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To the Honorable Senate and House of Representatives:
I call your attention to the urgent need of more adequate
banking and credit facilities in our rural communities.
The capital invested in Massachusetts farms is approximately

$226,000,000. The value of their annual product is estimated
at nearly $100,000,000.*

These properties are, in effect, manufacturing enterprises and
as such they cannot be properly managed without suitable
financing. Money must often be borrowed for improvements
and extensions. Money is necessary to purchase raw materials;
to pay labor; to maintain the property during the winter season; to raise the annual crops, and to carry them to market.
These financial operations are as necessary on a farm as in a
factory. In either case, cash should be readily obtainable to
meet current needs, provided adequate security can be given
in return.
In general, the security of productive real estate is stronger
than that furnished by many other classes of property. This
is clearly recognized in our laws which authorize savings banks
to make loans on real estate and prohibit such loans on certain
personal property. Nevertheless, although the security offered
by our productive farms is so strong that savings banks may
accept it, the American farmer pays for his borrowed capital
an average interest rate of eight and one-half per cent, while
men engaged in manufacturing or merchandising are able to
Value in 1595, $62,000,000; 1905, $73,000,000; estimated value in 1913, $100,000,000,
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secure cash loans for lower rates and often on security which is
intrinsically no better than that offered by the farmer.
At present in Massachusetts a large proportion of the savings
of the people are deposited in the savings banks; the operations of which are confined very largely to cities and towns;
and their deposits are not readily available for immediate agri-

cultural needs.
The European farmer, under a far more equitable system, is
able to operate his properties on a far more business-like basis.
He can readily secure capital for either short or long periods;
he can finance the production of his crops and the distribution
of his farm products on credit and he is able to maintain his
property in first-class working condition.
All this he is able to do under an average rate of interest,
in France and Germany, of approximately one-half of the rate
which is charged the average American farmer.
The adverse conditions under which our farmers operate are
eliminated in Europe to a great extent by several well established financial methods. One of these is the so-called “Credit
Union,” a scheme of financial co-operation among the farmers
of a community which has reached the greatest development in
Germany and Italy.
The extent to which these credit unions have obtained a
foot-hold in Europe is astonishing; and their financial soundness is unquestioned. In France I understand these associations hold a record of never having lost a cent. In Italy they
now do one-third of the total banking business of the country.
In Germany their combined operations equal that of the commercial banks.
In Belgium there are nearly 500 of these banks with a membership of 25,000 and outstanding loans of $4,000,000.
In Austria there are 6,000 such banks with a membership of
725,000 and outstanding loans of nearly $100,000,000.
In Italy there are nearly 700 such banks with a working capital of over $170,000,000.
In Germany there is one such bank for every 1,600 of the
population and the total business done is nearly $5,000,000,000.
The most significant feature of these European credit associations or banks is that they charge an average of one or
;
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two points less than commercial banks and yet earn a substantial profit on their capital.
The famous Raiffeisen Banks of Germany are mutual associations and make loans to their members on the basis of
character security. These are not utilized for the purpose of
mortgaging farm properties in general. They represent a cash
reserve from which the farmer can, on the basis of his standing
in the community, obtain a loan of money from his associates
in the society at a moderate rate of interest, and for longer or
shorter terms in accox - dance with his necessities.
These banks represent therefore to the farmer the same sort
of credit facilities that obtain among financiers and manufacturers for the securing of personal credit to carry on their
business enterprises with the least possible delay or formality.
With this great power of financial cooperation the farmer who
lives up to his obligations as a member of the association can
secure all the credit he needs and is not hampered in the development of his farm for lack of funds.
The Massachusetts Legislature of 1909 legalized the formation of such credit unions in this Commonwealth and the first
concern to start under this law was formed at Springfield with
a membership of 105, a capital of $3,000 and $lO,OOO of outstanding loans. Since that time twenty-six new unions have
been formed with 2,862 members and total assets of $94,080.41.*
Last year these associations made loans to 762 members.
At present the more rapid growth of these credit unions in
Massachusetts is prevented b, the lack of information among
the farmers as to the purpose and the value of such associations and by a feeling of reluctance on the part of the individuals
to have their financial condition known to their neighbors who
would normally be their associates in the local credit union.
But as soon as it becomes realized that this system is the financial safeguard and life preserver of the Massachusetts farmer,
it is bound to come into wide application.
I therefore urge the Legislature to make provision whereby
the bank commissioner, the department of agriculture, the state
agricultural college, and the county agricultural societies and
schools may disseminate information regarding these systems;
p

to Oct. 31,1
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and thus lead to the establishment of local credit unions throughout the State. An appropriation of public money, made for
the preparation and distribution of pamphlets and the work of

practical cooperation in establishing such systems, would, in
my judgment, be a wise public investment.
In addition to these credit unions we must consider the
establishment of local societies or corporations for the purpose
of issuing land mortgages. In Germany these societies of
borrowers, under the name of Landschaften,” have ve-y
generally eliminated the private money lender. They are
associations pure and simple, have no shares, and pay no
dividends. Profits, if any, are used to reduce the loans. The
management is gratuitous; the borrowers make up the body
of the association and they are thus able to lend the money
safely at lower rates of interest than any other form of corporation.
These associations assume direct responsibility for the loan,
give cash to their members for mortgages, and for this purpose
they raise funds by issuing and selling bonds. They have
abolished the practice of requiring mortgages to be paid in
lump sum and have instituted mortgage loans repayable by
annual installments through a long period of years, these
installments being reserved to redeem the bonds.
This scheme of deferred serial repayments, known as amortization,” has revolutionized the mortgage system of Europe.
Three elements are necessary to it; first, the debenture bond
upon which funds are raised; second, the system of serial repayment or amortization; and third, the establishment of
sinking funds for the cancellation of the original bonds. The
combination of these three elements is absolutely necessary
to success in order to attract a steady flow of cheap money to
agriculture; but this combination has never been used in the
United States for the benefit of the farmer, and it is not used
today in Massachusetts in connection with credit unions
as it should be. Hence foreclosure proceedings are a daily
occurrence and the farmer hesitates to raise money to carry
on his business through fear of legal action by the mortgagee.
In spite of the example furnished by Europe for many generations, we are still permitting mortgages to be issued largely
“

“
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as a matter of brokerage, while mortgages are drawn up either
for short terms or in the form of a “demand note.”
Under the European method of amortization, mortgages run
for twenty to fifty years and are retired by the payment of
small annuities, no principal remaining to be repaid at the end

of the amortization period. The prevailing interest rates on
these amortizing mortgages in France is at present 4.3 per
cent. In France the farmer can extinguish his mortgage debt
in twenty years by the annual payment of 7.5 per cent., at the
end of which period no further cash payment remains to be
paid, the mortgage being cancelled in full.
There are many farmers in Massachusetts who will bear
witness to having paid higher rates of interest for longer periods
than this at the end of which time their mortgage has remained
at its original amount or materially increased.
The importance of studying these systems is shown in the
report of Ambassador Myron T. Herrick (See Senate Document No. 967, 62nd Cong. 3rd Session) that the farmers of the
United States, who are adding over $8,000,000,000 to the
wealth of the country each year, are doing this on a borrowed
capital of $6,000,000,000. Under our present system this borrowed capital is derived from outside sources, and, at the maturity of the loans, must be refunded in full, besides the heavy
annual interest charges.
Under the European systems of co-operative credit all this
working capital would be obtained by the combined resources
of the farmers themselves and none of the principal or the interest would be permanently withdrawn from the field of
agriculture but every penny of it would find its way back into
the service of the farmers.
Our farmers are now paying an aggregate annual interest
charge of over $5,000,000 on these farm loans. A cooperative
system would return all these charges to the field of agriculture
whether the average rate were more than as at present, over
eight per cent, or were reduced to the level of the average European mortgage rates of from three and one-half to four and onehalf per cent.
In 1911 we exported $385,000,000 worth of foodstuffs and
this enormous amount represents only approximately three-
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fourths of the interest charges on mortgages which the farmers
paid or>t during that year.
Through the establishment of agricultural credit unions and
land mortgage banking associations the $6,000,000,000 of
borrowed capital now used by our farmers would be very largely
drawn from their own communities and the bonds and other
securities, while sufficiently liquid for wide distribution, would,
in general, remain in the community also.
Not only would the farmer have the advantage of quick and
ample borrowing facilities at low rates of interest, but the present tendency toward the undue concentration of securities in
our principal cities would be immediately checked.
The financial success of the European farmer has followed
the establishment of means whereby European agricultural
communities may finance their own operations securely and at
moderate rates of interest. Practically speaking, w e have
absolutely no equivalent of these European systems.
Should the Legislature be disposed to encourage the extension
of rural credits and land mortgage banking associations in this
Commonwealth, I feel that the first step to take would be to
authorize the Governor to send properly qualified delegates to
the forthcoming session of the Southern Commercial Congress
which is to meet during the summer months of this year at the
International Institute of Agriculture in Rome and under the
general direction of the Hon. David Lubin, the American
delegate to the International Institute.
Authorization for the expenditure of sums up to but not exceeding $2,400 would be required for this purpose.
For the information of the Legislature in this connection, I
transmit herewith a letter, under date of October 11, 1912,
from President Taft, together with the official reports of Ambassador Herrick and other Governmental papers bearing on
the subject of agricultural credit unions, and land mortgage
banking associations.
EUGENE N. FOSS.

r
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CJie Commontocaltf) of egassadnisetts.
The White House, Washington, Oct. 11, 1912,

Eugene N. Foss, Governor of Massachusetts, Boston
Governor
Foss:- —For some months past, at my
My dear
direction, the Department of State, through its diplomatic
officers in Europe, has been engaged in an investigation of the
agricultural credit systems in operation in certain of the European countries. Although the investigation is still under way,
a preliminary report has been submitted, together with recommendations of Ambassador Myron T. Herrick in connection
with my proposal to adopt this system in the United States.
A study of these reports and of the recommendations of
Ambassador Herrick, which I am sending you, convinces me
of the adaptability to American conditions of the co-Operativecredit plan as set forth in the organization of Raiffeisen banks
of Germany. The establishment and conduct of such banks,
however, are matters for State control. I suggest, also, the
establishment of land-mortgage banks under State charters and
the formation of cooperative mortgage-bond societies along the
lines of the Landschaften societies of Germany, provided that
uniform State legislation can be secured to govern their organization and operation. As a later step I favor the enactment of
laws by Congress permitting the organization of national landmortgage banks, to be operated under strict Government
supervision, with the power to guarantee and market the
guaranteed debenture bonds of the State land-mortgage banks
or cooperative societies. I recommend for your consideration
the report and recommendation of Ambassador Herrick, now
published by the Department of State for general distribution.
This report should receive the attention of everyone interested
in the problem of agricultural finance and, indeed, of all persons
interested in the welfare of the American farmer.
The need for the establishment of an adequate financial
system as an aid to the farmers of this country is now quite

His Excellency
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generally recognized. The governmental initiative, taken by
the Department of State under instructions issued by my
direction to the diplomatic officers in Europe on March 18th
last, have been effectively supplemented by the American
Bankers’ Association, the Southern Commercial Congress, and
by many other bodies by whom this question has been agitated,
and valuable work has been done in studying and disseminating
knowledge of those great instrumentalities which have been
created in foreign lands to extend to their agriculturists credit
facilities equal in benefits to those enjoyed by their industrial
and commercial organizations. The handicap placed upon the
American farmer through the lack of such a system and the
loss sustained by the whole citizenship of the nation because of
this failure to assist the farmers to the utmost development of
our agricultural resources is readily apparent.
The twelve millions of farmers of the United States add each
year to the national wealth $8,400,000,000. They are doing
this on a borrowed capital of $6,040,000,000. On this sum
they pay annually interest charges of $510,000,000. Counting
commissions and renewal charges, the interest rate paid by the
farmer of this country is averaged at 85 per cent, as compared
to a rate of 4£ to 3J per cent paid by the farmer, for instance,
of France or Germany.
Again, the interest rate paid by the American farmer is considerably higher than that paid by our industrial corporations,
railroads, or municipalities. Yet, I think, it will be admitted
that the security offered by the farmer in his farm lands is
quite as sound as that offered by industrial corporations. Why,
then, will not the investor furnish the farmer with money at as
advantageous rates as he is willing to supply it to the industrial
corporations? Obviously, the advantage enjoyed by the industrial corporation lies in the financial machinery at its command, which permits it to place its offer before the investor in
a more attractive and more readily negotiable form. The
farmer lacks this machinery, and, lacking it, he suffers unreasonably. This is not theory. Through all the changing conditions
of a century the soundness and practicability of such financial
machinery, based upon the peculiar credit needs of the agriculturist, has been tried out, and so successful has been its
operation that in Germany, in times of financial stress, money
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has been taken out of the commercial field and placed in the
keeping of that Empire’s agricultural co-operative banks for
safety. The value of this assistance to the farmer receives unquestionable testimonial in the growth of the system in the
countries of Europe. More specifically this advantage may be
seen in the fact that through this machinery the German farmer
has received money, at times, at rates lower than those current
in commercial loans.

But the advantages to be gained by the adoption of this plan
go beyond the direct saving in interest charges to the farmer.
The great necessity which prompted the establishment and
extension of this plan throughout Europe was that of checking
the rapidly advancing increases in the cost of foodstuffs, brought
about by the inevitable increase in consumption and the failure
of the long-drained soil to afford a corresponding increase in
production. That problem faces the people of this country
to-day not in so severe a form as it threatened the older
countries of Europe, but, still, as a great and pressing economic
problem.
In Europe this problem has been successfully met, first, by
reducing the cost to the farmer of producing his crops and,
secondly, by increasing his production through the adoption of
improved methods of cultivation. Both the Federal and State
Governments in this country have done much to afford the
farmers instruction in improved agricultural methods. But it
still remains for us to reduce the cost of the farmer’s produc.
tion by affording him the necessary capital for the exploitation
of his soil upon the most advantageous terms. He must be
afforded the money necessary for him to adopt improved
methods. It must be made profitable for him to place every
acre of his ground under cultivation. This offers the consumer
relief from the increasing cost of foodstuffs.
It is this portion of the task that still remains to be performed in this country, and it is in this task that I invite your
cooperation.

This country enjoys today great prosperity.

The factories

are busy, the workmen employed, and everywhere the wheels

of industry hum. The farmer shares in this general prosperity.
We have come to look upon the farmer of today as one of our
most prosperous citizens. The proposal which I make is not
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to subsidize the American farmer. Fortunately for this country
he does not need it, nor would he accept it. What this plan
offers is a means to secure to this country greater productivity,
at less cost, from the farms that are now under cultivation,
and, above all, to give us more farms and more farmers. It
will make it profitable for the farmer to return to the cultivation of the abandoned farms of the East and to open up the
vast areas of untilled land in the West.
All this can be done, and I am convinced that in this country
it must be done, by the efforts of the farmer himself. It is
natural that some of the European governments should have
extended a paternal protection over the systems of agricultural
finance and to have given them financial as well as legal assistance. This, however, must be guarded against in this country.
We must establish a credit system of, for, and by the farmers
of the United States. It were better, otherwise, not to consider the matter at all. It is an interesting commentary on the
value of paternalistic governmental support to note that this
plan of agricultural cooperative credit has thrived best in
fact, has enjoyed a substantial development only —in those
countries where the movement has grown up from the farmers
and where the government has to the greatest degree refrained
from attempts artificially to nurture the plan by subsidy and
has restrained its interference to the proper field of imposing
restrictional legislation for the purpose of preventing speculation.
The entire field of agricultural cooperative credit is properly
divisible into two parts: First, the cooperative societies of
farmers, formed for the purpose of obtaining personal credit;
and, secondly, the societies or private corporations formed to
create sound security in land mortgages for the purpose of
gaining a national or international market for bonds based
upon farm-land mortgages. Both of these forms of cooperative
credit may be found in many of the European countries under
varying forms of organization. The general principles, however, are very much the same.
It is not practicable here to go into the details of the organization followed in European countries in the formation of these
cooperative societies. A very good law has been enacted by
the State of Massachusetts allowing the incorporation of credit
unions, which should furnish an excellent example for other

1913.]

HOUSE —No. 2198.

11

States. Their establishment is generally a matter for State
legislation and encouragement, their organization and management are wonderfully simple, and the experience of the European
countries shows that their success is practically inevitable where
the environments are congenial to their growth and where proper
laws are passed for their conduct. Although undoubtedly the
organization followed in the European countries could not be
adopted in its entirety in this country, I would advocate the
general principles followed by the so-called Raiffeisen banks of
Germany. These smaller societies should restrict their loans to
personal credit. They are not intended to make large loans on
land mortgages, although, indirectly, the lands of all the members form the security. Above all, the cardinal principle should
be followed that all money loaned should be for a strictly creative
purpose. No loan for the purchase of anything merely for consumption should be tolerated.
The business of furnishing money as loans on real estate is
the proper province of the cooperative societies or private corporations, which I have placed in the second class. In Germany
this is done through cooperative societies known as Landschaften
and through mortgage banks. In France it is done through the
Credit Fonder.
The chief advantages brought to farmers through such institutions are lower interest rates and easy amortization, whereby
the borrowing farmer may repay his loan by bit, extending these
payments over a long number of years. Thus, his obligations
are made proportionate to his annual receipts from the exploita-

tion of his soil, and the danger of foreclosure is vastly reduced.
To appreciate what this amortization plan would mean to the
farmers of this country, it is only necessary to consider the
foreclosure records of some of our States.
It is not my purpose here to lay down any one plan as necessarily the one most suitable for adoption in the United States.
From the reports of our ambassadors and ministers in Europe and
from the recommendations of Ambassador Herrick, to whom wras
given the task of compiling from these the general report, I am
inclined to suggest the suitability of organizations similar to tbe
German land-mortgage banks for incorporation under State
charters in this country. It will be most desirable, if not,
indeed, essential, that the laws creating and governing such
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institutions should be uniform throughout the States, in order
that they might be well understood by the investor, and their
debentures should be given character both at home and abroad.
As a later step it may prove advisable to urge the enactment by
Congress of laws permitting the creation of national landmortgage banks similar to those of Germany and France, with
limited privileges, and surrounded and guarded by strict supervision, but with sufficient appeal to American initiative and
opportunity, with the power to guarantee and market a guaranteed debenture bond of the State mortgage bank or cooperative society. Securities issued by such national institutions would probably find a ready market in Europe at low
rates of interest, since they are a favorite and familiar form of
investment in those countries by the conservative investor.
The most essential point to bear in mind is the need for the
assumption by the Federal and State Governments of the responsibility for economically and honestly conducted institutions. Such assumption is the essential precedent for obtaining the confidence of the American as well as the European
investing public. In this field, as in all others, there is room
for harmful exploitation for personal gain. That must be
guarded against. Therefore, I invite you to make this matter
the subject of earnest study and exchange of views between the
State Executives, and I now extend to you, with the Governors
of the other States, a cordial invitation to confer with me in
Washington, on the occasion of the next annual conference of
Governors, in order to consider means for the adoption of an
agricultural credit system as a benefit to the American farmer.
I understand that the Congress of Governors is to occur in
December. Were not the interval so short, my conviction of
the importance of this subject would impel me to invite you to
a special conference at a still earlier date.
Renewing my request for your hearty cooperation in a work
of such nation-wide benefit to the farmer, the consumer, and,
indeed, to the nation at large,
I am, my dear Governor;
Very sincerely yours,

WM. H. TAFT.

