South Dakota State University
Open PRAIRIE: Open Public Research Access Institutional
Repository and Information Exchange

Agricultural Experiment Station Circulars SDSU Agricultural Experiment Station

3-1932

Farm Real Estate Mortgage Loans in Hyde County,
South Dakota, 1910 - 1930

Gabriel Lundy
South Dakota State University

Follow this and additional works at: http://openprairie.sdstate.edu/agexperimentsta_circ

Recommended Citation

Lundy, Gabriel, "Farm Real Estate Mortgage Loans in Hyde County, South Dakota, 1910 - 1930" (1932). Agricultural Experiment
Station Circulars. Paper 4.
http://openprairie.sdstate.edu/agexperimentsta_circ/4

This Circular is brought to you for free and open access by the SDSU Agricultural Experiment Station at Open PRAIRIE: Open Public Research Access
Institutional Repository and Information Exchange. It has been accepted for inclusion in Agricultural Experiment Station Circulars by an authorized
administrator of Open PRAIRIE: Open Public Research Access Institutional Repository and Information Exchange. For more information, please

contact michael.biondo@sdstate.edu.


http://openprairie.sdstate.edu?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_circ%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_circ%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta_circ?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_circ%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_circ%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta_circ?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_circ%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta_circ/4?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_circ%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:michael.biondo@sdstate.edu

Circular 4 March, 1932

Farm Real Estate
Mortgage Loans

in

1910-1930 | oy
N 16 193,

Ry
With Special Reference to Loomis,‘vV sl}ey and
Spring Lake Townships “.f, !f. S. P. 5’//‘/

—_—

Agricultural Economics Department
Agricultural Experiment Station
South Dakota State College
of Agriculture and Mechanic Arts
Brookings, South Dakota




TABLE OF CONTENTS

PAGE
Purpose and Method of Stwdy ___________________________ ' _______ 5
Purposeof stwdy - . ______________________ ____________ e b
Location-of area studied ______________ ________ _____________ 5
Source of informationused - ________________________________ 6
Limitations of the informationwused - _________________________ 6
Total Indebtedness: Changes in Amount and in the Relative Volume of
Loans of Different Ranks _________ S —_— T
Area Mortgaged and Debt per Acre _____ __________________________ 11
Acreage under mortgage _____________________________________ 11
Average debt per acre _______________________________ - 11
Mortgage indebtedness and income ____________________________ 13
Foreclosures . _________________ N _ 15
The amount of foreclosures - ___________________ _____________._ 15
Acreage foreclosed on _______________________________________ 18
Some causes of foreclosures - __________________________________. 18
Precautions the individual cantake - __________________________ 20
Debt per acre on forecvlosedland ______________________________ 20
Delinqueney _____________ __ 21
Definition of delinquency as usedhere _________________________ 21
Amount and percentage of delinquency ________________________ 22
Duration of delinqueney _____________________________________ 25
Recording documents ________________________________________ - 26
*  Prevention of delinquency ____________________________________ 26
Acreage with delinquent loans ___________ I 26
Delinquency as a foreclosure signal ___________________________ 27
Classification of Mortgaged Land and Loans as to Debt per Acre _____ 29
Percentages of debt and of mortgaged acreage in each class ______ 29
Higher debts after thewar. . _________________ ________________ 29
Source of Funds ____________________ __ __________ ___________ 32
Sources of first-mortgage funds ______________________________ 32
Sources of second-mortgage funds _____________________________ 33
Cost of ¥funds_______________________________ __ 34
The average interest rate on all first mortgage loans in force at
specified times - _____________________________ ___ __________ 34
Loan commissions = 35
The interest rate on second mortgages _____.____________________ 35
Frequency distribution of interest rates on first-mortgage loans
Jurrent at specified periods —________________________________ 36

Second-mortgage interest rates _______________________________ 36



Length of Term ____________________________________ _____________ 38
Short term or long term loans? ____ I 38

The average length of term of all first- and second-mortgage loans
in force at specified times __________________________________ 38

Frequency distribution of length of term of loans current at dif-
ferent periods ______________ - 39
Terms of second mortgages _.._________________________________ 42
Term and Rates on Loans from Different Sources ___________________ 42
First-mortgage rates __________________________________ e 42
First-mortgage term by source of funds _______________________ 44
Second mortgages ________________________ . ____ 44
Amounts Loaned per Acre by Different Agencies I ___44
Land Values and Ratio of Debt to Value ___________________________ 45
Some general principles involved ___ ___________________________ 45
Sources of information employed . ____________________________ 46
How the land values were determined _________________________ 47
Land values in the area studied ______________________________ 47
The ratio of debt tovalwe - ____________________________ ________ 48
Land Purchases and Indebtedness _________________________________ 49
General remarks on farm indebtedness ________________________ 49
Definition of “sale of land” for thisstudy . ___________________ 49
Percentage of “land sold” __________________________ ——~ 50"
Sales and indebtedness by five-year periods - ___________________ 50
Comparison by longer periods ________________________________ 51
Debt per acre on land sold and on land not sold ________________ 51
At times higher debtonland notsold _.________________________ 53
Exceptional cases ____________ _________________________ ______ 54
Conclusions __________________ ____5b
Effect of the war on farmers _________________________________ 55
Individual adjustments _ S — 55
Conservative borrowing in the future - _________________________ 55
Suggested method of repayment of future loans ________________ 56

Proper use of credit beneficial ________________________________ 57



Acknowledgment

The author wishes to acknowledge the re-
ceipt of valuable suggestions and criticism
from Professor Sherman E. Johnson, under
whose supervision this study was made.
Acknowledgment is also made of valuable
assistance received from abstractors and
county officials who made the information
available.



Farm Real Estate Mortgage Loans
In Hyde County, South Dakota

With special reference to Loomis, Valley and
Spring Lake Townships'
by
Gabriel Lundy

Department of Agricultural Economics

Purpose and Method of Study

Purpose of the Study.—The purpose of this study has been to obtain
a picture of the farm mortgage situation in that part of the state where
Hyde County is located. The procuring of information in regard to pres-
ent and past conditions of the farm land indebtedness situation is a nec-
essary preliminary to an understanding of the mortgage credit problems
involved. It is also a prerequisite to any constructive measures for the
improvement of rural credit conditions as they apply to loans secured
by mortgages on land and its permanent improvements. For this pur-
pose information has been assembled on the amount of indebtedness, the
acreage incumbered, the cost of funds, length of term, source of funds,
debt per acre, delinquencies and foreclosures as well as the influence of
land purchases on indebtedness.

Location of Area Studied.—Hyde County in the west central portion
of the east river country (Fig. 1) was selected as being quite representa-
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Figure 1.—Map of South Dakota showing location of area studied in Hyde county.

1 Townships 113, 114 and 115, of Range 73.



7

6 CIRCULAR 4 SOUTH DAKOTA EXPERIMENT STATION

tive of the farming land in that region. The three townships of Loomis,
Valley and Spring Lake extending north of the Chicago and Northwest-
ern railroad along the western boundary of Hyde County were likewise
selected because conditions there seemed typical of this general region.

Source of Information Used.—The information on which this report
is based has been procured from public records in the office of the register
of deeds at Highmore, the county seat. Brief abstracts were procured of
the necessary information contained in all documents recorded since 1905
and earlier which affected the title to every piece of land in the three
townships. The information thus procured covers all transfers of title
since 1905, and gives a complete list of all mortgage loans in force
against these lands from 1910 to 1930. This material has been worked up
and tabulated for the years 1910, 1915, 1920, 1925 and 1930.

Limitations of the Information Used.—The source of the information
and the form in which it is available from that source imposes certain
limitations on this study. For this reason it may be well to mention some
of the advantages and disadvantages of the county records as sources of
information in research work of this kind. Other possible sources of in-
formation on farm mortgage credit are the borrowers, the lenders and
the farm mortgage bankers or other middlemen who act as loan agents.
One advantage of the county records is that information on all mortgage
loans are available at one place. The other sources of information are
scattered. The county records are also usually more explicit and definite
as to the information they contain than the corresponding information
which one could expect to procure from borrowers. The latter may have
no written records at hand and may have forgotten the details even
though they might be perfectly willing to give the information. Hence
considerations of both economy and accuracy dictate the use of county
records for such information as they contain. But the advantages are not
all on the side of the county records by any means. These records may
fail to give all the desired information either because the recorded docu-
ment did not recite the details or because the document has not ben re-
corded at all. For instance, it may be desired to determine the sale prices
of land in the area studied, but if the recorded documents hide the price
paid with the stock phrase ‘“one dollar and other valuable considerations”
the information is useless. In such cases the buyers and sellers are the
best sources of information if they will give it. Another deficiency in the
county records as a source of material for study occurs in cases where the
mortgage has been paid and a release or satisfaction of the mortgage has
been issued by the lender but not recorded by the borrower or any one
else. In such instances the borrowers and lenders must be solicited for
information. In the case of many old loans long delinquent, however, it
has been found either difficult or impossible to find people who knew if
or when the mortgage was paid and satisfied. There seems to be consider-
able evidence of neglect to record mortgage releases. Another important
type of information not revealed by the public records at the county seat
has to do with the purpose ‘of the transaction. Why was the farm sold?
Why was it mortgaged? Why was it mortgaged to this agency rather
than to another? How was the money expended? What is the size of
farm and what are the sources of income from which these mortgage
payments must be met? The answers to these questions and to others
equally pertinent can not be found in the county records of deeds and
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mortgages. But as previously mentioned there are certain advantges in
connection with procuring mortgage information from the records in
the office of the county register of deeds. Within the limitations indicated
much useful and reliable information is available in convenient form.

Total Indebtedness: Changes in Amount and in the
Relative Volume of Loans of Different Ranks

As previously mentioned the mortgage information has been tabu-
lated for every fifth year from 1910 to 1930 inclusive. The total indebted-
ness and the amount in loans of the different ranks are given in Table 1
and are also shown graphically in Figure 2. It appears that the area in-
cluded in this study experienced somewhat of a boom about 1910. Accord-
ing to the census reports the land in farms in Hyde County increased 126
per cent between 1900 and 1910. As a result the total indebtedness of
$324,757 in the latter year is relatively large. The succeeding years were
not so favorable for expansion and by 1915 the volume of indebtedness
on farm land had been reduced to $294,416. The period of war and post-
war inflation culminating in 1920 resulted in a total indebtedness of $546,-
676 in the three townships for that year. By 1925 this amount had been re-
duced to $431,646. A further reduction down to $303,630 had been ac-

TABLE 1. Total mortgage indebtedness, and amount represented by loans of each rank?
every fifth year, 1910 to 1930 inclusive.

Total Mortgage Sum of Sum of Sum of
Year Indebtedness First Mortgages Second Mortgages Third Mortgages
1910 $324,757 $261,618 $ 49,694 $13.445°
1915 294,416 253,404 31,639 9,373
1920 546,676 418,933 109,264 18,479
1925 431,646 338,960 717,910 14,7763
1930 303,630 258,327 44,941 362

1 Unless otherwise noted all tables will refer to the same three townships in Hyde county.
2 Includes $5,485 in loans ranking below third.
3 Includes $2,000 in fourth mortgages.

complished by 1930. Later on it will be shown that much of this reduction
can be accounted for by foreclosures. In addition to the reduction by fore-
closures it is evident that many pieces of mortgaged land have been
cleared of incumbrance by means of voluntary transfer of the title to
the lender. Table 2 shows what percentage of the total indebtedness was
embodied in loans of the different ranks. Figure 3 presents the same in-
formation in chart form. The first-mortgage loans have constituted be-
tween 76.6 per cent and 86.1 per cent of the total debt. Apparently the
junior-mortgage loans have fluctuated proportionately more in volume
than have the first-mortgage loans. This is indicated by computation of
the amounts given in Table 1. Thus between 1915 and 1920 second-mort-
gage loans increased 245 per cent in amount whereas first-mortgage loans
increased only 65 per cent in amount. Decreases have also come more
rapidly in the case of junior-mortgage loans. Some of the reasons for this
may be that during periods of rising land values in certain cases it may be
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Figure 2.—Total amount of mortgage indebtedness, index of change, and amount
of mortgages of each rank, 1910-1930.! (Based on Tables 1 and 3.)
1Unless otherwise noted all later figures in this circular will refer to the same three.
townships in Hyde County.
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Figure 3.—Percentage of total indebtedness represented by mortgages of different
rank, 1910-1930. (Based on Table 2.)
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easier to get a second-mortgage loan than to increase the first-mortgage
loan on the land. In periods of declining farm incomes the land values may
not justify both mortgages. If foreclosure becomes necessary the second
mortgage can be foreclosed without eliminating the first mortgage, but
a foreclosure of the first mortgage also clears the land of the second-
mortgage loan. This possibility would naturally tend to induce holders of
junior mortgages to demand payment or at least reduction of their loan.
Table 3 presents an index of changes in total indebtedness. Taking the

TABLE 2. Percentage of the total farm real estate mortgage indebtedness represented by
loans of each rank every fifth year, 1910 to 1930.

Total Mortgage Percentage in Percentage in Percentage in
Year Indebtedness First Mortgages Second Mortgages Third Mortgages

1910 $324,757 80.6 15.3 4.11
1915 294,416 86.1 10.7 3.2
1920 546.676 6.6 20.0 3.4
1925 431,646 78.5 18.1 3.42
1930 303,630 85.1 14.8 .1

! Includes 1.7 per cent in mortgages below third.
? Includes 0.4 per cent in fourth mortgages.

TABLE 3. Total mortgage indebtedness and index of change in amount of
indebtedness, every fifth year, 1910 to 1930

Index of Change in Total Mortgage
Year Total Indebtedness Indebtedness

1910 equals 1009

1910 100 $324,757
1915 91 294,416
1920 168 . 546,676
1925 133 431,646
1930 93 303.630

TABLE 4. Percentage increase or decrease in total farm land mortgage indebtedness dur-

ing four successive five-year periods, or two successive ten-year periods?, 1910 to 1930
(Based on Table 1.)

Percentage Change in Total Indebtedness

Period Increase Decrease
1910 to 1915 9.3
1915 to 1920 85.7
1920 to 1925 21.0
1925 to 1930 29.7
1910 to 1920 68.3
1920 to 1930 44.5

! In each case the indebtedness ﬁgure0 for the end of the previous period is considered as 100
per cent.
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1910 amount as 100 per cent the index was 91 in 1915, 168 in 1920, 133
in 1925 and by 1930 was down to 93 per cent of the amount in 1910. It
is evident from these figures and from Table 4 that the volume of in-
debtedness can be increased much more rapidly than it can be reduced.
Obviously it is the part of wisdom to be especially conservative in the
mortgaging of the farm during periods of high prices.

Area Mortgaged and Debt per Acre

Acreage Under Mortgage.—A larger acreage of the farm land in these
three townships was incumbered with mortagages in 1910 than in any
of the other years studied with the exception of the year 1920. Table 5
and Figure 4 show 35,560 acres mortgaged in 1910, 30,640 in 1915, and
35,880 in 1920. It will be noted that, unlike the increase in the amount
of indebtedness in dollars, the increase from 1910 to 1920 in the acre-
age incumbered was negligible. By 1925 the incumbered acreage was re-
duced to 31,080 and in 1930 only 24,160 acres were mortgaged. The 1930
index of indebtedness is only 7 per cent below 1910, but the 1930 index
of incumbered acreage is 32 per cent below that of 1910. Declining farm
incomes with relatively high mortgage debts per acre resulting in fore-
closures and voluntary transfers of title from borrower to lender may
account for this reduction in acreage covered by mortgage. Comparison
of the indexes of change in Tables 3 and 5 show clearly the differences
in trend between the volume of indebtedness and the incumbered acreage.
The proportion of the total acreage which was mortgaged was about 56
per cent in 1910 and 1920, about 49 per cent in 1915 and 1925, but by
1930 this had been reduced to 38 per cent of the total area of privately
owned land in the three townships.' It may be possible that with the high
cash expenses, low prices and reduced income in the latter year, the re-
turns from some of this land fell below the sum of expenses and fixed
charges.

Average Debt Per Acre.—The indebtedness per acre of mortgaged
land, (Table 7 and Fig. 5) rose from $9.13 in 1910 to $9.61 in 1915 and
reached a peak of 815.24 in 1920. The decline following 1920 was not as
rapid as the previous increase, the debt per acre being $13.89 in 1925
and $12.57 in 1930. Considering the cash expenses of production in com-
parison with the low prices received, especially for grain, the 1930 debt
per acre was a much heavier burden on the farmer than the 1910 per-
acre debt.

1 The percentage in 1910 would be 57.2 per cent if the 1,040 acres patented during the next
four years were deducted. This has been included in order to leave these percent-
ages on the same base and hence comparable. There is some public land in the three
townships in addition to the school land in sections 16 and 36.
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TABLE 5. Area mortgaged, and the percentage which such incumbered acreage is of all
land?, every fifth year, 1910 to 1930.

Acres Index of Change in Percentage of all Land
Year Mortgaged Mortgaged Acreage Covered by Mortgage

1910 equals 100%

1910 35,560 100 56.3
1915 30,640 86 48.5
1920 35,880 101 56.8
1925 31,080 87 49.2
1930 24,160 68 38.2
1 Sections 16 and 36, being school land, are not included in the total for “all land.” *“All

land” is taken as 63,223 acres privately owned land in townships 113, 114 and 115, of range

78. If the 1,040 acres of public land patented between 1910 and 1915 were deducted the 1910
percentage would be 57.2.

ACRES PER CENT
- 75
45000 —————
-{ 70
40 000 —— s =] 65
-| 60
35000 55
50
30 000
45
25 000 40
35
20000 %0
15 000 25
20
{0 000 5
1o}
5000
5

1910 95 m\Io 19I5 19%0

~YEARS —

Figure 4.—Acreage mortgaged and percentage of all land! covered by mortgage
every fifth year, 1910-1930. (Based on Table 5.)

1 “All land” is taken as 63,223 acres privately owned.
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TABLE 6. Percentage increase or decrease in incumbered acreage during four successive
five-year periods, or during two successive ten-year periods,’ 1910 to 1930.
(Based on Table 5.)

Percentage Change in Area Mortgaged

Period Increase Decrease
1910 to 1915 13.8
1915 to 1920 17.1
1920 to 1925 13.4
1925 to 1930 22.3
1910 to 1920 .9
1920 to 1930 32.7

1In each case the incumbered acreage figure for the end of the previous period is taken as
100 per cent.

TABLE 7. Average indebtedness per acre of mortgaged land and index of debt per acre
every fifth year, 1910 to 1930
(Based on Tables 1 and 6)

Average’ Index of Change Average First Index of Change
Total Deb in Total Debt Mortgage Debt in First Mortgage
Year Per Acre Per Acre Per Acre Debt per Acre
1910 equals1009% 1910 equals 100%
1910 § 9.13 100 $ 7.36 160
1915 9.61 105 8.27 112
1920 15.24 167 11.68 159
1925 13.89 152 10.91 148
1930 12.57 138 10.69 145

Mortgage Indebtedness and Income.—The index of average prices
received for wheat by South Dakota farmers' may not be a good indicator
of the farm income in this area, but it is possible that a larger share of
the income has come from grain than from livestock. With the index of
wheat prices on a 1910 base of 100 the 1915 index is also 100. The indexes
for area mortgaged, total indebtedness and debt per acre in 1915 were
86, 91 and 105 respectively. By 1920 the index of wheat prices stood at
159. The index of area mortgaged had increased to 101, but the indexes
of total indebtedness and of debt per acre had reached 168 and 167 re-
spectively. During the next five years the wheat price index declined and
stood at 143 in 1925. As indicated in Tables 3, 5 and 7, the indexes of
total indebtedness, area mortgaged, and debt per acre also declined. In
1930 the index numbers were as follows: wheat price 61, area mortgaged
68, total indebtedness 93, and debt per acre 138. Since the reduction in
mortgaged indebtedness was partly due to foreclosures, it seems that
the farmers went into debt during good times and reduced their debts
during hard times. But only part of the repayments were voluntary. The
low prices for cash grains, primarily wheat, in 1930 made it difficult for

1 The index of average prices received for wheat by South Dakota farmers, as well as the
index of cattle prices, is based on computations made by Professor R. E. Post of the
Agricultural Economics Department, South Dakota State College.
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Figure 5.—Average debt per acre of mortgaged land both as to first mortgage
loans and total loans, every fifth year, 1910-1930. (Based on Table 7)
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the grain farmers to meet their obligations. In so far as farm income in
this area is dependent on receipts from cattle, conditions were better, be-
cause the index of the South Dakota farm prices of cattle in 1930 was
considerably higher than the index of wheat prices. Disregarding the
index of cattle prices as an indicator of farm income, it is seen that the

TABLE 8. Percentage increase or decrease in the average farm land mortgage debt per
acre of incumbered land during four successive five-year periods or two succssive ten-year
periods!, 1910 to 1930.

(Based on Table 7.)

Percentage Change in Debt Per Acre

Period Increase Decrease
1910 to 1915 5.3
1915t01920 58.6
1920 to 1925 8.9
1925 to 1930 9.5
1910to 1920 66.9
1920 to 1930 17.5

1 In each case the debt per acre figure for the end of the previous period is taken as 100%.

total debt and the debt per acre rose faster than the price of wheat from
1915 to 1920. But apparently during the next ten years it was not pos-
sible to reduce the total debt and the debt per acre as rapidly as the in-
come from wheat declined.

Foreclosures

The Amount of Foreclosures.—As previously indicated foreclosures
have been a material cause in the reduction of the total indebtedness.
According to data in Table 9 and Figure 6 foreclosures during the five
years of 1911 to 1915 inclusive amounted to $12,155. This is 3.7 per cent
of the total indebtedness in the three townships in 1910, but it is over 40
per cent of the reduction in total indebtedness from 1910 to 1915. In ad-
dition a $2,880 first mortgage and a $180 second mortgage were fore-
closed, but redeemed. The period from 1916 to 1920 inclusive was one of
rising prices on farm products, and relatively prosperous farm conditions.
As a consequence only 37,210 in mortgages were foreclosed during that
five-year period. This includes $3,100 in first mortgages and a $60 second
mortgage which were redeemed. However, the lands seem to have been
lost to the original owners, and hence these are counted as foreclosures.
This small amount of foreclosures, 2.4 per cent of the total debt, had no
material effect on the tendency toward higher indebtedness. Following
1920, however, foreclosures materially contributed to the reduction of
the indebtedness. From 1921 to 1925 inclusive foreclosures amounted to
$66,988. This is 12.3 per cent of the total debt in 1920, and constitutes
over 58 per cent of the reduction in total indebtedness from 1920 to 1925.
Foreclosures during the next five years, 1926 to 1930 inclusive, were of
smaller volume both as a total amount and as a percentage of the debt,
constituting 9.7 per cent of the 1925 indebtedness. Nevertheless the fore-
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closures accounted for over 32 per cent of the reduction in total indebted-
ness during these five years. The foreclosure figures by ten-year periods
show $19,365 between 1911 and 1920 inclusive. This is 6 per cent of the
1910 indebtedness. A big increase occurred during the next ten years
from 1921 to 1930 inclusive. Foreclosures amounted to $108,845 during
this period, and this is almost 20 per cent of the large total debt in 1920.

TABLE 9. Amount of farm real estate mortgage loans foreclosed upon during four succes-
sive five-year periods and for two successive ten-year periods, with ratio of volume of fore-
closures to total indebtedness! at beginning of each perfod.

Total Debt at Ratio of
Total Amount Beginning of Foreclosures
Periods of Fareclosures Period! To Total Debt
Dollars Dollars Per Cent
1911 to 1915 inclusive 12,155 324,757 3.7
1916 to 1920 inclusive 17,2102 294,416 2.4
1921 to 1925 inclusive 66,988 546,676 12.3
1926 to 1930 inclusive 41,857 431,646 9.7
1911 to 1920 inclusive 19.365 324,757 6.0
1921 to 1930 inclusive 108,845 546,676 19.9

1 The ““total indebtedness at beginning of period’” is the amount of indebtedness the previous
year: 1910 indebtedness for the 1911 to 1415 period, etc.

2 Includes only eight foreclosures; $3,160 in loans was redeemed, but title to land passed to
other owners.

TABLE 10. Distribution of the volume of foreclosures according to the rank of the mort-
gages foreclosed during fcur successive five-year periods from 1911 to 1930 inclusive.

Period First Mortgages Foreclosed Second Mortgages Foreclosed
Amount Percentage Amecr Percentage
1911 to 1915 $11,580? 95.3 3 575 4.72
1916 to 1920 6,150% 85.3 1,0604 14.7
1921 to 1925 46,886 70.0 20,102 30.0
1926 to 1930 41,782 99.8 75 52

1In addition $2,880 first mortgages and $180 third mortgages were foreclosed, but re-
deemed.

2 Includes $180 third mortgage, 1.2%, on 160 acres.

333,100 on 480 acres was redeemed, but land was lost to the owners.

4360 on 160 acres was redeemed, but land was lost to the owners.

As previously mentioned second-mortgage loans increased more rap-
idly than first mortgages during the five years preceding 1920. A com-
parison of the data in Tables 1 and 10 and in Figure 6 indicate that sec-
ond mortgages were relatively more subject to foreclosure during the
next five-year period. During 1921 to 1925 inclusive 11 per cent of the
1920 first-mortgage indebtedness was forclosed while 18 per cent of the
debt represented by second mortgages was eliminated by foreclosure
during this post-war deflation period.
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Figure 6.—Amount of mortgage loans foreclosed during successive five-year periods
and successive ten-year periods. (Based on Tables 9 and 10.)
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Acreage Foreclosed on.—Table 11 and Figure 7 show the acreage in-
volved in foreclosure proceedings. Excluding 480 acres which were re-
deemed, only 1,200 acres were foreclosed on during 1911 to 1915 inclusive.
This is 3.4 per cent of the acreage incumbered in 1910. During 1916 to
1920 inclusive 1,280 acres were foreclosed upon but 640 acres were re-
deemed. The redeemed land seems to have been lost to the original own-
ers, however, and hence these are counted as foreclosures. This makes a
loss to owners of 4.2 per cent of the acreage subject to mortgage in 1915.
During the ten years following 1920 there appear to have been no re-
demptions, and foreclosures increased. During 1921 to 1925 inclusive 5,560
acres were lost through foreclosures. This is 15.5 per cent of the incum-
bered acreage in 1920. From 1926 to 1930 inclusive, 3,920 acres passed into
the hands of mortgagees by means of foreclosures. This constitutes 12.6
per cent of the area under mortgage in 1925. Making the comparisons
by ten-year periods it is found that from 1911 to 1920 inclusive mort-
gagors suffered a loss of 2,480 acres through foreclosure proceedings.
This is 7.0 per cent of the 35,560 acres incumbered in 1910..The bulk of
the foreclosures during the twenty years under consideration came in the
ten-year period from 1921 to 1930 inclusive. During this period the own-
ers of mortgaged land lost 9,480 acres by foreclosures. This constitutes
26.4 per cent of the acreage under mortgage in 1920. Since the incum-
bered acreage in 1920, 35,880 acres, is only 320 acres larger than the acre-
age covered by mortgage in 1910, it is seen that relatively, as well as in
actual acreage, foreclosures during the second ten-year period were al-
most four times as extensive as during the ten years prior to 1920.

TABLE 11. Acreage of land involved in mortgage foreclosure during four successive five-

year periods and for two successive ten-year periods, and the percentage which the acreage

foreclosed during each period is of the total acreage incumbered' at the beginning of the
period, 1911 to 1930 inclusive.

Total Incumbered  Per Cent of In-

Periods Total Acresin  Acreage at Begin- cumbered Acreage
Foreclosures? ning of Period! Foreclosed on
1911 to 1915 inclusive 1,200 35,560 3.4
1916 to 1920 inclusive 1,280 30,640 4.2
1921 to 1925 inclusive 5,5604 35,880 15.5
1926 to 1930 inclusive 3,920 31,080 12.6
1911 to0 1920 inclusive 2,480 35,560 7.0
1921 to 1930 inclusive 9,480% 35,880 26.4

1 The “total incumbered acreage at beginning of period” refers to the previous year: The
incumbered acreage in 1910 is used with the 1911-1915 period, etec.

2 The figure for “total acres in foreclosures’ may represent double counting of some land in
case a piece of land has been foreclosed on twice.

3 Includes 640 acres redeemed, but land was lost to original owners.

4160 acres foreclosed on twice.

Some Causes of Foreclosures.—The large number of foreclosures were
undoubtedly brought on by the war inflation and the succeeding deflation.
The rising prices encouraged the assumption of mortgages and other ob-
ligations in larger volume based on the higher price level. It may also
have stimulated speculative investments in land in the hope of profiting
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from anticapted continually rising prices and land values. Long time
debts assumed under these conditions resulted in hardship and loss dur-
ing the succeeding period of declining prices. The trouble is neither with
high prices nor low prices, but with alternating periods of rising and fall-
ing price levels. Such instability in the price level is especially harmful to
farm owners because of their relatively large fixed investment, often
made with borrowed capital. In the ahsence of means to stabilize the
price level it would seem desirable for the individual to base his estimate
of land values on a long time average of the earning power of land.
Temporarily high prices during an inflation period would not then result
in land purchases at exhorbitant prices. Neither would the mortgages
of one year exceed the value of the land in a succeeding period. If in ad-
dition to such a conservative valuation policy farm loans would be written
so as to provide for larger payments on the debt during years of high
income the farm industry could hope to attain a higher degree of sta-
bility and prosperity.

Precautions the Individual Can Take.—The individual farmer acting
alone can not, however, materially influence the price of land. Neither
can he stabilize other prices or the price level. But this does not mean
that the individual is entirely unable to protect himself against the harm-
ful effects of the periodic rise and fall of the price level. The prospective
buyer of land should consider whether land prices are high or low in re-
lation to the long-time earning power of the land. This would involve a
consideration of the price of farm products and the expenses of produc-
tion, not only for the current year but for a period of years. The United
States Department of Agriculture and state colleges and agricultural
experiment stations usually publish figures and graphs which show the
cyclical changes in the price of single commodities and of groups of com-
modities. From such information the farmer can judge whether prices are
above or below the average long-time movement of such prices as have
a bearing on land values. When land prices have been going up consider-
ably for some time and speculative buying and selling of lands is fre-
quent it is not a good time to invest in land for farming purposes. That
is the time to sell, if one wants to quit farming. Land should be pur-
chased for farming purposes when the indicators discussed above show
that land prices are low. Care should be also used not to incur large ex-
penditures for improvements during periods of high prices. This would be
especially true if such expenditures necessitate borrowing. During years
when the farm income is large it would be wise to make larger than usual
repayments on the existing farm indebtedness in order to reduce the bur-
den of debt payments in lean years.

Debt Per Acre on Foreclosed Land.—A comparison of the debt per
acre on the land subject to foreclosure and on the non-foreclosed mort-
gaged land was attempted. The foreclosures during any one year usually
were too few to make reliable comparisons. This made it desirable to
take the average debt per acre on all foreclosures during successive five-
year periods, from 1911 to 1930 inclusive. All the debt on such foreclosed
land at the time of foreclosure was then compared with the average total
debt per acre of non-foreclosed land as given in Table 7. Valid compari-
sons are made difficult by the fact that foreclosures are spread over five-
year periods, while the indebtedness figures on non-foreclosed land are as
of every fifth year,and the average debt per acre on all lands was changing
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from time to time. In order to overcome this difficulty to some extent,
the debt per acre on lands foreclosed on during each period was compared
with the average of the debt per acre of non-foreclosed land at the be-
ginning and end of each period. That is, the sum of the debts per acre
in 1910 and in 1915, for example, was divided by two and this average
figure compared with the debt per acre on lands foreclosed during the
1911-1915 period, etc. Even this does not make the indebtedness figures
for the two classes of land perfectly comparable. Furthermore, the vol-
ume of foreclosures during the first two five-year periods, as indicated
in Table 9, was too small to give dependable averages. The results must
therefore be taken with some caution. But compared as indicated above
they show the following: For the 1911 to 1915 period the debt per acre
on foreclosed land was 24 per cent higher than on non-foreclosed mort-
gaged land. For the 1920 to 1925 period the total debt per acre on fore-
closed land at the time of foreclosure was 25 per cent higher than the
debt per acre on non-foreclosed land. In the 1925-1930 period the debt
per acre on foreclosed land was 47 per cent higher than on non-foreclosed
land under mortgage. This may be what one would expect in most cases,
but the indications in this comparison are based on too few observations
to make the findings anything like conclusive. The method of comparison
used is also open to question. The period from 1916 to 1920 inclusive
shows a relationship exactly the inverse of results for the other three
periods. Using the debt per acre on non-foreclosed incumbered land as a
base of 100, the index of indebtedness per acre on the foreclosed land
was only G67. The volume of foreclosures during this period was small,
only eight foreclosures amounting to $7,210 on 1,280 acres, and all came
from 1916 to May, 1918 inclusive. This was a period of rapidly rising land
prices, especially during 1918, 1919 and 1920. On non-forclosed land the
debt per acre was 89.61 in 1915 and 815.24 in 1920. It is thus possible
that since all the foreclosures took place during the first half of the per-
iod the foreclosures did not include any mortgages for larger amounts
per acre based on the higher loan limits in the last half of the period.
This, however, does not explain the whole difference because even the
1915 debt per acre on non-foreclosed land of $9.61 is higher than the debt
per acre of S8.39 on lands foreclosed upon. It must be understood that
the debt per acre of foreclosed land at the time of foreclosures includes
all loans on such land at the time of foreclosure, and not simply the loans
actually forclosed upon.

While the results here arrived at are not conclusive, it might be pos-
sible in some larger studies to determine whether for any given area a
certain debt per acre at given costs for loans might be more than the land
could carry. But the problem is complicated by individual differences in the
producing capacity of lands, differences in managerial ability of farmers
and other factors.

Delinquency

Definition of Delinquency as Used Here.—A condition of delinquency
usually must precede actual foreclosure. For this reason delinquency sta-
tistics may be considered reliable distress signals. A loan may be de-
linquent either as to payments on principal or as to payment of interest
due. In this discussion a loan has been considered delinquent when past
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due as to principal and not satisfied or released of record, in cases where
inquiry has not revealed extension by mutual agreement between mort-
gagor and mortgagee or assignee. Amortization loans have been consid-
ered delinquent when one or more amortization installment payments
were past due and unpaid. No consideration has been given to interest
payments because no records are available.

Amount and Percentage of Delinquency.—Table 12 gives the amount
of first mortgage loans delinquent every fifth year from 1910 to 1930,
and also indicates what percentage this was of the total amount of first
mortgage loans. Junior mortgage delinquencies are similarly shown in
Table 13. In some cases the number of second mortgages was too small to
make a significant comparison between these two classes of loans. Table

TABLE 12. Amount of first mortgage farm real estate loans delinquent! as to principal,
and the percentage of the total first mortgage indebtedness which was delinquent at
the end of years indicated, 1910 to 1930.

Total First Mortgage o o o & @) .
Loans Delinquent! £ E‘ E © E‘:S R as “"; L :E .
Per Cent of P‘:‘EG £tES S ul BEa 5952
|. Outstanding §§§ égg‘,m égég égg H-sﬂg
s Amount FirstMort- | © 2 o | T &= [T Esm| T gx °3§g
= Delinquent gage Debt g a £5 a 5 £=5 g 222 E o =
Delinquent | 58 5 | EARE |R8eo | RAS | @882
1910 S 21.147 8 $ 3,719 $ 7,450 $ 1,225 $ 8,753 $ =
1915 99,064 39 10,850 4,676 26,100 57,438 =+
1920 72,681 17 2,400 2,800 2,900 56,228 8,353
1925 175,016 52 2,200 23,932 33,421 76,625 38.838
1930 91,275 30 - 12,500 8,400 50,955 19,420

1 Included among “‘total first mortgage loans delinquent” are all loans past due and unpaid
of record in cases where inquiry has not shown extension by agreement between bor-
rower and lender. Delinquent amortization payments, chiefly Rural Credit loans, are
also included in the left hand column, and then listed in a column at the right for de-
linquencies of unknown length or duration.

Table 13. Amount of Junior mortgage loans delinquent! as to principal, and the percentage
of the total junior mortgage indebtedness which was delinquent at
the end of the years indicated, 1910 to 1930

) n w w w

; i g 8 4| Buz £s

Junior Mortgages Delinquent 2 A 2 B a2 E I

) Qo S %O )

B B B - t .
Per Cent S E S S SEow S B
A =9 . =) =) = Rl
iy of Outstanding w o z g s ol . g‘;
I |Amt.De-  Junior Mortgage -E =N- -2 8 2 E = 25 ] -E -
Ll s B S ° & ) o S E
linquent Debt Delinquent : =3 : - : a T : s 3
1910 $18,6:10 30 $500 $16,310 s 130 $ 1,100
1915 12,253 30 339 1,480 10,434
1920 19,551 15 150 15,271 = 4,130
1925 60,008 65 = 250 12,812 46,946
1930 18,515 41 . L H 18,515

1 A mortgage past due and not satisfied of record is counted delinquent in cases where in-
quiry has not shown extension by agreement between borrower and lender.
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indicated, 1910-1930. (Based on Table 14.)
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‘MORTGAGE LOANS ON FARMS IN HYDE CO,, S. D. 25

14 presents the delinquency statistics of all loans irrespective of the rank
of the mortgage. Figure 8 gives a graphic view of the percentage of all
indebtedness which was delinquent. Figure 9 shows the amount delin-
quent. In 1910 $39,787 of loans were delinquent as to principal. This is
12 per cent of all loans on record for that year. During the next five years
there was a marked increase in the amount of delinquent loans. The sum
of the delinquent mortgages in 1915 was $111,317, or 38 per cent of the
total debt in that year. The rising prices of farm products during the years
immediately preceding 1920 reduced the amount of delinquency only to
892,232. But since the total indebtedness during that year was much
larger the perecentage of delinquency dropped to 17 per cent of the total
real estate mortgage indebtedness. The farmers having incurred large
debts on the basis of the high 1920 price level, and then later encounter-
ing lower prices for their products, some increase in delinquency is to be

TABLE 14. Total amount of farm real estate mortgage loans of all ranks delinquent! as
to principal, and the percentage of the total mortgage indehtedness which was delinquent
every fifth year, 1910 to 1930.

- - - -
Delinquent Mortgages S o, . S i Z R \ g
of all Ranks sz e Ze - == = ¢ 20 T T
SE8| SE¢s SEES | SET | £
seo| 282 ESer [ =F5 2| 258,
Per Centof | © A2 2 B 2o G w 0= _:55
Amount Total Mort- | 2 © p &= SN ol " S L ES
= |Delinquent rage Debt £ 38 £ g~ z Eg:E° E25 E g~ g
- eli = 2 o Z & - = =z 7 s 3 gz = o =
i Delinquent 7%z o ; o 283¢8 = :1‘ 2 & ; s A&
1910 3 39,787 12 $ 4,219 %23,7 ]
1915 111,317 38 10,850 i =
1920 92,232 17 2.550 18,071 8.353
1925 235,024 54 2,200 24,182 46,235 38,838
1930 109,790 36 12,500 8,400 19,420

* A mortgage past due and not satisfied of record is counted delinquent in cases where in-
quiry has not shown extension by ajrreement between borrower and lender. In the
totals in the left hand column, headed “Amount Delinquent” are also included some
delinquent amortization loans, chiefly Rural Credit loans, which have been listed in
the extreme rigzht hand column for delinquencies of unknown length or duration.

expected for 1925. The amount that year reached the large sum of $235,-
024, which constituted 54 per cent of the total 1925 indebtedness. The
1930 delinquency was $109,790 or 36 per cent of that year’s indebtedness.

Buratien of Delinquency.—Inspection of the delinquency tables pre-
viously mentioned will show that the total amounts delinquent have been
classified in sub groups showing the duration of the delinquency. It will
be noted that for the years 1915 to 1930 large sums were delinquent over
one year and up to ten years, and small amounts were delinquent even
longer. There may be some error in these figures, but considerable effort
has been put forth to make them accurate. Numerous mortgages ap-
peared on the records as being in force against the land, although from
one to several years past due. In order to determine which of these loans
actually were in force, and unpaid but delinquent, about 125 letters of
inquiry were sent out. Mortgagors, mortgagees and assignees were so-
licited for information. Postmasters, bankers, loan agents, the register
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of deeds, county treasurer and auditor were requested to furnish infor-
mation as to the whereabouts of owners and others who might possess
information in regard to the various lands and loans in question. As a
result of replies received it was found that some of the loans had been
paid, but that the satisfaction had not been recorded. In some cases the
mortgage had, in effect, been wiped out by a transfer of title from the
borrower to the lender, but neither satisfaction of mortgage nor deed had
been recorded. Many others were long past due, unpaid and delinquent
both of record and in fact. In some cases no one could be found who knew
anything about the case, or the private documents or record books could
not be found by those who were presumed to have access to such docu-
mentary evidence. The informants heard from were scattered all the way
from the Atlantic to the Pacific. In spite of the efforts put forth there
are undoubtedly still some errors in these figures of delinquencies of long
duration. The data of delinquencies in the right hand column, of Table
14, headed “unknown’” refer chiefly to South Dakota Rural Credit amort-
ization loans. In cases where one or more amortization payments of a
loan were past due as of the end of the year indicated the whole unpaid
remainder of the loan has been listed as delinquent, but the duration of
the delinquency is not known.

Recording Documents.—The preceding discussion of the delinquency
records indicates the need for greater care in recording documents affect-
ing the title to land. The borrower who has paid his loan and received the
“satisfaction of mortgage” is the only one who directly benefits from
placing that document on record, yet he may take it home, lay it aside,
and forget it or lose it. For this reason it might be well to require the
mortgagee to record the release, but let him collect the recording fee from
the borrower. With respect to deeds and other documents as well, greater
care and accuracy in stating the facts and promptness in recording would
be desirable so as to improve the county records, both as to the kind and
trustworthiness of the data they contain.

Prevention of Delinquency.—Another lesson to be drawn from the de-
linquency data is that more consideration might well be given by bor-
rowers and lenders to the problem of dating the payment of interest and
principal to coincide with the time of year when the farm income is ex-
pected. Delinquency in connection with an obligation to pay money is
usually considered by investors as an indication that something is not as
it should be. Investors will try to avoid a type of security in connection
with which there is a high percentage of delinquency. For this rea-
son high delinquency in farm land mortgage loans will tend to re-
strict the volume of funds seeking such investment and raise the rate of
interest. This is a handicap to the farming industry. In so far as delin-
quency results from the operation of economic forces beyond the control
of the individual farmer there may be nothing he can do about it. In so
far, however, as delinquency is due to untimely maturity and interest
paying dates the farmer usually can do something about it. No mortgage
should be made or renewed without making provision for the payment of
interest and principal at a time of year when funds are expected to be
available.

Acreage With Delinquent Loans.—Delinquency can also be studied
from the point of view of the land involved. This phase of the subject is
presented in Table 15 and in Figure 10. The loans on 4,400 acres, or 12.4
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per cent of the mortgaged acreage, were delinquent in 1910. By 1915 the
delinquent area had increased to 11,360 acres or 37.1 per cent of the total
incumbered acreage. The percentage reduction in delinquency from 1915
to 1920 was not as great in the case of the land as in the case of the
amount of loans. The 8,960 acres having delinquent loans in 1920 consti-
tuted 25 per cent of the acreage then incumbered. But only 17 per cent
of the amount of loans was delinquent that year. In 1925, 56.6 per cent
of the mortgaged land was covered by delinquent loans. This was 17,600
acres. In 1930 the volume of delinquent loans was 36 per cent of all
loans, but delinquent land was 46.4 per cent of all mortgaged land. The
loans on 11,200 acres were past due and unpaid in that year. The per-
centages of land and of loans that are delinquent do not necessarily cor-
respond because the debt per acre is not the same on all pieces of land.
Furthermore, in case of two or more concurrent mortgages on a piece
of land all these mortgages may not be delinquent at any one time, but
all land on which even one mortgage is delinquent must be listed as
delinquent.

Delinquency as a Foreclosure Signal.—Delinquency is undoubtedly an
indication of distress but it may not be an accurate indicator of impend-
ing foreclosures. The ratio of debt to value of land will also have to be
considered before arriving at a decision as to the degree of danger of loss
of the land through foreclosure. Although individual cases may vary it
may be safe to say that this ratio will be wide during periods of rising
prices and narrow during periods of declining prices, such as followed
1920. In other words, with rising prices the farmer’s equity in the land
will increase in relation to the mortgage on it. Under these circumstances
the mortgagee would not need to hestitate to forclose on a delinquent
loan. He could then reasonably hope that the land could be sold for at
least sufficient to cover the amount of the mortgage and costs of fore-
closure. On the other hand, if prices are falling, land values may be de-
clining but mortgages usually can not be reduced proportionately. In
fact, the value of the land may fall so low as to leave the farmer no
equity in the land. This may induce delinquency, but the lender may not
be impelled to foreclose unless. this is the lesser of two evils. During such
periods the mortgagees are likely to try to encourage the owner to pay
taxes and interest on the promise of extension of the mortgage, and the
amount of delinquency may be large in relation to the amount of fore-
closures. Thus in 1925, 54 per cent of the amount of farm land loans were
delinquent, but only 9.7 per cent of the amount of loans in force in 1925
were foreclosed during the five years of 1926 to 1930 inclusive. Usually
lenders will not foreclose if prospects are that the borrower will be able
to pay if given some additional time.
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Figure 10.—Percentage of all mortgaged acreage on which principal of loan
was delinquent, 1910-1930. (Based on Table 15.)
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TABLE 15. Percentage of the mortgaged acreage on which prmcnpal was delinquent,
every fifth year, 1910 to 1930.

Acreage on Which Pck Cent of

Year Loan Was Past Total Mortgaged Mortgaged Acreage
Due and Unpaid Acreage Delinquent

1910 4,400 35,560 12.4

1915 11,360 30,640 37.1

1920 8,960 35,880 25.0

1925 17,600 31,080 '56.6

1930 11,200 24,160 46.4

Classification of Mortgaged Land and Loans as to
Debt per Acre

Percentages of Debt and of Mortgaged Acreage in Each Class.—The
average debt per acre has been discussed earlier in this report, but an
average is not always a satisfactory description of conditions. It may
hide as much as it reveals. In Table 16 an attempt has been made to
classify the loans and the mortgaged land on the basis of the debt per
acre. Figure 11 shows the same information graphically. The classes vary
by $10.00. In 1910, it is seen, 47.7 per cent of all indebtedness was on
land that was mortgaged in amounts up to $10.00 per acre. In other
words, the sum of all the loans which amounted to not over $10.00 of debt
per acre accounted for almost one-half (47.79:) of the 8324,757 total
indebtedness in 1910. The average debt per acre in this class was $6.23
per acre. Almost 70 per cent of the mortgaged land fell in this class that
year. That is, 70 per cent of the incumbered land was mortgaged for
$10.00 or less per acre. The next class, between $10.01 and $20.00, aver-
aged $13.02 debt per acre. In this class was found 37.5 per cent of the to-
tal debt and 26.2 per cent of the mortgaged land in 1910. The next two
classes from $20.01 to $30.00 and from $30.01 to $40.00 contain only 9.9 per
cent of the indebtedness between them and 3.3 per cent of the incumbered
land. Then there is an unusual case averaging $98.75 debt per acre and
containing 4.9 per cent of the amount of loans and .5 per cent of the
mortgaged land. Figure 11 shows at a glance what percentage or pro-
portion of the debt and of the mortgaged land fell in the different classes
during each one of the years studied. The distribution of the indebted-
ness in 1915 was very much like that in 1910. During the former year
85.2 per cent of the total indebtedness and 96.2 per cent of the mort-
gaged land fell in the first two classes up to $20.00 per acre. In 1915 the
first two indebtedness classes accounted for 82.8 per cent of the debt and
95.1 per cent of the incumbered land. In other words the higher indebted-
ness groups in 1915 accounted for only 2.4 per cent more of the debt and
1.1 per cent more of the land under mortgage.

Higher Debts After the War.—By 1920 the first two classes, up to
$20.00 per acre, held only 57.1 per cent of the total indebtedness and 82.3
per cent of the land covered by mortgage. More significant perhaps is the
fact that whereas in the earlier years a higher percentage of both debt
and mortgaged land fell in the lowest class, by 1920 the shift to larger



TABLE 16. Distribution of th2 total farm real estate mortgage indebtedness according to
the amount of debt per acre of incumbered land, every fifth year, 1910 to 1930

Average debt per mortgaged acre, per cent of total indebtedness and per cent of mort-
gaged land falling in each indebtedness class.
1910 1915 1920 1925 1930
Classes of
Indebtedness 2 bt 2 = %
-3 - - | 3 e b 4 - -~ o - . - .-t
Per Acre A, |3 ]|°c% e, | S8 [| SF 2%, |1es |l SE B liesl =% Q. °x | °%

o . = TR @ = 9 E 80 o = ] T @ = -] ) @ K t e ]

B g =& £ & o =] g 23] £a 5= & 9 -] S e ] Ea 5=

g | S |O¥g] 29 | Oz |C¥a| 8¢ ([ Cz [C8x| £ [ Cy|oBs] £< | Oz [C B

A R B AR R B AR AR B AR AR B AR R

2 |28 |53 <& | &€ |22d| <& | & | g3 <& | &€& [ 2=23] <& AR | &
$ 0.01 to $ 10. $ 6.23 47.7 69.9 $ 6.48 45.1 66.9 $7 .02 20.2 43.9 $ 6.95 22.6 45.3 $ 6.89 32.0 58.3
$10.01 to $ 20. 13.02 37.5 26.3 12.85 37.7 28.2 14.69 36.9 38.4 14.74 41.3 38.9 13.56 30.4 28.2
$20.01 to $ 30. 23.22 5.7 2.2 21.28 6.9 3.1 23.34 16.4 10.7 23.89 15.3 8.9 24.94 17.7 8.9
$30.01 to $ 40. 34.18 4.2 1.1 38.21 4.2 1.0 37.92 5.5 2.2 33.66 10.6 4.3 37.50 2.0 L
$40.01 to $ 50. i 41.64 1.1 .3 49.57 2.9 9 mia 46.75 2.5 .6
$50.01 to $ 60. e [ 53.12 9.3 2.6 53.18 a9 2.1 52.71 8.3 2.0
$60.01 to $ 70. i el e Es 24 62.73 2.3 .5 67.95 Tl 1.2

v
$70.01 to $ 80. o N - i PHE AT
$80.01 to $ 90. f L =L
$90.01 to $100. 98.75 4.9 5 I 92.50 5.0 5 98.63 8.8 1.3 am
~a= -



~aml

PER CENT W PER (ENT OF TOTAL DEST PER CENT OF PMORTGAGED (ANO
7 W 1 H 1 3]
90
/910 1915 1920 1925 1930
80
70 |-

60

50

10 — ' )
a 7 ba | 54; Ll ll_la_h :
(=]
R EEEEEE £28R%938% $28%8% 38 5889838
. ' gl ToA0 0 TEu g an Sl g .0 S I S N R e
28383 5353 32°% 30558329 285359 3 ° $305823533
g o8 8§89 QR T 88288 ¢ R §8sS8 28 s RRAgRS
i 5, F, A . A
Ll ¥ W W v
THE CLASSES OF /NDEBTEDNESS, PER ACRE
[oociars]
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loans per acre placed almost twice as much of the total debt in the second
class as in the first. Furthermore, almost 43 per cent of the total debt was
in indebtedness classes running from $20.01 per acre and up. Naturally a
smaller percentage of the incumbered land is found in these upper classes.
Because, with higher indebtedness per acre, less land is required for a given
amount of loans. In 1925 as in 1920 the modal class, or the class con-
taining the highest percentage of the debt, was the S§10.01 to $20.00 class.
But the concentration in this class was even greater in 1925 than in 1920.
In the earlier year 36.9 per cent of the debt was in the $10.01 to $20.00
class. In 1925, 41.3 per cent of the indebtedness was in that class. Even
with the elimination in 1925 of the freak case of near $100.00 debt per
acre, over 36 per cent of the indebtedness was found in the classes above
S$20.00 per acre. Less than 16 per cent of the mortgaged land was in
these higher classes. By 1930, as in 1910 and 1915, the modal class is
again the class of 80.01 to $10.00 debt per acre. The next higher class,
however, is a close second. These two classes account for 62.4 per cent
of the debt and 86.5 per cent of the mortgaged land in 1930. The ten-
dency, apparently, has been to grant lower loans per acre and the old
loans of larger amounts per acre have beer: reduced. But it is a slow and
difficult process, in periods of low prices, to liquidate the large loans
placed in periods of inflation. Almost 38 per cent of the total debt in
1930 was still on land that was mortgaged for over $20.00 per acre. This
is a very high indebtedness when it is considered that the 1930 census
valuation for farm land in these three townships was only about $17.79
per acre.

Source of Funds

The sources of funds for farm mortgages have been classified as in-
surance companies, savings banks, commercial banks, individuals, the
Federal Land Bank, South Dakota school fund', South Dakota Rural
Credit*, mortgage bankers and miscellaneous. It may be mentioned that
savings banks here include trust companies, that commercial banks are
largely local banks either at the present or the former home of the bor-
rower, and that South Dakota school fund loans are from school funds
handled through the office of the county treasurer. The class “mortgage
bankers” includes local loan agents as well as other farm mortgage bank-
ers. The loans held by them are only those which, at the time, had not
been assigned to insurance companies and other corporate, institutional
and individual investors. Finally those that could not be classified con-
veniently otherwise are listed as miscellaneous.

Sources of First-Mortgage Funds.—With respect to first-mortgage
loans it will be seen from both Table 17 and Figure 12 that by far the
largest volume of loans came from individuals during all the years con-
sidered. This source accounted for 63.2 per cent of all the funds outstand-
ing in 1910, 57.0 per cent in 1915, 59.7 per cent in 1920, 57.4 per cent in

3 The loans from the South Dakota school fund are handled by the county treasurer of each
county. The term has been predominantly five years or less, but in some cases re-
newals or extensions have been made on the loan records of the county treasurer
without recording such changes in the office of the Register of Deeds.

2 The loans placed by the South Dakota Rural Credit have been on the 30-year amortiza-
tion plan.
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1925 and 53.0 per cent in 1930. The only other important source is the
state of South Dakota. Combining the loans from the school fund and
the Rural Credit Loans, 14 per cent of the funds for the outstanding
first mortgages came from this source in 1920. This was increased to
28.9 per cent in 1925 and 29.9 per cent in 1930. Insurance companies fur-
nished about 8 and 9 per cent respectively in 1910 and 1915, and only
about one per cent during the other years. This is in marked contrast
to conditions in the older eastern part of the state. In Brookings County,
for instance, insurance companies had replaced individuals as the chief
source of funds by 1925. Both the nature of their business and the legal
restrictions surrounding their investment policies compel insurance com-
panies to place their loans in the older, well established farming areas.
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Figure 12.—Pcrcentage of first-mortgage funds coming from
various sources, 1910-1930. (Based on Table 17.)

TABLE 17. Source of first-mortgage funds: Amount and percentage of total coming
from each source, every fifth year, 1910 to 1930.

| 1910 1915 1920 1925 1930
Source of
Funds |
Amount | Pct. |Amount | Pct. |Amount | Pct. |Amount | Pct. Amount | Pct.
\
Insurance /
Companies 921,245 8.1 | 24,458 9.7 {$ 5,800 1.4 | $ 1,000 3 |8 3,600 1.4
Savings | /
Banks 5.200 2.0 | 8,730 3.4 9,500 2.3 15,400 4.5 10,250 4.0
Commercial | |
Banks 19,960 7.6 ‘ 12,700 5.0 41,046 9.8 7,400 2.2 2,150 .8
Individuals 165,232 63.2 | 144,417 57.0 | 250,199 59.7 | 194,562 57.4 | 136,921 53.0
Federal Land |
Bank = - - - - - 1,800 5 1,800 7
South Dakota ‘
School Fund 9,100 3.5 | 19,750 7.8 27,950 6.7 30,200 8.9 39,200 15.2
South Dakota |
Rural Credit - - ’ - - 30,686 7.3 67,616 20.0 37,856 14.7
Mortgage
Bankers 18,188 6.9 | 29,200 11.5 38,020 9.1 7.420 252, 12,750 4.9
|
Miscellaneous 22,690 8.7 | 14,149 5.6 15,732 3.7 13,532 4.0 13,800 5.3

Sources of Second-Mortgage Funds.—Second-mortgage loans have
fewer sources, as indicated by Table 18 and in Figure 13. The $2000 listed
under insurance companies in Table 18 is only technically a second mort-
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gage, because the same company also held the first mortgage on this and
other land. Figure 13 makes it evident that individuals, commercial banks,
and mortgage bankers have furnished the bulk of second-mortgage funds.
It is undoubtedly true that almost all of these lending agencies were local
individuals and firms. This is to be expected. On account of the greater
risk in extending credit on second mortgages local people are in better
position to estimate the risk involved, supervise the use of the credit, and
make collection at the opportune time. Then also second mortgages on
land have been taken by local creditors as additional security on other,
short time, loans that were either unsecured or insufficiently secured.
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Figure 13.—Percentage of second mortgage funds coming from
various sources, 1910-1930. (Based on Table 18.)

TABLE 18. Source of second mortgage funds: Amount and percentage coming from each
source, every fifth year, 1910 to 1930.

1910 1915 1920 1925 1930
Source of
Funds
Amount | Pct.| Amount | Pct. | Amount | Pct.| Amount | Pct. [ Amount | Pct.
|
Insurance |
Companies (3 | - | $2000 6.3]$ - - i3 _ _ |3 -
Commercial | |
Banks 800 1.6 | 15,267 48.2 27,799 25.4 16,280 20.9 17,146 38.2
Individuals 46,154 92.9' 10,271 32.5 59,792 54.7 39,877 51.2 23,917 53.2
Mortgage |
Bankers 2,740 5.5 2,646 8.4 | 20,413 18.7 19,243 24.7 3,878 8.6
Miscellaneous = - 1,455 4.6 l 1,260 1.2 2,510 3.2 = =
! i

Cost of Funds

The Average Interest Rate on all First-Mortgage Loans in Force at
Specified Times.—The principal item of cost in connection with farm land
mortgage loans is the interest that has to be paid. The commission that
must be paid in connection with some loans may add materially to the
total cost. Other costs may include abstract charges, recording fees, and
time spent in procuring and completing the loan. It is obvious that short
term loans requiring frequent renewals may involve more of certain of
these cost items than would long term loans, like the Federal Land Bank
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amortization loans where these may be available. The average rates of
interest on all first- and second-mortgage loans in force for the years
studied are indicated in Table 19. The average on first mortgages seems
to have ranged close to six and one-quarter per cent up to 1920. It was
6 per cent in 1925 and also in 1930. It must be understood that the aver-
ages given in this table refer to all mortgages of the specified rank in
force during the years indicated. This means that many of these mort-
gages, in fact most of them, were made and recorded anywhere from one
to several years earlier than the year indicated. Hence, data in this table
do not refer to the average rate charged for new loans or for renewals
during the years specified.

Loan Commissions.—The commission on first-mortgage loans aver-
aged from 1.17 per cent to 2.5 per cent per year. This would seem to indi-
cate a total interest cost of between 7 and 8 per cent. However, the num-
ber of commissions on record were few, as indicated in the table. For this
reason these averages may not be reliable. It must be understood, of
course, that the only commissions included in this investigation are such
as were given in the form of commission mortgages and recorded. No
record is available of the amount and frequency of cash commission. But
that cash commissions have been paid seems beyond doubt. The commis-
sion seems a necessary part of loan costs where loans are placed through
mortgage bankers or loan agents and assigned to others. The loan agents
and the mortgage bankers will not render this service without compensa-
tion.

The Interest Rate on Second Mortgages.—There were no records of
commission mortgages in connection with second-mortgage loans. The
rate of interest on second mortgages, as indicated in Table 19, has risen
from 6% per cent in 1910 to 8 per cent in 1930. These average rates may
not be absolutely accurate for larger areas on account of the smaller
number of second-mortgage loans. A cause of the rather low rate on sec-
ond mortgages relative to the rate on first-mortgage loans in the earlier
years may be the inclusion of commission mortgages in this group. Such
commisssion mortgages often were made out at only a moderate rate of
interest. Second mortgages may also include mortgages given not for
second-mortgage loans, but as additional security on pre-existing loans.
Because of the greater risk second-mortgage loans usually draw a higher
rate of interest than do first-mortgage loans.

TABLE 19. Cost of first- and second-mortgage funds: The rate of interest and commis-
sion, as averages of mortgage loans in force, every fifth year, 1910 to 1930.

First Mortgages Second Mortgages

Year Rate of Interest Rate of Commission Rate of Interest

Per No. of Ob- Per No. of Ob- Per No. of Ob-

Cent servations Cent  servations Cent servations

1910 6.3 192 2.5 1 6.5 38
1915 6.2 152 1.6 19 7.0 24
1920 6.3 175 1.3 9 7.3 32
1925 6.0 159 1.2 6 7.6 31
1930 6.0 116 1.8 3 8.0 13
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Frequency Distribution of Interest Rates on First-Mortgage Loans
Current at Specified Periods.—A better indicator of what the prevailing
interest rates on first mortgages were at different periods is found in
Table 20 and in Figure 14. Here we are considering not the average in-
terest rate on all first mortgages on record and outstanding against the
land at any given time, but the rates that were charged on new or re-
newal loans during each period considered. In other words consideration
is now directed to the current rate of interest on first-mortgage loans
made and recorded each year. However, in order to include a sufficiently
large number of loans to make the averages more reliable a 24-month
period was included for each year enumerated. These 24-month periods
include six months of the previous year and six months of the following
year, except that for 1930 only the 18 months preceding December 31, 1930
are included in that period.

Table 20 indicates both th# number of mortgages and the percentage
of the mortgages that fall in each interest rate class for the different
periods. Figure 14 shows at a glance what the prevailing rate has been.
During the years 1910, 1920 and 1930 between 70 per cent and 80 per
cent of all first-mortgage loans placed during those periods drew six per
cent interest. In 1925, 63 per cent of the loans were made at 6 per cent
interest. In 1915 a somewhat higher average rate prevailed. Only 49
per cent of the loans were made at 6 per cent that year and 28 per cent
of the first-mortgage loans drew 7 per cent interest. A few loans have
been made for as high as 8. 10, and 12 per cent interest.

Hecond-Mortgage Interest Rates.—As indicated in Table 21, second-
mortgage loans have carried a higher rate of interesat, but the total num-
ber of such loans has been relatively small.

TABLE 20. Frequency distribution of the interest rate of first mortgages reccorded
during varijous periods' from 1910 to 1930.
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@
(2]
[
X s s s = ° o 3
HE| e T8 I s S 55 =3 52 £
Bl Eiahlss Z20 | 5k 38 ) & B | ¢ e
£Eel 28 <& 2% <Ca 24 <& 28 Tw 28 Cx
e || i R e ET s ET - EREL e e s
o8| =¢ o 32 IC] =8 z2 E B e ze
A2l 25 2 | 22 o= 22 o= 7z o2 P
5 7 N 1 3 7 10 3 8 1
51, - - - E - - 1 3 -
54 2 2 - - T 10 1 3 -
6 6 76 19 49 48 70| 23 63 11
6% 1 1 4 10 = = 3 8 -
7 4 4 11 28 3 4 Z) 6 1
4 5 5 4 10 3 4 1 3 1
10 4 4 - = 1 1 2 6 -
12 1 1 e o & 5 - E =

1 The periods mentioned in the title of this table refer to periods of 24 months each includ-
ing 6 months before and 6 months afterr the years specified at the top of the columns,
except that for 1930 the period covers only the 1% months prior to December 31.

? Percentages not given because the cases are too few in number.
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Figure 14.—Percentage of first mortgages drawing various rates of interes iff i
3 t at different periods,!
1910-1930. (Based on Table 20.) L Tl
1 The years refer to periods of 24 months each, including 6 months before and 6 months after the year
specified, with the exception that the last period covers only the 18 months ending with Dec. 31, 1930.
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Length of Term

Short Term or Long Term Loans? —There naturally are two sides to
the question of how long the term of a loan ought to be. Should it be a
one year loan, a loan for five years or one running for a term of from
20 to 35 years? The borrower will consider his present and prospective
needs for the money as well as his prospective ability to repay the loan
with interest. The needs and desires of the borrower may not be in har-
mony with the interests of the lender. A long term loan when interest
rates are low may be what the borrower wants. It will relieve him of the
cost and worry of frequent renewals. The lender on the other hand may
wish to be in position to demand full or partial repayvment in a few years.
Thus, he may favor a short term loan in order to be able to protect his
interest better by frequent check-up of the conditions surounding the
value of the property on which he holds a mortgage. This may be very
important to the lender during periods of falling prices and declining
land values. The prevailing length of term of farm land loans may be the
result of conscious efforts by both lenders and borrowers to come to some
agreement on a subject where their interests conflict. It is not likely that
borrowers in a capital deficit area will be in a position to dictate either
the length of term of farm loans or the interest rate such loans will draw.
Another factor even more important in determining the length of term
than that of bargaining between borrower and lender is custom. It is
more than likely that the five-year term is most frequently specified in
loan agreements simply because that is the term that has been used most
frequently. A reconsideration of all the factors surrounding our farm
loan problems might be desirable, in order to replace custom with delib-
erate choice based on full knowledge of conditions and purposes.

The Average Length of Term of All First and Second-Mortgage Loans
in Force at Specified Times.—The average lengths of term of all first
and second mortgages in force every fifth year from 1910 to 1930 inclu-
sive are given in Table 22. Of course, among all the loans in force or on
record at any one time some are old, some are new and others have run
about half of the term. With respect to only first-mortgage loans on rec-
ord the average term was 4.5 years in 1910 and 4.8 years in 1915. The
average terms in 1920, 1925 and 1930 were 5.0, 4.7 and 4.5 years respec-
tively. The lengths of the average terms for 1920, 1925 and 1930 are
based on all first mortgage loans, with the exception of one 35-year Fed-
eral Land Bank loan in 1925 and 1930, and some 30-year Rural Credit
loans. The Rural Credit loans numbered 9 in 1920, 20 in 1925 and 13 in
1930. The Federal Land Bank loan as well as the Rural Credit loans were
all on the amortization plan and have been omitted in computing the above
averages. The same table shows that with the exception of the year 1915,
when the average was 4.5 years, the terms of the second-mortgage loans
have averaged close to 3.5 years in length. It is obvious that the mort-
gagee in the case of a second-mortgage loan often would prefer a loan
of shorter term than the length of term on the first mortgage. The owner
of a second mortgage assumes not only the risk of not receiving the pay-
ments on his own loan, but also faces the hazard of loss through fore-
closure by the holder of the first mortgage. The shorter term on second
mortgages can therefore be considered by the lender as a necessary pre-
cautionary measure.
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TABLE 21. Frequency distribution of the interest rate of first mortgages recorded
during various periods! from 1910 to 1930.
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! The periods mentioned in the title of this table refer to periods of 24 months each, includ-
ing 6 months before and 6 months after the years specified at the top of the columns.

Frequency Distribution of Length of Term of Loans Current at Dif-
ferent Periods.—As previously mentioned an average of all the cases in-
volved may not be a good measure of the prevailing or customary term
of loan. Thus in Table 22 all the loans of 30-year and 35-year term had
to be eliminated in order to arrive at an average that would be somewhat
accurately descriptive of the length of teim of most of the other loans.
In order to overcome this difficulty and in order to see what changes have
taken place from time to time in the length of term for which loans have
been made this question has been attacked from another angle in Table
23. This table is similar to Table 20 in that the mortgages considered are
only those that were actually made or renewed and recorded during the
periods specified. In order to obtain a larger and more reliable sample
the periods are of 24 months each instead of only one year, and include
the last six months of the year before and the first six months of the year
following the years specified at the head of the columns. For the year
1930, however, the period covers only 18 months immediately preceding De-

TABLE 22. Length of term of all first-mortgage loans and all second-mortgage loans on
record, as averages, every fifth year, 1910 to 1930.

First Mortgages Second Mortgages
Length of Term Length of Term
Year Number of Number of
Years Observations Years Observations
1910 4.5 188 3.3 38
1915 4.8 150 4.5 33
1920 5.0t 144 3.7 42
1925 4.1 137 3.3 34
1930 4.5 102 3.5 10

1 All Rural Credit loans with 30-year terms and the Federal Land Bank 35-year loan have
been excluded in making up these averages.
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cember 31. Table 23 and Figure 15 make it clear that the five-year term
was the one most frequently employed by borrowers and lenders on first
mortgages during the years 1910, 1915, 1920 and 1925. Between 70 per
cent and 79 per cent of all first-mortgage loans were made for that length
of term. During the deflation period, as indicated by the data for 1925 and
1930, first-mortgage loans of even shorter term were resorted to. In 1925,
16 per cent of the first-mortgage loans were for only one year. However,
the total number of loans recorded for that period is small. In 1930 there
was proportionately even greater use made of short term first-mortgage
loans. One-year loans made up 21 per cent of all the loans; 43 per cent
were for three years and only 29 per cent were for five years. Because of
the small number of loans recorded in these three townships during the
18 months from July, 1929 to December, 1930 inclusive, it may not be
safe to conclude that the same precentage distribution of loan terms
would also apply to larger areas. It is to be expected, nevertheless, that
lenders will prefer short-term loans during periods of declining land
values. Only two 30-year loans were recorded in the 1920 period, and no
other Rural Credit loans were recorded during the other periods con-
sidered in this table. Only one Federal Land Bank 35-year loan was re-
corded in these years and that was placed in the 1925 period.

TABLE 23. Frequency distribution of the interest rate of first mortgages recorded
during various periods?, from 1910 to 1930.
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1 The periods mentioned in the title of this table refer to periods of 24 months each, in-
cluding 6 months before and 6 months after the years specified at the top of the col-
umns, except that for the year 1930 the period covers only the 18 months prior to
December 31.

* One year or less.

1 Between one and two years.
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Figure 15.—Proportion of first mortgages falling in various term groups during different periods,?
from 1910-1930. (Based on Table 23.)

1The years refer to periods of 24 months each, including 6 months before and 6 months after the
specified year, except that for 1930 the period covers only the 18 months prior to December 31.
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Term of Second Mortgages.—Current second mortgages for the dif-
ferent years or periods are considered in the same manner in Table 24.
A much smaller number of second-mortgage loans was recorded during
these periods, and that makes the perecentages in this table less reliable.
It is seen, however, that a much smaller percentage of the loans were
made for five years than was the case with first mortgages. Shorter terms
are usually associated with loans of greater risk. Three, two and especi-
ally one-year second-mortgage loans were quite common during these
periods. This would be expected in so far as second mortgages are given
as additional security on existing short term loans.

Term and Rates on Loans from Different Sources

First-Mortgage Rates.—The term and the interest rate on the out-
standing loans can also be considered from the point of view of the term
stipulated and the interest charged by the different lending agencies.
Table 25 gives the average interest rate and the average term of all loans
from each source listed for the years 1910, 1915, 1920, 1925 and 1930. The
loans considered here are not current loans, but all first-mortgage loans
both old and new which were outstanding, or on record, for the years men-
tioned. If this table be studied in connection with Figure 12 and Table 17
it will be seen that the averages for loans from individuals are based on
a much larger number of loans and consequently are more significant than
the averages of term or interest rates on loans from other sources. The
second largest source in 1910 was insurance companies. In 1915 the mort-
gage bankers ranked second, and for 1920, 1925 and 1930 the South Dakota
school loans and the South Dakota Rural Credit Bureau taken together was
the second largest source of funds. This is mentioned for the reason that in

TABLE 24. Frequency distribution of the interest rate of first mortgages recorded
during various periods® from 1910 to 1930.
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! The periods mentioned in the title of this table refer to periods of 24 months each, in-
cluding 6 months before and 6 months after the years specified at the top of the col-
umns, except that for the year 1930 the period covers only the 18 months prior to
December 31.

* One year or less.

1 Between one and two years.
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some cases the loans are so few that the average may not be reliable.
Thus, in 1925 the average rate on insurance company loans is given as 8
per cent interest. This is not likely to be indicative of what insurance
companies charged on their loans because this rate for 1925 is based on
only one loan, the rate on which very probably is much higher than the
average of insurance company loans. There was also just one Federal
Land Bank loan. Aside from individuals and South Dakota sources, the
loans from almost all other sources were thirteen or less in number. Ap-
parently South Dakota school fund loans, with an average rate of 5.4
per cent, drew the lowest rate of interest in 1910. The rates from the
other sources were six per cent or higher. The average rate from mort-
gage bankers was 8 per cent. This is the highest for that year. In 1915
also the South Dakota school fund loans led with the lowest interest rate.
This rate of 5 per cent is more than one per cent lower than the average
rate on loans from the other sources for that year. For 1920 we have some
South Dakota Rural Credit loans averaging 5.5 per cent interest, but the
South Dakota school fund loans drawing only 5 per cent were the cheap-
est that year and also during 1925 and 1930. With the exception of the
one Federal Land Bank loan at 5.25 per cent and the Rural Credit loans
averaging 5.9 per cent interest the loans from all the other sources had
average rates of six per cent or more, with a few at 8 per cent interest.
These are the average rates that were received by the different lending
agencies. As previously mentioned, however, it is more than likely that a
commission had to be paid in connection with loans from almost all sources
except those directly from local individuals, from the Federal Land Bank,

TABLE 25. The average interest! rate and the average length of term in years, of out-
standing? first-mortgage loans from various sources, every fifth year, 1910 to 1930.

1910 1915 1920 1925 1930
Sources of
Funds
Int. |Term Int. |Term Int. [Term Int. [Term Int. |Term
Insurance
Companies 6.1 3.8 6.4 5.0 6.5 5.0 * * * *
Savings |
Banks 6.0 5.0 6.1 5.8 6.0 5.0 1 6.6 4.3 | 6.2 4.3
Commercial
Banks 6.6 6.0 6.2 4.0 6.6 4.3 6.6 3.0 * .
|
Individuals 6.1 4.3 6.2 4.8 6.7 5.1 | 6.1 5.1 6.2 4.9
Federal Land |
Bank _ B _ _ _ = * » * *
South Dakota
School Fund 5.4 49 | 5.0 4.9 5.0 3.7 5.0 5.0 5.0 5.0
South Dakota |
Rural Credit - - - - | 55 300 5.9 30.0 5.9 30.0
Mortgage
Bankers 8.0 2.8 1 6.5 4.7 f 6.5 4.6 6.4 4.8 6.6 4.2
Miscel- |
laneous 6.0 4.1 6.5 4.6 6.0 5.0 6.2 4.7 | 6.1 4.3

1In addition to the interest cost the borrower usually is required to pay a commission aver-
aging about 1 per cent except in case of loans from the Federal Land Bank, South
Dakota and some local loans.

2 The mortgages considered here include all such as were outstanding, that is, in force
during the years specified. Naturally most of these mortgages had been made and
recorded prior to the years mentioned.

* Averages omitted because based on only one or two observations they would not be re-
liable.
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South Dakota school fund, and the South Dakota Rural Credit Board. The
commission charged should be considered in making comparison of costs

from the various sources.

First-Mortgage Term by Source of Funds.—The average term of most
of the loans from the various sources have ranged between four and five
years. A few have been less than three years in length and a very few
have been over five years long. The exceptions are the 30-year Rural
Credit loans and the one 35.5-year Federal Land Bank loan. Because of
such few loans from some sources it is hardly justifiable to draw any
conclusions from the small differences in the length of term of loans
from the various lending agencies.

Second Mortgages.—The second-mortgage loans, Table 26, are fewer,
and almost all from commercial banks, individuals and mortgage bankers.
As previously mentioned the one insurance company loan in 1915 was
only technically a second mortgage, because the same company also held
the first mortgage. The interest rate has ranged higher and the term
shorter than on first-mortgage loans. The rate has ranged from 6 per cent
to over 9 per cent and the term has ranged from less than one year to
six years. Individuals seem to have furnished second-mortgage loans at
the lowest interest rates and for the longest term. However, the number
of loans from certain sources for some years is too small to make valid
comparisons.

TABLE 26. The average interest rate and the average length of term in years, of out-
standing! second-mortgage loans from various sources, every fifth year, 1910 to 1930.

1910 1915 1920 1925 1930

Sources of !

Funds
Int. |Term Int. |Term Int. [Term Int. |Term Int. |Term
Commercial ‘ ‘

Banks 6.0 3.0 7.2 4.1 8.0 0.9 9.2 1.4 b *
Individuals 6.4 3.5 6.6 4.9 6.4 4.7 | 6.9 4.3 = *
Mortgage

Bankers L L 7.0 4.4 9.4 3.2 8.0 3.0 L3 L
Miscel-

laneous - - bl * e e - -

1 The mortgages considered here include all such as were outstanding, that is, in force,
during the years specified.

* The number of observations are too few to give reliable averages.

Amounts Loaned per Acre by Different Agencies

The amount loaned per acre on first mortgages by the different lend-
ing agencies is shown in Table 27. This refers to all first-mortgage loans
in force for the indicated years, both old and new, and not simply cur-
rent loans. The number of loans from some sources is small. Except for
loans from individuals for all the years considered, loans from the South
Dakota school fund for every year but 1910, Rural Credit loans for 1920,
and loans from mortgage bankers for 1910, 1915 and 1920, every other
figure given is an average based on 13 or fewer loans. There was only one
Federal Land Bank loan, and in 1925 there was only one loan from an
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insurance company. For this reason some of the averages of the amounts
loaned per acre may not be representative. In order to attain some degree
of significance, however, in the figures for the average amounts loaned
per acre by the different agencies all the averages based on less than five
loans have been omitted from Table 27. In addition the 1910 averages for
savings banks and the South Dakota school fund have been deleted be-
cause based on small loans, which may not have been representative.
Because of the smallness of many of the samples some caution is needed
in making comparisons of the amount loaned per acre by the different
agencies. The South Dakota school fund loans were the most conservative
or averaged the smallest loans per acre for all the years studied. The
average amount loaned per acre has increased from $3.55 in 1910 to
$7.42 per acre in 1930. Loans per acre from individuals show an increase
from $7.90 in 1910 to $14.28 in 1920, a decline to $11.83 in 1925 and an
increase to $12.58 per acre in 1930. The average amount loaned per acre
by mortagage bankers increased from $5.41 in 1910 to $10.63 in 1930.
Omitting the unusual average for 1930, insurance company loans per acre
have been conservative and have declined rather than increased since
1910. For 1920, loans by commercial banks, largely local banks, and loans
by individuals showed the highest amounts per acre. Rural Credit loans
have averaged much more per acre than loans from South Dakota school
funds, but do not seem to have been much out of line with loans from
commercial banks, individuals and the one Federal Land Bank loan. The
1930 average of the Rural Credit loans was down to $10.75 per acre,
based on thirteen loans.

TABLE 27. Average amount loaned per acre on first mortgages by various agencies, as
indicated by outstanding! mortgages for the years specified, 1910 to 1930.

1910 1915 1920 1925 1930
Source of Loans Per LoansPer LoansPer LoansPer Loans Per

Funds Acre Acre Acre Acre Acre
Insurance Companies $7.38 $6.65 $ 7.25 $ E $ L
Savings Banks - - - 9.63 9.15
Commercial Banks 9.24 9.92 15.55 s L
Individuals 7.90 9.92 14.28 11.83 12.58
Federal Land Bank L -
South Dakota School Fund L 4.75 6.47 6.99 7.42
South Dakota Rural Credit 2 = 11.28 12.61 10.75
Mortgage Bankers 5.41 6.29 7.20 7.76 10.63
Miscellaneous 9.45 8.42 9.83 9.40 8.63

1The ‘mortgages here considered include all such as were outstanding, that is, in force dur-
ing the years specified. Naturally many of these had been recorded earlier than the
year listed.

* The number or the amount of loans in each of these cases is too small to give a reliable
average.

Land Values and Ratio of Debt to Value

Some General Principles Involved.—A knowledge of land values is
necessary in order to judge whether the indebtedness per acre is rela-
tively high or low. This is predicated on the assumption that land values
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are based on the earning power or income from the land. A debt of ten,
twenty-five, fifty, seventy-five or one-hundred dollars per acre does not
mean anything of itself except in relation to the average income to be
expected from each acre of land. The question of the relationship be-
tween the size of the debt and the value of the land is of importance not
only to the borrower but also to the lender. To the borrower the land
value represents potential earning power out of which to pay the inter-
est and the principal of the loan. To the investor in a farm mortgage the
value of the land represents not only the source of payments but also
the ultimate security in case foreclosure should become necessary. The
size of loan a piece of land can safely carry will naturally depend on the
income that can be expected from that land. If the constant net income is
$2.50 per acre and if this is capitalized at five per cent interest the value
of the land would be about 850.00 per acre. If both the net income and the
interest rate were constant the problem of determining how much can
safely be loaned per acre of land would be simplified. However, since
these factors are not stable, but change from time to time, land values
will change and the security behind the land loan will fluctuate. For these
reasons conservative money lenders will not lend more than fifty per
cent of the conservative value of the land plus a small percentage of
the insured value of the buildings on the farm. In most cases this is con-
sidered the upper limit and the loans may be closer to one-third of the
value of the land.

Sources of Information Employed.—Because of this intimate relation-
ship between the size of the loan and the value of the land on which it
is placed some attempts were made to determine the land values in the
three townships in Hyde County covered in this study. Two sources of
information were available. These are the records of sales as found in
the office of the Register of Deeds at the county seat, Highmore, and the
United States census reports. Neither one gives continuous information
for the entire period we are considering. The census enumerations have
been made only for 1910, 1920 and 1930. The census reports do not cover
the years 1915 and 1925. Furthermore, and what is more important, the
census reports for the years 1910 and 1920 do not give township data.
The smallest civil division reported on separately is the county. In other
words, the census land values for 1910 and 1920 refer to the average
value of land and buildings for the entire county. It is only for 1930 that
the census statistics report such values on the basis of the township as a
unit. There is thus no continuous series of census values for the three
townships during the period considered. County values are reported for
the end of every decade, but there is no assurance that all areas of the
county have developed at the same rate, nor is there any reason to believe
that the averages for the three townships at any one time would be the
same as the averages for the entire county. The information in the county
records is equally defective. Prior to 1920 a large proportion of the deeds
recorded specified the consideration or sale price. From this it has been
possible to determine the land values in the three townships as of 1910
and 1920. Unfortunately, during the 1930 period the sale price was hidden
behind the stock phrase “one dollar and other valuable considerations.”
In 1930 this method of hiding the actual sale price was used in all but
two deeds. For this reason it was impossible to get a continuous series
of land values based on sales during the entire period covered by this
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study. The census reports of the average land values for the entire county
are available for 1910, 1920 and 1930. For the three townships the aver-
age sale prices will be used for the years 1910 and 1920, and then for
the year 1930 the average township values as reported by the census will
be employed.

How the Land Values Were Determined.—Table 28 presents these vai-
ues. In order to have a sufficient number of sales to obtain a reliable aver-
age a three-year period is covered in each case. The average sale price for
1910 is based on the sales in these three townships during the years 1908,
1909 and 1910. Similarly the 1920 sale values are based on the sales in the
three townships during the three-year period of 1918 to 1920 inclusive. An
explanation may also be in order in regard to how the average census value
for the three townships was arrived at. The Census for 1930 combines the
figures for Spring Lake township with that of township 109, range 73, a
fractional township thirty miles south of Spring Lake, in the Crow Creek
Indian Reservation. In order to determine the acreage and values for
Spring Lake township alone, inquiry was made through Hyde county of-
ficials. Reports were that there was 1,520 acres in farms in township 109,
range 73 and that values per acre there were one-fourth of those in Spring
Lake. This acreage and value was deducted from the combined acreages
and values for the two townships in order to arrive at the separate acre-
ages and values for Spring Lake township. The values considered in this
discussion are the average values per acre of land and buildings.

Land Values in the Area Studied.—Considering the township values
per acre as given in Table 28, we see that the average value per acre in the
three townships was $19.08 in 1910 and $25.70 per acre in 1920. These
values, as previously explained, are based respectively on sales during the
three-year periods of 1908 to 1910 inclusive and 1918 to 1920 inclusive.
The average value per acre in these three townships in 1930 was $17.79.
This is the township census value. Using these per acre values and calling
the 1910 value 100, the index was 135 in 1920 and 93 in 1930. In other
words the average value per acre in 1920 was 35 per cent above the value
in 1910, and the average value in 1930 was 7 per cent below the 1910 value.

TABLE 28. Land values per acre as indicated by sales! or by United States census
reports?, 1910, 1920 and 1930.

Values Per Acre

Year

Sale Price in Census Value

3 Townships for County
1910 $19.08 $34.08
1920 25.70 43.15
1930 17.792 19.69

1 Sale values for 1910 are based on sales during 1908-1910 inclusive ; for 1920 sale values
are based on sales during 1918 to 1920 inclusive. During 1928-1930 inclusive there
were only two sales giving the price paid.

3 These census values cover land and buildings: census values by townships were given
only in the 1930 census report.

8 This is not the average sale price, but the 1930 census value per acre for the three town-
ships, because of too few sales giving the price paid.
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However, the census value for 1930 may not be directly comparable with
the previous sale values. If we consider county census values per acre we
find an increase from $34.08 per acre in 1910 to $43.15 per acre in 1920, and
then a decline to $19.69 in 1930. On an index basis of 100 for 1910 the 1920
index was 127 and the 1930 index 58, showing an increase of 27 per cent
during the first ten years, and then a decline to 42 per cent below the 1910
value. Both township and county values per acre show a considerable in-
crease from 1910 to 1920 followed by an even greater decrease in values
during the succeeding ten years. It is obvious that land purchased on time
payment, or mortgages incurred on the basis of the 1920 inflated land val-
ues must in many cases have resulted in unbearable debt burdens. The
large volume of foreclosures in recent years also bear evidence of this con-
dition.

The Ratio of Debt to Value.—Table 29 indicates the ratio of debt to
value per acre. The amounts of debt per acre are taken from Table 7,
average total debt per acre, and values per acre are from Table 28. With
reference to the three townships the ratio was 48 per cent in 1910. In other
words the indebtedness per acre in 1910 was equal to 48 per cent of the
average value per acre of land and buildings. This ratio would be consid-
ered within the margin of safe lending if the value of buildings is not ex-
cessive. In 1920 the ratio was 59 per cent debt to 100 per cent value. With
sharply declining prices of farm products the income from land and the
value of land usually drop faster than mortgages can be paid off from the
reduced income. The high ratio of debt to value in 1930, 71 per cent, is
undoubtedly a consequence of the decline in prices for agricultural prod-
ucts. The source of the income with which to pay off the mortgages has
been reduced and as a result the land given as security for the mortgage
loans has declined greatly in value. The debt per acre was smaller in 1930
than in 1920, but land values declined even more. Whereas land values
rose 35 per cent from 1910 to 1920, debts rose 67 per cent, on a basis of
debts per acre of mortgaged land. Then following 1920 the debt per acre
was reduced by not quite 18 per cent during the next ten years but land
values fell almost 31 per cent during the same period. Apparently during
periods of rising prices on agricultural products land values will rise, and
the indebtedness will be increased not only on the basis of the enlarged
current income from the land but on the basis of an anticipated continual-
ly rising future income. Then when the expected magnified future income
not only does not materialize but on the contrary a severe decline in in-
come engulfs the agricultural areas intense economic difficulties and fore-
closures are inevitable. One remedy for this difficulty as previously indi-
cated must be a sounder basis for evaluating land. Other remedies would
be greater conservatism about going into debt during periods of high
prices, and provision for making larger payments on the mortgage during
the years of larger income. The census ratio of debt to value for the owner
operated farms in the entire county, shown in Table 29, may not be com-
parable to the township values for all land in farms and buildings. The
ratio for the county does, however, show the same general upward trend.
This ratio was 17 in 1910, rose to 28 in 1920 and in 1930 was up to 39.
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TABLE 29. The ratio of debt to value per acre, 1910, 1920 and 1930.
(Based in part on Tables 7 and 28)

Ratio of Debt to Census Ratio’ of

Year Sale Price in Debt to Value
3 Townships?® for County

1910 48 1q.

1920 59 28

1930 713 39

1 The census ratio of debt to value applies only to nwner operated farms.

2 Sale prices are for 1908-1910 inclusive and 1918-1920 inclusive, but indebtedness is for 1910
and 1920 respectively, as found in this study. The debt per acre is based on column
1 of table 7 of this study. Census figures by townships are not given in earlier census
reports. Only two sales giving the price paid were recorded for these three town-
ships during 1928-1930 inclusive.

3 This is the ratio of debt to the 1930 census value per acre for the three townships.

Land Purchases and Indebtedness

General Remarks on Farm Indebtedness.—The relationship between
the purchase of a farm or some farm land and the debt on that land may
have a bearing on various interpretations frequently made of the farm in-
debtedness situation. It is to be expected in most cases that the seller of
farm land is less in need of mortgaging the land than is the buyer. There
are exceptions, of course. A man may sell his farm because his income
from it is less than the sum of operating expenses and fixed obligations,
or he may sell to avoid a foreclosure. In both cases the buyer may be in
position to pay enough in cash to reduce the total debt on the land. In
most cases, however, it seems true that the buyer of farm land can pay
only part of the purchase price in cash, and must give a mortgage for the
remainder. Under these conditions the sale results in larger mortgage in-
debtedness. There is also a continual shift of ownership from old farmers
who retire to younger farmers who are just becoming farm owners. Here
also the normal expectation is an enlargement of the mortgage debt. Un-
der such conditions the increase in indebtedness may not be harmful. In
fact it may be socially beneficial if the young farmer can increase his
income and improve his social position by becoming a farm owner. This is
said simply to emphasize the fact that mortgage indebtedness in and of
itself alone is neither good nor bad. Most of us prefer to be out of debt,
but if borrowing money and enlarging our operations will enable us to
increase our income and our net worth it may be wise to go into debt. In
other words, this problem should be judged on the results.

Definition of “Sale of Land,” for this Study.—An attempt has been
made in this study to classify all the land in the three townships as to
whether sold or not sold during certain periods, and then comparing the
debt per acre on each class at the end of such period. It may be well here
to mention some of the problems in classifying the land. The ordinary kind
of transfer of title which is expected to increase the mortgage indebted-
ness on the land is an outright purchase by a prospective farmer. Hence
foreclosures were omitted. If the money lender or mortgagee forecloses
that wipes the mortgage off the land. Neither are redemptions included,
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although cases are on record where the mortgage was increased after the
redemption. Transfers.of title between members of the same family have
also been excluded from the category ‘‘sale of land” as used here. The
reason being that the transfer of title from father to son, for example, is
not likely to involve payment of the full market price as between strang-
ers. It may be a gift or an inheritance. Transfers to heirs by probate court
were excluded for the same reason. Although, in general, this basis of clas-
sification seems reasonable the results are not always as expected. Young
people who inherit unincumbered land may be less reluctant to mortgage
the land than were the older folks. Thus a loan may be placed on the land,
not to pay for it but in order to improve the buildings, etc., or even to buy
a car.

Percentage of “Land Sold.”—The results of the comparison of indebt-
edness on land sold and lands not sold as defined above are presented in
Tables 30 and 31, and partly in Figure 16. The first column under each
one of the two classes of land in each table shows what percentage of all
the land was sold and what percentage was not sold during the different
periods considered. The classification refers only to the period indicated;
no consideration is given to whether the land was sold or was not sold dur-
ing other periods. During 1911 to 1915 inclusive 73 per cent of the land
was not sold and only 27 per cent of the land did change ownership. Be-
tween 1916 and 1920 inclusive there was more activity in land sales and 40
per cent of the land was sold. Consequently 60 per cent was not sold. The
next five-year period, 1921-1925, saw only 20 per cent of the land change
hands and 80 per cent remained unsold. The most inactive five-year period
during these 20 vears was from 1926 to 1930 inclusive. Eighty-five per
cent of the land remained in the hands of the same owners or was trans-
ferred by other means than by straight sale during these five years, and
only 15 per cent was sold. By 10-year periods, 50 per cent of the land was
sold during the 1911-1920 period, and only 31 per cent was transferred
during the 1921-1930 period. The 15-year period, 1911-1925, shows 57
per cent of the land sold, while during the 20-year period, 1911-1930, 62
per cent of the land was sold. All percentages of sale quoted in this dis-
cussion are based on the definition of sale previously made. It is obvious,
of course, that the longer the period the higher the percentage of land sold,
other factors being equal. The frequency of sale may be influenced by the
economic conditions and the stability of the rural population. Rising
prices seem to have stimulated land sales.

Sales and Indebtedness by Five- Year Periods.—The two classes of land,
land sold, and land not sold, were compared as to the percentage of the
land in each class that was incumbered. The relative proportion of each
class of land covered by mortgage is given in Figure 16 as well as in
Table 30. Figure 16 shows that, with the exception of the 1921-1925
period, each succeeding five-year period from 1911 to 1930 records a re-
duction from 41 to 36 in the percentage of the land not sold which was
mortgaged. The contrary tendency during the 1921-1925 period, when 45
per cent was mortgaged, may be due to declining farm incomes making it
necessary for these owners to mortgage their farms to provide funds for
meeting their obligations. Conceivably unsecured debts which had to be
paid were taken care of by mortgaging more land. Of the lands which
had been sold during the 1911-1915 period 65 per cent was incumbered at
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the end of the period. The increased activity in land sales during the 1916—
1920 period boosted this percentage of mortgaged land up to 80 per cent.
This five-year period shows the greatest difference between the two classes
of land. Of the sold land more than twice as high a percentage was mort-
gaged as was the case with the land not sold. Declining land sales during
the next two five-year periods reduced the percentage of sold land which
was mortgaged to 59 per cent in 1925 and 50 per cent in 1930. At the end
of all these periods the land that had been sold during the period register-
ed a larger proportion under mortgage.

Comparison by Longer Periods.—Comparing these two classes of land
by ten-year periods, from 1911 to 1920, and then from 1921 to 1930, the
percentages mortgaged in 1920 were 36 for land not sold and 77 for sold
land. In 1930 the percentage of incumbered land in the not sold class had
declined to 34 per cent, only two per cent below the 1920 figure, but co-
incident with a decline in land sales during this second ten-year period,
sold lands were mortgaged only up to 45 per cent of their total area in
1930, as compared with 77 per cent in 1920. At the end of the 15-year
period, 1911-1925, 30 per cent of the land not sold and 62 per cent of sold
land were under mortgage. About the smallest percentage of mortgaged
land in each class is found at the end of the 20-year period, 1911-1930,
with 25 per cent of the unsold land and 48 per cent of the sold land being
incumbered. Other things being equal, the longer the period the smaller
one would expect the proportion of incumbered land to be. This would
seem to be true for both classes of land. With respect to lands not sold
the reason for this would be that the longer the land has been in the po-
session of one farmer the more likely he is to have reduced the mortgage
indebtedness brought on by purchase of the land or construction of im-
provements on it. As to lands sold, the longer the period considered the
more land is included the sale or purchase of which occurred a long time
ago, and the longer since the land was purchased the more likely is the
mortgage debt to have been paid off.

Debt Per Acre on Land Sold and on Land not Sold.—The figures for the
debt per acre, in Table 31, do not so uniformly point toward one conclu-

TABLE 30. Percentage of all land which has becn either sold or not sold during given
periods, and comparison between these classes as to the percentage of each class covered
by mortgage, 1910 to 1930.

Lands Not Sold Lands Sold
Length of
Periods Period in
Covered Years Per Cent of Percentage Per Cent of Percentage
All Land Mortgaged I All Land Mortgaged
1911-1915 E 73.2 40.7 26.8 65.0
1916-1920 5 59.9 38.8 40.1 80.3
1921-1925 5 79.8 45.1 20.2 58.8
1926-1930 1] 84.7 35.5 15.3 49.8
1911-1920 10 49.8 35.5 50.2 el
1921-1930 10 68.9 34.0 31.1 44.9
1911-1925 15 42.7 30.0 57.3 62.4

1911-1930 20 38.2 25.0 61.8 48.3
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Figure 16.—Comparison of lands that have been sold and lands not sold during
given periods as to percentage of such land covered by mortgage at the end of
each period. Three townships, Hyde county, South Dakota. (Based on Table 30.)
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sion as does the data for the percentages of each class of land mortgaged.
At the end of both the 1911-1915 period and the 1916-1920 period the debt
per acre on sold land which was mortgaged was higher than on the mort-
gaged land which had not been sold during each such period. At the end
of these two periods the mortgage incumbered unsold land was indebted to
the extent of respectively $9.22 and $9.88 per acre, while the incumbered
sold land was mortgaged for $10.13 and $18.86 respectively in 1915 and
1920. This relationship was reversed at the end of the next two five-year
periods. At the end of the 1921-1925 period the debt per acre of land not
sold but mortgaged was $14.17, and on the land that had been sold and also
was mortgaged the per acre debt was $12.75. The debt per acre at the end
of the 1926-1930 period was $13.22 on land unsold but mortgaged, and
only $8.92 on the sold and mortgaged land.

At Times Higher Debt on Land Not Sold.—How to account for the
larger debt per acre on the unsold land which was mortgaged is not a
simple matter. A few reasons may be found in the previously explained
method of classifying the land. Various transfers which have not been
classified as sales nevertheless did result in increased mortgage indebted-
ness on the land. Even though there was no need to mortgage the land in
order to pay the former owner, the coming into possession of unincumbered
land or land mortgaged for only a small amount per acre furnished an op-
portunity to pledge the land for a loan or for a larger loan. Another, and
possibly more important, reason is to be found in the fact that each five-
year period is considered independently by itself and not with reference to
how the land was classified in the previous period. Land sold in 1920 but not
during 1921-1925 is classed in the latter period as not sold. This method
of classification in connection with the changed economic conditions after
1920 may give some clue to the cause of the higher debt per acre of mort-
gaged land not sold, than on sold and mortgaged land. The period of high
land sale activity was the 1916—1920 period. During this period 40 per
cent of all the land was sold. During the next five years only 20 per cent
of all land was sold. Much land that was sold at high prices in the 1916—
1920 period would fall in the class of not sold but mortgaged land in the
next two periods, and would tend to raise the average debt per acre of
such land, because of old, large mortgages based on the former inflated
land values. Some such were found. In Figure 11 are shown some cases of
between $50 and $70 debt per acre, and the records do not show any sales
of these farms during the 10 years from 1921 to 1930 inclusive. Some of
these had been sold in 1920 or earlier. These extreme cases falling in the
class of unsold but mortgaged land contributes to the existence of the
higher debt per acre on the not sold but mortgaged land than on the sold
and mortgaged land, at the end of the 1921-1925 period and again at the
end of the 1926-1930 period. On the other hand the land that was pur-
chased after the deflation set in could be mortgaged, if at all, only for
smaller amounts per acre, due to lower land values. This may partly ac-
count for the smaller debt per acre on sold and mortgaged land during the
deflation period. The same situation appears in the two ten-year periods,
likewise shown in Table 31. The not sold but mortgaged land was incum-
bered to the extent of $7.53 per acre at the end of the 1911-1920 period,
while the sold and mortgaged class of land carried a debt of $18.19 per
acre. During the ten-year period from 1921 to 1930 inclusive, as previous-
ly discussed, the unsold land became more heavily mortgaged, and in 1930
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that class carried $13.78 debt per acre of mortgaged land. The sold and
incumbered land was mortgaged for an average of $10.20. The causes for
this shift have already been suggested.

Exceptional Cases.—At the end of the 15-year period, 1911-1925, a
smaller proportion of all the land remained unsold, but 30 per cent of this
land was mortgaged for $10.85 per acre. Sixty-two per cent of the sold
land was incumbered to the amount of $14.75 per acre. A similar result
would be expected at the end of a 20-year period. Thus at the end of the
20-year period, 1911-1930, one would naturally expect the sold land to
show not only a higher percentage of land under mortgage, but that such
incumbered land would be more heavily mortgaged than the mortgaged
land which had not been sold. A debt per acre as large as on the mort-
gaged and sold land at the end of the 1916-1920 period could not, however,
be expected. One reason being that the large mortgages were placed ten
or more years earlier than 1930, and some of them had been reduced at the
end of the ten years of deflation. Another reason for the lower debt on
the mortgaged and sold land at the end of the 1911-1930 period than at
the end of the 1916-1920 period is that the longer period includes land
that had not been sold for almost 20 years, and consequently some of the
mortgages would be expected to be reduced. But on incumbered land that
had not been sold during these 20 years it would seem reasonable to ex-
pect smaller debts than on the incumbered sold land. The contrary result
at the end of the 1911-1930 period seems to be due to a few cases of un-
usually high indebtedness per acre in 1930, falling in the unsold class. Of
these exceptionally large loans there was in all $45,889 on 800 acres classed
as not sold, and $8,434 on 160 acres classed as sold. These extreme cases
caused a higher average debt on the not sold but mortgaged land than on
the sold and mortgaged land. The amounts being respectively $12.89 and
$11.46 per acre. The elimination of these relatively few unusual cases of
extremely high debt per acre would reduce the debt per acre on the un-
sold class to considerably less than the debt on the mortgaged land that
had been sold during the period. Because the existence of these extreme
cases seems to give a result contrary to what might be expected, it is likely

TABLE 31. Percentage of all land which has been either sold or not sold during given
periods, and comparison between these two classes as to the debt per acre of mortgaged
land in each class, 1910 to 1920.

Lands Not Sold Lands Sold
X Length of
g::::-g:l P%fé:esm Per Cent of  Debt Per Per Centof  Debt Per
All Land Acre of Mort- All Land  Acre of Mort-
gaged Land gaged Land
1911-1915 5 73.2 $ 9.22 26.8 $10.13
1916-1920 5 69.9 9.88 40.1 18.86
1921-1925 5 79.8 14.17 20.2 12.75
1926-1930 5 84.7 ' 13.22 15.3 8.92
1911-1920 10 49.8 7.53 51.2 18.19
1921-1930 10 68.9 13.78 31.1 10.20
1911-1925 15 42.7 10.85 57.3 14.75

1911-1930 20 38.2 12.89 61.8 11.46
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that the data on the comparative debt per acre of these two classes of land
is less significant than are the respective percentages of mortgaged land
in the two categories of land not sold and land sold. These percentages
show consistently, for all periods, a higher proportion of acreage mort-
gaged in the class of sold land. This would seem to indicate that one cause
of the large farm real estate mortgage indebtedness is to be found in the
frequency of land sales.

Conclusions

Effect of the War on Farmers.—The most striking conclusion of the
study is perhaps the evidence of how farmers have suffered from the ex-
cessive inflation and deflation resulting from the World War. This is part
of the price which farmers have paid for our participation in the war. High
war prices stimulated a speculative rise in land values which induced exces-
sive borrowing and mortgaging of farm land. The succeeding precipitous
decline in prices of farm products brought heavy financial loss to most
farmers. A smaller but considerable number of farmers lost their mort-
gaged land through foreclosure and sheriff’s sale.’ It is possible that the
present generation of farmers will not again witness such gigantic price
upheavals after we recover from the present depression. It is too soon,
however, to expect freedom from the evils of fluctuating prices. Attempts
should be made to stabilize our entire economic structure, but this is be-
yond the power of the individual to accomplish.

The problem of farmers in the area is to work out of an unpleasant
and difficult situation brought on by somewhat too liberal borrowing for
expansion during the period of war inflation. People in every line of busi-
ness and industry committed the same mistake at that time. However,
there is perhaps some justification for the feeling that the economic suf-
fering brought on by this expansion is unmerited, in spite of the teachings
.of history in regard to inflation and deflation accompanying previous wars.
The proper national and individual course to pursue for the future may be
obvious, but that does not simplify the problem of making recommenda-
tions that will help the individual farmer out of his present difficulty.

Individual Adjustments.—In some cases the consideration agreed up-
on and the debt assumed, as a result of purchasing farm land at an in-
flated price, have been reduced by mutual agreement between buyer and
seller in harmony with the more recent knowledge of the trend of land
values. Many other cases are not so simple. It may be impossible to re-
lieve the burden of some debtors without injuring some innocent third
parties. And it is not always the debtors alone who have suffered losses.
Many a creditor who extended the requested loan may have failed to re-
ceive his payments on interest and principal. Not only that, but he may

“have found later that the land he unwillingly acquired by foreclosure
could not be sold for as much as the amount of the original loan. The im-
mediate task for each farmer is to make the best possible arrangement
with his creditors. What that best arrangement may be will depend on the
size and kind of loan together with the size and type of farm, and, per-
haps most important of all, the abilities of the borrower as a farmer and
as a business manager.

Conservative Borrowing in the Future.—Looking toward the future,
naturally, the aim should be to avoid the mistakes which were made in the
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past. Many difficulties, of course, are due to economic forces beyond the
individual’s control. The individual farmer, however, can take certain
precautions to moderate the severity of the consequences of some of these,
like the effects of fluctuating prices. No long time investments should be
made when prices are abnormally high. This is especially true if the in-
vestment must be made with borrowed funds. The purchase of land and
the making of extensive durable improvements, etc., the returns from
which can be expected to repay the original investment with interest only
over a period of several years, if made with borrowed funds, should be
made only when prices are relatively low in relation to expected returns.
In this connection the calculations of expected income should not be made
on the basis of only one or a few years. The previously suggested infor-
mation on prices and price levels should be consulted to determine what
is a fair, average expectation for a period of years. A conservative use of
borrowed money often would prevent the loss of the farmer’s accumulated
savings through foreclosure brought on by inability to make the required
payments on borrowed funds. Not only would the farmer benefit by avoid-
ing losses, but conservative loans would be safer and eventually more at-
tractive to investors. As a consequence more investors would be in the
market for farm mortgages and this would result in lower farm mortgage
interest rates. It is not to be expected that investors who have the choice
of several kinds of investment securities should wish to place their funds
in mortgages on farm land in an area where delinquencies and foreclos-
ures have been as prevalent as they have been since the post-war deflation
of 1921 in the area covered by this study. Loans coming largely from in-
dividuals, and the high interest rate charged indicate the small offering
of outside funds for farm loans in this area. An interest rate, including
commission, of seven per cent or more is too much to pay on a large farm
loan, especially when prices on farm products are low. By this is simply
meant that the burden on the borrower may be more than his income can
stand. It does not mean that the lender is receiving an exhorbitantly large
reward for making the loan. Judging by the volume of delinquencies and
foreclosures it is easily possible that the interest rate has been too low to
compensate the lenders for all expense and risk of loss involved. If this be
true then one of the means of improvement for the future must be the not
painless method of reducing debts or increasing the security back of the
loan in order to attract loans at a lower rate of interest.

Suggested Method of Repayment of Future Loans.—It is not only the
size of the loan and the interest rate that makes it difficult to meet the
payment on the mortgage. With respect to future loans, the method of re-
payment should also be considered. As far as the available information
indicated, most of the loans provided for repayment in a lump sum at ma-
turity. Few mortgages provided for installment payments. Only one Fed-
eral Land bank loan and the South Dakota Rural Credit loans were on the
amortization plan. A large mortgage loan on the farm can not ordinarily
be repaid from the farm income in three to five years. It may take almost
a lifetime to pay off such a debt. If this be true it seems inexpedient and
unwise to promise to repay it in five years or less. The loan should be of
a size commensurate with safety, the interest rate would then be lower
than now because of the lower risk involved. The payments of interest and
repayments on the principal should be on an annual or semi-annual basis
over a period of years sufficiently long to assure full repayment of the
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loan in all normal cases. This would eliminate the uncertainty and ex-
pense of frequent renewals. Naturally such long time loans should, and
most of them do, provide the privilege of repayment in full after the first
few years. In addition the farmer borrower should insist that the pay-
ments be made to fall due at such a time of the year as the income from
the farm can be expected to be available to meet the payments. Further-
more provision should be made for making larger repayments on the loan
during years of higher income, in order to avoid the possibility of delin-
quency during years of low income. This may be even more essential
with respect to annual installments on the amortization loan than with
regard to yearly interest payments on other loans, especially if the loan
is to be amortized over a relatively short period of years. Twenty years
may be a short period. Such amortization payments, covering a partial
repayment of the principal as well as interest, may be so large as to be-
come a burden during ‘“poor” years. Either some inducement might have
to be offered the borrower to pay more when his income is good or else
the lender might have to enforce this provision. Some arrangement for
making larger payments during good years would seem to be highly desir-
able. Had such a plan been in operation during the “boom” years of 1918,
1919 and 1920 it might have restricted the expansion of the mortgage in-
debtedness, and should have reduced the high percentage of delinquency
and foreclosures that followed. Comparing the amortization plan of re-
payment with the usual plan requiring payment of the full amount at ma-
turity, it would seem that the former offers a better prospect of eventual
reduction of the farm debt. Most of us find it easy to spend money that
is available and not absolutely required for some specific purpose. The
amortization plan would permit and induce a gradual and systematic re-
duction of the debt. But such long term loans can not be attracted except
in connection with a more accurate and conservative basis of evaluating
the land, so as to avoid the placing of such excessively large loans during
“prosperity” periods that they have to be foreclosed on during the succeed-
ing period of depression.

Proper Use of Credit Beneficial.—The high frequency of sale, or trans-
fer of title to land, in a relatively new farming region is perhaps unavoid-
able. And since the evidence in this study points to a higher proportion
of such land being under mortgage than was the case with land that had
not been sold, it may be fair to conclude that part of the indebtedness is a
normal result of changes in ownership, and not necessarily an indication
of unsatisfactory financial progress. The purchase of a farm at inflated
prices and with borrowed money is, of course, undesirable, but with the
development of a permanent type of agriculture, and the adoption of im-
proved farm mortgage practices there is reason to believe that the normal
use of farm mortgage credit should be beneficial rather than harmful.
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