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Sources o f  Farm Real Estate Credit
Since the end of World War II, farmers have been using in
creasingly large amounts of real estate credit, or credit se
cured by mortgages on farm land or on real property. At 
the beginning of this year, institutional lenders in the Sixth 
District states held 51 percent more farm mortgage loans, in 
terms of dollar volume, than they held in 1945.

Although banks have provided a large share of this in
crease, some of them are now at a point where they must be 
more selective in the granting of this type of credit. Banks, 
of course, have a great opportunity of rendering an even 
better service to agriculture by concentrating on the kinds of 
real estate loans they are best fitted to make. How well farm
ers’ needs are met and how successful bank lending pro
grams are will depend partly upon the performance of other 
lenders such as insurance companies and Federal agencies.

Performance of Nonbank Lenders
Insurance companies have been in the farm mortgage field 
longer than any other institutional lender except commercial 
banks. Although insurance companies have tended to concen
trate their business in the Middle West, where a heavy vol
ume of large-size loans was available, they were active in 
some Sixth District states even before World War I. As early 
as 1912, the volume of farm mortgages recorded by insur
ance companies in the Southeast was 20 percent of the total 
recorded by all institutional lenders. The farm land boom 
that accompanied World War I was particularly pronounced 
in this area and, as in other farming areas, was characterized 
by a rapid increase in farm mortgage debt.

During the early part of this land boom, banks and indi
viduals were the principal farm real estate lenders, but after 
the decline in farm product prices in 1921, insurance com
panies began to take an increasing amount of the business. 
Farm mortgage recordings in the Southeast by insurance 
companies reached a peak in 1923 and stayed near that level 
through 1924; recordings by banks and individuals declined 
steadily from 1921 to 1924. Much of the insurance company 
business in this period consisted in the refinancing of loans 
held by banks and individuals.

Because the decline in cotton prices coincided with the 
arrival of the boll weevil, lending by insurance companies in 
the Southeast had a very inauspicious beginning. Georgia in 
particular was one of the trouble spots. By the late twenties, 
the rate of default on life insurance company loans in that 
state was one of the highest in the nation. Insurance com
panies slowed down in their lending activity during this peri
od, but continued to maintain a fairly stable volume of loans

until the early 1930’s. The collapse of cotton prices in the 
early thirties resulted in large numbers of foreclosures and 
distress transfers and marked the end of extensive lending 
activity in the Southeast by these lenders until after 1945.

The performance of the Federal lending agencies from the 
beginning of World War I to the end of World War II was 
almost exactly the opposite of the insurance companies. Dur
ing periods when insurance companies were curtailing their 
lending activities and liquidating their investments in farm 
mortgages, the Federal land banks and the Federal Farm 
Mortgage Corporation were expanding their lending activi
ties. From 1930 to 1935, for example, the volume of farm 
real estate mortgages held by insurance companies in the 
District states declined 45 percent, whereas the volume held 
by Federal agencies increased 39 percent*

When they were first established, Federal agencies were 
intended to provide a means for capital deficient areas to tap 
the national pool of capital more effectively and thus obtain 
farm mortgage credit more easily and upon more favorable 
terms. Since the Southeast has always been a capital deficient 
area, it seems reasonable to expect Federal agencies to be a 
more important source of mortgage credit in this area than 
for the country as a whole. During the first decade of the 
operation of the Federal farm mortgage credit system, this 
was true. In 1923, Federal land bank loans were a much 
larger proportion of total loans in the Southeast than else
where. By 1940, however, real estate loans held by Federal 
agencies were about the same proportion of total loans in the 
Southeast as in other parts of the nation. Throughout most 
of its history, the Federal farm real estate credit system has 
been primarily a lender of last resort that was most active 
in periods of agricultural distress rather than a means of 
changing the structure of the capital market.

Significant Current Trends
During World War II the principal change in the real estate 
credit situation in the District was the reduction of total 
debt. Each of the main institutional lenders held about the 
same proportion of the total debt in 1945 that they held in
1940. The rapid rise in farm mortgage debt in the District 
since 1945, however, has been characterized by pronounced 
changes in the relative importance of the main institutional 
lenders as suppliers of credit. From 1945 to 1952 loans held 
by Federal agencies declined 5 percent and these agencies’ 
share of the total debt held by institutional lenders declined 
from 69 percent to 44 percent. Insurance company loans in
creased 149 percent and their share of the total increased
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from 17 percent to 28 percent. Bank-held farm mortgage 
debt increased 215 percent and banks’ share of the total in
creased from 14 to 28 percent.

These shifts in sources of farm real estate credit closely re
semble those that occurred after the First World War. Banks 
again accounted for most of the increase in debt in the first 
three years after the war, and in the last two or three years 
insurance companies have accounted for most of the gain.

The increasing importance of insurance companies and the 
declining importance of the Federal agencies are related to 
trends within District agriculture as well as to lending and 
investment policies of the two groups of 
lenders. The most significant trends 
within District agriculture are the large 
postwar increase in land values, the in
crease in the average size of the farm 
business, and the growth of a livestock 
industry based on improved pastures.
These developments have created a 
greater demand for large-size real estate 
loans in a relatively stable system of 
farming. It is this type of loan that is 
most attractive to insurance companies.

The increase in land values and the 
demand for larger loans, on the other 
hand, have tended to restrict lending by 
Federal agencies. Federal land banks 
base their appraisals upon a “normal 
agricultural value” which is considerably lower than present 
market values. As a result they usually cannot make as large 
a loan on a particular farm as can an insurance company. 
During 1951 in 17 counties in Southwest Georgia, for ex
ample, four insurance companies loaned an average of 24 
dollars an acre, whereas Federal land bank loans averaged 
only 15 dollars an acre.

In contrast to the Federal land banks that obtain money 
for lending only as needed by the sale of bonds, the insur
ance companies have a large annual accumulation of money 
that must be profitably invested. As a result of the pres
sure to find profitable investments, they actively seek to de
velop markets for their funds. Their increased business in 
the District since the war probably is more attributable to 
their increased aggressiveness than to any other factor.

Companies that had made a few farm mortgage loans in 
the area have opened new offices, added personnel, and in
creased their local contacts. Others that formerly made only 
urban real estate loans have established farm mortgage loan 
departments. Lending has also been extended to areas within 
the District where few, if any, loans were made at the end of 
the war. In 1945, for example, insurance companies held less 
than half a million dollars of farm mortgage loans in Flor
ida, but at the beginning of this year they had more than 25 
million. In addition, loans are now being made on types of 
farming that formerly were excluded. One example is the 
program developed by some companies to finance tree farming.

M ethods of Operation
The procedures followed by Federal agencies are essentially 
the same throughout the country. Federal land bank loans 
are made through local national farm loan associations that 
are controlled by farmer members. All loans are amortized; 
there are no repayment penalties; the borrower must pur

chase land bank stock equal to 5 percent of the amount of 
the loan; a loan may not exceed 65 percent of the normal 
appraisal value; and no one farmer can borrow more than 
100,000 dollars. The borrower pays the fees for appraisals, 
attorneys, recordings, and surveys. About 60 days are nor
mally required to close a loan.

Although the Farmers Home Administration holds a con
siderable volume of real estate loans in the District, its pro
gram cannot be expanded appreciably under existing legisla
tion. Furthermore, most of these loans are not of a type that 
is attractive to other institutional lenders.

Because of differences in policies and 
in organizational structures, insurance 
companies do not follow any one pat
tern in their methods of operating. Most 
loans are obtained through local real es
tate brokers or by company agents and 
are processed through a regional office. 
For loans obtained through the efforts of 
brokers, farmers, bankers, or other indi
viduals, it is customary to pay a finders 
fee. The borrower is charged the closing 
costs. Most loans are closed within two 
or three weeks, or even less time. Loans 
are on an amortized basis and in most 
instances the terms do not exceed twenty 
years. Usually, repayment practices per
mit maximum repayments of one-fifth of 

the principal each year for the first five years without pen
alty. Unlike the Federal agencies that charge the same rate 
for all loans, most insurance companies charge higher rates 
for the smaller loans. There is no maximum limit on size of 
loans, but most companies are very reluctant to make loans 
for less than 5,000 dollars. Loans to mature in less than ten 
years are also avoided if possible, unless they are very large.

One of the most striking differences between the opera
tions of insurance companies and Federal agencies is that 
the latter will make loans in practically every county and 
community, whereas the insurance companies usually lend 
only within selected geographical areas. In order to keep 
loan acquisition and service costs low enough to make the 
business profitable, insurance companies must maintain a cer
tain minimum volume of loans within a given area. These 
loans, furthermore, must be above average in size and on 
farms that do not carry unusual risks. This means that insur
ance companies must confine their lending activities to areas 
that have a large proportion of the more fertile soils and 
farms that are above average in size. For these reasons, in
surance company lending in the District has been concen
trated in the central basin of Tennessee, the limestone valleys 
of North Alabama, the alluvial soils section of Louisiana, 
South Georgia, and central and southern Florida.

These differences between insurance companies and Fed
eral agencies are more significant in an area such as the 
Sixth District than in some other areas. A large proportion 
of District farms are small, which limits the effectiveness of 
insurance companies as a source of credit.

From the farmer’s standpoint there are advantages and 
disadvantages to the methods used by both types of lenders. 
The low loan values resulting from the appraisal method 
used is probably the most serious disadvantage to the system 
followed by the land banks. Their reluctance to make small
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loans and the almost complete lack of service in some areas 
are the main disadvantages to the system followed by the 
insurance companies. The insurance companies can offer 
faster service, but their rates are higher, especially on the 
smaller loans. The stock-purchase requirement is a drawback 
to the land bank procedure, but the repayment option is 
more liberal than that of the insurance companies.

In evaluating the two main nonbank sources of farm real 
estate credit, the long-run trends in District agriculture prob
ably should be given greater weight than the current likes 
and dislikes of farmers. As was mentioned earlier, the aver
age increase in size of the farm business and the shift toward 
livestock has encouraged the expansion of insurance com
pany lending. Representatives of the insurance companies 
mention this factor most often in explaining their companies’ 
renewed interest in lending to District farmers. The avail
able evidence indicates that this trend in the area’s agricul
ture will continue, in which case, the policies and methods 
now used by the insurance companies will be more suitable 
than they are now.

If the trend toward larger farms and livestock continues, 
however, small-scale farmers who are not able to increase 
the size of their businesses will probably continue to drop 
out of the main stream of commercial agriculture. Under 
these conditions, the demand for small, low-interest rate 
loans such as are now provided by the Federal agencies may 
diminish. The need for larger-sized loans has already been 
recognized by the land banks, and studies are now under 
way which will lead to a revision of lending practices that 
will reflect changes in farming practices and in the long-term 
needs of the various types of agriculture.

Lender Specialization
Although real estate loans are made for a wide variety of 
purposes, the purposes may be grouped under three main 
headings—to refinance existing debt, to finance farm trans
fers, and to develop and improve farms. At present all three 
groups of institutional lenders are making all three types of 
loans. This situation probably will continue, but there are 
undoubtedly opportunities for greater specialization which 
could result in a smaller area of competition between lenders 
and a better service to farmers.

The farmer who borrows to buy a farm, for example, usu
ally would want a relatively large sum for a relatively long 
period. He would be greatly interested in the lower interest 
rate and longer loan period usually offered by a nonbank 
lender. Against these factors the faster service and lower 
closing costs offered by a bank would be unimportant. For 
the farmer who wished to borrow a few thousand dollars for 
three or four years to improve his farm, however, the fast

service, low closing costs, and flexibility of the bank loans 
would be very attractive.

Some insurance companies and bankers have already em
barked on a program to divide the farm loan business in the 
banks’ trade territory along lines that appear to be mutually 
beneficial. In a few instances in the District this is done 
through a “bank plan” sponsored by the insurance company. 
Under this type of plan, the bank makes the loan but must 
assign it to the insurance company within two years. Since 
the insurance company binds itself to accept the loan any 
time within the two-year period, the bank is assured that the 
portion of its mortgage loans made under the assignment ar
rangement will never become frozen. The bank, of course, 
may continue to make real estate loans on its own account 
that are not covered by the assignment contract.

Most of the bank-insurance company cooperation in the 
District, however, is on an informal basis, and the bank 
merely places the prospective borrower in touch with the in
surance company representative. With either procedure, the 
bank usually gets the farmer’s operating credit business and 
keeps him coming through bank doors for all his financial 
services. Many of the loan applications now being received 
by insurance companies are from farmers who have been 
improving their farms and adding livestock through non-real 
estate credit at banks. Often the bank needs the additional 
security of a real estate mortgage if it is to continue to in
crease the line of credit. In many cases there is a small real 
estate mortgage that is held by an individual or some lender 
other than the bank. The bank, in order to secure the operat
ing credit by a real estate mortgage, would also have to take 
up the outstanding mortgage. If the insurance company lends 
enough for the farmer to repay the existing mortgage and 
part of the operating credit, it is often possible for the bank 
to continue with the farmer in his expansion program.

The farm mortgage credit system available to District 
farmers now appears to be more adequate to meet present 
and future needs than at any time since the early 1920’s. The 
scope and the nature of the increased lending activity by in
surance companies since the war indicate that they will be 
important and permanent factors in making available funds 
from capital surplus areas for investment in District agri
culture. When this source is added to the Federal system that 
is designed to provide greater mobility of farm mortgage 
credit and to funds available locally through commercial 
banks, all the ingredients for an adequate credit system seem 
to be present. The only question appears to be how these 
lenders can best work together to promote agricultural 
progress with the greatest profit and safety to themselves.
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