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CHAPTER I 

AN INSIGHT INTO F . MORTGAGE JfINANCE 

Since the dawn of history land has been of primary 

i mportance as a souroe of livelihood for mankind . The his 

tory of the development and utilization of land serves 

ell in describing the development of civilization itself . 

Its importance in the total economy ot past and present 

generations has been universally recognized by economists , 

nd oonseque tly, a vast number of chapters and volumes 

have been devoted to t he science of land economics . How

ever , in spite of the attention which the agricultural ist 

has received in the realm of economic studies , the problems 

connected with l nd are tar from having been solved . nd , 

a l though for many years the United States has been develop

ing into a hi hly industrial ized nation; the products of 

agriculture continue to hold a key position in our nation

al economy . Moreover, the influence which the congression

al representatives of the farming industry exert upon the 

nation as a whole is so great th t we can ill afford tone

glect making a continual honest effort to solve the prob

lems of agriculture in the be s t intere : ts of our total 

economy. 
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History has recorded and is still recording admin

istrative and legislative actions vital to the agricultural 

industry . or primary importanoe are those affectin farm

mortgage finance . It is the purpose of this study to ana

lyze the aotiv1ties and policies of each of the various 

agencies hich h s provided long-ter credit to farmers 

subsequent to 1916, nd to note the far-reaching effect 

whioh any or ell of these activities and policies may have 

upon the Amerioan 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 ederal Far Loan Act was enacted which 

marked the beginning of a nev era for the tarmer--an era 

in which 1t as hoped that the crying needs for adequate 

long-t rm ored1t faciliti,s would be provided . 

It is quite obvious that, in ing a study of any in-

dustry, its financial status , so far as monetary values and 

financial policies are. concerned, cannot be intelligently 

considered without a knowledge of the eoonomio peculiari

ties and oharaeter1st1cs of that industry. 

The farming induotry directly employed approximately 

J0 , 475,000 persons or a little less than one-fourth of the 

total population of the ooun~ry in 1940. ore than one

third of the Kansas popul tion obtained its livelihood from 



agriculture during the same year. 1 It should be recognized 

that although the population figures mentioned above con

stitute the number directly engaged in agriculture, another 

large group of .Americans are engaged in non-agricultural 

pursuits whioh are so closely allied with farming that their 

welfare is dependent upon the welfare of the farmer . Ac

cording to the United States Bureau of Census , approximately 

forty per cent of the entire population was "r\U'al" in 19.30 , 

and 1,151 ,165 Kansans, constituting more than sixty per cent 

of its total population , were classed as "rural" in the same 

2 year . lt 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 outs tanding oharactaristios 

of agriculture, as contrasted with industry at large , is the 

faot that th~ farm operator oan not definitely control nor 

predict the volume of the farm's annual production , In the 

first place the .farmer 1s engaged in a "partnership" with 

the elements of nature; and , although the efficiency and 

skill of the tar.mer has an in!'luenoe upon the product of the 

land which he cultivates , the foroes or nature are paramount 

• 
lconrad 'raeuber, "Changes in Farm Population," The 

Agricultural Situation , Vol . rn (April 1941) pp . 16-19. 

2United ,8tates Department of Gomm.eroe , Bureau of Cen
sus , Census of Agriculture , 1930~ 
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in determining the tarm's produce . Unlike the industrial

ist, who through his ability d power to gu ge his pro

duction to the faction of a unit, the f rmer h s no assur-

nce th this production for ny period of time will be any 

oertain amount . It 1s true t h t while the total annual 

production my be airly oonst nt, the 1ndi idual f rmer 

is not assured of a uniform yearly output. This i cer-

t inly true of the Kansa he t f rm.er who is often he 

victim of drouth, hail , rust or insects . 

The faot th t the farmer has no direct control over 

his output would not in i self be so serious if it ere not 

for some other 1 portant economic oha.raoteristics of agri

culture which affect the eoonom1o welf re of the farmer to 

no small degree. One of these , s Seligman points out, is 

that the proportion of' constant to variable oosts seems to 

be greater n a rioulture than it is in industry. l The 

industrialist, anticipating a fall in the demand tor his 

product and probably a fall in prioe , is uite nerally 

able to decre se, i ediately, the variable c pit l oosts 

.of his industry in proportion to hi deorea.se in frCldUQ

tion . The farmer is not able to do th t to any consider

able extent . Sinoe the farmer's fixed oosts constitute 

lE. H. A. Seligman , Ec ono ics of Farm l elief, (New 
York:. Colwnbia University .t>ress , 1929), p. 47. 
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the greater proportion of his total costs, the cost of pro

duoing 160 ores of wheat may be very little higher than the 

oost of producing O acres. oreover, the cost of producing 

5,000 bushels of wlleat may be very little, if any, higher 

than the oost ot producing 1,000 bushels in another year 

even though the price levels re the same for both ye rs . 

Furthermore it ia interesting to note that it is quite com

mon for farmers to produce ore during years ot lo 'l prioes 

than during years ot high prices, for an extra output is 

necessary when prices e.re low to eet the oosts of produc

tion which, fo1· the most part, re relatively fixed. Suoh 

a polioy , of' course, tends to aggravate the market of agri

cultural oomm.odities by inor asing the supply at a time when 

a decrease in supply would be more effective in raising the 

prioe of farm products to higher level. 

Still another charaoteristio ot land which causes it to 

be a rigid faotor of production is that it cannot be shifted 

from one type ol' production to another with any degree of 

success. Again , to a considerable extent, it is unlike in

dustrial capital which can be shifted quite easily and 

quickly. A wheat farmer ot Kansas, for instance, can ill

afford to plant tobacco even though the price or tobacco 

is relatively hii her th n the price of wheat . Not only is 

his soil better adapted to the growing of wheat but the 
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achinery which th wheat farmer owns can hardly be used 

tor the cultivation and harvest of any other crop . It also 

follo s th t the f rm is not only a productive enterprise , 

but it is a home as ell; and, consequently, it ia quite 

improb ble th t antioipated low prices will drive the farmer 

into another line or endeavor so long she oan hold out 

fin no1ally . 

Of vital importance to the study of the needs for long

term farm f inanoe are the oharaoterlstics: slo" turnov r , 

few laborers , nd increasing oo ts . While the industrial

ist sees his stock turn many times within a month or a 

yea, the farmer raises one crop of heat , barley , or corn 

per year . ature forbids a more rapid turnover. The hir

ing of three times th number of orkers required to pro

duce one he t crop in an effort to produce two additional 

crops will only be done in vain . The operation of the laws 

ot increasing costs nd diXll.iniahing returns limit the amount 

ot labor and m chinery which oan be profitably used on a 

farm to a r latively small a.mount . Again e see the rigid

ity of the arm as compared to industry in general . 

The foregoing discussion of the major economic charac

teristics of l nd should serv to make any state ent re

garding the peeuli rities of farm mortgage finance more 

intelligible . It is clearly evident that some of the char-
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a.cteristics discussed above have a more direot bear1n upon 

short- term and intermediate farm finance than they have upon 

long-term credit. However , eaoh 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 beef

fected . 

Two major points stand out a being of paramount impor

tance to this particular study. 1rst, it has been stated 

that high fixed costs in relation to vari ble costs is a 

characteristic of agriculture . And, since land constit utes 

the major portion of a farmer's capital outlay, it is 

clearly evident that the farmer , at lea.st wllen making his 

initial investment , is ordinarily in need of a large amount 

of credit in relation to his tot l investment . Secondly , 

it has been stated that farming ' is characterized by a slow 

turnover and uncertainty of output . The problems assoo1-

ated therewit.tl quite naturally call for a long-- term type 

of credit . 

The following chapter will serve to show in a somewhat 

stat ist ical m nner the important trends of fa.rm- mortg ge 

credit during the past quarter-century. 



OHA' TER II 

'l'GAGE TitEND$ 

Before an analysis of the functions performed and pol

icies followed by oh ot the various landing ageno1es 1a 

attempted, it would be w ll to brietly examine the trends 

in far - ortgage holdings during the period under study . 

These trends re not only t.be results ot the oh ng1ng eoo

nomio ord r ~h1oh h s oh raot rized the past twenty- five 

years , but tbey , 1n themselv s , bave !1ad a dynamic impact 

upon the oourse ot American history. Myers describes the 

importance ot these trends by st ti tnat "the history or 

tarm oredi t rob.es along 1th the story of the \'lestern 

migrat.1ons as if tie to the wheels of pra1r1e sohooners . "l 

During the ra 1n which land could be pureha ed for 

1 . 25 an ore from tbe government, any extensive use of 

tar credit s quite unn o ssary. However , by the end ot 

the 19th century, tbe l nd Whioh oould be purch sed 1n 

e Credit 
n: Gover 
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this manner b.ud beoOl'lle exh uated . l '? is me nt risin costs 

or f rm rop rtie, more intensive l bor , inor aeed rerti-

liz tion , o o in ry--1n o t, it ea.nt tl t land had 

beco e an oon o scarcity nd 1 t the provision ot t rm 

credit ould b ult1 te neca sity. 2 again yers ex-

plains the sit lit1on : 

Sot e far e , ioh h d r1r t b en 
arr ; then te ture or t rm 11 

inoe th d. ys of the colonists-- n once 
cepted o t sti upon th soci 1 d 
tin nci lint grity ot the farm r ut111z1 ~ 
it--r pidly b o 1 pressing oono io 18au . ,,1 

Thr,oughout tho course or the dev lopm.ent ot farm 

credit her h ve be n periods of 1ld sp oul tive fer or 

in agrioultur which v produo d 

ious that they r still affeot1 

l dJuat ent sos r -

he tar er in o ll 

w y . It is uite obvious that, nil at ti s the f ers 

ore in need 0 a rater vol ot credit , n-:, times 

their sucoesatul or1es tor or dit xt nsion prove to be 

th ir fina oial undoing . To y th t th t ers b ve 

oonstituted th only cl 88 ot peopl ho h Ve so ti es 

follow d u.n iae courses ot exp n ion would e r tr m the 

lz id., P • 1 . 

2.. • • 'ly , d E. w. orehouse • El men ta or Land 
onom1os, (New York: aomill n Co pany. 1924), p . l~ . 

)My rs , £.£• oit ., p . 
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truth . 1oonomic h story proves the contrary. The follow

ing t ble reve 1 in ,st tietioal nn r the broad trends 

1n farm- ort age holdin•s tor th period und r tudy. An 

an ly is of the d t pr n d her , ell as in the 

oth rt bl of thi oh pter , s ould re to develop a 

bet r under t nding of th.e ntire 1 ld ot t r f 1nanc • 

T bl l 

Yer Unit d ;;,t tes s 

1910 3,207,86),000 16.3,)59,000 

1915 4,990,785,000 180, 75 , 000 

1920 , 44 ,772 ,000 344,597,000 

1925 9 ,912 ,650 ,000 505,041,000 

1930 9 ,630 ,76 ,ooo 411,747,000 

19)5 7,785;971,000 357,123,000 

1939 7,070 , 896,00 319,404,000 

1940 .... * ,910,000,000 309,602,000 

O. Ho 

oultur , " ortgage . 
....... .......,,.._,,.,_..,,.......-...... _,.,,.. ........ ._...,_....,..,.._,,,_--!!!,,..,,..,,,-..~_, ( epri Agrioul-

. o. 2); p . 5. 
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The f or egoing table r tbor interestingly rev al th t 

t he vol ume or ortg g or di t, for both the st t ot ~ans s 

and t he United States t large, expanded oonsiderabl,y fro 

1910 to 192; . The rate o·t inor nae during tbis period w s 

209 per eent--the s er te or inorease applying to both 

state and nation . It is clearly evid nt that the inore se 

trom 1910 to 1915 as no inal and tollo ed , rat er closely , 

the normal expansion of gricul ture du.ring those ye rs . 

The .major portion of this pheno en l incro se, parti ularl y 

fro 1915-1920, ooourr d dttring the grioulturl boom' 

days of t''orld W r I. Th effect which this e ~ 01' wil d 

t'ar priees nd 1nore sed 01--tg ge load h s h upo a r1-

cul tur 1n . ne l c nnot b o e1·at ted. The oons1 er ... 

tion of such eff ots 111 be l ft for another ohapter; how

ever, in the oonsid ration of trends , these figuro repre .. 

sent radi ... ul epart 1~e ro the normal up ,a.rd trend 

which s a natur l r sult or th pansion of the indus-

tl:"y • !n f Ct , 1 r e ount .oft incre in tie ort-

g g debt lo d , as 1ndio ted by he 1920 fi ures, ue 

to excessive personal and collateral loa s by co ercial 

b nks during the v, r period hich \ ere later funded into 

real- e tate• secured d bt . l 

l n. c. Horton, Fluctuations in Outstandin 
Mortga e Debt , 1910- 93 , _V'asb ngton : U. s . Dep 
of Agriculture , 1939), p . 16. 
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ven in the tucty or tr d • o ev 1·. it u t be kept 

in nd th t ohan ea int e volu o far - .mort age bt 

re not . neoessa ily , 1ndia tor ot the gener l f1nanoial 

po~ition of grioulture . n incr ase in the ol e of 

rarm- ~ort a. d bts doe not , in it ir , 1nd1o te th t 

griculture is in ales ·avorable in nci l co ition . 

it r does a deer s int e debt lo dot t e f rm.er 

neoe sarily indicat that heh s been pl oed in ab tt r 

t'in no1al condition. D. c. Horton pr ent n ill int-

inc discussion of he f ctor hich re i volv d 1n de-

ter inin the ffeot o<P th mortg g - debt lo 

n noi loo ition f ~ri ul r: 

on t e fi-

On tbe one hand , a ri e of mortgaged bt may 
accompany a gen r l exp n gr1culture and 

y b . oo t d ith ri ing ag,ric ltur 1 inco 
nd l 1 f o , e int e fin noial osition 

oi' f o • ers . On the o l li ilund , rise o 
t.1or tg ge dE: t ay be assoo1 ted with dep1•essed 
a.erloul tu al oond · tions in hio1 ny fa1.·1n o ner 
have to borro, to tide ov r temporary .P r1o sot 
lo\ inco or iv rel ct te seouri y s ded 
prot ction t'or non- re 1-ent te loan . Likcwioe, 
a drop in out~t ding f r,-mort ge db y be 

osoe atod e1th r ·1th an 1 ro ment ot th fi-
nancial posit o of· rioulture , ich enables 
t rm o ers to repay debt , or with dep1~es e 
a,ricultural co ditions , hicl fore n ~ v-
i l y indebt farmers to •ive up t eir ftu• s 1n 
s tist'act1on or heir bts. Cl ges in out
standing r - mortg ge debt usually involve 
co · in tion of tle , v al f o ors . To under

t n t e sign11' o noe o 1ortg ge- debt tr nda 
it is n oes ary to n ly the l(lany other re
lated move1 nta h1oh hav ab rint on the f1 • 



nanoi 1 position ot agrict1ltur .l 

oth r tre do £re t import nee 

lJ 

1nd1o ted in 

Tuble I 1 

ort ag 

he so eh t ste dy dooline in th ount ot 

bt outstanding fro the year 1925 to 1940. 

here is i.nolud dint is period the gr a.t financial 

"boo' of the ye rs leadin up to 1929 . Th ove ent ot 

ortgage d bt ollo in th 1929 coll p e had aom ele

ent in oo • on ith that following tl1e 1920 collapse , but 

in ost re poets it as ark dly dirt rent. Tho sh rp de-

oline 1 o t ge a bt oam in 1932 and 19)) , h re the 

break in tar p oes oEme rouoh earlier . In thi respect 

the po t-1929 ort 1 11 r to that fol -

lowing 1920 . However . Table I lndic tes that ortg ges 

inore aecl tre ou ly foll o ing the 1920 ooll ps tor 

re sons whio have n n ion d, hile mortg e hold-

in ere oonsidera.bly deor -1 

lapse. "I fact , tbe r t of 

an 1931 th n r r tie yaa:rs 

1929 oollap 
') e • ,...., T factor 

inci·e se in ortg e fol o in 

portance in t .. is l t l'" veriod . 

luorton , .2.2.• cit . , p . lJ. 

2~ •• p . 18. 

ed .followin the 1929 ool-

d olin was greater in 1930 

di tely precedi g t 

hioh contribute to the 

1920 a ·e of uoh le s iru-

For , although prices in 



14 

gen rdl ere o ring durin > th y ar le din up to 1929 , 

land v lush be n eolining tor the country s 11bole 

uring t he l920 's• and the olume of transf r ibiah ll d 

been efi'eoted durin this p riod ad wbioh o1ere to be et-

feot~d aft r the oollap re rel tively s 11 . Hansen 

points out th tin opite ot the 20 ' s bein prop rou 

v rs in 1oat~d by the bu inos s oyo e "ther 1s, ow-

ev r, th undoubted faot, or whio oognizano mus b 

t ken, that the decade of ti 20 ' w • pr ponder ntly a 

perlo o bard ti o or rioultu e.•l ~oreover, the 

volume o non- e 1-est t ore it w io a e ten ur.1ng 

a t y ar ed tely sub u n to th 1929 ooll 

very small in comparison to th xte do in 1921 nd 1922 

indicated abov. On reason for this is at , f.linoe 

l nd v lue had b n steadily declining for the oount~y 

s a hol, tbe r rmers were let with vory little e uity 

0 .hie to borro . rtber ore, the nation l fin no1 1 

yste s l ss ble to l nd on y to f r rs 1n t e ay 

ot" 1 tress borro ing uring 1930 and l9Jl t nit a 

af't r the 1920 cr1si. Hano t ther snot such large 

ount of this "e ergenoytt borro lng to be fund.ad into t rm 

mortg slater on, s s t e o se 1n the period follow-

(Ne 
1 • .£ . Hansen , nd. 1'3u$1ness Cycles, 
York: • ' • Nor JI), P• Ji. 
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ing 1920. 

The g er l p ttern oft e ove ent ot ortgage debt 

since l Jl h b 11 si 11 r in so e r spects to that fro 

1923 to 1930. sis indio by the foregoing t ble , 

debt .11 uid tion botween 19)0 and 193.5 w s very rapid .. 

T.h1s period ,ns oharaot.erized by le.rse number of tore

closure proo ed1ngs nd bankrup·tcie which ve e tin lly 

h ltd to cons1d r le ext nt in 19;4 when th F rm 

Credit mini tration beg nits exta siv progr o r 1-

nanoin . erg noy d btor- elief 1 w which ere enacted 

during 19JJ nd 1934 pl ood te pora.ry obstaoles in the way 

of foreclosure actions nd constituted an 1 portant f ctor 

in halting th ab rp deolin 

1934 , th gra u l eol1ne in 

in ortgage holdings . S1nos 

ortgag holding has be n 

due to oontinued roroolo u.r a off rs that ·ere unfortu

nately, and in many instano a unwisely, r . n noed; to re

fin noing prooeedures ,:hioh h ve involv d tl1 soalin down 

of th bt by placing it or in line with farm values; 

nd, lso, to n inorea ed vol of prinoip l payn1ents , 

espeo1 lly on lo ns pl oe on n amortiz tion b sis in the 

period ot large- scale rofinanoing. l 

Throughout t he entire erio from 1910 to 1942 the 

lHorton , .2.E.• ill•, p . 18. 
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gener l movements in tbe rm-mortgage stru.Jture, of th 

st te of Kans swore uite sim.1lo.r to tho e for then tion 

a a hole . Ith s been indicated reviously that the per 

oent of lnor ase in mortg g debt from 1910 to 1925 was 

2 9 per cent for st te nd n tion like . During the 1'1ve

ye r period fro 1925 to l9JO, howev r , th 18 . 4 per cent 

r t ot deer a e in Jr ao .mortg ges a uoh greater than 

t t tor the United States , whioh was J.8 per oent . This 

arked difference was due , primarily, to the large number 

ot foreolosures on ans farms which ere victims ot the 

ild d- est epeoulati e era ot V,orld a.r and immediate 

post - ar days . The gradual deer a e in hol 1 s sub e

uent to 1930 ho that a 8 er oent d ol'etuJ is recorded 

tor tb tion; while a 24 per cent eorease is recorded 

tor Kana s . 1 

Anoth r valu ble approaoh to the tudy or general 

trends, so r as th doll r v lue of ortg ge holding 

is oono rno, 1 trough t e mortg ge loa per aore of 

l nd under production. Table II, on pag 17 ,, shov s the 

a g n r 1 ovem nts of lons-t r debts s as indicted 

by the dat in T ble I . 

s w stated earlier in this ohapt r, an an lysis of 

lTheso p roentages 
plied 111 Table I. 

re computed from the data sup-
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Te.bl II 

• ORTG CE DZ f PEl: C.RE F IAND* 

Year United tates X ns s 

1910 3. 65 J . 71+ 

1920 s.s, 7. 58 

l9JO· 9. 76 8 . 76 

1940 6. 51 6. 42 

*Ted ta in T ble II are obtained from coruputntions 
b 3ed upon fi e gi en on page 534, frioultur l Stat1s• 
t1o , ~al , (U. s. Department of Agriou ture}, and fi ure 
given 1able I . 

the et:feots or "shifting" quities 1n l nd holdin swill 

be de mo e complete in chapters five and 1x; ho ever , 

at stat1atios t thi point rove ling the rel tion of 

ort gag debt to tlle value ot th. seourity buok of the 

lo n should be ot v lue in turth ring t outli in or 
trends and gen ral movements . T ble III , p ge 18, ives 

such infor tion. 
0 

Tile dot as present ct in T bl III is uni .uly 1 por-

t nt to thew lfara or the f arming ind stry. It shows 

rather olearly th , whe1· as f rm- o tga e d bt recordings 
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l ble III 

TIO O ~ JtA GAGE DEBT 'l'O TO VALUE 

jj ]' ID AND BUILD S* 

Year United "t t s ~ e.noas 

1910 9 . 9.4 

1920 12 . 6 12.1 

1930 ' 0.1 18 . 0 

1940 2 . 5 1.7 

*Co u ion b .a d upon d ta provide in souro a 
u d or T bl II . 

r oon ... 1 t n ly ri 1 until 1923,l 'equiti s 

were oons antly di ·in a ins. Just as 1mporta.nt, ho, V r, 

i t e ot tllat, wile Table I sho f' a deare se in ort-

gag ho <1 • subse u nt to 1930, T l I II 1nd1c t s a oon-

tinu d euline in he quity of the f r m r t'or this am 

perio . It ·u t b remo.m.bered th t the welt r ot the 

r rm r depends , in ave y vita ns , upon t e equity he 

hold in hi property. 

Tabl IV on th tollo in p e rves to lndic te the 

l or ga e de t re ch d n 11-time hi in l 3--
10,784 ,621. For th pu pose of siloing gener l trends 

t he 1930 tigur h s been us d. 



Year 

1910 
1915 
1920 
1925 
1930 
1935 
19.36 
1937 
1938 
1939 
1940 

Table~ 

TOTAL FARM MORTGAGE DEBT AND A1JOUN1S HFLD BY SELECTFD LFNDER GROUPS 

(1 , 000 dollars) 

'11otal L. Bank Joint 
Debt & L. Bank Stock l 

Comm. L. Bank 

3,207 , 863 • • • • • • • • ...... -• . 
4, 990 ,785 •• • ••••• • • • • • • • • 
8, 448 ,772 296,386 60 , 038 
9, 912 ,.650 923,007 446 , 429 
9,630 , 768 1 ,185 , 765 626,980 
7 , 785 ,971 2, 501, 824 255,931 
7,638 , 867 2, 853 , 966 175 , 677 
7 , 389 , 797 2,888 , 912 133 , 499 
7,214,138 2 ,835 ,962 104,163 
7 , 070 , 896 2, 723 , 022 87 , 362 
6 , 909 , 794 2, 583 , 901 65,719 

1Ineluding banks in receivership. 

Li fe 
Insure.nee 

Co's 

;86, 961 
669 , 984 
974, 826 

1 , 942,624 
2, 105 , 477 
1,258, 900 
1 , 054 , 770 

936 , 454 
895,470 
887 , .336 
883,414 

Banks2 

406, 248 
746 ,111 

l , 204, .383 
1 , 200 , 456 

997 , 468 
498 , 842 
487 , 505 
487,434 
501 , 450 
519, 276 
534,170 

· State 
Credit 

Agenoies3 

•• •• •••• 
• • • • • • • • 

(5) 
{5) 

93 , 274 
62 , 286 
48 , 091 
32 , 657 
24, 657 
17 , 281 
14,823 

Others4 

2 , 414 , 654 
3, 574 , 690 
5, 913 ,139 
5, 400 , 064 
4 , 621 , 804 
3, 208 ,188 
3, 018 , 858 
2 , 910, 741 
2 , 852 , 436 
2 , 8)6 , 619 
2 ., 827 , 767 

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 

Rural Credit of Minnesota . 
4Including loans ot individuals , Farm Security Administration , mortgage 

companies , and other miscellaneous l enders . 
5unava1lable . 
*Bureau of Agricultural Economics , The As;:icultural Situation, (Washington: 

U. s . Department of Agriculture , May 1941 ), p . 12 . 
I--' 
'-D 



trends or 
ol s so 

ortgage lJ.ol ings in rel tion to th 

genc1 s .1ng uoll lo • 1 

20 

rioue 

into.r tion 

not only roun s out th study or the g neral mo ents in 

the field o r rm- ortg g tin oe, but it serves s 

b a1s for th nalysis ot the functions pertor by oh 

ot t e Jor lendin groups bio will be ruado 1n the fol

lo ing thre chapters . 



CHA III 

THE OLE 0 DE L ACiIVITY 

The developraent of a f eral yste of te.rm- mort .,age 

credit has bad a lon nd intere ti history. 'he Y rm 

Credit dministr t1on , sit exists tod y, is not th 

product of the ftorts of any one gener1tion, but, rather , 

the produot of continuous agitation on tbe p rt of the 

t rmer s noe th days or the Colon1 1 period . ! ny et

torts were ad in Colonial and ,arly State periods to 

establish land bank nd lo n oci tions; how ver , it 

as not until a few years botore the World hir that gen

er land deter ind a ita ion r w tor n tional syste 

or rur 1 credits. This is clearly understood in vi w or 
the fact th t peopl g norally reg rded it he bu in ss ot 

the at to, r ther th n the business of the federal gov rn-

nt , top rtioip te in the busine a tt ire ot the p ople. 

Therefor , 1t i ot urpris1nB that the irst institu-

tions 1nau ur ted ror th purpos ot aupplementin pr1v te 

sources of a ricultural ore it w r state or stat con• 

trolled in t1tut1ons. Various types of r -credit insti

tutions prior to 1916 were 1gnif1onnt in marking the de

velopment ot a federal system suoh as exists to ay . It · 
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bould be o! v lue to briefly consider some of th a in• 

stitutiona by w y of hi torlcal int oduction. 

During the Oolonial p riod sever l Public Loan Of-

tics or ?ublio Lad B n s ire t bli b d to t the 

or d1t d nds of far ers. In~ ot, 11 the original 

thirteen coloni s, save V1rg1ni, or te loan ottices or 

public land nks in the torm of paper oney is u ot 

"batches ot ppr" which were lo ned on the security of 

rel estat. It w s contend by the l nd-owning cl s 

tlat no eourity for mon y is ue could be mor table 

th n land; ho ver, xoeasive issues ot these "batohea of 

p per" result din an artificial redistribution of the 

good of oo1ety in term ot n inflated, or ch aper cur

rency, and in a mann r whioh ub 1d1zed one industry t 

the expense ot others. Th security ot the paper issues 

s over-valued, b d lo ns re de, favoritism of v ri-

ous kinds arose, nd when the borro r tailed to pay, 

new legi lation wa often torthoomln to allo easier 

ter to th orrowers . 

ultitude of vils aocomp nied the poorly regul ted 

dministration of th lo n ottio • However , th inherent 

weakne s or th sy te l y at its very foundation. s 

l. s. Spark , History eory ot A5rioultur l 
Credit in the United States, York: Thomas Y. Crowell 
Company, !932), pp . 77-B!. 



Pot ssor Sparks h s st tod: 

It ar u d t t e 1 est s ouri y ould 
uto tioally li t the ourr noy i au do loan 

o prov de a able edi , but th only 
th c pr1oious 11 of the · over ent l 

a • Th n tural r ul s h terog n-
eous p per curr noy 1th variou degree of de
preciution in the several oolon1es , and th all 
the 11 r vils of n inflated ourrency. 1 

2) 

Thu, it was de on trated that the first att mpt to 

establis gover entally o ned nd oontrolle system or 
f rm- or gag er dit w s a is alt 1lur . It shoul be 

recognized , how ver, th t the failure ot th colonial lan 

b nks did not p ove that l nd b nks 1 per e, are bad, but 

r ther th t the policies d.opt d by their a 1 istr tors 

eie un~ i d oonomioally un ound. 

Fro 1800 to 1860 the "Property nd th •r t "t t 

Banks" er .the outstan in typ a oft rm- ort ge or dit 

institutions. 1h pro erty banks I' mbl d the pre ent ... 

d y Fed ral Land Bank ore olos ly than any a noy stab-

11 hed prior to their exi tence ad done . The ajority ot 

the property bank r loc t d 1n Louis! , Flo id, 

kansas , nd iss1 ippi-- thus, ttl y were d velop d ost 

exclu iv ly in the South. It s the polloy of th prop-

rty b nks to attr ct foreign o pit l into agr1oultur by 
.. 

th issue nd sale ot bonds secured by real est te mort-
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g e. B tin add1t1on to bin pur ly land b nks, th a 

b s lso p rfor the tunction of o eroi l banks 

hich includ the i auano of notes . It 'I 8 1 policy 

of p rto oubl a rvioe, l t ot oi·tg g b nk 

d t, ot co.ullll roi l bank i sui not s, w 1oh us d 

the downr ll o thes ins ution. It . ust be 1tt 

owe r, th·t t! e polioi s of th s b ·n1cs rkea gre t 

step for rd ro th rly pp r · o y l nd b nk ul The • 

p lioi 0 th prop rty bans re 0 oon ativ in 

t th eour1 ties w-: ic th y is u w re upon the a. i 

o ·ort age r pt sen ing argin or v lu. Bu in 

spit of mo e oons .rvative oiicy th se banks led be-

o use or th ir 1nh r nt eakne s of p rforming he oubl 

tunotion sin io t bov . Then ur or th 1r loan 

1ned the banks of speoie. le v1n but little to serve 

a b i to ny further not 1 - u . 

ll d note isau been guar d c r fully nd 
loans ranted w sely1 all 1ght h ve one well , 
ut ther s l ys ere t ~Q,.-uJL~ for long tie 

loans in then ly s ttl d districts; e o th r 
er irr s tible temptation toe ploy the print-

1.ng pr a bountiful aouro of v 1labl unds. 
Th natural cons u no s insolvenoy h th 
nots re pre ent 1n larg u nti ie 
de ption. 

libid., p . 97 . 
2!...!.._., .P • 97 . 
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Th history or th e alop nt of any in titution us-

ually r l tlu a ch n 1 e ~t blis nt pro its by the 

mist ke of the p t. Th th s bee true 1n the dev lop-

nt of 

th t the 

d ral far -mot g ay te, ad it can be a id 

rly- day prop rty banks ·er instr en l in 

o1ntin th 1ay o " t . e stablis nt ot the federal 

1 banlre in 1916 . 

Durin the a period th t th prop rty banks ere 

aper ti , "statett banks re oh rtered ins eral of the 

South rn tat s, ho e chief purpo st tot lending 

t tarmers upon the b si of re 1 eat t. Unwis lendin 

n intl tionary policies , which w re so very oo on a a 

r ult ot e b nk ottici l bing elected nnually , soon 

c used th do nfall of thi _typ of in titution. 

Th only in itution 

fin nci · grioultur ur1 

t blish fort purpos ot 

the firs b lf of tbc 19th 

c ntury, d \vhioh survi ed, ere th g co pa

se comp nie ~ re ni s. T. functions e for d by 

, ti l i oro d. fro the oommerci l ba k policies of 

issuing note. T history or t s in titut1ons r val, 

xp nd to 1 e us uln 

ly, . J . Shultz nd • 
of the Unitod St t o , {N 
p . 5lJ. 

they did urviv • they did not 

.1 

• C 1n 
Yorki 

velopment 
fno., 1937), 
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Th period from 1860 to the date of the establishment 

of th teer l rar loan system was charact rized by vari

ous move ents on t e part of the r rmers for oh ap money. 

These ove ents ere marked by the s e basio thinking nd 

policies whioh c used th oollap ot t arious arm 

le ding ins itutions whioh ho.Ve been ntioned pr viou ly . 

-Fro th tandpoint of n historical approaoh to the ed-

arm Loan Act or 1916, these "move nte 0 , on the part 

of r for bett r or dit f o1l1ti s, are very 1g-

-nit1oant nd re · orthy-o:f mention at this point . 

The ple of the farm r has al y been for ohe per 

mon y , for an 1 lat d ourrenoy rel1eve 0 th btor trom 

th .. ting' ot his mortgag lo a. hen th r sult ot th 

infl ted oney 1 rising prices for the products he otters 

for aale . mh Ora gr mov nt as one of th first er-
fectiv movements throu h which th t'armer, irst, x

pr ssod th ir disapprov lot d preoi tin greenbacks to 

t1tty oe t on the doll r . Their d nd w s or oh aper 

oney , d, lo, th b ndonm nt o the policy of taxing 

state nk not • Th G nger move ent re ohed it height 

1n 1873 and 1874. 

The s philosophy whioh 

ent as r spon 1bla tor the 

w s or ani ed in 1874 nd who 

s b ok of th Gr nger ove

ational Gre nb ck Party h1oh 

platfo in tho 1876 pres1-
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denti l oamp 1gn included a deman or n tional pap r 

ourrenoy , rede bl in int re t - be ring onds. lthough 

th party w def d, the : e sults of th eleotlon reve 

t the mov ment 1 s v ry stron, espeoi lly in th states 

0 t upp r 1 s i aippi V lley Penn yl 1 •1 B yond 

doubt , the Oran er ovem nt -v. ett otive in xpress ing it-

selt through t he tion 1 Gre nbaok rty, but 1n spite or 

this tron sent1 nt, specie pay ant was re ed in 1879. 

Thia d oade sa thos who ,ere di appoint d with 

n t bein uooessful 1th t : tional Oreenbao • rty 

sponsor silver ov ment in Congre • o silv rat 

th t time ias exoh nging in th rket t r tio of over 

seventeen to one, the tre oo1n ge r silver t the int 

ratio would h ve led to sil er displ cins gold . A co pro-

e .m aure a p as d in th land• 111 on Act of 1878 , 

which provided ro t h purchase of at le t 2,000 , 000 

orth o silv -r a month . This oompr ml a ur .P itied 

th f rmers temporarily , nd 1t as not until a few years 

l ter th t it tion grew trong again • .Prof ssor Eliot 

xpla1na w y t e che mon y i ~ue aubsi d or 

ble p riod o time . 

oonsid r -

lo . liot, The F r mer • s c or Credit , (le York: 
D. ppleton d Co pany, 1927 , P • • 

d 



For the deo de of the 1ght1 a . the oney is
sue la omewh t dor nt . Tho crops or o rn, he t 
and o ts in 1880 passed 11 pre ious records, nd 
the price ot corn a1nt 1ned itself so well in 
spite or the increase supply that th orop was 
worth 50 per oent more than in 1878. Under such 
conditions the r rmer te por r1ly lost interact in 

' intlation.l 
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fter a fe years of -st b111 ty, hm ever; f rm prioe 

began to d oline nd fa ers oe an to res. ert the selves 

in terms imil r to thos of the daya of cheap oney move• 

en t • 'I'h ~•armers ' Alliano , wl'1ioh re ched the pe k of 

it po er in 1888-89, de nded th abolition of nation l 

bans, substitution of greenbacks for b nk notes , tr ooin-

age ot silver , e ual t xat1on ana r duotion of publio ex

penditur , nd i ov r ent owner hip nd op ra ion of the 

railroads, who, the fr r oontended were oh rging exhor

bitant fre1C,b.t rte on grioultur loo Oditlas. 

dition to thee and other easures of muoh 1 ~ im.porta oe, 

the 111 nee a lled for th • te.blishm.ent cf a. governr.l nt 

land-lo n bur au to lo n leg 1 tender currenoy on 1 nd 

o.rtg es up to 50 per cent of the value or the land, for 

perio oft anty ye rs, at 2 per o nt interest. 

Furth r effects of hard ti es tor the f rmer brought 

about othor mov m.ents such s th Populist Party and th 

bim.et 1110 oon rover y, hioh wer stron ly uppo:rted by 

libid., p . 2o . 
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the tarmin r i on ct tbe upper 1sLiss1pp1 Vall ey . .ong 

, tl e Populist P rty v a vi t lly 1 t r t 1n oth r t.tii 

br1ngi out r nd unl d coin e of ilv r d 

gold t th le l r .tio of 16 to 1 ,. It e bes i th t 

both ov nt . h d as th ir chief th 

gr at suppl y or cheaper on y 1n th hop ht the bur en 

ot the '£ r er ould , th r by , be 11 t d . l 

om th foragoi disous ~ion o the r tless ss ot 

the rmer durin times of adversity it vould ppe r that 

ny f th ir ettorto ere in v in. d, it ls ru tat , 

fro the t ndpoint or winnin elections and th est bl1sh-

1n or in t1tutions pro idins ore leni nt er dit f o1li

t1 , thy wer not lw ys immedi t ly suocesstul . N v r 

th less, oonti nuous g1 ation , year fter year , id ocom-

plish gr at results 1n t w yo 1nflu noin v r1ou d-

ni tr tion to the ext nt that inv st1g tions into the 

or it nee s ot r culture ere arr ied on . It 'ti quite 

vi ent ti t 00 roial banks. 11 lted s thy r y the 

Fe er l es rve ot , v, re not suit d to et t for 

lon -ter o e it . s ultz an Cain h ve tated th t: 

Savings b n~a nd insu· noe 00 panies could nd 
did pl oe part of t h ir funds in farm ortg gas , 
butt ir resouroes oould not begin to oover 



continent-wide d.em. nd for ioultural c pit 1 . 
A scattered ho de ot priv te inv to s took up 
three- fifths off rm mort gages .l 

!loreov r , a riou.lture was beoo ing industrialized. And , 
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unlike big busines whioh had developed syste of credit 

oo ensurate with 1 

re ined unsolved . 

needs, agrioultur 1 credit problems 

eoognizi 

of not h 1 

th t t he fr er as faced •1th proble 

oceaA to uf'fioient o pit lint e · ture ot 

long-ter loans , President Theodor oosevelt, in 908 , 

ppointed Country Life Coum.1 Pion to study the agr1cul-

tural situ tion. This oo repo ted th·t there w s 

need but de no recom.men tion . 

Nation 1 on try Co ssion. 1 ~ued 

oon afterwards th 

report r gardin the 

f rm- ortg g syste in Germany. A public intere t ew, 

t e Europe n sy te s v er tudied by business organizations 

and reprea nt tive abroad. Fin lly, t e United tat 

Co a ion, a.ppo1nted by \' ilson 1n l 13 to cooperate 111 th 

th er1c n Com.mis.ion hich h d been ppo1nted by the 

southern Co eroial Congress to study the European systems , 

de specific reoo endations whioh la~ to th introduo-

tion ot farm-loan bill into Congress in 1914. ft r two 

years or consider tion, the F deral F rm Loan Act was 

l shultz and C 1 e , .2.R.• ill.•, P• 514 . 
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passed on July 17, 1916. 

It is of sp o1ul si n1fi ano th t the Federal Far 

Lo n J ... ct s t he result of the va ious ov enta thich had 

be n tr oed thro bout the cours of more than oentury. 

The act a not a product of h ty proo dures on the p rt 

of Congress . and , consequently, it ems only pl u .1.ble 

ht th er dit .y tom pro ided by this act oho ld b fr e 

fro any of t h d .feet ih1oh er 1 t.:r nt in ovst m 

called for and provided l retofore . 

The er l Farm Loan Act provided for the establi ... 

met oft ·o types o'f long-term credit institutions, namoly, 

the 1' d ~al L n Bank and t e Joint- otook Land anks . The 

Feder 1 an Dank ystem w patte• ne ft r the ed r J. 

Rs rv . s otem, in that th United St tes s divid d into 

t elv district ooordin to gricultur l n eds d al d 

nk as prov1d d for eaoh district . Initi le pit l for 

eac l nd b k , fixed at v750,000 d to b raised 

by op n subscription. l t w th hope of thos who were 

re ponsible tor r1tin t bill , whioh pro ided or th 

ere tion or th se banks, th t 0 cooper tive s 1r1t 

could be ere t d mon the .far rs . 1 To this ond, provi-

sion , as d ~her by ten fa ers eking loans, t a gro-

te value of ihioh total d not less than 0,000, could 
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organize 

s of t 

n tion l arm loan asQooi ion . t w s the bµs1 -

soo1 tio to 1 n oney in exoa ge or 

ortsa?es ba ed upon not ore t nan i t y pr oen of the 

v lue o t he l nd , or t t nty p r oont of t alu 0 the 

i l 0 • I ch • ortg gor as required purchas 

too in the loan ssooi on hioh rante t loan ount• 

ing to iv per t of bis loa • and upon p y.ment ot the 

mortg e this a too J b :t:orteit d . T loan ssoci-

ation iould · et their le ding c pit 1 by isoounting with 

th lan b nks , th or ge hey ooept fro th f rm-

er . 'h y , in turn , y•e r e uired to puro ase stock int e 

nd an thro 'lhicil oh was oper ti • '
1be a ount ot 

stock "I to l f1 e pr c nt o the value or th ort-

y, t was opod ~ at the ini-i a. eount d. I n hi 

tial capit l stoo hel y the gov r nt could e tired 

nd th t t 

r lo n 

b nks ould soon beco e the property o the 

soo 1 tion"' . u in the f rm lo n assooi ins 

re r uired b owned by , he fr r w o ld took in 

tbe , the r r er, th retore, 

stookhol ers or the l n b s . 

er to be p ss upon by the lo 

r 

ll 

o eoome the ind r t 

uests for lo ns 

comm1tt 8 of th ssoc1-

t1on, t direoto s of ·h a soo1ation , t pp:r 1ser 

represe ting t ho l nd &nk d1ioh would discou t the or t 

ga e fort f r lo as.aooi tion . The l nd b&.nks ere to 
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c uire th i pit l by se:1.11 bond S. our d by th 

o iations. 

ort-

gag lo n oquir 

'!'be ort s, ll ot hioh to b tirst mortg es 

b ed o very s te oar in, ere to be stun rdized, there-

by ere ttr oti security h1ch woul put tar 

orts son P r 1th the indu tx-1 l ecuriti a o f rd on 

the op n arket . It w a oped t t this proo~du uld 

corr ot th prevailing 1tu tion in th f g 

as xpres by T. N. 0 rver ot Harv rd: 

The ark t for r mort notoriously 
poor one . The prinoipl is very simple. arm 
mort a so nnot b st ndard z and old on rad 
or br nd . The t1rst buyer of a ortgage mus t in-

eot v ry olos ly, not only th proper y hioh i 
ortg g d, but th oh ract rot the ortgagors and 

even th d ni r tion ot justice vh r t prop
erty lies . In gener l , anything which h s to sell 
on 1n p ction oes IOt sell or ly li rt n-
d r ized art1cl bioh oan b sold on gr d . 

f ld 

It was hoped that the land bank system ould help to sttill

dardize :far. - mort gage securities, to t he end th t ufti

cient capital might be ttraoted to the country from the 

city to eet the need of the far er . It is significant 

that the land b nks , provided for in the Federal Farm Loan 

et ot 1916, •ere distinct departure from the earlier 

land bank sobem s of tb.1s country. In the first pl oe, 

1 • s. Sp rks , Hi tory and Theor~ of ·grioultur 1 
Credit in the Unit d States , (New Yor: Thom.as Y. Cro~ell 
Company, 1932), for word by 'l' •• Carver , p . xii . 



they ere entir ly divoroed fro oo eroi l banking and cur

re cy scheme • In the second place, they 11 ere purely 1nvest

ent banks attraot1n:r loaning unds by th s·le ot t x-exempt 

deben ur bon s bas don first ortgagee on 1 nd to th ex

tent ot ~enty times th p 1d-1n oapital.l 'oreov r, the 

loans were to be p 1d back on an amortized 

basis and t1ey ·ere to bear interest at rte not to exoee 

one per cent or th n the interest whioh the last aale of 

debenture bonds bore. 

The ederal Far Loan Aot or 1916 also provid d for the 

est abli hment of Joint-stock land banks. These banks w re 

designed to giv ervioe very similar to the fe er 1 l nd 

banks but without the cooperative fe tures nd ithout op• 

it l from the federal tr asury. It w a intend d th t these 

institutions ere to afford private o pital n opportunity 

to enter the mortgage banking field. Eac bank s to have 

a publicly subsoribed 1nit1 l oap1tal or not l s than 

. 250 ,000 "for ed by any number of n tural persoos not less 

th n ten."2 The j61nt-stook land b nks ere permitt d to 

ia ue bonds up to fifteen times tbe a ount or their capital 

1Shultz . nd Caine, .QJ?.• 2il•• P• 515, 

2:Farm. Credit Ad - ·. by the 
s, cir• 

"':::':."l""::"-=--"~ ....... ~ .......... ~~:"T':'~~~-:ir.::~~~'::'"r--,t:~~~-:--i~i+-"i:.;.o, July 
19;8) p . 61; 
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and surplus. Mortgages were to be mad on the same b sis 

s tho e ado by the far lo n ssoo1 tions. Due to re -

sons connected 1th the depressive condition ot gr1oulture 

during the )O's and wh1oh ~111 b di ous ed l ter, the 

joint-stock l nd b nks were ordered to cea e operations 

with the pas ge or the Em. rgenoy Farm R lief ct of ~Y 

12. 1933. 

Th fore o1ng disou a1on h s outlined 1n a somewhat 

br1et t shion the two b nkin ayste th t lf re prov1d.ed 

tor in the F deral Fr Loan ot or 1916. lt will be next 

in order tom ke an inve tigation into th otivitie or 
the feder l f rm• ortgag in titution tbrou out the qu r

t century of time el p 1ng sinoe provision for this s

tablis ent w mad • It 111, lso be lthin the scope ot 

thi eh pter to co sider any other go ernmental agenoy e -

tablishe for ort ge lend1n purposes by l ter legisl t1ve 

enactment, s w ll s, ny oh nges that h ve been dear-

eot1ng them. 

TA lending activities ot the fed r l land banks have 

proven to be quite ext naive duri the fist t enty-five 

years of thei existence. Int ot, according to H. w. 
Torgerson, one-thir or the tot l n ber of tarms of the 

country re mortga ed in 193, nd of th s ne-third, 
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forty per cent w r held by federal agenoies . l At first , 

however. th l nd banks id not enjoy a vory satisfactory 

business . Applications tor lo ns ere numerous , but the 

tin noial operation of th b nlts re limited by the tot 

that federal war lo n b orbed investment tunda that might 

ottl rwiae .h v been invested in f'eder l land b nk bonds . 

1 ttack upon the oonst1tut1onal1ty ot the Feder 1 arm 

Lon Act, which a nots ttled until 1921, lso h pered 

the fin no1 l growth or tbe agency. The middle of the 

2o•s, bow ver, aw re rkable 1 oreaa in t he xpansion 

ot l nd b nk loan, and tur 1 result wa t r tirement 

or o pit l stook h ld byte 'ed ral gov r ent 1n lieu ot 

the stock sub or1pt1ons or the ar loan s ooi t1on . 

T bl IV. on page 19, r ve ls that it w a not until duri 

th ye rs 1920 d 19 5th t any i gnif1oant ount or 

arm-mortga e debt wash ld by the land b s . The tot l 

hol ings for these y rs a 296,386,0 0 d 923;077.000 

resp ctively. rt 1 1gn1f o t bat feder l land bank 

lo ns 1ere not popular in nsas until l9JJ. 2 In 1917 

1n •• Torg rson, "gr1oultural 1ue.noe in th United 
r-tate •, Journal of Land and Public Ut~lity Eoono os, Vol . 
XVI ( · y 1940) P• i§a. 

Bu · srioultur 1 Xoonom1o, F -
oor S (Wa hin ton: u. s . nepar men O \gt' cul ... 
tur 939) mimeo raphed, p. 2. 
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loans made by the re r l enoy oompris d only 3 per oen.t 

of the total loans olosed in Kansas for th t ye r, here • 
4 er cent s t he .figure in 19.32 . The percentages or the 

y rs 1922, 19 J , nd 1924 w r 9, ?, 6, resp ctiv ly- 

the e being the high st peroe tages tor th e tire l5•Y r 

p rio . It w s during these year th ta l rge ount or 

p rsonal d coll ter l lo ns Y,ere refunded into rel es-

t to lo n. The t der l land b nks r funded r 1 ti ely 

l r hare or th s lo n during t ls perio . 

on-f d ral g ncios continu d to their hare ot 

r rm ortg ge lo na until 1933. On J nu ry 1 , 1928 the 

re er l 1 n b k h l only 12.1 pr c tl of the total 

ar morts g holdln s of the country, ad even in M y , 

1933 th .P r oent r .main d ppro i tely the s 1n • 19)) 1 

owever , arked th beginni 

g noies . 

of ne ea or th~ teder l 

The collapse ot busin ss in 19 9, tog thor i ht e 

aft ct it had upon th oney rket , · de rioul tural 

eoonomists a re oft f ot th t f rmers ere soon oing 

to bo in need of large amounts of o pit l 1th hioh to 

r finance exi , tin lo n that would soon oome du . Privat e 

l0on ld o. Horton, Long- T rm Debts in 
, U.S. Depart ent of Cott.merce, ( 1 

---r1nti Oftioe, 1937} p . 110 . 
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funds ere bei g ·ithdrawn fro t he money market s r pidly 

as oss ible , and, oons quently , the government beg n tot ke 

stepa to relieve the di astrous relent t situ t1on .. ich 

ed to be the inevitable result . 

In 1931, Oongr ss prooeeded to inore e the capital or 
the federal land banks by uthorizing th Becre t ry of the 

Treasury to sub or1be for dd1t1onal capital took of the 

land banks to the amount or 125,000 , 000 . t the end of 

1935, trea ury holdings amounted to l J,097,895 or 52 • .2 

p ro nt of the total o pi ali.zation of the b nka .. l As 

stook h l by tbe overnment is re tired , the funds u d for 

its r etirement are .b.eld in th federal treasury a revolv• 

ing fund whioh ma.y gt in be used by the £OVer nt tort 

purch e of took. 

In a dition to inor asing the capi t lization of the 

federal land bank, Congress, in 19:33, took further mes

ures in meeting the credit need of the armers by passing 

the Emergency arm ortgag .. ot to beoo ett ctive on ay 

l2, 19)) . Tlle T:re aury as uthorized to ubaoribe to the 

surpluses ot the various b nlcs, and "the rttoney was to be 

lo wn 1~ o Commerce of the nited ,,tatos , Agricul
tural Credit U der the ]ederal Government, ( aah1ngton B. 
o., ove ber, 19)t'>), p. 9. 
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u ea, in part, in ·in x en 1 ns to e ving fn rs so 

hat hey migh be c rri d n or period of y rs 

inst turn to no l prio s . nl Tb eoonstruetion 1-

n nee Corpor tion as au hor1z d to ke v il ble tote 

Land nk Co 1 aioner 00 , 0' , 0002 to b us d or ir t 

and seoond mortgage lo n a cured by r l est te or personal 

property. hes lo ns re to supple nt th lo na made 

v ilabl byte fed ral l an banks . By law , th 1 nd 

ban ble t len ore t han 50 per a nt o the p-

pr is d lu ot t l n of · tad or C ity and 20 p r 

c nt ot h pe nen , insur ble 1 prove nt . nd, inoe t 

1 w s b l ved t l t .h t ould no provi many es rv1ng 

r r ,it nou 7 un t t L n nk •o sioner lo 8 

oould be ad up to ximum of ?S p r oent of tho "or l 

V l u ot f r X'O rty, re 1 or p rsonal, inolu ing orop . 

bis rgenoy ot l o lowered the rt of int rest on ted-

er l l db nk lo n , and y lo s euft re , t reby . as 

o b sued y th gov rnment . 

Ther e w s al o n ende or ade to 1ncr e the tt o-

l i~ . I . yrs , Coo er t1ve 
l,2J__Q_, Farm Credit +-~T-"~~.-,..;;...:;;;.;~~_,;..;~..;;;---i~=-~--~--

J5r!iit1ng Oftio ) p . 

2:tn 1934 thi 
In 1935 it was r 1s 

2 ,000,000,000. 

ount was inor as d to 
to po~ ibl xim 

800 , 000 ,000 . 
O ' 



tiveness or federal l nd bank ond by adding a government 

guarante ot th interest p y ts to the tax:-exempt1cn 

re tures ~•h1oh th y already pos eased. Bond having this 

ad itional feature re still unsaleable to th publ1o d 

were used solely s collateral tor dva1oes fro oth r f rm 

oredit institutions and the Reoonstruotion Finance Corpor -

tion . 1 

On January 31, 1934 ~ turt r tep was taken to p1•0 .. 

vide fund • Th l eder l Far J. ort age Corporation was 

er ate to 1 sue its ovn bonds secured by the bonds or the 

fader l l nd b nks. The bond or this ne oorpor t1on were 

not only t x exe pt but carried the govarMent guarantee or 
the principal as well as interest paym nts. "Thee bonds 

proved saleable and at th.e end of 1935 this corporation 

held as security for its 0 1n bonds almost 40 per oent or the 

land bank bonds then out tanding," 2 

In ddition to the legisl tion atfeoting the lending 

facilities, the President reorganized the en.zire far eredit 

set-up into one coordinated syste wh1oh ,as cull d the 

Fr Credit Ad nistration. 

lch mber of Co eroe ot th United States , .9R_. oi t. ,
P • 11. 
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Brief ntion s ould be ma.de t 1 po1nt of h 

B n.khe d--Jones Far 11en nt ot of 1937 which provid d th t 

the 1 ist at1on should enter upon a pro• 

B of t'inancln of f rms ty n nts . 1-

tbough the num r o uol uroh se ar 11 it 1 hoped 

th t th continuation or such a pro r 111 ot in th 

direction ot upporting f r 1 e t at value nd in-

ore si the ol 0 oluntary transfers. 

In 1 ot w t h be n t ted, :L·el tiv to th ·ov-

providing for n a and no ot ort g or dit on 

liber 1 or th rm r 
' 

1t is no urpri ing tl at 

th~ t de a l noi. b g n in an oe din ly l rge busi-

n s in 1933. It st t bove t 1n the rly rt 

o 1933, th 

the tot l fa 

de 1 l nd bank h ld but l .l pr c nt ot 

age h ldlngs Of th ountry. St ti -

ies show, ho ver, tbat, by the end of 1936, federal gen-

o1 s ere oldi 33 pro nt or the tot l, n, has 

lr dy be n 11.ieutioned , the f i ur 

40 er cent by h end of 1939. 

tood t approxi tely 

This normous incre s in holdin s by f der l g noies 

has be ~n ue, for the most part , to the refinun.oing of 

loans for e ly h ld y o l, r ty a o lendi noi s . 

T ble V, p ge 42, ives evidence of th t act . Th monthly 

r port ot the r Credit dministration of Nova ber, 1936 
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Tabl V* 

PERCENTAGE O · ED L LAND DANK LOAN P OCEED · 

USFD OR VARIOUS PtmPOS S 

urpoee 

efin noin Indebtedness 
N t1onal F rm .Loan n. Stock 
Loan Fees , eto . 

oha.se of nd 
Gen r l Agricultural U es 
Buil dings nd Improvements 

quip nt , tert 11 r, 11 e
stock, irriga ion 

Tot l 

*Ibid., P • 14. 

1927-
1929 

77 . 2 
5. 0 ------

10 . 0 _ ......... 
4 .9 

·2 
100. 0 

y 1 . 1933 to 
Supt . JO, 1934 

88 . 0 
5. 0 
l . ) 
3.3 
1 . 1 

. 9 

·&: 
100. 0 

reveal that teder l l nd bank nd Lund B nk Oo is ion r 

loan were 85 p r oent l ss for th t onth th n they ere 

tor the e p iod ot 1934. It 1 quite evid nt th t the 

ted ral agenci shave re ohed p k i~ grantin farm

mortgage loans nd that they are now sharing the field more 

equ lly iith other gencies. The oh nges in th loan o-

tivities of he federal genoie or the country s hole 

re quite oompar ble to those for the st te o Kansas . 

Ot p rtioular import noe 1 a study ot ortg g loans 

is that phase which d ala with th t rms ot the lo ns nd 

the costs oonnected thereiith . It ha b en sugges ed that 
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the ter a de by the ederal l nding agencies were ex

tra ely lenient, that is, they were lenient in comparison 

to loans extended by otb.er agencies. 

In the first plaoe, lt can be said that ract1oally 

all or the loans ot th f deral ageno es are de :ror a pe-

riod ot over thirty years, Up to 1924 ll such loans .had 

been de on t he basis or t.nirty y are or or . 1 Since 

that t e. howe er, a few ot the banks have made loan tor 

ten and twenty yoars. 2 The tar loan ot restriots loans 

to term ot not lass than three nor more than forty y rs . 

Service fees to me t cost ot operation a.re charged by 

both the national far lo n 

l nd banks when t he loan is 

aoo1at1ons nd the federal 

de. sociations are per t• 

ted to ohar up to l per oent ot t he a ount of the loan . 

The l nd bank tee is based on the actual oo tot appraisal, 

exa nation ot titl and reoord1ng. If tho loan is not 

elosed the costs ar no.minal . The o t important adv nt ge 

of the federal tar loan sy t in the matter ot costs ot 

loan 1 the fact th t there are no frequent renew ls with 

their reourring costs . 

lEv ns Clark·. The· Intern l Debts ot t e United States , 
( ew York: The ;momilian Co pany, 1933), P• 37 • 

2ch ber ot Co oroe of the United States, 21?.. ill_. , 
p. 18. 
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Sot r a 1 terest obarg ar concern d, und r normal 

conditions the rat or inter st to b c arged far r by 

the l · d k is overn d by the rat ~h1oh t ey find it 

is n cessary to pay on the bonds, inoe tne· r y ouroe 

ot loanable tund 1s the receipt fro bond les. Tbe ot-

f1o1al rat ot interest, ho~,ever, d1ftera some hat from tbe 

aotu l rat hieh the borrower must p y sino he 1 obliged 

to sub orib tor an ount of too quiv~lent to; pr cent 

ot the lo n, and th saooi tion tbrou which h borro 

y eduot an add1t1on l l pr c nt trom the loan. the 

int rest 1 computed on the tull ount or the loan, the 

rel rte 111 be bove th otf1o1 l rate, unl s the d1v1-

dends on th bank stook are utt1c1ent to oompenc t tor 

thi ditterenoe. 

A policy of regulatin the interest rates ot the fed-

eral land banks w a adopt d by Co res hen th ct of 

1916 spas d. This act provides that the r tea charged 

on loans may not xoeed by re th n l per o nt the rate on 

the last isaue ot bond of the bank kin the loan. A 

second limiting prov1 ion requires th.at the rate ot int r ... 

est ch rged f rmers mat not exceed 6 per oent. As sin-

d1oat d previously 1n this ohapter, during the ores vere 

stage or the depres ion this re trietion operat d to ren

der the banks un bl to obtain. through the u ual oh nels, 



45 

surt1o1ent capital 1th hich to perfor their tunotions . 

The er enoy arm ortg ge ct of l9J3 lower d the 

rate ot inter t t t oould be oh rg d by th federal land 

banks to 4! per cent. Lat.er ndments r duoed the te to 

J¼ per o nt. Table VI sbo th ount ot loans th t the 

federal land b nlts had outst ndins in 1938 in rel tion to 

th rates ot int re t cbarg d. 

T ble VI* 

JEDERAL LAND LO S U!STANDING 

19;8, OLASSI IED BY . T. 'S O I 

0 D C. Jl, 

EST 

t te 

4 J) r cent 
4 1/4 
I+ 1/2 
4 3/4 
$ 
5 l/4 
5 1/2 
5 3/4 
6 
6 1/2 

Total 

Amount 

$ 277,058,000 
57,103,000 
12,871,000 
1,320,000 

1,007,448,000 
44,275,000 

506,402,000 
56,000 

74,092,000 
zs2,ooo, 

1.~82,224,000 

Torgerson, .21?.• oit., p , 322. 

The oontr ot rate or 5 pr cent on Land B nk Commi sioner 

lo n ~a established . Thi rate snot out ot line with 

the lower rat as t tor the land banks when it is consid-
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red .th t the larger proportion or t Oommisa1oner loans 

wer secured bys oond mortg ge. 

Another ery 1 port nt ale nt in ~1n f rm loans is 

the appr 1 lot th prop rty to be ortga ed. This is 

sp oially i portant ino 1 t affects. th a ount ioh the 

tr. r y borrow a well the s tety of . l naer' 

pr1nc1p l. Aocurat ppr isl off rm properties have 

oonst1tuted one or t h major proble of any farm loan 

ag ncy. 

The original rm Loan ctr quired th t loans should 

b b sed on th v 1ue ot th farm for agricultural purposes 

d t t inco e should be t he pr1no1p l . 1 nt in th 

v lu. Howe er, it a soon reoo 1ze by th eder l 

arm ~oan Board that farm inoo e is v ry unst ble and un• 

predictable over a period of y r. Con equently, in view 

ot t e in:t'lat d farm v luoa ot 1919, the Board set 100 

pr acre a a ximum, re r less ot the current elltng 

rioe. It s the polioy ot the Board to require the iand 

banks to protect themselves ag inst oanible f uture depre

ciation ot the ourity ot the loans and lo to prevent to ' 

so extent the evelopment of land sp oulation wh1oh ight 

r ult in xce sive land alues . 

'l'he decline in fa 1noo 1n 1930 nd 1932 lowered 

current farm v lues to such an xtent t t 1n ny in tan• 
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oe thee v lues re inadequate to support loans or sur

t1oient size to be ot pr otio l use. Theretor, in order 

to meet ore dequately th needs ot th industry tor credit. 

the "no l" tar. inco e a dopted basis ot value. 

Exh ustiv tudi s of the OV nt or tar price over a 

period ot years r ault 4 in a conolu ion t at the prioe of 

_tar~ products er likely to be tabilized at a level ap

proximating th verage for th five years , 1910-1914. 

Appraisals are th r tore no made as nearly s possible on 

the b 1a ot the probable e rni po er ot the tar 1n the 

hands ot tbe ordln 'l!Y tar r 1th prices t t e 1910--1914 

level . In ppraisin th property. howev r, consider ation 

is given to other actor bioh y 1n1'luenoe the inoo e , 

such as possible oh ng in economic d p ys1oal oond1t1ons 

1n th p rt1o lar _egion, s itts of popul tion, changes in 

types ot f rming, in the de nd fo agr1 ulture, etc . It 

1 appar nt that tber ar no speo1t1c and "oloar out" 

ori~eria hereby the lue or a farm c be Judged . 

Throughout thi h pter the role of federal activity 

1n the busine o tar - ortgage 1 ndi h s b en under 

consideration, A pre entat1on o:f' the history ot events 

hioh l d up to th a Lon ot of 1916 ha een de . 

It ha oe n shown that this ct er ted an agency in the 

fe ral land bank, ,hich s beoo the world's large too-



48 

oper tive . l It can be truly ata t d t hat the federal land 

b nkst lo 1th t he lending oap city of the ed ral Farm 

ortgage Corporation , h ve pro ided a sutticient supply of 

or ditto eet t hen ds of the tar ers in all p rt of 

the United St tea . '/beth r or not the f'eder l lending 

eno1es hav at all tie n>r d for t he reatest possible 

good for all tar era is nth1n t e soope of another ohap ... 

ter , but it can b a id in ll fairness t h t these ngen

o1es h vo nswered the ce.11 of the r er tor sufficient 

supply ot orodit on l nient terlllS . 

litjyer , il• oi t ., P• l. . 



CHAP ,t;rt IV 

LI I I SU CE 00 'A. IS: A VIT L O ~cE 

0 IT 

Th n tu.r of the fin noi l otr eture of lit 1nsur- . 

nee oo panies de it po s ible for them to pl y 

Jor role in tlle field of :fr - mort g 1 nd1 aotivi• 

tie . Th f ct th t the ajor portion of he funds held 

by lite insurance companies is der1v d fro p e iu.m p y-

ents, which re long t e b tor 1 burse ents are 

n o ss , l o the in a un· ue position op bl ot 

eet1ng th lon -tor er dit n ds oft ' l". r. ,1th 

th xoeption of eriod of rolon d d pre on , during 

wh1oh lt often beoo es n oes ry for lif in ur 0 00111-

p nies to liquid · te their holdin j it is posuible for 

the to nt in l rge er o nt or their c pit l in the 

rorm or fix holdings suoh 

et bli hment of ta -lendin 

o t go . Beto e the 

enoics by the overnm nt 

in 1916, lite in,-uranoe cop n sh d been ctive in gr nt

ing mort g lo ns to grioultur lists, nd ltbough their 

rel tiv 

during t 

noe deere sed to oonaid rable extent 

pr ssion of t JO's, they continue to serve 

the 1arm1ng industry in ~ht cap city in no small y . It 
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1s because ot their unique ability to 1nv st in ta mort• 

g ges th t they merit special attentiQn in any tud or 

far - mortgage tinanoe. 

I 1910, lite insurano c ~ n1 held 12.1 pr cent 

ot the tot l f rm- ortgag holdi soft country. By 

192, this ount increased to 22.) per oent; and, although 

'the d pression or the JO' c used them to 11 uidate 

great amount ot their holdi in 1·eal t te, ·they still 

held 12. 6 pr oent 1n 1939. Their 1939 holding, relative

ly s · 11 s thy ere, exc ed d tho h ld by the Land 

Bank Co 1ssioner or the co rci 1 bank . 1 Thy were , 

how ver, s ller t n the oldings of 1nd1 iduals and t.he 

federal l nd n • 

B tor ny d tailed aots, rel tive to e xtent or 

the aoti 1ty ot e life insur no companies in th r. 

ortgage tield, 1:1.r pr ente • it ~ould be well to con• 

aid rte or an1zat1on l taoiliti through hioh lo ns to 

the r r. er er e ot at d . I t a ould be bered h t 

th Jority ot the oo.:np 1es thut r int sted in real 

tate mort g r located in th tern p rt of th 

lT porary Jational ~conomio Co 1ttee, ot 
Laga panies"; Inv tlon 
ot c er ,Monogr ph o. , 
(Was 'Oft1oe, 1940) .P • 34-5. 
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United States. Con ~quently, it w s necess ry for these 

oo panie to erea.t som kind of xed ary ag ncios th.rough 

which the loans to rs could be clos d . Four gen-

r l etho ere • veloped by wh ich fa ers wer able to 

eure lo n rrom lit co panl s: (1) Through a branch 

o:t':f'ice or aniz tion aintained byte lit co pany ; (2) 

the loan oorrespond nt system hioh s the o t popul r 

et od; {)) the oh ck: letter ethod which s a -ve.ri nt 

on th oorrespondent syst ; and (4) purchas ot locks 

of lo ns ithout pecifio oon idera ·icn of indi idu l 

1te s.l 

The branch oftioe ayste, although 1t a not used by 

many ot the lif companies, prov d to e ery sucoesstul 

bet en 1919 and 19)0. Th oo pan1 s usin this system 

maintained as laried representati in each region in 

hich they eaired to solicit bu 1ne s • . '.fhis officer es

tablished ari ortice and handled all ppl1cat1ono 'lhiob 

oam.e in fro those w.llo had been d · ign ted e lo n broke s 

tor the oo pany. '?hos ho we designated as g nt tor 

the oo panies er loo l en l ho er not only thoroughly 

ac uainted 1th far er but ere f iliar witb the farms 

ot hi particular territority a 11. The agents ere , 

lA ., M. :oodrutf , r . • Far "ort ~a1;2e · . ire In-
s ~an1es. (Ne Haven : Y leniver 
i93 • p . • 
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tor the most part , b nkers nd fire in urance :represent -

tives. It e ed obvious th t men aoting 1n t esa cap oi

ti s were well fitt d to perform the duties or fr lo n 

brokers . 

Th brokers or agents received a c sion fro th 

borrower on the lo no ~hioh wer closed by the . In eaoh 

c e the g nt 1nterv1 wed the appl1o t tor th lo n1 

made a per onal inspeot1on ot th property to be mortge.ged• 

pprais d it, nd th n fo red th applioation to the 

branch ottiee . Tb br noh ort1o checked the applioaiion 

and in turn sent J.t to t he he d o.f't1oe ot the oo pany wn re 

1t wa eit er pproved or rejected fter havi 

again. 

b in choked 

If he rlsk w a aoo ptabl to the had otfioe or th 

company th mort0 ge p pers wer t .h n drawn. 

The p per , tog th r 1th oheok tor the 
ount ot the loan. er then ant to th branob 

ottice. Th branch of.fie arra ed for the exe
cution o the papors . The money seld.otn ent d1-
reo tl1 to the farmer ; usu lly the branoh a ager 
p 1d the r r er 's debts tor l11m. Those pay ents 
frequently involved the liquid tion ot exiting 
mortgages and oth r debts nd a commission to 
the looal a ent. h b lance, it any, ent to 
the fr er. 
'l'h~s ethod of closing loans ottered distinct ad .. 

t seo to both th borro er and the lender. The borrower 
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profited by th ot that thee · only on •middle 

1nvol din negot1-t1n th loan, n one uently, tbare 

only one oo s ion charged. t re, yr son 

ot th tot that the branch office s part ot com-

pany • 1 ts l , nd did not d p nd upon oo 

poss1bl 101· it o pay the 

ll ;paid di n ind it neo 

xistenoe, it 1 

nts ho re ,i 

ions for its 

g nts rell , 

ry to ao-

o pt pol a tions for lo s ln h1ch the ri k s gr at .• 

Oonsequ ntly, the ort ge porttol1os ot the i uranoe 

oo p ie using the branob·ot ic · ethod could be fille 

· with high r e o o t,g g • 

The loan oorrespondent syst haij b en b o t pop• 

ular ethod used by lite co panies in olosing farm

mortgage loans. Th S oor sponden'ts re t e 8\100 SOl:'$ 

to the mortg g lo n oo p ies which had b ·n doin b 1-

ness prior to l.89) s inte~tJ.3diar1es b tw en astern len

ders nd 1estern borro era~ Shortly ter l 9) th in-

suranc 

ing for n 

gag comp ni 

acted bu 1ne 

h ld lar e c ah r serv sand ~e look• 

opportunitie . • 'l'h we tern ort

or " orre pond nt , ·hile th y l o trans

tor ban.ta and pr1v te 1nveetora, toun4 that 

life co pan1es w re very ea•er to increase their f .. 

ortgag in tent• and, cons qu ntly, ost of th ir 

busines a on tor th • During th peak ot ta -
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ortgage 1nv st ent ot1v1ty tort lit oo panies 1n 

1929, 91 . J per aent or the lo n olosed by lo .n oorrespon-

ents in the seven eat North Cen ral st tes, ult1 tely , 

came into t e pos ession of the 111' insurance ooapanies . l 

The f i gur to Kansas w s 70 . 4 per cent, which w s the 

lowest figur recorded tor any tate 1n the Vest North Cen

tral re . Private investors took a relatively high per 

oent or th lo closed in ansas by th loan oorrespon-

dent s . This accounted or the f et that the per cent re

corded tor 11fe oo pnnie was r lativel y lo . 

In ll case the correspondent got its appl1oations 

tor nevi business from local agents who ere paid a co s

sion on all new business produced . The correspondent then 

oulled th s applioations and sent the b st ones to the 

ho e off1 e of the lite oompany. l ere t ey ~ere inspected , 

usually by f nanoe committee2 as required by law in many 

states . .nd the oorresponderrt ¥• s not1f1 d th t t e oo -

p uy a or Is not d ispose to oonsider the lo n , It the 

lite co1pany replied th tit ould oonsider king the 

loan , the oorre pendent prooeeded to draw up the mortgage 

1 • • Vood1•uft , Jr ., :Fo.rm In-
sur N w Ha en : 1937 ) 
oit uary table issued by the Bureau of 
Agricu.l oe , U ited St te D part nt of .t'gri-
oulture , • ographed . p . 9 . 

2spark , .2.E.• ill_., p . 194. 



papers and then lent the •oney to the tarme~ out of its 

own fund. This wa ll don, however, before .th corres• 

pondent as ssured th t e lit company ould ao pt the 

ortga e. In most cas s th in ur nee eompany ould pur• 

chase the mortgage from the correspondent, but if it re

tu ed o o o, the eorre pondent ould veto e1th r 

pl ce it in its own portfolio or ll it t o le a dis-

ori nating 1n e tor. So e orrespondents 

to personall guarantee the af ty of th 

old, by pro.mi 1n to uy th baok at any t 

ent so fr a 

rtgage they 

• Th1s 

polioy vas responsible tor the insolvency of any ot the 

aorrespondent during th )O's h n the 1n tU" nee cop •• 

ies were gr to decrease t e1r t age holdings. 

The inoo e or the c orre pondents v,as d riv tro 

oo , eion, service eh rgea, and omotim 

ot the gross int re t. Th co ss1on 

e. peroent se 
oolleot d by the 

correspondent by withholding art of th prooe da of the 

loan r ceive fro the lite oo pany, The r in er s 

r tted to th borro er. The oo sion usµally ounted 

-to f1tteon tot enty-tiv dollars pr thou anu.l Service 

oharges constituted a very small souro 

collected tr th ·borrow r t the t 

of inoo · d were 

the applio t1on 

d. ro ntage ot the gro 1 ter s t w s collected 
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bf th correspondent by one of two ethods. Sometimes the 

oorrespondent ould collect the gross inter st trom th 

borro er d ould r m1t ll but a oertain per oent to the 

co pany • . In other inst cs, the co any ould oolleot the 

int re dir otly :from. th borrow rand would then r it a 

o rta1n pr cent, usualiy rang1ns fro one-halt to l per 

oent, to th orrespondent . Th loan oorresponde t ethod 

vms v ry uoo s ful p until l9l8; h 1 vor , 1n the period 

tllioh followed, th re as ad oom~etetive scr bl for 

souro o invest ent, and tne· natural oonaequ noe the 

lowering of ata darda upon 1hioh loans w r• ba ed . tower 

st ndards re ulte n l ger loan 1n proportion to the 

v lue ct tlle seourity-th1s in turn iad to n undesirable 

toreclosur re ord during th course of th gt t d prea-

ion . Sine th oorre pendents ' inoo e was derived fro 

oommi s1ons , lhair . pi-1 ary oonoern s that or- quantity 

r tb r than_ quality. 

It 1 i tero ting to note ht th one oompany whioh 

de all ct it loans thr ough 1t own branch ottioe had 

sub t ntiolly b tter tor closure r oord th n thoae h1ch 

de lo n tllro b oorr spond nt ."l Thia pe ks well tor 

the branoh office eyate tho h 1t snot u e so :x• 

t n 1v ly. 
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Two oth r thods by h1oh th lite oo ni ade 

rarm .. morts ge lo ns. n hich ere n ed bov, re t 

"oheok lett r ethod and th puroh ot blook loan . 

Neither ot th se tho er u xt nsively- but 

at this po1nt. 

riet 

explanation of eao should b 

The oheck l tter ethod ao u ed, pri rily, h n the 

lo n corre pondent nd1n in ll vol or 1-

nes or nth life oo p y did not have oo pl te oon• 

tid no in it . 

ot tihis ethod. 

oodrutt pr ent s ucoino xpl n ton 

In oh _ok lett r o e • he oo e~pond nt e 
his 1nspeot1on ot t e property and for rded the 
into tion to the hoe oft1oe. !h orr pon
dent id not olo the lo n , but waited tor det-
1nite ord th t th oo pe.ny- had ppro d t e 
applioation . The oorr pondent then dre th pa-
per d nt th to th ho ottic , in• 
surance co pany inspeot d th papers nd , it they-
were satist ctory, s nt t b ek to e oor e -
pondent together 1th oheok to the order ot the 
borro er. h oorrespondent had the borro er .ex
ecute the p per nd him the check. tt r 
th1 w~ don, the oorre pond nth d t colleo~ 
hi co 1s ion fro the tr er . Th syste got 
it n er o the f ct that t e ·cheo wet ou in 
the l tter in li u of deposit to the credit in 
an ea tern b n .1 

1 large Only one lar e co pany d lo 

block of ortg ge . Und r this 

by puro 

the tern ort

i es would 

and would sell th 

al rg n bor of lo s 

o th lit ao p ny in bloo • ('o • 
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times blook ould ount to o v ral m1llion dollars. No 

in peetion: er th ecu.rity wa made by the lite cop ny, 

and oons quently, these block ot'ten inelu.<ied so very 

poor r1ek. The ost sucoes f'ul operation of this yste · 

occurred hn European mortgage oo panies , ho had exten-

aive hold1. 111 tr rtgag •S 1n th United States , were 

anxious to liquid te th ir holdings ln 1914. 'l'b1 gav$ 

t e 11.f insuranoe oompa:uy a cl ce to b1.1y la1•ge bloc s ot 

s und ortgag e. 'fh system, a a hol . , ho ver, w not 

succ a tul, nor wa it widely used. 

The tour principal tho which th lit 1nsuranc 

co: pan1es d 1 investin 1 orte e b ve been 

con id rd abov • It hould no b vorth h1le to oonsid r 

the l th ot the duration or th lQans r nt , int rest 

rat a oh rged, n.d he volume o ort ge held throus out 

h period under t:udy. 

Acot>l."ding to da.t supplied by an . lar .1th a er

age term for loans closed by lite co.mpanie , as of January 

l, 1924, · as for ;.6 years . Tb pro .nt or tho loans 

010 e tor one year tr wa 4. 4; 13.3 per oe t . \! re 

close tor p riod ot two t.o four years; 64 . S per o ali 

er • clos d for five ye rs; nd, 17.1 p r cent 

. 1:mvans Olark. 'rhe Internal Debts or the United States, 
( New York: The Macmillan Company, l 93 3) ~ p'. 37. 
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tor p riod oft n to thir y y ars , no loan b tng de 

o long r p ·100 by th t te. llowing th t date, 

ho ev 1 n have be mad by life co p nies for 

lon r p riod . So.me comp u1e m ke thirty- our and one

or iz d lo ns. These lo ns are r paid by add

ing bout l pront o the principal to the r ular in-
ter at ra eaoh y ar.l Th ortization plan w not 

popula1· wi h 11 e comp nies until tter the reoe t depr a-

ion oft 3o•s. report ot 177 CO"paniea in 1921 re-

veld that only 6 were ranting l n on an ort1zat1on 

pay1J1ent. b si .2 Tll oompanies did not 1 ho ever. deny the 

ortg gor the pr1v11 g o payin part ot tie p inoipal on 

p cifi d d . e, tor as rly a 1914, m ny of he co pa 

nies de loan in sas 1th pro i ion t t the ort-

gor ooul reduce the pr1noip 1 by ·100 or ny Ul.tipl 

th reot on 1 terest p ying dates.J 

Due to th fact tl1 t th oo t or closing lo n is an 

appr o bl 1te I t 11 e insur nee cop 1 ah v a oi ed. 

es, 
rtmen't o 

(Washington: Government Pr . , • • 

3oeo. E. Putn , n arm Credit in Kansas", Th Amer1oan 
................ -.= ............. ---.... • Vol .• V ( roh, 1915) ·PP• 27-28 • . 
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1 lo n tar ot low valu. on quentlr , the 

r ge siz or f loan w 1oh v be n e o e by th 

1 rel t1 ely l z e. It oul b tat h t , f r the 

st rt, lit insure.no o mpan lo n • rem de for not 

ore th n approx t l.y 50 pr c nt o t e lu ot the 

t i nd nd buil ings., no e er , h lo polic1 s ve 

ohan oo 1 rably :1.n r -0ent year, sot a thy no 

b e th ir lo ns on t e r in ~ po r or th 

r mortg ed. 

that 

The t of int rs C g by th 

lo ns 1 1 y o ital~ ortance tot 

l"'tg e on ta. 

it 

i t prino1p lit in cot of b rro i g oney. 

ble VII, o pg 61, indicates t ·ea era rt ot in• 

terest care on t rm- rtg g lo n in e United States 

by lit com anies over p rlod ot t enty.five y r . The 

d ta . :s1 en oen be suppl ed 1th 1 ro tion fr the 

T poary tion l oonomio Oo tt ot the Sen te which 

found th only hre ot th wenty- ix leading in uranoe 

co panie d n • arm ort e.ges at oontr ot rat s av•:r• 

a ing ore nan 5 pr c nt !n 1938, nd lightly less than 

one•half th co ~anies reported aV$rage i-ates exceedi g, 

pe cent on l ort sown d byte in th t y ar . 1 

1F Credit Administration , ]'arm Cred!t Quarterlz , 
21?.• o1t., ( rch 31, 1940) p. !,. 
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'fa le VII* 

AVERAO Tw.~ OF INTER T CHARO BY LIFE Il SURANO CO 'A-

I 0 • ORTOAGE LO 8 IN THE U. s ., 1910- 19)5 

Y ar 

1910 
1915 

9 O 
1925 
1930 
l9)S 

*Oo putt on 
e ional '!'rends ot 

bas 

Rat 

$.6 
6.1 
6.1· 
5. 5 
5. 8 
5. 5 

given b orton , 

• • 
• • 5; 

ltur 1940)·. 

These data 1nd1o te decided reductions inoe 1932, · hen no 

oompany reported n average rate le s than 5 per oent _on 

e1ther new mort ages, purohas money mortgages, or all 

ortgages . 

In addition to the usual intere t charges on the l ire 

co pany loan, there re the oost of olos1 the lo ns as 

was indioated earlier in this ohap~er. Often ti es this 

oost is overlooked in detern:dning t e comp r tive dvan

tage 1 loans made by v rioua classes ot lenders. but one 

on oaro ly afford to.do that when the coat is aa signi• 

tio nt sit is . Usually on a five-year loan there has 

be n 5 per oent oo ssion to the agent, whioh increases 



the rate or inter st by l per o nt. Sometime.a this in

or ase .a 2 per cent but never hi her .1 

It has be n indioat d by Table IV on page 19, that 

lite 1n uranoe oo paniea made rapid trides fo rd in. 

building up their fr. - mortg ge inve tments during the 
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first t ~o decade ot e present century. It 1 interes-

ting to aote that by tar the l rge t per oent of -the loans 

oloaed by th life companies ere on far: o.rtgagea in the 

mi dle-western st tea. coording to oodrutt, in 1930, 

· 79.41 per cent ot the total farm ort gee held by th 

11 oo panies w re located in twelve ddle-w tern 

t .tes ; 13.85 er cent re h ld ins ven south-central 

st tes; 3.42 pr cent in five south-e stern states; and, 

J.JS per cent er h l in tiv states of the i' r west. 

or the tot 1 ount hel in the mi dle-western group ot 

st tes in 1930, Kan as ranked fourth 1th 6.94 per cent or 
the total held tor th t group. Iowa ranked first having 

the high p r oent ot 26. 70 • tollo ed by Illinois Ni th 

10.03 per oent, and M1nneoota with 7.15 per oent.2 or 
.the tot l lo n outstan ing in Kansa in 16, more than 

Putn , .22• oit., p. 28. 
2 oodruft', .2.£• ill•, P• 4,. 
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one•third were held by lite insurance oomp iea.l 

Of the total lo ns outst ndin in the Unit States 

in 1914, life in urance loans repre ented 37.482 per oent 

of th total, and rourte n. year l ter (1928) they still 

held 34.93 per c t of the tot 1. thus a ost retaining 

lative im.portanoe s lending gency for theirs e 

tar ers . en though th ir rel tive portanc d clined 

so what during this p riod • it beea indio ted that 

th ir tot 1 holdi gs tnor a • By 1928, th life compa-

ni s r obed th ir p akin ol e ot lo utst nd1n . 

The f ortgage accounts ot th oo pe.ni s s 

ol h ve be n st adily oo tr cting inoe 1929. ot1on 

b r lt to oo 1d rabl 

el tate bold1n s inore 

t nt rrom. for olo ures . 

fro 220, 00,000 to 

71) , 000,000 betw en 1932-1937. and th1 ocounted ror 

about one-h lt of th eor e 1n lo ns h ld.4 

l H. G. oulton , inoiples or nking. (Ohi• 
oago; University of Ch!oago Press, l. 

2a. L. Cox. "Lite In uranoe In es ent ~th Speei 1 
rereno to ortg ges', ( eport sub itted Do ber 

9 , 1915 t the 9th Annu 1 !oeting or th Assooiation ot 
Lit Insur nee a1dent ), p . 7 . 

3'.1' por ry 1onal ~cono c Co t t ee , ~• ill•, p . 
345. 

4H •• Torger on. "Agricultural Finanoing in the Uni
ted States', Journ l or L nd and Public Utility Eoo 
Vol . XVI ( y , 1940), p . 201 . 



A oons1derable portion ot the reduction has, lso, 

been due tor financing- pproximately 15 per oent or all 

ref1nano1ng mon y of tb ed ral l nd b nk and the Land 

Bank co s'ion r went to life insurance co paniea . This , 

1no1d nt lly, permit n intere tin o~ parison bet een 

life co pany nd other rarm loans . The lif companies 

held in 1928 about 26 per cent of the total farm- mortgage 

debt eligible for federal retinancing. 1 Thus the ·11te 

oo panies ocepted l ss a~ i tance tro the F 

d 1nistrat1on than th ir proportional holdin of loans 

would h ve indioated, and th& other investors proportion• 

lly more. 

'!'he steady contraction or loans sinoe 19 8, on th 

part ot the life comp nies, decreased th 1r per oent of 

total holdings fro th high per cent given above tor 1928 

to l'.3 per o nt in 1939.2 Thee figures, however; should 

not be interpret d to nth t the lite oo pan1es ave 

lot all interest 1n m in farm-mortgage loans. On the 

contrary, they h ve oontinued to be ctive 1n the t1eld . 

Percentage changes in the amount or tarm mortgages record d 

. ·oodrutt , £m• ~-, p. 165. 
2 a Credit dminiatr tion, d1t SMarterlz, 

U. s . Department ot Agriculture ( n : Government 
Printing ft1oe , ,ay 1941) Vol. VI, p . 5. 
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reveal th t the lite comp nie increa ed their lending 

otivity by 162 pr cent fro 1934 to 1936,1 and the re

cordings tor 1938 ere e timated at three t es t he volume 

r orded tor 19)4. 2 Thus , th lite 1nsur nee co panies 

not only played a very portant part in the agricultural 

develop en t of the iddle '1e t, in partioul r I but they 

re continuing to ply an aotive rol in the field of tarm

mortgage act1 ity. 

1Farm Credit d 1nistr tion , onthly arm 
eoorded nd Foreolosur Sales, 36, 

eograp ed, p . l. 

2M •• egan , tion l~36-l2J2, 
U. S. t nt o 548 (~a hington: 
Go r en Prin in ice, Ootob r 939) p . ) . 



CHAPTER V 

T I 0 OLE 0 OR AO OIES 

In any study of far mortgages the t deral agencies 

and the lite 1nsuranoe co panie demand peaial attention 

as tarm""'.mortgage l nding institutions; howev r, no study 

ould be complete it it ended 1th the consider t1on ot 

those agencies alone . It is true th t they represent the 

l rgest single lending geno1ee hich have b en active. in 

the rarm.- ortgage field, nevertheless, it 1s s1gnit1oant 

that they hold but approximately 50 per cent of tlie total 

·rarm mortgages in the United 3tates today. h other one

h lt of the total ortgage loans outstanding have been 

ma e by Joint stook l nd banks, comm.eroial bank , state 

or dit agencies, pr1v te individuals, Farm Seourity AdJn1n-

1strat1on.1 ortgage oo pan.1 s, n other mi cell neou 

lenders. This group or lending agenci s shall be th ob

Jot or consideration in th1 chapter. 

Th joint took land anks re .priv t ly org nized 

1Alt ough th arm o ourity Ad 1nistration is f d
eral agenoy, it tar - ort age lend1n activities ar 
merely of s con ary 1 portanee--henoe, it 1 cla lfied 
1th he roup ot oth r lend r . 
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in t i tutions chartered under provisions ot the de:ral 

Farm Loan Act of 1916. A aa st ted in Chapter III, the 

stook of these b nks vres subscribed by the in e ting pub-

110 , none bing owned by the United States Gov rrunent. 

o the purpo e of obta1n1n rund ·dth which to make 

loans, Joint stock land banks were mpowered under the pro• 

vision of the Far Lean ot to 1 ue bonds in n a.o10unt 

not to exe ed tiftee-n times their oapital and surplus. 

These bonds ere xe pt trom t xation . 

The director of e ch Joint stock land bank re eleo~ 

· ted by the tockholders • and the directors in turn elect 

the officers or the bank and oont~ol its polioies . The 

Ja Cr dit Administration ha gener l supervisory utho~

ity over the Joint stock land bank, howev r, and appoints 

r oeivers and directs the oonduot of joint .stoek land bank 

rec lverahips . L 1tat1ons nd ter of mortg ge lo ns by 

Joint stock land b nks ere the sa e s those for federal 

land bank loans . 

The joint stook land b nlcs experienc d ny problems 

in th ir early days of existence similar to those experi

enced by the federal land banks . Ot pri ry importanee 

s t.u t ct th t their 1n1t1 l bond i sues o at a time 

when they comp ted 1th the government war bend 1 au s 

during tb. fir t v,orld r. Consequently , the banks were 

unable to enJoy a. very extensive volume of business tor 
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o e tim. Moreover, sinoe they ·ere required: to loan 

money at a r lati.vely low rte or int rest, their protits 

d end du on l rge volume ot business~ er tore, 

ny or th bank exper1 need t1nanoial. d1ft1oulty , and 

the co :Pl te f ilure ot two or the banks had a bad et:feot 

upon the ale or the joint stook land b n.k bond on the 

op n rk t. It. v. as soon ma.d olear, however, that the 

b nks r not jointly liable to on another and that the 

tailure of on b llk did not neoes arily atteot th tatus 

ot the others. 

A total or eighty• ight oh rter er 

Joint too 1 nd b s by he eder l F 

anted to 

Loan Bo rd . 

F1tty-s1x was the xi.mum number in operation t any one 

t e. The tot ortguge hold1 or joint took 

b nks reached their peak in 1927, when the figure tood at 

667,314,000.l The most s1gn1tioant inorea e 1n. the loans 

extended by the Joint stock banks ooourr db tween 1920 

nd 1926. 

Th depression or the )O's and th plight of the 

tarmer dur thi period plao many of the Joint stook 

land banks in a precarious oond1t1on. , cessive loans , 

ba ed on intlat d aluations, hich of course re 1nten-

1ch b rot Co roe or the United t ts, fil?.• ill•, 
PP• 2 • 23 . 
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ded to 1nore ee the prof! ts of the bank , b·eoame such a 

burden to the farmers that they wer unable to pay either 

the instal ent on the prin.oipal or the interest charges . 

A a result ot thee conditions three ot the banks ent 

into reoeivership in 19)2. nd "the oth rs ere or ln• 

terested in toreolo in on their loans nd buying in their 

bonds ta discount than in ss1st1ng the1r tar er-d biors ."1 

The rgenoy ar Mortgage Aot ot 19)3 provided for 

the liquidat1on cf the joint stook land b nks, for it 

see ed obvious that th f ,ere not in o nd1t1on to oon-

t1nue busines. No :t"urtber loan re to be de by these 

banks .; howev r, in so e o ses they were empowered to :x.•enew 

xisting ortgages 00 ing ·due in an ettort. to prevent an 

xoess1~e number of roreolosures. 

In 1941, twenty- ix joint stock land bank ere in 

oper tion, eight ere in 'Voluntary liquidation, nd si · 

were in the prooes s ot l1qu.:Ldat1on tbl-ough receiverships . 

Forty-e.ig.bt of the ighty•eight joint stock land banks 

charter d had b n liquidated by 1941 . 2 Th tot l joint 

stook L nd bank lo ns outstanding ·n 1940 amount d to 

lw. J. Sohultz and M. n. <lain , ml.• .2.11•, P·• 699. 

2rarm Credit Administration , ttJo1nt Stock Land nks-
Pro res . in Li uidation Inoludin St te enta ot. Condition," 
United States D partm nt ot grioultur , (1941) P• 4. 
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65 , 719, 000 s ooinpared to the pale ot their holding in 

1927 which as 667 , 314,000 a given hove . 

It shoald be st ted at th1s point th t, lthough the 

:federal land banks u:rv1ved the dep ssion ot the )O's and 

th& Joint too banks did not. it as thro h the benevo

lent intervention ot the f'eder l gov·ernment th t the fad

e 1 1 nd bank I r av d tro pparent disaster . The 

joint stook l nd bank.aw re not iv. n any or the benefits 

conferred by Congress upon th federal l banks in an 

ettort toke p the 1n ex1steno , 

The disou aion ill Chapter IIJ: of the o ements ~ hich 

led up to the farm loan ot ot 1916 1ndic ted that the ex

tent to which oo erc1al b nk:s oan prudently extend tar 

mortg ge eredit is rather limited . Neverthel ess , c er ... 

oil b nk h ve pl yed n 1 port~nt p rt in th1 ti ld dur

ing the period under study.· Not only is the total ount 

oft rm- ortgages ,hold by the b nl(s s1gn1fio nt, but the 

service they perfori 1n making their loans is rather unique . 

Lo ns d by aommeroial b n s are usu lly based upon 

the personal element , and much of the "red t pe» ot gett1ng 

a loan through tedar l land banks or 1nsur noe aompa:nie ie 

avoided. Th unit oost or ext ndi a lo n 1 , oonse uently. 

lower than that or other agenoies . 1'hebanker 1 usuall;rll 

personally cqu 1nted ith the borro rand ha. a personal 

knowledge ct his ability tor p y the loan as well as 
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kno ing the v .1ue or th 

the per on l l nt pl 1 

r1ty b Ok ot the 108. . Th t 

porta t part in co ero1al 

bank lo n 1s r fle t d by th t ct th t 20 pro nt ot 11 

h ld by o ero1al ank 19.34 r held 

by banks in eiti avi le than 1,000 population; 6S 

per cent ere h ld by b nks in aitie wit l than 

15,000; nd 2 per cent by bank in eiti shaving t · er 

than 500 . 000.l 

loan extend d by co roil b s re 

usually ad tor r latively short term. Sino oet ot 

the fund , ot 

depo it, it 1 

eroi l bank e erived from detnan 

1 nt that ab nnot lend tor long 

period o:f t e and t th ol ot uoh loa U t 8 

r lativ ly small . In 1920, th aver g ize or tam-

lo n r orded tor oo roinl banks ,, s 3,84-0 as 

1th 8,100 tor insuranc 

t der l land b nlcs n nd 

companies, 3,740 tor 

s1oner , an ll , 670 

for joint tock l d ks. 2 Th figur tor 1935 re 

l orm.an· J.. · 11 • " ut t nding ar .... ortgag Loans ot 
Le di ng Lending Agenoie " • Bureau of grioultural Eoonom-
1cs, Unit t tes Depart nt ot A rieulture, (1937) p . ) l . 

2 u · r ul l o o . , !It v 1·ag Siz ot 
Farm- ge eoording S cted L~nd r Groups , Uni t d 
States art nt of g t (1940) p. 3. 
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2~380, 5,710, ),02, and 4 , J70 r speotively.1 Ot par• 

ti,oul r 1gn1tieano is t e tact th t in 1920 th v r ge 

loan by commercial b nkS in Kansas was tor 4,450 while 
' 2 in 19)5 1t had ecre sed in siz to 1,980. Thi ide 

varla.t on in the s1 ze of Kans s loans 1 coounted or by 

the• t ct hat co erci l s re lo "victim" o~ the 

11d inflationary l nd value following the r rat World 

\I r . eoent :policies of the Federal R s rve Syate , how

r, a " it i possible for the m.e:mber banks to 1 v st 

heavily in rel est ta ort . gea. 

As waa st ted abov • oo ro1al banks can ot ext nd 

long- ter lo ns. 'l'l hold 

by co ero1 l banks in 1924 s 2,6 years. Furt or eta.

ti tics revel th t 5 .l per e nt ot oo eroi l bank real 

estate lo na ere made tor not r tan one ye 19; 19.9 

per o nt were m d for two to tour y ar; and 26.7 per oent 

r de for five y ra .3 

An important phase or th t -mortgage l nding ao-

ti 1t1 sot oommerc11 banks is th purpose tor bioh 

th 1r loan h ve be n· d. In 1923, ova:r one- lf of 

their r al estate loan w re d or th purpose of r -

1Ib14. • P• ) . 

21 id., P • J,. 
J · ans Olark, The Int rn l Debts or the United States, 

{New York: The . omillan Co pany , i§JJ), P• )7. 
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tunding ortg gee nd other debts. Only 18. 2 per oent were 

used in that same ye r for th purollase of land . The per 

o nt ot lo s gr nted by the banks tor th purch se ot 

l nd continue to b all--tl1e major portion is granted 

for the refunding of existing mortg ges and other debts 

tor hioh re 1 es te ortgages are taken as security. 

Tbe ott1o1al interest rates oh rged by oom.merc1al 

banks on t rm-mortgage loans have been consistently high r 

than the rates charged by mos t or the other len ers . Av

erage~ tes ch rged by the banks on Kansas lo ns rose con

stantly fro 6. ) per cent in 1917 to 7.8 per cent 1n 1921 1 

which s the high st average rate recorded tor the period 

under tu y. Since 1921 there h s been a steady decrease 

in the interest r tes oharged--6.J is recorded tor 1935 . l 

Records show th t the interest rates as charged in Kansas 

we1"e very m. 1ch the s e for the United States as a whole .• 

In both 1920 and 1921, the average l t rest rates oharged 

by c ommero 1 l b nk in Kans s wer . 2 per oent higher , 

tor eaoh year, than ror the United. ~tats at large . Sinoe 

lBure u ot Agricultural· Eoonomios ; "Farm- ortgage 
R oordinge-- Kan as ; Unit d St-ts· Dep rtnent ot Agricul
ture (1939) P• 6. 



1925 the rates have been praotio lly identio 1.l 

It s pl ind in th pr c ding ch pters th t the 

oney rat of interest oft n diff r from th official 

e charged by v 1ous genoie . This result fro the 

faot that oth r ooste involved in olo ing th lo n ust 

be paid by th borro r . During the rly y ar ot th 

period under tudy, the a "other" costs, cb rged by oo -

roial banks, re o eti ea quit e oe aive and, in 

in tanoes, raised the on y rate fro l to 2.5 per eent 

a ove t e otfio1 l rte . 

y 

Total farm-mortgage recordings for oo ero1 l banks 

reached high point durin thee ly 1920' wb n the tig-

ure roe to l,447,000,000. ro th t date t 

holdinNs of the b nk d er sed consta tly until th 1g-
-

ure stood at the low point ot 487,505,000. Since 1935, 

however. the banks' ortgage bold1Ags hav baen steadily 

ri 1ng--th figur tor 1939 as 530,628 ;000. 2 Furth r 

infor tion relativ to the recent l nd1ns aot1v1ty ot the 

co eroial bank is avail bl; 

loonald o. Horton, "Region l Trends of . r - ortgage 
Interes , 1910 ", Bureau of oono os, United 
St ·ts · ioulture, p. 5, reprint from Agr1-
oultur ( y 1940) . 

2a •• Torg r on," 1cultur l Fin noe 1n the United 
States", Journal ot nd and Public Utility Eoonomio, Vol . 
XVI ( y 1940) p. 201. 



Reoord1 a by oo.lllmer 1al nks i or ed from 
110.900.000 1n 1934 to 219,800 , 000 in 191+0; 
urin th e period out an 1ng tar ~mortga e 

loan or insured coromeroi l a nlcs increased ap-
prox! tely 9 per cent . R oor ings bl 001 1 l 
ban dur1 . 1940 were quiv lent o 41 p I 
ot th ta - mortg ge et h ld by in ed a 
at the te inn! ot the ye r, indicting th 
ati ely r pid turnover o the ruort age ·ebt 

y b nks. Th high r tio or r eord1nga to 
amounts outstand1ns ari in p rt fro th use 
or relativ ly short ... t rm contr cts. •.. • • • t 
the end ot 1940 insur d oo erc11 nkb b ld 
pprox1 tely 8 per oen t of the total farm
ortg e or d1t outsta.nd1ng. l 

l rs per cent of th total fr - ort e holdin o of 

oommeroial b n s continue .to ri o out of loans gr nted 

produc ion purpo or which r l estat rtg g s r 

t kn a seouri y. on uently • t e nat e o 

75 

the 

for 

. ortgag loan d by b n s a ie at , ro hot:i · 

de by th r rtt.l genc1e n insurance o ni • 

Anoth r source g or it is epr ted 

by t tat ere it a enci • numb ot the states h ve 

per nent ndo nt tund for th pu.rpos of ar - ortgage 

lending; th.re st te • n ly, outh ... ota, o.rth ot, 

nd nn sota. h ve spec1 l rural credit syste ; ho ever, 

thee sy t con t1tute av ry minor ource ot tar -

ortgage credit nd o not er1t e tensiv di ou sion. 

l1arm Cr d1t Ad.ministr tion, arm Credit Qu rterll 
( ar h 31, 1940) p. 4. 
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~he vol of holdings of h three state rural or d1t 

syst ount d to $93,274 ,000 in 1930 and eoreas d to 

14,823,000 by 1940.1 Th nent endo ent funds h ld 

by ny ot h st te an hioh re u d for rioultural 

purpos • r , n l din numb r of ys. It i co on 

tor the rning ot th un s - to be used t ·or duo tlonal 

purpos nd in ao e inst no th loans are & di ectly 

trough th .St te Dep rtment · ot blic Instruction. 2· he 

volume or suoh loa are rel t1vely s 11 nd shoul, tor 

11 praot1o 1 purpo es, be included in the class1t1oation 

ot "oth r~ lenders which 111 be discus sed later in the 

oh pter. 

In vie ot the tact th t ortg g co p ie e-re di -

cu sed at l n th in conn otion 1th li e inti ranoe loans in 

Oh pter IV, it 111 not be neoes ry to el bor t on hem 

here. They have oonstituted av ry 1m ortant group ngag cl 

in ta - Laortg ge le ·ng, however; nd it should be prof ... 

itable to k a fe dditional tatom nts cone rning th • 

uite natur lly, the terms of the loans made by tis group 

h vo been oomparable to the term de by life i uranoe 

co pan1 s, 1ll08 t he .tn.aJority or the loo.nn elo ed y ort.• 

1s oe T bl IV. 

2Earl Sylvester Sparks, History nd Theor A 1-
cultural ere it in the United (New' Yor s Y. 
Crowell Co pany , 1932), pp . l 
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a e eo p nie oa into th po e ion ot life co nies 

l ter. In 1928, 988,000,000, or 10.1+ er oent ot th 

total ortgage holdin a r oorded tor that dat, er h ld 

by ortg companie •1 Thi as o t th e pro nt 

a r cord for the oo eroi lb nk in the s e y ar . 

In th ts e y ar the mortg e o hel . but 4 per 

oent or t total ortg g holding in n a, nd their 

p roentage a be n con tantly d or as1ng inoe that ti • 

It wa ·tat din Ch pt r III t t !though th 

C ity nietration a a o r ental a noy, it 

e ed d 1 abl tool 1ty t it ftother le ing agen-

c1 sin vie of th faot t tit r rm• ortg busin s 

1 s ll. Under the Bankh d-Jone Aot of 1937, the arm 

Security niatr tion has ntered upon a pro ot :ti• 

n noin t puroh or r r s by t nants .. Loans re 

gr nted tor th full value ot the r and th cb1nery 

nee sary to op rte th ta • Thy ar l!lld for a r1od 

ot forty years , b arin intere tat) per cent. 

ring the tirst year ot th pro r , loan were ade 

tor a total or $9,199.000 1n 322 counties; during 19)9, 

4, 34-l loans in 732 count es amounting to 24-,140,675 er 

clo ed; and 38,000,000 er de vail ble tor such loans 
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in th year end1n June 30, 1940.l 

r note orthy portanoe throughout the quart r-

e ntury cover d by this tudy, ere private individuals 

ho ooount d for great ortion or the far -mortg ge 

loan nt d • In many oases th ort a.gor s 

th to o nar ot tll r r hich sold . He often ao-

c pted part or th ale prio in ca h nd ortg ge on 

th arm for the lance. This practio. ia very co on 

during th upward in ot land valu tolloiin the first 

orld ar . 

Fro 1917 to 1920, individuals clo ed tro 37 pr 

oent to 41 per oent of the total ortgag -lo s which ~ere 

de in n as dur1n th t period . Fro 1921 to 1928, in

dividuals withdre from the field to considerabl xtent, 

during hioh tie the insurano cop nies ere do1 big 

busine • 192 to 1932 , ho ever, · individual o e 

b ck into the lending field and elos d trom 39 to 45 pr 

cent of all t rm- ortgag loan closed during th t period . 

Durin th rat refin n in year ot 1934, 1n hi h the 

tederal ncies pl yed th 1 ndill rol, 1nd1~1duals de-

ere sed t eir bu ine s to 9 pro nt of th total . By 

19)5, howev r, it again re obed 18.o per cent an has very 

l H •• Torger on , .22• ill_., pp . 200-201 . 
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ne rly. 1nta1ned hat lev le~ -0 t en.l 

The av r g 1 t rest rates oh rged on a lo n by 

in 1 idu l l n er w rev ry n a ly th same as th rt 

ohar ed by th fo th ntire United ot t • In 1920 the 

rate s 6.5 pro nt; 1921, 7 . 0 pr oent; 19)5, 6.2 p~r 

o nt; and in 1935, 5.5 per c nt . 

ortgage lo a xtended by in 1v1duals have 

ban for a r l tivel ort eriod n ing tro 

ye r in le th . V ry tew maria tor lon 

Ot r ouro or tar -mortg g lo ns which 

cl sse oth r" l n ere inolud building 

ne to ive 

p riod. 

re u ually 

loan sao-

ct oat c1 ions, cool fund, r al est t oompan1 

ot oth r nor souro s ~ 1oh do not orit p 

tio 1 a t dy or this kin. 

ial con 1d r -

The portanoe of t llinor lon · in n in th 

ti ld ot f rm- ort age fin o h s been rev aled by this 

ohapte, n it 1 e 1dent t t any s tudy of th arm 

orte se itu ion ould inco plat iithout ivi du 

oon ider tion to th • iogo her, they r pre nt al rge 

pr cent of the t tal ortg g holding of h natio . 

Thi cbapt r oonolud o t conaid ·ation of them -

ohinery through hioh f rm-mortgage oredit is extended to 

lBurenu of gricultur 1 Econo lo• 2£• ill•, P• 2. 
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farmers, an, lso, th trends in the vol e or loan out

standi • It 111 now be of inter · t to delv into an 

analy is ot th ertects hioh the m.ortgag lo d .h h d 

upon the agr1oultural industry during th period hich 1 

bei etudi d. Only by a ing suoh n n lys1s, can y 

reasonable evalu t1on ot th entire t - ortgage te 

be de. 



CHAPTER VI 

T ELATIVITY O F . - 0 110 G DEB'l'S 

Any analysis ot farm-mortgage tinanoe mu t be oon• 

oerned, pr arily, 1th the relationship tb ton set ot 

atati ties d sor1b1ng the farm- ort0 se r1 . nee sit t1on 

be rs to another at . Absolut dat are import ant only 1n 

sot r as their relationship to other bsolut data oan be 

deter.mind. For inst oe, to say tb ta nation is wors 

ott tinanoially beoaus it carries a larger vol e or debt 

than it did at so other ti might b r r trom the truth, 

tor tne productive cap oity or the inoo e ot that nation 

ght hav increased four-fold hile the debt load might 

h ve only doubled. Thus, tb.e l} olute vol of debt loses 

muoh ot its s1 nitioance hen it is consider dint rms ot 

its relationship to the debt paying c paoity or the natiott. 

It ball be the purpose ot th1· chapter, and of tho e 

that follow, to revel the rel tive sign1tic noe of the 

long-term debt load ot th f rmer as it ha een built up 

through th functioning or the v rioue lending ag no1e 

wh1oh have been di cu aed 1n the foregoing chapters . Chief 

e ~h sia 111 be pl oed upon the rel tion ih1oh the debt 

load of the .farmer be r to the value of the security back 



ot tbe .Q10rt ag and t the rning capacity ot th t se

ou ity. 

82 

In Ch pter II, "Farm.-,ortgag Trends, re tati -

tics re pr ted indicatin the relationship bet een 

the tot l v le ot land and buil 1ng nd the total ort-

gage ebt._ ore co pl te nfo tion or Wl r n ture is 

pre ant din Tabl VIll on th follow1n p ge . 

Upon th basi of data given in th1 tabl, co puta

tion revel that a 12.a per oent inore se 1n the tot l 

tr - ort ge debt of the nation, b tween 1920 and 19)0, 

was not tli only factor hioh 09ntributed to th oh ng 1n 

the r tio of ebt to the tot l v lu ot l nd nd buildings 

1thin th r .1 ''l'h rt o of the debt lo d to the lue 

ot the ourity roe tro 12.6 pro nt to 20.l pr nt 

during tho e y ars . The tot th t the valu of the sour-

1ty baok of th debt d olin d 27.8 per oe tis of jor 

ortanc eontr1.but factor to th d ere e in the 

ta er' q lti s n, o oou st it ollo that, to th 

extent tat th lu or lan nd buildings reflects th ir 

rni po er, tbe decre e in th far rs• equi ies means 

an ed1 t incre e in the burden of the d bt. 

1" ecurityn and "value ot l nd and buildin s" include, 
hr, th tot 1 value tor the &tate or n t1on--not just the 
value ot th real t t ctually ortg ged . 



Table VIII 

ARM, R GE DEBT, V LU 0 D AND IL INGS , 'l'IO O DEBT 

:ID BUILD TGS OR UlUTED TT 8 D s s 

P'arm or1aase Vi lue of Land t io of Debt to 
ebt and s2 La ings 

Date 
u. s. , s . ns • u. s. Kan. • • 

{ 1 , 000 )· ( ·1 , 000} ( 1 ,000,000) ( 1,000.00 ) (p r cent} (p 0 nt) 

1910 3,207 ,863 163 , 359 - 34, 801 1 , 7)8 9. 2 9 .4 

1 20 8,448,772 344, 597 66,)16 2~830 1 .6 12 . 1 

l JO . 9,6)0 , 768 411 ,747 47,880 2, 81 20. l - 18 . 0 

19)5 7,785 ,971 357 ,123 32_,8593 1,4783 23 . 0 24 . l. 

1940 6, 909 ,794 .309 , 602 )J , 642 l ,421 20 . 5 21 . 7 

l T ble IV. 

2Un1ted otates D partmsnt of 1culture gricul.t al Sta.t1st1os 1 1941 
{ a hin ton: Go r1 ent Printing Office , 941J pp . 534- 535 . 

3Ib1d., 1940 , p . 584. 

. 
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Th y ar 1930-1935 rk d ano her p riod during 

whioh th fa 

Howe er, dur1 

' s e uity in hi land 1 1n1 hed rkediy . 

the a p riod the total ount or tar:rn-

ortgage debt deore ed con id r bly, e fi gure being lJ 

pr cen or n • ut, in it of thi eorea e in 

tot l 

l 

tr cording , th 

b 1ld1 s inore 

t1 o debt to he valu of 

ro 18.0 er oent to 24. l 

per cent in nsas, and bis " cau d by th precipitous 

35 pro nt eol1ne in th v lue ot the ourity b ck or 
t am- r·s e bt or th Kan tarm r • The eollne 

in tot ortga, hol in urin he 1930-1935 .Pr-

iod, a ;a in El reviou oh pter, s u rinci-

pally to th 1 rg n ber of reolo ure nd b nkruptoi s 

r oord d during tho e y ars . Di tres tr ns:r rs ot l n 

holdings continued to be an i rnport nt factor in th d -

olin or tot l d bt ub qu nt to 1935; ho ~ r, th 1 t 

toy rs v tur ing point in ioh roreolo• 

ur shave declined ~ edly d p y ent of princi l in-

ens h in ased . Tabl III 1 diet that the 

r ri:s eq ity 1n tr. h s inore aed o t n re-

oen ye r; ho e, hi equity, o th country 

bole, 1s till 11 r h n in 1930-- .d en t re ter 

ext nt is that true tor the Kan 

o t th t the v lue of l n 

tr er. It is signifi• 

bu1ld1n s tor t he country 

as a whole wa tr1tle higher in 1940 th n in 1935, and 
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this , tog thor 1t the tot tb t princip 1 p y:ments on 

l ns h V be n inor ing, 1 r son for th more t vor-

bl d bt ituat1on . Inore s d l nd nd building values 

ror av. not kept 0 it t aver e or the 

country a 1h01 • 

The :foregoi di.sou sion w l) ed t1 on the 1· l tion.-

sip b t en t tot l f -mort age . debt d the tot l 

value o ll land and b ildin w1t.h1n a give ar a . ~uch 

an n lyois rv 

upon the opl of 

to indioat th tot l burden hioh r s t s 

state or na tion 11thout r gar to1• th 

dir ct bur n I io borne· b th roup Who om the 

property hioh is ort ag • oo 1d r a tion ot the o t -

g st tue o l 0 r ted by ull o er will 

rve to gi th t in o t on e no rn1n a P r 1oulnr 

roup of far rs ·1ho must b ar t i ot runt o ort-

gage bt . 

Th d t rhich 1 pr nted in r bl IX on th follow-

i p ge rv a to 1 die te , cl rly , t h ortgage t tu 

or the f rm.as ho re cl sse as the full oner · n op• 

r tors of their ta~ • Thu , an x in tion of th 

t ill rev 1th actual burden of debt· as ·carri d · by 

thia rt1oul r group . 

In th irst plttoe , an exai.d.nation of . the t bl e gives 

evi enoe to th r uct th t th ratio of' d bt to the value 

of the oeurity baok of the debt ha been inoreas!ng ulte 
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Table IX 

n.cu~..u• E UITIES O F OP '!'ED BY FULL owmras 

United 1910 1920 1925 1930 1 40 

v rage Value Per Farm 6.289 11,546 9,564 8 ,997 6,241 

Terag Equity P r ar l+,574 8,190 5,560 5,4)6 ),584 

verage Debt Per a 1,715 3, 356 4,004 J , 561 2,657 

atio Ot D bt To-Value 27 . J 29 . 1 41 . 9 39 .6 42 . 6 

h! sas :2 

vera e lu Per Fr 9,430 15,766 13 , 198 12 , 604 8,273 

verage Equity Pr 7,104 11 , 68) ,044 8,144 4,651 

verage Debt Per Farm 2 , 326 4, 0 J 5,154 4,460 J,622 

R tio t Debt To Value 24 . 7 25 . 9 39. 0 35.4 43.s 

lu. • Bureau ot Gens s , ixteenth Cens s of th 194-0,' gri• 
culture--U. s . ry", (2nd series; .ashington : Go t'tioe, 1941) 
p. 7. 

2 b i d . , "gri culture-- an as' , • 7. -
0) 

°' 



gener llf throu bout th past th1rt1 years. Th fi ur 

tor 1930 is the only exception to the gen ral inore e . 

87 

It is o · vital 1gnit1c no in consid ring th r rm 

ortgage truoture, that oogn1zano b taken of ch and 

very it a listed in th table--not just the r tio of 

the debt to the value ot the property. If one would onl1 

look t the ratio or debt to the value or th prop rty for 

1920, on tirst thought he might oonolude tha t th re 1 

little change in ~he d bt situation during the ten ye r 

tollo ing 1910 . It is tru that th ratio 1 oreased onl1 

1.8 per aent. However, it should be noted that the v

era g v lue per t rm r.or the United St tes as ll,546 in 

1920 as co pared with 6,289 tor 1910; tor ansas the av- · 

er ge were 15,766 and 9,4)0 re peet1v ly . Thi nor-

OU 1nore se in th valu ot the r r was not in its lf 

bad s1noe th farmer's equity remaine bout th s e. 

The crux of th hol situ tion is understoo , ho ever, 

wh n the "vera e v lue .Pr t 1n 1920 is 00 p red 1th 

th av rage tor 1940. Th1s comp rison is esp oially sig

ni.floant when the rot is r oognized that far .mortgages 

usually ru.n for a period or sever l years after whioh time 

they are often newed . It was posa1ble tor a far er hol

ding a 6,000 equity in hie Kan star in 19 Oto have 

his equity oo pletely wiped out by 1940 s a result of the 

falling value or his real e tate property. Ot the ny 
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tacto~s contributing to the plight o th tarm r durin 

the past two ec des, one of th 

large volume of lon -ter debt 

ost i ort nt is that a 

con :raoted duri th 

land boo day of th po t•war p r1od, 1h10 b ed on 

th immediate valu ot the security r th rt n upon the 

normal earnin po r or th t eol,1.rity over eriod of 

yea~s co p r bl to th lite of the mort a e . It 1s quit 

evident th tr lse apprais ls ot farm real et e prop rty, 

er uite lar ely re ponsi le for nor ous d bt bur-

d na of farm. rs tollowin ,. th 1 nd boom era. 

The "averaged bt pr farm" d or a oon 1derably 

ur1ng l 2 -1940; howev r, as sugg t d pre 1ously, 

tbi decre e s offset -. by falling value , so th t th 

t rmers• equities wer 

$tated, bo ever, t.hat 

lik 

ear 

1se d ere 

e in th 

• It should be 

oun or debt ls 

to the adv nta e of the farmer ev n though real est t 

values do tall in a a ter proportion, or h ·1st en in 

more t vor ble situation h n farm v lu s begin to rise. 

That ia bing experienced by f rmers at th pr nt time 

du to the fact that farm inoo e and rel estate lu s 

re rising.1 

laure u ot grioul ural Eoono io , Farm eal st te 
Values Show General Rise Dur1nff Past Yer ( aabington: ti. 
s . Depart ent or A rioultu1·e,ele se'77lc April l), 1942) 

eographod. p . 1. 
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It should be stated bore ag in hat th eore se in 

the "average debt per fr" ha resulted fro or g g e 

oaling do the oun t of th mortgages for thos armers 

ho re ho could probably handle th 

load s ti,st .c.torily; ro tor closur s of 

tho e f ioh wer ost h v1ly indebted; nd, fro 

p ymonts on the prinolpal , which ha, e inorea$ed since 19)9, 

but \hioh er v ry mall prior to that tie . 

fortun tely, ther has develope , out of the co tly 

experieno of borro ing n lendi g upon the basis of false 

a~pr isal of land alu , an w m thod or det r 1n1n the 

v lu off rm land nd uild1nes . It beoa e reco niz d 

th t loans hould not be b sed pon land v lues hioh were 

deter.m.ined by th o it liz inoo or any one year. That 

as th onomioally unsound method used 1n 1919 nd 1920 

which oaused tl e in lation of tar: v lue • 

Ith b oome the o n praetice or len ing gencies 

to-base their lo ns on "t e normal agrioultur l value of 

far •1 Thi or al grioultural v lue i bad upon the 

nor. l" f m 1noo e . The v r ta income fol:" th 

ye rs 1910-1914 were considered normal-- that 1s , farm 

l • • Uill, "Fin ing l or l rm V i'u o", he A,sri
oul tu al Situ tion ( ashin ton: Government Printing Ottioe , 
februaey 1939) .P • 21 . 
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prices of tho e years were regarded as nor al • .Further

more, the normal agricultural v lue of ta 1 con 1der$d 

as the ount a purcha r~ ho 1 r present tive of th 

ea, would e . illing top y and ~ould be just1t1 din pay

ing for th property for agrioultural purpo es , including 

t hoe dv nt ges, assuming aver ae produ tion nd nor-

1 prio ror f rm pro uots. Involv din uch n ppr 1 al 

should . be ore ul estim.at of long- te~m t ctors, such as, 

po i l cono o d physic l oh nges of th farm, hitts 

or population, ohang sin t1pes oft r 1 ing, nd ch n es in 

the om nd for rio l tural product .1 Moreover , the ap-

pr 1 al consists or a car ful inventory of both· l nd and 

buildings . The land 1 cl S'ifi din eoord nc 1th its 

productivity n 1ta utiliz tion by typioal own rot the 

particular unit . The bu1ld1n s ar ex mind ror teri 1, 

oonstruotion , and design to d ter 1ne heir dur b111ty and 

their suitability to community st ndards, a 11 s to the 

needs o~ the fa • 

ith full oonsid r tion to it productivity, the prop

erLy is then .valu d, tirst , by a si 1ng aore values to the 

ditt ~ent ol ss s or land, insurable valu and farm value 

to each of the ouildin s, and then by a signing av lue to 

the property hole . Tb l tter is r terred to as the 

lohamber ot Co eroe ot the u. s., .22.• _ill., pp. l -15. 



91 

o l erio ltur 1 v lu . " 

e a Credit 1n stration does not use th so-

o 11 d 'capit l1zat1on e od" hich 1 ba od upon the oap-

1tal.1zed 1noome ot a r • The ar Credit ni trat1on 

b lie a th t, "this thod is full or po 1bil1ties ot 

error, ·and inv:l tea the man1pul tion or f 1 r s • •· . • (and 

th t) 1t 1a lik ly ither to caus e appra1 er to et the 

n-on an wer or to lad h too ange his t1.ures to get 

w t bis oo on s net lls hi is the answer . "l It is ap

P nt that the "c pi al1zation thod"doe ha its eak• · 

ne ; ho ev r, it must be dmitt d th t th "normal gr1-

cultural method is lso d to con ider bl xtent 

upon thod or ppraisal th t _ ar not holly "obj otiv·e,. 

in natur. The per on l "subjective" le ent 1 l ~s 

pr ent in a pr 1s1n l d v lue, n oons qu ntly, the 

o t con istent and d pend bl co olu ions haver sulted 

wh n xperieno d ppr 1 r takes 11 the v rious tots 

int oon 1 eration and set p io "a d ter ned by the 

applying ot eh l ot re on ble ore valu s which r 

Ju t1t1 d by no ls les, re onable y1 ld of pr1no1pal 

orops, and the aver ge acre net inco e.n2 In other ords 

it can be a 1d th t the prud nt application ot the ttno l 

lJU.ll • .5?R, . £!ll. , p. 21. 

2Ib1d., P• 22 . 
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agrioultural value" thod of ppr 1 l w1ll prob bly ield 

the best results for both the ort agor an t e mort g e. 

Th f ot hat n, apprais l ot re l s t , whioh 1s 

ba du on th oapit lized inoo e or fr for (s y) a 

rtioul r year or to , is 

nalyzed by •• e an: 

nd unsound is turth r 

Chan i th v lue oft r 
the period fro 1924-19)9 have 

ooi t d 1th dirt r noe in r rm incom. 
has be nth o e torte country as hol 
well for the nr1no1 l grioul ural r io 
tor th 1nd1 idual states. 

during 
losely 

This 
s 

nd 

These tot are rather clearly summ r1zed in Table X, 

on pa e 93, wbioh gi es the index v lue per er ot rarm 

real est te and i~de:x or inoo e tro t pro llctlon for 

the United St tes an for the wheat re ion including the 

states of North kota , Mo tan, nd Kansa . xact oor-

reapondenoe in any ar a betwe nth two erie i not to 

be exp ot d, nor do lo ioal considerations warr nt such a 

clo rel tionship . e ertheless the d t ppli din 

T ble 1nd'1c te, .s • gan points out, th t there is a 

olose relationship b twe n rel et te valu s e.nd tar.min-

co es. oreover, statistic howin this same relation hip 

tor years prior to192; ould reve 1 ven a closer conneo• 



Tabl X 

nro o v Lt.TB PER crot 1 

93 

AND ID 

FI CO P ODUCTIO, 19~ •391 

(Index o lu er aore of fa real s t te: 1925-1929--
100. 4ndex ot Inoo e: l9Z4•1928--100) 

Year 
/heat Region United States 

Inoo e eal ::at t Inco e eal Estate 

1924 106 108 98 107 

1925 95 10) 103 105 

1926 95 101 99 lOj 

1927 101 99 100 99 

1928 104 99 101 97 

1929 . 94 98 102 96 

19:;o 69 98 82 95 

19)1 45 90 ·57 88 

19)2 30 77 42 7) 

193:3 )4 63 50 60 

l9J4 49 65 62 63 

1935 5J 66 69 65 

19)6 54 68 77 68 

1937 ss 69 3 70 

. 193 47 (> 74 70 
1939 67 70 

l • • egan, ~• ill.•, p • 17. 
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t1on betw en the two series of indexes . 

In su ary, this chapter has s rved to point out that 

ttreal" debt is the important oonoern of tha fa - er; and 

th t 4rastio decline.s in real es t te value oe.n seriously 

affect the tarmer•s equity 1n h1 tarm. Ad bt based upon 

inf'l ted land lues oan beoome extr mely burdensoll).e, es

peo1ally, in view of the fact th _t, a wa pointed out 1n 

Chapter I, ta ers• fixe<l cos ts are relativ ly great., So1• 

entitio real state appraisals based upon th arning power 

ot tar.ma oY r a long period or tim should go long way to 

re dy the ills which were present in the soh mes ot lend

in and borro 1 dur1n the period or t he first Vorld r . 

Long-ter t rm credit has lta pecul1ar1t1 • an, unle s 

- they are r oognized nd handled real1s~io lly, tbey y 

r sult in lend1n pr otioe_s ur1ng a short period ot ti e 

hioh 111 ere te burdens that 100.y beoo e inor asi ly 

great :for many years to follow. 



CHAPTER VII 

FORE LOSURES LATED PROBLEMS 

fhe use or farm-mortgage oredi~ can be Justified only 

in so far 1t enhano s the productive capacity of the 

1nd1 vidual or the enter .rise to rh ich it is appli d. Un

tortunately, the history ot agriculture tor the past deoad.e, 

in p rtioular, presents evid·enoe to tbe tact that farm 

ortgage oracli t h s not always worked tor the• best inter

est · ot the farmer . Tbat, however, doe not 1ndic te that 

farm-mortgage credit is inherently bad .. It doe ug est, 

ho ev r , that there are gi,-av1 dan era oonnected with its 

u · that may plaoe n no mous r . ship upon tb. farm ;r 

under cert in oond1t1on.s . Some ot those oonaitions were 

di ou sed in the preceding o·hapter , ohief of whiob wer de

clin1n real est te values an d(ior a$ing f rm ineo dur

ing the life or a mortsage .. Attention ill now be given to 

th problem ot toreolosu sand b nk:rupto1 s --a probl 

whioh 1s far-reaching in its erteots• and hioh present 

an e:rtremely unfortunate situ tion so far the tr ng 

industry 1 concerned . 

Prior to 1926 foreelosures did not present _probl m.a 

that wer oute in nature or broad in scop. Naturally , 
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as could b exp cted 1n any- business, there were al ays a, 

so ttered f e ho lost their f s through foreolosure 

prior to tha t d te~ Ho ev r, th effects of th land spec

ulation era or the orld ar period be an to b felt in 

1926 as d olini r r pr1o began to xert their intlu-

no on the f1nano1al t tus or th farmer . Foreclosur·es 

tor th period ot 1926-1931 aooounted tor con iderable 

proportion ot t e total tr n ter 1n far exship , al• 

though th aout n s of. he situation did not assume jor 

proportions until 1932, 1933, and 1934. It v uring 

th s 

d1 

ho had pure 

that the oreclo ure ituation proved to b 

or a reat n b rot tar.m.ers--not only tho e 

ad t 1eir tu 1n 1919 and 1920, but those 

ho had purol1 ed t t lo er r1o sin th ub qu nt 

p riod a ll. 

·uring the pre 

Th pr cip1tous decl1n . in tarm income 

ion ars made 1t· xtr ely d1ffiot.ll.t for 

a farm to finunoe any lQan ot considerable size . In many 

instanoes tarm1nco e ould oarc ly pay tor th general 

oper tin expens s of f' arm, not inoluding t x nd in"" 

tere ton the mortgag debt . Larg tax d linquenci s, and 

de! ~lt in int res t end principal pa~ ents wer the in• 

v1tabl result of such op rations, and be ame th fir t 

indications of mor serious farm mortgage invest ent dif

tioult1es hioh ~ere to follow. 

In Table XI, page 97, is pr sented dat relati e to 
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tn&thods or tr tr nster during the period 1926-1939 tor 

hich fi gur s re av 1lable. 

Table XI 

NUMBER OF FAR CHANGI G m HIP BY VARIOUS I. THODS 

PR 1 1000 OF ALL FARMS, 1926-19)9 

Year 

192 
1927 
.1928 
1929 
19;0 
1931 
l.9)2 
1933 
1934 
l9JS 
1936 
19)7 
1938 
1939 

Voluntary 
Sales and 
Trades 

' 
orced s lea and el ted Defaults 

D linqu nt 
T xes 

or eclosure of 
tgs., anltruptcy 

etc. 

17.3 
18.2 
17.6 
14.8 
1,.7 
18.7 
28.4 
.)8.8 
28.0 
21.0 
20.3 
18 •. l 
14.3 
l).4 

•1926-193; ti res w re taken troa: Horton,~• cit., 
P• 121; and l9J6•l939 figures ere t aken trom Regan • .21?.• 

· e1t., pp. 32-.33. 

It is .tntere ting to note the inverse relationship which 

"voluntary sal es and tr d s b r to transfers by "delin

quent taxes" and "toreoloaur s or mortgages, b nkruptcies, 

eto." It can be noted tha t th roreolosur record reaohed 
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an 11-ti e high in 1933 atter h1oh it ecl1ned ·to a point 

in 19)9, whio.h was lower th n y year subsequent to 1926. 

This · rop in th number ot oreclo ures recorded does not 

necessarily indicate n i mproved 1'1nanoi 1 condition tor 

the far er, howev r. uch or the decline recorded for 

19)4, 19:;; , and 19)6 s due o the larg -scale refi aneing 

of d linqu nt ortgag s by the federal agencies, Thia o

tion prev nted large n b r of :roreolo ur s hioh oth r

wise would have nor ly occurred. Except to t i · extent 

that loans ere "scaled down" trom their origin l f'igure, 

retinano1ng d d not l ssen the debt load or the f armer, al

though it did oaus forecloeur figur s to ct clin. In 

ddition to the retinanoing p ogram of the federal land 

b ks and the Land Bank Co i aioner, legislation pro 1d

ing tor a .mor tori upon foreclosures aooounted .tor a 

con iderable rt of th ecline ollowin 1933. 

oratori legi lat1on cam . as an ergenoy m a )ur 

due to th violent uprising ot th f rmers g inst th ir 

creditors w.no began a 'hol salett busin ss 1' toreclosing 

ortgages in 19.33, s the foregoing t _ ble indicate13- Un er 

r cent lei l tion in oat st ts, all roraolosur s must be 

ad by court otion. 4he debtor is usu lly iven a period 

du.rin 1ch tie h y re ee his property--in Kan as the 

. rede ption period is eighteen 1 onth • oratorium legisla

tion ras designed to ext end the period of r de ption. One 
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ot the fir t mor torium l w was passed in Minnesota which 

provided for n extension ot the redemption p riod •ithout 
I 

any pay ent being e to th areditor . his aot 

olar d uncon t1tut1onal by the Unit d States Supre 

s e

Court, 

fter whioh, nother aot providing for th pay ent of r nt 

to th ored tor ing t he p riod of xtens1on was provided . 

This ct · s held constitutional by h upr Oourt and 

served s a · p ttern fo the Kansas moratorium la 1 l tion . 

Th or1 in l o tori legi l tion in K s o eve • did 

not p1·oteot the interests ot the creditors in any 'ay and 

as held unoon titutional int ee differ nt o se . l The 

Ka as lari of 

nne ota 1 

roh , 19J5 as th n patt rn d tter the 

nd a s upheld y th courts . 

Foreolosur ~ in the ninth di- riot, bich 1nolud a 

New exioo, Colorado, Okl ho 
' 

no X nsas re co sider-

ably above the v rage in number urin they ars following 

19JJ . In 1934, b n the averag n ot tor closures per 

one-thousand tar. s ortgaged in th Un1t d St t 28, 

th figure tor he ninth federal l nd bank district w 

40 .6 . n 1n 1940 when the ave ag tor h Unit d St te 

was 8 . 9, it as 15 tor th ninth district. oreover,. the 

number ot foreolo ur in Kansas has been ell bove the 

av rage for the four states. 1940 ri ure in icat sig-

l , oodrutf', 2.£. ill. , P • l 7 5. 
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nitio nt d oline in the rate ot foreclosure proo edings, 

n thi ot oan b ttr1but d to the increa e in farm 

inco e during that year . 

bl XII on th follo ing pag, giv the esti ted 

n ber ot tor closure sal or r rm r al state per 1.000 

ortgag d Jan ry l, 1935 aooording to th class or 
er ditor. Lit insuranc co pan1 s ppear to have for -

olo ed t he largest per o nt, followed , 1n order, by oom-

rcial b n , 1ndividu ls, nd t he feder l enoies. 

Te 1 rg olu.me of lit oo p ny toreolosures i not 

urpri in in vie ot th 1r comp r tively reckless appr i

sl to s e discu ed previously. or over, most or 

th 1r lo ns were ooncentiated in the North C ntral States 

ioh er so gr atly att cted y deo ining real estate 

value. 

Co ro1 l nk loans ere ore widely scattered than 

lit co pany lo ns, an w us lly s1 aller 1n mou.nt . 

Furth ore. t h 1-' r mer usually h d re pe.rson l oontaot 

wi.th his ban r t han wi-th th insur nee comp ny • nd • con• 

s quently, pt his int re t and principal p id it a t all 

poss1 le, tor hew nted to int 1n his credit rating o 

th the oould get hort-time lo ns when n ed d. 

In 1v1du l lenders er, a a rule, ore o utious in 

kin loans th n eith r of th agenci s ention d above . 

a rule, the in 1v1dual credi tor nd d btor kne e ch 



D Ntnm 0 

PE 1,000 

Year Fed. t . ks 
ad L. B. Co • 

1934 4. 7 
19;5 11.8 

19)6 15. 7 

1937 lJ . l 

1938 ,13.4 ,. 
19)9 15 . ) 

1940 6 . 4 

*P' rm Credit (l n1 tr tion, 
July 1941, ulto raphed . T ble I . 

Table XII* 

Individ ale 

34.3 

28.5 

24 . 5 

20 . 0 

17 . ) 

1) . 8 

11. 0 

REAL TT• 1934-40 

Ca ero1 l 
B n s 

36.9 

J6. 9 

34.; 

30.4 

25.9 

21. 5 

14. 4 

In ur nee 
o anie 

92 . 5 

67 .7 

49 . 7 

34.2 

29.2 

25.3 

13 .9 

te , 

.... 
0 ..., 
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other ·ell. 01 speci l 1 ortance is the ·aot hat, as in 

th oaa o comm roial b nk , individual loans were spread 

ov r the nti e United States , and , consequently, they ere 

not affect d by ny unfortun te situations in any one par

t1oul r rea. Individual l oans ere oo pr tively sm 11 

in size and 'lere ba ed on fairly wide rgin ot security 

h1oh also ac ounted for the fact that their roreolosur 

r cord excels that •Of the oo eroi 1 banks nd insurance 

oompaniea . 

The record of the red r l land banka xoell d the r -

oords ot all or the abo· e na ad geno1 s 1th the exception 

ot the reoord or indiv1du l lend r in 1939. In all r ir

ne s, however, it must be tated th t no logical oo parison 

can be made 'between the record of the federal age ai and 

t e rec or of ny other lende1• group . Thi 1 true b oause 

or tile tremendous amount of ssistano which the t d ral 

a e cies r ceived fro th over ent by ay ot direct sub-

ubscription o capital stook. o·tgag s t sidie nd 

normally ould have b en olo ed because ot del1nqueno1es 

r rein t ted by the federal ge~oies nd any loss re• 

sulting trom suoh ction as made good by be ~over ent. 

It is cl r that len er roup op rating und r au.oh an · d• 

v.antage oan h rdly be comp red with those agenoi ho had 

to operate ooording to the p inoiples ot nor in ry busi

nes enterpr1 e. 



Durin the p st t n y s st uantit1 sot r l 

et te holdi g hav been acquired by lendi g noie 

through tor ol.osure p.roo edings. In l9J8 the real estate 

holdings of four l n 1ng group (. ederal genci s, lit& 

oo pe.n1e , Joint-stock .land banks, nd three st te agen

oie ) ounted to $97l,)i5,000.1 Ot thi tot l 72 per 

eent wa h ld by lit 1nsur noe o pani ► It is interest

ing to note th tin 1929 about 96 per cent of the total 

tar inve tment o lif comp nie as in o tga s, but by 

19)9 suoh mortgag aooount d for only 55.8 per ent of 

th ir interedt 1n rm propert s.2 Fed r l nd k d 

ed ral Fi r ortgag Corpor tion3 r let te holding a-

. ounted to only approx tely 4 per c nt oft~ total of 

their tar inves nts in 19) -~96 per nt ,a in th form 

ot ta ortgag s. 

Hel:e, gain , bsolute dat does not rev al thee tire 

1tuatlon. In the oa ot th life co pani sit is re son

able to believe that their :portfolios re now tilled with 

a uoh high r d ot mortg ge. th nth te r l genoies 

no · os ess, nd that thei1· toraolosur s tro. ow on ill 

l eg n, o • ill• ·• p. 27 . 

2temporary Nation l Eoonom.io Oo · tte·e, 
-22• ~it., p. J48. 

no ;r ph. 28, 

3For.tnerly r rerred to s the Land Bank Comm! sioner. 
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be t very sm 11 rate. In contrast, it is ,vident th t 

the :fader l agencies po ess a compara.t1v ly lo rade ot 

mortgage nd thti t their foreolosures will oontinu rather 

xten 1vely ov r lo period or t e . s s point d out 

in a previou ch pter., a lar per oent ot the lo ns xten

ded by the tedoral agencies ere for tbe purpose ot refi

nancing mortgages held b ot-er agencies. large p r cent 

of th se ortgages ere aubj ot to foreclosure and th fed

eral agency lo ns u ually ook or of all delin uent pay

ments in dd1t1on to the ount ot e mort g proper . 

wr over, th lo s granted by th f der l 1 nd r groups 

have been, largely, to f mer on tlle pporer rad ot tarms, 

heres, the lite compan1 ' ort ges re on th b tter 

r de r • period or price for fa er y re-

sult in oont1nuou favor ·bl toreolo ur record for the 

f ederal ag noi s-- that seems to b the oase during the 

present time . Ho ever . should prioea fall a ain for oon• 

siderable p riod of ti it woul not b unr asonable to 

xpeot t e federal g noies to o uire vast holdings through 

toreolosure pr0-0e dingQ ain t thos tr s that 

gaged tor 75 pr cent (or more) of their valu. 

re ort

hethor 

they will or ill not depends upon the 1noo e of the tr-

·O 

th 

r durin th 

tier deral 

land b nk • 

years that lie ead, ll a t ction 

ov r nt in det r n1n t e policies or 
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Durin th or1a1 or 1932 and 1933 , a great deal of 

t llaoiou reasoning prev 1led ong the far r of the 

oountry, the c1 ... e_at in part1cula.r, in regard to the lend

in agencies' action of foreolos1ng those ortgages that 

apparently oould not be handl d by th ortgagor. Open 

violeno in ny o es prevented th nor l proc dure_ of 

toreolosur action, 

agencies which er 

d the tar er o to regard those 

eekin oreolosure Judgm. nt as being 

"Shylooks" and lefaotors" . 1thout upholding or con-

de ing the act on of the fr era in reventin foreclosure 

proceedings , it can be st ted that their attitud tow rd 

their or ditor was not b 

o e ot 

the for olos!n 1n the 

du on taot . In_ f ct , in the 

hioh did a large rt ot, 

d- · at, oodrutf states that , " i n 

gen ral , tor closur as in tituted only hen it · s evi• 

d nt ttat no other oour w s avsilabl . .. 1 They re al-

Y int r sted in h ving the ortgagor ret in his lan it 

ther as a reasonable o nc of his b 1ng able to b. ndl & 

hi ebt load, and preterenoe was gi en to the owner op ra

ted far • 

There 1 utfioi nt evidence in the tot, that tore

clo ed rel est t i not pr t1table inv t nt tor most 

oorpor te 1 nding agencies , to arr t the st t ent that 

l oodrutt ~ .21?.• ill•, p . 76. 
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they avoided foreolosu e h never possible. For instanoe, 

in 1938, the real est te holdings of t he t enty-six in ur

anoe comp n1ea, holding ost ot the r lest t h l d by 

that ol ss or lenders, return d an averase a ual income ot 

less tl non p ro nt of men admitted asset value without 

taking depreciation into oon ideration. Two oo panies h ve 

lost oney, before depr ci tion, in the oper tions ot their 

farm rel estate aooounts, nd in no instance bas the farm 

real estate been suttioient t o return inoo e d quate to 

meet th a ount u ranteed under insurance policy oon

tracts . l Henc, life companies have not been anxious to 

aoquire real estate holdings, especi lly , s~noe the rket 

for land baa been very poor, ak1 1t d1ft1oult tor the 

oompanie to dispose of it at a re sonable price . 

The land which the life oo pa 1 h ve been ble to 

sell, ho ever, h s been sold tor price adequate to re

cover the principals inv sted in very ubstantial ma

jority of caaes . 2 The experience of the life companies has 

been more pleasant in th t resp ot than the~ er1enoe of 

the federal land banks, ,hich is la~gely ooounted for by 

the difference in the quality of t he mortgage held by eaoh. 

lTemporary National Econo o Co 

2woodrurr, .21?.• .ill·, p. 75 . 



Up to 1939, th fader l 1 nd banks had utf red loss 

approxim tely 25 per o nt of th ir inve t ment on tar 

foreclosed ,or deed d to the l A raoord ot recoveries ,. 
real state holding ot the l nd banks s or 1935 ha 

given by the United States Chrunb r or Co ere . 
• 

Fro e date ot organization of the teder l 
land banks t o the end or 1929 , t ey dispooed ot 
7,327 pi o s or property on whioh there as a net 
loss or ) , 804,477 . For the period between 1929 

nd 1935, he gains and loses are not report d . 
In 19J5 property represent! an investm ~tor 

35 , 150 , 000 and a carrying value or 28 , 079 , 000 
w s dispo ed of for 28 ,138, 000 . This was 
slight inor s ov r th carrying v lue but ' the 
loss of investment or ov r S ,. 000 , 000 was ab
sorb d by the in i vi ual l.'ofi ts ot th banks . 2 
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ot 

ro 

b en 

. Due to th · act th t the 1 nd b n are not qui pped 

to operat , r r property it is their policy to dispo e or 
it s soon s po sible . ince t eir foreolo ur r • 

rul, on the very poore t type of rm, it is not strange 

that th selling vulu.e ot this land 1 bout the 1n1mum. 

study ot the fore closure situ tion oft e st ten 

years, in particular, cannot help but 1 press on wi t h the 

fact that toreolosure oft r mortg ges re not only dis-

a trous to the ortg gor but burdenso to ~he mort agee 
• , 

aa ell . Foreolo ures are not to be only reckoned in terms 

lFar Credit 1n1strat1on, The Profitable Use of J.P@rm 
Cr$d1t, ( ashington : Government Printing Otfioe, 1939) P• 42. 

2cba ber of Commerce ot the u. s . • !?.£• oit., p . 21 . 
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ot dollars and cents but also in terms of loss ot nom sand 

broken and discoura ed individual iho often beoo ea prob

lem to society at large. oreover, as this study brings 

out , the ort agee is quit otten a loser as iell . In 

short, foreclosures indicate a great social los o tr .. 

reaching in eft ct that every ettort to encourage "good 

busine sn on the part ot farm lender~ and borrowers 111 

not only benet1t t he part1e to the loan but society as a 

whole . 
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EV LU 'TION AND CONCLUSION 

A farm mortgage ay be a means of promoting the wel

fare of a farmer or it y be a mean ot oausin the ool

lapse of the enterprise. he seeks to establish . A mortGag 

may a s ist an 1ndividu l pos e s ing li 1ted oapital to. be

come a tarm. owner, and t ereby 1norease the productive ca

pacity of himself, his farm, and aoo.iety 1n general; or 1t 

may work toward the de ~truotion of the soil, the impover

ishment ot oapital, and mo t serious of all , the break-down 

of the morale or t~e enterpriser. It sbow.d b .obvious 

that no system off rm mortgage finance can be justified 

wllich does not better the sta tus of the farmer.,. :further

more, it ust be recognized th t "in the successful finan

cing ot farming oo n1zanoe hould be taken of the ame 

eoonomio and busines laws which at1'eot industry. ttl 'fhe 

fore oing state. ant is b s io to ny valid analysis or eval

uation of a f a rm credit yste. 

Ot foremost importance during the p riod under study 

has been the proble ot inter st rates on agricultural 

lSparks, .2£• ill_., p . 196. 
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loans. One of the major grievances which the farmer ·has 

had is the oontention that capital! ts d 11berately shunned 

farm in est1nents solely becauae they were far invest ants , 

and that henever capital was offered exorbit nt and un

reasonable rates ot interest rere charged. Such contentions 

probably ere not valid . Capital, quite n turally tends 

to flov. toward those invest ents :ll1oh are raost pro:fi t bl e , 

and any variation in interest rates is usually aooounted 

for by the risks involved and the cost of the movement ot 

the capital. 

It should be recognized that f rm-mortgage credit , as 

well as oth r types of credit , is b sed upon the three O's 

of oredit; namely , character , capacity , and capital . It 

is quite obvious that , other things being equal , capital 

111 flow or easily and quickly into the hands ot the 

Eastern rans s farm r w o is reasonably certain of a orop 

each year; than it will into the hands of the Vestern Kan

sas f rmer ~ho oxperienoes frequent crop failures •. And , 

since interest rates are largely determined by the laws of 

supply and demand , it follo~s that the astern Kans s far

mer will have to pay a higher interest rate in order to 

call forth given amount of c pital than what the E ster n 

Kansas r rmer will have to pay for the same quantity . It 

is , of course , possible that the volume or loans extended 
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to farmers in the Western part of the s t ate might exoeed 

the volume extended to the r r. ers in Eastern Kansas. This, 

however, would be the result of higher interest rates being 

paid in the Wet, as well as great r aggregate demand. 

This e principle oan be ppl1ed to farm areas whioh 

are equally productive but which ar owned by farmers pos

sessing character. and capacity in varying degrees. For ex

ample, let it be upposed tha t farms in areas A and Bare 

equ lly produoti ve; howev r , t he farmers in ax· are ex

tremely honest, t hrifty, and ettio1 nt, hereas farmers in 

ar a B re quite the oppos1 te. Again 1,res 1ng other thin s 

to be equal, it is natural that the f I rs in rea A will 

be ablo to borrow capital ta lo er rate of inter s t than 

the fa rs in rea B. 

It 1s quite evident, then, t t intere t rates ar not 

determined arbitr r1ly butt at they are d t er ned by the 

au ply and demand or oap1 tal. Moreover , a s 1 t was pointed 

out bove the "qual1tyn- o.f the farmers them.salve, as well 

as the quality ot the l nd they farm. have a ireot effect 

upon the interest rates they are permitted to enJoy on the 

c pit l t hy borro. Wright states that "other thing be

ing equal, the stats in hioh up-to-date enterprising 

f rm1ng le da to good building , well-stocked far s, and 

good crops are those whioh attract capital and seour low 
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intere t ratea."l There is n e.bundano of evidence to 

support the forogoi discussion, nd !t ·se ms that ar ers 

woul be fair to the elves as well as tot e g noie they 

ha e criticized to co niz tat V ri t on int e r tes 

of inter st C rged on farm- ortgage lo ns :r: just as n$t-

l s var1 t1ons in he prio ot land 1n v riou farming 

regions . 

To the extent th t :I.' rms inor ase in productivity nd ., 

become ent rpris , and, hereby, ttraot ca.pit l 1 1
~ 

at lower interest rates th n before, deere ses 1n inter st 

charges can be justifi d. However, it should be apparent 

that any "unnatur l" decrease in the int rest rates y 

oause oomp11oat1ona 1n griculture that re uoh more dis

a trous to the farmer tan hi hint re t rates . It ust 

be recognized that n·u t n inv t - ent is valued aoco -

ing to its earnings, f rm l nd is worth what the income · 

ill pay intere t on . "2 Con quontly, it th n t return 

per ore 1 J nd the inter at rate on loans 1 6 per oent, 

th armer oan attord top y 50 per acre torte land . It 

th interest rte i J per cent, the buyer can ftord to 

l .Ivan right, 'e Finanolns, (New York.: 
McGraw Hill Book Company, , p . llJ . 

2u. s. Dep rtment of Agriculture, Soils and Men, Year
book or Agrioultur, fWash1ngton: Government Printing Of
fice, 19)8), pp. 161- 162. 
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p y 100 er aore tor the same land, since .3 of income 

will pay o r.ryin oosts on a debt twioe as l r:ge s when 

the interest rate was 6 per cent. The result, then, of 

loaning money t rat a below the normal rket rte will 

be sp c lation hich ould boost fa:t'm land prices o that 

the lad ould yield an 1nco e ounti~g to only very 

l per cent ot the invest ent . l Co plio t1on suoh s 

were discussed in the foregoing chapters dealing with 

sh1tt1 , l •nd iti a an ro olosur s would bet e 1n-

evi able result of suoh lo n1ng practices. It a tar e.r 

follo s ood bu iness pr1n ipl • sh o rt inly should 

do, he will -recognize th tin ab ol te oosts the :mount ot 

the .borrowed rinoipal is Just a important as the rte of 

interest h pas on hi loan. 

or Agriculture or 19.38, 

coording to the Ye rbook 

the le at ,d _nger to owners ip on socou.nt ot 
interest rates is likely to ooour where ther 1 
a fairly u.nitor int rest rate ot uob ount s 
will cover the cost o funds nd the risk invol
ved in t h loan, wh1oh may be exp oted to con
tinue ov r long period ot time, and hioh will 
per t th financing of a debt it neces., ry on a 
bas1 no~ greatly different from one period to 
nother. 2 

It should be more speoitio lly pointed, Qut, ho ever, that 

1 oulton, ~• oit., p. )9). 

2u. s. Department or grioulture, 2£• ~-, p . 162. 
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the interest rat hioh h s bben r terred to 1n the bove 

quotation sboul be the ate hioh grioultu e is pr itt d 

to enjoy by oo petition on an equ 'l basis with co er¢e and 

1ndu try, 1. e •• the ark tr e of intereot. Ir the rate 

1a belo th mark tr te funds will be isdireoted tro 

ct r enterprise into agriculture, hioh, sh s been in

d1oated, means speculation in l nd with all of its danger

ou oonsequ nos. The history of ·th past twenty years, 

in p rt1cular, presents videno that the greatest need ot 

the farmer has be n for f o111t1es which would help him to 

gt out ot d bt; ho ever, 1t appears th t ny ot his de

mand bav lit rally been tor aoiliti s which ould get 

h into d bt. The 1 portanoe of int rest rates on t rm 

indebtedne s has been over emphasized as co pared 1th the 

portanoe ot eo·und tarm. va lua ti ons .1 

E rlier in this tudy it a pointed out t t the es

tablishment of the federal farm lo n yste in 1916 was the 

1· sult or long ries or o e ents on the part ot gri-

culture r b. w.· credit f c111t1es. An a~pr isal of the 

servi,.es \h oh t-he e institutions render, and ooo sional 

reterenc to the non~ted ral geneie, should pro to be 

or value t this point . 
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Of great importanoe 1 tbe fact that the tram r ot 

the a.rm Lon ot of ·1916 prov ded tor a wiiform rte .on 

th theory that oney is orth· no more in \'estern Kansas 

than 1n "lisoon in, provided the risks re th a e . It was 

contended that 1th joint 11 ility nd t ndardized eth

od ot pra1sal ad uporvision, the risk could be made 

unifor throughout th country, and, consequently, t in-

ter st rte on tarm mortgages should be the e. This 

theory sound plausible but in praot1oe many we knesaes ap

pear . Sparks de l s with t 1 theory in an 1nterest1n n

ner: 

In th 1irst pl c , it is hlird too loulate val-
ues inn w di tr1ot ich h ve not had su.tf1c1ent 
experienc in long ti earni s . Secondly, the 

luations re senor lly mor likely to be over
estimated than underatimated in uoh districts, 
hich ar oft n te turd 1th lov. rning periods. 

Thirdly• there is so 1 t ing to be aid 1'or t h 
clai th t eao section of th oountry hould o
a ul te p rt ot it own o pital s vi in order 
to v lute oorre tly ound inv tent. Finally, 

udd n shift fro high rev 111ng inter st r t _e 
in th sparely ettled di triot to low rat 1 
likely tor ult in ov r oapitaliz t1on of 1 nd 

ioh or t n offset ny dvantage hioh mi t 
oth rw se· oorue.l 

uoh ot t speoul tion in l nd duri th first torld war 

days, in particular, as un oubtedly a r sult, in rt at 

last, of thi policy or the t'ederal 1 nd b nks . 

Another robl m rel t1v to th l nding policies ot 

lsp rks, 2.12.• .2.ll·, PP • 157-158 . 
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the federal land banks is the problem. ot sovernme tal inter

vention. F~r almost ado de th government has foro din

terest rates oh r ged by the banks below the level which the 

sale of bonds would arrant . Tbe loss aocrui trom such 

tr ns ation is de good by the ted.eral gov rnment in the 

torm ot ubs1dy. It what has been said in the foregoing 

discu ion bout "unn tural" inter t rats 1s true, tben 

suoh a policy, t l. st it ade permanent, will inevitabl y 

injure the farming industry as a hole. Likewi •• the ex

emption fro tax tion ot bonds old by the l and ba s tends 

to direot an undue quantity ot funds into grioultural chan

nels which oth rwise ould not be pos ible. This would par

t i cularly be true it land bank bond were e specially favored 

with the tax exempt eature over the various type of in• 

dustri l eouriti s; it ou.ld be less true 1 suoh privi

leges served to put land bank bonds on p r with other seour-

1t1e • Ag in, 1t mu t be phasiz d that ir tarm. oredit 1s 

to benefit the farmer , pe nently, he u t b w1ll1 to 

pay a rte or interest merited by agrioultur upon the basi s 

or competition with other for ot industry. 

An.0th r p ase ot lending otivity to hioh the student 

or rarm mortgage tin o ust give ome attention is the 

quantity ot credit xtend d relative to the value ot the 

farm. The results ot ttover- lending" were revealed in the 

two preceding a ters . There, it w s indicated that prao-
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tically all p 1 ate l der w re bl to t"eo'oup their loans 

through foreol.osure. Federal lending groups. ho ver. have 

eurtered enor ous losse. Th question rises. tt'1to really 

sutters these losses?" Obv1ou ly, society does, tor most 

ot the losses are suffered by the Federal Farm ortgage Cor

poration hich loans a large per cent ot it funds in ex-

eh nge for s oond mortgages. Even to a greater extreme the 

lar Security Admini trat1on under the authority of the 

Bankhead-Jones ct xtend loans to tenants who d sire to 

pu.rohas land tor ~he tull v lue ot the land purchased . 

fhis is being done in p1te ot the faot that the Farm Oredit 

Administration ll s found during the past tlfte n years that 

unl ss f,armer is able to make a down paym nt ot 25 per 

oent ot the fr and h ve ope ting o pital in addition he 

U$ually fails top y for the far . l 

It 1s oonoeivable th t so.me armers could llandl a 

loan for the fUll value ot their ta.rm; however, upon the 

basis or pat x r1eno~ lt i a dangerous and radio l de-

. parture from good business proc dures. Suoh lending prao

tic~s f ade very extensive ~ill obviously tend to raise 

lan v lu a beyond their natural l vel. Moreover, past ex

perience has hown that h vy indebtedness very often leads 

lJ. L. Robinson , The Prot'ita.ble Use of Farm Credit , 
Farm Credit Ad.ministration, circular No. E- 4, (Washington: 
Government Printing orr1oe, 1939), p. 42. 
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to the general exploitation or the soil and detar ior tion 

or the s curity. Th re is also suftioient evidence to as

sume that heavy indebtedness often break the morale ot a 

rarmer, th'reby deoreasing his eft1o1 noy a a producer. 

good tar er who wer proud ot bein· far owner and 

operator ha e becom dishe rtened by debt loads th t ere 

unreasonably heavy and have literally lot 11 ot their 

ambition to ke th ir t genuine s uoces ful bu ine s 

enterpri e. It ust be recognize t hat er on be oo 

much credit extended to th t rmers, nd any polioy uch 

.as demonstrated by the F der l Fr o t age Corporation 

and tho Farm Security Adrninistration in l endi upon the 

full value o'f tll security 1 fr1:1ug.t1t ,. 1~h gr t d nger . 

Thoe ho upport th pol1o1 a or these enoie oont nd 

th t they have oted in n e.m rgency, and that, fro the 

long-run tandpo1 t, suoh loans ll help the tar ers to 

beoo e land own rs; v herea. , ot erwi they would re 1:0. 

·ten nts or ould lo e th tars they did have an quity in . 

It re ains to bes en what the future hold , but from the 

standpoint or good busine s praotic , it eems ltogether 

possible th t such excessive lo ns y only erve to post

pone the nevil' day of farm foreclosures 1thout ving 

helped the farmer permanently . 

Closely a.lli d with th roble di cus sed bove 1 

that ot tbe l ngth of the period tor thich the loan is de 
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and the zoanner 1n wh1oh it is to be repaid. It is well 

recognized that farm-mortgage loans should be for co para-

tively long periods on an ort1zat1on basis. The a orti-

zation eature is certainly ound and feas1ble ·1n every 

resp ct; hoe er, the long-term feature should be carefully 

considered. It is very probable that extremely long pe

riods of payment :may act to induce speculation. Professor 

Sparks states: 

Some convincing re sons tend to prove that a 
period of about t enty y ars would be bett r f'or 
loan mortization purposes than the lo.ager period 
now allo ed . The 20-year period woul give th 
farm r ample tie to complete his economic pro
gram., and woul not give the added st,i ulu to Wl• 
wise sp oulat1ve oredits.l 

Practioally all of the loans de by the federal ageno1 s, 

inoluding the federal 1 nd banks, are made tor mor than 

thirty year --some are made for s long as torty years. 

While the soundness or unsoundness of thirty-and torty-year 

loans may be a debatable point, it should be recognized 

that there 1e a limit to the oonditions or lenienoy beyond 

whioh there may be grave danger of going. Even if it is 

acoepted that t ere was need ror mortgage relief u.ring the 

perilous days ot the )O's, it should not be deniea that the 

continuation of some or these "lenient" policies may inJure 

agriculture perman ntly . 
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In many refereno s to governmental agencies tbro , b.out 

this tudy. the federal land banks bava b en ola sed 

,suoh. It h a seem logical and neoesa ry to refer o the 

as government l agencies 1n view of tbe f ot tbat their 

polioie b. ve been determined byte fed ral ov rnment 

throu hout the ,for part ot th 1r l nding history. It 

should be recalled that t ey were not or tad as govern

mental inatitutions--it was t .he intention or the tr er.a of 

the farm lo n aot that these banks hould be owned d con

trolled by the farm loan association, or, in other ords , 

by th tar era th ms l vee ~ However, tbe f1x1 or intere t 

.rate at a certain l vel, int ad of letti them be deter-

mined byte rat tor which bonds ean b sol 1n the open 

rket. repr sent a radio l departure f r the principles 

on ihioh a.t th 'beginning it s expected that the banks 

would operate. s re ult "the b ks to oertain degree 

oe aed to b selt-gov rui institutions, th policies ot 

which are determine by eoo:noic oonsi eration .. •1 

It hr.. - :.11., t,U r peatedly pointed out in thi tudy that 

eoonomio rino.iples shoul . be the iding factor ,in arm-

mortga e lending. Henoe th recommend tiona ot th United 

States Chamber of Commerce: 

1. The oo itte reoo:mm nds dherenc to· the 

1ch.amber ot Comm.eroe of the United St tes, .2.B.• ill.•• 
p . 17. 



original policy 1 io provided tor borrower con
trol ot th federal l nd banks. 

· 2. The oo tte t vors the adh ranee of the· 
teder l land b nk to those pp;-ai al nd l nding 
policies which will te,nd to keep the risks in• 
volv d commensur te 1th the rats charge to bor
rowers. 

3. !he co ttee di approves th ora-
·t1on into the permanent far credit sys a ot the 
gover ent of any loan ol1o1ea \v1i lc.r. pltioe a a
j or portion ot , e r is ~ directly or indir otly on 
the governm nt.l · 

It lo ap ear -to be evi t th tit the f d ral land 

b nk:s are to be r n ooording to eoonomic considerations 
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t y shoul be taken out from un er th control ot t.b.e De

P rtment or grioulture her it ,a placed in 193).2 By 

so doing, it 111 remov the banks from. other o el" ntal 

genoies \i hict k gr nts and ben fit payments--not neoes-

sarily on a bus1nes like b sis. It the federal agencies 

function aooordin to sound business principl s, private 

len ers .ill be ble to comp te tort eir are ot the tarm-

ortgage inve t enta an a uch mo e stable ·gricultural 

economy will be tbe r sult. 

· So fr eett1n !)le tiful supply ot long-term 

ere it at lo r tes or inter st is cone rn .a., th tarmers 

h v certainly be n uoc s ful. Ho ever, tho e ·ho re 

l¼bi,!., pp . 12-17. 

2H •• Torger on, 1t.Agrioultu:re.l iuanoe in the United 
States," Journal of Land and Publio Utility Eoonomios, 
(August 1940) pp. Jl8-Jl9. 
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interested in having th tar~ population ot erioa consist 

of farmers ho own their own farms, rather than consisting 

or a huge class of tenants, will serve agriculture best by 

reoognizing that sound lending principles must be employed 

in every area of grioultural aot1v1ty--1t thy re not, 

the rarer surfers 1n the long run. It oannot be denied 

that the f r mer has great power, and it oan b hop d that 

he uses it isely. • 
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