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PREFACE >-

THIS volume on farm mortgage distress in the United States is
the second publication in the National Bureau's series of Studies
in Agricultural Finance. The first, "Costs and Returns on Farm
Mortgage Lending by Life Insurance Companies, '945-47,"
was published as an Occasional Paper in 1949; several others
are in various stages of completion.

The present investigation was carried out under a coopera-
tive agreement between the National Bureau of Economic
Research and the Bureau of Agricultural Economics of the
United States Department of Agriculture. Mr. Jones, on assign-
ment from BAE, had primary responsibility for Part I, "The
Economic Geography of Farm Mortgage Distress"; Dr. Durand,
of the National Bureau staff, for Part II, "Farm Mortgage
Distress and Individual Farm Organization." The study was
financed largely with funds made available to the National
Bureau through grants from the Association of Reserve City
Bankers, the Life Insurance Investment Research Committee,
acting for the American Life Convention and the Life Insurance
Association of America, and the Rockefeller Foundation. The
aid given by all of these agencies is very gratefully acknowledged.

R. J. SAI.JLNIER
Director, Financial Research Program

September 1953





—< AUTHORS' ACKNOWLEDGMENT

SINCE the main purpose of our project was to determine some
of the important causes of farm mortgage distress, we have
given primary emphasis to the two decades between the world
wars, when widespread debt difficulties occurred. We have,
however, touched on the financial experience of farmers both
before and after that period.

Basic data for our study were provided by the federal land
banks, the central office of the Farm Credit Administration,
several life insurance companies, the Federal Deposit Insurance
Corporation, the Board of Governors of the Federal Reserve
System, and the Bureau of Agricultural Economics. Without
their cooperation the study would have been impossible. Also,
great assistance in the form of supplemental background infor-
mation about specific geographical areas was personally provided
by many individuals both within and without the United States
Department of Agriculture.

We are especially indebted to R. J. Saulnier, Director of the
National Bureau's Financial Research Program, and Norman
J. Wall, Head of the Division of Agricultural Finance of the
Bureau of Agricultural Economics, for making the administra-
tive arrangements that enabled the work to be carried forward
on a cooperative basis, and for their reading and criticism of the
manuscript; to Fred L. Garlock, also of the Bureau of Agricul-
tural Economics, for his counsel at many stages in the work; to
Frederick C. Mills and George J. Stigler for thoughtful criti-
cisms as members of the National Bureau's reading committee;
to Ruth Harris for drawing many of the charts; to Catherine
Martin, Inge Falk, and Olive K. Britt for statistical computa-
tions and checking; and to Mary Phelps for editorial assistance.
But above all, our thanks go to F. F. Hill, of Cornell University,
for his indispensable aid. Serving as technical adviser and edi-
torial critic, Dr. Hill devoted a great deal of time to the study,
and contributed richly from his sound judgment and his exten-
sive background in agriculture and agricultural credit.

LAWRENCE A. JONES AND DAVID DURAND
September 1953



0



—< CONTENTS

PREFACE ix

AUTHORS' ACKNOWLEDGMENT xi

INTRODUCTION: HISTORICAL BACKGROUND

Nineteenth Century
Twentieth Century through World War I 5
The Interwar Period 9
World War II and the Early Postwar Years
Financial Position of Agriculture, 1953 17

Scope of the Study 21

PART I: THE ECONOMIC GEOGRAPHY OF
FARM MORTGAGE DISTRESS

1. LOCATION OF AREAS OF FARM MORTGAGE DISTRESS 25

Indicators of Farm Mortgage Distress 25
Transfers of Farms 26

Experience with Federal Land Bank Loans 31
Experience with Land Bank Commissioner Loans 33
Experience with Loans by Life Insurance Companies 37
Commercial Bank Data 43
Trends in Land Values 51
Location of High and Low Distress Areas 55

2. GREAT PLAINS AND MOUNTAIN STATES 59
Physical Characteristics of the Area 59
Economic History before 1920 6i
Variations in Mortgage Distress in the Twenties 68
Variations in Mortgage Distress in the Thirties 71
Areas of Relatively Little Distress during the

Interwar Period 71

3. THE CORN BELT 77
Physical Characteristics 77
Types of Farming 79
Speculative Inflation of Land Values 8o
The Price Collapse 82
Mortgage Experience 83

4. THE COTTON BELT 90
Crop and Livestock Enterprises in the Cotton Belt gi
Changes in Cotton Acreage, 1909-49 93
Cotton Prices, 1920-40 95



xiv CONTENTS

Geographic Variations in Mortgage Experience
Eastern Cotton States 98
Delta Cotton States 102
Texas and Oklahoma io6

5. OTHER AREAS: DAIRYING, TRUCK AND FRUIT, TOBACCO,
AND GENERAL FARMING 111

The Northeast 111
Appalachian States 115
Florida ii8
Lake States 120

Cut-over Country 122
Commercial Dairy Belt 124

Pacific Coast States 126

PART II: FARM MORTGAGE DISTRESS AND
INDIVIDUAL FARM ORGANIZATION

6. A RESUME OF MORTGAGE EXPERIENCE STUDIES

Quality of Land 137
Debt Load 139
Size of Farm 140
Other Factors 140
Appraisal of the Findings 140

7. A RESUME OF SOME FARM INCOME STUDIES 143

Frederick County, Maryland 144
Soils and Incomes in the Newfane Area 147
Wheat Yields and Land Values in Northern Idaho 154
Studies of Typical Farms by the Bureau of Agricultural

Economics i
Implications of Farm Income Studies 162

8. MARKET VALUES, EARNING POWER, AND LENDING
STANDARDS 165

Imperfections of the Land Market 165
Amenities and Other Factors 167
Market Values versus Earning Power as Loan Security i68
Relation of Loan to Long-term Market Value 170
Earnings Coverage 172
Adjustment for Living Costs 173
Adjustment for Off-farm Work 174
Adjustments for Unpaid Labor 174
Adjustments for Amortization i
The Variable Payment Mortgage 176
Earnings Coverage, Loan-to-value Ratios, and Rates

of Return 177



CONTENTS xv

9. CHIEF CAUSES OF MORTGAGE DISTRESS, RECENT
ADJUSTMENTS, AND CONTINUING PROBLEMS i8o

Differences in Price Behavior i8o
Inflation of Land Values and Debts i8i
Newly Settled Areas 185
Natural Hazards i88
High Fixed Costs 190
Technological Change 190
Mistakes in Making Loans 192
Recent Adjustments 195
Continuing Problems 197

APPENDIX A: AN ANALYSIS OF MORTGAGE EXPERIENCE
STUDIES 199

Illustrations of Method 199
Physical Characteristics of the Farm 201
Buildings and Equipment 208
Personal Characteristics of Borrower 210
Farm Organization 21 1

Financial Characteristics 216

APPENDIX B: SOME TECHNICAL TERMS USED IN FARM
iNCOME ANALYSIS 222

INDEX OF AUTHORS 227





TABLES >'—
PAGE

i. Index Numbers of Prices Received by Farmers, Prices
Paid, Farm Production, and Realized Net Income of
Farm Operators, 1940-52 (annually) 13

2. Balance Sheet of Agriculture, 1940 to 1953 (selected
years) 14

Index Numbers of Farm Real Estate Values per Acre,
1940, 1946, and 1953 (by region and state) i6

4. Farm Mortgage Debt, 1940, 1946, and ig53, and Non-
real-estate Debt, 1943 and 1953 (dollar amounts and
percentage changes by region and state) i8

5. Loss Rates through June 1946 on Federal Land Bank
Loans Made in 1917-33 (by region and state)

6. Loss Rates through June 1946 on Land Bank Commis-
sioner First Mortgage Loans Made in 1933-35 (by
region and state) 38

7. Share of Total Farm Mortgage Debt Held by Life In-
surance Companies, 1930 (by region and state) 41

8. Land in Farms in the Great Plains and Mountain States,
1910 and 1920 (acreages and percentage changes by
state) 65

9. Farm Mortgage Debt in the Great Plains and Mountain
States, 1910 and 1923 (amounts and percentage changes
by state) 66

io. Average Value of Farm Real Estate per Acre for the
Corn Belt States, 1910 and 1920 (dollar figures and
percentage increases by state) 8o

ii. Farm Mortgage Debt in the Corn Belt States, 1910 and
1920 (amounts and percentage increases by state) 8i

12. World War I Inflation and Subsequent Debt Distress
in the Corn Belt States (percentage increases in farm
mortgage debt and land values, and distress transfer
rates, by state) 82

13. Index Numbers of Agricultural Prices in the Corn Belt
States, 1919 and 1921, 1929 and 1932 (with percentage
decreases, by state) 83

14. Cash Receipts from Farm Marketings in the Corn Belt
States, 1929 and 1932 (with percentage decreases, by
state) 83

15. Distress Transfer Rates 1920-35, Voluntary Transfer
Rates 1919-20, and Corn Yields 1929-44, for WPA
Sample Counties in Iowa 88



xviii TABLES
PAGE

i6. Percentage Distribution of the Estimated Man-hours
of Labor Required on Farms in the Cotton Belt States
ig3g, by Type of Enterprise (by state) 92

17. Cotton Acreage in the Principal Producing Areas of the
United States, 1909-49 (acreages and percentage shares
at ten-year intervals) 93

i8. Index Numbers of Prices Received by Farmers for Cot-
ton, All Crops, and Livestock, 1910-39 (by five-year
periods) 96

ig. Average Annual Distress Transfers per Thousand of
All Farms in the Cotton Belt States, 1925-30 and 1931-

33 (by state) 97
20. Percentage Changes in Farm Land Value 1910-20 and

1920-30, in Size of Farm Mortgages 19 17-20, and in Farm
Mortgage Debt 1910-23 and 1923-40, in the Cotton Belt
States (by state) 100

21. Nine Mortgage Experience Studies and Their Coverage i 36

22. Profitability and Debt Carrying Capacity of 205 Farms
in Frederick County, Maryland, in 1938, by Land Class 145

23. Variations in Intensiveness of Farming in Newfane,
New York, '913-39, by Soil Group 148

24. Farm Income per Farm and Rate of Return for New-
fane Farms, 1913-39, by Soil Group 151

25. Mortgage History of 71 Newfane Farms 153

26. Repayment Performance on 529 Newfane Mortgages 153

27. Selected Asset and Income Items and Rate of Return
for iS Types of Farms, 1930-40, and Mortgage Experi-
ence in Areas Where They Were Common i6o

28. Measures of Stability of Net Operating Income for i8
Types of Farms, 1930-40, and Mortgage Experience in
Areas Where They Were Common 163

29. Index Numbers of Prices Received by Farmers for
Selected Crops and Livestock Products, 19 15-39 (by five-
year periods) i8i

30. World War I Inflation and Subsequent Debt Distress
(percentage increases in farm mortgage debt and land

values, and distress transfer rates, by state) 183

A-i. Relation of Appraised Value per Acre to Land Bank
Loan Experience in New York State, 19 17-29 200

A-2. Percentage Distribution of Land Bank Loans in Min-
nesota by Age of Borrower 201



TABLES xix
PAGE

A-3. Findings of Nine Mortgage Experience Studies Sum-
marized 202

A-4. Land Bank Loan Experience in Western Washington,
by Net Income Area within Economic Land Use Class 206

A-5. Relation of Type of Soil to Loan Experience and Other
Factors, Southeastern Alabama, 1917-31 207

A-6. Relation of Elevation to Foreclosure Experience and
Other Factors, Southern New York, 1917-29 207

A-7. Relation of Appraised Value of Farm Residence and
Appraised Value of Tillage Land to Land Bank Fore-
closure Experience in the Northeast, 1917-29 209

A-8. Relation of Farming Experience of Borrower and Ap-
praised Value per Acre to Land Bank Foreclosure
Experience in the Northeast, 1917-29 212

A-g. Relation of Size of Farm to Loan Experience and Other
Factors, Southeastern Alabama, 1917-31 215

A-io. Relation of Acreage Cultivated to Foreclosure Experi-
ence on Central Montana Wheat Farms, 1911-32 215

A-u. Relation of Productivity Value per Farm to Loan Ex-
perience on Central Montana Wheat Farms, 1911-32 216

A-12. Loan Experience by Type of Farming, Western Wash-
ington, 1917-32 216

A-i3. Relation of Borrower's Equity in Real Estate to Loan
Experience in Southeastern Alabama, 1917-31, by Soil
Class of Farm 217

A-i4. Relation of Debt Load to Acquisition Rates on Land
Bank Loans Made in 1917-32 in 76 Counties in Wash-
ington, Oregon, Idaho, and Montana; by Net Income
Area 218

A-i5. Relation of Debt Load to Loss Rates on Land Bank
Loans Made in 1917-32 in 76 Counties in Washington,
Oregon, Idaho, and Montana; by Net Income Area 219

A-i6. Relation of Period in Which Loan was Made to Fore-
closure Experience on Central Montana Wheat Farms,
1911-37 (by five-year periods) 220

B-i. An Illustrative Farm Income Statement, Imputed Items
Excluded 223

B-2. An Illustrative Farm Income Statement: Imputed Ad-
justments Used by Some Eastern Land Grant Colleges 225

B-3. Combined Income Statement for Central New York
Dairy Farms, Averages for Eleven Years 1930-40 226





CHARTS AND MAPS >—

Color Types of Farming in the United States Back
map leaf

Figure
i. Index of Wholesale Prices, Farm and Nonfarm Products,

1798-1952 4
2. Distress Transfers, Voluntary Transfers, and Value of

Farm Real Estate per Acre, 1912-53 6

3. Increase in Value of Farm Real Estate per Acre, 1910-20
(by county) 7

4. Farm Mortgage Debt Held by Major Lender Groups,
1910-52 (annually) 8

5. State Mortgage Relief Legislation, 1930-36 12

6. Average Annual Distress Transfers per Thousand Farms,
1925-39 (by state) 28

7. Average Annual Distress Transfers, 1925-34, per Thousand
Mortgaged Farms in 1930 (by state) 29

8. Distress Transfers, 1920-35, per Hundred Mortgaged Farms
in 1930 (selected WPA sample counties) 30

g. Mortality Rates, 19i7 to 1939-46, for Federal Land Bank
Loans Made in (by group of counties) 34

10. Net Loss, 1917-45, per $ioo of Federal Land Bank Loans
Made in 1917-33 (by county)

ii. Net Loss, to Mid-i945, per $ioo of Land Bank Commis-
sioner Loans Made in 1933-35 (by county) 39

12. Distressed Assets per $ioo of Farm Investment by 14 Life
Insurance Companies, 1929 (by county or group of
counties) 42

13. Distressed Assets per $ioo of Farm Investment by 15 Life
Insurance Companies, 1932 (by county or group of
counties) 44

14. Relation between Commercial Bank Suspensions, 1921-33,
and Distress Transfers of Farms, 1925-34 (by state) 45

15. Relation between Change in Commercial Bank Deposits,
1919-34, and Distress Transfers of Farms, 1925-34 (by
state) 46

i6. Bank Suspensions, 1921-29 47
17. Percentage Change in Total Deposits of Commercial

Banks, 1920-29 (by county) 48
i8. Percentage Change in Total Deposits of Commercial

Banks, 1920-33 (by county) 50
19. Decrease in Value of Farm Real Estate per Acre, 1920-30

(by county) 52



xxii CHARTS AND MAPS

Figure
20. Decrease in Value of Farm Real Estate per Acre, 1930-35

(by county) 53
21. Decrease in Value of Farm Real Estate per Acre, 1935-40

(by county) 54
22. Relation between Decline in Farm Real Estate Values,

1920-35, and Distress Transfers of Farms, 1925-34 (by
state) 55

23. Major Areas of Good and Poor Farm Mortgage Loan Ex-
perience, 1920-40 56

24. Distress Transfers, 1920-35, per Hundred Mortgaged
Farms in 1930: Great Plains and Mountain States Divided
Regionally (selected WPA sample counties) 6o

25. Average Annual Precipitation 62

26. Increase in Farm Acreage, 1910-20 64
27. Yearly Precipitation, Wheat Prices, and Homestead Entries

in Montana, 1870's through 1938 67
28. Distress Transfers per Hundred Farms, Eastern and West-

ern Great Plains, and Intermountain Region, 1900-1935
(selected counties, annually) 70

29. Relation between Crop Yields, 1924-43, and Land Bank
Foreclosures, 1917-46, in Kansas, by County 73
Relation between Federal Crop Insurance Premiums,
1947, and Land Bank Foreclosures, 1917-46, in Kansas, by
County 74

31. Value of Farm Property, 1930 76
32. Soil Productivity in the Corn Belt 78

33. Distressed Assets per $100 of Farm Investment in the Corn
Belt by 14 and 15 Life Insurance Companies, 1929 and
1932 (by county or group of counties) 84

34. Loss Rates on Farms in and near the Corn Belt Sold by
13 Life Insurance Companies, 1929-37 (by county or group
of counties) 86
Loss Rates on Farms in and near the Cotton Belt Sold by

Life Insurance Companies, 1929-37 (by county or
group of counties) 103
Relation between Crop Yields, 1918-42, and Distressed
Farm Assets of 15 Life Insurance Companies, 1932, for
75 Counties in Minnesota 125

37. Net and Gross Productivity Value and Selling Price for
450 Idaho Farms Transferred in 1936-40, Classified by
Average Yield 156

38. Location of Types of Family-operated Farms Studied by
the Bureau of Agricultural Economics 158
Relation between Increase in Farm Mortgage Debt, 1910-
20, and Distress Transfers of Farms, 1925-34 (by state) 185


