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Farm Foreclosure Moratorium Legislation: 
A Lesson from the Past 

By LEE J. ALSTON* 

The recent protests over farm foreclosures 
and the calls for legislation to prevent farm 
foreclosures are not without precedent. Farm 
foreclosures were high throughout the 1920's 
and 1930's, in large part because farmers had 
to make mortgage payments fixed in nominal 
dollars while their earnings were falling.' In 
response, many state legislatures sought to 
aid farmers by passing legislation that post- 
poned foreclosure by creditors. Scholars have 
given little attention to these various state 
emergency measures and their impact on 
creditors and debtors.2 This article is a step 
toward filling this void. The first section con- 
tains a general description of the moratorium 
legislation, and hypotheses about the causes 
of moratorium legislation are proposed and 
tested. In Section II, the economic conse- 
quences of moratorium legislation are ad- 
dressed and the hypotheses are formally 
specified and tested. 

I. Moratorium Legislation: Causes 

Legislation to relieve the burden of mort- 
gage debt in hard times originated before the 
1930's. As early as 1820, the legislature of 
New York passed a statute giving debtors a 
year of grace before land could be sold 
(Lawrence Friedman, 1973, p. 217). Other 

states passed similar laws extending the re- 
demption period at various times during the 
nineteenth century, generally in the wake of 
a recession.3 What differentiates the emer- 
gency debt legislation in the nineteenth cen- 
tury from the laws in the 1930's was the 
pervasiveness of state legislation in the 1930's 
and the role played by the courts. 

Legislatures in both the nineteenth century 
and in the 1930's appear to have been re- 
sponsive to debtors' demands during eco- 
nomic downturns. In the nineteenth century, 
however, the courts generally declared debtor 
relief legislation unconstitutional as a viola- 
tion of the obligation of contracts, but, in 
1934, in Home Building and Loan Association 
v. Blaisdell et al. (hereafter, Home BL,A v. 
Blaisdell), the U.S. Supreme Court, in a five- 
to-four decision, upheld a farm foreclosure 
moratorium enacted in Minnesota (Fried- 
man, pp. 215-18, and Robert Skilton). The 
dissenting justices argued, as did the judges 
in the nineteenth century, 

That the contract impairment clause de- 
nies to the several states the power to 
mitigate hard consequences resulting to 
debtors from financial or economic ex- 
igencies by an impairment of the obli- 
gation of contracts of indebtedness. A 
candid consideration of the history and 
circumstances which led up to and 
accompanied the framing and adoption 
of this clause will demonstrate conclu- 
sively that it was framed and adopted 
with the specific and studied purpose 
of preventing legislation designed to 
relieve debtors especially in time of 
financial distress. Indeed, it is not 
probable that any other purpose was 
definitely in the minds of those who 

*Department of Economics, Williams College, Wil- 
liamstown, MA 01267. For comments on earlier drafts, I 
thank Mary Alston, Roger Bolton, Ralph Bradburd, 
Barry Eichengreen, Price Fishback, Michael Fortunato, 
Robert Higgs, Michael Horrigan, Michael McPherson, 
Thomas Morawitz, Richard Parks, Randy Rucker, 
Andrew Rutten, Morton Schapiro, John Sheahan, Peter 
Temin, Richard Valelly, Carl Van Duyne, an anony- 
mous referee, and participants at seminars at Harvard 
University, Williams College, and the University of 
Washington. The initial research on this paper was 
undertaken while I was on leave at the University of 
Washington. I am grateful for their generous support. 

'For a discussion of the causes of farm distress, see 
my 1983 article. 

2A notable exception is Archibald Woodruff (1937). 

3See Friedman (pp. 215-18; 324-25), and Robert 
Skilton (1943). Skilton cites and discusses the various 
important state statutes and judicial decisions concern- 
ing redemption periods. 
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composed the framers' convention or 
the ratifying state conventions which 
followed, although the restriction has 
been given a wider application upon 
principles clearly stated by Chief Jus- 
tice Marshall in the Dartmouth Col- 
lege Case. 

[Home BLA v. Blaisdell, pp. 453-54] 

The majority of the justices argued in up- 
holding the judgment of the Supreme Court 
of Minnesota that "while emergency does 
not create power, emergency may furnish the 
occasion for the exercise of power" (Home 
BLA v. Blaisdell, p. 426). In essence the 
court ruled that "the economic interests of 
the State may justify the exercise of its con- 
tinuing and dominant protective power not- 
withstanding interference with contracts" 
(Home BLA v. Blaisdell, p. 437). Although 
the judgment of the court in 1934 differed 
from the decisions in the nineteenth century, 
the decision could have had little impact on 
the impetus for legislation, because by the 
time of the courts' decision twenty-two of the 
twenty-five farm foreclosure moratoria had 
been enacted.4 

Although mortgage debt relief legislation 
had historical roots, never was it so wide- 
spread across states as in the 1930's. From 
1932 to 1934, farm foreclosure moratorium 
legislation was enacted in twenty-five states. 
(See Table 1.) These laws prevented credi- 
tors, in the event of default by a debtor, 
from obtaining title to the land for a specified 

TABLE 1-STATE MoRATORIUM LEGISLATION 

States Passing States Not Passing 
Legislation Legislation 

Arizona Alabama 
California Arkansas 
Delaware Colorado 
Idaho Connecticut 
Illinois Florida 
Iowa Georgia 
Kansas Indiana 
Louisiana Kentucky 
Michigan Maine 
Minnesota Maryland 
Mississippi Massachusetts 
Montana Missouri 
Nebraska New Jersey 
New Hampshire New Mexico 
New York Nevada 
North Carolina Oregon 
North Dakota Rhode Island 
Ohio Tennessee 
Oklahoma Utah 
Pennsylvania Virginia 
South Carolina Washington 
South Dakota West Virginia 
Texas Wyoming 
Vermont 
Wisconsin 

Sources: U.S. Congress, Central Housing Committee; 
USDA, Bureau of Agricultural Economics, "State Mea- 
sures for the Relief of Agricultural Indebtedness in the 
United States, 1932 and 1933"; and "State Measures..., 
1933 and 1934." 

or court-determined period of time. The al- 
lowable moratorium period varied by state 
from 3 months to almost 4 years.5 During 
the moratorium period, debtors were usually 
obligated to pay a rental price that was gen- 
erally set by the state courts below the free 
market rental (Archibald Woodruff, p. 114). 
In addition, creditors received only part of 
the rental payments, as taxes were deducted 
before creditors were paid. Creditors re- 
tained limited rights to foreclose if nonpay- 
ment of the rental price or wastage of prop- 
erty occurred. 

Federal legislation dealing with agricul- 
tural distress, rather than state legislation, 
has been the primary concern of most schol- 
ars researching the New Deal period.6 Per- 

4The potentially damaging long-run implications of 
the decision reached in Home BLA v. Blaisdell were 
forcefully argued as follows by Justice Sutherland in his 
dissent. 
He simply closes his eyes to the necessary implications 
of the decision who fails to see in it the potentiality of 
future gradual but ever-advancing encroachments upon 
the sanctity of private and public contracts. The effect of 
the Minnesota legislation, though serious enough in 
itself, is of trivial significance compared with the far 
more serious and dangerous inroads upon the limi- 
tations of the Constitution which are almost certain to 
ensure as a consequence naturally following any step 
beyond the boundaries fixed by that instrument. 

[p. 448]. 
Future research will analyze the extent to which Justice 
Sutherland's prediction was valid by an examination of 
cases involving an abridgement of contracts. Particular 
attention will be given to the precedents cited. 

5See sources cited in Table 1. 
6It is interesting to compare the different reactions by 

the federal and state governments to agricultural dis- 
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haps their emphasis is justified in terms of 
the long-run consequences of federal inter- 
vention in agriculture, but nevertheless their 
cursory treatment of the state legislation fre- 
quently gives a misleading impression of its 
causes. Historians have tended to focus on 
the violence that preceded moratorium legis- 
lation in a few states, and by omission have 
given little sense of the ubiquity of such 
legislation, or of what, besides violence, 
prompted twenty-five states to enact mora- 
torium laws. Typically, however, those au- 
thors, who have most thoroughly researched 
either farm protest or moratorium legisla- 
tion, tend to discount the causal role played 
by violence. The following quotations, from 
sources beginning with general historical 
accounts of the depression and ending with a 
special report to a congressional committee, 
illustrate this generalization. 

The attempt to boost farm prices failed, 
but the farmers used still more vio- 
lent means to halt foreclosures. At 
Storm Lake, Iowa, rope-swinging farm- 
ers came close to hanging a lawyer 
conducting a foreclosure; in the Le 
Mars area, five hundred farmers 
marched on the courthouse steps and 
mauled the sheriff and the agent of a 
New York mortgage company. "If we 
don't get beneficial service from the 
Legislature," warned a leader of the 
Nebraska holiday movements, "200,000 
of us are coming to Lincoln, and we'll 
tear that new State Capital Building to 
pieces." 

[William Leuchtenburg, 1963, p. 24] 

In other instances, crowds of farmers 
intimidated judges, sheriffs and their 
deputies, or agents of the creditors, 
thereby preventing the sales entirely.... 
The legislature of a number of states 
responded by passing moratorium 
laws.... [Van Perkins, 1969, p. 16] 

The legislation passed by states and 
Federal Government in early 1933 was 
undoubtedly much influenced by the 
unrest. [Woodruff, 1937, p. 106]. 

Moratorium laws would probably have 
been enacted eventually without grass- 
roots agitation, but penny auctions and 
marches to the capital hastened and 
placed the " urgent" label on the politi- 
cal responses.... The passage of mor- 
atorium laws reflected upon the Farm- 
ers' Holiday Association more than any 
other single farm organization, giving it 
an illusion of strength greater than it 
possessed. 

[John Shover, 1965, p. 88] 

There is no question but that such 
emergency laws have arisen because 
depressed economic conditions prevail- 
ing throughout the country greatly 
increased the number of mortgagors 
who were unable to fulfill their con- 
tracts. [U.S. Congress, Central 

Housing Committee, 1936, p. 2] 

There is no doubt that in some states debt- 
burdened farmers brought considerable pres- 
sure to bear on their legislators, but not all 
pressure was in the form of violence. Vio- 
lence was the extreme manifestation of pres- 
sure and erupted, to my knowledge, in only a 
few states, most of them in the Midwest.7 
Economic distress, being more widespread, 
was more likely the underlying cause of legis- 
lation and protest. 

To conceptualize how economic distress 
evoked moratorium legislation, we need a 
model of the legislative process. The simple 
model tested below assumes that politicians, 
in order to be reelected, enact legislation that 
satisfies the demands of the electorate.8 De- 
mand in this model determines the quantity 
of legislation. In this particular instance, the 
demand for moratorium legislation is hy- 

tress. The federal government tended to intervene di- 
rectly in markets through quotas, price supports, and 
refinancing of mortgage loans through the federal land 
banks. States did not have this option, because agricul- 
tural markets extended beyond state boundaries. Hence, 
it seems natural that moratoria occurred at the state 
level. Whether these differing reactions would apply to 
other crises would be an informative research inquiry. 

7States in which violence erupted include Iowa, Min- 
nesota, North Dakota, Pennsylvania, South Dakota, and 
Wisconsin (Skilton). 

8Creditors are also conceivably demanders or resis- 
ters of legislation but, given their spatial and institu- 
tional diversity in the 1930's, collusion appears to have 
been prohibitively costly (see my forthcoming article). 
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TABLE 2-REGRESSION RESULTS 

Foreclosures Farms Federally Held 
Equations Constant per 1,000 Farms Mortgaged Mortgage Debt 

1 -1.40 0.08 0.01 -0.04 
(2.31)a (0.26)9)b 

2 -1.23 0.11 0.01 -0.06 
(2.27)a (0.24) (-2.00) 

3 -1.66 0.10 0.03 -0.05 
(1.99) a (0.57) (-1.66)b 

4 -0.95 0.10 0.02 -0.06 
(2.20)a (0.63) (-2.04)a 

Sources: Moratorium legislation: see Table 1. Foreclosures..., USDA, "The Farm Real 
Estate Situation, 1933-34"; Farms Mortgaged = percent of total owner-operated farms 
reported as mortgaged in 1930, Fifteenth Census of the United States, 1930: Agriculture, 
Vol. II, Table 18; Federally Held Mortgaged Debt = the sum of federal land bank loans 
from 1917 to 1932 divided by the total farm mortgage debt in 1932, farm mortgage debt 
is found in USDA, "Farm Mortgage Credit Facilities in the United States," Table 64, p. 
221, as are data on federal land bank loans, Table 78, p. 245. 
Notes: Dependent variable =1 if moratorium legislation enacted, 0 otherwise. The 
t-ratios are shown in parentheses. 

aSignificant at the 95 percent confidence level. 
bSignificant at the 90 percent confidence level. 

pothesized to be a positive function of eco- 
nomic distress, with economic distress mea- 
sured by a proxy variable: the average 
number of farm foreclosures per 1,000 farms 
in 1932 and 1933 in each state. In addition 
to considering the actual number of fore- 
closures, farmers may have based their de- 
mand for a moratorium on their expectations 
of future foreclosures. Two proxy variables 
capture this aspect of demand: the per- 
centage of farms mortgaged in a state and 
the percentage of mortgage debt held by 
federal land banks. The more farms were 
mortgaged, the more farms potentially could 
be foreclosed, and therefore the greater the 
number of demanders of moratorium legisla- 
tion. On the other hand, the greater the 
percentage of mortgage debt held by federal 
land banks, the fewer were the demanders 
for moratorium legislation, because federal 
land banks were less likely than other credi- 
tors to foreclose (Woodruff, p. 104). Farmers 
in debt to the federal land banks would feel 
less threatened and therefore would exert 
less pressure on their legislators to enact a 
moratorium. 

To test the hypotheses presented above, a 
logistic model was employed to estimate the 
parameters of a regression equation in which 

moratorium legislation in each state is pre- 
dicted to be positively influenced by the 
number of farm foreclosures and percentage 
of farms mortgaged and negatively in- 
fluenced by the amount of mortgage debt 
held by the federal land banks.9 The results, 
presented in Table 2, are consistent with two 
of the three hypotheses. The data set, in 
equation 1, contains observations on all 
forty-eight states. The dependent variable was 
constructed by determining whether or not a 
state passed moratorium legislation. The 
coefficients on both the foreclosure and 
federally held mortgage debt variables have 
the predicted signs and are significant at the 
95 and 90 percent confidence levels, respec- 
tively. The coefficient on the percentage of 
farms mortgaged has the predicted sign, but 
is not statistically significant. 

The model estimated in equation 1 may be 
misspecified. Whether or not a state enacted 
moratorium legislation may have depended 
on the leniency of existing laws concerning 
foreclosure. The author of the special con- 

9The parameters (pli) of the linear logistic model 
estimated are E(Y) = 6 = e8X/(1 + ePX), where Y de- 
notes the dependent variable and X denotes the inde- 
pendent variables. 
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gressional report on moratorium legislation 
commented on the effect in certain states of 
existing laws: 

As foreclosure laws are lenient on 
mortgagor, providing for a long period 
in which mortgagor may pay before 
decree given and as mortgagor may 
redeem at any time within ten years 
from last recognition by mortgagee of 
right of redemption, the Legislature of 
this State [Georgia] evidently determined 
that no emergency mortgage moratorium 
legislation was necessary. 

[Central Housing Committee, 
p. A-6; emphasis added] 

The author comments on the leniency of 
foreclosure laws in seven other states, in 
addition to Georgia, though he is not usually 
so definite in his opinion of the preventative 
effect existing laws had on the passage of 
moratoria. For example, in the case of 
Washington, he notes: "No emergency mort- 
gage moratorium legislation has been en- 
acted in this state. However redemption pro- 
visions of present foreclosure laws are rather 
lenient" (Central Housing Committee, p. A- 
26). The eight states explicitly cited as having 
no moratorium but lenient foreclosure laws 
are Connecticut, Georgia, Indiana, Mas- 
sachusetts, Missouri, Nevada, Tennessee, 
and Washington. 

To determine whether the results in equa- 
tion 1 are sensitive to my classification, I 
estimated equation 2, omitting the above 
eight states from my sample. The results are 
similar to those of equation 1. Again, the 
coefficients on the foreclosure and federally 
held mortgage debt variables have the pre- 
dicted signs and are significant at the 95 
percent confidence level. The coefficient on 
the percentage of farms mortgaged remains 
insignificant. 

In addition to commenting on the leniency 
of legislation in certain states, the author of 
the special congressional report notes that in 
three states-Utah, Virginia, and Wyoming 
-execution of the foreclosure was within the 
discretion of the court. I have no evidence 
that this discretion was regularly employed, 
but on the assumption that existing laws in 
these three states discouraged enactment of 

moratoria, I estimated equation 3 with a data 
set that omitted Utah, Virginia, and Wyo- 
ming, plus the states excluded in equation 2. 
The results differ little from those of equa- 
tions 1 and 2. The coefficients of the fore- 
closure and federally held debt variables re- 
main significant at the 95 and 90 percent 
confidence levels, respectively. 

One might speculate that moratorium 
legislation would have been passed in the 
absence of existing legislation that was le- 
nient to debtors in the above eight states 
mentioned in the congressional report. On 
the basis of this counterfactual conjecture, I 
estimated equation 4 on a sample that in- 
cludes all forty-eight states and assumes that 
Connecticut, Massachusetts, Georgia, Indi- 
ana, Missouri, Nevada, Tennessee, and 
Washington enacted moratorium legislation. 
The results are similar to those of the previ- 
ous equations.'0 It appears that the model 
presented to explain the enactment of fore- 
closure relief is quite robust with respect to 
my classification of marginal cases. 

The model specified in Table 2 assumes 
that the likelihood of moratorium legislation 
depends on the severity of farm distress, but 
is not influenced by the importance of agri- 
culture in each state. If political pressure is 
partly determined by the resources available 
to effectively lobby Congress, then equations 
1-4 in Table 2 have an omitted variable. To 
test an alternative model, I added to the 
regression equations the ratio of agricultural 
income to total state income as a measure of 
the potential political-economic strength of 
farmers." Again, a logistic model was used 
to estimate the parameters of the regression 
equations using the same data set as reported 
in Table 2. In general, the results presented 

1OAn additional equation was estimated in which 
Virginia, Utah, and Wyoming, in addition to the eight 
"quasi-moratorium" states in equation 4, were assumed 
to have passed moratorium legislation. The results are 
similar to the others reported in Table 2. The coeffi- 
cients of the foreclosure and federally held debt vari- 
ables are significant at the 95 and 90 percent confidence 
levels, respectively, and the coefficient on percentage of 
farms mortgaged remains insignificant. 

"1I am grateful to the referee for suggesting this 
alternative specification. 
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TABLE 3-REGRESSION RESULTS 

Federally Agricultural 
Foreclosures Held Income/ 

Per Farms Mortgage Total State 
Equations Constant 1,000 Farms Mortgaged Debt Income 

1 -.25 .04 .002 -.07 .19 
(1.06) (.05) ( _1.99)a (1.51)b 

2 -.64 .09 .004 -.07 .09 
(1.69)b (.11) (-1.99)a (.66) 

3 -1.16 .08 .02 -.06 .09 
(1.43)b ( 50) (- 1.69) a(.61) 

4 -.76 .10 .02 -.07 .05 
(1.78)a (.04) (-2.01)a (.36) 

Sources: Foreclosures..., Farms Mortgaged, and Federally Held Mortgage Debt: see Table 2. Agricultural Income is 
constructed multiplying state per capita farm income in 1930 by the farm population in 1930. Data on per capita farm 
and personal income by states are found in Frank Hanna (1959, Table 61, p. 248, and Table 1, p. 28). Data on farm 
population and total population in 1930 by states are found in Statistical Abstract of the United States - 1932, Table 
36, p. 47, and Table 11, pp. 8-9. 
Notes: Dependent variable = 1 if moratorium legislation enacted. The t-statistics are shown in parentheses. 

aSignificant at the 95 percent confidence level. 
b Significant at the 90 percent confidence level. 

in Table 3 do not support the hypothesis 
concerning the importance of the agricultural 
sector. Only in equation 1 is the empirical 
result weakly consistent with the hypothesis. 
Including the ratio of agricultural income to 
total state income in the regression equations 
reduces somewhat the statistical significance 
of the other independent variables but the 
coefficients change only slightly from those 
in Table 2.12 My rationale for presenting 
both sets of regression results is to allow 
comparisons of the two models of the legisla- 
ture process. 

Since a moratorium was an abridgement 
of the enforceability of contracts, one might 
speculate that states might differ on ideologi- 

cal grounds ceteris paribus as to the merits of 
government intervention in private markets. 
A conservative political ideology could be 
thought of as influencing either the de- 
manders of legislation- farmers would be 
less apt to petition for relief-or the sup- 
pliers of legislation-legislators would be less 
likely to give relief. To the extent that south- 
ern states were more averse than other states 
to government intervention, adding a dummy 
variable to the regressions should capture 
ideological differences as well as other re- 
gional differences. This exercise was per- 
formed with no support for the hypothesis 
that southern states differed from other states 
in the likelihood of passage of moratorium 
legislation."3 

The simple model of legislation depending 
on political pressure, which in turn was de- 
pendent on the severity of economic distress 
and expectations of future distress, is highly 
consistent with the test results in Tables 2 
and 3. The hypotheses had several opportu- 
nities for refutation, being tested against four 
classifications of the legislative output. 

12Political pressure may partly be determined by the 
number of people who would most likely benefit from a 
moratorium on farm foreclosures. For this reason a 
variable capturing this aspect of the importance of agri- 
culture was substituted in equations 1-4 for the ratio of 
agriculture income to state income. The variable, the 
percentage of workers engaged in agriculture, was con- 
structed by dividing the number of males and females 
engaged in agriculture in each state by the number of 
gainful workers in each state. The empirical results do 
not support this measure of the importance of agricul- 
ture. In none of the equations is the coefficient signifi- 
cantly different from zero. The inclusion of this variable 
has little effect on the magnitude or significance of the 
other coefficients in the regression equation. 

131 am grateful to the referee for suggesting that I test 
for ideological differences between the South and the 
rest of the nation. 
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II. The Economic Consequences of 
Moratorium Legislation 

State legislatures passed moratoria on farm 
foreclosures in an attempt to prevent farmers 
from losing their farms. Were the moratoria 
successful? Those scholars who have com- 
mented on this issue argue that moratoria 
postponed some foreclosures but most likely 
averted few (Perkins, p. 16, and Woodruff, p. 
104). In light of the low farm earnings at the 
time of legislation, most creditors were al- 
ready quite lenient on delinquent debtors, 
provided farmers made reasonable efforts to 
pay and did not abuse the property. Credi- 
tors tended not to foreclose on owner-oper- 
ated farms (Theodore Saloutos and John 
Hicks, 1961, p. 448, and Woodruff, p. 104). 
The implication is that any " temporary" halt 
in foreclosures would not provide enough 
time for earnings to increase to levels suffi- 
cient to avoid foreclosure on the types of 
loans actually being foreclosed in 1932. Most 
of the evidence on the leniency of creditors 
pertains to insurance companies and federal 
financial institutions. These groups however 
held only 12.8 percent of the farm mortgages 
in 1932, while individuals held 45 percent of 
all farm mortgages nationwide.14 We would 
expect that individuals-and perhaps local 
banks-being less diversified and facing a 
more severe income constraint than in- 
surance companies and federal financial in- 
stitutions had more of an incentive to fore- 
close. In addition, insurance companies may 
have felt a greater need to maintain goodwill 
because of the historical distrust of eastern 
lending institutions. If different foreclosure 
practices existed across creditors, this would 
better explain the pressure by debtors for 
moratorium legislation."5 Evidence on this 
issue would help determine the short- and 
long-run benefits to debtors. The impact on 
creditors however was certainly negative. The 

contractual rights of lenders were impaired 
by the temporary loss of the option to fore- 
close. Losses resulted from deterioration of 
farms from neglect or malice and from the 
courts' setting of rents below what creditors 
could obtain in a market (Woodruff, p. 114). 
We would expect that creditors, in order to 
protect themselves from future losses, would 
take measures that would either reduce the 
probability of delinquency on new loans or 
compensate them for losses from delinquen- 
cies. 

Creditors could take two measures to re- 
duce the harmful effects of a moratorium on 
farm foreclosures. First, creditors could in- 
crease interest rates on all new loans in order 
to compensate themselves for the losses in- 
curred because of their inability to foreclose 
delinquent loans. This form of protection is 
likely to occur only if all loans are equally 
likely to become delinquent. If lenders had 
some ex ante information on what type of 
farmer was more likely to default on pay- 
ments, they would increase interest rates on 
loans to this more delinquency-prone group 
of farmers. In this event we should observe 
relatively higher interest rates and fewer loans 
in states passing moratoria because some 
farmers would be discouraged from taking a 
loan at the increased interest rates. Second, 
or alternatively, to reduce the number of 
defaults, eligibility requirements could be 
tightened. Loans would be made to farmers 
possessing attributes associated with fewer 
defaults in the past. 

Creditors may have been less likely to 
raise interest rates than to ration credit, based 
on the probability of default of different 
borrowers. Raising interest rates in times of 
unrest on the farm may generate increased 
hostility and ill will. In addition, since all of 
the moratoria were temporary, the foregone 
profits of making a wrong estimate of the ill 
will generated by raising interest rates ap- 
pears minimal. 

We are interested in determining the effects 
of moratorium legislation on the quantity of 
loans supplied and on the interest rates in 
the private mortgage market in each state. 
The number of private mortgage loans and 
equilibrium interest rates in each state are 
determined by both the demand for private 

14See U.S. Department of Agriculture (1942, p. 224). 
For a discussion of the spatial and temporal variance in 
the importance of creditors see my forthcoming article. 

15Unfortunately I have not been able to find any 
empirical evidence on this issue with the exception that 
generally federal institutions were less likely to fore- 
close. 
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and government mortgage loans and the 
supply of loans. The demand and supply 
equations for each state can be expressed as 

(1) Qs=ao+aaE, 

(2) QP=POl+/3lM+/32i+/33S+/34E, 

(3 G = G if iG < ip, 

(4) QD=y0+y1i+y2(a+a1E), 

where Qs = supply of mortgage loans by the 
government, Qs = supply of mortgage loans 
by private creditors,16 Q9 = demand for 
government mortgage loans, Qp = demand 
for mortgage loans from private creditors, 
E = expected farm earnings, M = moratori- 
um, i = interest rate, and S = size of loan. 

In the government's supply equation, a, 
< 0. After 1932, the federal government made 
loans across states primarily on the basis of 
need. Relatively high farm earnings in a state 
induced the government to supply fewer 
loans. 

In the private sector's supply equation: a 
moratorium, by eliminating the option to 
foreclose, imposes losses on creditors, who 
respond by supplying fewer loans; hence 
,Bl <0. Since interest is the compensation 
creditors receive for making loans, the higher 
the interest rate, the more loans will be sup- 
plied; hence fB2 > 0. The transactions costs 
(negotiation, supervision, and enforcement) 
of a mortgage loan do not vary substantially 
across loan size and to this extent the costs 
per dollar of supplying credit fall the larger 
the loan. Creditors therefore are willing to 
supply more loans at every given interest rate 
the larger the average loan size; hence 3 > O. 
Greater expected farm earnings reduce credi- 
tors' expectations of defaults and thereby 
reduce their expectations of costs. Creditors 
respond by increasing their supply of loans 
at every interest rate; hence f4 > 0. 

In the demand for government loans equa- 
tions, private borrowers are assumed to 
accept as many loans as the government 
issues, provided the interest rate on govern- 
ment loans is less than the prevailing rate on 
private mortgage loans. This was the case 
with the advent of the New Deal. In the 
demand for private loans equation: since 
interest is the cost of a loan, the higher the 
interest rate the fewer loans demanded; hence 
Yi < 0. The more loans the government sup- 
plies, the less the demand for loans from the 
private sector; hence y2 < 0. 

The equilibrium quantity of private loans 
(Qp) and equilibrium interest rate (i) are 
determined by the interaction of the supply 
and demand for private mortgage loans. The 
reduced-form solutions for Qp and i are 

(5) QP= [(Ii2Yo+Ii2Y2ao-y18o)-Ply,M 

-33y1S + (aj#2y2 -f34Y1)E]/(A2 - ; 

(6) i= [(yO + y2ao- PO)-P1M-133S 

+ (Y2a - 14) E]/(A2 - -YJ) 

By using the theoretically predicted signs 
of the coefficients from the model in equa- 
tions (1)-(4), we are able to determine the 
signs of the coefficients of the variables 

16The supply of private mortgage loans might be 
influenced by either changes in the value of assets of 
financial institutions, or changes in the desired portfolio 
composition of such institutions. The importance of 
these variables cannot be empirically tested because of 
data limitations. Nevertheless it is important to consider 
the impact on the model from their omission. Since 
most financial institutions held assets that were affected 
by similar temporal influences (for example, changes in 
bond prices), what is important are the differences in the 
desired mix of assets across financial institutions. If 
farm mortgage lenders desire different portfolio changes 
-due to factors other than farm earnings-this will 
affect the supply of private loans to the extent that the 
mix of financial institutions varied across states. Unfor- 
tunately we don't have information for the 1930's on the 
differing desires to supply farm mortgage credit across 
private financial institutions. Without this information, 
we cannot determine the effect on the empirical results 
from the omission of desired portfolio changes. How- 
ever, the use of aggregate data on all private creditors 
reduces the empirical seriousness of the omission of this 
variable, since some institutions may have been attempt- 
ing to acquire more farm mortgage loans while others 
were attempting to shed themselves of such loans. What 
is of issue here is the variance across states in the mix of 
farm mortgage lenders. Furthermore, it seems likely that 
the most important influence on desired portfolio 
changes was farm earnings which is captured in the 
model. To this degree, desired portfolio composition is 
implicitly measured in the earnings variable. 
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in the reduced-form equations (5) and (6). 
In the quantity equation: the coefficient 
(-1311/(122- 7)) of M is expected to be 
negative; the coefficient ( - P3 Y1 /(A2 - 71)) 
of S is expected to be positive; the coefficient 
(( al P2'Y2 - P41)/( 132 - yl)) of E is expected 
to be positive. 

In the interest rate equation: the coeffi- 
cient (- fl 71/2 - Y)) of M is expected to 
be positive; the coefficient (- f3 /(A I2 - ) 
of S is expected to be negative; the coeffi- 
cient ((y2al - 14)7(32 - 71)) of E is inde- 
terminate. 

We are interested in testing whether the 
quantity of private farm mortgage loans fell 
or the interest rates on loans rose relatively 
more in states that passed moratoria. To 
make comparisons across states, we need to 
control for inherently different state credit 
markets. For example, private lenders in the 
more agricultural states could be expected to 
transact a greater quantity of loans. The level 
of interest rates on loans across states could 
also be expected to vary with differences in 
agricultural risk, inter alia, across regions. In 
addition, actual farm earnings may have 
deviated from expected farm earnings in 
some states. Being more or less out of equi- 
librium might affect the ability and willing- 
ness of farm mortgage creditors and debtors 
to transact new loans.17 Cross-state dif- 
ferences in credit markets are controlled by 
estimating the parameters of the following 
time derivative of the reduced-form equa- 
tions (5) and (6); 

(7) ln(Qp34/Qp32) = So + 81M 

+ 82 In( S34 /S32 )+ 83 In( E30 -33 /E26 -29 )+ e 

(8) ln(i34/i32) = Ao + A1M+ X21n(S34/S32) 

+ A31n(E30 33/E26- 29)+e, 

where Qp34/Qp32 = the percentage of all 
new mortgages in 1934 by private lenders 

divided by the percentage of all new mort- 
gages in 1932 issued by private lenders;"8 

M = 1 if the state passed a moratorium in 
1932 or 1933 and 0 if it did not; 

i34 /i32 = a weighted average of interest 
rates on loans issued by private lenders in 
1934 divided by a weighted average of inter- 
est rates on loans issued by private lenders in 
1932; 

S34 /S32 = a weighted average of the aver- 
age size private farm mortgage loan in 1934 
divided by a weighted average of the average 
size private farm mortgage loan in 1932; 

E30 33/E26-29= the average cash receipts 
from farm marketings and government pay- 
ments in 1930 to 1933 divided by average 
cash receipts from farm marketings in 1926 
to 1929;19 and e = stochastic disturbance 
term. 

The coefficients estimated correspond to 
the reduced-form coefficients solved for in 
equations (5) and (6). All of the variables 
used in the regression analysis are the theo- 
retically correct variables as specified in my 
model except for Qp. Data do not exist on 
the number of mortgage loans transacted by 
private and government creditors. However, 
my proxy, the percentage of new mortgages 
by private lenders, must move in the same 
direction as the quantity of loans.20 

17I am grateful to the referee for pointing out the 
potential importance of disequilibrium in credit markets 
across states. 

'81t is not clear whether the value of loans or the 
number of loans is the preferable proxy for the quantity 
of loans. In either case, the explanatory variables are 
expected to have the same directional impact. Ideally I 
would estimate separate regressions using the value of 
loans and the number of loans and compare the results. 
However data do not exist on the value of loans. 

'9Average earnings in 1930-33 as a percentage of 
average earnings in 1926-29 measures the extent to 
which earnings deviated from expected trend. Hence it 
captures both earnings prospects for the future and the 
condition of credit markets across states. 

20Qp and QP/(QP + QG) must move in the same 
direction. From equation (5) we know that 

QP= [(2Yo+ 2Y2ao - Y1 0) - 1gY1M - ,3y1S 

+(a1#2Y2 -4yl)E]/(2- -Y1)- 

Dividing both sides by QP + QG gives us the variable I 
used, QP/(QP + QG) This is equal to 1/(1 + (QG/QP)). 
To show that Qp moves in the same direction as 
Q/(QP + QG), assume Qp increases. This implies that 
1/(1 + (QG/QP)) will increase as long as there is either 
no correlation or a negative correlation between Qp and 



454 THE AMERICAN ECONOMIC REVIEW JUNE 1984 

TABLE 4-DESCRIPTIVE STATISTICS 

Standard 
Mean Deviation Minimum Maximum 

Moratorium .49 .51 0 1 
QP341/QP32 .40 .17 .09 .79 
i34/i32* .94 .04 .86 1.01 
i34/i32** .94 .04 .83 1.01 
Size34 /Size32* .95 .14 .73 1.61 
Size34/Size32** 1.02 .17 .75 1.68 
Earnings30..33 

/Earnings26 29 .61 .10 .42 .80 
Earnings33 

/Earnings31 .86 .14 .57 1.23 

Sources: Moratorium: See Table 1; data on QP34/Qp32, i34/i32, and Size34/Size32 are 
found in individual state reports issued by the USDA, Farm Mortgage Recordings; data 
for Earnings30-33/Earnings26-29, USDA Cash Receipts From Farnming. 
Notes: Moratorium = 1 if the state passed a moratorium, and 0 if it did not. 

QP34/QP32 is the ratio of the percentage of new farm mortgages by private lenders 
in 1934 to the percentage in 1932. The percentage of new mortgages by private lenders 
in 1932 and 1934 is the sum of the percentages of new mortgages issued by individuals, 
national and state banks, insurance companies, mortgage companies, mutual savings 
banks, and "other" private institutions. 

i34/i32 is the ratio of a weighted average of interest rates in 1934 charged by each 
private lending group to interest rates charged in 1932. A single asterisk denotes that the 
average interest rate constructed is weighted by the percentage of all new private farm 
mortgages held by each lending group in 1932. A double asterisk denotes that the 
weights are based on the percentage of new farm mortgages held by each group of 
creditors in 1934. 

Size34/Size32 is the ratio of a weighted average of the average size of private farm 
mortgages in 1934 recorded by the lending groups above to the average size of private 
farm mortgages in 1932. A single asterisk denotes that the weights are based on the 
percentage of loans held by various creditors in 1932 while a double asterisk denotes 
that the weights are based on 1934. 

Earnings30-33/Earnings26-29 is the ratio of the average of cash receipts from farm 
marketings and government payments from 1930-33 to the average of cash receipts 
from farm marketings in 1926-29. 

Earnings33 /Earnings31 is the ratio of cash receipts from farm marketings and 
government payments in 1933 to cash receipts from farm marketings in 1931. 

Descriptive statistics on the data used in 
the regression analysis, along with the sources 
of the data, are presented in Table 4. The 
sample includes observations on states which 
either passed a moratorium in late 1932 or 
1933, or never passed a moratorium. To con- 
trol for temporal influences on the varying 
actions taken by creditors but not captured 
by my explanatory variables, observations on 
Louisiana, Mississippi, and South Carolina, 
the states passing moratoria in 1934, are not 
included in the sample. 

The data on the dependent variables were 
originally collected as part of a nationwide 
WPA project during 1936 and 1937. For the 
dependent variables, only actions taken by 
private lenders are considered. The rationale 
for this delineation is that governmental 
lending institutions, especially after 1933, 
made many of their loans on the basis of 
"need" rather than expected profits. Hence, 
a moratorium would not affect the quantity 
of loans supplied by the government. 

It is important to keep in mind that of 
primary interest to this study is the coeffi- 
cient of M. Nevertheless, the other variables 
must be included in the regression analyses 
to control for their possible influence on Qp 
or i. The results reported in Table 5 are 
consistent with the hypothesis that creditors 

QG. The only identical causal variable in the Qs or Qs 
equations (12 and (2) is E, which is hypothesized to 
influence QP positively and influence Qs negatively. 
Therefore it is consistent with the model that QP and 
Q/(QP + QG) move in the same direction. 
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TABLE 5- OLS REGRESSION RESULTS 

Equation: Dependent Variable 
1: QP34/QP32 2: i34/i32 3: QP34/QP32 4: i34/i32 5: QP34/QP32 6: i34/i32 

Constant -.28 -.04 -.22 -.05 -.80 -.08 
(-1.34) (1.79)b (-1.02) (-2.57)a (-5.45) (-7.89)a 

Moratorium - .29 .02 - .30 .01 -0.37 .006 
(-2.41)a (1.59)b (-2.52)a (.87) (-2.81)a (.61) 

Size34 /Size32 .53 - .10 .76 - .11 0.28 -0.14 
(1.21) (-2.36)a (1.58)b ( 2.64)a (0.55) (-3.41)a 

Earnings30-33 1.17 .07 1.19 .05 
/Earnings26 29 (2.88)a (1.69)b (3.03)a (1.41) 

Earnings33 0.87 -0.03 
2lEarningS31 (0.21) (-0.93) 

R g .30 .27 .31 .24 .16 .22 

Sources: See Table 4. 
Notes: The t-statistics are shown in parentheses; N= 45. In equations 1 and 2, i34/i32 and Size34/Size32 are 
weighted based on the percentage of all new private mortgages in 1934 held by each private lending group. In 
equations 3, 4, 5, and 6, i34/i32 and Size34/Size32 are weighted based on the percentage of all new private mortgages 
in 1932 by each private lending group. 

aSignificant at the 95 percent confidence level. 
bSignificant at the 90 percent confidence level. 

took differential action in states passing 
moratoria. The coefficient on Moratorium in 
equation 1 is consistent with the hypothesis 
that the percentage of all new loans held by 
private creditors fell significantly more in 
states passing moratoria. The coefficient on 
Earnings is also significant with the pre- 
dicted sign. This result is consistent with the 
hypothesis that relatively high farm earnings 
encouraged private creditors and borrowers 
to transact new farm mortgage loans. The 
hypothesis that size of mortgage loans in- 
fluenced the number of mortgage loans is not 
supported by the regression results. In equa- 
tion 2, the coefficient on Moratorium is con- 
sistent with the hypothesis that moratoria 
legislation induced private creditors to raise 
interest rates. It is not possible to posit the 
effect of relative differences in earnings on 
interest rates because earnings affect both 
the demand and supply of private mortgage 
loans. The positive and significant sign on 
the coefficient of Earnings indicates that the 
outward shift in demand for private loans- 
because of the government supplying fewer 
loans when relative earnings increase-ex- 
ceeds the outward shift in the supply of 
loans induced by relatively high farm earn- 
ings encouraging private creditors to reduce 
interest rates. Unlike in equation 1, the 
coefficient on Size is consistent with the 

model's prediction. Where the average size 
loan increased, perhaps due to the federal 
government's policy of making small loans 
and thereby increasing the average size 
private loan, interest rates fell. 

To test the sensitivity of my empirical 
results, equations 3 and 4 were run weighting 
i34 /i32 and Size34/Size32 by the percentage 
of loans held by lenders in 1932. As in 
equation 1, the coefficient on Moratorium in 
equation 3 is significant indicating that credi- 
tors made relatively fewer loans in states 
passing moratoria. The coefficients on the 
control variables in equation 3, Size34/Size32 
and Earnings30-33 /Earnings26 29, are also 
significant with the predicted signs. In equa- 
tion 4, the hypothesis that creditors raised 
interest rates relatively more in states with 
moratoria is not consistent with the data. 
This mixed result on the coefficient on 
Moratorium in equations 2 and 4 may be due 
to creditors having found it less costly to 
adjust to the short-run disequilibrium arising 
from temporary moratoria by simply not 
granting loans to certain borrowers. In addi- 
tion, it is reasonable to assume that creditors 
raised interest rates to some prospective bor- 
rowers who at the higher price of credit 
dropped out of the market. If this conjecture 
is valid, we would not observe any significant 
change in interest rates but we would ob- 
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serve a smaller percentage of all new loans 
issued by private creditors. The stability of 
the coefficient on Moratorium in equations 1 
and 3 suggests that it was less costly for 
creditors to ration the number of loans di- 
rectly as opposed to indirectly through rais- 
ing interest rates. 

The earnings variable in equations 1, 2, 3, 
and 4 proxies the extent to which earnings 
over the several years before a moratorium 
were below expected earnings. In a sense it 
measures the degree of disequilibrium. To 
test my model using a variable capturing 
more of an equilibrium situation, I estimated 
the parameters of the model in equations 5 
and 6 with Earnings33 /Earnings31 the ratio 
of farm earnings in 1933 to farm earnings in 
1931. Although the overall fit of the equation 
is not as good as in the previous equations, 
the results are similar. The coefficient on 
Moratorium in equation 5 is significant while 
insignificant in equation 6. The most striking 
difference in equations 5 and 6 from equa- 
tions 1, 2, 3, and 4 is that the coefficients on 
the earnings variable are insignificant. This 
suggests, perhaps, that the more appropriate 
characterization of credit markets in the 
1930's is disequilibrium. 

To determine whether the results are sensi- 
tive to aggregating the lending groups, I 
tested the hypothesis against data on selected 
lending groups. The results in some instances 
are more consistent with the hypotheses when 
the data are disaggregated. When data for 
insurance companies are used, the coefficient 
on moratoria in the quantity equation is 
highly significant. The t-ratio is - 3.50 and 
the R2 statistic is .59.21 

The overall results are quite robust, espe- 
cially in light of the assumption that mora- 
torium legislation in the above regression 
analysis is identical across all states passing a 
moratorium. Clearly, the harshness of legis- 
lation varied considerably. In Vermont, for 
example, foreclosure could be postponed for 
only three months (Central Housing Com- 

mittee, p. A-26). In general, moratoria in the 
Midwest were more injurious to creditors. 
It was not uncommon for moratoria of 
two years to be enacted and in some in- 
stances reenacted for an additional two years 
(Central Housing Committee, pp. A-3-A-28). 
I suspect that if we were able to construct a 
continuous variable according to the severity 
of the moratorium, the hypotheses tested 
above would be even more consistent with 
the data.22 

III. Conclusion 

From 1932 to 1934, twenty-five state legis- 
latures passed laws temporarily preventing 
the foreclosure of farms by creditors. This 
paper investigates both the causes and the 
consequences of the state moratoria on farm 
foreclosures. Econometric tests show that 
moratoria were more likely to be enacted in 
states suffering relatively more farm distress, 
and less likely to be enacted in states where 
federal land banks held a relatively greater 
percentage of the farm mortgage debt. A 
lesson to be learned from moratoria legisla- 
tion is that it is not costless. Although the 
net impact on debtors is impossible to ascer- 
tain, it appears as if some debtors gained a 
temporary reprieve from foreclosure, and 
some farmers averted foreclosure, but this 
benefit was at the expense of private credi- 
tors and prospective farmers who were pre- 
cluded from securing credit to purchase a 
farm because of the increased costs to private 
creditors. 

21When data for only national and state banks are 
used, the substantive results are similar. In the quantity 
equation, the coefficient on Moratorium has the pre- 
dicted sign and is significant at the 90 percent confi- 
dence level. 

22The reason for my inability to construct a continu- 
ous variable is because, not only did the length of the 
legislated moratoria vary, but the various state judi- 
ciaries frequently had discretion in setting rents and 
other terms that affected the de facto harshness of the 
legislation. 
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