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SOME FACTS ON FARM MORTGAGE FORECIOSURzS IIN MINMESCTA
Prepared by E, C, Johnson

In the last ten years, but particularly during the last five years, many
farm mortgages have becn foreclosed in Minnesota and titles to a great number of farms
have passed into the hands of creditors. A number of Tactors may be included as
causes for this condition, but generally s»yeakinv, the great rise in prices during
1917-1920 and the decline following which caused a sharp decrease in farm incomes, is
the principal explanation for failures among fermers, #ith their incomes declining,
intcrest payments heavy, and taxes increasing, many farmers found it impossible to
mezt financial obligations.

A study was made of 5&7 represcntative Minnesota farms which are owned by a
mortgage loan institution as a result of forecclosurcs, On most of thesc farms finan-
cial statcments were availsble for the vate when the loen was rade and also when it was
foreclosed, Over eiguty per cent of thesc loans were medac during tac years 1917-1922
and most of them wer. foreclosed during the years 1924-1930, Between the time the
loan was made and whien it was foreclozed the averagce asscts of these farmcrs decrcascd
45 per cent and the average liabilitics inereased 22 per cent, In Teble 1, the farms
are classificd by districts and figures relating to assets and liwbilitics given.,

Teble 1, A Comparison of Financial Stutements of Farms When the Loan
Was Nade ond When the Loan Was Foreclosed
Figures are average por forn,

When loan was mnde | When loan was foreclosed
Ratio of Retio of
Totel inbili- Total Liabili-
District Total Liabili- tics to Total Liabili- ties to
Agssets  ties Assets Assets ties Assets
N, W. Minn, $15,491 6,106 39% $7,612 $8,886 117%
N, E. Minn, 6, 840 2,378 35 3,687 3,160 86
Cent, Minn, 14,608 6,668 46 Q,742 8,096 93
S, W, Minn, 25,140 13,858 55 14,984 14,570 Qv
S, &, Minn, 29,491 14,461 49 12,017 18,729 83
A1l Farms 16,084 7,305 45 9,304 8,936 96

The decline in farm incomcs has resulted in 2 fell in frrm real estate
valucs, In fact the great recduction in asscts showm in the table ebove is due mainly
to the decline in real estote wlues, Thoe foms included werc appraised when the
loons werc mide ~nd ogain when thoy were forsclosed, ond during this period they de-
clined 41 pcr cent in value from an zverage of §13,227 to 7,808 per farm, The de-
cline in rcal estatc values by districts is shown in Teble 2. Since the time of
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foreclosure land values have gone dowa farther; and if these farms werc appraised to-
day, the values would be lower than at the time of foreclosurc,

Table 2, Appraised Value of Land and Buildings when the Loan was lMade
end When the Loen was Foreclosed
Averege valuc per farm Average velue pcer acre
When loen When When loan When
District was mode forec losed was nade forcclosed

N. W, Minn, $12, 587 $6,496 $60,71 w3l , 33
N, B, Minn, 5,630 5,364 37,20 22,23
Central NMinn, 11,928 7,989 75.24 50, 39
S, o Minn. 21,055 12,952 182:.65 75,45
S, . Minng 24,323 15,870 138.8& 86,97
All farms 12,287 7,808 74,40 43.92

While mony farmers have failed in recent ycars the facts are that others
have been able to meet financial oblisations although in rmony cases they have done
so by curtailing expenditures both in the home end in the fer: business. Even when
rnany farmers feil, others are meking a success ~f farming. #why shculd this be true?
A number »f faetors rust be considercd in attempting to cnswer this question and
only a few can be mentioned in this short discussion.

For the purpose of throwing sore light »n this preblem a2 ccemparison was
made between the foreclosed ferms studied and Minnesotz ferrs »n which the lnans
- were in good standing. Three such farms were selected rt r-ndel: in onch county for
cach foreclosed farm. This is not to be construed to indiczte the ratio between
the number of foreclosed nnd gond loans but was merely used as 2 meth>d »f cbtaining
cn acequate measure, Information regarding each farm wos obtaineé from the appli-
cation for loan, the appraiscr's reports, and correspondence concerning the loans.,
On the basis o»f this information sn esnclysis was made of Toreclosed farms and farms
where the cwners had met the financial obligations, A few of these conparisons
follow,

In the first place it was found thet ot the tine the loen wos made the
farmers whe later failed had lorger debts and a higher ratic »f lizbilities to
assets, They had a hcavier burden of intcrest payrents;snd,without any apparent
cpportunities for greater inceme their chances ~f success were less then the far-
ners with smaller debts., Table 3, shows the ascets and liabilities st the timze
when the loan was mnde for foreeloscd farms and farms heving ncn-delinquent lrans,

Tcble 3. Financial Statement When the Loan wWas Made for Fereclosed Faorms
and Farms with Loans in Wnad Stonding
average per farm

] Forcel sel Ferms Ferms with Geod Loans
Ratio of Ratin of
Trtal Liabili- Total Liabili=
Total Liebili- ties to Total Liebili- ties to
District assets ties Asscts Assets ties assets
N. W, Minn, @15,501  &5,904 38. 7% #15,578 4,355 32.1%
N. E, Minn, 6,650 2,270 34,1 6,734 1,790 26.6
Central Minn, 15,947 6,700 42,0 15,179 4 940 32,5
S, W, Ninn, 24,441 12,620 Bli6 24,400 10,250 42,0
S. B, Minn, 28,155 12,020 42,9 [ 28,815 8,020 35,8
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The farmcrs used on the aversge about 82 per cent ~f the funds borrewed to
ay existing debts, This percentage does not vary greatly betwecn the forecloused and
ther loans, However, the loan per farm =snd the ratis -f the amrunt of the 1l2an to
he appraised value of land and buildings was larger on thc forecl-sed farms, This

s shown in Table 4,

able 4, Average amount of Loams and Ratio of Loans
to appraised Value of Land and Buildings

Forcecleosed Farms ¥arms with Good Loans
Amount of amount of
District Loan Retio Loan Ratio
. W, Minn, $5,022 40% $3,734 33%
P T s 2,142 38 1,764 32
entral Minn, 5,434 40 4,394 34
. W, Minn, 8,602 42 7,810 38
. B, Viipw, 9,892 42 6,974 37

The question that logically follows is "Why is indebtedness grecter on the
ocreclosed farms?® This cannct be answercé definitcdly ~n the brsis of cata available,
ut a few points may be ncted, The foreclosed f-rms on the avcrage werc larger faros,
nd we would expect a larger debt on these farms for that reascn. Hcewever, this is
nly a partial explanaticn, If a grcater proportion of the forecloscd forms were pur-
hased during the period »f high land walues, 1917-1921, than »f the forms having

ocd loans, %we w-ull expect a greater indebtecness per farrm in the first group. The
sets are that 35% of the forceloscd famis, onitting farms inheriteé’ and homssteaced,
ere purchasecd Juring the ycars of high vclues coppared to 28 per cent for the other
arms, However, the total overage indebtc’ness per farr: was $279 less on thc fore-
losed farms purchased curing 1917-1921 than »n foreclosel farms purchosed curing

ther years, in riost ceses pricer to 1917. 1In other words, there are other causes

or heavy indebteiness besices the purchase of high priced land scome of which undoub-
edly are explained by ponr rmnegemcnt. The successful farrer uses crecit wisely,

ot is, for production purposes, whilc the formser wh> is a poor ranoger is likely to
've comparatively large cxpenditures, many ~f them from berrowed roncy, and a rcla-
ively 1-w incore,

Another difference between foreclrsed forns andi the farms on which the
ins were in good standing is that the former tend t- be larger farrs fr-or. the stand-
oint of acres of land, This is true for all 2istricts of the state as showm in
ble 5, As a rule the larger form has possibilities for grecater inc o me than the
uller farm in periods of profitable prices, The risks, hcwever, ere greaster and
ring periods of low prices like in recent years the chonces of failure also are
cater, In Northwestern Minnesnta larger acreage hos been associated with grain
y and grain was reletively more impertant among fern: enterprises on foreclased
s than on nther fers where livestock enterprises, which have been more profi-
ible than grain, were morc irportant. In Northeastcrn Minnes ta the average acre-
¢ for foreclosed farms was 151 acres coumpared to 114 acres cn ferrs with g»od loans,
t the cultivated acres per farm were %6 ond 37 respectively. On foreclosed farns
_the latter region, therefore, the famers were carrying ruch unproductive land on
llch they were paying texes and interest but receiving no ineome, Their chances for
Wcess woulld have been much better on o sraller screnge,



T

Table 5, A Comperison of Size of Foreclosed Farms
"and Farms with Good Losans
Foreclosed Farums Farms with Good Lo@ns
District Total Cultivated Total Cul tivated

Acres Acres ’ Acres Acres
N, W, Minn, 208 14 175 118
N, E, Minn, 151 36 114 37
Central Minn, 157 91 142 _ 77
5. W, Minn, 169 114 158 ‘ 118
5, E, Minn, 176 126 137 o7

Generally speaking the foreclosed farms were not as well equipped as the
farms having good loans, The value of buildings, both houses and barns, averaged
less on the foreclosed farms., The investment in machincry was also less and live-
stock production less important, It is quite evident that the fzrms with good loans
on the whole represent a farm business of better balance than the foreclosed farms,
Table 6, gives the average volue of buildings, livestock, ond machinery on the two
groups of farms at the time the loan was made,

Table 6, Average Value of Buildings, Machinery, and Livestock
on Foreclosed Farms and Farms with Good Loans
Value of all Buildings Value of Machinery Value of Livestock
per Farm per 100 Acres per 100 Acres
District Foreclosed Other Foreclosed Other Foreclosed Other
Farms Farms Farms Farms Farms Fornms
N. W, Minn, $2,190 $3,000 3540 $630 $815 ‘ $$00
N, E, Minn, 1,260 1,210 260 . 480 535 720
Central Minn, 3,120 3,920 540 830 1,100 1,120
S. W, Minn, 3,510 4,210 730 945 1,595 1,800
S. E. Minn, 4,520 4,670 780 925 1,800 1,940

The experiencecs of Minnesots farmers in the last decade referrcd to in the
preceding discussion illustrate the difficulties and hardships which arise as o re-
sult of a changing gencral price level, Many of the farm debts werc contracted
during the period of inflation in 1917-1920, At that time prices genernlly were high
and the purchasing power of the dollar low, Prices have declined greootly since
that time until at present the general price levcl is about fifty per cent below
the period of inflation. Today when the farmer pays intcrest he mikes the payment
in dollars having nearly twice as much purchasing power =s the dollars he reccived
when he went into debt during the period of inflation. It tokes a much larger amount
of ferm products to pay interest and principal on the debt than it did a few years
ago., In other words, the burden of dcbt has increased greatly as & result of the
price declinc. An effective plon of stebilizing the genercl price level would prevent
many hardships among farmers which erise out of generzl price changes,

5 If it were possible to stabilizc the general price level to some degrec at
least, there still would be many difficulties arising because of the uncertainty of
agricultural production. Producticn of crops and livestock is subject to notural for-
ces, and there will be years of faverable and unfavorable conditions., For this reason
agriculture as a business must be viewed from the long time point of view, Conserva-
tive practices must be adopted;and,in ycars of favorable income, preparation must be
mde to maintain the business during years when losses occur, This cen be done by
paying debts or setting aside reserves during good years rathe r then using the funds
for purposes which may be unproductive,
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MINNESOTA FaRM PRICES FOR JULY 1931
Prepared by D,D. Kittredge ond =, E.Zrickson

The index nunber of Minnescta farm prices for the month »f July 1931 wis
58,1. When the average of farm prices of the throe Julys of 1924-25-26 is represen-
ted by 100, the indexes for July of cach year from 1924 to> dote arc as follows:

July 1924 - 84.8
" 1925 -107.3
" 1926 -107.4
" 1927 - 97.8
" 1928 -110.3
" 1929 -109.5
" 1930 - 8g2,%*
! 1931 - 88,1

*preliminary

The price index of 58,1 for the past month is the net result of decrenses
in the prices »f farm pr-ducts in July 1931 over the avercge ~f July 1924-25-26
weighted according to their relative importonce, These decrcases renged from ap-
proximctely 88 per cent te 2, The precducts ranked according to the size of their
percentnge decrcascs in this compnris-n are shwn in the f~llowing list:

Principal Farn Products which Showed Pricc Deercascs
in July 1931 when Compercd with the Averege Priccs
in July 1924-25-26
(listed in descending order »f percentage chonge)

Decreases: Rye, whest, barley, onts, lorbs-sheep, corn, eggs, butterfat, hogs,
flax, cealves, chickens, hey, milk, cattle, pototres,

Although the Minnesota index for July 1931 docs nnt rxasurce price chonges
from June 1931, a cmp-ris>n »f month t> month changes in pricc has becn rmade,
The increcscs range from 46 poer cent to 5, and the decriiscs freiz 11 per cent to 4.
The preducts ranked according t- the size »f their percentsge increuscs cor de-
crecses in July 1931 over June 1931 arc shown in the frllowing list:

Principal Forr Pr~ducts which Shewed Price Increosss wad Deercases
in July 1931 when C~upared with June 1931
(listcd in desconcing order >Ff percentoge chunge)

Increases: Potat-cs, flax, cggs, chickens, corn, hogs, cats, milk, hay, butterfnt.
Decreases: Wheet, calves, larbs-sheep, cuttle,

No Chnnge: Barley, rye,




