of expansion would be far from the

i1bid., p. 1.
2R, T, Ely, and E. W. Morehouse, Elements of Land
Beonomics, (New York: Macmillan Company, 192k), pPe 15.

3uy0r8. OD. m-, Pe 24
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truth, Eoonomic history proves the contrary. The follow-
ing table reveals in a statistical manner the broad trends
in farm-mortgage holdings for the period under study. An
analysis of the data presented here, as well as in the
other tables of this chapter, should s&rva to develop a

better understanding of the entire field of farm finance.

Table I
ESTIMATED FARM-MORTCGAGE DEBT*

Year United States Kansas

1910 $3,207,863,000 $163,359,000
1915 4,990,785,000 180,875,000
1920 8,448,772,000 3Lk, 597,000
1925 9,912,650,000 505,041,000
1930 9,630,768,000 411,747,000
1935 7,785,971,000 357,123,000
1939 7,070,896,000 319,404,000
1940 * 6,910,000,000 309,602,000

**U. 8., Department of Agriculture, "Farm Mort
Debt at Lowest Level in 22 years", (Reprint from Agrfoul-
tural Finance Heview, VOLl. ;. HO. 2)y Do 5o




13

The foregoing table rather interestingly reveals that
the volume of mortgage credit, for both the state of Kansas
and the United States at large, expanded conslderably from
1910 to 1925. The rate of inorease during this period was
209 per aent~~£he same rate of increase applying to both
state and nation. It is clearly evident that the increase
from 1910 to 1915 was nominal and followed, rather closely,
the normal expansionlor agriculture dﬁring those years,

The major portion of this phenomenal increase, particularly
from 1915-1920, cccurred during the sgriocultural "boom"
days of World War I. The effect which this era of wild
farm prices and increased mortgage load has had upon agri-
culture in general cannot be overstated., The considera-
tion of such effects will be left for another chapter; how-
ever, in the gonsideration of trends, these figures repre-
sent & radical departure from the normal upward trend
which was a natural result of the expansion of the indus-
try. In fact, & large amount of the increase in the mort-
gage debt load, as indicated by the 1920 figures, was due
to excessive personal and collateral loans by commercial
banks during the war pgriod whieh were later funded into

real-estate-secured debt.l

1p, ¢. Horton, rlaetuapions in Outstanding Farme
lortgage Debt, 1910-19 Washington: U Department
of Agricultiure, 1939), p. 16.
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Even in the study of trende, however, it must be kept
in mind that changes in the volume of larm-mortgage debt
are not, necessarily, indicators of the general financial
position of agriculture. An lnerease in the volume of
farm-mortgage debts does not, in itself, indicate that
agriculture is in a less favorable financiesl condition,
Neither does a decrease in the debt load of the farmer
necessarily indicate that he has been placed in & better
financial condition. D, C. Horton presents an illuminat-
ing discussion of the factors whieh are involved in de-
termining the effect of the mortgage-debt load on the fl-
nancial condition of agriculture:

On the cone hand, a rise of mortgage debt may
accompany a general expansion of agriculture and
may be associated with rising agricultural income
and general improvement in the financial position
of farm owners., On the other hand, a rise of
mortgage debt may be associated with depressed
agricultural conditions in which many farm owners
have to borrow to tide over temporary periods of
low income or give real estate security as added
proteetion for non-real-estate loans, Likewise,
a drop in outstanding farm-mortgage debl may be
assoclated either with an improvement of the fi-
nanclal position of agriculture, whiech enables
farm owners to repay debts, or with depressed
agricultural conditicns, which force many heave
ily indebted farmers to give up their farms in
satisfaction of their debts. Changes in out-
standing farm-mortgage debt usually involve a
combination of these several factors. To under-
stand the significance of mortgage-debt trends
it 18 necessary to analyke the many other re-
lated movements which have a bearing on the fi-
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nancial position of agriculture.l

Another trend of great importance as indicated in
Table I is the somewhat steady decline in the amount of
mortgage debt outstanding from the years 1925 to 1940,
There is included in this period the great financial
"boom" of the years leading up to 1929. The movement of
mortgage debt following the 1929 collapse had some ele~
ments in common with that following the 1920 collapse, but
in most respects it was markedly different., The sharp de-
cline in mortgage debt came in 1932 and 1933, whereas the
break in farm prices came much earlier. In this respect
the post=1929 mortgage movement was simllar to that fol-
lowing 1920, However, Table I indicates that mortgages
inereased tremendously following the 1920 collapse for
reasons which have been mentioned, while mortgage hold-
ings were considerably decreased following the 1929 col-
lapse., "In fact, the rate of decline was greater in 1930
and 1931 than for the years immediately preceding the
1929 collapse."< The factors whieh contributed to the
incerease in mortgages following 1920 were of much less ime

portance in this later perlod. For, although prices in

lgorton, op. eit., p. 13.
21pid., p. 18.
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general were soaring during the years leading up to 1929,
land values had been declining for the country as a whole
during the 1920's, and the volume of transfers whieh had
been effected during this period and which were to be ef-
feoted after the collapse were relatively small. Hansen
points out that in spite of the 20's being prosperous
years as indicated by the business cyecle "there is, how-
ever, the undoubted fact, of which cognizance must be
taken, that the decade of the 20's was preponderantly a
period of hard times for agriculture."l Moreover, the
volume of non-real-estate credit which was extended during
the years immediately subsequent to the 1929 collapse was
very small in comparison to that extended in 1921 and 1922
as indicated above, One reason roi this is that, since
land values had been steadily declining for the country
as a whole, the farmers were left with very little equity
on whieh to borrow. Furthermore, the national financial
system was less able to lend money to farmers in the way
of "distress borrowing" during 1930 and 1931 than it was
after the 1920 orisis. Henee, there was not such a large
amount of this "emergency" borrowing to be funded into farm

mortgages later on, as was the case in the period follow-

1A, H. Hansen, Fiscal Poliocy and Business Cycles,
(New York: W. W, Norton Gompany, 1931), Ps 31.
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ing 1920,

The general pattern of the movement of mortgage debt
since 1931 has been similar in some respects to that from
1923 to 1930, As is indicated by the foregoing table,
debt liguidation between 1930 and 1935 was very rapid.
This period was characterized by a large number of fore-
closure proceedings and bankrupteclies which were finally
halted to a considerable extent in 1934 when the Farm
Credit Administration began its extensive program of refi-
nancing. Emergency debtor-relief laws which were enacted
during 1933 and 1934 placed temporary cbstacles in the way
of foreclosure actions and constituted an important factor
in halting the sharp decline in mortgage holdings. Since
1934, the gradual decline in mortgage holdings has been
due to continued foreclosures of farms that were unfortu-
nately; and in many instances unwisely, financed; to re-
finaneing proceedures whieh have involved the scaling down
of the debt by placing it more in line with farm values;
and, also, to an increased volume of principal payments,
especially on loans piaoed on an amortization basis in the
period of large-scale refinancing.l

Throughout the entire period from 1910 to 1942 the

lgorton, op. git., p. 18,
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general movements in the farm-mortgage structure of the
state of Kansas were quite similar to those for the nation
a8 a whole., It has been indicated previously that the per
eent of increase in mortgage debt from 1910 to 1925 was
209 per cent for state and nation alike. During the five-
year period from 1925 to 1930, however, the 18.4 per cent
rate of decrease in Fansas mortgages was much greater than
that for the United States, whioch was 3.8 per cent. This
marked difference was due, primarily, to the large number
of foreclosures on Kansas farms which were victims of the
wild Mid-West speculative era of World War and immediate
post-war days. The gradual decrease in holdings subse-
quent to 1930 show that a 28 per cent decrease is recorded
for the nation, while a 24 per cent decrease is recorded
for Kansas.t
Another valuable approach to the study of general
trends, so far as the dollar value of mortgage holdings
is concerned, is through the mortgage load per acre of
land under production., Table II, on page 17, shows the
gsame general movements of long-term debts as was indicated

by the data in Table I.

As was stated eerlier in this chapter, an analysis of

lthese percentages were computed from the data sup-
plied in Table I.
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Table II
FARM~MORTGAGE DEBT PER ACRE OF LAND*

Year United States Fansas

1910 | $3.65 $3.74
1920 8.83 ' 7.58
1930 9.76 8.76
1940 ‘ 6451 642

*The data in Table II are obtained from computations
based upon figures given on page 534, ricultural St&tis-
ties, 1941, (U. 8. Department of Asriougfnrei, and flgures
given in Table I.
the effeots of "shifting" equities in land holdings will
be made more complete in chapters five and six; however,
a few statistiocs at this poinﬁ revealing the relation of
mortgage debt to the value of the security back of the
loan should be of value in furthering the outlining of
trends and general movements, Table III, page 18, glves
sueh information. |

The data as presented in Table III;{; uniquely impor=
tant to the welfare of the farming industry. It shows

rather clearly that, whereas farm-mortgage debt recordings
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Table III1
RATIO OF FARM-MORTGAGE DEBT TO TOTAL VALUE
OF FARM LAND AND BUILDINGS*

Year United States Kansas

1910 9.2 94
1920 12.6 12.1
1930 ' 20,1 18,0
1940 20,5 21.7

*Computations based upon data provided in sources
used for Table II.
were consistently rising until 1923,1 the farmers' equities
were constantly diminishing, Just as important, however,
is the fact that, while Table I shows a deerease in mort-
gage holdings subsequent to 1930, Table III indicates a con~-
tinued decline in the equity of the farmer for this same
period., It must be remembered that the welfare of the
farmer depends, in a very vital sense, upon the equity he
holds in his property.

Table IV on the following page serves to indlcate the

lyortgage debt reached an all-time high in 1923--

$10,784,621. For the purpose of showing general trends
the 1930 figure has been used.



Table IV*

TOTAL FARM MORTGAGE DEBT AND AMOUNTS HFLD BY SELECTFD LFNDER GROUPS

(1,000 dollars)

Total L. Bank Joint Life State
Year Debt & L. Bank Stock Insurance Banks® Credit Others
Comm. L. Bankt Co's Agencies’
1910 3,207'863 smeecw OO e seocavs e 386’961 1}06,2‘&8 ssecoe e 2,“1&,65‘}
1915 ‘&,990.785 savsenvose ssesce s 669,98‘& 7106’111 esesess s 3,571&’690
1920 8,448,772 296,386 60,038 974,826 1,204,383 (5) 5,913,139
1925 9,912,650 923,007 446,429 1,942,624 1,200,456 (5) 5,400, 064
1930 9,630,768 1,185,765 626,980 2,105,477 997,468 93,274  i.621.804
1935 7.785.971  2.501.824  255.931  1.258.900 198,842 62,286 3,208,188
1936 7,638,867 2,853,966 175,677 1,054,770 487,505 48,091 3,018,858
1937 7,389,797 2,888,912 133,499 936,45k L87,4L34 32,657 2,910,751
1938 7.214,138 2,835,962 104,163 895,470 501,450 24,657 2,852,436
1939 7,070,896 2,723,022 87,362 887,336 519,276 17,281 2,836,619
1940 6,909,794 2,583,901 65,719 883,414 534,170 14,823 2,827,767

RuratI

}Inoluding banks in receivership.
<1935-40 insured commercial banks; prior to 1935 open State and national banks.
3Rural Credit Board of South Dakota, Bank of North Dakota, and Department of

Credit of Minnesota.
neluding loans of individuals, Farm Security Administration, mortgage

companies, and other miscellaneous lenders.

SUnavailable.

*Bureau of Agricultural Economics,
U. S. Department of Agriculture, May 19 s D

e A

icultural Situation, (Washington:

g o s

6T
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trends of mortgage holdings in relation to the various
classes of agencies making such loans, This information
not only rounds out the study of the general movements in
the field of farm-mortgage finance, but it serves as a
basis for the analysis of the functions performed by each
of the major lending groups which will be made in the fol-
- lowing three chapters.



CHAPTER III
THE ROLE OF FEDERAL ACTIVITY

The developuent of a federal system of farm-mortgage
credit has had a 1on3}and interesting history. The Parm
Credit Administration, as it exists today, is not the
product of the efforts of any one generation, but, rather,
the product of continuous agitation on the part of the
farmer since the days of the Colonial periocd. MNany ef-
forts were made in Colonial and Farly State periods to
establish land banks and loan assoclations; however, it
was not until a few years before the World VWar that a gen-
eral and determined agitation grew for a national system
of rural credits. This is clearly understood in view of
the fact that people generally regarded it the business of
the state, rather than the business of the federal govern-
ment, to participate in the business affairs of the people.
Therefore, it is not surprising that the flrst institu-
tions inaugurated for the purpose of supplementing private
sources of agricultural credit were state or state con-
trolled institutions., Various types of farm-credit insti-
tutions prior to 1916 were significant in marking the de-
velopment of a federal system such as exists today. It
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should be of value to briefly consider some of these in-
stitutions by way of an historical introduction.

During the Colonial period several Public Loan 0f-
fices or Public Land Banks were established to meet the
oredit demands of farmers, In faet, all the original
thirteen colonies, save Virginia, coreated loan offices or
public land banks in the form of paper money issues of
"batohes of paper"™ which were loaned on the security of
real estate., It was contended by the land-owning class
that no security for money issues could be more stable
than land; however, excessive issues of these "batches of
paper”™ resulted in an artificial redistribution of the
goods of scclety in terms of an inflated, or cheaper cur-
rency, and in a manner which subsidized one industry at
the expense of others., The security of the paper issues
was over-valued, bad loans were made, favoritism of vari-
ous kinds arose, and when the borrowers failed to pay,
new leglslation was often forthcoming to allow easier
terms to the borrowers.l

A multitude of evils accompanied the poorly regulated
administration of the loan offices. However, the inherent

weakness of the system lay at its very foundation, As

1g. 8. Sparks, History and Theorﬁ of Agricultural
Credit in the United es, ew York: omas Y, Crowell

ompany, » PPe [{=0d.
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Professor Sparks has stated:
It was argued that real estate security would

automatically 1imit the currency issued on loans
80 48 to provide a stable medium, but the only
limit was the capricious will of the governmental

- assemblies, The natural result was a heterogen-
eous paper currency with various degrees of de~
preciation in the several colonies, and with all
the familiar evils of an inflated currency.

Thus, it was demonstrated that the first attempt %o
establish & governmentally owned and controlled system of
farm-mortgage credit was a dismal failure. It should be
recognized, however, that the failure of the colonial land
banks did not prove that land banks, per se, are bad, but
rather that the polioios adopted by their administrators
were unwise and economically unsound.

From 1800 to 1860 the "Property" and the great "State
Banks" were the outstanding types of farme-mortgage credit
institutions., The property banks resembled the present-
day Federal Land Banks more closely than any agency estab-
lished prior to their existence had done. The majority of
the property banks were located in Louisiana, Florida,
Arkansas, and Mississippl~-thus, they were devélopod almost
exclusively in the South. It was the policy of the prop-
erty banks to attract foreign capital into agriculture by

the issue aﬂd sale of bonds secured by real estate mort-

11bid., p. 80.
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gage. But in addition to being purely land banks, these
banks also performed the functions of commercial banks
which included the issuance of notes. It was this poliey
of performing & double service, that of a mortgage bank
and that of a commercial bank issuing notes, whioch caused
the downfall of these institutions. "It must be admitted,
however, that the policies of these banks marked a great
step forward from tné early paper woney land banks."l The
policies of the property banks were more conservative in
that the securities whiceh they issued were upon thevbasil
of mortgages representing a safe margin of value. But in
spite of a more conservative poiiuy these banks failed be-
cause of their inherent weakness of performing the double
function as indicated above. The nature of their loans
drained the banks of specie, leaving but little to serve .
as & basls for any further note issue.
Had note issue been guarded carefully and

loans granted wisely, all might have gone well

but there was always a great demand for long time

loans in the newly settled distriects; hence there

were irresistible temptations to employ the print-

ing press as a bountiful source of available funds.

The natural consequence was insolvency when the
notes were presented in large quantities for re-

demption,<

l;bido, Pe 970
2Ib&d.. p. 97.
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The history of the development of any institution use
‘ually reveals that each new establishment profits by the
mistakes of the past., That has been true in the develop~-
ment of a federal farm-mortgage system, and it can be saild
that the early-dsy property banks were instrumental in
pointing the way toward the establishment of the federal
land banks in 1916,

During the same period that tho property banks were
operating, "state™ banks were chartered in several of the
Southern states, whose chief purpose was that of lending
tc farmers upon the basis of real estate, Unwise lending
and inflationary bolioies, which were so very common as a
result of the bank officlals being elected annually, soon
caused the downfall of this type of institution.

The only institutions established for the purpose of
finaneing agriculture during the first half of the 19th
gentury, and whioh survived, were the farm-mortgage compa-
nies. The functions performed by these companies were
entirely divorced from the commercial bank policies of
issuing notes. The history of these institutions reveal,
however, that even though they did survive, they did not

expand to wide usefulness.l

ly, 7. Sbultz and M. R. Caine, Financial Develo t
of the United States, (New York: Pron%foeoﬁaii. ine., i%}?),
po 5I5¢
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The period from 1860 to the date of the establishument
of the federal farm loan system was characterized by vari-
ous movements on the part of the farmers for cheap money.
These movements were marked by the same basice thinking and
policies which caused the collapse of the various farm
lending institutions which havo‘peea mentioned previously.
From the standpoint of an historieal approach to the Fed-
eral Farm Loan Act of 1916, these "movements”, on the part
of the farmer for better oredit facilities, are very sig-
nificant and are worthy of mention at this point.

The plea of the farmer hasg always been for cheaper
money, for an inflated currency relieves the debtor from
the "sting" of his mortgage load when the result of the
inflated money is riming prices for the products he offers
for sale. The Granger movement was one of the first ef-
raotivd moveﬁonts through which the farmers, first, ex-
pressed their disapproval of ddbraciating greenbacks to
fifty cents on the dollar, Their demand was for cheaper
money, and, also, the ahandonmont of the policy of taxing
state bank notes, The Granger movement reached its height
in 1873 and 1874.

. The same philosophy which was back of the Granger move-
ment was responsible for the National Greenback Party which

was organized in 187, and whose platform in the 1876 presi-
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dential campalgn included u demand for a national paper
currency, redeemable in interest-bearing bonds. Although
the party was defeated, the results of the election revealed
that the movement was very strong, especially in the atates
of the upper Mississippi Valley and Pennsylvania.l Beyond
doubt, the Granger movement was effective in expressing it~
self through the National CGreenback Party, but in spite of
this strong sentiment, specie payment was resumed in 1879.
This same decade saw those who were disappointed with
not being suoccessful with the National Greenback Party
sponsor a "free silver” movement in Congress. As silver at
that time was exchanging in the market at a ratio of over
seventeen to one, the free coinage of silver at the mint
ratio would have led to silver displacing gold. A compro=-
mise measure was passed in the Bland-Allison Act of 1878,
whieh provided for the purchase of at least $2,000,000
worth of silver a month., This compromise measure pacified
the farmers temporarily, and it was not until a few years
later that agitation grew strong again. Professor Eliot
explains why the cheap money 1ssue subsided for a oonsidaﬁ-

able period of time.

: ig, Eliot, The Farmer's camgaig% for Credit, (Mew York:
D, Appleton and Company, s Do .
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For the decade of the eightles, the money is-
sue lay somewhat dormant. The crops of ccrn, wheat
and oats in 1880 passed all previous records, and
the price of corn maintained itself so well in
spite of the increased supply that the orop was
worth 50 per cent more than in 1878. Under such
conditions_ the farmer temporarily lost interecst in
‘ inflation.l
After a tew'yeara of stability, however; farm prices
began to decline and farmers began to reassert themselves
in terms simllar to those of the days of éheap money move=
ments, The Farmers' Allisnce, which reached the peak of
its power in 1888-89, demanded the abolition of national
banks, substitution of greenbacks for bank notes, free coln~-
age of silver, egual taxation and reduction of public ex-
penditure, and government ownership and operation of the
railroads, who, the farmers contended were charging exhor-
bitant freight rates on agricultural commodities. In ad-
dition to these and other measures of much less ilmportance,
the Alliance called for the establishment of a government
land-loan bureau to loan legal tender currency on land
mortgages up to 50 per cent of the value of the land, for
periods of twenty years, at 2 per cent interest.
Further effects of hard times for the farmer brought
about other movements such as the Populist Party and the

bimetallic controversy, which were strongly supported by

11bid., p. 20.
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the farming regions of the upper Mississeippl Valley. Among
other things, the Populist Party was vitally interested in
bringing about a free and unlimited coinage of silver and
gold at the legal ratio of 16 to 1. It can be said that
both movements had as their chief aim the obtaining of a
great supply of cheaper money in the hope that the burden
of the farmers would, thereby, be lifted.l!

From the foregoing discussion of the restlessness of
the farmer during times of adversity it would appear that
many of their efforts were in vaih. And, it is true that,
from the standpoint of winning eleoctions and the establish-
ing of institutions providing more lenlent credit facili-
ties, they were not always immgdiatoly successful., Never-
theless, continuous agitation, year after year, did accom-
plish great results in the way of influencing various ade
ministrations to the extent that investigations into the
credit needs of agriculture were carried on. It was quite
evident that commercial banks, limited as they were by the
Federal Reserve Act, were not suited to meet the needs for
long~-term credit. Shultz aﬁd Caine have stated that:

Savings banks and Insurance companies could and

did place part of their funds in farm mortgages,
but thelir resources could not begin to cover a

1Ibid., pp. 22-25.
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continent-wide demand for agricultural capital.

A scattered horde of private investors took up

three-fifths of farm mortgages.l
Moreover, agriculture was becoming industrialized, And,
unlike big business which had developed a system of oredit
commensurate with its needs, agricultural eredit problems
remained unsolved. /

Recognlizing that the farmer was faced with a problem
of not having access to sufficient capital in the nature of
long-term loans, Prasidént Theodore Roosevelt, in 1908,
appointed a Country Life Commission to study the agriocul-
tural situation. This commiseion reported that there was
a need but made no recommendations. Soon afterwards the
National Monetary Commission lscued a report regarding the
farm-mortgage system in Cermany. As public interest grew,
the European systems were studied by business organizations
and representatives abroad, Finally, the United States
Commission, appointed by Wilson in 1913 to coéperato with
the American Commission which had been appointed by the
Southern Commercial Congress to study the Huropean systems,
made specific recommendations whiech led to the introduc~
tion of a farm-loan bill intc Congress in 1914. After two

years of consideration, the Federal Farm Loan Act was

18hultz and Caine, op. ¢it., p. 5lh.
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passed on July 17, 1916.

It is of special significance that the Federal Farm
Loan Aot was the result of the various movements which had
been traced throughout the course of more than a ocentury.
The aet was not a product of hasty procedures on the part
of Congress, and, conseguently, it seems only plausible
that the credit system pfovidod by this aet should be free
from many of the defects which were inherent in systems
called for and provided heretofore.

The Federal Farm Loan Act provided for the establish-
ment of two types of long~term credit institutions, namely,
the Federal Land Banks and the Joint-Stook Land Banks, The
Federal Land Bank system was patterened after the Federal
Reserve system, in that the United States was divided into
twelve districts according to agricultural needs and & land
bank was provided for each distriet. Initial capital for
each land bank was fixed at $750,000 and was to be raised
by open subseription., It was the hope of those who were
responsible for writing the bill, which provided for the
ereation of these banks, that a more cooperative spirit
could be created among the farmers.! To thie end, provi-
sion was made whereby ten farmers seeking loans, the aggre-

gate value of which totaled not less than $20,000, could

1Sparkn, op. eit., p. 127,
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organize a national farm loan assoclation. It was the busi-
ness of these associations to lend money in exchange for
mortgages based upon not more than fifty per cent of the
value of the land, or twenty per cent of the value of the
improvements, ILach mortgagor was required to purchase
stock in the loan association which granted the loan amounte-
ing to rive per cent of his loan, and upon payment of the
mortgage this stock was to be forfeited. The loan associ-
ations would get their lending capital by discounting with
the land banks, the mortgages they accepted from the farme
ers. They, in turn, were required to purchase stock in the
land bank through whieh each was operating. The amount of
stock was to equal five per cent of the value of the mort-
gages diveounted. In this way, it was hoped that the ini-
tial capital stock held by the government could be retired
and that the banks would soon become the property of the
farm loan associations, Oince the farm loan associations
were required to be owned by the farmers who held stoek in
them, the farmers, therefore, were to become the indirect
stockholders of the land banks. All requests for loans
were to be passed upon by the loan committee of the associ-
ation, the directors of the asscociation, and the appraiser
representing the land bank which would discount the mort-

gage for the farm loan association. The land banks were to
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acquire their capital by selling bonds secured by the mort-
gages acquired from the loan assoclations.

The mortgages, all of which were to be first mortgages
based on a very safe margin, were to be standardized, there-
by creating an attractive security which would put farm
mortgages on par with the industrial securities offered on
the open market. It was hoped that this procedure would
correet the prevailing situation in the farm-mortgage field
as expressed by T. N. Carver of Harvard:

The market for farm mortgages is & notoriocusly
poor one., The principle is very simple. Farm
mortgages cannot be standardized and sold on grade
or brand. The first buyer of a mortgage must in-
spect very closely, not only the property which is
mortgaged, but the character of the mortgagors and
even the administration of Jjustice where the prop-
erty lies. In general, anything which has to sell
on inspection does not sell so reaudily as a ftana
dardized article which can be sold on grade.

It was hoped that the land bank system would help to stan-
dardize farm-mortgage securitles, to the end that suffi-
cient capital might be attracted to the country from the
city to meet the needs of the farmer., It is significant
that the land banks, provided for in the Federal Farm Loan
Aet of 1916, were a distinet departure from the earlier

land bank schemes of this country. In the first place,

1g, s. Sparks, History and Theory of Agricultural
Credit in the United States, (New TbrE: Thomas Y. Crowell

ompany, s roreword by T. N. Carver, p. xii.



3b

they were entirely divorced from commercial banking and cur-
rency schemes. In the second place, they were purely invest-
ment banks attracting loaning funds by the sale af tax-exempt
debenture bonds based on first mortgages on land to the ex~-
tent of twenty times the paid=-in capital.l Moreover, the
loans to the farmers were to be pald back on an amortized
basis and the& were to bear interest at a rate not to exceed
one per éant more than the interest whioch the last sale of
debenture bonds bore.

. The Federal Farm Loan Act of 1916 also provided for the
establiéhm@nt of joint-stock land banks. These banks were
ldoaignod to give service very similar to the_federal 1ahd
banks but‘without the eooperativ& features and without cap=~
ital from the federal treasury. It was intended that these
institutions were to afford private capital an opportunity
to enter the mortgage banking field. INach bank was to have
a publiely subseribed initial capital of not less than
250,000 "formed by any number of natural persous not less
than ten,"< The joint-stock land banks were permitted to
issue bonds up to fifteen times the amount of their capital

lShultz'and Caine, op. eit., p. 515.

2farm Credit Administration,

arm Credit Administration as Amendec july 1, 1938, C
qunr Wo. 20, (Washington: Government Printing Vifice, July

1938) p. 61.
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and surplus, Mortgagés were to be made on the samelbasis
as those made by the farm loan assoclations. Due to rea-
sons éonnootod with the depressive condition of agriculture
during the 30's and which will be discussed later, the
Joint-stock land banks were ordered to cease operations
with the passage of the Emergency Farm Rellef Act of May
12, 1933.

The foregoling discussion has outlined in a somewhat
brief fashion the two banking systems that were provided
for in the Federal Farm Loan Aet of 1916, It will be next
in order to make an lnvestigation into the activities of
the federal farm-mortgage institutions throughout the quar-
ter century of time elapsing since provision for this es-~
tablishment was made, It will, also be within the scope of
this chapter to consider any other governmental agency es=
tablished for mortgage lending purposes by later leglislative
enactments, as well as, any changes that have been made af-
rootlhg them,

The lending activities of the federal land banks have
proven to be quite extensive during the first twenty-five
years of their existence. In fact, according to H. W,
Torgerson, one-third of the total number of farms of the

sountry were mortgaged in 1939, and of these ocne-~third,



36

forty per cent were held by federal agencies.l At first,
however, the land banks did not enjoy a very satisfactory
business. Applications for loans were numerous, but the
financial operations of the banks were limited by the fact
that federal war loans absorbed inveﬁtment funds that might
otherwise have been invested in federal land bank bonds.

An attack upon the constitutionality of the Federal Farm
Loan Act, which was not settled until 1921, also hampered
the financial growth of the agency. The middle of the
20's, however, saw a remarkable inerease in the expansion
of land bank loans, and a natural result was the retirement
of capital stook held by the federal government in lieu of
the stoeck subscriptions of the farm loan associations,
Table IV, on page 19, reveals that it was not until during
the years 1920 and 1925 that any significant amount of
farm-mortgage debt was held by the land banks. The total
holdings for these years was $296,386,000 and $923,077,000
respectively. It is significant that federal land bank
loans were not popular in Kansas until 1933.% In 1917

14, W, Torgerson, "Agricultural Finance in the United
States", Journal of lLand and Public Utility Kconomiecs, Vol.
XVI (May 19L0) p. 198.

2Bureau of icultural Nconomies, Farm-Mortgage Re-
oord;gga--xhnaaa Washington: U, S, Department of Aigricul-
t

ure, January 1939) mimeographed, p. 2.
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loans made by the federal agency comprised only 3 per cen%
of the total lcans olosed in Kansas for that year, whereas,
&4 per cent was the flgure in 1932. The percentages for the
years 1922, 1923, and 1924 were 9, 7, 6, respectively--
these being the highest percentages for the entire l5-year
period. It was during these years that a large amount of
personal and ccllateral loans were refunded into real es-
tate loans., The federal land banks refunded a relatively
large share of these loans during this period,

Non-federal agencies continued to make their share of
farm mortgage loans until 1933. On January 1, 1928 the
federal land banks held only 12.1 per ceantl of the total
farm mortgage holdings of the country, and even in.ﬁay.
1933 the per cent remained approximately the same. 1933,
however, marked the beginning of & new era for the federal
agencles,

The collapse of business in 1929, together with the
effect 1t had upon the money market, made agricultural
economists aware of the fact that farmers were soon going
to be in need of large amounts of capital with whieh to

refinance existing loans that would soon come due., Private

1ponald C. Horton, Long-Term Debts in the United

States, U, 8., Department of Commerce, (Washington: Govern-
ment rrinting Office, 1937) p. 110,
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funds were being withdrawn from the money market as rapidly
as possible, and, consequently, the government began to take
steps to relieve the disastrous real estate situation whiech
seemed to be the)inevitable result,

In 1931, Congress proceeded to increase the capital of
the federal land banks by authorizing the Secretary of the
Treasury to subseribe for additional capital stock of the
land banks to the amount of $125,000,000. Atvthe end of
1935, treasury holdings amounted to §123,097,895 or 52.2
per cent of the total capitalization of the banks.} As
stock held by the government is retired, the funds used for
its retirement are held in the federal treasury as a revolve
ing fund which may agnin be used by the government for the
purchase of stock.

In addition to inereasing the capitalization of the
federal land banks, Congress, in 1933, took further meas-
ures in meeting the credit needs of the farmers by passing
the Emergency Farm Mortgage Act to become effective on May
12, 1933. The Treasury was authorized to subseribe to the

surpluses of the various banks, and "the money was to be

lohamber of Commerce of the United itates, cul-
tural Credit Under the Federal Government, (Washington D,
Uey ébvemﬁer, §§§b), P 9.
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used, in part, in making extensions to deserving farmers so
that they might be carried along for & period of years
against a return to normal prices.”l The Reconstruction Fi-
nance Corporation was authorized to make available to the
land Bank Commissioner $200,000,0002 to be used for first
and second mortgage loans secured by real estate or personal
property. These loans were to supplement the loans made
available by the federal land banks., By law, the land

banks were unable to lend more than 50 per cent of the ap-
pralsed value of the land offered for security and 20 per
cent of the permanent, insurable improvements; and, since

it was believed that that would not provide méay deserving
farmers with enough funds, the Land Bank Commissioner loans
could be made up to a maximum of 75 per cent of the "normal”™
value of farm property, real or personal, including crops.
This emergency act also lowered the rate of interest on fed-
eral land bank loans, and any loss suffered, thereby, was

to be assumed by the government.

There was also an endeavor made to increase the attrac-

1w, I. Myers, Cooperative Farm uorgﬁ%ge Credit, ;glé:
12E , Farm Credit Adminiastration (Washington Goveramen
Prin

ting Office) p. 12,

21n 1934 this amount was increased to $800,000,000.
In 1935 it was raised to a possible maximum of
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tiveness of federal land bank bonds by adding a government
guarantee of the interest payments to the tax-exempticn
features which they already ponsosaed. Bonds having this
additional feature were still unsaleable to the public and
were used solely as collateral for advances from other farm
eredit institutions and the Reoonstruetion Finance Corpora-
tion.t

Un January 31, 1934 a further step was taken to pro-
vide funds. The Federal Farm Mortgage Corporation was
ereated to issue its own bonds secured by the bonds of the
federal land banks. The bonds of this new corporation were
not only tax exempt but carried the government guarantee of
the prineipal as well as interest payments. "These bonds
proved saleable and at the end of 1935 this corporation
held as security for its own bonds almost 4O per cent of the
land bank bonds then outstanding." 2 ,

In addition to the legislation affecting the lending
faeilities, the President reorganized the entire farm credit
set-up into one coordinated system which was called the
Farm Credit Administration.

. llchamhar of Commerce of the United States, op. git.,
Pe 11, ;

<Ibid., p. 11.



Brief mention should be made at this point of the
Bankhead~~Jones Farm Tenant Act of 1937 which provided that
the Farm Security Administration should enter upon & pro-
gram of financing the purchase of farms ty tenants. Al-
though the number of such purchases are small it is hoped
that the continuation of such & program wiil act in tha
direction of supporting farm real estate values and in-
ereasing the volume of voluntary transfers.

In view of what has been stated, relative to the gove-
ernment providing for an abundance of mortgage credit on
liberal terms for the farmers, it is not surprising that
the federal agencies began doing an excesdingly large busi-
ness in 1933. It was stated above that in the early part
of 1933, the federal land bank held but 12,1 per cent of
the total farm-mortgage holdings of the country. Statis-
ties show, however, that, by the end of 1936, federal agen-
cles were holding 33 per ceant of the total, and, as has
already been mentioned, the figure stood at approximately
4O per cent by the end of 1939,

This encrmous increase in holdings by federal agencies
has been due, for the most part, to the refinancing of
loans formerly held by other types of lending agencies.
Table V, page 42, glves evidence of that fact. The monthly
report of the Farm Credit Administration of November, 1936
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Table V*
PERCENTAGE OF FEDERAL LAND BANK LOAN PROCEEDS
USED FOR VARIOUS PURPOSES

1927- May 1, 1933 to

Ry 1929  Sept. 30, 1934
Refinancing Indebtedness 772 88.0
National Farm Loan Assn, Stock 540 5.0
Loan Fees, eto. ———— 1.3
Purchase of Land 10,0 3.3
General Agricultural Uses e 1.1
Buildings and Improvements Le9 9

Equipment, fertilizer, live~-

stock, irrigation 2.9 oby
Total 100.0 100.0

*Ibid., pe 1h.

reveals that federal land bank and Land Bank Commissioner
loans were 85 per cent less for that month than they were
for the same period of 1934. It 1s quite evident that the
federal agencies have reached a peak in granting farm-
mortgage loans and that they are now sharing the fleld more
equally with other agencies. The changes in the loan ac~-
tivities of the federal agencies for the country as a wholo
are quite comparable to those for the state of Kansas.

Of particular importance in a study of mortgage loans
is that phase which deals with the terms of the loans and
the costs connected therewith., It has been suggested that



43

the terms made by the federal lending agencies were ex-
tremely lenient, that is, they were lenient in comparison
to loans extended by other agencies.

In the first place, it can be sald that practically
all of the loans of the federal agencies are made for a pe-
riod of over thirty years, Up to 1924 all such loans had
been made on the basis of thirty years or more.l Since
that time, however, a few of the banks have made loans for
ten and twenty years.? The farm loan act restriots loans
to a term of not less than thfee nor more than forty years,

Service fees to meet costs of operation are charged by
both the national farm loan associations and the federal
land banks when the loan is made. Associations are permite
ted to charge up to 1 per cent of the amount of the loan.
The land bank fee is based on the actual cost of appraisal,
examination of title and recording. If the loan is not
closed the costs are nominal., The most important advantage
of the federal farm loan system in the matter of costs of
loans is the fact that there are no frequent renewals with

their recurring costs.

livans Clark,
(New York: The Maec

lszchaahor of Coummerce of the United States, op. git.,
Ps B
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S0 far as interest charges are concerned, under normal
conditions the rate of interest to be charged farmers by
the land banks is governed by the rate which they find it
is necessary to pay on the bonds, since the primary source
of loanable funde is the receipts from bond sales, The of=-
ficial rate of interest, however, differs somewhat from the
actual rate which the borrower must pay since he is obliged
to subseribe for an amount of stoeck equivalent to 5 per cent
of the loan, and the association through which he borrows
may deduct an additional 1 per cent from the loan. As the
interest is computed on the full amount of the loan, the
real rate will be above the official rate, unless the diQi-
dends on the bank stock are sufficient to compensate for
this difference. ‘

A policy of regulating the interest rates of the fed-
eral land banks was adopted by Congress when the Act of
1916 was passed. This act provides that the rates charged
on loans may not exceed by more than 1 per cent the rate on
the last issue of bonds of the bank making the loan, A
second limiting provision requires that the rate of inter-
est charged farmers may not exceed 6 per cent. As was in-
dicated previously in this chapter, during the more severe
stages of the depresaibn this restriction operated to ren-

der the banks unable to obtain, through the usual channels,
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sufficient capital with which to performvthair functions,
The Emergency Farm Mortgage Act of 1933 lowered the
rate of interest that could be charged by the federal lend
banks to 4} per cent. Later amendments reduced the rate to
34 per cent. Table VI shows the amount of loans that the
federal land banks had outstanding in 1938 in relation to

the rates of interest charged.

TPable VI*
FEDERAL LAND BANK LCANS OUTSTANDING AS OF DEC. 31,
1938, CLASSIFIED BY RATES OF INTEREST

Hate Amount
4 per cent $ 277,058,000
b 1/k 57,103,000
L 1/2 12,871,000
L 3/k 1,320,000
5 1,007,448,000
5 1/k bl ,275,000
51/2 506,402,000
5 3/4 56,000
6 74,092,000
6 1/2 : 789,000
' Total $1,982,224,000

*Torgerson, op. oit., p. 322,

The contract rate of 5 per cent on Land Bank Commissioner
loans was established. This rate was not out of line with

the lower rates set for the land banks when it is consid-
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gred that the larger proportion of the Commissioner loans
were secured by second mortgages.

Another very ilmportant element in making farm loans 1s
the appraisal of the property to be mortgaged. This is
especially important since it affects the amount which the
farmer may borrow as well as the safety of the lender's
prineipal., Accurate appraisals of farm properties have
constituted one of the major problems of any farm loan
agency.

The original Farm Loan Act required that loans should
be based on the value of the farm for agricultural purposes
and that lncome should bo the principal element in the
value, However, it was soon recognized by the Federal
Farm lLoan Board thaet farm income is very unstable and un-
predictable over a period of yuafa. Consequently, in view
of the inflated farm values of 1919, the Board set $100
per acre as a maximum, regardless of the current selling
price., It was the policy of the Board to require the land
banks to protect themselves against possible future depre~
eiation of the security of the loans and also to prevent to
some extent the development of land speculation which might
result in excessive land values.

The decline in farm income in 1930 and 1932 lowered

current farm values to such an extent that in many instane
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ces these values were inadequate to support loans of a suf-
ficient size to be of practical use. Therefore, in order
to meet more adequately the needs of the industry for credit,
the "normal" farm inocome was adopted as a basis of value.
Exhaustive studles of the movements of farm prices over a
period of years resulted in a c¢onoclusion that the prices of
farm products were likoiy to be stabilized at a level ap-
proximating the average for the five years, 1910-1914.
Appraisals are thororofc now made as nearly as possible on
the basis of the probable earning power of the farm in the
hands of the ordinary farmer with prices at the 1910-1914
laiol. In appraising the property, however, consideration
is given to other factors which may influence the income,
such as possible ochanges in econcmic and physical conditions
in the particular reglon, shifts of population, changes in
types of farming, in the demand for agriculture, ete. It
is apparent that there are no specific and "clear cut"”
eriteria whereby the value of a farm can be Jjudged.
Throughout this chapter the role of federal activity
in the business of farm-mortgage lending has been under
consideration, A presentation of the history of events
which led up to the Farm Loan Act of 1916 has been made.
It has been shown that this act coreated an agency in the
federal land bank, which has become the world's largest co-
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operative.l It can be truly stated that the federal land
banks, along with the lending capacity of the Federal Farm
Mortgage Corporation, have provided a sufficient supply of
credit to meet the necds of the farmers in all parts of

the United States. ‘hether or not the federal lending
agenclies have at all times worked for the greatest possible
good for all farmers is within the scope of ancther chape
ter, but it can be said in all fairness that these agou;
cies have answered the call of the farmer for a sufficlent

supply of ecredit on lenient terms.

cf

lpyers, op. eit., p. 1.



CHAPTER IV

LIFE INSURANCE COMPANIES: A VITAL SOURCE
OF FARM MORTGAGE CREDIT

The nature of the financial structure of life insure .
ance companies has made it possible for them to play a
major role in the field of farm-mortgage lending activi-
ties. The fact that the major portion of the funds held
by life insurance companies is derived from premium pay-
ments, whioh are made a long time before disbursements are
necessary, places them in a unique position capable of
meeting the long-term credit needs of the jarmer. With
the exception of pericds of prolonged depression, during
whieh it often becomes necessary for life insurance com=
panies to liquidate their holdings, it is possible for
them to maintain a ;&rgo per cent of their capital in the
form of fixed holdings such as farm mortgages, Before the
estublishment of farm-lending agencies by the government
in 1916, life insurance companies had been astive in grant-
ing mortgage loans to agriculturalists, and although their
relative importance decreased to a considerable extent
during the depression cf the 30's, they continue to serve

the farming industry in that capacity in no small way. It
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is because of their unigue ability to invest in farm morte
gages that they wmerit special attention in any study of
farm-mortgage finance.

. In 1910, life insurance companies held 12.1 per cent
of the total farm-mortgage holdings of the country. By
1928, this amount increased to 22,3 per cent; and, although
the depression of the 30's caused them to liquidate a
great amount of their holdings in real estate, they still

~ held 12.6 per cent in 1939, Their 1939 holdings, relative-
ly small as they were, exceeded those held by the Land
Bank Commissioner or the commercial banks,t They ere,
howuver; smaller than the holdings of individuals and the
federal land banks.

Before any detailed facts, relative to the extent of
the activity of the life insurance companies in the farm
mortgage field, are presented, it would be well to con-
sider the organizational facilities through whiech loans to
the farmers were negotliated. It should be remembered that
the majority of the companies that were interested in real
estate morigages were located in the Eastern part of the

lTemporary National Eoonomic Committee, "Study of

al Reserve Life Insurance C ies™", Invest on
oncentration of Loonomie owor, ograpE é %g

{VWashington: Government Printing uifice, 1940) p. 3&5.
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United States. Consequently, it was necessary for these
companies to create some kind of medlary agencies through
whiech theéloans to the farmers could be closed. Four gen-
eral methods were developed by which farmers were able to
secure loans from life companies: (1) %hraugh a branch
office organization maintained by the life company; (2)
the loan correspondent system which was the most popular
method; (3) the check letter method which was a variant
on the correspondent system; and (4) purchase of bloecks
of loans without specific consideration of individual
items.t

The branch office system, although it waé not used by
many of the life companies, proved to be very aueaaaaful
between 1919 and 1930. The companies using this system
maintained a salaried representative in each region in
which they desired to soliecit business.  This officer es-
tablished an office and handled all aﬁplicntiena which
came in from those who had been designated as loan brokers
for the company., Those who were designated as agents for
the companies were local men who were not only thoroughly
acquainted with farmers but were familiar with the farms

of his particular territority as well., The agents were,

14, M. Woodruff, Jr., Farm Mortgzage Loans of Life

suru%ao Companies, (New Haven: Yale Universiiy Press,
{ls Pe o
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for the most part, bankers and fire insurance representa-
tives, It seemed obvious that men acting in these capaei-
ties were well fitted to perform the duties of farm-loan
brokers. |

The brokers or agents received a commission from the
borrower on the loans whiech were closed by them. In each
case the agent Interviewed the applicant for the loan,
made a personal inspection of the property to be mortgaged,
appraised it, and then forwarded the application to the
branch office., The branch office ohecked the application
and in turn sent it to the head office of the company where
it was either approved or rejected after having been checked
again,

If the risk was acceptable to the head office of the
company the mortgage papers were then drawn.

The papers, together with a check for the ‘
amount of the loan, were then sent to the branch
office., The branch office arranged for the exe~
cution of the papers. The money seldom went di-
reotly to the farmer; usually the branch manager
paid the farmer's debts for him., Those payments
frequently involved the liquidation of existing
mortgages and other debts and a commission to
the local afent. The balance, if any, went to
the farmer.

This method of closing loans offered distinet advan~-

tages to both the borrower and the lender. The borrower

l1bid., p. 8.
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profited by the rfaet that there was only one “"middle man"
involved in negotlating the 1odn, and consequently, there
was only one commission charged. Furthermore, by reason
of the faot that the branch office was a part of the com-
pany, itself, and did not depend upon commissions for its
existence, it was possible for it to pay the agents well,
Agents iho were well paid did not rigd it necessary to aoc=
cept applications for loans in whieh the risk was great.
Consequently, the mortgage portfolios of the lasurance
companies using the branch'office method eoul& be filled
‘with a high grade of mortgages.

The loan correspondent system has been the most pop-
ular method used by life companies in closing farme
mortgage loans. These correspondents were the sucoessors
to the mortgage loan companies which had been doing busi-
ness prior to 1893 as intermsdiaries between eastern len=-
ders and western borrowers. Shortly after 1893 the ln-
surance companies hal; large cash reserves and were look-
ing for new investment opportunities.' The western mort-
gage ocompanies or "ecorrespondents"™, while they also trans=
acted business for banks and private investors, found that
life companies were vari eager to increase their farme
mortgage investments, and, consequently, most of their

business was done for them, During the peak of farme
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mortgage investment activity for the life companies in
1929, 91.3 per cent of the loans closed by loan correspon-
dents in the seven West North Central states, ultimately,
came into the possession of the life insurance companies.l
The figure for Kansas was 70.4 per oenﬁ, which was the
lowest figure recorded for any state in the VWest North Cen-
tral area, Private investors took & relatively high per
cent of the loans closed in Kansas by the loan correspon-
dents. This accounted for the fact that the per cent re-
gorded for life companies was relatively low.

In all cases the correspondent got its applications
for new business from local agents who were paid a commis-
sion on all new business produced. The correspondent then
culled these applications and sent the best ones to the
home office of the life company. Here they were 1nape¢ted;
usually by a finance committee® as required by law in meny
states, and the correspondent was notified that the com=-
pany was or was not disposed to conslder the loan, If the
life company replied that it would consider making the

loan, the correspondent proceeded to draw up the mortgage

le H. WOOﬂX’U-ff, 31‘0' : 3 A e A
surance Companies, (New Haven: Y ni y Press, 1937)
cited from & preliminary table issued by the Bureau of
Agricultural Fcononmies, United States Department of Agri-
culture, 1931, Mimeographed. p. 9.

2gparks, op. eit., p. 194.
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papers and then lent the money to the farmer out of its
own funds. This was all done, however, before the corres-
pondent was assured that the life company would aceept the
mortgage. In most cases the insurance company vouldlpur-
chase the mortgage from the correspondent, but if it re-
fused to do so, the correspondent would have to either
place it in its own portfolio or sell it to a less dise
eriminating investor, Gome correspondents went so far as
to personally guarantee the safety of the mortgages they
sold, by promising to buy them back at any time. This
policy was responsible for the insoclvency of many of the
correspondents during the 30's when the insurance compa~
nies were cager to decrease their farm-mortgage holdings.
The income of the correspondents was derived from
commissions, service charges, and sometimes a percentage
of the gross lnterest. The cormission was colleeted by the
correspondent by withholding part of the proceeds of the
loan received from the life company, The remalinder was
remitted to the borrower. The commission usually amounted
to fifteen to twenty-five dollars per thousand.l Service
charges eonatifutcd a very small source of income and were
¢ollected from the borrower at the time the application

was made. A percentage of the gross interest was collected

J'M. » Pe 194.
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by the correspondent by one of two methods, Sometimes the
oorrespondent would collee¢t the gross interest from the
borrower and would remit all but a certain per cent to the
company. - In other instances, the company would collect the
interest directly from the borrower and would then remit a
~ eertain per cent, usually ranging from cno-h@ir to 1 per
cent, to the correspondent, The loan correspondent method
was very successful up until 1918; however, in the period
whiech followed, there was a mad competetive scramble for
sources of investment, and the natural eunsequence was the
lowering of standards upon which loans were based. Lower
standards resulted in larger loans in proportion to the
value of the security--this in turn led to an undesirable
foreclosure record during the course of the great depres~
gion. 8ince the correspondents' income was derived from
commissions, their primary concern was that of quantity
rather than quality.

It is interesting to note that "the one oompaﬁy which
made all of its loans through its own branch offices had a
substantially better foreclosure record than those which
made loans through correspondents."”l This speaks well for
the branch office system although it was not used so ox~

tensively.

lwoodrurf, op. eit., p. 13.



57

T™wo other methods by which the life oonpaniés made
farm-mortgage loans, and which were named above, were the
"check letter™ method and the purchase of bloeck loans,.
Neither of these methods were used extensively but a brief
explanation of each should be made at this point,

The oheck letter method was used, primarily, when the
loan correspondent was sending in a small volume of busi-
ness or when the life company did not have a complete cone
fidence in it., Voodruff presents a suceinet explanation
of this method,

In check letter cases, the corremspondent made
his inspection of the property and forwarded the
information to the home office., The correspon-
dent did not close the loan, but waited for def-
inite word that the company had approved the
application., The correspondent then drew the pa-
pers and sent them to the home office, The in=-
surance company inspeoted the papers and, if they
were satisfaectory, sent them back to the corres-
pondent together with a cheock to the order of the
borrower, The correspondent had the borrower ex-
ecute the papers and gave him the check. After
this was done, the correspondent had to collect
his commission from the farmer. The system got
its name from the fact that the check went out in
the letter in 1ifu of a deposit to the eredit in
an eastern bank.

Cnly one large company made loans by purchasing large
blocks of mortgages. Under this system the Western morte
gage companies would make a large number of mortgage loans

and would sell them to the life company in a block. Somee

lnlgo s Pe 1



58

times a block would amount to several million dollars. No
'1aapant1on/«r the security was made by the life company,
and consequently, these blocks often included some very
poor risks. The most successful operation of this system
occurred when European mortgage companies, who had exten=-
sive holdings in farm mortgages in the United States, were
anxious to liquidate their holdings in 1914. This gdv&
the l1life insurance company a chance to buy large blocks of
sound mortgages, The system, as a whole, however, was not
successful, nor was it widely used.

4 The four principal methods whieh the life insurance
companies used in investing lan farm mortgages have been
considered above. It should now be worthwhile to comsider
the length of the duration of the loans granted, interest
rates charged, and the volume of mortgages held throughout
the period under study.

According to data supplied by Bvans Clark,} the aver-
age term for loans closed by life companies, as of January
1, 1924, was for 5.6 years, The per cent of the loans ‘
closed for a one year term was L.4; 13.3 per cent were
closed for a paribd of two to four years; 64.8 per cemt

were closed for five years; and, 17.1 per cent were closed

lpvans Clark, The Internal Debts of the United States,
(New York: The Maoc an Company, s Ps R
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for a period of ten to thirty years, no loans being made
for a longer period by that date. Following that date,
however, a few loans have been made by life companies for
a longer period., Some coumpanies make thirty-four and one-
half year amortized loans, These loans are repaid by add=-
ing about 1 per cent of the prinecipal to the regular in-
terest rate each year.l The amortization plan was not
popular with life companies ﬁntil after the recent depres-
sion of the 30's. A report of 177 companies in 1921 re-
vealed that only 6 were granting loans on an amortization
payment basis.? The companies did not, however, deny the
mortgagor the privilege of paying part of the principal on
specified dates, for as early as 1914, many of the compas
nies made loans in Kansas with a provision that the mort-
gagor could reduce the prinoiﬁal by $100 or any multiple
thereof on interest paying dates,’ ‘

Due to the fact that the cost of c¢losing a loan is an
appreciable item, the life insurance companies have avoided

lapukﬂ, OPs cit.. P 19‘&0

epartment 3 :
(waahingtonx Governnant Printing orriue. 1921) p. 21.

3Geo. E, Putnam, "Farm Credit in Kansas", The Americ
onomic Review, Vol. V (March, 1915) ‘PP 2728,



making loans on farms of low value. Consequently, the
average size of farm loans which have been closed by them
is relatively large, It should be stated that, for the
most part, life insurance compeny loans were made for not
more than appraximataly 50 per cent of the value of the
farm land and buildings, However, the loan policies have
changed considerably in recent years, so that they now
base their loans on the earning power of the farms that
are mortgaged.

The rate of interest charged by the mortgagee on farm
loans is always of vital iuportance to the farmer, for it
is the principal item in the cost pr borrowing money.
Table VII, on page 61, indicates the average rates of in~-
terest charged on farm-mortgage loans in the United States
by life companies over a period of twenty-five years. The
data given cen be supplemented with information from the
Temporary National Economic Committee of the Senate which
found that only three of the twenty-six leading insurance
companies made new farm mortgages at contract rates aver=-
aging more than 5 per cent in 1938, and slightly less than
one-~half the companies reported average rates exceeding 5
per cent on all mortgages owned by them in that ynar.l

lparm Credit Administration, Farm Credit Guarterly,
Ope 9—1&" (m&h 31, 1940) Ps 5-
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Table VII*
AVERAGE RATES OF INTEREST CHARGED BY LIFE INSURANCE COMPA-
NIES ON PARM-MORTGAGE LOANS IN THE U. S., 1910-1935

Year Rate
1910 546
1915 6.1
1920 6.1
1925 55
1930 5.8
1935 545

*cenputations based on data given by Donald C, Hortoen,
1 end s ot rhrmpuort;a;~ Interest ﬂates‘ '10-

”:partnent of ﬁsrionlturo, 19#0) nimsographod. Pe
reprinted from Agricultural Finance Review (May 19b0).

These data indicate decided reductions since 1932, when no
company reported an average rate less tﬁan 5 per cent on
either new mortgages, purchase money mortgages, or all
mortgages. |

In addition to the usual interest charges on the life
company loans, there are the costs of closing the loans as
was indicated earlier in this chapter, Often times this
- eost is overlooked in determining the comparative advan~
tage 1 loans made by various classes of lenders, but one
can scarcely afford to.do that when the cost is as signi-
ficant as it is, Usually on a five-year loan there has

been a 5 per cent commission to the agent, which increases



the rate of interest by 1 per cent. Sometimes this in-
orease was 2 per cent but never higher,l |
It has been indicated by Table IV on page 19, that
life insurance companies made rapid strides forward in
buildlng up their farm-mortgage investments during the
first two decades of the present century. It is interes-
ting to note that by far the largest per ceat of -the loans
closed by the life ocompanies were on farm mortgages in the
middle-western states. According to Woodrurr, 1n 1930,
" 79.41 per cent of the total rarm‘nortgageé held by the
life companies were located in twelve middle-western
states; 13.85 per cent were held in seven south-central
states; 3.42 per cent in five socuth-eastern states; and,
3.38 per cent were heid in five states of the far west,
Of the total amount held in the middle-western groﬁp,or
states in 1930, Kansas ranked fourth with 6.94 per cent of
the total held for that group. Iowa ranked first havlﬁs
the high per cent of 26.70, followed by Illinois with
10,03 per cent, and Minnesota with 7.15 per cent.® Of
.the total loans outstanding in Kansas in 1916, more than

lmtnu. Op. m.. P 28,
“Woodruff, op. eit., p. LS.
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one~third were held by life insurance companies,!

Of the total loans outstanding in the United States
in 1914, life insurance loans represented 37.1.82 per cent
of the total, and fourteen years later (1928) they still
held 31..93 per cent of the total, thus almost retaining
thelr same relative importance as a lending agency for
farmers, Even though their relative inpcrtancb declined
somewhat during this period, it has been indicated that
their total holdings increased., By 1928, the life compa-
nies reached their peak in volume of loans outstanding.

The farm mortgage accounts of the companies as a
"whole have been steadlily contracting since 1929. Reduction
has resulted to a considerable extent from foreclosures.
Real estate holdings increased from $220,000,000 to
$713,000,000 between 1932-1937, and this acecounted for

about one~half of the decrease in loans hold.“

1x, @, Moulton, Principles 16y and » (Chi-
cago: University of Chicago Press, s Do .

2z, L. Cox, "Life Insurance Investments with Special
Reference to Farm Mortgages", (Report submitted December
9, 1915 at the 9th Annual Meeting of the Association of
Life Insurance Presidents), p. 7.

3Pemporary NHational Economic Committee, op. git., p.
345.

LH, W, Torgerson, "Agricultural Financing in the Uni-

ted States", Jonr%al of Land and Public Utility FEconomics,
Vol. XVI (May, s Do .
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A considerable portion of the reduction has, also,
been due to refinancing. Approximately 15 per cent of all
refinancing money of the federal land bank and the Land
Bank Commissioner went to life insurance companies. This,
incidentally, permits an interesting comparison between
life company and other farm loans, The life companies
held in 1928 about 26 per oént of the total farm-mortgage
debt eligible for federal refinancing.l Thus the life
companies accepted less asslstance from the Farm Credit
Administration than thelr proportional holding of loans
would have indicated, and the other investors proportione
ally more.

: The steady contraction of loans since 1928, on the
part of the life companies, decreased their per cent of
total holdings from the high per cent given above for 1928
to 13 per cent in 1939.2 These figures, however, should
not be interpreted to mean that the life companies have
lost all interest in making ferm-mortgage loans. On the
contrary, they have continued to be active in the field.

Percentage changes in the amount of farm mortgages recorded

Lioodrus, op. git., p. 165.

2parm Credit Administration F§§§ Credit gggrger;¥,
U. S. Department of Agriculture zWa ngton: CGovernmen
Printing Office, May 1941) Vol. VI, p. 5.
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reveal that the life companies inereased their lending
activity by 162 per cent from 1934 to 1936.l and the re-

_ eordings for 1938 were estimated at three times the volume
recorded for 1931».2 Thus, the life insurance companies

not only played a very important part in the agriculturai
»dovelapmant of the Middle West, in particular, but they

are continuing to play an active role 1n_tho fleld of farm=-

mortgage activity,

lparm Credit Administration, Monthly Heport on Farm
ggrtgggea Rgaordad and Foreclosure es, November .

eographed, p. l.
zu M. Regan,

U. S. Department of Agriou ~Giroular 54,8 (0
Government Printing Orfioo, October 1939) p. 23,




CHAPTER V
THE IMPORTANT ROLE OF MINOR AGENCIES

In any study of farm mortgages the federal agencies
and the life insurance companies demand special attention
as farm-mortgage lending institutions; however, no study
would be complete if it ended with the consideration of
those agencies alone., It is true that they represent the
largest single lending agencles which have been active in
the farm-mortgage field, nevertheless, it is significant
that they hold but approximately 50 per cent of the total
‘farm mortgages in the United States today. The other one=-
half of the total mortgage loans outstanding have been
made by joint stock land banks, commercial banks, state
oredit agenoiea; private individuals, Farm'SOQurity Admine
1stratiun,1 mortgage companies, and other miscellaneous
lenders, This group of lending agencies shall be the ob~-
Ject of consideration in this chapter, :

The joint stoeck land banks are privately organized

lAlthough the Farm Security Administration is a fed-
eral agenoy, its farm-mortgage lending activities are
merely of secondary importance--hence, it is classified
with the group of "other" lenders.
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institutions chartered under prniiaians of the Federal
Farm Loan Act of 1916. As was stated in Chapter III, the
stook of these banks was subseribed by the investing pub-
lie, none being owned by the United States Government,

For the purpose of obtaining funds with which to make
loans, joint stoek land banks were empowered under the pro=-
visions of the Farm Loan Aot to issue bonds in an amount
not to exceed fifteen times their capital and surplus.
These bonds were exempt from taxation,

The directors of each joint stoeck land bank are elec~
- ted by the stockholders, and the directors in turn elect
the officers of the bank and control its policies. The
Farm Credit Administration has general supervisory author-
ity over the joint stook land'bnnks, however, and appoints
receivers and directs the conduct of joint stock iand bank
receiverships, Limitations and terms of mortgage loans by
joint stoek land banks were the same as those for federal
land bank loans.

The joint stock land banks experienced many problems
in thelr early days of existence similar to those experi-
eneod.by the federal land banks. Of primery importance
was the fact thgt their initial bond issues came at a time
~ when they competed with the government war bond issues
during the first world war. Consequently, the banks Qero

unable to enjoy a very extensive volume of business for
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some time. Moreover, since they were required to loan
money at a relatively low rate of interest, their profits
depended upon a large volume of business, Therefore,

many of the banks experienced financial difficulty, aﬁd
the complete failure of two of the banks had a bad effect
upon the sale of the joint stock land bank bonds on the
open market., It was soon made clear, however, that the
banks were not jointly liable to one another and that the
failure of one bank did not necessarily affect the status
of the others.

A total of eighty-eight charters were granted to
Joint stock land banks by the Federal Farm Loan Board.
ylttyusix was the maximum number in operation at any one
time. The total mortgage holdings of the jJoint stoeck
banks reached their peak in 1927, when the figure stood at
$667,314,000.1 The most significant inerease in the loans
extended by the joint atu&k banks ocecurred between 1920
and 1926,

The depression of the 30's and the plight of the
farmer during this period placed many of the joint stock
land banks in a precarious condition. Excessive loans,

based on inflated valuations, which of gourse were inten-

i E;Gg;nber of Commerce of the United States, op. git.,
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ded to increase the profits of the banks, became such a
bur&en to the farmers that they were unable to pay either
the installment on the principal or the interest charges.
As a result of these conditions three of the banks went
- into recelvership in 1932, and "the others were more in-
terested in foreclosing on their loans and buying in their
bonds at a discount than in assisting their farmer-debtors,"l
The Emergency Farm Mortgage Act of 1933 provided for
the liquidation of the joint stoek land banks, for it
seemed obvious that they were not in a condition to con-
tinue business., No further loans were to be made by these
banks; however, in some cases they were empowered to renew
existing mortgages coming due in an effort to prevent an
excessive number of foreclosures.
© In 1941, twenty-six joint stock land banks were in
operation, eight were in voluntary liquidation, and six
were in the process of liquidation through receiverships,
Forty-eight of the eighty-elight joint stock land banks
chartered had been liquidated by 1941.° The total joint
stock land bank loans outstanding in 1940 amounted to

lw, J. Sehultz and M. R. Caine, op. eit., P. 699.

 2parm Credit Administration, "Joint Stock Land Banks--
Progress in Liquidation Including Statements of Condition,”
United States Department of Agrioculture, (1941) p. 4.
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$65,719,000 as compared to the peak of their holdings in
1927 which was $667,314,000 as given above.

It should be stated at this point that, although the
federal land banks survived the depression of the 30's and
the joint stoek banks did not, 1t was through the benevo-
lent intervention of the federal government that the fede
eral land banks were saved from apparent disaster. The
Joint stoock land banks were not given any of the benefits
conferred by Congress upon the federal land banks in an
effort to keep them in existence,

The diaeﬁasioa in Chapter III of the movements which
led up to the farm loan act of 1916 indicated that the ex-
tYent to which commercial banks can prudently extend farme
mortgage eredit is rather limited., Nevertheless, commer-
ecial banks have played an important part in this field dur-
ing the period under study. HNot only is the total amount
of farm-mortgages held by the banks significant, but the
service they perform in making their loans is rather unique.

Loans made by commerciel banks are usually based upon
the personal element, and much of the "red tape"” of getting
a loan through federal land banks or insurance companies is
avoided, The unit cost of extending a loan is, oonsoquentlj;
lower than that of other agencies, The banker is naual;y;
perscnally acquainted with the borrower and has a porsoﬁal
knowledge of his ability to repay the loan as well as
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knowing the value of the security back of the loan, That
the personal element plays an important part in commercial
bank loans is reflected by the fact that 20 per cent of all
farm-mortgages held by commercial banks in 1934 were held
by banks in cities having less than 1,000 population; 65
per cent were held by banks in cities with less than
15,000; and 82 per cent by banks in cities having fewer
than 500,000,1

Farm-Mortgage loans extended by commercial banks are
usually made for a relatively short term. Since most of
the funds, of a commercial bank are derived from demand |
deposits, it is evident that a bank cannot lend for long
‘periods of time and that the volume of such loans must be
relatively small, In 1920, the average size of farm-
mortgage loans recorded for commercial banks was $3,84L0 as
compared with §8,100 for insurance companies, $3,740 for
federal land banks and Land Bank Commissioner, and $11,670
. for joint stock land banks.? The figures for 1935 were

ljorman J. Wall, "Outstanding Farm-Mortgage Loans of
Leading Lending Agencies”, Bureau of Agricultural Econom=-
ies, United States Department of Agriculture, (1937) p. 31.

2Bureau of Agricultural Economies, "Average Size of
Farm-Mortgage Recordings of Selected Lender Groups", United
States Department of Agrieulture (1940) p. 3.
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$2,380, $5,710, $3,020, and §4,370 respectively.l 0f par-
ticular significance is the fact that in 1920 the average
loan by commercial banks in Kansas was for $4,450 while
in 1935 1t had decreased in size to $1,980.° This wide
variation in the size of Kansas loans is accounted for by.
the fact that commercial banks were also "victims" of the
wild inflationary land values following the first World
War. Hecent policies of the Federal Reserve System, how-
ever, make it impogaiblo for the member banks to invest
heavily in real estate mortgages.

As was stated above, commercial banks cannot extend
long-term loans, The average term of farm-mortgages held
by commercial banks in 1924 was 2,6 years. Further sta-
tisties reveal that 52,1 per cent of commercial bank real
estate loans were made for not more than one year; 19.9
per cent were made for two to four years; and 26.7 per cent
wire mde for five years,’

An important phase of the farme-mortgage lending ac-
tivities of commercial banks is the purposes for which
thelr loans have beon'm&ﬂo. In 1923, over one~half of

tnsir real estate loans were made for the purpose of re-

1b4d., p. 3.
2¢bid., p. 33.

3gvans Clark, %%0 Internal Debtis of the United States,
(New York: The Macm n Company, s Do .
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funding mortgages and other debts., Only 18.2 per cent were
used in that same year for the purchase of land. The per
¢ent of loans granted by the banks for the purchase of
land continues to be small--the major portion is granted
for the refunding of existing mortgages and other debts

for which real estate mortgages are taken as security.

The official interest rates charged by commercial
banks on farm-mortgage loans have been consistently higher
than the rates charged by most of the other lenders. Ave
erage rates charged by the banks on Kansas loans rose con-
stantly from 6.3 per cent in 1917 to 7.8 per cent in 1921,
which was the highest average rate recorded for the period
under study. Since 1921 there has been a steady decrease
in the interest rates oharged--6.3ris rieerdod for 1935.1
Records show that the interest rateg as charged in Kansas
were very much the same for the United States as a whole.
In both 1920 and 1921, the average interest rates charged
by commercial banks in Kansas were .2 per cent higher,

for each year, than for the United States at large. Since

lBureau of Agricultural Economics, "Farm-Mortgage
Recordings~-Kansas," United States Department of Agricul-
ture (1939) Pe 6.
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1925 ﬁho rates have been practically identical,.l

It was explained in the preceding chapters that the
money rate of interest often differs from the official
rate charged by various agencies. This results from the
fact that other costs involved in closing the loan must
be paid by the boﬁrower. During the early years of the
period under study, these "other" costs, charged by com=
mercial banks, were sometimes quite excessive and, in many
instances, raised the money rate from 1 to 2.5 per cent
above the officlal rate. _

Total farmemortgage ieoardings feor commercial banks
reached a high point during the early 1920's when the fig-
ure rose to $1,447,000,000., From that date farm-mortgage
holdings of the banks decreased constantly until the fig-
ure stood at the low point of §487,505,000. Since 1935,
however, the banks' mortgage holdings have been steadily
rising--the figure for 1939 was $530,628,000.2 Further
information relative to the recent lending activity of the

commercial banks is avallable:

lponald C. Horton, "Regional Trends of Farm-Mortgage
Interest Rates, 1910-39", Bureau of Economics, United
' States Department of Agriculture, p. 5, reprint from Agri-

gultural Finance Review (May 1940).
24, W. Torgerson, "Agricultural Finance in the United

States™, Journal of Land and Public Utility Economies, Vol.
XVI (May 1940) p. 201. e



- Recordings by commercial banks increased from
$110,900,000 in 1934 to $219,800,000 in 1940;
during the same period outstanding farm-mortgage
loans of insured commercial banks increased ap~-
proximately 9 per cent. Recordings by commeraial
banks during 1940 were equivalent to 41 per cent
of the farm-mortgage debt held by insured banks
at the beginning of the year, indicating the rel-
atively rapid turnover of the mortgage debt held
by banks. The high ratio of recordings to
amounts outstanding arises in part from the use
of relatlvely short-term contracts. ... . . At
the end of 1940 insured commercial banks held
approximately 8 per cent of ihQ total farm-
mortgage oeredit outstanding.

A large per cent of the total farm-mortgage holdings of the

commercial banks continue to arise out of loans granted for

production purposes for which real estate mortgages are
taken as security. Consequemly, the nature of farme
mortgage loans made by banks varies, somewhat, from those

made by the federal agehaiea and insurance companies,

Another source of farm-mortgage credit is represented

by the state credit agencies. A number of the states have

permanent endowment funds for the purpose of farm-mortgage

lending; three states, namely, South Dakota, North Dakota,

and Minnesota, have special rural credit systems; however,

‘these systems constitute a very minor source of farm-

mortgage credit and do not merit extensive discussion.

lparm Credit Administration, Farm Credit Quarterly
(March 31, 1940) pe 4.
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The volume of holdings of the three state rural credit
systems amounted to $93,274,000 in 1930 and decreased to
$14,823,000 by 1940,1 The permanent endowment funds held
by many of the states and which are used for agricultural
purposes, are handled in a number of ways. It is common
for the earnings o: these funds to be used for educational
purposes and in some instances the loans are made direutly
through the State Departments of Public Instruction.? The
volume of such loans are relatively small and should, for
all practical purposes, be included in the olaaaifieaﬁion
of "other"” lenders whiech will be discussed later in the
chapter.

In view of the fact that mortgage companies were dis-
cussed at length in connection with life insurance loans in
Chapter IV, it will not be necessary to elaborate on them
here., They have constituted a very important group engaged
in ferm-nortgage lending, however; and it should be prof-
itable to make a few additional statements concerning them,
Quite naturally, the terms of the loauns made by this group
have been comparable to the terms made by life insurance

companies, since the majority of the loans closed by morte

lgce Table IV.

2rarl Sylvester Sparks, History and Theogﬁ of Agri-
cultural Credit in the United States, (New York: Thomas Y,
rowe 3 .

ompany, , PP. 198~
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gage companies came into the possession of life companies
later. In 1928, §988,000,000, or 10.4 per cent of the
total mortgage holdings recorded for that date, were held
by mortgage companios.l This was almost the same per cent
as was recorded for the commerciasl banks in the same year.
In that same year the mortgage companies held but 4 per
cent of the total mortgage holdings in Kansas, and their
percentage has been constantly decreasing since that time,

It was stated in Chapter III that although the Farm
Security Administration was a governmental agenoy, it
seemed advisable to classify it with "other" lending agen-
cies in view of the fact that its farm-mortgage business
is small. Under the Bankhead-Jones Act of 1937, the Farm
s.éurity Administration has entered upon a program of fi-
nancing the purchase of farms by tenants, Loans are
granted for the full value of the farm and the machinery
necessary to operate the farm. They are made for a period
of forty years, bearing interest at 3 per cent.

During the first year of the program, loans were made
for a total of $9,199,000 in 322 ecounties; during 1939,
L4341 loans in 732 counties amounting to $24,140,675 were

closed; and $38,000,000 were made available for such loans

lponald ¢. Horton, Long-Term Debts the United
Stato » United States Department o comnoroe, ashington,
ey 1937, :
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in the year ending June 30, 1940,1

Of noteworthy importance throughout the quarter-
century covered by this study, were private individuals
who accounted for a great portion of the farm-mortgage
loans granted to farmers. In many cases the mortgagor was
the former owner of the ferm which was sold, He often ac~
cepted part of the sale price in cash and & mortgage on
the farm for the balance. This practice was very common .
during the upward swing of land values following the first
world war,

From 1917 to 1920, individuals closed from 37 per
cent to 41 per cent of the total mortgage-~loans which were
made in Kansas during that perlod. From 1921 to 1928, in-
dividuals withdrew from the fleld tc & considerable extent,
during which time the insurance companies were doing a big
business. From 1928 to 1932, however, individuals came
back into the lending field and closed from 39 to 45 per
cent of all farm-mortgage loans closed during that period.
During the great refinancing year ot4193A, in which the
federal agencies played the leading role, individuals de-
oroaﬁed their business tc 9 per cent of the total. By
1935, however, it again reached 18.0 per cent and has very

ix, w, Torgerson, op. ¢it., pp. 200~201,
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nearly maintained that ievel since then,t

The average interest rates charged on Kanszas loans by
individual lenders were very nearly the same as the rates
charged by them for the entire United States. In 1920 the
rate was 6,5 per cent; 1921, 7.0 per ceat; 1935, 6.2 per
cent; and in 1935, 5.5 per cent.

Mortgage loans extended by individuals have usually
baan'rer a relatively short period ranging from one to five
years in length., Very few were made for a longer period.

Other sources of farm-mortgage loans which are usually
classed as "other" lenders include bullding and loan asso-
clations, school funds, real estate companies, and a host
of other minor sources which do not merit special considere
ation in a study of this kind.

The lmportance of the minor lending agencies in the
field of farm-mortgage finance has been revealed by this
chapter, and 1t is evident that any study of the farm
mortgage situation would be incomplete without giving due
consideration to them., Together, they represent a large
per cent of the total mortgage holdings of the nation.

This chapter concludes the consideration of the ma-

chinery through which farm-mortgage credit 1s extended to

lBureau of Agricultural Economies, op. git., p. 2.
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farmers, and, also, the trends in the volume of loans oute
standing, It will now be of interest to delve into an
analysis of the effects which the mortgage load has had
upon the agricultural industry du#ina the period which is
being studied. Only by making such an analysis, can any
reasonable evaluation of the entire farm-mortgage system

be made.



CHAPTER VI
THE RELATIVITY OF FARM-MORTGAGE DEBTS

Any ahalynia of farm-mortgage finance must be con-
cerned, ptimarily, with the relationship that one set of
statistics deseribing the farm-mortgage finance situation
bears to another set, Absolute data are important only in
80 rar’es their relationship to other absolute data can be
determined., For instance, to say that a nation is worse
off financially because 1t carries a larger voinmn of debt
than it did at some other time might be far from the truth,
for the productive capacity or the income of that nation
might have inereased four-fold while the debt load might
have only doubled, Thus, the absolute volume of debt loses
much of its significance when it is considered in terms of
its relationship to the debt paying capaeity of the nation.

It shall be the purpose of this chapter, and of those
that follow, to reveal the relative significance of the |
long=-term debt load of the farmers as it has been built up
through the functioning of the various lending agencies 4
which have been discussed in the foregoing chapters. Chief
emphasis will be placed upon the relation which the debt |
load of the farmer bears to the value of the security back
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of the gortgage and to the oarning capacity of that se-
curity.

In Chapter II, "Farm-Mortgage Trends", a few btatit-
tics were presented indicating the relationship between
the total value of land and buildings and the total mort-
gage debt., More complete information of similar nature is
presented in Table VIII on the following page.

Upon the basis of data given in this table, computa-
tions reveal that a 12,8 per cent inorease 1@ the total
farm-mortgage debt of the nation, between 1920 and 1930,
was not the only factor which ceontributed to the change in
the ratio of debt to the total value of land and buildings
within that area,l 'The ratio of the debt load to the value
of the security rose from 12,6 per cent to 20,1 per ceant
during those years. The fact that the value of the secur-
ity back of the debt declined 27.8 per cent is of major
importance as a contributing factor to the decrease in the
farmers' equities and, of course, it follows that, to the
extent that the value of land and buildings reflects their
earning power, the decrease in the farmers' equities means

an ilmmediate increase in the burden of the debt.

1"Socur1ty“ and "value of land and buildings" includes,
here, the total value for the state or nation--not just the
value of the real estate actually mortgaged,



Table VIII

LAND AND BUILDINGS FOR UNITED STATES AND KANSAS

FARM MORTGAGE DEBT, VALUE OF LAND AND BUILDINGS, AND RATIO OF DEBT TO

Farm nbitgage

Value of Land

Ratio of Debt to

£ Deb and Buildings? Land and Buildings

o v. 8. Kans. . 8. Kans. U. S. Kans.
($1,000) ($1,000) ($1,000,000) (§1,000,000) (per cent) (per cent)

1910 3,207,853 163,359 34,801 1,738 9.2 9.k
1920 8,448,772  3bk4,597 66,316 2,830 12.6 12:4
1930 . 9,630,768 411,747 47,880 2,281 20.1 18.0
1935 7,785,971 357,123 32,8593 1,478? 23.0 241
1940 6,909,794 309,602 33,642 1,421 20.5 21.7

13ee Table IV.

2ynited States Department of Agriculture icultural Statistics 1

(Wwashington: Government Printing Orrioe, 19u1$ PPe 534~
31vid., 1940, p. 58;.

£8
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The years 1930-1935 marked another period during
which the farmer's equity in his land diminished markedly.
However, during the same period the total amount of farm-
mortgage debt decreased considerably, the figure being 13
per cent for Kansas, But, in spite of this decrease in
total debt recordings, the ratio of debt to the value of
land and bulldings increased from 13.0 per cent to 24.l1
per cent in Kansas, and this was caused by the precipitous
35 per cent decline in the value of the security back of
the farm-mortgage debts of the Kensas farmers. The decline
in total farm mortgage holdings during the 1930-1935 pere
iod, as was stated in a previous chapter, was due princi-
pally to the large number of foreclosures and bankruptcies
recorded during those years. Distress transfers of land
holdings continued to be an important factor in the de~
cline of total debt subsequent to 1935; however, the last
two years have marked a turning point in whieh foreclo-
sures have declined markedly and payments of principal in-
stallments have increased. Table VIII indicates that the
farmer®s equity in his farm has inoreased somewhat in re-
cent years; however, his equity, for the country as s
whole, is still smaller than in 1930--and even to a greater
extent 1s that true for the Kansas farmer. It is signifi-
cant that the value of land and buildings for the country
as a whole was a'trirle higher in 1940 than in 1935, and
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this, together with the fact that principal payments on
loans have been increasing, is reason for the more favor-
able debt situation. Increased land and building values
for Kansas have not kept pace with the average for the
country as a whole, :

The foregoing discussion was based upon the relation=-
ship between the total farm-mortgage debt and the total
value of all land and buildings within a glven area., GSuch
an analysis serves to indicate the total burden which rests
upon the people of a state or nation without regard for the
direct burden which 1s borne by the group who cwns the
property which is mortgaged. A cﬁnaideration of the morte
gage status of all farms operated by full owners will
serve to give that information concerning a partiecular
group of farmers who must bear the direet brunt of a morte
gage debt.

The data which is presented in Table IX on the follow-
ing page serves to indicate, clearly, the mortgege atatua
of the rarnnns who were classed as the full owners and op=-
erators of their farms., Thus, an examination of these
data will reveal tha‘aetual burden of debts as carried by
this particular group, | '

In the first pldae, an examination of the table givea'
evidence to the fact that the ratio of debt to the value
of the security back of the debt has been increasing quite



Table IX

STATUS OF FARMERS' EQUITIES ON FARMS OPERATED BY FULL OWNERS

United States:l 5 1910
Averaé? Value Per Farm 6,289
Average Equity Per Farm 4,574
Average Debt Per Farm : 3,725
Ratio 6f Debt To Value 27:3

Kansas:?
Average Value Per Farm 9,430
Average Equity Per Farm :. 7,104
Average Debt Per Farm 2,326

Ratio Of Debt To Value 27

1920
11,546
8,190
3,356
29.1

15,766
11,683
4,083
 25.9

1925
9,564
5,560
b, 004

41.9

13,198
8,044
5154

39.0

1930

8,997
5,436
3,561

39.6

12,604
8,1k
L, 460

3544

1940
6,241
3,584
2,657

. L2,6

8,273
h,651
3,622

L3.8

10. S. Bureau of Census, Sixteenth Census of the United States, 1940, "Agri-
culture--U. S. Summary”, (2nd series; Vashington:

Pe T

2%" 'Agriculturq--m“sﬂ’ p. 7.

vernment

ting Office, 1941)
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generally throughout the past thirty years. The figure
for 1930 ie the only exception to the general inorease,

It is of vital significance in considering the farm
mortgage structure, that cognizance be taken of each and
every item as listed in the table--not just tie ratio of
the debt to the value of the property. If one would only
look at the ratio of debt to the value of the property for
1920, on first thought he might conclude that there was
little change in the debt situation during the ten years
following 1910. It is true that the ratio inoreased only
1.8 per cent. However, it should be noted that the ave
erage value per farm for the United States was 311.5#6‘in
1920 as compared with $6,289 for 1910; for Kansas the ave
erages were $15,766 and $9,430 respectively. This enor-
mous increase in the value of the farm was not in itself
bad since the farmer's equity remained about the same.

The crux of the whole situation is understood, however,
when the "éverage value per farm" in 1920 is compared with
the average for 1940, This comparison is especially sig-
nificant when the fact is recognized that farm mortgages
usually run for a period of several years after which time
they are often renewed. It was possible for a farmer hol-
ding a $6,000 equity in his Kansas farm in 1920 to have
his equity completely wiped out by 1940 as a result of the
falling value of his real estate property. Of the many
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factors contributing to the plight of the farmer during
the past two decades, one of the most important is that a
large volume of long-term debt was coniracted during the
land boom days of the postewar period, which was based on
the immediate value of the security rather than upon the
normal earning power of that security over a period of
years comparable to the life of the mortgage. It is quite
evident that false appraisals of farm real estate property
were quite largely’reaponsible for the enormous debt bur-
dens of farmers following the land boom era.

The "average debt per farm"™ decreased considerably
during 1925-1940; however, as was suggested previously,
this decrease was offset by falling values, so that the
farmers' equities were likewise decreased. It should be
stated, however, that decreases in the amount of debt is
to the advantage of the farmer even though real estate
values do fall in a greater proportion, for he is then in
a'moro favorable situation when farm values begin to rise.
That is being experienced by farmers at the present time
due to the faot that farm income and real estate values

are risins.l

lgureau of Agricultural Eeoonomic®, Farm Real Esta
Values Show eral Rise During Past Year lWhaKIngtan: %,
8. %oparfion% of E%?Iouiture, elease ror April 13, 1942)
Mimeographed. p. 1.
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It should be stated here again that the deorease in
the "average debt per farm" has resulted from mortgagees
scaling down the amount of the mortgages for those farmers
who were deserving and who could probably handle the
"soaled .down" load satisfactorily; from foreclosures of
those farms which were most heavily indebted; and, from
payments on the prineipal, which have increased since 1939,
but whioh were very small prior to that time.

Fortunately, thers has developed, out of the costly
experience of borrowing and lending upoan the basis of false
appraieals of lané values, a new method of determining the
value of farm land and buildings. It became recognized
that loans ahould not be based upon land va;ues which were
determined by the capitalized income of any one year, That
was the economiocally unsound method used in‘1919 and 1920 |
which caused the inflation of farm values. '

It has become the common practice of lending agencies
to base their loans on "the normal agricultural value" of
a farm.,! This normal agricultural value is based upon the
"normal®™ farm income. 7The average farm lncome for the

years 1910-191L were considered normal--that is, farm

r. ¥, Hi111, "rinding Normal Farm Values"™,
t%

og%turg; Situatiun (washingtan: Government Printing
P
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prices of those years were regarded as normal, Further-
more, the normal agricultural value of a farm is considered
as the amount a purchaser, who is representative of the
area, would be willing to pay and would be Jjustified in pay-
lns‘tor the property for agriesultural purposes, ineluding
farm home advantages, assuming average production and nore
mal prises for farm products. Involved in sueh an appraisal
should be a careful estimate of long-term factors, such as,
possible economic and physical changes of the farm, shifts
of population, changes in types of farming, and changes in
the demand for agricultural products.l Moreover, the ap-
praisal consists of a careful inventory of both land and
buildings. The land is classified in accordance with 1ts
produetivity and its utilization by a typical owner of the
particular unit. The buildings are examined for material,
construction, and design to determine their durability and
their suiteability to community standards, as well as to the
needs of the farm, |

With full consideration to its productivity, the prop-
‘erty is then valued, first, by assigning acre valuoi to the
different classes of land, insurable value and farm value
to each of the buildings, and then by assigning a value to
the property as & whole. The latter is referred to as "the

lghamber of Commerce of the U. S., op. ¢it., pp. li=15.
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normal agricultural value,"

The Farm Credit Administration does not use the so-
called "cap;talizatioa method"™ whieh is based upén the cap-
italized income of a farm, The Farm Credit Administration
believes that, "this method is full of possibilities of
error, and invites the manipulation of figures . . . ; {and
that) it is likely either to cauao'the appraiser to get the
wrong answer or to load‘hin to change his figures to get
what his common sense tells him is the answer."l It is ap-
parent that the "capitalization method" does have its weak-
nesses; however, it must be admitted that the "normal agri-
eultural method" is also based to a considerable extent
upon methods of appraisal that sere not wholly "objective™
in nature, The personal "subjeetive®” element is always
present in appraising land values, and consequently, the
most consistent and dependable conelusions have resulied
whdn an experienced appraiser takes all the various facts
into consideration and sets a price "as deteramined by‘tho
applying of a schedule of reascnable acre valuez which are
Justified by normal sales, reasonable yields of prinoijal
orops, and the average acre net income."? In other words
it can be said that the prudent application of the "normal

1Hi11, op. sit., p. 21,
sz;do’ Pe 22,
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agricultural value" method of appraisal will probably yield
the best results for both the mortgagor and the morhgagin.
The fact that an appraisal of real estate, which is
based upon the capitalized income of a farm for (say) a
- particular year or two, is unwise and unsound is further
analyzed by M. M., Regan:
Changes in the value of farm real estate during

the period from 1924-1939 have been rather closely

associated with differences in farm income. This

has been the cace for the country as a whole as

e tmtvie: eaatesd T heames

These facts are rather clearly summarized in Table X,
on page 93, which gives the index value per hqro of farm
real estate and index of income from farm production for
the United States agd for the wheat region including the
states of North Dakota, Montana, and Kansas., Exact cor=-
respondence in any area between the two series is not to
be expected, nor do logical considerations warrant such a
close relationship. Nevertheless the data supplied in
Table X indicate, as Mr., Regan points out, that there is a
close relationship between real estate values and farm ine-
comes, Moreover, statistics showing this same relationship

for years prior to 1925 would reveal even a closer connec-

1y, M. Regan, The Farm Real Estate Situation, 1936
%22%, U. 8. Department of Agriculture, GCircular Etﬂ ialsh-
ng

on: Government Printing Office, October 1939) p. 12.
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Table X
INDEX OF VALUE PER ACRE OF FARM REAL ESTATE AND INDEX
OF INCOME FROM FARM PRODUCTION, 1924-39%

(Index of value per agre of farm real estate: 1925-1929-=
100, Index of Income: 1924~1928--100)

Wheat Region | United States

Year :
Income Heal Estate Income Real Estate
1924 106 108 98 107
1925 95 103 103 105
1926 95 1) S 99 103
1927 101 99 100 99
1928 104 . 99 e 97
1929 9 98 102 96
1930 69 98 82 95
1931 L5 90 57 88
1932 30 77 42 73
1933 e 63 50 60
1934 L9 65 62 63
1935 53 - 66 69 65
1936 5k 68 77 68
1937 58 69 83 70
1938 R 68 74 70
1939 o 67 - 70

1M, M. Regan, op. ¢it., p. 17.
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tion between the two series of indexes.

In summary, this chapter has served to point out that
"real" debt is the important concern of the Tarmer; and
that drastic declines in real estate values can sériously
affect the farmer's equity in his farm. A debt based upon
inflated land values can become extremely burdensome, es=-
pecially, in view of the fact that, as was pointed out in
Chapter I, farmers' fixed costs are relatively great. 301¥f
entific real estate appraisals based upon the earning power
of farms over & long period of time should go a long way to
remedy the i1lls which were present in the schemes of lende
ing and borrowing during the period of the first World War.
Long~term farm credit has its peculiarities, and, unless
- they are recognized and handled realistically, they may
result in lending praetlceé during a short period of time
which will oreate burdana.that may become increasingly

great for meny years to follow,



CHAPTER VII
FORECLOSURES AND RELATED PROBLENS

The use of farm-mortgage credit can be justified oaly
in so far as it enhances the productive capacity of the
individual or the enterprise to'whioh it is applied. Un-
fortunately, the history of zgriculture for the past decade,
in particular, presents evidence to the fact that farm
mortgage oredit has not always worked for the best inter-
ests of the farmer. That, however, does not indicate that
farm-mortgage credit is inherently bad. It does suggest,
howoynr. that there are grave dangers connected with its
use that may place an enormous hardship upon the farmer
under certain conditions., Some of those conditions were
disoussed in the preceding chapter, chief of which were de-
clining real estate values and decreasing farm 1noom§ dure
ing the life of a mortgage. Attention will nﬁw be given to
the problem of foreclosures and bankrupteies--a problem
whieh is far-reaching in its effects, and which presents
an extremely unfortunate situation so far as the farming
industry is concerned.

Prior to 1926 forooloéuros did not present problems

that wore'aoute in nature or broad in scope. HNaturally,
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as could be expected in any business, there were always a
gscattered few who lost their farms through foreclosures
prior‘to that date. However, the effects of the land spec-
ulation era of the World War period began to be felt in
1926 as declining farm prices began to exert their influ-
ence on the financial status of the farmer. Foreclosures
for the period of 1926-~1931 accounted for a considerable
proportion of the total transfers in farm ownership, ale
though the acuteness of the situation did not assume major
proportions until 1932, 1933, and 1934, It was during
these years that the foroclohura situation proved to be
disastrous for a great number of farmers--not only those
who had purchased thelr farms in 1919 and 1920, but those
who had purchased them at lower prices in the subsequent
period as well., The precipitous decline in farm inoome
during the depression years made 1t extremely difficult for
a farmer to finance Qny loan of considerable size. In many
instances farm income would scarcely pay for the general
operating expenses of a farm, not including tixen and in-
terest on the mortgage debt. Large tax delinquencies, and
defaults in interest and principal payments were the in-
evitable results of such operations, and became the first
indications of more serious farm mortgage investment dif-
ficulties which were to follow,

In Table XI, page 97, 1s presented data relative to
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methods of farm transfers during the period 1926-1939 for

which figures are available.

Table XI*
RUMBER OF FARMS CHANGING OWNERSHIP BY VARIOUS METHODS
PER 1,000 OF ALL FARMS, 1926-1939

Forced Sales and Helated Bcrnnlt;

Voluntary
o Eﬁizzgﬁnd Delinquent Foreclosure of
Taxes iitgs., mfmptoy

1927 28.3 5.1 18.2

1928 26.3 5.2 17.6

1929 23.5 Le7 14.8
1930 23.7 5.1 15,7

1931 19,0 7ok 18.7

1932 16.2 13.3 28.k

1933 16.8 15.3 38.8

1934 17.8 11i.1 28,0

193 19.4 73 21.0

193 2.8 5.9 20.3

1937 31.5 Lel 18.1

1938 29.9 3.1 14.3

1939 28.2 3 13.4

*1926-1935 figures were taken from: Horton, op. git.,
Pe 121; and 1936-1939 figures were taken from Regan, op.
'elt.. PP+ 32“33'
It is interesting to note the ianverse relationship which
"voluntary sales and trades”™ bear to transfers by "delin-
quent taxes" and "foreclosures of mortgages, bankrupteies,

ete.” It can be noted that the foreclosure record reached
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an all-time high in 1933 after which it declined to a point
in 1939, which was lower than any year subsequent to 1926.
This drop in the number of foreclosures recorded does not
necessarily indicate an 1mbr0vad financial ceondition for
the farmer, however. Much of the decline recorded for
1934, 1935, and 1936 was due to the large-scale refinancing
of delinquent mortgages by the federal agencies, This ac~
tion prevented a large number of foreclosures ﬁhioh other-
wise would have normally occurred. Except to the extent
that loans were "scaled down"™ from their original figure,
refinancing did not lessen the debt load of the farmer, ale
though it did cause foreclosure figures to decline. In
addition to the refinancing program of the federal land
banks and the Land Bank Gammiﬁaioner, legislation provid-
ing for a moratorium upon foreclosures accounted for a
considerable part of the decline following 1933.

‘ Horatorium legislation came as an amgrgunby measure
due to the violent uprising of the farmers against their
creditors who began a "wholesale" business ¢f foreclosing
mortgages in 1933..aa the foregoing table indicates. Under
recent legislation in most states, all foreclosures must be
made by court action, The debtor is usually given a period
during whieh time he may redeem his property--in Xansas the
‘Araﬁepption period is eighteen months. Moratorium legisla-
tion was designed to extend the period of redemption. One
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of the first moratorium laws was passed in Minnesota which
provided for an extension of the redemption period without
any peyment being made to the creditor, This aot was de-
clared unconstitutional by the United States Supreme Court,
after which, another act providing for the payment of rent
to the creditor during the period of extension was provided.
This act was held constitutional by the Supreme Court and
served as a pattern for the Kansas moratorium legislation,
The original moratorium legislation in Kansas, however, did
not protect the interests of the creditors in any way and
was held unconstitutional in three different cases.l The
Kansas law of March 2, 1935 was then patterned after the
Minnesota law and was upheld by the courts.

Foreclosures in the ninth district, which includes
New Mexico, Colorado, Cklahoma, and XKansas were consider-
ably above the average in number during the years following
1933. In 1934, when the average number of foreclosures per
one-thousand farms mortgaged in the United States was 28,
the figure for the ninth federal land bank district was
40.6. Even in 1940 when the average for the United States
was 8.9, it was 15 for the ninth distriet. Moreover, the
number of foreclosures in Kansas has been well above the

average for the four states. 1940 figures indicate a sig-

lyoodruff, op. eit., p. 175.
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nificant doeliné in the rate of foreclosure proceedings,
and this fact can be attributed to tho‘inoréase in farm
income during that year.

Table XII on the following page, gives the estimated
number of foreclosure sales of farm real estate per 1,000
farms mortgaged January 1, 1935 according to the class of
ereditor, Life insurance companies appear to have fore-
closed the largest per cent, followed, in order, by com=
mercial banks, individuals, and the federal agencies.

The large volume of life company foreclosures is not
surprising in view of their couparatively reckless apprai-
sal methods as discussed previously. loreover, most of
their loans were concentrated in the North Central States
whioch were so greatly affected by declining real estate
values.

Commercial bank loans were more widely scattered than
life ecompany loans, and were usually smaller in amount.
Furthermore, the farmer usually had more personal contact
with his banker than with the insurance company; and, con=~
sequently, kept his interest and principal paid if at all
possible, for he wanted to maintain his credit rating so
that he ocould get short-time loans when needed.

Individual lenders were, as a rule, more cautious in
making loans than either of the agencies mentioned above.

As a rule, the individual creditor and debtor knew each



Table XII*
ESTIMATED NUKMBER OF FORECLOSURE SALES OF FARM REAL ESTATE, 1934-40
PER 1,000 FARMS MORTGAGED JANUARY 1, 1935, BY CLASS OF CREDITOR

Wy i i Gmm.  Biviemis WEEUTE  eiies
1934 b7 - 34.3 36,9 92.5
1935 11.8 28.5 36.9 67.7
1936 15.7  24.5 33 497
1937 13.1 20.0 30.4 342
1938 2.5 17.3 25.9 29.2
1939 15.3 13.8 21.5 - 25.3
1940 6.4 11.0 1heod ' 13.9

*Farm Credit Administration, Number of Foreclosure Sales of Farm Real Estate,
July 1941, multographed. Table I. :

10T
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other well., Of special importance is the fact that, as in
the case of commerciasl banks, individual loans were spread
over the entire United States, and, consequently, they were
not affected by any unfortunate situations in any one par-
ticular area. Individual loans were comparatively small

in size and were based on a fairly wide margin of security
which also accounted for the faect that their foreclosure
record excels that of the commercial banks and insurance
companies,

The record of the federal land banks excelled the re-
cords of all of the above named agencies with the exception
of the record of individual lenders in-1939. In all fair-
ness, however, it must be stated that no logical comparison
can be made between the record of the federal agencies and
the record of any other lender group. This is true because
of the tremendous amount of assistance which the federal
agencies received from the government by way of direct sub-
sldies and subseription to capital stock. 'Mortgagoa that
normally would have been closed because of delinguencies
were reinstated by the federal agencies and any loss re-
sulting from such action was made good by the government.
It is clear that lender groups operating under such an ad-
vantage can hardly be compared with those agencies who had
to operate according to the principles of an ordinary busi-

ness enterprise.
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During the past ten years vast quantities of real
estate holdings have been acquired by lending agencies
through foreclosure proceedings. In 1938 the real estate
holdings of four lending groups (Federal agencies, life
companies, joint-stock land banks, and three state agen=-
eies) amounted to $971,315,000.1 0Of this total 72 per
cent was held by life insurance companies. It is interest-
ing to note that in 1929 about 96 per cent of the total
farm investment of 1ife companies was in mortgages, but by
1939 such mortgages accounted for oaly 55.8 per cent of
their interest iam farm properties.? Federal Land Bank and
Federal Farm Kortgage Corporation’ real estate holdings a-
mounted to only approximately 4 per cent of the total of
thelr farm investments in 1938--96 per cent was in the form
of farm mortgages.

Here, again, absolute data does not reveal the entire
situation., In the case of the life companies it is reason=-
able to believe that thelr portfolios are now filled with
a much higher grade of mortgages than the federal agencies

now possess, and that their foreclosures from now on will

lRegan, op. sit., p. 27.

2pemporary National Eeconomic Committee, Monogreph. 28,
@’ MC’ p‘ 3“3. )

3Formerly referred to as the Land Bank Commissioner.
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be at a very small rate. In contrast, it is evident that
the federal agencies possess a comparatively low grade of
mortgages and that their foreclosures will continue iather
extensively over & long period of time., As was pointed out
in a previous chapter, a large per cent of the loahu exten-
ded by the federal agencies were for the purpose of rorlf
nancing mortgages held by other agencies. A large per cent
of these mortgages were subject to foreeclosure and the fed-
eral agency loans usually took care of all delinqueht pay-
ments in addition to the amount of the mortgage proper.v
Moreover, the loans granted by the federal lender groups
have been, largely, to farmers on the poorer é&ado of farns,
whereas, the life companies' mortgages were on the better
grade farms., A period of rising prices for farmers may re-
sult in a continucus favorable foreclosure record for the
federal agencies~-~-that seems to be the case during the
present time., However, should prices fall again for a con=
siderable period of time it would not be unreasonable teo
expect the federal agencies to acquire vast holdings through
foreclosure proceedings against those farms that were mort-
gaged for 75 per cent (or more) of their value, Whether
they will or will not depends upon the income of the far-
mer during the years that lie ahead, as well as the action

. of the federal government in determining the policies of
the land banks.
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During the orisis of 1932 and 1933, a great deal of
fallacious roasdning prevailed among the farmers of the
country, the Mid-West in partiocular, in regard to the lend-
ing agenaies' action of foreclosing thése mortgages that
apparently could not be handled by the mortgagor. Open
violence in nahy cases prevented the normal procedure of
foreclosure actions, and the farmers came 1o regard those
agencies whioh were seeking foreclosure Judgnpnta as being
"Shylocks" and malefactors”. Without upholding or son=
demning the action of the farmers in preventing toroolosuiq
proceedings, 1t can be stated that thelr attitude toward |
their oreditors was not based upon facts. In fact, in the
case of the insurance companies whioch did a large part of
the foreclosing in the Mid-West, Woodruff states that, "in
general, foreclosure was instituted only when it was evi-
dent that no other course was available."l They were al-
ways interested in having the mortgagor retain his land ir
there was a reasonable chance of his being able to handle
his debt load, and preference was given to the owner opera-
ted farms,

There 1s sufficient evidence in the fact, that fore~-
closed real estats 1ls not a profitable investment for most
corporate lending agencies, to warrant the statement that

lwoodrurt, op. eit., p. 76.
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they avoided foreclosure whenever possible, For instance,
in 1938, the real estate holdings of the twenty-six insur-
ance companies, holding most of the real estate held by
that class of lenders, returned an average annual income of
less than one per cent of mean admitted asset value without
taking depreclation into consideration. Two companies have
lost money, before depreciation, in the operationaAor their
farm re&l estate sccounts, and in no instance has the farm
real estate been sufficient to return income adequate fo
meet the amount guaranteed under insurance policy con-
tracts.l Hence, life companies have not been anxious to
acquire real estate holdings, especially, since the market
for land has been very poor, making it difficult for the
companies to dispose of it at a reasonable price.

The land which the life companies have been able to
sell, however, has been sold for a price adequate to re-
cover the prineipal sum invested in a very substantial ma-
jority of cases.? The experience of the life companies has
been more pleasant in that respect than the pxpefienoo of
the federal land banks, which is largely accounted for by
the difference in the quality of the mortgages held by each.

lTemporary National Eeonomic Committee, op. cit., p.
348.

2vioodruff, op. git., p. 75.
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Up to 1939, the federal land banks had suffered losses of
approximately 25 per cent of their investment on farms
foreclosed or deeded to them.l A record of recoveries from
real estate holdings of the land banks as of 1935 has been
given by the United States Chamber of Commerce:
From the date of organization of the federal
land banks to the end of 1929, they disposed of
7,327 pileces of property on which there was a net
loss of $3,804,477. For the period between 1929
and 1935, the guins and losses are not reported.
In 1935 property representing an investment of
$35,150,000 and a cerrying value of 28,079,000
was disposod of for $28,138,000. This was &
slight increase over the uarrying value but the
loss of investment of over §8,000,000 was ab=-
sorbed by the individual profits of the banks.?2
' Due to the fact that the land banks are not equipped
to operate farm property it is their policy to dispose of
it as soon as possible. Since their foreclosures are, as
a rule, on the very poorest type of farm, it is not strange
that the selling value of this land is about the minimum,
A study of the foreclosure situation of the past ten
years, in particular, cannot help but impress one with the
fact that foreclosures of farm mortgages are not only dis-
astrous to the mortgagor but burdensome to the mortgagee

as well. Foreeléaurea are not to be only reckoned in terms

lparm Credit Administration, The } g > Fa
Credit, (Washington: Government Printing orrioo, 1939) Pe az.

2Chamber of Commerce of the U, S., op. ¢it., p. 21.
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of dollars and cents but alsco in terms of loss of homes and
broken and discoureged individuals who often become a proi-
lem to society at large, MNoreover, as this study brings
out, the mortgagee is quite often a loser aa.well. iIn
short, foreclosures indicate a great social loss so fare
regehing in effect that every effort to encourage "good
business™ on the part of farm lenders and borrowers will
not only benefit the parties to the loan but soclety as a
whole,



CHAPTER VIII
. EVALUATION AND CONCLUSION

A farm mortgage_mny be a means of prbnoting the wel~-
fare of a farmer or it may be a means of causing the col-
lapse of the enterprise he seeks to establish. A mortgage
may assist an individual possessing limited capital to be-
come a farm owner, and thereby increase the prbduotive ca=-
pacity of himself, his farm, and society ip general; or it
may work toward the destruction of the soil, the impover-
ishment of capital, and most serious of all, the break-down
of the morale of the enterpriser., It should be obvious
that no system of farm mortgage finance can be juatifiod
which does nop better the status of the farmer, Further-
more, 1t_nﬁat be recognized that "in the successful finan-
cing of farming ooanizanéé'ahould be taken of the same
qoononio and business laws which affect 1ndustry."1 The
rerogoing_statement is basic to any valld analysis or eval=-
uation of a farm credit systen.

Of foremost importance during the period under study

has been the problem of interest rates on agricultural

lsparks, op. ¢it., p. 196.
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loans, One of the major grievances which the farmer has
had is the contention that capitalists deliberately shunned
farm investments solely because they were farm investments,
and that whenever capital was offered exorbitant and un-
reasonable rates of interest were charged. Such contentions
probably were not valid. Capital, quite naturally tends
to flow toward those investments which are most profitable,
and any variation in interest rates is usually accounted
for by the risks involved and the cost of the movement of
the capital,

| It should be recognized that farm-mortgage credit, as
well as other types of credit, is based upon the three C's
6: credit; namely, character, capacity, and capital, It
is quite obvious that, other things being equal, capital
will flow more easily and quickly into the hands of the
Bastern Kansas farmer who 1s reasonably certain of a corop
each year, than 1t will into the hands of the Western Kan-
sas farmer who axperiences frequent crop failures. And,
since interest rates are largely determined by the laws of
supply and demand, it follows that the Western Kansas far-
mer will have to pay a higher interest rate in order to
call forth a given amount of capital than what the Eastern
Kansas farmer will have to pay for the same quantity. It

is, of course, possible that the volume of loans extended
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to farmers in the Western part of the state might exceed
the volume extended to the farmers in Eastern Kansas. This,
however, would be the result of higher interest rates being
paid in the West, as well as a greater qggrogats demand,

This same prineiple can be applied to farm areas which
are equally productive but which are owned by farmers pos-
sessing character and capacity in varying degrees. For ex-
ample, let it be supposed that farms in areas A and B are
equally productive; however, the farmers in area A are ex-
tremely honest, thrifty, and efficient, whereas farmers in
area B are quite the opposite. Again presuming other things
to be equal, it is natural that the farmers in area A will
be able to borrow capital at a lower rate of interest than
the farmers in area B,

It is quite evident, then, that interest rates are not
determined arbitrarily but that they are determined by the
supply and demand of capital. Moreover, as it was pointed
out above the "quality" of the farmers themselves, as well
as the quality of the land they farm, have a direct afrsct&
upon the interest rates they are permitted to enjoy on the
capital they borrow, Wright states that "other things be-
ing equal, the states in which up-to-date enterprising
farming leads to good bulldings, well-stocked farms, and

good crops are those which attract capital and secure low
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interest rates."l There is an abundance of evidence to
support the foregoing discussion, and 1t seems that farmers
would be fair to themselves as well as to the agencies they
have criticized to recognize that variations in the rates
of 1nt§raat charged on farm-mortgage loans are just as nat=-
ural es variations im the price of land im various farming
regions. |

To the extent that farms inorease in produa;ivity and
become atéble enterprises, and, thereby, attract capital ‘
at lower interest rates than before, decreases in interest
charges can be justified. However, 1t should be apparent
that any "unnatural" decrease in the interest rates may
cause complications in égrieultura that ara‘mueh more dis-
astrous to the farmer than high interest rates. It must )
be recognized that "just as an lovestment is valued aecoﬁﬁ»
ing to its earnings, farm land is worth what the income
will pay interest on."z Consequently, irf the net return
per acre is $3 and the interest rate on loans is 6 per ooﬁt,
the farmer can afford to pay $50 per aere for the land. If

the interest rate is 3 per cent, the buyer can afford to

livan Wright, Farm Mortgage Financing, (New York:
MeGraw Hill Book Company, 23)s Do .

2U. S. Department of Agriculture, Soils and Men, Year-
book of Agrieculture, tWashington: Government Printing Of=-

fice, 1938), pp. 161-162.

%
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pay $100 per acre for the same land, since §3 of income
will pay carrying costs on a debt twice as large as when
the interest rate was 6 per cent. The result, then, of
loaning money at rates below the normal market rate will
be speculation which would boost farm land prices so that
the land would yield an income amounting to only a very
small per cent of the investment.} Complications sueh as
were discussed in the foregoing chapters dealing with
shifting land equities and foreclosures would be the in-
evitable result of such loaning practices., If a farmer
follows good business principles, as he certainly should
do, he will recognize that in absolute costs the amount of
the borrowed principal is just as important as the rate of
interest he pays on his loan. According to the Yearbook
of Agriculture of 1938,
the least danger to ownership on account of

interest rates is likely to ococur where there is

a fairly uniform interest rate of such amount as

will cover the cost of funds and the risk invol-

ved in the loan, which may be expected to con-

tinue over & long period of time, and which will

permit the financing of a debt if necessary on a

basis noz greatly different from one periocd to

another,

It should be more specifically pointed out, however, that

lyoulton, op. eit., p. 393.
2y. S. Department of Agriculture, op. git., p. 162,
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the interest rate whioh has been referred to in the above
quotation should be the rate which agriculture is permitted
to enjoy by competition on an equal basis with commerce and
industry, i. e.,, the market rate of interest., If the rate
is below the market rate funds will be misdirecbed from
other enterprises intoc agriculture, which, a8 has been in-
dicated, means apéculation in land with all of its dangci-
ous conloquonoes; The history of the past twenty years,
in particular, presents evidence that the greatest need of
the farmer has been for facilities which would help him to
get out of debt; however, 1t appears that many of his de=-
mands have literally been for facilities which would get
him into debt. The importance of interest rates on farm
indebtedness has been over emphasized as compared with the
importance of sound farm valuations.i

Earlier in this study it was pointed out that the es-
tablishment of the federal farm loan system in 1916 was the
result of a long series of movements on the pait of agri-
eulture for belier oredit facilities. An appraisal of the
serviaés which thesg institutions tender; and dooisional
references to the non-federal agencies, should prove to be

of value at this point.

lﬂparka, op. eit., p. 445,
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0f great importance is the fact that the framers of
ﬁho Farm Loan Aet of ‘1916 provided for a uniform rate on
the theory thgt money is worth no more in Western Kansas
than in Wisconsin, provided the risks are the same, .It was
contended that with joint liability and standardized meth-
ods of appraisal and supervision, the risks could be made
uniform throughout the country, and, consequently, the in-
terest rate on farm mortgages should be the same. This
theory sounds plaunible'but in practice many weaknesses ap=-
pear. Sparks deals with this theory in an interesting man-

ner:

In the first place, it 1s hard to caleculate val-
ues in new distriocts whiech have not had sufficient
experience in long time earnings. Secondly, the
valuations are generally more likely to be over-
estimated than understimated in such districts,
which are often featured with low earning periods.
Thirdly, there is something to be said for the
claim that each section of the country should ac=-
cumulate part of its own capital savings in order
to evaluate correctly sound investments. Finally,
a sudden shift from high prevailing interest rates

- in the sparsely settled districts to low rates is
likely to result in over capitalization of land
whieh more than oiraeta any advantage whieh might
otherwise aocrue.

Much of the speculation in land during the first world war
days, in particular, was undoubtedly a result, in part at
least, of this policy of the federal land banks,

Another problem relative to the lending policies of

18plrkl, 9_2: _c_j._‘l_‘-.., ppo 157“1580 »
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the federal land banks is the problem of governmental inter-
vention., For almost a decade the government has forced in-
terest rates charged by the banks below the level which the
sale of bonds would warrant. The loss aceruing from such
tra;éaotions is made good by the federal government in the
form of subsidy. If ihat has been said in the foregoing
discussion about "unnatural” interest rates is true, then
such a policy, at least if wmade permanent, will inevitably
injure the farming industry as a whole. Likewise, the ex-
emption from taxation of bonds socld by the land banks tends
to direct an undue gquantity of funds into agricultural chan-
nels which otherwise would not be possible. This would par-
ticularly be true if land bank bonds were especially favored
with the tax exempt feature over the various types of in-
dustrial securities; 1t would be less true if suech privi-
leges served to put land bank bonds on par with other secur-
ities., Again, it nmust be emphasized that if farm er@dit is
to benefit the farmer, permanently, he must be willing to
pay a rate of interest merited by agrioultgre upon the basis
of competition with other forms of industry.

Another phase of lending sctivity to whioh the student :
of farm mortgage finance must give some attention is the
quantity of credit extended relative tc the value of the
farm. The results of "over-lending” were revealed in thi

two preceding chapters. There, it was indicated that prac-



117

tically all private lenders were able to recoup their loans
through foreclosure, Federal lending groupa,'hawevar, have
suffered enormous losses, Thc_quescion arises, "Who really
suffers these losses?” Obviously, society does, for most

of the losses are suffered by the Federal Farm Mortgage Cor-
poration which loans a large per cent of its funds in ex-
change for second mortgages. Even to a greater extreme the
Farm Security Administration under the authority of the
Bankhead-Jones Act extends loans to tenants who desire to
purchase land for the full value of the land purchased,

This 1s being done in spite of the fact that the Farm Credit
Adminiatration has found during the past fifteen years that
unless a farmer is able to make a down payment of 25 per
cent of the farm and have operating capital in addition he
usually fails to pay for the farm,}

It is oonceivable that some farmers could handle a
loan for the full value of their farm; however, upon the
basis of past experience it 1s a dangerous and radical de-
- parture from good business procedures. Such lending prac-
tices if made very extensive will obviously tend to raise
land values beyond their natural level. Moreover, past ex-

perience has shown that heavy indebtedness very often leads

17, L. Robinson, The Profitable Use of Farm Credit,
Farm Credit Administration, Circular NO. L=k, %Easﬁfngtenz

Government Printing Office, 1939), p. 42.
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to the general exploitation of the soil and deteriloration
of the security. There is also sufficient evidence to as-
sume that heavy indebtedness often breaks the morale of a
farmer, thereby decreasing his efficlency as a producer.
Many good farmers who were proud of being farm owners and
operators have become disheartened by debt loads that were
unreasonably heavy and have literally lost all of their
ambition to make their farm a genuine successful business
enterprise. It must be recognized that there can be too
much eredit extended to the farmers, and any poliey sueh
.as demonstrated by the Federal Farm Mortgage Corporation
and the Farm Security Adminiatratiog in lending upon the
full value of the security is fraught with great danger,
Those who support the policies of these asenoids contend
that they have acted in an emergency, and that, from the
long~-run standpoint, suech loans will help the farmers to
~ become land owners; whereas, otherwise they would remain
‘tenants or would lose the farms they did have an equity in.
It remains to be seen what the future holds, but from the
standpoint of good business practice, it seems altogether
possible that such excessive loans may only serve to poste-
pone the "evil" day of farm ;oroolasuras without having
helped the farmer permanently.

Closely allied with the problem discussed above is
that of the length of the period for which the loan is made
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and the manner in whieh it is to be repaid., It 1s well
recognized that farm-mortgage loans should be for compara-
tively long periods on an amortization basis. The amorti-
zation feature is certainly sound and feasible in every
respect; hawevar,'the long~term feature should be carefully
eenaidsiod. It is very probable that extremely long pe-
riods of payment may act to induce speculation. Professor
Sparks states:
Some convineing reasons tend to prove that a

period of about twenty years would be better for

loan amortization purposes than the longer period

now allowed, The Z20-year period would give the

farmer ample time to complete his economic pro-

gram, and would not give the added stimulus to un~

wise speculative oredits.
Practically all of ﬁhe loans made by the federal agencles,
including the federal land banks, are made for more than
thirty years--some are made_for as long an‘rorfy years.,
While the soundness or unsoundness of thirty-and forty-year
loans may be a debatable peini, it should be recognized
that there is a 1limit to the conditions of leniency bayond.
which there may be grave danger of going. Even if it is
accepted that there was need for mortgage relief during the
perilous days of the 30's, 1t should not be denied that the
oontinuation of some of these "lenient"” policies may injure

agriculture permanently.

1Sparks, op. 8it., p. 454,
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In many references to governmental agencies throughout
this study, the federal land banks have been classed as
.such, It has seemed logical and necessary to refer to them
as governmental agencies in view of the fact that their
policies havé been determined by the federal government
throughout the major part of their lending histéry. ) $ 1
should be recalled that they were not oreated as govern-
mental institutions~-it was the intention of the framers of
the farm loan act that these banks should be owned and con-
- t%rolled by the farm loan associations, or, in other words,
by the farmers themselves., However, the fixing'or interest
rates at a certain 1ovei, instead of letting them be deter-~
mined by the rates for which bonds can be sold in the open
market, represents a radical departure from the principles
on which at the beginning it was expected that the banks
would operate. As a result "the banks to a certain degree
ceased to be aqlt~govarning'institutions, the policles of '
which are determined by economle considerations. "t

It has Lesa repeatedly pointed out in this study that
economic principles should be the guiding faector in farme-
mortgage lending. Hahce the recommendations of the United
States Chamber of Commerce:

l., The committee recommends adherence to the

lchember of Commerce of the United States, op. eit.,
pe 17,
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original policey which provided for borrower con-
trol of the federal land banks.

2, The committee favors the adherence of the
federal land banks to those appraisal and lending
policies whieh will tend to keep the risks in-
volved coumensurate with the rates charged to bor-
rowers,

3. The committee disapproves the incorpora-
tion into the permanent farm oredit system of the
government of any loan policles wilcii place a na=-

Jor portion of the risk directly or indirectly on

the government.
It also appears %0 be evident that if the federal land
banks are to be run according to economioc considerations
they should be taken cut from under the controel of the De-
partment of Agriculture where it was plapna in 1933.2 By
so doing, it will remove the banks from other governmental
agencies which make grants and benefit payments--not neces~ ,
‘sarily on a business like basis. If the federal agencies
function according to sound business principles, private
lenders will be able to ccmpete for their share of thp farm-
mortgage investments and a muech more stable agricultural
economy will be the result,

" 8o far es getting a plentiful supply of long~term
eredit at low rates of interest is concerned, the farmers

have certainly been successful. However, those who are

i1bid., pp. 12-17.
2H. W, Torgerson, "Agricultural Finance in the United

States,” Journel of land and Public Utility Zconomiecs,
{August 155%; PpP. 318-319,
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interested in having the farm population of America consist
of farmers who own their own farms, rather than consisting
of a huge class of tenants, will serve agriculture best by
recognizing that sound lending principles must be employed
in every area of agricultural activity--if they are not,
the farmer suffers in the long run. It cannot be denled
that the farmer has great power, and it can be hoped that

he uses it wisely. . .
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