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'A’significaﬁfvpumber of férméré»have suffered severe fiﬁancial stress
_in reeent years (Boehlje, et al., Melichar). A variety of programs and
 >po1i¢ies haQé been_propoéed’to alleviaté thése~farmbfinancial>prob;éms ( Brake
 anﬁ'Bthije, Péﬁefébﬂ,'ét al.). Predicting the likely effécts of these
_prsp§$a19'on farm Failufe rates and on thg mérket for agricultur81 lQans is a
&if%&&ult'problem.v The mdsﬁ common approach takehvby agricultural economists
to this pféblem isv£0‘estimate the effects of;different policy 6ptions using
simulation mddels (Barry,‘ﬁoehlje’et al.,'Pederson, ef-al.i} An alternative
‘ aﬁproach to thé»problem is to lookrto the'past for similabvexperiences and
use‘infobmatibn from those experiences to'§btain inéights useful for
'uhderstanding théipresent situation.  Changes in agricultural financial
mabkefs bver.time preclude the possibility of usingli@formation frbm past
éxpefiences to,make'pfecise prédictions concerning the effects of programs
‘éhdfgslicies cubrenﬁly undef cqnsideration. - The past éan, however; providéf
fﬁéé?ﬁl insights ihtovthé generai maghitUdeé»and.difectiohs of the responsesﬂé*
to;curreﬁt policy options{ | |
‘__This>a1térnatiyebaﬁproach'is used in the preéentvpaper to examine the
 1ike1y effects oF:govepnmeht;imposed_measures»that aitéf the terms of
» agrieultural debtvcbntracts. Exampleé of such méasures include the'nex
Chapter‘12 bahkrup£cy lar and mofatoria on farm foreclosurés.like those
“'enacted in Iowa in 1935 and considered by legislatbrs in a number of other
fa;ﬁ;étates; “Such measunes may prbvide‘short-term reliéf to farmers. They
"‘alsbg'however;.iﬁpaée’éOsts on lenders, aﬁd may induce them to redﬁce the
supb;y,of'credif to the agricultural sectqr. Evidence conéistent With such a

resppnsevtokthe-new Chapter 12>bankrUptcy law,is a1ready being cited.!

... 'see "Farm'Bankbuptcy_LaH Halts Some Loans and Stirs Fears About
Farmers' Credit," The HWall Street Journal, January 19, 1987.
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;?:The beridd stddied in thi§ paber>is the71§3Qé;'thé mosﬁ reéent.period:of

¢se¢ére.ag?icﬁltﬁral distress in the United'States!  Inciuded amoﬁé'thé
. prdgréméiinéﬁifuﬁeﬁ_dqring the 1930$'to proVidevreliéf £6f the farm sectdr.
ﬁere_the éommodit?gprograms of the Agriculturai Adjustment Adminisfratioﬁ,
3Féaéfgl’éredittprogfams,vand stéte—;egiélated moratoriaIOn Férm forecloshreég
?This ﬁaper focqsés_On‘thé effects ététe—legislated moraforia and‘other typ;s”
éf staté,reliéf prdgramé‘had on the supply 6f agricultufél-loané in'the |
>19303,'v1 o | '
|  '1The use.pf‘data from thé past to glean insights into‘cunneni problems
:;hasvﬁéf been widei?'émpldygd-in the agricﬁltu531 finance literatufe, Shepafaj
ﬁ;hd“Collihs used time,seriés_data to ihvestigaté the de£epﬁinants,of i
“éggrégaté fa?@ bankruptéy_rates{ -They iﬁcluded’a.generai'agfiqultural»pélicy 

 vVéEiab1e (goVernment support payments as a proportion of -all farm revehﬁes)‘

ﬁ’Féﬁ_éxplanatépy variable in their émpiriéal énalySis but did not
’vinyéétigate £he effécts‘of,partic#lar programs oﬁ‘bankruptcy rateS..‘Ruckér

" and. Alston rémployeq,pooled time sebies»brdss éeétibnalvdata for thé per;od
1§29~1940>to_investigate’ihe effécté'bf government programs pn»raiesfbf Férm
N failuré dufing the:19305.' fhey foung that state-legisiated.ﬁératoria'wepeT
 successful in reduc_ing farm failure rates. Alston (1984) used ‘state—“lﬂev-el'_
drosé‘éectional data-tovinyeétiééte the causes and'Qohsequgnces of stéte;
 i§§i$ia£ed mbra#oria,ﬂuring_the 1930#;» HiS_réduceﬁ fbrm estimates of the
éﬁﬁéequeﬁéés ofkmoratorié indiéatéd”that'fhéyvléd td:éignificant reductioné
' iﬁ;the quanéity of1brivate11qans é;d:(ihsiénifiqantjbihpvéﬁsés in interest
rate$l  Thé_pre§ent paper éiteﬁds-Aiston's nofk by estiﬁatingbthe structurai'

eéffects of étate4relief legislatioh on'differentjtypes of ‘private lenders and
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3;5y iﬁveeti§ating-iﬁfeeregieﬁalbdiffefencesvin the efsectslgg,sta;erfelief_‘[.
legistation. |
f,{i;is eaﬁé?:ié,b?ﬁéhiéedves folloﬁs; The:mqrfgége'fcrECIOSure Procedures
-;36 £he differeﬁf t}pee of.stete relief 1egisiatiphipassed during the early
vfﬁéﬁé_afevdesebibed invSectiens‘I and II. Inisectien Iina;Syétem 5: demand
:and;euppiy'equeﬁions for‘loaﬂs frohléeverhment and‘erivete’lenders is
f:pfesented end £eetab1e-hypo£héses coneepningethe effects Qf;relief‘ |
,leéisiatioﬁ'afe déve;bpeﬁ;‘ The datalused for estiﬁatipn areediSQsted»ih'

Section IV.'jEmpibiCalvresults are presented in Section V and concluding:

1

—

remarks are contained in the final section. |

If’The Process of Fatm'Hortqaqe‘Foreclosure in the 19303

If an individuel~bofroner fell behind (becahe,delinqﬁent) on his -

'”iﬁorﬁﬁage'payments, the‘lender_decided Ehether to grant the;borrokervan

: exte;eion‘or~tp fofeéioSe onAthe‘mortgage.'If the 1ender eﬁoée‘to fereclose:i
';hen;he:initiated the proeeSs by appiyiné»for Foféclosure nithvfhe_court of”
;jﬁrieeiction. |

,}". evThe eburt; iévitvrﬁled in faeob ef’ﬁhe’foreEIOeupe, then-obdered sale
.ef ﬁhe_property.l Ihersale was‘coneucted‘throuéh.e eheriff's euction‘in.nhieh
-an& interesfed pafties, ieciﬁding‘;he origineli1ender,-could bid on tﬁe |
ppopefty; If_tﬁe ﬁinnihg‘ﬁid at‘the auction ekceedeq the>amoun£ due in
Pbinqual'aed intebestfonethe first mortgage, then:the’iender eeceived'-
pey@ept and the'remeining Puﬁds:gere divided among other lendere‘holdihq
liéh; on the ﬁbqperfif 'Aeybfundé‘remainiegngentvfo the berbeeer.> ;n eemes
-sﬁeteejif the’nipniﬁg'bid wes,less thapvthe_debt dned onbthe first mertgage,

‘the lender was able to sue for a deficiency judgement for the difference.



‘LAPter the anction;Athe hornoﬁer usuall§~wns granted a period’of:
'nfredemntlon durlng whlch he was allowed to remaln on the property prov1d1ng he:
Tmet’court—estabtlehédﬁrentai'payments.' If, dnrlng thls perlod he aas able’tbi‘
’“neyhoff the,ndntgage‘plhe any eccrued costs, he couid»recoveﬁ tit;e to ther
ﬁrabéfty;' if the borhoneh»tdn one of-the'5nniorllendens):did‘not.pay OFF‘the7
,ndntéage dnningbthehredemption peniedflthen thedceftiﬂicete of sele_Fromhthe;
‘ Tjeuetton nae annnoved'by the:court and the_nrdnenty;titleutreneéenred toithe»

high bidder at the auction.

vz»iI,:'Relief'Legisiationfdnping the 1930s
Pnier‘t? thedGreat DepreSSidn there nene'isdleted instanees df‘etetaeil

éagsingaiegis}etiondto.pnonide dehtors.nelief fhonptheib centractuelildendv;;:}i

%éh;tgations:dnring’neriodsbof de;:u:r'e'sff::ci"cl’vea.nninég‘s.%.'jv2 The e}ﬁenience.qflthejiiﬁ:

~1930s, however, was unique in two respects. First, it was unique in its

:Tegnitnde:h mdne‘than~haif the'states‘enected rélief 1egieletidn.__Second,y;,'
i':this‘nae.the‘fifst timelthat this‘type df reiiet‘legieletiOn was,dectared‘ 
B ;conetltutlonal by the U. S.- Supreme Court 3 Stete-legisieted”peiief fpr:.'
f;debtors durlng the 19305 generally took three forms (1):norétdria,onh

. Eoreclosures,,(2),exten91on of the redempthn period, and (Sj linitation Lor"h

aaholiehment)-of deficiency judgements.*

2See Alston, Frledman, Skllton, and Hoodruff for dlscu351ons of these ff
»;nstances ' : '

3The landmark ‘case on rellef 1eglslat10n was Home Bulldlng and Loanbl
Assoc1at10n v. Blaisdell et al., in whlch the constltutlonallty of rellef
'leglslatlon enacted in Mlnnesota nas upheld

: °At the federal level the Frazier Lemke Act'(48 Stat‘ 1289, 'sec 75,
'.subsec (s)) was passed in 1934 in an effort to: prov1de rellef to: farmers
’f111ng for bankruptcy This leglslatlon was . declared unconstltutlonal ‘in May‘

d”,1935 and a new version Was enacted in August 1935 Because the courses: of

;aet;pn ppened to,borrowere under this act kerc of l;ttlevheneflt_to them

o



Leg1slatlon of the first type generally gave ‘the -courts dlscretlonary
3tpower to postpone foreclosure proceed1ngs over a spe01£1ed period. Post—
'ponement perlods eatabllshed by dlfferent states varled 1n duratlon from

threefmonths to fourvyears and sometimes were extenoed upon explratlon of the

ihltial leglslatlon >’Foreclosures were not completely prohibited'under these

b
B

v,ians,' Borrouers were usually requlred to. make certaln payments to lendersv—v.f

V'.tinterest, taxes, and oOurt—speeifiedvrents. If they failed to make_these.'
payments, their'mortgages eouloghelﬂoreolosedtl

| ‘The seeond type §é relief leéisiation temporarily inoreaSed the length
'ofjreoemption periods;‘:This type of 1egisiation imposed costs‘on‘tenoers by‘
'ﬁéiéying the time at'whieh'elear title oouid”be obtained by.the‘_‘_nev‘t’owner.6
:"_The thirditypegof state relief legisiation restrioted‘creditors'

: rights to_deficiency,vjudgementsr In‘someQStates,»e.gé,‘North Dakota,

deficiency judgements were abolished. In others the dollar value of defic-

ienoy judgements was limited;boften by»setting a'minimnm’sale price for the-
property being auctioned. - _
~ Insofar as thebthree,typesvof relief legislation described'ab0ve Were: -

viewed by lenders‘as an.attenuation'of valued rights in-future mortgage

”(eSpecially under its original'form - see Hoodruff and Munger and Feder),
this . 1eglslat10n is assumed to have had no 1mpact durlng the. early 1930s and
1s not cons1dered further . :

>5Hoodruff (pp.”~ 114 115). noted that rents pa1d under these arrangements
:-tended to be less than those paid by tenants rentlng under ‘normal '
clrcumstances '

i»bThe borrower was requlred to make court spec1f1ed payments to the

lender during - thls redemptlon perlod -Hoodruff (1937, pp. 114-115) felt that

these -payments were ‘less than payments received under normal circumstances’
and also noted that under these arrangements borrowers were 1n011ned to

neglect the property and may have been w1llfu11y destruct1ve in some 1nstan0“

. es,
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r'~ucontracts, decreases in the supply of loans should be observed follonlng the
B enactment of such.leglslatlon. The magnltude of these decreases, and nhether

'.different classes of lenders were differently»affected, aremdlscussed belon,

“III. A Model of the Supply and Demand for'Farm Mortgage LoanS?

"Sugglz

fconsider the'folloning Structural eqnations for the supply of loans fromWF

'goVernment'and priVateilendsrs,

NG ) Y :
o + o4 FDRDUM + «2STRESS + «3(FDRDUM*STRESS) + El

1) kv

(=) N C S T e
Bo + B1RLFLEG + B2INTINDIV + B3INTALT + B4TCOSTS

(Z}fQiNbxv
(+)
+ BsCOLLAT +* Ez
_ -y (+) (-) ' (9
To + TiRLFLEG + TzINTBANK + T3INTALT + T4TCOSTS

(+) y
"~ + TsCOLLAT + €3
s N O S £ R )
6o + 6¢RLFLEG + ‘62 INTINSUR + 63INTALT  + 64TCOSTS

"

( 1) Qinsur

e o
'+ 63COLLAT + €4

where Q&ov, Qino1v, QaANK, and Qinsur are the quantities (dollar va1ue)‘oP}

‘ foarm mortgage loans supplled annually by government lenders, individuals{ai U;nv

banks, and 1nsurance‘compan1es; FDRDUM is a zero- one dummy varlable to

‘;indicatevnhether Roosevelt Was in office, STRESS’is the degreelof financial

']streSSvsuffered‘by»Farmers;,FDRDUM*STRESS-istanfinteractive7term'between the

: 7The system of supply and demand: for loans presented in thlS sectlon is

Vgan adaptatlon of- the system p031ted by Alston " In that model, Alston did not
vdlstlngulsh among different classes of private’ lenders and Has able to

' estlmate only reduced form parameters : :
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j:’Rbostelt dumﬁy and stress, RLFLEG is a‘zero-one‘dummy variable for‘rélief
‘;egislation; INTINDIV,. INfBANK, INTINSUR, and INTGOV are the interest ratés'

k oniioags'issueﬁ By‘individuals; banks, insurance companies,]and goverhment-
1eﬁdin§ agehcies;vINTALT is the‘interest rate available to lenders on
éii@ﬁﬁétive investménts;~TCOSTS are transactions'cbsts éséociated with
lgndihg to.farmeré; and COLLAT is the value of 0011atera1.

Predicted signs for the coéfficients of tﬁe ekplanétory variables are.
indicated in parentheses ébove the coefficients. In thebgovernment supply.
iiebquenzion, FDRDD& has a.positivebcoeffibient, reflecting the increased . v@
ébtivity of federal'lendingragenciés following Roosevelt's e1ec£ion in 1932,
fbibr’to 1933, thé mahdate of féderal credit’agencies was tb supply loans in
begions Rhere ﬁbivate funds were nof readil,ybavai‘lablev.a If the aétivities
_df“éheée agencies did not var&'with the degree of farﬁ distress prior to»
vi9‘3‘3v;‘.1the-coefficiént'on STR>E>SS is zero.f Following 1932, a stated -
objective of federal lending agencies.wés to providebfﬁnds t0'those'farﬁers
suffering the:mostfrsuggesting that‘thé éoefficieht on -the interactive term:
is positive.9

In the three ppivate supply equations, (2)-(4), the coefficiént on the .
feiief ieéiélétién‘va;iébleiis negative, indicating fhat.private,lendebé will
decrease theif activities as ﬁortgage éontracts are altered to thein deﬁri-

ment. . The coefficients on the respective own interest rate variables are

8Federal lending agencies include the federal land banks and the Land
Bank Commissioner. For a thorough account of the activities of these @
agencies during the 1930s and the changes that were instituted under
Roosevelt, see Horton-et al. (1942). ' ’

_ " 7Note that loans of federal credit agencies are not determined by the
interest rate in this model. 1In price-quantity space (where the price
received for a loan is the rate of interest), the supply of government loans’
is represented by a point. o :



Ie}

-
’q :pfédicted fo be positive; reflecting‘the assumptiéh thét éuﬁply éUrves‘qre“
»uphﬁfd sloping.; An‘increése insﬁhe rate of return on alternatiye.inveétméhgs )
' qiil'réduCe thé‘éﬁpply’éf férm mortgagé ;oans,'hénée the ﬁégative

éﬁé??iéients on INTALT. An increaée in the transacfioné cosﬁs aﬁsbciéted
' ﬁifﬁ'ﬁakihg loans»aill‘lead to a redﬂction in the sﬁbply”of loans,uheﬂcé.the:
”hégative predietédaéoefficients‘oh TCOSTS. An,ingreése'in the value ofvihe .
 §011atera1 bf bprréners is predicted to leédvéoian increasé in»the’sﬁpply'oflv

loahs from privatevlenders, hence the'positive coefficients on COLLAT. .

Demand
The demand for loans from government and private lendersbis modeléd'bn

'using the foliowing equations,

Qéoy  if INTGOV < INTPRIV

= 0 otherwise

(0D R (=) K (=) (#) (-) ‘ -
To +‘T:RLFLEG + T2INTPRIV + TiQeov + T+EEARN + TsALTINCOME + €,

'(6):_03R1v

(-) EO R S R I
$o + ¢1INTINDIV +.¢zINTBANK.+ ¢3INTINSUR + ¢4Q3§1u + €7

(7) Qino1v

S £ N € N (D ()
8o + By INTINDIV + B2INTBANK + B3INTINSUR + B84Qfarv + €s

|

. (8) QSANK,’

pnge (+) N S € S R

(9) Qinsur = Ro + N1INTINDIV + Q2INTBANK + Q3INTINSUR + 0aQBarv + €q

where Qdov, Qfnorv, Qfank, Qinsuur-.and Qbriv are the QUantities of farm
'mbrfgage lbéné_demandedbannually fromIQOVernment ienders,"individuals;»bahk§y’

insurance companies, and private lenders as a whole; INTPRIV is:thevaverage
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‘intebgst rate on';oané issuédEby private léndebs; EEARN is expected farm
' eafnihgs; and ALTINdOHE is iﬁcome earnéd'by the nonfarm population in npnfarm
a?tivities. n
Ih thé demahd for government loans equation, fS), borrowers are
' @gsumed to demaﬁd as mény Fuhds as federal credit égencies are nilling to
 pr6vide, as long as the iﬂteréét rate on government loans is less than the
intefest rate on private loans (which nés generally the case following the -
:?‘advént of‘ﬁoosevelf;s New Deal progréms (USDA, 1938 and i939)f
:Borrouefs' decisions concerning their demands for ioans from private

lenders is viewed as a two-stage pfocess. In the first stage (represehted by
veqhation 6): they decide how muéh to borrow from private lenders as a grouﬁfl.
_Ih the second stage theyvdecide how to éllocate their borrowing among the
three different types of private lehders.
?g{;jf-In the first-stage private déménd equation, (6), thé‘predicfed
coefficient of the relief legislation Variable isbuncertain. On one hand,
tﬁé“particular changes made in the earl& 1930s increased the attractiveness
offmortgaQe léans‘tq borrowers; suggesting fhat‘the enactﬁent.ofbrélief'
1égislation should increase the démand for mortgage#.‘ On the other hand,
'-borrbweré obser?ed_that state~govérnments:could legally change the terms of
‘existing contractu#lgarfangements between private parties. Bebause there,ﬁaé'
 ‘n6 guapaptee thét Fﬁture felief measures would not_behefit lenders, this may
have increased debtors' uncertainties cdncebning the security ofitheir
_anperty:rigﬁtS'in fﬁture mortgagé coqtracts; ieading:tova reduction in
demté:;nd.‘ |

f TAn ihcréaée iq the éVeraéé raté pf;intefest'qn ﬁriyaté,loans'will lead

to a;reduétion'in thé quantity of priVéte loans demanded, hence the negative
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coefficient on INTPRIV. An'incfeasé in the presént value of the ekpected
Futgre f;ow of incpme 3111 increase the demand for loanable funds, implying
th;t;the coefficient onh EEARN is positi?e. An increase in thé level of
biinéémé earned in nonfarm aetivitiés will make farm-related activities
ﬁéléﬁively less aftractive, drive resources from aéricuitural éctivities, and
résult in a reduced demand for agfiéultural loans, hence tﬁe negative
coefficient on ALTINCOME

Figure 1 can be used to illustrate the effects on the demand fdr private
_loans of an increase in the supply of government loans; In the absénce of
vgdvernment loans, the demand for private loans is D, and the market clears at
an ihterest rate of i, and a quantity of. Q.. Now, suppose the govérnment
oFFeré Qe loans at an interest rate of ie. The effects of these ldans on the
aém;hd for private loans depends on how the governmént loans are allocated.
’Iﬂ;hfbr'example, the government loans are allocated to those borrowers
willing to pay the highest intérest rates, the demand for private loans
simply shifts to the left by Qé units to Di. In this case, the coefficient
T3 isvequal to -1. At the other extreme, if allvthe government 1bans are
‘allocatedito borrowers ®illing to péy leSS'thén io, the marﬁet—clearing
pfivatevintebest rate and quantity transacted nill not be affected. I1f, for
exahple, the govebnmeht loans ére allocated to those individuals beﬁueen
ﬁoints B and C on Ds;, then éhe demand for pfivate loans'niil be ABED:. - In
-this,case, because the data will not showvany shift;inlthe private demand
‘pnPVE; the coeffiCient T3 is equai to 0. For intermediate cases in which
government loans_arevdivided émong borbowers nilling t§ pay ﬁofe and 1éssv
than i, the.cogffiéieﬁt,fg kill be between 0 and -1.

o



>1“1,
 1‘iﬁ the:second;éﬁage;demand é§uétions, ;n incrga9é in th¢ intérest‘ratejf
- ahvloans ffom a paﬂticular lenQefrwill dééfeasé the‘quantiﬁy‘of~loéns.
'fdeﬁandgd'fr06 £h§t:iehder, and the coefficients Gi; 92; aﬁd N3 ﬁiil,be
uhéégpjvé, If loans fromvdiffefent‘lenders ébe'éugstitufes, an increase in‘
: Eﬁé‘féte charged pyvéhé iendér nillllead'to increases in the demand Fof loaﬁé

_fpgm;othgr iéndgré,#nd“thé éoefficiénts ¢z,b¢;, 61, ezyvno,;and 02 ﬁiil be
poéitivev Aﬁ‘increaée'in the tétal demand édr privatéilbans Hill'resuit in ;H“
inéreased deménd?foffiqéns froh each type'of lépdef, henéé:thé bpéitive
¢oef£icieﬂt§Non Q#r1v in equations (fs‘iv(S);ﬁ
Additional‘ﬂxgotheses '

- Thé.médel;oﬁ$$pbp1§>and demand for agriCultufal loansfpbesentedbaboyg
ﬁii&ﬁs'the inve§tig§tion of two additidnai:issues; (1) whether relief N
;ggigiation‘had differept.éffeéts»on‘différent'types of privéte lendérs; aﬁq;'
(éiAnﬁéthér neliéf legislation ﬁéd different efﬁéct&nin differeﬁt regiphs. |
_ Vc¢ncérﬁingithe1fifsﬁ.qf}thése issues,.differengéskin_thefesﬁimatéd- ‘ v
‘ "éoefficients on _RLFL.‘EG,in‘ the vsupplby equations (2)- -y would i-ndic_ate that -

-relief.iegiélatiqh hﬁd different'effeéts én diéﬁereni,types of ﬁriyate ' |
1eﬁderé., fhéfe'ébe'ét ;éast tﬁo.reaéons”to‘expeqtfsySteﬁatid diffefeﬁces in
theé§ coefficients. jfirst, bﬁrronefs‘abe:more like;yvto porrdu from a lénder
if"they believe that:iendér will not_fdreclbsevén“them‘if,gvents’bc§ﬁr that:
Giéfé“beybhd tﬁei?:cont;pl.1‘Leﬁders’there£ore hé?ekan’iﬁtérést in‘eétabliéhiég‘_
» ﬁéﬁﬁﬁﬁill_capitgl." f‘One way that ;énders édﬁlﬁjestaﬁliéh'such caéital in’{ﬁ'

’ t@e‘j9305'was td’be’lgnientlon'farmérs-upable to ﬁeet théir‘mbrtgage payménts 
ndé;pite makiﬁgjgbod"féith éffofts told6‘so,»;Thé ébét of'éréﬂfing'extehsions

xrather than,for301031ng is expected ton;ffer.fqr different types of lenders.

coa
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'-io mapy instanoes; individual lenders‘reiied ﬁeaVily on mortgage payments‘foo
their income. The loss or delay of such payments‘would represent a
. significant reduction in their 1pcomesi Most individuals . probably had
réletively iimited aoeess to capifel markets, implying'that the-costs of
BorioRing to oomoenSate.for such‘losses would be high. Rurél banks‘also had
bsuostantiei pobtions of toeirbassets tied uo'in mortgage loens in a
f perticu1ar region.: Reduotions in mobtgsge payments would thereéore‘impose;.
signiricant dosts on them as well.: N o
ineurancevcompanies hormally had_mortgageeloan portfolios that were .

"secsorelly diVersiFied (Hoodruf%, p. 49). ﬁecause not_ail'regions were
céduelly hard hit duringvthe 19305,'the effects of delinqqent loans in a -
pertioolar'area'would not have‘shch a oramatic effeeovon their neil-beiné.
ofﬁfeaditiOn, insubanoe companieS'ﬁere better diversified than other lenders 
ihffﬁé Sense“that a smaller port;onlof their portfolios was‘tied opfin
'mortgaoe loansiv Ifithese compenies'did/have ﬁo turn ﬁo capitalloarkefs‘toﬁT
‘compensate for de;ioquent payments, their cost of Fuods should the‘oeeo-
“lower than for inoividuels and banks, For these reasons;_insufanceVcomoaﬁies.
were more likely than other lenoers.to'grent extensions to~oorbowers_ |
oelinqﬁent forvressonsioeyond»fheirvcontrol.fInsursnce oompsniesﬂtherefore
shouidshsve beeo affected less by mofatorium legislatioh_thao other ;enders.8

.ESeoond; as»"oueside" lenders nhose centers of:operationS‘nere_often far .

from:the location where loans were being made;  insurance oompanie5~had higher

aﬂoodruff comments several times on the efforts insurance companles made'
to be lenient towards borrowers ‘during the early 1930s. Alston speculated:
that "individuals - and perhaps local banks -  being less diversified and

- facing a.more severe income constralnt than insurance companies and’ federal

flpan01al 1nst1tut10ns had more of an incentive to foreclose" (1984, p.451)..



13

'.fecosts of monitoring’borroﬁers' behavior andbﬂould:therefore tend to make

~lower risk loans.’ Because lower risk borrowers were lese»likely to become

‘~delinqﬁent in their loen payments,-forceclosure rates on iﬁéurance company.‘

ﬁbrﬁgéges should have been lower, and the costs imposed on them by relief

iégisiation should have been lower than for other lenders.

'If the above hypothesesfare correct, then'relief‘legislatipn imposed a

‘greater cost on individuals and local banks than on insurance companies. =

‘Sﬁch a difference in.the_impacte of relief legislatibn'shduld have led to a .

"~ larger displacement of individuals and banks froh the mortgage marketL
»4Cohcebningvthe"seéohdvissue;'qne.cahse of differences in the impaetseof

relief legisletiohvacrbss regions may have been interstate differences in

prbvisions of theelegislationQ _The‘impact of relief_légiSlation should have

Beeﬁfthe Qreetest je'those states in which the‘most_seQere,legisiationbwaev
egacﬁed} ‘Becéuse'tﬁe.léws diffefed in‘severalldimensionenend because the
‘iﬁpeef ef the;legisiaeioﬁ.nae ihfluehced»by.the‘stnicteese.with whieﬁ the&
uefe enfobcee by the'coerts, it 15 dlfflcult to quantlfy the severity of the
verioue eeetes"legieietien. A subJectlve measure of the relatlve severlty
ef legielatioh was recently previded by'Archibald.HonruFf, a conteﬁporavy
ebeervee:of farh.cbedit coﬁditiensbduring ehe‘Great DebreeSionV ﬂqodreff |
ﬁeequested that fremAthe'perspectiVe of_banks:and_individeal lendefs,:theJmeet
'ifeStr;ctive feiief‘ieeislatioﬁ wes ehaetedviﬁ the tnoADekoﬁas,'Minnesota and

‘ Hieeonsih;‘°' ' Insofar as the legislation enacted’in‘theee.stetes imposed

9See Alston (forthcomlng) and Hoodruff (pp 37 39) for support for thls
11ne of reasonlng . . . . .

:5°Letter;fnom‘Ahchibald Hoodruff (dated August 12, 1982) to Lee Alston
‘and telephone conversation between Alston and Hoodruff. :

f
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more severe restrictions on creditors, moratoria are predicted to have had .

grégter impacts in these states than elsewhere.

IV. The Data

The system of equations (1) = (9) is estimated using podle& time series-
cfosé sectiqhalfdata.for.the period 1930-1935.- The modéi emplqyed for' |
' estimétiaq ig tﬁe dﬁmmy vaviaﬁla'mudél descvibad by Judage ét nl; (pp, 478 - -
.-488) in a simultaneous equation settihg. In this modei cross?sectidnal
‘units are distinjuished through the iﬁ?lusion of zero-one state dummy

‘variables.

Insurance cohpanies did not issue farm ipans in all étates during this
period. Beoauée tﬁése companies Were an important source of loanaﬁle funds
iﬁ“many stétes and because the impact of felief legislation on these
compahies‘isvof interest, the‘data set is restricted to the 32 st#tes in
=@hi@h data for interest'rates on‘morﬁéage loans iésued by insurahce‘companies
are available for the yeafs 1930—1935311 Of these states, nineteen pésséd
moratoria duriné fhis period, while twmenty-two legislatéd-one or more of the
'threé types of relief legislation discussed in Section II (see Téble i).

' Definitions, summary statistics, and sources for thé'daﬁa used in'£he‘
"empi;icél analysisvare presehted in Table 2. Empifical meésures of aﬁnual
aVeraQe intéfest'rates fof different classes of leﬁders are oﬁtained directly
from USDA publications. Although data on the quantity of loans (dollar

value) iésued annually by federal lehding agenéies'(QGOV) are available, no

‘''There are a few instances in which data on interest rates on insurance
: loans are not available for a particular year and in which the average
1nterest rate on government loans exceeded the 1nterest rate on loans from
one of the three classes of private lenders. These observations are deleted
from the data set used to estimate the model. :
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'J§u§hEQata pﬁ loans by brivafé 1eﬁdérs werevpubliShed.  Estima;es bf thése';_:
"idaéﬁéitieé'ére”cﬁhétfuéted'using data on theAQercehtaQé ofvlﬁans issued.byii
'» gqyﬁfnmenﬁ and;pr;Vatgvlenders‘(USDA, 1940Db) . -Usipg data on thébpércentégé‘h,
#né!ddl;ar value of loéns closed by’federal.cfedjt agenéiés, the toial‘dollér
Gilud o a1l loans closed is éalculated_[total value =v(QG0V/%GOV)100i.4 |
_ This, éﬁmbined with data on percéntageé of total loans issuéd by different
vprivate lendiﬁg gfoups; provi6es estimates of the dollar valﬁe of loans
issﬁed ﬁy the lendersbof intereét (e.qg., QiNDIV ﬁ»[QGOV/%GOV]%INDIV).

The empihical méasure of farm stress financial (STRESS)vis an average
pfiédntemporaneous and légged:earnings. To control for the substantial
intérstate differences in the levels of state farm‘earpings, earnings in
state i in year_tvare di?ided by earnings in stgfe i during a base period
(the average of earnings in 1924 and 1925) . |

‘-VﬂThe ?ariable RLFLEG ié assigned a value of one if any of the three types
of’étate relief législation were.in effect in a giQen state in a given
year.’2 The proxy used for the rate 6F return on aiternative in?estments in
'yeaf t (INTALT() is the réte‘of interest on commercial papgf in year t.
Trahsactions coéts associatéd mith agricultural lending are measured using
‘ﬁhé‘éveragévdollar vg}ﬁe of a farm in state i during ygar‘t (VALFARMit¢). To
‘the extent tﬁafv}enders' total trangactions costs of providin§ a loan do not

yary,substantially with loan size, the per-dollar transactions costs‘df

'Zplston's analysis was limited to the effects of legislation that
postponed foreclosures (moratoria). The discussion in Sections I and II
suggests that the‘effects of legislation extending redemption periods and
limiting deficiency judgements should also be considered. Attempts to
separately measure the effects of these different types of relief legislation
through the inclusion of a Zero-one dummy variable for each of them did not. .
provide any useful insights. Given that states often enacted two or three of
these types of relief legislation at about the‘same point in time, it is not
surprising that their individual ‘effeets cannot be distinguishéd.
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subbiying funds will décréase as ioagﬂsizes increase. Averége loan size
['should 1ncrease and per-dollar transactions costs of prov1d1ng loéns should
,fhe;efore fall as the #alue per farm'increases; 1mp1y1ng that the: predlcted
Eaéffiéients on YALFARM éhe positive.. The value of co;lateral for farm loans
.(éﬁLLATir) is measured‘using the totéi vaiue of farm land'ahd Suildings in"
sﬁété'i in year t. |

In the'demand'eqﬁétions, the proxy for the discounteﬁ_present Value‘of:'
v éxpgdted earnings (EEARNit) is fhe total value of farm lénd and buildings‘ingb.
statg i in yeaE t; i.e,, the same proxy_ié-used for this variable asvfor
‘CéLLATit. ALTINCOMéitviS measured as the per;cépita income of the honfarm -

: popﬁlation in state i in year t.

’Vf Eﬁgirical‘kesults

. .’Preliminary regression results for the supply equatiohs (1) - (4)

é;géé;ted the possibiiity that interest rateé onrloéns’ofiinsurance compéhiésﬁ
wefe exogenousi Beéause insurance companies ténded-tovoperate onva largér

scale tﬁan-otherrpriQéte lenders and at a nationai rather than avlobal levélr
Eﬁébd?ufﬁ, p.v49), interest‘fates on their.igans-méy hé&e beén exogenous to

- b@rrﬁwers in a pafticﬁlér:sfate.' A ﬁg;Hausﬁan test failed to vrejéct thé

nuil hypofhésis that these interest rates were pbedeter‘mima»c]."5 Givén this = -
‘bésuif, the interest réte on 1oaﬁs by-iﬁéuréhce-companieé is ndt affécted b§
vﬁhéudemand for loaﬁs from:ihéurance'companies but mayvbe ipfluenced by such
v'ifaptors aé religf ieg;slafiﬁn, ihterest rétes on altérnatiVe’iﬁQeétments,’and;“
iééfihrth;_'The Systemiof'equétibns (1) - (9) fhé;efore‘ié §étiﬁateﬁ by 

 _replacing equation (4) with ‘an equatioh in which interest rate on insurance

o )‘SThe t- ratlo from thlS test was equal to f24._ See[Thurﬁan for
’jd1scu531on of the use of this statlstlcal test T .
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- company loans is regressed on the variables RLFLEG, INTALT, COLLAT, and
'?ALFARM. Estimation results are displayed in Table 3. %%

FIn the go;éfnmént supply equation, the estimated coeffigient on FDRDUM
inéiéétes a ééatiétically significant'increaée in new loans issued by
goVérnment credit agencies following 1932. fhe statistically insignificant
coefficient on STRESS suggests that federal credit agencies did no;>responq.
to differences in farm distress before 1933. The negative (énd marginally
’significant) coefficient on the interacti?e variable between STRESS and
FDRDUM providés weak support for the claim that federal credit agencies were
more besponsive to farm distress after 1932.

Inrthe:supply.equations for individual and bank lenders, the
coefficients on the INTALT variable haQe the predicted négative signs in both
équafions, ﬁhile the coefficients on the own interest rate (INTINDIV and
INTBANK) and coiiatgral (CCLLAT) variables héve the predicted positive
signs. The coeffiéient on the relief legislation dummy variable is negative
and weakly significant in both equations. !’

k 7In the equation for insurance company interest rates, the eoeffiéient on
the interest rate on alternative investments (INTALT) is positive and
significant. The coefficiént on the relief legislation dummy variable is

positive but is not statistically significant.

téstate dummies are also included in the private demand and supply
equations to'COntrol for cross sectional differences in credit markets.
Because the two-stage demand system for private loans, as represented by
equations (6) - (9), implies a number of cross equation linear constraints,
estimates are obtained by deleting one of the second¥stage demand equations.

‘7The p-values (one-tailed) for the estimated coefficients of the RLFLEG
varlables in the individual and bank equations are .146 and . 121.



ff'iIn the fifst-stage eemand equation invfable 3 the estimated
'filcoeftlctents on INTPRIV and EEARN have the predlctee aleebrlac signs. The'f
.1est1mated coeFP101ent on Qdgy is both elgn1f1eant1y less than zero and

:vgreater than -1. This'suggests that a portion of government loeHS‘nas

ébaﬁted,to'borroﬁers who wefe not willing to paytthe market-clearing interest:

tf-rdtes*thet'nould heve,prevailed‘on private loans in the absence'of.government

*eredit. The‘estimated coefficient on RLFLEG is-negative bﬁt not
 statistically significant. The coefficient on ALTINCOME does not have the
1.:&

1preﬂicted negetive»sigh, ‘In the second-stage demand equations (whose

‘x,tiestimated coeffieiente are not shown in Table 3), several of the_estimatedce

‘{,eoeffieients‘an the interest rate variables de not have the predicted
‘algebraic signs. !’

"tThe system whose estimates are presented ianablej3‘conetrains slope

ficients to be equal across all states.” This constraint is felexed‘byv
t.~eetimating different systems;of equations for different regions. Table 4
v.CQntains the coefficient estimates and t-ratios for the RLFLEG variablee fdr-

“each region in which insurance companies Were active.

A84n 1nterpretat10n of this result is that ALTINCOME may be measuring
~ the effects of the availability of off-farm income on the demand for
"agrlcultural loans An increase in off-farm earnings opportunltles Rill
- increase borrowers' expected ability to meet future loan: payments,‘thereby
flncreaelng thelr demand for loans. '

’9The inability to sort out the individual'effects of the three interest :

‘rate varlables may be attributable to-the high degree of collinearity ‘among
'vthem (the three palrwlse correlation coefficients ranged from .6 to .8).
~A1ternat1ve1y, these anomalous coefficient estimates may be an indication

- that the second-stage demand equations are misspecified.  Because of this

:'1bdesibility, ‘two-stage rather than three-stage. least squares ‘estimates are
. “reported for the supply equations and the leSt stage demand equation. Ther_,
" former estimates are .consistent regardless of ‘whether the second stage

_t.equatlons are correetly spec1f1ed ( Theil, 528~ 29)

o

<y
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The first two cqlumhs in Table 4 show the estimated effects of relief

"'Legislation on the supply of loans from indiyiduals and banks. Eleven out of

ferteen of the coefficients in these columns are negative, with eight of

" them negative and statistically significant at the 15 percent level. The
thikd column indicates that in only one of the seven regions does relief

' legislétibnihave a positive'and statistically significant impact on the

0

jTeble 4 prbVides information concerning the magnithde and,signifieance‘

-of shifts in the supply curves of private lenders as a result of the paseage

of relief legislation in various states. Another useful measure of the

imbact of these laws is their effects on the market shares of private

iehders. The-mabket share of federal credit'agencies increased during the

| ‘19305:both as a’result'of the expanded credit programs instituted by

o Rpgsevelt and because of the reduced lending by private creditors resulting

frdm_state relief legislation. Estimates of the effects of state relief

: .legielation on. the pereeneage of loans issued by.individuals, banks, and
v:insuraﬁce‘companies are presented ianable 5. These eetiﬁates are the
‘ redgced forh‘coefficient estimates froﬁ a system of structural‘equations like
1y - (9)‘in which quantities efvloans eupplied by and demanded from,‘
v”'different lendefs heve been replaced with percehtages,of'ioans supplied»byJ

"and .demanded from those lenders.

;,y’2°In five out of the seven regions, the estimated coefficient on thee

‘ gevernment supply variable in the first-stage demand equations was

significantly greater than -1, implying (as did the coefficient in Table 3)
that a. portion of the government credit was allocatedvto borrowers not
willing to borrow from private lenders. Also, the estimated coefficient on
the relief legislation variable in the first-stage demand equation was
negative in six of the seven regions but was statistically significant in
only one region. ‘ : ' :
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i\”wThe-rowé of Table 5 contain the estimated coefficients on the RLFLEG

& variable Porveéoh of the seven regions. The esfimated effects of this

"1Iegislation‘qﬁ'thé‘berééntage of loans issued by private lenders (shown in '~

thé;4th column) is negative in all the regions. The’average reduction

téd?ﬁés the Séven regiqné) in thevshahé of private lendebs is 14.84 percent.

'thg-aVeragé reductiohs in the market shares of individuals, .banks, and

insdrance companies arej9.17, 5.19, and .47 perceht.

The hypothesis that banks and individual lenders aépe affected more than o

“insurance companies by the state relief legislation of the 1930s receives

supbort’fbom'the empirical estimates discussed above. : In Tables 3 and 4, the

'géneral result is that the supply of credit from banks and individual lendepé

T

vfell, Rhile the rate of interest_on insﬁrance company 1oan$ did not increaée 

' éignificantly as a result of relief leQislation.v Although the estimates

'.fépé%ted in Table 5 are reduced form estimates, their'banking‘is consisten£ -

vw1£h~thé structurél hYDothesié thgt’inSuranée companiesxwere;affeétgd less_by
fe;ief legislation than bénks dr iﬁdiVidﬁals._' |

H Archibald Woodruff'Svaésesément of thé relatiyeﬂfésﬁrictiyepesé of
‘  relief'legisiation achoss states mas thafvfrom’the perspéétivebof.banks‘and
.iﬁdiyidual‘lenders; states'jn‘the Eas£ ﬁérthvcentral and West Noréh Céntfal““
eregibns (Northband_South Dakota,'Minﬁesdta;‘and Hiscbnsinivpaséed tﬁe moét'
feétkiétiQe legislation. :Thelhihothesis that these‘shquld,thefefore be ﬁhél

stateé in which the leﬁdiﬁg actiVitiés of banks and individualvlenders were

reduced the most receives mixed»suppdrt.frqm the estimates reportediin'Tableé o

4 and 5. In Table 4 the reported'coefficients.indicate that the réduction in

the supply of loans~£romvboth individuéls and béhks in the ﬁestderth,Centraif

“region fell significantly (althoﬁgh.the‘coefficieht ih the individuals"
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3efequat10n is only 51gn1flcant at the 15 percent level) ,inbthe.Eaét North
"'Central reg1on only the reductlon 1n the supbly of loans from 1nd1v1duals 1s
elgn1flcant » |
13 In Table 5 tne~estimeted reduction in‘thetpereentage of 1oanebiseuen by'

banks and individual'lendersbis'the sum of the entries in the first and

‘second columns. This estimated reduction is greater in the West North
‘Central and East North Central regions (-=24.81 and -21.75) than in any of the

‘other regions.

ty;fdcncinding‘Comnents’

:;Eedenalﬂbankrnﬁtey legislationihas been enaeted'recent1y te’provide -
erelief‘fnom cnrfent fabn problems. Lnnothervsuggested,remeey is to imnose
nobetnfia on mortgaée_loan<fdre0103ures; Such measufee maybprovide short—rpn

relief for bbrbonens currently onbthe:brink qf_failure."They also, honever,e

{nbdee costs on lendebs,b;Thesevincreased costs wili result in a reduction in
"tne enpply oé leans tevagnieulture, thereby'imnosing costsven borrowers not_vl'
eunrently on the yefge‘o£ fei1ingh NhetheritheireGUCtiqns in thersupplybofﬁ"
:’eénienitnrél eredit will be large or emali undef éubrent conditions ie not
knomn, | |
_Thie paper»has,demonstreted, however, that einilaf iegislation enaeted
3 inttne'1930e'did'leed to substantial'reduetions>in theieuppiy ot‘agriculturel
eredit. The results also snggest that dlfferent types of prlvate credltors
:reacted dlfferently to the leglslatlon of the 19303 In partlculer, the
.fedﬁetion_in‘thefsupply of credit:by'banksvand_individnelwleneere tended to
bbe;greater thanttne reduction ty‘insn:ance eonbaniesf- Finally, the reenits,

support the nypothesis that private cpediters rednced their lending
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activities the most in those regions where the most restrictive relief

' legislation was enacted.
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Table 2
Descr1pt1ve Qtatlstlcs

- ‘ _’-Standat‘d o : o
Variable " 'Mean . Deviation Minimum ~ Maximum
INTGOV:i: 5.25 C.3514 460 - 6.00 -
. INTINDIV;¢ - 6.31 . .7064 S 4.80° S 7.80
vaNTBANK,t . 6.86 - .B049 5040 S 8.50
“INTINSURi¢ . -°5.93 ~ . .4823 5.00 . T 8.30
QGOVie ~ ~ 10,587 19,079 e 112,032 .
%GOV . 28.36 . 25.52 .4 93
. ®%INDIV:ie -  33.59 14,15 .3 . . g8 X
 %BANKi¢ 19,42 ©-10:45 S I 50
. %INSURi¢ . .. = 6.66 6.19 0 o 32
~ QINDIVit . 8,089 8,527 . - . . 56 ~ 45,486
QBANKi¢ 5,301 ~. . 7,715 19 748,000
QINSUR;j¢ ~ -~ 1,998 3;217 - . 0. . . 18,135
QPRIVie 15,389 17,839 77 T 92,050 |
_INTPRIV:i¢ = 6.44 C 699 . .. 5,02 . . 7.84
- .FDRDUM; ¢ S 8732 S4961 01
' STRESS:t © . .e446 1867 - . - .2890 - - 1.16 -
 RLFLEGi t o U3415 0 4757 0 0 L0 o
- INTALT:e¢ - . 2.33 138 .~ . .80 . 4.80
" VALFARM; ¢ P A R - L2300 7024
~ COLLATi+ - 198,433 225,196 17,958 1,484,013
"~ EEARNi¢ 198, 433 225,196 17,958 . 1,484,013

. ALTINCOME;+ 457 M7 263 . 1902

INTGOV;(,’INTINDIV{(,,INTBANK;Q, INTINSUR,t - average rates of interest
.charged on newly recorded.farm- mortgage loans in state i in year. t by

federal lenders, nd1v1duals, banks and. 1nsurance companies. - Source: '”u
1nd1v1dual state reports issued by the USDA (1938 and 1939).
,YQG0V1t'¥ quantity (310005) of. loans closed by federal lendlng agen01es in

. state’ i in year t. Sources: federal land bank loans - annual reports of\
the ‘Federal Farm Loan Board (1930- 1932) and the Farm- Credlt
Admlnlstratlon (1934~ 1936) and Horton et al. (Table 78, p. 245) Land-
Bank Comm151oner loans - Annual reports of the Farm Credlt

B Admlnlstratlon (1934 - 1936). ' : S :
}%GOV;t, AINDIV; ¢, %BANKLQ, %INSUR,;Y— percentage of total loans issued by

‘ govérnment lending agencies,eind1v1duals,vbank ~and 1n9uranoe onmpdniue'

‘in state i1 in year t. Source: USDA (1940}, "Lender Dis trlbutlon o o

"QINDIth = %INDvat(QGOth/%GOin) - quant1ty (b1000 ) of loans 1ssued hy
‘ ‘individual lenders in state i in year t. ° Sources see above : :

QBANK; ¢ *'%BANKlt(QGOVLC/%GOVIQ) - quantlty (310005) of loans 1ssued by banks

- in state i in year t.  Sources: see above. . :

*QINSUR‘Q’— %INSUR;t(QGovlt/%GOV;t)’- quantity ($10008s) of loans 1ssued by s

) *j 1nsurance companles in’ state 1 in year. t, vSouroes, see above. - :
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Table 2 (continued)

‘:VQPRIVit = QINDIVi¢ + QBANK;¢ + QINSURi: - quantity:($10008) of loans issued
s by private lenders in state i in year t. Sources: see above.
'QINTPRIVie (QINDIVit/QPRIV;t)INTINDIV1¢ + (QBANKiQ/QPRIVit)INTBANK;tr+ :
_(QINSUR; { /QPRIVi+)INTINSURit - average intereést rate on loans issued by?
-private lenders in state i in year t. Souvces See above.
FDRDUMt -~ dummy variable to indicate whether Roosevelt was in office. This»
' variable is ass1gned a value of one after 1932, and a value of 0
., otherwise. e ‘
STRESS;e'- extent of" farm f1nanclal stress in state i as of year t.  This z»j[.j-
‘'variable is the simple average of EARN; ¢, EARN;t-i, and - EARNit-é, wheret' :
“'EARNjt-x is earnings (cash .recelpts from farm marketings and ' ‘
.ngernment payments) in year t-k as a proportion of earnings " in a baae
period (average of earnings in 1924 and 1925) ‘in state i. Source:‘ UsSba:
(January 1946). :
“RLFLEG;:.- dummy varxable to 1nd1cate nhether ‘any sort ‘of" rellef leglslat1on"
Was in effect in state i in year t. This varlable is assigned a value
of 1 if leglslatlon postponing foreclosure proceedings or extending
redemption periods; or limiting deficiency. judgements was in effect in . a
given year, and a value of 0 othernise. Scubce: U.S. Congress (April
v 1936) o .
“,INTALTlt f Prevailing rates -on customer's prime commer01al paper (4- 6 months) -
in New York in year t. Source: ' Federal Rgserve Bulletins.
VALFARM;t'— index of the average value of a farm in state i in year t. This
“variable is calculated by multiplying an 1ndex of the per acre value of
land and bulldlngs (1977 = 100) by the total number of acres in farming
and then dividing that number by the number of farms in state i in year
~.-t. Source for index of land values: USDA4, Regan and Johnson (November
',1942) Source for number of acres in. farmland and number of farms in:
11930 and 1935: USDA, Agricultural StatlstlQS.-1937 (pk7390) Estlmates .
for other years obtained by 1nterpolat10n ' S
COLLATie'— index of the value of’ collateral (land and bu11d1ngs) 1n the farm'
" gector in state i in year t. Total value of land and buildings was
‘calculated by multlplylng an index of the per acre value of land and
buildings (1977 = 100) by the number of acres of land 1n Farm1ng
‘ Sources: see sources for VALFARMiv. . .
EEARNit - index of the discounted present value of expected future earnings
' in state i in year t. The same proxy is u§ed for this variable as for
COLLAT; . : ' -
ALTINCO“E;{ - . per caplta earnings of the nonfarm populatlon in state iin
' "year t. This variable is calculated ‘by multiplying the difference
'5Qbetween per capita personal income and per capita farm 1ncome ( where
" each of these’ per capita variables has total populatlon as its
'denomlnator) by the ratio of total populatlon ‘to -nonfarm populatlon
Source for per. caplta personal and farm. income: “Hanna, pp. 28 and 258, .
Source for total state populations: Bureau of the Census, Department of
’ﬁsCommerce,‘p 9. Source for farm populatlon in state i durlng 1930 -and
'v1935 USDA4, Agrlcultural Statistiecs, 1940, p. 556. Estlmates of farm-
populatlon for other years obtalned by - 1nterpolat10n
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Table 3
" Two-Stage Least Squares Regression Resuits

Determinants of the Demand and Supply of
"~ ‘Government and Private Mortgage Loanhs -

Supply -Equations

" .Government: Qigy = 21832 - 2183 STRESS + 27113 FDRDUM - 23462(FDRDUM*STRESS)

(1.76) (. 20) (2.16) (1.14)
R2 = 4779
‘Individuals: - Qinprv = -48120 - 1194 RLFLEG + 10528 INTINDIV - 1979 INTALT
' ' (1.86) (1.04) (2,41 (2.91)
+.054 COLLAT - 952 VALFARM
- , o (6.62) (. 93) '
"R? = /8515 ‘ e
 Banks:  Q8ank = 9361 - 1290 RLFLEG + 3320 INTBANK - 497 INTALT
‘ ( .58 (1.31) (1.33) (1.14)
+ .032 COLLAT - 1425 VALFARM
o _ (4.63) (1.74)
R? = 8682 ’
Insurance Companies: INTINS = 6.12 + .070 RLFLEG + .102 INTALT
' v (22.5) ( .84) - - (4.06)
+ (4.84E-07) COLLAT - .052 VALFARM
SRR ¢ .78) L7
R? =.7179 : :
First-Stage Demand Equation
Total Private: - Qfgrv = 84452 - 1575 RLFLEG - 6954 INTPRIV + .055 EEARN

(2.70) - (.69) o (1.60) - (3.06)

+ 2292 ALTINCOME - .249 Qigv
o , (2.90) . (2.26)
R? = . 867 :



T .~ Table 4 :
IR ’ B Effects of Relief Leglslatlon on Supply of
' ' Private Mortgage Loans

.- 7 Regions
: PR . Cdafwerv . Badank . QINTINS
Regloh Sl Lo 9RLFLEG ~ ~ .. - 9RLFLEG =~ 9RLFLEG .
‘Bast Nortn -a9s7 . 1gaz - -.168
~ Central .. (1.47)°% o2 - (1.18)
Rest North - -2640 S -392¢ =332
‘Central e 22t 1.8y
south ©-1408 . -1464 -.188
Atlantic e (o9 (1.08)
East South . - -3e55 . -10,001 . -39
Central - o (1.an 203t - (. 65)
_ West South . -0 -6 .639
Central . .27 . (.008) (2.15)*
Mountain ]  S ) 5929 L ‘f.1974 S .1263_,
S (2.3 (2039 (.68)
‘Pacific o -e272 17,391 -.208
' ' B (3t (2,410 - (.25)

t- ratlos in parentheses

-%Columns 1, 2: 31gn1flcantly negatlve at the 10 _percent level (one-tailed test)..
Column 3: significantly positive at the 10 percent level (one- tailed test).
®Columns 1, 2:° 31gn1f1cant1y negative at the 15 percent level (one-tailed test).

.. Column 3; significantly positive at the 15 percent 1eve1 (dhe~tailedvtest};

Individual and bank loans were made in all states. Those states in each region in
which insurance companies also operated are, ‘ : : R o ot
East North Central: Ohio, Indiana, Iilinois,'ﬁichigan, and Nisconsin. :
‘ _ Rest North Central: Minnesota,-Iowa,'Missouri,'North Dakota, South Dakota,
6 Nebraska, and Kansas.. : T - o o
' - South Atlantic: Naryland Vlrglnla, North Carolina, South Carolina, and '
Georg1a A ‘ S ‘ : » ) o .
'~ East South Central: Kentucky, Tennessee, Alabama, and Mississippi.
Rest South Central: Arkansas, Louisiana, Oklahoma, and Texas.
Mountain: Mdhtana, Idaho, Colorado, and Arlzona. : : . ;
Pacific: Washington, Oregon, and California. ' o o E
of these states,.moratonla,were passed in Ohio, 1111n01s, Miéhigan,”'
Risconsin, Minnesota, Iowa, North Dakota, South Dakota, Nebraska, Kansas,
“:‘aNorth‘Carolina;_South»Cardlina, Alabama, M1331331pp1, Louisiana, Oklahoﬁa;M
w;FZTexas,,Montana,'Idaho,*Arizona, and California... ' v
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Table 5 :
Effects of Relief Legislation on Market Shares of
Private Mortgage Loans

J%INDIV 3%BANK JFINSUR JZPRIV*

Region JRLFLEG 3RLFLEG ARLFLEG JRLFLEG
East North -18. 57 -3.18 7.00 . -14.75
Céntral : (1.98)°% ( .65 (1.51)

Hest North -15. 41 -9.40 -4.49 -29. 30
Central (1.85)* (1.79)° (1.17)° '
South -14.78 -4. 06 - .4 -19. 25

Atlantic (1.99)° (.69) € .21)
East South 2.88 . -5.39 -1.26 C-3.77
Central ' (.34) (..92) (.82)
Hest South 11,11 - 48 71 ' -9. 92
Central (1.77)° C . 11) ( .30)
Mountain ~ -1.06 -12.05 -5. 51 -18. 62
: ( .13) (2,118 (1.61)° .
‘Pacific : - 6.17 -2.74 .67 -8. 24
' (.53) (.21 C .10)" )
Average -9.17 . -5.19 . -. 47 -14. 84

t- ratlos in parentheses

*The numbers in this column are obtalned by summing the numbers in the flrst
- three columns.

®Significantly negative at the 10 percent level (one-tailed test).
,?Significantly negative at the 15 percent level (one-tailed test).






