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S i x t h  D i s t r i c t  B a n k s

Banks are financing an increasingly large share of the in
vestment needed to make District agriculture more efficient 
and more rewarding to those who till the soil. Most of this 
investment comes from farmers’ own savings, but the 1 16  
percent increase in farm loans at District banks from June 
1946 to June 19 5 1 reveals the growing importance of the 
role played by these institutions.

Although most bankers think of loans in terms of how 
the money is to be used and of the general credit-worthiness 
of the borrower, rather than in terms of the security taken, 
farm loans are commonly classified into two groups—those 
secured by mortgages on real estate and those secured in 
other ways. Because loans secured by mortgages on real 
estate are usually considered long-time investments, state 
and national banking laws prescribe specific rules by 
which banks must be guided. Out of many years of experi
ence, bankers and supervisory authorities also have evolved 
some general principles or policies in regard to farm real 
estate loans that are intended to protect the long-run in
terests of lenders as well as borrowers.

The Problem
The increased demand for farm real estate loans in the 
last few years has created a quandary for many bankers. 
If they adhere closely to traditional thinking in regard to 
real estate loans, they may fail to provide what they con
sider to be legitimate credit needs of their communities. 
If they attempt to meet all legitimate needs for real estate 
credit, they may overstep the boundaries set by the princi
ples of prudent banking. How this problem is solved has im
portant implications for the future of agriculture, as well 
as for the continuation of bank leadership in this field of 
financing.

From the banks’ standpoint, the solution depends partly 
upon the answer to the more general question of what 
should be the place of real estate loans in the investment 
and lending program of a commercial bank. In this coun
try, the practice of commercial banks with respect to real 
estate lending has always run counter to the theory that 
banks should extend credit only for short periods and for

purposes that result in the self-liquidation of the credit. 
Even before the passage of the Banking Act of 1865, state 
chartered banks were heavily involved in loans on both 
farm and urban property. Although these banks have suf
fered heavy losses on real estate mortgages, they continue 
to be important sources of mortgage credit.

National banks were completely barred from mortgage 
lending until the passage of the Federal Reserve Act in 
19 13 . This act permitted national banks to make loans on 
farm property for five years and up to 50 percent of ap
praisal value with the further provision that the total of 
such loans at a bank did not exceed 25 percent of its capital 
and surplus or one-third of the time deposits. The authori
zation was liberalized further in 19 16, 1927, and 1935, and 
at present these banks may lend up to 60 percent of ap
praisal value for ten years, provided that the instalment 
payments are sufficient to amortize at least 40 percent of 
the principal within a ten-year period. The total of such 
loans cannot exceed the capital and surplus or 60 percent 
of the time and savings deposits.

Bankers’ attitudes toward real estate lending, however, 
probably have been influenced more by their experiences in 
the period between the two world wars than by the re
strictions imposed by federal and state regulatory authori
ties. Commercial banks were the principal lenders in the 
farm land market boom that occurred during and imme
diately following World War I. In 1920, banks held 49 
percent of the total farm mortgage debt held by all institu
tional lenders in the United States. The sharp decline in 
farm prices in 1920 was accompanied by declines in de
posits of banks in rural areas and defaults on loans secured 
by mortgages on real estate. The immediate cause of many 
of the bank failures during the 1920’s was the large in
vestment in farm real estate mortgages that could not be 
liquidated without large losses. Of the 5 ,4 11 banks sus
pending operations from 19 2 1 through 1929, about 92 per
cent were in towns of less than 10,000 population where 
real estate loans were normally an important part of total 
loans.

A ltho ugh banks m anaged to liqu idate  a larg e  share  of
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their farm real estate loans during the 1920’s, they still 
held 20 percent of the total held by institutional lenders in 
1930. The collapse of farm prices in the early thirties 
brought about another forced and wholesale liquidation of 
farm mortgage indebtedness. Banks in agricultural areas 
again had heavy deposit withdrawals and many failed. A 
large number of the surviving banks incurred heavy losses 
because of the hurried sale of foreclosed real estate. By 
1936, banks held only 1 1  percent of the farm mortgage 
debt that was held by institutional lenders.

The banks’ experiences with real estate loans, and partic
ularly farm real estate, indicate that such lending can be 
very hazardous. It should be stressed, however, that lending 
on real estate was not the only reason for bank failures or 
losses. Many other types of loans and investments became 
frozen assets. Some bankers in rural areas still believe that 
a conservative loan secured by a first mortgage on farm land 
is the safest type of loan they make and can cite their loss 
experience during the depression to substantiate their judg
ment.

Although the depression experience does not provide 
specific answers to the question of the place of real estate 
loans in commercial banks’ lending programs, it does show 
that caution with respect to these loans is justified. All 
banks, therefore, probably will continue to set some upper 
limit on the amount of real estate loans held. For national 
banks this limit will probably be prescribed by law, and 
for state banks it will be based on past experience and 
judgment of the lending officers. In any event, it seems 
probable that both state and national banks will continue 
to have the problem of keeping real estate loans within 
reasonable limits.

The increased demand for real estate loans has come 
largely since 1946. During the war, construction activity 
was at a very low level and relatively little credit was 
needed for this purpose. Farm prices and incomes were very 
favorable and farmers repaid their farm mortgage loans 
rapidly. In spite of the increase in land values brought 
about by favorable incomes, farm transfers did not increase 
greatly. Many older farm operators continued to farm past 
the usual age of retirement and many young men who 
ordinarily would have started to farm during this period 
were called into the military service.

After the war the deferred demands for real estate credit 
began to be felt. In 1946, banks were in an excellent posi
tion to meet these demands. During the five years ending 
January 1 ,  19 5 1, for example, District banks increased their 
holdings of farm real estate loans by approximately 120 
percent. Of the total farm mortgage debt held by institu
tional lenders in 1946, commercial banks had only 19 per
cent; by 19 5 1, commercial banks had brought their share 
to 29 percent.

FARM MORTGAGE DEBT HELP BY INSTITUTIONAL LENDERS

Percent Held by Commercial
Amount, (in Millions of Dollars) ____________ Banks____________

_________________ 1940 1946 1951 1940 1946 1951

A l a b a m a . . . . . . . . . . . . . . . . . . . . . . . . .  5 0 . 6  3 8 . 4  5 1 . 0  9 . 5  1 5 . 1  2 9 . 1
F l o r i d a  . . . . . . . . . . . . . . . . . . . . . . . . . .  2 2 . 1  1 6 . 3  3 7 . 4  1 3 . 0  2 0 . 1  1 8 . 8
G e o r g i a  . . . . . . . . . . . . . . . . . . . . . . . .  6 4 . 3  4 8 . 7  6 5 . 2  1 0 . 6  1 8 . 0  3 2 . 5
L o u i s i a n a  . . . . . . . . . . . . . . . . . . . .  4 1 . 3  3 4 . 5  4 2 . 1  1 4 . 7  1 4 . 6  2 7 . 2
M i s s i s s i p p i  . . . . . . . . . . . . . . . . . .  7 2 . 9  6 0 . 8  8 4 . 2  1 1 . 2  1 1 . 3  1 7 . 2
T e n n e s s e e  . . . . . . . . . . . . . . . . . . . .  7 0 . 0  4 4 . 8  6 2 . 7  1 6 . 9  3 5 . 4  4 8 . 5
S i x t h  D i s t r i c t  S t a t e s . . 3 2 1 . 2  2 4 3 . 5  3 4 2 . 0  1 2 . 7  1 8 . 9  2 9 . 0

In addition to what might be termed the normal increase 
in demand for real estate credit brought about by the war, 
recent adjustments in District agriculture have also in
creased the demand. These adjustments have consisted large
ly of a shift toward livestock and an increase in the size of 
the average farm business. Both these developments involve 
larger amounts of invested capital and an increased demand 
for investment or capital credit as distinguished from oper
ating credit. Although the demand for operating credit has 
also grown during this period, there is considerable evidence 
that much of this credit is being used for capital or invest
ment purposes.

Some Examples
How the increased demands for real estate credit have 
been reflected in the lending activities of District banks 
can be illustrated by recent developments at a few selected 
banks. The banks used for illustration are located in small 
towns in agricultural areas and depend upon agriculture 
for a large share of their deposit and loan business.

Bank A experienced the typical rapid rise in deposits 
during the war, and in 1946 its deposits nearly reached 
the three million dollar mark. At that time, loans amounted 
to only 15  percent of total deposits and real estate loans 
were only 2 1 percent of time deposits. Real estate loans to 
farmers accounted for 89 percent of total real estate loans 
outstanding. From 1946 to 19 5 1, all types of loans in
creased rapidly, and in the latter year loans amounted to 
43 percent of total deposits. Total real estate loans were 
62 percent of time deposits, slightly in excess of the legal 
limit for national banks. Real estate loans were about the 
same proportion of total loans in 19 5 1 as in 1946. The 
total increase in real estate loans was about evenly divided 
between urban and farm loans with the result that farmers 
were receiving only 46 percent of the real estate credit 
extended in 19 5 1. Time deposits increased during the five- 
year period, but at a much slower rate than real estate loans.

Bank B also had a sharp increase in deposits during the 
war and a reduction in loans. By 1946, this three-million- 
dollar bank had only 12  percent of its deposits loaned out 
and total real estate loans were only 30 percent of time 
deposits. Real estate loans to farmers accounted for 36 
percent of total real estate loans. This bank also had de
mands for all types of loans after the war and by 19 51, 
total loans amounted to 5 1 percent of total deposits. Total 
real estate loans were 132  percent of time deposits, with 
farm loans accounting for 56 percent of all real estate 
loans. Most of the increase in real estate loans, in other 
words, resulted from increased credit demands by farmers. 
In contrast to Bank A, this bank had a decline in time 
deposits from 1946 to 19 5 1, which also brought it closer 
to a point of decision in regard to its real estate loans.

Bank C increased its total loans from 37 percent of total 
deposits in 1946 to 59 percent in 19 5 1. Here the restricting 
influence on real estate loans may stem more from the total 
loan and deposit relationship than from the specific in
crease in real estate loans. Real estate loans increased from
46 percent of time deposits in 1946 to 72 percent in 19 51. 
In contrast to Bank B, most of the gain was in urban real 

'estate loans.
At Bank D, loans increased from 12  percent of total 

deposits in 1946 to 42 percent in 19 5 1. Although real estate
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loans increased rapidly during this period, they amounted 
to only 43 percent of time deposits in 19 5 1. This favorable 
relationship arose largely because time deposits have always 
been large in relation to total deposits at this bank. Real 
estate loans are about as large a proportion of total loans 
and of total deposits at Bank D as at the banks mentioned 
earlier.

These case histories show that individual banks have 
arrived at a point of decision with respect to their real 
estate loans for a variety of reasons. There is no evidence 
that any of them had to turn to real estate loans in order 
to build up their loan volume. The increases in real estate 
loans appear to reflect only the increased demands for this 
type of credit. The stronger demand for farm real estate 
credit, however, probably is mainly responsible for bankers’ 
renewed interest in the legal and prudent restraint on real 
estate lending.

Bankers in agricultural areas of the District have an 
interest in agriculture that goes beyond the mere fulfill
ment of farmers’ financial needs. Individual bankers and 
the state associations, through their agricultural committees 
have conducted tours, sponsored credit schools, promoted 
farm youth activities, and assisted in the establishment of 
marketing facilities for the purpose of helping farmers to 
increase their earning power. They have also encouraged 
farmers to embark on such projects as pasture improve-
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ment, land clearing, fencing, and the enlargement of live
stock herds. Often the farmer must borrow part of the 
money used for these purposes.

Bankers have met most of these loan demands without 
taking a real estate mortgage as security. A survey of farm 
loans at District banks in 1950 showed that real estate, or 
a combination of collateral that included real estate, was 
used on only 9 percent of the loans made and was not used 
with any greater frequency on livestock expansion loans 
than on crop production loans. Of the money borrowed 27 
percent was used to begin or expand livestock enterprises. 
Of the livestock expansion loans, 46 percent were made with 
some verbal understanding about a renewal. Bankers, in 
other words, are now extending large amounts of so-called 
“ intermediate”  farm credit. As farmers go further into their 
livestock expansion program, however, and as the demand 
for this type of credit grows, there is a question of whether 
banks should have the additional security provided by a 
mortgage on the farm. For banks that are approaching their 
legal or prudent limit on real estate loans, this is a serious 
question.

Because all banks are not subject to the same restrictions, 
it is difficult to ascertain just how many banks are nearing 
their limit. The current situation at the national banks, 
however, may be indicative. On June 30, 19 5 1, about 27 
percent of the national banks held real estate loans amount
ing to 80 percent or more of their legal limit. Of the 
national banks with less than 3.5 million dollars of deposits, 
38 percent had real estate loans amounting to 80 percent 
or more of their legal limit. About one-fourth of the na
tional banks with deposits of 3.5 million dollars to 10 
million had 80 percent or more of their legal limit in real 
estate loans. For all national banks with deposits of less 
than one million dollars, aggregate real estate loans 
amounted to 80 percent of the aggregate legal limit. For 
banks with deposits of one million dollars to 3.5 million, 
real estate loans amounted to 67 percent of the aggregate 
legal limit; and for those with deposits of 3.5 million 
dollars to 7 million, the figure was 58 percent at the middle 
of 19 51.

These figures indicate that about one-fourth of the na
tional banks are now at a point where they must be con
cerned about further expansion of their real estate loan 
volume. They also show that the problem is concentrated 
largely in the smaller banks, which, of course, are the ones 
most concerned with farm credit.

Tabulations by type of farming areas indicate that banks 
located in areas where farm credit is an important part of 
the total loan business are more heavily involved in real 
estate loans than are banks in areas where agriculture is less 
important. Within farming areas, the tendency for the 
smaller banks to be nearer their legal limit on real estate 
loans persists.

This does not mean, however, that the smaller banks have 
approached their limit primarily because of extensions of 
farm credit. Of the banks with deposits of less than 3.5 
million dollars and with real estate loans amounting to 80 
percent or more of their legal limit, 59 percent had less 
than a third of their total real estate loans in farm real 
estate loans.
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The stricter regulations concerning the aggregate amount 
of real estate loans at national banks, compared with state 
banks, are reflected in their lower proportion of real estate 
loans to total loans and to time deposits. On June 30, 19 51, 
at banks with deposits of one million to 3.5 million dollars, 
for example, real estate loans were 28 percent of total loans 
at national banks and 36 percent of the total at state mem-

REAL ESTATE LOANS AT NATIONAL AND STATE MEMBER BANKS

Deposit Size of Bank (in Millions of Dollars)
Less Than

REAL ESTATE LOANS 1
1.3-

5
3.5-

7
7-

10

As Percent of Total Loans
National Banks...................... 26 28 25 24
State Members...................... 25 36 34 31

As Percent of Time Deposits
National Banks...................... 48 40 35 30
State Members...................... 55 65 47 36

ber banks. For this same size group, real estate loans were
40 percent of time deposits at national banks and 65 percent 
of time deposits at state member banks.

Because of large fluctuations in deposits and loan demands 
from area to area and from bank to bank within an area, 
it is not possible to devise a rigid formula for determining 
a prudent limit for real estate loans. If it is assumed, how
ever, that bankers as a group have been exercising reason
able caution, the deviation from average ratios of loans to 
deposits and of real estate loans to total loans by any par
ticular bank is a rough measure of how near it is to a 
prudent limit. It may be safe to assume that a bank which 
is above the average in ratio of loans to deposits and far 
above the average in ratio of real estate loans to total loans, 
is at or near the limit dictated by prudence. Among District 
banks with deposits of 10  million dollars or less, loans 
amounted to about 35 percent of deposits, and real estate 
loans accounted for 28 percent of all loans. Of the banks 
that had more than 35 percent of their deposits loaned out, 
8 percent had more than half of their loans in real estate 
loans.

Implications
The farm real estate credit situation described here has 
at least two important implications. One is that some farm
ers will have to look beyond their local bank if they con
tinue to expand their use of this type of credit. The other is 
that some bankers may have to devise new policies in regard 
to these loans if they are to continue to strengthen the 
position of leadership they have assumed in the farm fi
nancing field.

Although District farmers have other sources of real 
estate credit available such as federal agencies, insurance 
companies, and individuals, most of them prefer to use 
their local bank. The principal reason for this preference 
is that banks offer superior service. The banker usually 
knows the farmer’s character, financial capacity, farming 
ability, and in addition, has a good idea of the value of 
the property offered as collateral. As a result, closing and 
servicing costs are low and the loan can be closed very 
quickly. Since individual banks do not have to follow any 
complicated set of rules or regulations prescribed by a

central or national office as is the case with some other in
stitutional lenders, they can be more flexible in the terms 
and conditions of loans granted.

For District farmers, however, the greatest single advan
tage possessed by banks is that they will lend relatively 
small sums for short periods. Most insurance companies, for 
example, do not like to make real estate loans for less than 
five years or for less than five thousand dollars. Because of 
their low costs and flexible arrangements, banks can and do 
make this kind of loan with benefits to themselves and to 
their customers. Farmers, therefore, have a vital interest in 
the continued expansion of real estate lending at commercial 
banks.

Since the end of World War II, commercial banks have 
achieved a greater position of leadership in farm financing 
than at any time in the last 30 years. A skillful handling of 
the farm mortgage loan problem is essential if they are to 
retain and expand this leadership. It does seem certain, on 
the other hand, that the present is a poor time for any re
laxation of the restrictive and cautious policies followed by 
all institutional lenders on farm property during and since 
the war. These policies have undoubtedly promoted the fi
nancial stability of agriculture and have helped prevent a 
disastrous farm land boom such as that of the twenties. Fur
thermore, many farmers are operating on such a high level 
of costs that a decline in farm prices coupled with an in
crease in fixed costs, such as mortgage loan repayments, 
could bring serious difficulties.

What is needed are bank lending policies that will con
tinue to encourage farmers to make capital investments that 
will increase their efficiency, that will enable banks to retain 
their position of leadership in farm lending, but will also 
keep total real estate loans within safe limits. Such a policy 
must go beyond the policy that has been followed at most 
banks, that is, the meeting of all legitimate credit demands 
as they arise. It must provide a definite guide in determin
ing the kind of loans a bank will make. It should be based 
upon the goals that a particular bank wishes to attain and 
upon the needs of the community served. A bank, for ex
ample, that wished to promote the establishment of Grade A 
dairies might find it necessary to curtail real estate loans on 
urban property and loans for the purchase of farms in order 
to have sufficient funds available for the dairy development. 
The bank, in other words, would be reserving what might be 
termed its real estate lending power for the purpose that its 
management believed would make the greatest contribution 
to the economic growth of the community.

How well such a policy would work might depend partly 
upon the performance of other institutional lenders such as 
insurance companies and the federal agencies. The bank, for 
example, would be in a much better position to reject an 
application for a real estate loan it did not wish to make if 
it could send the prospective borrower to a satisfactory 
source of credit. In any event, policies with respect to real 
estate loans deserve careful consideration by bankers who 
are serving agricultural areas. Banks can render the greatest 
service to farmers and can use their own resources most 
profitably and safely by concentrating on the kind of real 
estate loans they are best fitted to make.

B r o w n  R .  R a w l i n g s
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