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FOREWORD

ROM these beautiful islands in mid-Pacific where the

papaia and the cocoanut wave ALOHA to the sun, where
the trade winds sing in the trees Na Lei o Hawaii and where
there is romance in legend, it is but a brief span to the subject
of this treatise.

In the Building and Loan Association the spirit of friendship
and the earnestness of cooperation, the character-building of
thrift and the incentive for industry, the miracle of compound
interest and the happiness of home owning, constitute a
romance in fact.

For many centuries craftsmen banded into Guilds for their
mutual protection and betterment within the special trade or
profession with whick each Guild was concerned. It was a nat-
ural sequence for the Guild idea to be applied to more personal
and private affairs. The English Home Building Club was of
this order and became the forerunner of our mutual Building
and Loan Association, the first successful cooperative in the
United States.

Changing economic conditions have brought about manyvari-
ations of the original plan as it has evolved through the serial
to the optional payment. In some sections of the country the
associations have developed a wonderful flexibility. They can
accommodate in any way those who wish to enjoy the benefits
of membership, even to the extent of guaranteeing the rate of
dividend.

The associations that have been operating in New Jersey for
nearly one hundred years are of the mutual type and it is inter-
esting to have their fundamentals analyzed to see if there have
been any refinements in the course of time. By the process of
observation, verification and z:nlerpretatz'an the real condition
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FOREWORD

of the associations has been disclosed and it furnishes a new
basis for their further progress.

* This investigation constitutes the dissertation required for
the degree of Doctor of Philosophy. The degree is a badge of
scholarship indicating intellectual leadership proceeding up-
ward to the réle of discoverer and creator. The young scholar
is zealous in ever-increasingly independent endeavor. His thesis
must show technical mastery of its subject and undoubted
power of research, for both the facts and the conclusions must
be ably expounded and defended before an examining com-
mittee of the Faculty.

The discovery and promulgation of truth is the progressive
principle of civilization. It is realized only by absolute free-
dom of investigation. Too often the wish is father to the
thought, and opinion assumes the authority of truth. Yet truth
has little value when accepted only on authority which unin-
tentionally or otherwise may misrepresent or suppress it. To
avoid such possibility every facility has been extended to Dr.
Piquet officially by the State through the Bureau of Building
and Loan Associations, and by the New Jersey League of Build-
ing and Loan Associations to enable his study to be thorough
and impartial.

There is a certain absence of dogmatism or aggression in the
impersonality of scientific research. Its achievements in physics
and chemistry and biology have given rise to a belief in its un-
limited potency. At least no one will deny that a knowledge of
fact is essential to intelligent action, or that the value of any
industry to the community is measured by its usefulness in that
community. With characteristic modesty, Dr. Piquet has shown
that in no line of endeavor are these principles reflected more
clearly than in the local Building and Loan Association. ‘

The investigation has been only a means of discovering facts
to be submitted to the verdict of public judgment. W hether the
New Jersey Building and Loan Association should remain a
small neighborkood institution or whether it should be in- |
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FOREWORD

creased in size in order that its ability to serve may be broad-
ened; whether this should be brought about through merger;
whether such consolidation will give more satisfactory returns
to the member, or easier terms to the borrower; whether home
ownership will be made more attractive for the itinerant and
more encouraging for the topical thrifty; these and innumerable
other problems must be reasoned out.

Dr. Piquet not only has settied questions of outward fact
but has weighed the feeling as to values that lie at the bottom
of the most vital and most persistent differences in judgment
with regard to New Jersey Building and Loan Associations.
He has shown that the business of building and loan has be-
come sounder and safer for all concerned; that it has deserved
and won widespread popularity because its growth has been
gradual, as though it came up from the soil; and that it is a
bit like the family itself, a distinctive relationship in our life
of work and love.

Here we have a new perspective through the lens of truth, a
fund of information which is of interest and value to those who
look forward to the future with every confidence in the con-
tinued prosperity of the New Jersey Building and Loan Asso-
ciation.

H. R. Heypon
Honolulu, Hawaii

April 21,1930 °
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AUTHOR'S PREFACE
’I‘O MR. HOWARD R. HEYDON, Secretary of the New
J

ersey League of Building and Loan Associations, belongs
the credit for sensing the need, at this time, of impartial research
into the building and loan association movement in New Jersey.
His enthusiasm for suchk a study has elicited the financial
assistance necessary to enable the impecunious pedagogue to
gather, sift, and publish the many facts and figures relat-
ing to building and loan associations in this State.

To Professor Frank A. Fetter, of Princeton University, the
author is indebted for a painstaking overhauling of the manu-
seript and for helpful criticism as to the order of presentation.
The suggestions of Professor James G. Smith, also of Princeton
and Chairman of the author’s Doctoral Dissertation Commit-
tee, have been very valuable, particularly with respect to a
number of the graphic presentations.

Thanks are also due Mr. Elmer K. Sexton, President of the
Thrift Building and Loan Association of Newark, and Mr.
Nathan Lifshus, Secretary of the Tenth Ward Building and
Loan Association of the same city, for their interest and con-
structive criticism. Mr. W. Walter Streeter, Secretary of the
Junction Building and Loan Association of Jersey City, has
shown great interest in the mathematical side of the work and
has given generously of his time and experience. To Mr. James
H. McNish, Deputy Commissioner of Banking and Insurance
in Charge of Building and Loan Associations in New Jersey,
the author is indebted for access to the annual association re-
ports filed in his office.

This study has been in preparation for over two years and
in the course of this time the author has had ample opportunity
to discuss the controversial issues with many persons intimately
connected with the building and loan movement. Throughout
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AUTHOR’S PREFACE

all ke has tried to maintain an attitude of strict impartiality.
However, in the building and loan movement, as elsewhere,
there are those enthusiasts who, when they come face to face
with certain facts which do not coincide with their own precon-
ceptions, mistake impartiality for hostility. Although in the
long run Truth needs no defender, the great danger to the social
sciences today is the reluctance to accept fact as fact.

Tweo or three men, well known in building and loan circles,
who have read and criticized the manuscript in great detail,
have requested that their names be omitted from this page. In
spite of their failure to distinguish between research and advo-
cacy, the author acknowledges not only his indebtedness to
them for clarifying in his mind a number of important points,
but also his deep appreciation of their whole-hearted sincerity
as building and loan men.

These difficulties account, in part, for the delay in publica-
tion.

1t is not possible, here, to thank individually all of those
active building and loan workers throughout the State—Sec-
retaries, Attorneys, and Presidents of associations—who have
been on every occasion more than generous in answering the
author's questions. There then would be no space remaining
for the study itself. It would be ungracious, however, to fail to
mention the assistance of Miss Sura Bornstein, secretary par
excellence.

H.S.P.
PRINCETON, NEW JERSEY

- JuLy, 1930

[ xii ]



TABLE OF CONTENTS

FOREWORD By Howarp R. HEYDON
AUTHOR'S PREFACE
INTRODUCTORY

CHAPTER I. ORIGIN AND HISTORY
Origin, 1—In Great Britain, 1—In Other Foreign Countries,
4—1In the United States, §—In New Jersey, 7.

CHAPTER II. NEW JERSEY: A BUILDING AND LOAN STATE
Size of Associations, 16—Growth of Building and Loan Asso-
ciations in the United States, 21—Growth of Building and
Loan Associations in New Jersey, 24—Compared with Other
Institutions for Saving, 27—Growth in Other Leading States,
32—Distribution of Building and Loan Activity in New Jer-
sey, 33—Summary, 36.

CHAPTERIIl. THE THEORY OF THE BUILDING AND LOAN
ASSOCIATION
Compound Interest Accumulation, 41—Simple Interest, 42—
Interest Compounded Quarterly, 44—The Two Compared,
45—Instalment Investment, 4§—The Sinking Fund Prin-

ciple, 47.

CHAPTER IV. ASSOCIATION ORGANIZATION AND
STRUCTURE
Names of Associations, §2—Structure Types, §3—Manage-
ment and Control, 61—Officers, 62.

CHAPTERV.SHARES AND SHAREHOLDERS
Shareholders’ Liability, 68—Types of Shares, 69—Share
Certificates, 72-—Single-payment Shares, 72—Paid-up Shares,
75—Summary, 88.

CHAPTER VI. INVESTMENT WORTH OF BUILDING AND
LOAN SHARES
Earnings, 89—Apportionment of Profits, 9g0—Profits Al-

[ xiii ]

PACE

vii
xi

xxvii

12

37

51

65

89



TABLE OF CONTENTS

lowed on Early Withdrawal, g4—Method of Analysis, 95—
Rate Yield in Serial Associations (Instalment Shares), 99—
Geographical Analysis, 102—By Size of Associations, 104—
Short-Term Instalment Shares, 105—Optional Payment As-
sociations, 106—Single-payment Shares, 109 — Paid-up
Shares, 110—Savings Banks, 110—Convertibility Into Cash,
111—Safety, 113—Losses, 114—State Supervision, 118—
Summary, 119.

CHAPTER VII. LOAN PRACTICES: LOAN PROCEDURE
Application for a Loan, 121—Appraisal Fees, 121—Geo-
graphical Spread, 127—Size of Loans, 128—Property Ap-
praisal, 130—Credit Inquiry, 135—Title Insurance, 137—
Other Insurance, 13g—Disbursement of Loan Funds, 144.

CHAPTER VIll. LOAN PRACTICES (CONTINUED)
Types of Loans, 148—Classified as to Security, 148—Classi-
fied as to Stage of Construction, 14g—Classified as to Terms
of Repayment, 1§2—Straight Loans, 1§2—Combination
Loans, 1§3—Investment in Securities, 1§4—Property Loaned
on, 115—Farm Loans, 1§8—Loans to Non-members, 15—
Income-tax Exemption, 1§g—The Polifly Ruling, 164—Su-

- preme Court Decision in the Cambridge Case, 166.

CHAPTER IX.INCOME FROM LOANS
Rates Earned on Mortgage Loans, 170—Premium Charges,
171—Rates Earned on Share Loans, 177—Fines, 180—
Membership Fees, 182—Criticism by Bankers, 184.

CHAPTER X. A FINANCIAL PICTURE
Compared with Savings Banks, 188—Present Discussion of
the Question of Liquidity, 197—Cost of Doing Business, 200
—An Historical Picture, 202—Summary, 207.

CHAPTER XI. LOAN COST TO BORROWERS
Illustration of Faulty Computation, 21§—Statistical Analy-
sis, 218—Combination Loans, 222—Cost of Share Loans,
224—Reducing-Interest Plan, 226—Early Repayment, 233—
Loans with “B Shares,” 237—"B Share” Plan and Combina-
tion Loan Plan Compared, 238—A Further Consideration,
241.

[ xiv ]

121

170

210



TABLE OF CONTENTS
CHAPTER XIl. BUILDING AND LOAN PERSONNEL:
SALARIES, OCCUPATIONS, MOTIVES

Salaries and Fees, 24§—Occupations, 248—New Business
and Expansion, 2§1.

CHAPTER X!1Il. CONCLUSION
The New Jersey League of Building and Loan Associations,

2§6—The United States Building and Loan League, 2§9—

The Present Situation in New Jersey, 250—Summary, 263—
Conclusion, 265.

SELECTED REFERENCES
APPENDIX
INDEX

Caxvl

243

256

271

279
339



LIST OF TABLES

1. Ranking of the Seven Leading Building and Loan States, 1928

2. Relative Importance of Building and Loan Savings in New
Jersey, 1928

3. Data on Savings Banks and Building and Loan Associations
in the United States and in New Jersey, 1928

4. Average (arithmetic) Size of Building and Loan Associations
in Selected States and in the United States, 1928

§. Distribution of Building and Loan Associations in New Jersey,
by Size Groups, 1928 ’

6. Percentage Changes in Assets of Savings Banks and Building
and Loan Associations in the United States, by Five-Year
Periods, 1900-192§

7. Percentage Changes in Membership of Savings Banks and
Building and Loan Associations in the United States, by Five-
Year Periods, 19oo-192§

8. Percentage Changes in Assets of Savings Banks and Building
and Loan Associations in New Jersey, by Five-Year Periods,
1900-192§

9. Percentage Changes in Membership of Savings Banks and
Building and Loan Associations in New Jersey, by Five-Year
Periods, 1900-192¢§

10. Growth of Savings Deposits, Time Deposits, and Building and
Loan Association Shareholder Accounts, New Jersey, 1910-
1928

11, Seven Leading Building and Loan States Arranged in Order of
Percentage Increase in Building and Loan Assets Per Capita
of Population, 1900-1928

12. Number of Building and Loan Associations, Assets, Member-
ship, and Per Capita of Population Figures, New Jersey, by
Counties

13. Growth of the Optional Payment Plan of Association Opera-
tion in New Jersey, by Geographiéal Divisions, 1905-1928

14. Distribution of Associations by Plan of Operation in Size
Groups, New Jersey, 1G28

15. Borrowing and Non-Borrowing Membership, Building and
Loan Associations in New Jersey, 1900-1928

[ xvii ]

PAGE

13
14
16

18

19

23

23

25

27

29

32

34
58
6o

65



LIST OF TABLES

TABLE

16. Sex and Residence of Building and Loan Association Members,
New Jersey, 1928

16A. Data on Building and Loan Shares Held in Trust and by Cor-
porations, New Jersey, 1928

17. Shares and Shareholders of Building and Loan Associations in
New Jersey, 1928

18. Comparison of Accumulation of Profits on Single-Payment and
Instalment Shares, Dividends at Six Per Cent (nominal)
Compoynded Monthly

19. Comparison of Withdrawal Ratios, Instalment Shares, Paid-up
Shares, and Savings Bank Deposits, New Jersey, 1916-1928

20. Data on Paid-up Share Holdings

21. Ratio of Profits Allowed on Withdrawal to Profits Apportioned,
Instalment Shares in Serial and in Optional Payment Associa-
tions Compared, New Jersey

22. Rate and Frequency of Dividends on Paid-up Shares of Build-
ing and Loan Associations in New Jersey

23. Dividends Paid by Savings Banks in New Jersey, 1928

24. Frequency Distribution of Appraisal Fees on a Local Loan of
$5,000, by Size Groupings

25. Appraisal Fee Practice, Mortgage Loans on Completed Proper-
ties, Building and Loan Associations in New Jersey, 1928

26. Appraisal Fees Imposed on Local and on Distant Loans (of

$5,000) by Those Associations Which Vary Their Fees on

‘This Basis, 1928

27. Appraisal Fees Imposed on Small and on Large Loans by Those
Associations Which Vary Their Fees on This Basis, 1928

28. Distance at Which Associations Grant Mortgage Loans

29. Maximum Percentage of Appraised Value on Which Associa-
tions Will Lend, City, Suburban, and Rural Properties Com-
pared, 1928

30. Maximum Percentage of Appraised Value upon Which Associa-
tions Will Lend, Selected Cities of New Jersey, 1928

31. Data on Use and Cost of Title Insurance by Building and Loan
Associations in New Jersey, 1928

32. Data on Insurance, Building and Loan Associations in New Jer-
sey, 1928

33. Methods of Disbursing Funds on Loans, 1928

34. Data on Construction Loan Practices

[ xviii ]

67
67

71

73

8o
87
107

109
111

124

12§

126
127
128
134

135

141
14§
151



LIST OF TABLES

TASLE

3$. Data on Combination Loan Practices

36. Loans on Specialized Properties, Data for 1928

37. Data on Straight Loan Practices

38. Premium Practices of Building and Loan Associations in New
Jersey on Mortgage Loans, 1927 and 1928

39. Table for Ascertaining the Effect of Premium Charges on the
Earning Rate of Loans, Nominal Interest Rate Six Per Cent,
from the Point of View of the Association

40. Data 8on Fines and Membership (including Transfer) Fees,
192

41. Comparative Balance Sheets, Building and Loan Associations
and Savings Banks in New Jersey, 1928

42. Comparative Statements of Receipts and Disbursements, Build-
ing and Loan Associations and Savings Banks in New Jersey,
1928

43. Salaries Viewed as an Expense, Building and Loan Associations
and Savings Banks Compared, New Jersey, 1928

44A. Percentage Distribution of Assets of Building and Loan Asso-
ciations in New Jersey, 1900-1928

44B. Percentage Distribution of Liabilities of Building and Loan
Associations in New Jersey, 1900-1928

45A. Percentage Distribution of Net Receipts of Building and Loan
Associations in New Jersey, 1900-1928

45B. Percentage Distribution of Net Disbursements of Building
and Loan Associations in New Jersey, 190c-1928

46. Comparison of Sinking Fund (Regular B. & L.) Plan and Re-
ducing-Interest Plan, Loan Rate and Dividend Rate Both at
Six Per Cent (Annual Compound). Loan of $1,000

47. Regular Building and Loan Plan and Reducing-Interest Plan
Compared as to Cost When Dividend Rate Differs from the
Rate of Interest

48. Compensation of Building and Loan Directors and Officers in
New Jersey, 1928

49. Occupational Groupings of Directors and Officers of Building
and Loan Associations in New Jersey, 1928 (Percentage Dis-
tribution)

50. Foreclosures by Building and Loan Associations in New Jersey
in 1928

[ xix ]

154
157
168

173

179
181

191
192
201

202

202

203

204

228

230

244

248

260



14003

A,
B.

C.

>4

m

~mom

ezx

PO

=

APPENDIX TABLES

Statistical Sources

Growth of Savings Banks and Building and Loan Associations
in the United States and in New Jersey, 1900-1928

Bank Deposits and Building and Loan “Due Shareholders”

Accounts Compared, Selected Cities in New Jersey, December

31, 1928

Assets in Leading Building and Loan States of the United

States, 1900, 1910, 1920, and 1928

Frequency of New Series in Serial Associations

Officers, Directors, and Appraisal Committees

Data on Shareholders and Shareholdings

Shareholdings, by Type of Share, 1928

Associations Issuing Paid-up, Single-payment, and Juvenile

Shares, by Counties, 1928

Ratio of Withdrawals to Respective Receipts, Savings Banks,

Building and Loan Paid-up Shares, and Building and Loan

Instalment Shares, New Jersey, 1900-1928

Apportionment of Earnings

Rate of Dividend Yield (Monthly Compound) on Instalment

Shares in Serial Building and Loan Associations in New Jer-

sey, 1928, Frequency Distribution

Withdrawal Allowances in Optional Payment Assocnanons

Withdrawal Allowances in Non-Serial Associations

Trend of Average Size of Loans Outstanding in Building and

Loan Associations, by Counties, 1919-1928

Credit Inquiry Concerning Applicants for Loans

Data on Insurance

Association Loan Practice with Respect to Specialized Properties

Rates Yielded Associations on Mortgage Loans; Frequency

Distribution, by Counties, 1927

Rates Yielded Associations on Share Loans; Frequency Dis-

tribution, by Counties, 1927

Historical Balance Sheets, Building and Loan Associations in

New Jersey, 1900-1928

[ xxi ]

PAGE

279
280

281

282
283
284
28§
287

290

291
293

204
302
302

303
304
305
306

307
311

314



TABLE

AA.

BB.

CccC.

DD.

APPENDIX TABLES

Historical Receipts and Disbursements Statements, Building

and Loan Associations in New Jersey, 19g00-1928

Balance Sheets, Building and Loan Associations in New Jersey ;

Percentage Distribution Figures, by Counties, 1928

Receipts and Disbursements, Building and Loan Associations

in New Jersey, Percentage Distribution Figures, by Counties,
1928

Real Rates to Borrowers on Fully-amortized Building and
Loan Loan of $5,000

Association Office Hours

Compensafion of Building and Loan Directors in New Jersey,
1928

Annual Compensation of Building and Loan Presidents, Sec-
retaries, and Treasurers in New Jersey, by Counties, 1928
Occupational Classification of Building and Loan Directors,

by Counties, 1928

Occupational Classification of Building and Loan Presidents,

Secretaries, and Treasurers, by Counties, 1928

t xxii ]

PAGE

316

318

320

322
326

327
329
332

333



LIST OF CHARTS AND ILLUSTRATIONS

Frontispiece
Distribution of Building and Loan Assets in New Jersey, 1928

Chart 1
Where Savings Are Placed in New Jersey

Chart 11 :
Average Size of Building and Loan Associations and Mutual
Savings Banks, United States and New Jersey, 1928

Chart 111
Distribution of Building and Loan Associations by Size Groups,
New Jersey and Essex County Compared, 1928

Chart IV
Per Capita of Population Comparisons, Building and Loan As-
sociations and Savings Banks in the United States and in New
Jersey, 1928

Chart v
Growth of Building and Loan Associations and Savings Banks
in the United States, 1900-1927

Chart VI -
Growth of Building and Loan Associations and Savings Banks
in New Jersey, 1900-1927

Chart V1
Growth of All Savings Accounts in Banks and Building and
Loan Associations Compared with Growth in Population, New
Jersey, 1910-1927

Chart Vill
Changes in the Composition of Savings in New Jersey, 1910-
1928

Chart 1X
Rates of Growth of Savings and Time Deposits in National
Banks, State Banks, Trust Companies and Savings Banks, and
of Sharcholders’ Accounts in Building and Loan Associations,
New Jersey, 1910-1928

[ xxiii ]

vi

15

17

20

20

22

26

28

30

31



\

LIST OF CHARTS AND ILLUSTRATIONS

Chart X
Rates of Growth of Building and Loan Association Assets in

PACE

Massachusetts, New Jersey, and Pennsylvania, 1900-1928 33
Chart X1

Building and Loan Association Assets and Membership, Per

Capita of Population, by Counties in New Jersey, 1927 35
Chart X11

Growth of a Lump-sum Investment of $1,000 for Fifteen Years

at Six Per Cent, Simple Interest and Interest at Quarterly Com-

pound Compared 43
Chart X111

Growth of an Instalment Investment of One Dollar per Month

for Fifteen Years at Six per Cent, Simple Interest and Interest

at Monthly Compound Compared 47
Pictorial Representition of a Fully Amortized Building and Loan

Type of Loan 49
(Insert) Facsimile Share Certificates facing 72
Chart XIV

Growth of Single-Payment Share (Initial Investment $100) and

Growth of Instalment Share (Dues $1.00 Per Month) Com-

pared, Six Per Cent Dividends Compounded Monthly 74
Chart XV

Withdrawal Ratios, Savings Bank Deposits, Paid-up Shares and

Instalment Shares Compared, New Jersey, 1900-1928 82
Chart XVI '

Range and Mode of Earning Rates, Based on Book and With-

drawal Values of Instalment Shares in Serial Building and

Loan Associations in New Jersey 100
Chart XVII

Rate Yield on Full-term Instalment, Short-term Instalment, and

Paid-up Shares in Building and Loan Associations and on Sav-

ings Bank Deposits, New Jersey 101
Chart XVIII

Rate Yield on Full-term Instalment Shares, by Geographical

Divisions, Serial Building and Loan Associations in New Jersey 103

[ xxiv ]



LIST OF CHARTS AND ILLUSTRATIONS

PAGE

Chart XI1X
Rate Yield on Full-term Instalment Shares, by Size of Associa-
tion (Assets), Serial Building and Loan Associations in New

Jersey 10§
Sample Application Blanks for Mortgage Loan and for Building

and Loan Shares 122-4
Chart XX

Methods of Disbursing Loan Funds to Borrowers, Percentage

Distribution of 959 Reporting Associations 146
Chart XXI

Rates Earned by Associations on Mortgage Loans, by Counties 176
Chart XX11

Rates Earned by Associations on Share Loans, by Counties 178
Chart XX111

Graphic Historical Balance Sheets, Building and Loan Associa-

tions in New Jersey, 1g00-1928 206
Chart XX1V

Graphic Historical Statements of Receipts and Disbursements,
Building and Loan Asscciations in New Jersey, 1900-1928 208

Chart XXV
Graph for Ascertaining the Real Rate Borne by a Fully Amor-
tized Building and Loan Mortgage Loan 220

Chart XXV1
Graphic Portrayal of a Share Loan 22§

Chart XXVII
Graphic Comparison of a “B-Share” Loan and a Regular Com-
bination Loan, Interest Rate and Dividend Rate Both at Six

Per Cent 239

Chart XXVill .
Salaries Paid to Directors and Officers of Building and Loan Asso-

ciations in New Jersey, 1928 246
Chart XX1X

Occupational Groupings of Directors and Officers of Building

and Loan Associations in New Jersey, 1928 250
Samples of Building and Loan Association Advertising 254-§

[ xxv ]



INTRODUCTORY

N ORGANIZED group of persons which deals solely, or

principally, in the lending or borrowing of funds consti-
tutes a financial institution. One very important financial insti-
tution in the modern English-speaking world is the building and
loan association. It accumulates, in countless communities, mil-
lions of dollars in relatively small savings which it purposefully
directs, through loans to borrowing members, to expenditure in
the purchase—and construction—of homes.

In 1928 there were, in the United States, almost thirteen
thousand building and loan associations, with a total member-
ship very close to twelve million, and with assets exceeding
eight billion dollars. Yet, until very recently, they have been
relatively neglected as a subject for impartial research.

It is the purpose of this book to consider briefly the theory
of the building and loan association and then to inquire into
the structure and operating philosophy of associations in the
State of New Jersey. This State is an important leader in the
building and loan field, and withal has adhered to the original
building and loan idea in so far as mutuality and cooperation
are concerned.

For a more general discussion of building and loan theory,
and building and loan types, the reader is referred to thé well
known work of Clark and Chase.* The present discussion is
essentially a survey, and only enough of general theory is given
to enable the reader to grasp the significance of New Jersey
practices. A survey of any given territory cannot wander very
far beyond the borders of that territory. It is limited exten-
sively, as to scope, just as the theoretical treatise is limited, in-
tensively, with respect to detailed information.

1Clark, H. F. and Chase, F. A., Elements of the Modern Building and Loan
Associations, New York, Macmillan, 1927.
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BUILDING AND LOAN IN 'NEW JERSEY

A noteworthy survey of building and loan associations in the
entire United States was published in 1893 by Carroll D.
Wright, then United States Commissioner of Labor. This work,
admirable though it was in the ’nineties, is out of date today.
As for individual State surveys, two precede the present, the one
by H. Morton Bodfish on Money Lending Practices of Building
and Loan Associations in Okhio,” and the other by Messrs.
Riegel and Doubman, The Building-and-Loan Association.
The latter is based chiefly on Pennsylvania practices. The pres-
ent study, therefore, being only the third to appear, leaves
plenty of room to subsequent investigators.

The objectives in this work on New Jersey building and loan
associations, specifically stated, are to answer as authoritatively
as possible the following broad questions:

(1) Where does New Jersey rank, among the States of the
United States, in the building and loan association movement?

(2) On what bases are building and loan associations in
this State organized %

(3) What is the investment worth of building and loan
shares?

(4) What is the explanation of the rate of dividend paid?

(5) What is the real cost of a building and loan mortgage
loan? .

(6) In what ways do money-lending practices differ in asso-
ciations throughout the State?

(7) What of the future of the New Jersey building and loan
association % ’

Data concerning aggregate assets, membership, and number
of existing associations down to 1928 have been obtained from
the published reports of the Commissioner of Banking and
Insurance of New Jersey.

2 Bureau of Business Research’ Monograph Number 8, Ohio State University
Press, Columbus, Ohio, 1927. )

8 Riegel, R. and Doubman, J. R., The Building-and-Loan Association, New
York, Wiley, 1927. '
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INTRODUCTORY

Figures for receipts and disbursements of associations have
not been tabulated by the Department since 1924. Conse-
quently, in order to obtain representative percentages—totals
of the various items comprising receipts, disbursements, assets
and liabilities, and other information—for 1928, it was neces-
sary to analyze the individual reports filed by the associa-
tions with the Commissioner. Through the kindness of this
official, permission was obtained to examine the individual
reports of approximately one thousand associations.

More complete information regarding the money-lending
side has been obtained by questionnaire. The form used was
necessarily rather cumbersome since it had to cover all types of
associations and all variations in money-lending practices.
Several hundred follow-up letters and numerous calls were
necessary in order to render the replies usable.

Difficulty attaches to the questionnaire method in a building
and loan survey. Association officials are, for the most part,
part-time men; very often they are non-financial men. A
lengthy questionnaire on business practices disquiets them, and
unless full reply is made compulsory by State authority, it is apt
to find filing space in the office waste-basket. A fourteen per
cent return, well distributed, therefore, is probably about as
satisfactory as could be expected.

The information obtained from these two sources has been
placed on master cards and from them tabulated and inter-
preted. In all, information concerning 1008 associations (rep-
resenting approximately sixty-five per cent of all associations
in the State) is presented. Financial data have been obtained
and tabulated for 862 associations (a fifty-five per cent return),
membership data for 975 (a sixty-two per cent return) and data
on money-lending practices for 218 (a fourteen per cent return
on the questionnaire). Table A in the Appendix indicates the
basis for the study by counties, and therefrom it appears that
the returns are sufficiently distributed to form the basis for an
intelligent analysis.
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With the exception of figures for aggregate assets and liabili-
ties down.to 1928, and aggregate receipts and disbursements
down to and including 1924 (which appear in the published
reports) the figures and percentages have been computed from
the individual association reports and from the questionnaires.
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CHAPTER I

ORIGIN AND HISTORY

Origin

OOPERATION in finance is probably as old as finance

itself. Historians have found traces of cooperative money-
lending clubs in China several centuries before the Christian
era,’ the counterpart of which exist in that country today. Al-
though their purpose has not been the stimulation of building
construction and home ownership, they closely resemble, in
many respects, the present-day, western model building and
loan association. They provide for instalment dues and interest,
bidding for loans, systems of fines or penalties, and strict mutu-
ality in the distribution of profits.

Some writers endeavor to trace the movement back to the
days of ancient Greece. Facts concerning all these very early
societies, however, are very inadequate, and existing historical
accounts of them are colored with the ink of conjectural and
renovated history. About all that is really known is that the
fundamental theory of cooperative money-lending is very, very
old.

In Great Britain

The building and loan association, as known to Americans
today, is distinctly of British origin. Although the historical
thread of the British building societies becomes very thin beyond
1809, there is evidence of the formation of a society in Birming-
ham as early as 1781.% Subscribers in this organization, meeting

1Gray, J. H., History of the Laws, Manners, and Customs of the People of
China, Vol. 11, pp. 84-6. . .

2 Bellman, H., The Silent Revolution, Chap. v. Bellman is of the opinion that
further research will reveal the existence of building societies antedating I‘]8.l.
He attributes to Langford, the historian of Birmingham, the statement that this
was merely the first attempt to establish a building society on a l.arge scale. (In
his Century of Birmingham Life, Vol. I, p. 201.)
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monthly, paid dues of half a guinea per share. The society used
the fund to build homes, open new streets, and to improve old
ones. The members balloted, not for monetary loans, but for
the actual houses and lots.

Liberté, Egalité, Fraternité, slogan of the French Revolution,
expresses the spirit of late eighteenth and early nineteenth cen-
tury Europe. Across the Channel, in England, it was evidenced
by the rapid formation of many provident institutions, chiefly
for the benefit of the laboring classes, such as cooperative stores,
cooperative workshops, savings banks, and building societies.

Thenceforth, the thread of building and loan history becomes
less tenuous. The legality of the Greenwich Union Building
Society, established in 1809, was questioned and the court rec-
ord in the case furnishes a picture of its operation.®

Its object was the rajsing, by monthly subscriptions, of a fund or capi-
tal, to be laid out in building houses, which were to be divided among the
members. . . . The society was to consist of not more than fifty members,
holding, in the aggregate, not more than 200 shares, of £210 each. They
‘met upon the first Thursday in every month, when the books continued
open for two hours, and each member was obliged to pay two guineas on
every share held by him, until £210 should be paid on each share. The
first default in making the payment so required, subjected the delinquent
to a forfeiture of 2s. 6d., the second §s., the third 10s. 6d., and if, after
notice, he should still refuse to comply with the articles, he should be ex-
cluded, and the money advanced by him forfeited, unless he should,
within three months from his last default, provide a person who should
be voted eligible to become a member of the Society. In such case, the
member thus selling his share should forfeit ten per cent upon his sub-
scriptions for the benefit of the Society, unless his default were excusable
on the ground of misfortune. The members were to draw lots, from time
to time, as often as the funds of the Society amounted to £100 clear.
Every share should consist of a dwelling-house of the best materials, to
be completed in a workmanlike manner. . . . And from the time such
house was finished the member owning it should pay to the Society five
per cent per annum on the £210 share, so drawn and advanced, until the
final close of the Society, when each member should have paid his £210
on each share held by him.*

8 pratt v. Hutchinson, East’s Reports, §11.
4 Quotation Yrom Endlich, G. A., Law of Building Associations, p. 4, Sec. §.
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It is a perfect example of what was to be known later as a
terminating building and loan association, although it is to be
noted that these early associations actually built houses and
disposed of them. Today, in America, they lend the funds; the
borrower attends to the actual construction.

The spread of building societies must have been rapid® for,
by 1836, Parliament deemed it necessary to pass the first Benefit
Building Societies’ Act.® This relieved most of the legal docu-
ments from the troublesome stamp tax, exempted the societies
from the usury laws, enabled them to adopt model mortgage
forms, and permitted them to discharge a mortgage by mere
receipt without reconveyance.’

The following two decades or so witnessed continued expan-
sion and rapid displacement of the terminating plan by the
permanent plan.’ By 1850 there were in the United Kingdom
well over two thousand building societies, some of them with
assets approaching two million pounds.”

Parliament looked upon building societies with favor and in
1874 passed a second Building Societies’ Act which granted
them still greater privileges.’® They now became legally estab-
lished corporations, and there was laid down a series of require-
ments which the rules of every society were to meet. An Act of
1894 altered several of these rules and under this Act, with some
amendments, building societies function in England to this
day.

The housing shortage, occasioned by the World War, caused
building societies in Britain to expand rapidly. Funds which or-
dinarily would have gone to pay for rented quarters found their
way into owned homes via these societies.” In 1927, there were,

8 There is evidence of their formation in Scotland, the earliest at Kirkcudbright,

in 1815, under the leadership of the Earl of Selkirk. See Endlich, op. cit, p. 4, and
Clark and Chase, Elements of the Modern Building and Loan Associations, p. 454-

86 and 7 will. 1Iv, c. 32.

7 of. Brabrook, Sir Edward. Building Societies, p. 6.

8infra, p. 40.

® Bellman, H., The Building Society Movement, p. 11.

10 Brabrook, 0. cil., p. 73. .

11 Bellman, H., The Silent Revolution, op. cit., Chap. 1
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in England, Scotland and Wales, 1046 incorporated associa-
tions, with assets exceeding £220 millions, and with a member-
ship totaling close to one and one-half million.*

In Other Foreign Countries

English-speaking people have taken most whole-heartedly
to the idea of self-help emphasized in the building and loan
movement. There are building societies, to a greater or lesser
extent, in Ireland, Australia, Canada, India, New Zealand,
South Africa, British Guiana, Ceylon, Jamaica, Saint Lucia,
and Trinidad.*

But, outside of Britain and her Dominions, and the United
States, state aid is preferred to pure cooperation. Continental
Europe is dotted with “credit unions,” which are cooperative,
but which lend for short-time needs as well as for home owner-
ship. France, Belgium, Italy, and Spain have entered upon pro-
jects of state aid for the development of cheaphousing. In Ger-
many, there are a few building societies, but these are dwarfed

by several huge credit associations and loan banks. Since 1920 co--

operative credit has been developed in Germany to a marked de-
gree, through the aid of federal, state, and municipal authorities.
There have appeared, also, Settlement Cooperative Societies
(Siedlungsgenossenschaften) which erect small garden homes.**

Holland experienced no war-time cessation in building con-
struction and the building and loan movement has taken no

12 The Building Societies Yearbook for 1928 (official handbook of the National

Association of Building Societies) gives the following statistical summary for
the years 1914-1927:

YEAR ASSETS MEMBERSHIP NEW MORTGAGE LOANS
1914 £ 66,191,130 627,240 £ 8,761,950
1920 87,060,358 747,589 25,094,961
192§ 169,214,658 1,129,455 49,822,473
1926 193,856,034 1,257,400 52,150,941
1927 223,346,082 1,416,456 55,886,903

18 Bellman, H., The Building Society Movement, Chap. vir.

14 cf. The Essential Characteristics and Differences of American Building and
Loan Associations Compared with English Building Societies and European Conti-
nental Methods. Address delivered by Dr. Alexander Block before the Thirty-
Sixth Annual Convention of the United States Building and Loan League. See
their 1928 “Proceedings.”
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very firm root there. There are a few housing associations, but
they are semi-public in character. In Sweden there are several
hundred building societies which are also partially dependent
upon the state for funds.

In most of these continental enterprises, what self-aid there
is, is in conjunction more or less with state aid, and hence must
be included, in part, in the category of state welfare work. The
building and loan association, in its pure cooperative form,
finds its greatest development in English-speaking lands, and
particularly in America.

In the United States

Twenty-two years after the Greenwich Union Society was
established in England, a building and loan association was in
process of formation on this side of the Atlantic, at Frankford,
Pennsylvania (now a suburb of the city of Philadelphia). This
was the Oxford Provident Building Association, which com-
menced business on January 3, 1831, and which remained in
existence until June, 1841.

This was a terminating association with monthly payments
of three dollars per share, the maturity value of which was
$500."* A membership fee of five dollars and a monthly fine of
twenty-five cents per share were imposed. Loans were granted
up to $500 per share to the member bidding the highest pre-
mium.’* The Frankford Herald of January 14, 1888, gives
credit for the importation of the idea from England to Samuel
Pilling, Jeremiah Horrocks, and Dr. Henry Taylor, although
one author'’ endeavors to prove that the idea came directly from
the Schulze-Delitzsch Societies in Germany.

For fourteen years thereafter, apparently, the idea did not
spread, for the second association of which there is any record
was established at the same place in 1845." But after 184§ the

18 g
16 :'li’r‘k' g;:la.chau, Elements of the Modern Building and Loan Associations,

D- 457. .
17 Bergengren, R. F., Cooperative Banking, p. 72.
18 willoughby, William F., Building and Loan Associations, p. 23.
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idea gained ground rapidly, and in 1850 the State of Pennsyl-
vania enacted a special law for their incorporation. Figures and
records which would indicate the early spread of building and
loan associations in the United States unfortunately are scarce.
It is known, however, that in the decade of the ’sixties, 148
associations were chartered in Pennsylvania, and in the ’seven-
ties, close to 400 more. It was not until 1893 that anything like
a comprehensive survey was made. In that year Commissioner
Wright*® published his memorable nation-wide study. Compre-
hensive statistics since 1895 have been compiled by H. F.
Cellarius, Secretary of the United States Building and Loan
League.”

Certain it is, however, that the building and loan movement
soon spread into other States. Clark and Chase* succeeded in
gathering from official and non-official sources the date of the
first appearance of an association in each of the several States.
They serve to indicate the spread of the idea westward.

Pennsylvania 1831 Arkansas 1869
New York 183622 North Carolina 1870
Maryland 1843 Iowa 1870
New Jersey 184928 Louisiana 1873
1llinois 1849 Tennessee 1873
Massachusetts 1850 Wisconsin 1883
Ohio 1857 Utah 1883
Michigan 1861 Maine 1883
Georgia 1866 Connecticut 1886
Texas 1867 New Hampshire 1887
Delaware 1867 Colorado 1889
Kansas 1868 Oklahoma 1890
Minnesota 1869 Oregon 1890

With the exception of a rather serious set-back in the ’nine-
ties, caused by the meteoric rise and fall of the national associa-
tions,* the growth of local building and loan associations has

19 supra, Introductory.

20 These figures appear annually in the Proceedings of the U.S. Building and
Loan League, Cincinnati, Ohio.

21 0. cit., p. 461.

22 Clark and Chase give New York as 1848, but the Brooklyn Building and
Mutual Fund Loan Association was established in 1836. See Endlich, The Law
of Building Associations, p. §.

28 Given by Clark and Chase as 1847.

24 starting in the middle west and spreading eastward (with the largest of them
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been steady,” although it has not followed a single course.
Many plans of operation, differing among the several States,
and even within the borders of a given State, have evolved. Yet,
differ as they may as to technique of operation, their basic theory
is unchanged.

Since the "fifties the States have sought to regulate the forma-
tion and management of building and loan associations, through
more or less comprehensive statutes® which provide for super-
vision by the banking departments.

In New Jersey

The idea of a mutual savings fund is traceable in New Jersey
back as far as 1828, when the first mutual savings bank was

in New York) the national associations appeared in large numbers throughout the
early ‘nineties of the last century. Operating through agents of the high-powered
variety and promising huge dividends together with short maturities they made
strong appeal to the unwary. The tight money market, brought on by the panic of
1893, acted as a stimulus and the period 1893-1896 represents the peak of their de-
velopment. But their downfall, after 1897, was as phenomenal as their rise. They
had been able to pay attractive dividends, at first, because they were granting loana
st as high as eleven and twelve per cent. Borrowers, at such a price, with local
associations and banks lending at six and seven per cent, could be recruited only
from the ranks of the poor risks rejected by the latter. The nationals had not the
necessary local facilities for proper investigation of risk. And, to attract borrowers,
loans were often granted on exaggerated property valuations.

The crash started in 1897 with the five million dollar failure of the Southern
Building and Loan Association of Knoxville, Tenn. The public lost confidence, as
usuzl, even more rapidly than they had grabbed originally at the promises of
get-rich-quick profits, and the movement itself was soon dead. There are not more
than a half-dozen nationals now operating in the entire country.

cf. American Building Association News, Vol. XLIII (1923), pp. 167, 210, 254, 311,
416, 460.

26 gee Chap. 11.

38 Discussion of the law of building and loan associations is available in a
number of works. Endlich, G. A., The Law of Building Associations, published in
1886, was for long the standard work, but is now out of date.

sundheim, J. H., Zaw of Building and Loan Associations (second edition, 1922),
presents a good treatment of the law, with emphasis upon the statutes of Pennsyl-
vania, New Jersey, Ohio, Massachusetts, Illinois, and New York. It does not, how-
ever, go beyond 1922 and therefore does not include the 1925 revision of the New
Jersey law. Nor is the historical development of the law traced.

The most recent and comprehensive treatment of New Jersey Building and Loan
law is found in Smith, J. B. R., Supplement to Second Edition of New lersey Cor-

poration Law (1927).
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formed. This was the Newark Savings Fund Association,” es-
tablished in, February of that year. Its charter authorized the
receipt of deposits of over one dollar from “tradesmen, mechan-
ics, laborers, minors, servants, and other persons, as they shall
save from their earnings or otherwise lawfully acquire, and from
time to time wish to deposit in the said fund for safe keeping.”
Funds were to be invested in government securities, good stocks
and bonds, and on bond and mortgage.

- The success of mutual savings funds in New Jersey, and also,
undoubtedly, the success of the newly formed building and loan
associations in Pennsylvania, induced the New Jersey legisla-
tors to try to encourage their formation in their own State, for
the preamble of an Act of 1847 to encourage the establishment
of mutual savings associations reads as follows:

“Whereas associations for investing and accumulating the
periodical and other contributions of the associators for the
creation of a fund, to be finally distributed equally among them
have in other states been found highly conducive to public and
individual prosperity, by encouraging and fostering the virtues
of temperance, industry, economy, and frugality ; and whereas,
such associations are entitled to legislative countenance, and
encouragement, therefore . . . .” The Act then goes on to pro-
vide for membership, management, and investment of the funds
of the association. In investirrg the funds, preference was always
to be given to the members offering the most satisfactory secur-
ity, but at a rate of interest not to exceed six per cent.

This, however, was for the encouragement of general mutual
savings institutions. The idea of mutual saving for the specific
purpose of facilitating home ownership apparently had not yet
taken hold. From the records it appears that the building and
loan association movement did not officially invade New Jersey
until 1849, on February 24 of which year the State Legislature

27 Acts of the Fifty-Second General Assembly of the State of New Jersey, 1828,
p. 76.
28 Acts of the Seventy-First Legislature of the State of New Jersey, p. 172.
Passed March 4, 1847.
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passed an Att to incorporate the Builders’ Loan Society® of
Newark. This was, it seems, the first building and loan associa-
tion in the State; in all probability the first to be incorporated
by the State Legislature. Because it fully describes the plan and
working of this early association the text of the Act of Incorpo-
ration is given here in full.

An Act to Incorporate the Builders Loan Society,

1. Be it enacted by the Senate and General Assembly of the State of
New Jersey, That all such persons as shall become stockholders to the
capital stock herein after mentioned, their associates, successors, and
assigners, be, and are hereby created a body corporate and politic, in and
by the name of the Builders Loan Society, to be located in Newark, New
Jersey, with a capital of one hundred thousand dollars, with liberty to
increase it to one hundred fifty thousand dollars, to be divided into
shares of one hundred dollars each, for the purpose of assisting the mem-
bers of the society and others to the acquisition of homes and estates, and
to the removal of encumbrances and liabilities upon real property already
held by them, and to enable them to receive the amount of their shares in
advance, upon furnishing mortgage security, and without the usual
danger of foreclosure, with payments by small convenient, periodical
installments; and for the purpose of affording more complete and con-
venient accommodation in their purchases, payments, loans, small de-
posits and business, to mechanics, builders, merchants, farmers, labourers,
clerks, and all classes of small means or of regular incomes; and by the
said name, for the above purposes, the said society shall have power to
take, hold, and convey real estate or other property or money in fee,
trust, pledge, mortgage, deposit, or otherwise.

2. And be it enacted, That it shall be lawful for said society to have
and receive from any member or members any sum or sums of money, by
way of any bonus on any share or shares, for the privilege of receiving
the same in advance prior to the same being realized by payments of
installments, and also to receive uniform payments of principal and inter-
est upon the whole sum advanced monthly, or otherwise, and to relet the
same from month to month but no dividend of more than eight per cent
per annum, payable semi-annually, shall be declared upon the capital;
all other profits and accumulations to be credited to the account of the
periodical classes of borrowers, in proportion to the sums advanced from
said capital to the respective classes, to assist in the repayment of their
loans, '

29 Acts of the Seventy-Third Legislature of the State of New Jersey, p. 113.
Approved February 24, 1849.
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3. And be it enacted, That the installment mutual shareholders or bor-
rowers shall be divided into periodical classes, and shall have a right to
demand from the capital, each month, for loans for the respective periods
of said classes, an amount not to exceed one thousand dollars, to be divided
into sums of one hundred dollars each; and the funds, business, and
securities of said periodical classes shall be separate and distinct, and
shall not be liable, in law or equity, by implication or otherwise, to or for
each other, except for proportionate shares of expenses and by express
contract; but all payments, profits, and accumulations of the business of
each class, respectively, shall be credited to that class, to assist in the re-
payment of its loans and liabilities, and for its sole use and benefit.

4. And, be it enacted, That the property affairs, and business of the
society shall be under the control of a board of twelve directors, a major-
ity of whom shall be citizens of New Jersey, which said board of direc-
tors shall be chosen annually, at such times and places as the by-laws
shall direct, the said directors shall have power to elect such officers with
such duties and in such manner as the by-laws shall direct and to fix the
compensation of said officers; and a majority of said board of directors
shall constitute a quorum; the said board of directors shall cause to be
prepared, annually, by the secretary, a true and faithful exposition of
the affairs of the society at that time, which shall be open to the inspec-
tion of all the members, and be laid before them at their annual meeting
or such other as may be appeinted by the society,

5. And be it enacted, That Isaac Van Wagenen, John Whitehead, and
T. Russell Jencks be appointed commissioners to receive subscriptions to
the capital stock of said society, at such time and place as they may desig-
nate, in the city of Newark, in this State, who shall call the meeting for
organization so soon as five thousand dollars of the said capital stock is
subscribed ; at which meeting for organization the stockholders shall pro-
ceed to elect such directors and officers, and make such by-laws as they may
deem necessary for conducting the affairs of said society ; and such direc-
tors and officers shall hold office until their successors shall be elected ; all
such by-laws and all rules and regulations made from time to time by
the society, and in force for the management of its business, and all con-
tracts, covenants, or liabilities, in pursuance of all or any of such by-laws,
rules, or regulations, subject to the limitations and provisions of this act,
shall be legal, valid, and binding, in law and equity on the several offi-
cers and on the members and their representatives.

6. And be it enacted, That the said society shall possess the general
powers, and be subject to the restrictions 'and labilities contained in the
act entitled “An Act Concerning Corporations,” approved the 14th day of
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February, 1846, so far as the same are compatible with the provisions of
this act.
7- And be it enacted, That this act shall take effect immediately.

This, the first building and loan association in the State, was
a serial™ association, charged premiums in addition to interest
on loans, and limited dividends to a maximum of eight per cent
per annum. Although it was incorporated eighteen years after
the appearance of the first association in America—next door
at Frankford—contemporary comment viewed the undertak-
ing as highly novel. In its issue of Wednesday, February 14,
1849, the Newark Daily Advertiser™ carried, along with its
other comments on current legislation, the following paragraph:

The Newark Builders’ Loan Society, now before the Legislature, asking
a charter, is a novel institution with us, though its friends say that it has
been tried with success in England, Canada, etc. The professed object is to
afford to the laboring classes facilities for loans of money, and the means
of accumulating property. Persons may become members by subscribing
for $100 shares, payable in monthly installments of §0 cents each; the
funds thus collected are re-let in sums of $100 to members only, and
each member can borrow only to the amount of shares he has subscribed
for; the loans to be secured by mortgage. The borrower, during the sub-
sequent months, must pay his monthly installments and the interest on
the money he borrowed, and so on—the payments being constantly
re-let, accumulate by compound interest. The letting is done by auction,
to the one who bids the highest bonus. It is calculated that $1.00 per
month constantly re-let at 6% accumulates to $100 in 81 months, and
$1.75 to the same amount in §7 months. The reinvesting and compound-
ing monthly being the secret of the advantage proposed for the members.

The history of the development of the building and loan
association movement in New Jersey after 1850 remains, as
yet, unchronicled and the facts seem to be unusually elusive.
Certain it is, however, that the growth was rapid and steady, for
by the turn of the century there were over three hundred asso-
ciations in the State, with assets exceeding fifty million dollars
and a membership of close to one hundred thousand.

80 infra, p. 40. L.
1 0n file in the rooms of the New Jersey Historical Association in Newark.
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CHAPTER II
NEW JERSEY: A BUILDING AND LOAN STATE

N NEW JERSEY today there are 1§63 local building and

loan associations,’ with assets exceeding one billion dollars
and a membership of over one million.

Assets and membership of building and loan associations in
the entire United States in 1928 totaled $8,016 millions and
twelve millions, respectively. Table 1 indicates the relative
ranking of each of the seven leading building and loan States; -
Pennsylvania, Ohio, New Jersey, Massachusetts, Illinois, New
York, and Indiana.

It will be seen that New Jersey, which ranks third with re-
spect to both total assets and total membership, is surpassed in
both cases by Pennsylvania and Ohio. But New Jersey, in point
of population, is a small State, having some 3.8 millions of in-
habitants in contrast to Pennsylvania’s 9.9 millions and Ohio’s
6.8 millions.” On a per capita of population basis, New Jersey
takes first place with respect to assets and second place (yield-
ing only to Ohio) with respect to membership. On the per capita

1 pistributed among the counties as follows:

COUNTY NO, ASSNS, COUNTY NO. ASSNS,
Atlantic 52 Middlesex 79
Bergen 88 Monmouth 40
Burlington 28 Morris . 29
Camden 171 Ocean 14
Cape May 24 Passaic 74
Cumberland - 15 Salem 5
Essex 599 Somerset 10
Gloucester 24 Sussex 4
Hudson 174 Union 100
Hunterdon 8 Warren 9
Mercer ’ 2§ —

STATE TOTAL 1563

(From a lettér of the Department of Banking and Insurance, dated December
30, 1929.)
2 population estimates of the U.S. Bureau of the Census for July 1, 1928.
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Tasie 1
Ranking of the Seven Leading Building and Loan States, 1928*
ASSETS MEMBERSHIP
PER PER
TOTAL " CAPITA » ¥ CENT
(000 z| or |z TOTAL £1 or |2 | roruLation
osarren) | R |rore-| 3 2 |poru-| (1928)
LATION LATION|

Pennsylvania  $1,340056 | 1 | $136 | 3| 1,753,253 2 | 178 | 3 9,854,000
Ohio 1,237,520 1 2 | 181 | 2] 24520251 359 [ 1 6,826,000
New Jersey 1,032,429 | 3| 270 | 1| 1,260,000 3| 327 | 2 3,821,000
Massachusetts 516,138 | 4 | 120 | ¢ §12,714 | 6 | 120 | § 4,290,000
Iilinois 419,928 | ¢ §716 873,000 4 | 11.8 | 6 7,396,000
New York 401,461 | 6 3817 §s77.121 | 5| g0 |7 11,560,000
Indiana 298,282 | 7 94 |5 440,168 | 7 | 139 | 4 3,176,000
Entire
United States 8,016,034 | - 67} - | 11,995,905 | - | 10,0 | - | 120,013,000

®Source: Secretary’s Annual Report, U.S. Building and Loan League, Salt Lake City
Convention (1929), p. 6.

basis of comparison, Pennsylvania ranks third both as to assets
and membership.

Ohio and New Jersey are thus close competitors for first place
as building and loan States. It is a question whether assets or
membership should be chosen as the basis for comparison, but it
should be observed that Ohio’s percentage of population repre-
sented by building and loan membership is only ten per cent
greater than the corresponding figure for New Jersey, whereas
New Jersey’s assets per inhabitant figure is forty-nine per
cent greater than the corresponding figure for Ohio. A smaller
percentage of the population of New Jersey are members of
building and loan associations, but these members have larger
holdings, per head, than those of Ohio.’

It would be interesting to compare the relative importance
of building and loan savings to total savings in New Jersey and
in the country as a whole ; but that is not possible because of the
lack of adequate figures. .

8 1t should be noted that in all cases the membership figures are inflated. Many

persons are members of more than one association and are counted a number of
times, Also, in any given association an individual may carry more than one

account.
C13]



BUILDING AND LOAN IN NEW JERSEY

It is possible, however, to compare the position of building
and loan savings with other types of savings, in this State. This
has been done in Table 2. Savings accounts in building and loan
associations, trust companies, national banks, state banks, sav-
ings banks, and credit unions total $2,261 millions. This in-
cludes only those savings deposited in plainly-designated sav-
ings accounts. It does not include savings invested in bonds and
stocks, insurance policies, or funds privately hoarded. Whether,
indeed, anything approaching an exact estimate of the total
savings of the people of any nation, State, or locality, could be
made is extremely doubtful. '

The building and loan figure ($913,548,950) includes the
TaBLE 2

Relative Importance of Bu;'lding and Loan Savings in New Fersey, 1928
(IN THOUSANDS OF DOLLARS)

SAVINGS* IN: AMOUNT PERCENTAGE
DISTRIBUTION
Building and Loan Associations
(due shareholders) $ 913,549% 49.4%

- Trust Companies (time deposits) 561,78¢% 24.9
Savings Departments of National Banks 446,266 § 19.7
Mutual Savings Banks (due depositors) 261,436% 11.6
Savings Departments of State Banks

(time deposits) 51,157% 2.3
Stock Savings Banks (due depositors) 26,1401 LI
Credit Unions (due depositors) 170% @

Total $2,260,503+ 100.0

*Figures include all dividends and interest unpaid except that in the case of building
and loan associations only seventy-five per cent of the profits are included. In the pub-
lished reports of the Bureau of Building and Loan Associations unapportioned profits,
apportioned profits, and reserves are lumped together under the heading “profits.” The
inclusion of seventy-five per cent of this figure is very conservative since analysis of the
individual association reports for 1928 indicates that less than eight per cent of the
proprietary account is kept as reserve or surplus,

t Annual Report of the Commissioner of Banking and Insurance Relative to Building
and Loan Associations, Trenton, 1928 (figures obtained in advance of publication).

} Annual Report of the Commissioner of Banking and Insurance Relative to Savings
Banks, Trust Companies, etc., Trenton, 1928, pp. vi, 7, 89, 10I.

§Annual Report of the Comptroller of the Currency, U.S. Government Printing
Office, 1928, p. 41.

©Less than one-tenth of one per cent.

+Postal savings deposits ($2,386,029) not included since the bulk oi this amount is
redeposited in banks and appears in the other figures.
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A BUILDING AND LOAN STATE
CHazt 1: WHErg SaviNcs Axx Praceo in New Jersey
(Percentage Distribution Diagram Based on Table 2)
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total amount due shareholders, both borrowing and non-bor-
rowing. And rightfully so, since every borrower with pledged
shares is also a saver, waiting for the day when his savings fund
will be large enough to pay off the mortgage on his home. Inter-
preted in this way the building and loan association is New
. Jersey's most important savings institution. They were .the _de-
positories, in 1928, of over forty per cent of all financial institu-
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BUILDING AND LOAN IN NEW JERSEY

tional savings in the State, an amount equal to over three times
the aggregate of savings bank deposits.

Size of Associations

There were 12,666 building and loan associations in the
United States in 1928. These had assets of $8,016 millions and
a membership of some twelve millions. The (arithmetical)
average size of a building and loan association is thus $632,878.

In the same year, the 616 mutual savings banks in the coun-
try, with total assets of some $9,688 millions, averaged $15.7
millions per institution, and the 791 stock savings banks, with
assets of $1,707 millions, averaged $2.2 millions.

In 1928, also, there were 11.7 million depositors in the mu-
tual savings banks and 3.2 millions in the stock savings institu-

TasLe 3*
Data on Savings Banks and Building and Loan Associations in the United States and in
New Fersey, 1928

UNITED STATES NEW JERSEY

Number of mutual savings banks 616 27

Number of stock savings banks 79t I

Total number of savings banks 1407 28
Assets of mutual savings banks (coo omitted) $ 9,688,159 $ 292,463
Assets of stock savings banks (000 omitted) $ 1,707,197 $ 30477
Assets, all savings banks (oco omitted) $ 11,395,356 $ 322,940
Depositors, mutual savings banks 11,732,143 468,820
Depositors, stock savings banks 3,272,415 45,548
Depositors, all savings banks 15,004,558 514,368
Number of building and loan associations 12,666 1,563
Assets of building and loan associations (coo omitted) § 8,016,034 $1,032,429
Membership of building and loan associations 11,995,905 1,195,510
Population 120,013,000 3,821,000

*Data on savings banks in the United States from the 1928 Annual Report of the
Comptroller of the Currency. Data on savings banks in New Jersey from the 1928
Annual Report of the Commissioner of Banking and Insurance Relative to Savings
Banks, Trust Companies, etc., Trenton, N.J. Data on building and loan associations
in the United States from the 1928 Report of the Secretary of the United States Building
and Loan League. Data on building and loan associations in New Jersey from the office
‘of the Commissioner of Banking and Insurance of New Jersey. Population figures are
July 1 estimates of the U.S. Bureau of the Census.
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A BUILDING AND LOAN STATE

tions, which brings the average membership per institution of
the former to approximately 19,000 and of the latter to approxi-
mately 4,200 as compared with the building and loan average
membership of 947.

It is evident that building and loan associations, in compari-
son with savings banks, are small institutions, both as to assets
and membership. The average mutual savings bank is twenty-
five times as large as the average building and loan association,
from the standpoint of assets, and twenty times as large from
the standpoint of membership.

The 1563 building and loan associations in New Jersey in
1928 had assets of $1,032 millions and 2 membership of some
1.2 millions. The (arithmetical) average size is thus approxi-
mately $660,000.

In the same year, the twenty-seven mutual savings banks in
the State, with total assets of some $292 millions averaged
$10.8 millions per institution and the one stock savings bank in

CHaRT 11: Averace Size or Bunpine aANp LoaN AssociatioNs aNp MurtuaL
Savincs Banks, UniTep States aNp NEw Jersey, 1928

(Based on Tables 3 and 4)
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BUILDING AND LOAN IN NEW JERSEY

the State had assets of some $30 millions. There were 468,820
depositors in the mutual savings banks and 45,548 in the one
stock savings bank, bringing the average membership of these
institutions to 17,364 and 45,548 respectively. The building
and loan association average for the State is 764.

The average building and loan association in New Jersey ap-
pears to be somewhat larger as to assets than in the country at
large, but smaller as to average membership, indicating larger
assets per member. The average mutual savings bank in the
State is about sixteen times as large as the average building and
lodn association from the standpoint of assets and twenty-three
times as large from the standpoint of membership. Of the seven
leading States examined, the largest associations are found in
Massachusetts and Ohio, and the smallest in Pennsylvania.

TABLE 4*

Average (aritbmetic) Size of Building and Loan Associations in Selected States and in the
United States, 1928

STATE NO. ASSOCIATIONS ASSETS PER MEMBERSHIP PER
IN STATE ASSOCIATION ASSOCIATION
'Pennsylvania 4,272 $ 313,684 410
Tllinois 916 458,436 953
New Jersey 1,564 660,121 764
Indiana 402 741,996 1,095
New York 313 1,282,622 1,844
Ohio 812 1,524,040 3,020
Massachusetts 226 2,283,798 2,269
United States 12,666 632,878 947

*Derived from Table D in the Appendix and from Annual Report (1928) of the
Secretary of the United States Building and Loan League.

The arithmetic mean, however, does not present a satisfac-
tory picture of the size of the associations in the State, since it
tends to inflate the average by over-emphasizing the larger
members of the group. It has been used above only for purposes
of comparison among the various States, and for that purpose
is probably sufficiently accurate inasmuch as the distortion
affects all the figures. A much truer picture is presented by the
use of the mode, or most frequently occurring size. Of the 1002
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A BUILDING AND LOAN STATE

New Jersey associations reporting data on this subject, 595
(Afty-nine per cent) have assets of under less than one-half
million dollars. In every county of the State, except Essex, the
mode* is in the “under $250,000" class. The accompanying fre-

Tame g
Distribution of Building and Loan Associations in New Jersey, by Size Groups, 1928
GROUPING, BY ASSETS NUMBER OF ASSOCIATIONS
IN GROUP

Under $250,000 338
$ 25c,000t0$ go0,000 257
§00,000t0 740,000 154
750,000 ta 1,240,000 141
1,250,000 to  §,000,00C 103
Over $5,000,000 9
Total reporting 1,002

quency distribution diagram compares the size of all New Jersey
associations with the size of associations in Essex County.

On a per capita of population basis, building and loan asso-
ciations in New Jersey are over four times as important (as to
assets) as in the country as a whole, whereas the savings banks
of the State are slightly smaller than those for the country as a
whole. New Jersey is not far above the country’s average as to
the percentage of total population represented by savings bank
depositors, but is well above the country’s average as to the
percentage of total population represented by savers in building
and loan associations. In the country as a whole there is one
building and loan association for every 9475 people; in New
Jersey, one for every 2443.

¢ The “average” most commonly used and universally understood is the arith-
metical average (or arithmetical mean). This simply adds the items and divides
the total by the number of items. The weakness of this form is that it tends to
over-emphasize the items of high value relative to the items of low value. The
following is an extreme case, but it is brief and illustrates the point. In the series:
14, 10, 10, 4, 3, 3» 3, 3» 3, 3» 3, } the arithmetic mean is §. Yet, no one of the numbers
is §, and 3 occurs most often.

The mode splits the series into equal size groupings and calls the most frequently
occurring phenomenon the average, In the illustrative case, the mode is 3. The
mode is chosen where practicable in this investigation because it eliminates extreme

variations and because it is the type that best conveys the conception of an
average in the sense of a typical case.
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CHarT 111: DisTRiBUTION oF Buirpine anp Loan AssocrationNs By Size Groups,
New Jersey anp Essex County ComparED, 1928

(Skaded portions represent Essex County Associations)
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A BUILDING AND LOAN STATE

Growth of Building and Loan Associations
in the United States.*

From 1900 to 190y the assets of building and loan associa-
tions in the United States were increasing, but less rapidly than
were the assets of the savings banks (the increases in the five-
year period being ten and twenty-eight per cent respectively).
But, since 190§, the assets of building and loan associations
have been growing more rapidly than the assets of the savings
banks; the former having increased twelvefold, and the latter
only threefold, in the past twenty-three years. (See Table 6,
Chart V, and Appendix Table B.) If the present rates of
growth continue, building and loan assets should overtake sav-
ings bank assets in 1932 or 1933.

In no five-year period since 1go§ have the savings banks, in
the country as a whole, exhibited a rate of growth as great as
the rate of growth of the building and loan associations. The
accompanying table indicates that, although the rate of growth
of building and loan associations has slackened (increasing,
since 1924, at an average annual rate of 1§.3 per cent), the
growth of assets of savings banks has lagged even more mark-
edly (increasing, since 1924, at an average annual rate of §.7
per cent).

Similar relative trends, even to a more marked degree, are
present as well in the membership figures. (See Table 7 and
Chart V.) The curves are flatter, however, since the inflation-
ary factor of a monetary unit of falling value is not present, as

5It is important to observe that the charts in this section are ratio
charts and depict rate of growth. They are not natural scale diagrams. In a ratio
chart, equal vertical distances represent, not equal absolute amounts, but equal
percentages of change. For example, in an ordinary natural scale diagram, a
growth from 10 to 20 is assigned no greater importance than a growth from 100
to 110. But, the additional ten units in the former case represent an increase of
100 per cent, whereas in the latter case the additional ten units represent an
increase of only 10 per cent. A ratio chart assigns a vertical distance to the former
ten times as great as to the latter.

Since ratio charts depict rates of growth, the significant feature is the slope, or
angle, of the curves. Parallel lines represent equal rates of change. And, since the
absolute figures cease to be of significance, any and all lines on ratio (logarithmic)
scale can be compared, as to slope, without reference to their points of origin.
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CHART v: GRroWTH OF BUILDING AND LoaN AsSOCIATIONS AND SaviNes BANKs IN
THE UNITED STATES, 1900-1927 (Ratio Scale)

(See Appendix, Table B)
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A BUILDING AND LOAN STATE

TasLe 6°

Percentage Changes in Assets of Savings Banks and Building and Loan Associations s in
tbe United Stases, by Five-Year Periods, 1900 10 192§

(1924 10 1930 estimated)
PERIOD SAVINGS BANKS B. & L. ASSOCIATIONS
Bct-een 1900 -nd 190§ +128.3% + 101%
190§ 1910 +33.1 + 48.1
1910 ** 1918 +24.0 + 59.3
“ 1918 “ 1920 +28.2 + 69.8
“ 1920 * 1918 +40.4 +118.6
“ 1928 * 1930 (estimated)*® +28.1 +104.4

* The figures upon which these and the percentages in the followmg tables are based
will be found in Table B in the Appendix.
** Assuming the average rates of growth in the period 1925~1928 to continue through
;‘930. This seems sufficiently precise in view of the annual increases since 1924, which
ave been:

SAVINGS BANK ASSETS B. & L. ASSETS

1924 over 1923 6.8% 20.9%
192§ * 1924 8.3 15.6
1926 * 1926 6.1 15.0
1927 * 1926 2.0 13.3
1928 * 1927 5.3 1L.7
(Annual average 5-7% 15.3%)

1t does not, however, recognize the probable continuance of the retardation in the
growth of building and loan association assets. Should this retardation continue, or be
accentuated, it is likely that building and loan assets will not exceed savings bank
assets until some few years later,
in the case of the asset figures. The difference in the relative
slopes of the curves, nevertheless, is even greater than in the
asset figures, building and loan association membership exhibit-
ing an annual average rate of growth between 1924 and 1928
four and one-half times greater than the rate of growth in the
number of savings bank depositors.

Tasie 7

Dercentage Changes in Membersbip of Savings Banks and Building and Loan Associa-
tions in the United States, by Five-Year Periods, 1900 10 192§

(1925 t0 1930 estimated)
PERCENTAGE INCREASE IN PERIOD

PERIOD SAVINGS BANKS B. & L. ASSOCIATIONS
Betwecn 1900 lnd 190§ +26.0% + 9.8%
190§ 1910 +18.8 +32.1
* 1910 " 1918 +23.4 +53.7
. 191§ * 1920 + 1.3 +48.8
“ 1920 “ 192§ +28.3 +99.2
“ 1925 “ 1930 (estimated) + 9.5 +62.0
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In the course of the past twenty-eight years (19oo to 1928)
building and loan membership in the United States has grown
from approximately one and one-half millions to twelve mil-
lions, an increase of 702 per cent. Building and loan members
in the United States are not yet as numerous as savings bank
depositors, but if the present relative rates of growth continue,
the former should overtake the latter by 1933.°

Growth of Building and Loan Associations
in New Jersey

-The situation in New Jersey is quite similar. Here the assets
of building and loan associations, although they increased less
markedly than the assets of savings banks between 1900 and
1905," have been growing much more rapidly than the latter
since 19o§. In absolute amount, building and loan association
assets actually overtook savings bank assets between 1910 and
1915. In 1928 the assets of the former amounted to $1,032 mil-
lions, of the latter to $323 millions.

Since 1920 the growth of building and loan association assets
in New Jersey (relative to the growth of savings bank assets)
has been greater than the relative growth of association assets in
the country as a whole. It should be pointed out, however, that
although the average annual increase of building and loan asso-
ciation assets in this State since 1924 has been 20.8 per cent, and
that of the savings banks §.7 per cent, the retardation in the rate
of growth of building and loan assets has been more marked,

8 The annual percentage changes in rate of growth since 1924 have been:

SAVINGS BANK B. & L.
DEPOSITORS MEMBERSHIP
1924 over 1923 +47% +188%
1925 “ 10924 +49 + 156
1926 “ 1925 +34 + 79
1927 “ 1926 -—23 + 63
1928 “ 1927 + 13 + 58
(Annual average +2.4% + 109%)

7 See Table 8, and Chart VI. In New Jersey, savings bank assets were increasing
2.6 times as rapidly as building and loan assets, and in the country as a whole,

2.8 times as fast.
[ 24 ]
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Tasre 8

Percentage Changes in Assets of Savings Banks and Building and Loan Associations in
New Jersey, by Five-Year Periods, 1900 to 192§
(1925-1930 estimated)

rRIOD SAVINGS BANKS B. & L. ASSOCIATIONS
1900~190§ +41.1% + 18.2%
190§ -1910 +120.4 + 459
1910~191§ +21.9 + 66.2
1915-1920 +52.7 + 66.0
1920-192§ +129.0 +170.2
192§-1930 (estimated) ® +35.0 +148.7
® Annual percentage changes:
1914 over 1913 +6.3% +22.3%
192§ * 1924 +6.2 +31.1
1926 * 1928 +4.8 +172.7
1927 * 1936 +6.5 +16.6
1928 ¢ 1927 +3.8 +16.5
Average (1924-1928) +59% +20.8%

since 192§, than the retardation in the rate of growth of the
assets of the savings banks. Between 1920 and 192§ building
and loan association assets increased almost six times as rapidly
as savings bank assets; since 192§ the present rates of growth
indicate that between 192§ and 1930 they will have increased
not much over four times as fast.

Similar conclusions may be inferred from the membership
figures (Table g and Chart V1). In the 19oo-19o§ period, sav-
ings banks were growing much more rapidly than were the build-
ing and loan associations; but, since 1go§ the latter have been
advancing by leaps and bounds, overtaking the former, in abso-
lute amount, in the 191§-1920 period. In 1928 there were
§14,368 savings bank depositors in the State. In the same year
there were 1,195, 5§10 members of building and loan associations.

From 1920 to 192§ the growth of building and loan associa-
tion membership in New Jersey relative to savings banks was
greater than the relative growth of building and loan associa-
tions in the country as a whole. But, since 1924, building
and loan membership in New Jersey, although increasing more
rapidly than savings bank membership, has not been holding its

C251]



Crart vi: GRowTH oF BUILDING AND LoAN Assoc1aTioNs AND SaviNes BaNks IN
New Jersgry, 1900-1927 (Ratio Scale)

(See Appendix, Table B)
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A BUILDING AND LOAN STATE

TasLz 9
Percentage Changes in Membersbip of Savings Banks and Building and Loan Associations
in New Jersey, by Five-Year Periods, 1900 fo 192§
(1925-1930 estimated)

PERIOD BAVINGS BANKS B. & L. ASSOCIATIONS
1900-190§ +29:5% + 32%
190§-1910 +15.6 + 38.8
1910-191¢§ + 7.9 + 570
191§-1920 M +a1.7 + 51.6
1920-192§ +15.1 +136.6
192§~1930 (estimated)® +127.6 + 733

® Annual percentage changes:
1924 over 1933 + 55% +15.3%
1925 ' 1924 + 2.8 +27.1
1926 * 1926 +26.8 ) + 7.5
1927 ** 1926 ©—-139 + 7.7
1928 “ 1927 + 30 + 2§
Average (1924-1928) + 48% +12.0%

own in relation to the rest of the country. Here the increase in
building and loan membership will be 6.§ times as great as the
increase in savings bank depositors if the present rates of growth
continue through 1930. However, since the savings bank mem-
bership figure for the United States exhibits a retardation in
growth since 192§ (see Table 7) from 28.3 per cent to 9.5 per
cent, and the New Jersey savings banks exhibit an acceleration
from a five-year increase of 1§.1 per cent to 27.6 per cent, the
relative falling off in building and loan membership growth in
New Jersey can be accounted for partly by the relatively slow
rate of growth of savings bank membership throughout the re-
mainder of the country.

Compared with Otker Institutions for Saving

Chart VII exhibits the growth, since 1910, of all savings in
banks and building and loan associations in New Jersey and
compares this with the growth in total population. Conclusions
as to per capita saving, however, would have to take into ac-
count the shrinkage in the purchasing power of the dollar since
1910.
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CHarT vi1: GROWTH oF ALL SAVINGs ACCOUNTS IN BaNks aND BuiLpiNg anp
LoaN AssociatioNs Comparep wiTi GROWTH oF POPULATION.
’ New JerseY, 1910-1927
(See Table 10)
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Charts VIII and IX, which should be interpreted together,
portray graphically the increasing relative importance of sav-
ings in building and loan associations in comparison with
savings in other institutiors. In 1910 building and loan share-
holders’ accounts constituted 2.8 per cent of all institutional
savings in the State, and savings bank deposits 33.4 per cent.
By 1928 the former accounted for 40.4 per cent and the latter
for only 12.7 per cent. The most striking fact in the obser-
vation is the relative decline in the importance of savings
bank deposits. Time deposits in trust companies have just about
held their own, relatively. Time deposits in State banks have
accounted consistently for less than three per cent of all institu-
tional savings. Building and loan shareholders’ accounts and
savings deposits in National banks have absorbed the savings
which otherwise, in all probability, would have found their way
into the savings banks.
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AABLE 10
Growtb of Savings Deposits, Time Depouits, and Building and Loan Association Sharebolder Accounts, New Jerscy, 1910-1918
(Value figures expressed in thousands)

TRUST COMPANIES*f| NATIONAL BANKSTS STATE BAXKS® SAVINGS BANKS® (8. & L. ASSOCIATIONS® TOTALS

PER PER rER rER pUK rER PER

YEAR TIME CENT TIME CENT TIME CEXT | DEPOSITS | cENT | sHamz- CENT | AMOUXT |cENT
oeposits | I~ | DErosiTs | Iw- | DEPOSITS N IN- | NOLDERS - m.
CREA'E CREA'E CREASE ICREA'S| CREASE jca'se

1910 $ 83,319 $ 41,501 $ 3,906 $105,228 $ 81,359 $315.313 T
191§ 528,371 §4.1 42,352 2.1 7,886 101.9 | 129,651 23.2 | 135,232 66.¢4 | 443492 | 407
1920 274,62¢ |113.9| 139,010 |228.2 22,677 187.6 | 203,482 §7.0| 314,821 s8.9 | 854,716 | 927
1921 289,853 55| 177,847 17.9 23,178 2.2 | 204,756 06] 257,574 19.9 | 953,308 | 118

1922 309,363 6.7 198,450 11.6 27,000 16.5 | 213,210 41| 304,122 18.1 | 1,052,148 | 10,4
1923 350,269 13.2 | 245,696 23.8 32,216 19.3 | 223,817 €0 | 362,448 19.3 | 1,214,446 | 154
1924 394,198 12.6 | 288,558 17.4 37,488 16.4 | 234,360 +7] 438,836 2Lt | 1,393.437 | 147
192§ 428,846 8.81 331,888 1§.0 42,614 137 247,547 56| $57,063 27.0 | 1,608,048 | 15.4

1926 476,381 1.1 | 369,178 1.3 46,820 9.9 | 260,233 st 657,337 18.0 | 1,809,949 | 12.6
1927 540,897 | 13.8| 395,200 | 70| $0,791 851 274,272 | 54| 721443 98 | 1,982,603 [ 9.5
1928 561,785 3.9 446,266 12.9 §1,157 0.7 1 287,576 49| 913,549 26. 2,260,333 | 140
1910-1928 §74-3 975-3 1209.7 173-3 1024.2 617.1
1920-1928 104.6 221.0 125.6 41.3 3253 164.8
1925-1928 310 348 20.0 16.2 64.0 4.6
PERCENTAGE DISTRIBUTION
1910 26.4 13.2 1.2 334 26.8 100.0
191§ 28.9 9.5 1.8 29.2 30.8 100.0
1922 321 16.3 2.7 23.8 25.1 10¢.0
1921 30.4 18.7 2.4 a1.§ 27.0 100.0
1922 29.4 18.9 2.6 20.3 28.9 100.0
1923 28.8 20.2 2.7 18.4 29.8 100.0
1924 28.3 20.7 2.7 16.8 38 100.0
192§ 26.7 20.6 2.7 15.4 34.6 100.0
1926 26.3 20.4 2.6 14-4 36.3 100.0
1927 27.3 19.9 2.6 13.8 36.4 100.0
1928 24.9 19.7 2.3 12.7 404 100.0

*Data from Annual Reports of the Commissioner of Banking and Insurance,

tIncludes time deposits and certificates of time deposit.
Wachi
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CHaRrr vitr: CHANGES IN THE COMPOSITION oF Savings 1N NEw JERSEY, 19101928
(Percentage Disiribution Diagram. See Table 10)
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A BUILDING AND LOAN STATE

In absolute amount (as Table 10 demonstrates) the savings
in all institutions, including the savings banks, have increased.
The rate of growth, however, since 1920, has been far more
rapid in the case of the building and loan associations than in the
case of any other single institution. The curves in Chart IX,

Cuany 1x: Rates or Growrs or Savincs anNp Timz Drrosits 1n NaTionar Banks,
StaTx Banks, Trust CoMPANIES AND SAvINGS BANKS, AND OF SHAREHOLDERS'
Accouwts 1% Buioine anp Loan Associamions, New JERsEY, 1910-1928

(Ratio Scale. See Table 10)
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which are all in ratio scale, indicate this clearly, showing for the
period 1920-1928 an increase in building and loan shareholders’
accounts of 32§ per cent, and in savings deposits in National
banks an increase of 221 per cent. Since 192§ building and loan
associations have maintained the lead, having increased sixty-
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BUILDING AND LOAN IN NEW JERSEY.

four per cent between 192§ and 1928. Savings deposits in Na-
tional banks maintain second place and time deposits in trust
companies are now in third place as to rate of growth, having
increased thirty-one per cent in the same three-year period. Sav-
ings in State banks and savings banks follow with increases of
twenty and sixteen per cent respectively. Savings bank deposits
trail throughout, having increased only forty-one per cent in
the eight-year period (1920-1928) and 173 per cent in the
eighteen-year period (1910-1928).°

Growth in Other Leading States

Earlier in this chapter’® it was seen that New Jersey today
ranks first, among the seven leading building and loan states,
so far as building and loan association assets per capita of popu-
lation are concerned.

TabLE 11*

Seven Leading Building and Loan States Arranged in Order of Percentage Increase in
Building and Loan Assets per Capita of Population, 1900-1928

STATE PERCENTAGE INCREASE STATE PERCENTAGE INCREASE
1900-1928 19201928
Massachusetts 11189, Pennsylvania 339%
New Jersey 896 New Jersey 257
Indiana 697 New York 216
Pennsylvania 676 llinois 171
Ohio 614 . Massachusetts 168
New York 592 Indiana 152
Illinois 472 Ohio 128

*Figures upon which these rates are based will be found in Table D in the Appendix.

The growth in per capita building and loan association assets
was more rapid in Massachusetts than in New Jersey from 1goo
to 1920. Since 1920, however, the rate of growth of the asso-
ciations in New Jersey has been exceeding the rate of growth of
those in Massachusetts. The rapid increase of the Massachusetts

8See Table C in the Appendix for an analysis of savings bank deposits and
building and loan association “due shareholders’ accounts” in seyen leading cities
in the State. It appears that in Newark the latter now exceed all bank deposits.

® supra, p. 13.
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A BUILDING AND LOAN STATE

Cuant x: Rates or Growrn or BuioiNg AND Loan AssoCiATION ASSETS IN
Massaciuserrs, Naw Jarsey, aNp PEnNsyLvaNiA, 1900-1928
(Ratio Scale. See Table 11)

1118%

V4 896%

676%
1900 1910 1920 1928

{I® YMOUsANDS)
Massachusetts New Jersey Pennsylvania

1900 $27.722 § 51128 $110.494
1910 61,499 86,602 178,000
1920 174,043 238,908 475,000
1938 516,138 1031429 1,340,056

associations in the earlier years, however, brings the total in-
crease in that State since 1goo to 1118 per cent.

In Pennsylvania, on the other hand, the rate of growth of
assets per capita since 1920 has been greater than in New Jersey,
as was also the case from 19oo to 1910. But, the relative retarda-
tion between 1910 and 1920 brings the total increase since 1goo
down to 676 per cent, as compared with 896 per cent in New
Jersey."

Distribution of Building and Loan Activity
in New Jersey.™

Essex County, due principally to the popularity of building
and loan associations in the Newark area, leads all the counties

10 It is unnecessary to repeat that in all of these charts only the slopes of the
curves are significant. The steeper the curve, the more rapid the rate of growth.
Parallel lines indicate equal rates of growth.

11 See frontispiece.
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TaBLE 12*

Number of Building and Loan Associations, Assets, Membersbip, and Per Capita of Population Figures, New Fersey by Counties

PERCENT- -
ASSETS AGE OF No. oF

PER popuLA- | PERSONS

COUNTY ?sszT)s RANK ::s';’: RANK Msn(ansxs)mp RANK POPE]LA’!‘I)ONT rank | GAPITA | TION REP- g_':g:‘)”;‘:
192 : 192 1920, OF  [RESENTED !
97 (1928) 947 ? poPULA- |BYB.&1L.| EACH

TION | MEMBER- l:s:N"‘ ‘
’ SHIP .
Essex $418,460,888 1 601 1 500,402 1 652,089 1 $642 76.7 1,085
Hudson 87,861,787 2 172 3 132,888 2 629,154 2 140 21.1 3,658
Bergen 64,394,578 3 88 5 77,281 | 4 210,703 4 306 367 2,394
Union 52,180,264 4 100 4 76,371 [1 200,157 5 261 38.2 2,002
Camden 50,640,446 5 174 2 80,902 3 190,508 6 266 42.5 1,095
Atlantic 39,992,738 6 52 8 43,836 § 83,914 10 476 §2.2 1,614
Passaic 39,503,247 7 * 74 6 54,578 6 259,174 3 152 211 | 3,502
Middlesex 29,983,633 | - 8 70 7 46,982 7 162,334 7 185 28.9 2,319
Monmouth 29,969,465 9 40 9 38,240 9 104,925 9 286 36.4 2,623
Burlington 13,067,694 10 28 10a 15,723 12 81,770 12 160 19.2 2,920
Mercer 11,029,440 1r 25 Ia 16,203 1 159,881 8 69 10.F 6,395
Morris 10,974,607 12 28 1ob 26,157 o 82,694 I 133 31.6 2,953
Gloucester 8,939,896 13 24 12 13,00 14 48,224 14 185 27.0 2,009
Cumberland 8,833,943 14 15 13 13,892 13 61,348 13 144 22.6 4,090
Cape May 7,408,753 1§ 2§ 11b 10,603 15 19,460 21 381 54.5 778
Ocean 4,466,867 16 14 14 6,835 16 22,155 20 201 30.9 1,583
Somerset 3,275,555 17 9 152 4,469 17 47,991 g 68 93 5,332
Warren 2,089,905 18 9 15b 3,674 18 45,057 16 46 8.2 §,006
Salem 1,576,913 | 19 51 17 2,073 | 19 36,572 | 17 43 57 7314
Hunterdon 1,091,770 20 8 16 2,020 20 32,885 18 33 6.1 4,111
Sussex §25,116 21 3 18 850 21 24,905 19 21 34 8,302
State $886,167,505 — 1,564 — 1,166,980 - 3,154,900 - $281 37.0 2,018

*Data from Annual Report, Department of Banking and Insurance.
1 The most recent year for which county population figures are available is 1920, Consequently the per capita figures-in this table
are inflated and are of significance only as indicating relative importance.



A BUILDING AND LOAN STATE

of the State in number of associations (38.4 per cent of
all associations in the State), in total building and loan assets
(47.9 per cent of the total on December 31, 1928), in total
membership (43.4 per cent of the total in 1928), in assets per
capita of population, and in the proportion of population rep-
resented by building and loan membership. Hudson County,

Charr x1°: Bunoine anp Loan AssociamioNn Assers anp Memsemsuir, Pea
Carira or PoruraTion, sy CouNTties IN New JEnsey, 1927

(See Table 12)
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BUILDING AND LOAN IN NEW JERSEY

its closest competitor for first place, has total assets of $106
millions (compared with $522 millions in Essex County on
December 31, 1928) and a membership of 135,000 (compared
with §19,000 in Essex County).

Table 12 presents the relative ranking of the counties of the
State with respect to each of these items and Chart XI presents
the per capita asset and per capita of population membership
figures. It will be observed that the relative per capita member-
ship corresponds fairly closely with the relative per capita
assets. Marked variation is found in only a few counties where
the per capita holdings appear to be above the average.

Summary

As an institution for savings, therefore, it is evident that
building and loan associations in New Jersey have been becom-
ing increasingly popular, until today they comprise the largest
single institution for saving in the State, with one association
for approximately every 2400 inhabitants, with assets amount-
ing to $270 per capita of population, and with a membership
representing almost one-third of the total population.
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CHAPTER III

THE THEORY OF THE BUILDING AND
LOAN ASSOCIATION

HERE is considerable lack of clarity in the minds of

many as to just what a building and loan association is."
That it is an institution of finance and that it is more or less
cooperative is probably universal knowledge. But the technique
of its operation, the source of its income, and its significance in
our economic life, are less generally understood.

A building and loan association is a financial institution. It
is cooperative in that its members, who save money together and
lend money to each other, all have an equal say in association
control. Itis usually (always in New Jersey) muzual in that its
members, borrowers and non-borrowers, share in the profits sub-
stantially in direct proportion to their investment. They are all
partners on an equal legal footing. More specifically, a building
and loan association is a corporation,® the purpose of which is to
furnish investors with convenient facilities for systematic and
profitable saving, and to provide borrowers with resources for
the erection and purchase of homes. Like credit unions, which
are also cooperative, they exist primarily for the man of rela-
tively small means. But, they differ in that the former confines
its investments to real estate mortgages and loans on its own
shares, whereas the latter deals in smaller amounts and for more
general purposes. The building and loan association is the spe-
cialist in small and medium-sized loans on real estate mortgage

1 Throughout the country different names are applied to these associations. In
Massachusetts, for example, they are known as Cooperative Banks. Elsewhere they
are known as Cooperative Savings and Loan Associations, Mutual Savings and

Loan Associations, etc. In England they are usually known as Butlding Societies.
2 They have been classified as “partnerships with corporate rights,” infra, p. 68.
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‘security ; the credit union is the general practitioner in the small
loan field. - '

To illustrate, suppose fifty persons form a building and loan
association, each agreeing to save five dollars every month, with
the end in view of accumulating a fund, for each, of $1000.
After two hundred months $1000 would have been saved by
each member and the total fund of $50,000 would be available
for distribution. However, the funds (dues) received periodi-
cally by the association from the members do not lie idle. They
are invested, and the accumulation of earnings thereon shortens
the period of “maturity” to something under two hundred
months. Further, those who conceived the building and loan
idea intended not simply to provide a means for cooperative
saving; they wanted to become home-owners, to “be their own
landlords.” Hence, they agreed that as soon as, and whenever,
the common treasury should contain $1000, this amount was to
be loaned to one of their own number on real estate pledged as
security.

At the end of four months, there would be $1000 available.
This is loaned, on mortgage and with interest, to one of the
members who is thus aided in building or acquiring a home. In
addition to paying his membership dues of five dollars each
month, he must pay interest for the use of the $1000. At the
end of eight months, anvther $1000 is available for a
second member. He also must pay interest in addition to dues.
At the end of twelve months another $1000 will be available;
and so on. Through cooperation, the borrowing members are en-
abled to become home-owners much sooner than they would
have been able, otherwise, and the sums paid as interest to the
association for the use of the common funds furnish the associa-
tion with a steady income.

Early in their experience associations discovered that the de-
mand for loans was so great that the savings of the borrowing
members were in themselves insufficient to provide the necessary
funds. Non-borrowing—or investing—members were then en-
couraged to place their funds with the association.
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THE THEORY OF THE ASSOCIATION

Naturally, some members are more anxious than others
to obtain the $1000 loan: In order to decide priority, the mem-
bers used to bid, as at auction, for the loans, and the member
bidding the highest became the first borrower. Such premium
charges, which exist today but in slightly different form, fur-
nish associations with an important secondary source of income,
and help shorten the maturity period.

Thus, sometime considerably before two hundred months
has elapsed (depending upon the rate of interest and the pre-
mium income) each of the fifty members receives his $1000.
If one hundred and forty months are required to reach maturity,
each member would receive $1000 in return for the $700 dues he
paid in, and the annual effective rate of return would be §5.92
per cent.’ The association then terminates, for its goal has
been achieved.

This, the so-called terminating association, early developed
fundamental weaknesses. All shares were issued as of the same
date, and members who joined subsequently were compelled to
duplicate the amount already paid in by each of the original
members, plus such dividends or profits as would place them all
on an equal footing. Consequently, each month it became more
difficult to become a member. And too, not enough of the mem-
bers were desirous of becoming borrowers. Too many were in-
terested only as investors. After a certain number of loans had
been made, the loanable fund grew far beyond the demand for
iton the part of the members. Persons outside the original group
who wanted loans could not be accommodated ; the necessity of
making back payments was too onerous. The only solution

% The reader should distinguish throughout between mominal and effective
rates of interest (dividend). “The effective rate of interest is interest actually
earned on 1 in a year. If interest 1s convertible more than once 2 year, the
resule is to give an effective rate greater than the nominal or quoted rate. Thus,

we may have a nominal rate 0.04, but if interest is payable semi-annually, the
effective rate is
(1.02)" — 1 = 404
That is, on a principal of $10,000 a nominal rate of 0.04 convertible semi-
annually gives in one year $404 of interest.” (See Rietz, H. L., Crathorne, A. R.,
and Rietz, J. C., Mathematics of Finance, p. 15.)

L3911



BUILDING AND LOAN IN NEW JERSEY

was to liquidate the association before the scheduled maturity
date, and before the anticipated fund of $50,000 had been
accumulated.

The terminating plan was too rigid and it soon gave way to
the continuous, or what has since come to be called, the serial
plan. This type is predominant in New Jersey today. Under it
shares (usually with monthly payments of one dollar per month
and a maturity value of $200) are issued in serées, annually,
semi-annually, quarterly, or monthly. New members may join a
current series at any time by making back payments on that
series only. This relieves the severe rigidity of the terminat-
ing plan and transforms the serial association into a perpetual
organization. There are no terminating associations in New
Jersey today.

The fundamental theory of the serial association is, however,
the same as the theory of the old terminating association. It is
really a combination of terminating associations operating

under the same management except that loans are made without
" regard to series. Each series runs its own course and matures
independently, though a single member may hold shares in a
number of different series. The excessive accumulation of idle
funds, however, which was a source of embarrassment to the
early terminating associations, is remedied by pooling the
funds and applying them to loans under later series. The funds
of the association are dealt with as a unit, so far as loans and
earnings are concerned. Profits of the association are appor-
tioned annually, semi-annually, or quarterly, among the vari-
ous series according to the time each series has run, and the
number of shares in that series.*

The capital of a building and loan association accumulates
from month to month and consists of the combined dues, inter-
est, premium, and fees paid in by the members. At the start the
association’s capital is but a collection of agreements to save co-
operatively and promises to pay interest on loans.

¢infra, p. 90.
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Details of operation vary greatly and some of them will be
discussed later. One development is the optional pay-
ment plan, under which the idea of series is abandoned com-
pletely. Investing members pay what and when they will, com-
pulsory payments being retained only for borrowing members.
This plan is even less rigid than the serial plan, in that mem-
bers may join at any time without making any back payments.

Underlying all plans of operation, however, is the funda-
mental theory of the building and loan association; namely,
cooperative saving for the purpose of creating a common fund
to be loaned to members who wish to own their own homes.
Plans and techniques of operation are infinite in their varia-
tion," but the basic theory is everywhere the same.

The profitableness of a building and loan investment is due to
the two principles of compound interest accumulation and the
sinking fund.

Compound Interest Accumulation

One of the basic principles underlying a sound savings plan
is continuous investment. Interest is a price which is paid for the
advance use of purchasing power and idle funds represent just
so much unused purchasing power. Such funds are similar, in

SIn New Jersey the serial plan is still predominant, although optional pay-
ment associations are growing rapidly, as Chapter v demonstrates. The optional
payment plan is similar to the Dayton, or Ohio Plan in so far as the idea of series
is abandoned and payments may be made and withdrawal accomplished at any
time. They differ, however, in that Dayton associations frequently accept deposits
(contractural obligations) at a fixed rate of interest. Dayton plan associations do
not exist in New jersey. Whatever the plan of operation, the building and loan
associstion in New Jersey is always a strictly mutual institution. There are no
depositors ; all shareholders are members of the association and share directly in
the profits.

In addition to serial associations and optional payment associations, and mid-
way between them, are the so-called non-serial associations, which are found
principally in Union County. Here there is no stated interval between series.
Payments may commence at any time but, once begun, each member’s shares con-
stitute a separate series, and payments become compulsory as in the serial associa-
tion, It is really a variant of the serial type, the distinguishing characteristic
being that membership can start at any time and no back payments are required.

For a concise discussion of some of the more important plans in use throughout
the country the reader is referred to Clark and Chase, Elements of the Modern
Building and Loan Associations, Chap. 1.
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essence, to idle merchandise on the merchant’s shelves. Both are
unsold salable goods; both indicate a failure to realize a realiz-
able income.

- Interest on investment should be reinvested immediately in
order to reap the gains of compounding. It is precisely because
the building and loan association provides automatic com-
pounding of dividends at an attractive rate that it has proved so
profitable to so many investors. Profits of associations, in so far
as instalment shares are concerned, are apportioned but not
actually paid to members except on withdrawal or at maturity.
The profits are reinvested automatically and continue to earn
dividends along with the dues actually paid in. The investor
is relieved of all administrative responsibility.

Chart XII illustrates the importance of compounding. It
compares the growth of a single investment of $1000 at six
per cent simple interest and at six per cent (nominal) interest,
compounded quarterly (or 6.14 per cent effective).®

Simple Interest
-Simple.interest is calculated only on the principal paid in,

and is directly proportional to time. Let

P denote the principal,

r denote the rate of interest,

n denote the-time in years, and

I denote the amount of interest.
Then, I == Pnr; that is, the amount of interest is equal to the
principal multiplied by the rate by the time. Thus, on a princi-
pal of $1000, six per cent simple interest for five years would be
equal to $1000 X § X 0.06 or $300. On the graph, the $1000
investment has grown as follows:

AT THE END OF PRINCIPAL INTEREST INVESTMENT
-1st year $1000 $ 60 $1060
3rd year 1000 180 1180
sth year 1000 300 1300
7th year 1000 420 1420
gth year 1000 540 1540
11th year 1000 660 . 1660
13th year 1000 780 1780
15th year 1000 ’ 900 1900

8 supra, p. 39, note 3.
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Cuary x11: Growrs or A Lump-Sum InvesTmenT or $1,000 vor Firreen YEArs
Az S1x Pea Cawy, Simprn INTEREST AND INTEREST AT
Quanreary Compounp CoMPARED

$2443
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$1000

o A A A ;3 A '
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Interest Compounded Quarterly

The interest rate is always expressed as an annual rate per
cent. Six per cent “‘compound interest” is a meaningless expres-
sion unless the period of conversion (compounding) is stated.
Thus, six per cent compounded semi-annually yields a return on
the total investment of three per cent every six months (6.09
per cent, effective rate) ; six per cent compounded monthly, a
return of one-half of one per cent every month (6.17 per cent,
effective rate), and so on.

Using the same symbols as were used above, we arrive at a
general compound interest formula. At six per cent, com-
pounded annually, the interest for one year will be P 4 Pr (that
is, $1000 4 $60 = $1060). This new amount now becomes the
principal (P) for the second year’s calculation. The interest on
itis (P + Pr)r; that is (1000 + 60) 0.06 or $1060 X 0.06 ==
$63.60, and the total investment becomes $1060 + $63.60 =
$1123.60. Algebraically,’ the investment at the end of the
second year is expressed § = P (1 + r)*. This formula also
- applies when the conversion period is oftener than once a year,
except that 7 is replaced by the rate for the period of conversion.
Thus, if the problem calls for six per cent, compounded quar-
terly, » becomes o0.01§ and n becomes 4 for a single year’s
calculation. For two years’ calculation, » remains 0.015 but »
becomes 8.°

7 Using the same symbols as were used above (text, page 42)—
S=pP+prt+(P+pPr)r
=p(tar+7r)

=pP(a+r)?
And, likewise, P (1 + r)? becomes the principal in the calculation for the third

year—
S=PO+nr+PO+1r)%
=PQ+n'0+n
=P(+r)?
Since each unit of principal at the beginning of any year will accumulate to 1 +r
“units at the end of the year, the amount of the investment may be arrived at by
multiplying the principal by 1 + r. The general formula for the amount (S), at
the end of n years, therefore, is
S=P(+n*
8 The same results may be obtained by using compound interest tables. Tables
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On the graph, the investment of $1000 at six per cent, com-
pounded quarterly, has grown as follows:

ORICINAL TOTAL TOTAL

AT THE END OF PRINCIPAL CAIN IN INTEREST INVESTMENT
185t year $1000 + $ 6136 = $1061.36
3rd year 5000 + 195.62 = 1195.62
sth year 1000 + 34686 = 1346.86
7th year 1000 + 51722 = 1517.22
gth year 1000 + 709.14 = 1709.14
11th year 1000 + 925.33 = 1925.33
13th year 1000 + 1168.87 = 2168.87
15th year 1000 + 144322 = 2443.22

The Two Compared

The difference is significant. One thousand dollars, if placed
at six per cent, simple interest, will grow in fifteen years to
$1900. If placed at six per cent interest, compounded quarterly,
it will grow in the same period to $2443.22. The difference,
after fifteen years, between the simple interest investment and
the compound interest investment is $543.22, or over one-half
the original investment of $1000. It pays to take full advantage
of compounding and this is what building and loan associations
do automatically for their members. The more frequent the con-
version periods at a given nominal rate, the greater the gain.

Instalment Investment

The illustration given above referstoalump suminvestment
of $1000. On instalment shares the difference between simple
interest and compound interest is also noticeable. Butof course,
as the time factor does not operate for the full period on the
entire amount paid in, the difference is not so great. The follow-
ing chart and table illustrate the difference for a fifteen year
period® between six per cent simple interest and six per cent
interest, compounded quarterly and monthly, for an instalment
giving effective rates at intervals of onctenth of one per cent hﬁve been con-
structed by W. Walter Streeter, Chairman of the Mathematical Committee of the
New Jersey League of Building and Loan Associations, but have not yet been
published.

? Building and loan association shares mature in considerably less than fifteen
years—usually from eleven to twelve years.
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investment of one dollar per month. At the end of the period
$180 has been paid in. At simple interest, the total investment
has grown to $261.4§ and atmonthly compounding to $292.27.
The difference between the two is $30.82 which is 17.1 per cent
of the total amount paid in.

Table showing accumulationy of $1.00 placed at 6%, interest (nominal) at the first of each
month; simple, quarterly compound, and monthly compound interest compared

ATEND OF  PAIDIN SIMPLE ANNUAL QUARTERLY  MONTHLY

INTEREST COMPOUND  COMPOUND  COMPOUND
Ist year $ 12.00 $ 12.39 $ 12.39 $ 12.40 $ 12.40
3rd year 36.00 39-33 39-44 3951 39-53
sth year 60.00 69.15 69.84 70.06 70.12
qthyear -  84.00 101.85 104.00 104.48 104.59
gth year 108.00 137.43 142.38 143.25 14345
11th year 132.00 175.89 185.50 186.92 187.25
13th year 156.00 217.23 233.95 236.11 236.62
15th year 180.00 261.45 288.39 © 291.53 292.27

Of course, savings banks, commercial banks, and trust com-
panies, as well as building and loan associations, provide facili-
ties for the automatic reinvestment of dividends (and interest)
and so also furnish the advantages of automatic compounding.
Two points, however, must be considered. First, how does the
rate of return on building and loan shares compare with the rate
of return on savings bank deposits? In New Jersey, as will be
shown in Chapter VI, the rate of return tothe long-time investor
is considerably higher to the member of a building and loan
association than to the depositor in a bank.

Secondly, in so far as the serial plan is concerned, the build-
ing and loan method provides a gentle force of compulsion to
the instalment saver. His deposits are made in the form of
dues and if he omits a payment he very often subjects himself
to a fine. It is claimed that this is highly desirable, from a psy-
chological point of view, since it reinforces the common fascina-
tion of watching savings grow with the contrary dislike of a
monetary fine, however small. This feeling, however, is not
universally concurred in.*

10 snfra, p. 180.
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The Sinking Fund Principle

Just as automatic and frequent compounding at a relatively
high rate attracts the investor to the building and loan associa-
tion s, also, on the money-lending side are there inducements
to the conservative borrower. Chief among these is the sinking
fund feature.

Funds are usually loaned only to members. The borrower
paysinterest for the use of the money (plus, very often, an addi-
tional premium charge). He gives his bond and a first lien
against his real property as security. In addition, he agrees to
subscribe to shares in the association, and these also he assigns
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as collateral for the loan. By the time maturity is reached, the.
value of the shares (if it is a fully amortized loan) equals the
amount of the loan.* The shares are then used to liquidate
the loan, the mortgage is released, and the borrower becomes
the full owner of the property.

The fact that the borrower is also a systematic investor in
the association means that as the life of the loan advances the
size of his investment increases. With dues of one dollar a
month per $200 of maturity value, this investment, after some-
thing like eleven or twelve years, will be sufficiently large to
- wipe out 2 loan of equal amount.

When the loan is made, and the shares subscribed, it is not
known when the value of the shares will equal the amount of the
loan. The maturity date depends upon the earnings of the asso-
ciation, since building and loan associations are strictly mutual.
Thus, in the following graphic illustration, where horizontal
distances represent time elapsed and vertical distances represent
dollars, only the amount of dues and interest to be paid in each
‘month are known at the start. The distances between O4 and
OB are not known, and cannot be known except as time passes.
The greater the profits of the association, of course, the sooner
will maturity arrive. When the distance AB plus BB’ (dues paid
in plus earnings apportioned) equals the distance 44" (the
amount of the loan), the loan is paid off and the mortgage and
the shares cancelled. '

This is nothing more than the creation of a sinking fund
which is invested in the association 'itself at an attrac-
tive rate of return. The borrowing member, by paying two
dollars per month (one dollar dues and one dollar interest) in-
stead of one dollar (in interest alone) on each $200 borrowed
has created a fund large enough to liquidate his obligation to the
association. Were it not for this fund, it would be necessary for
him to repay the entire loan at a stated future date; it would
then be a straight loan. Experience teaches that in a large per-

11In practice, loans are frequently repaid before share maturity is reached.

infra, p. 233
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In the left diagram five years have ehpsed Dues paid in total $60 and interest $60. Apportioned earnings amount to
$14.05 which, so far, is a return on the investment in shares of 7.8 per cent ( 1 rate) compounded monthly (8.36 per
cent effective rate). The more rapidly the distance AB’ grows the shorter will be the maturity period (horizontal distance).

In the right diagram eleven years have elapsed and the share has just matured at $200. Dues paid in total $132, as does
the interest. Apportioned earnings amount to $68, which is a return on the share investment of 7.3 per cent compounded
monthly. 48' (value of the share) equals 44’ (amount of the loan) and the former is applied to the liquidation of the latter.
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centage of cases straight loans are not repaid at the expiration
of their three- to five-year term. Instead, the borrower usually
has to refinance and still has the repayment of principal to
worry about.

Amortization through building and loan shares eliminates
this trouble and cost of re-financing through regular monthly
payments. The psychological result is as great as the principle
is simple. It is easier for the conservative investor to pay one
dollar a month for 132 successive months than to pay $200 in
- one lump sum 132 months from now, in spite of the heavier
monthly payments which such a repayment plan involves—
and earnings on his investment with the building and loan asso-
ciation are automatically and profitably invested for him.

Csol



CHAPTER IV

ASSOCIATION ORGANIZATION AND STRUCTURE

“The term ‘building and loan association’ . . . shall apply to and include all
corp ies, societies or auocuuonl or persons uung together under
a declaration of truu. commonly known as law comp s organized for

the purpose of enabling its members to acquire real estate, make improvements
thereon, and to remove incumbrances therefrom by the payment of money in
periodical instalments or principal sums; and for the accumulation of a fund to
be returned to members who do not obtain advances for such purposes, when the
funds of the corporation, company, society or association amount to a certain
sum per share, or otherwise doing business in the manner of what are commonly
known as building and loan associations. Any such association may operate under
either the serial plan or the optional payment plan, as its constitution shall
provide. Such association issuing shares at fixed times or in series and requiring
& given amount to be paid on each share at stated intervals shall be known as a
serial plan association. Such association issuing shares with a minimum payment
and not requiring & given amount to be paid thereafter on each share at stated
intervals shall be known as an optional payment plan association.”®
UILDING and loan associations in New Jersey are, for
the most part, relatively small. Assets average around one-
quarter of a million dollars and membership per association
between 750 and 800.* Lawyers in search of desirable contacts,
merchants in the hope of building up a prosperous clienttle, and
public-spirited citizens in general, unite in forming a mutual
and cooperative financial institution which aids in fostering
thrift and home ownership in the community. Often there is
some one guiding spirit who takes upon himself the necessary
details of organization and early operation and who later be-
comes the association secretary or association counsel.
Associations are incorporated upon executing, recording, and
filing a certificate of incorporation, which must set forth the
names, residences, occupations, and so forth, of those seeking
to form the association.” These must be at least nine in number;
1 General Building and Loan Association Act, Article III, Paragraph 75.

2 Arithmetical averages.
8 General Building and Loan Association Act, Article I, Paragraphs 1 and 2.

Csil



\

BUILDING AND LOAN IN NEW JERSEY

all must be citizens of the State and shareholders in the pros-
pective association. Also, it is necessary that $50,000 (maturity
value) in shares be subscribed before the association may start
business. :

The Commissioner of Banking and Insurance approves the
certificate and it is then recorded in the office of the clerk of
the county in which the association is to be located. Upon final
filing of the certificate with the Commissioner the association
receives permission to start business. But, if it fails to commence
within six months after the date of final filing the certificate

. becomes void. .

Building and loan associations are subject to direct supervi-
sion by the State through the Department of Banking and In-
surance. Such authority begins before the corporation comes into
existence, because it is only if the Commissioner of Banking and
Insurance is of .the opinion that the establishment of such an
association is warranted by community conditions and that it
will be of public service that he may authorize its creation.
Supervision continues throughout the life of the association*
and may, where the Commissioner considers that the association
is insolvent, is exceeding its powers, is violating the law, or that
its condition or methods are such as to make its operations
hazardous to the public, bring about either its legal death or
the removal of officers, directors, or attorneys.®

Names of Associations

Article I, Paragraph 3, of the 192§ Law requires that the
words “building and loan association” be embodied in the name
of every association. This is an historical remnant, for as will
be pointed out below, savings members far outnumber borrow-
ing members, and associations no longer buy, build and sell
properties on their own account as a matter of common prac-
tice. It has been suggested that the word “building” be dropped

4infra, p. 118. ‘

5 General Building and Loan Association Act, Revision of 1925, Article 1, Para-
graph 4; Article 111, Paragraphs 56, 58, 59.
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from the appellation, but each time the suggestion has been
passed by. It is probably well that this is so, for although asso-
ciations no longer are engaged directly in building construction,
their lending operations are confined chiefly to loans on present
or prospective buildings, principally homes. The word “‘build-
ing”’ serves to distinguish them clearly from other lending insti-
tutions and for that reason should be retained.

As in many other States, the law in New Jersey requires that
the name of each association be unlike that of any other asso-
ciation in the State. A name represents goodwill, is included
in the category of private property, and may not be appropri-
ated by another.

Human ingenuity has been taxed to evolve distinctive names
for the multitudinous associations. Many simply have adopted
the name of the town in which they are located. Others have
been more original and have sought to attract members by ad-
vertising elements of strength, thrift, the pride of home owner-
ship, civic pride, honesty and progressiveness. Witness such
names as: Security, Gilt Edge, Guarantee, Warranty, Old
Hickory, Economy, Opportunity, Home Lovers, Home Build-
ers, Our Town, Pride of Atlantic, Golden Rule, Big Brother
and Aggressive. Several represent racial groups and are
named accordingly, such asthe Garibalds, the Italian-American,
the Polish-American and the Lithuanian. At least one associa-
tion is directed solely by women and is named after Susan B.
Anthony. The Up-to-the-Minute, and the Mile Square were
eclipsed as to appropriateness, however, in the author’s estima-
tion, when he opened, almost four months late, an envelope con-
taining the questionnaire of the Long-A-Coming Building and
Loan Association.

Structure Types
Building and loan associations originated as mutual and co-
operative community enterprises. Although in some States®

s Clark and Chase, Elements of the Modern Building and Loan Associations
(Chapter 1) dglcribel some of these types.

[Ls31]
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they have evolved from the simple serial type of organization
to more complex forms, with guarantee stockholders, deposi-
tors, and other banking characteristics, in New Jersey they still
remain fundamentally true to the original pattern so far as
strict mutuality is concerned and in considerable degree have
retained the serial plan of operation.

Of the 1527 associations listed in the 1927 Annual Report of
the Commissioner of Banking and Insurance, 1416 (ninety-
three per cent) are serial associations. Of the 1002 associations
for which 1928 information is now available, gog (ninety-one
per cent) are of this type.

In the serial association dues are regularly payable—usually
one dollar per month on a share with a maturity value of $200—
and in case of default the member is subjected to a penalty in
the way of a small fine. Shares are issued in series” (annually,
semi-annually, quarterly, or monthly) and if one wishes to
become a member between the opening dates of new series it is
necessary for him to pay back dues. Serial association men
“'uphold their plan because of its technical simplicity, and on
the ground that it encourages thrift by imposing, through fines,
a system of gentle compulsion. The so-called non-serial asso-
ciations® possess the added advantage of elimination of the
waiting period between the jnception dates of new series. Each

7 (Based on reports of 823 associations.) In all counties of the State, except
Atlantic, Bergen, Essex, Mercer, Passaic and Union, the most frequent method is to

start a new series every six months. In the counties enumerated, the quarterly
method is most common. (See Table E in Appendix for tabulation by counties.)

FREQUENCY OF ESSEX COUNTY REMAINDER OF STATE

NEW SERIES NO.ASSNS. %0 DIST. NO. ASSNS. % pIST.
annually , 1 0.3 96 184
semi-annually 37 12.3 227 434
three times annually 22 73 17 3.3
quarterly 228 760 159 304
monthly 12 4.0 24 4.6
totals 300 100.0 523 100.0

8 Which are, in reality, serial associations operating on a monthly series basis,
and for purposes of analysis should be classed with serial, rather than with
optional payment, associations.
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member becomes a series unto himself. He starts whenever he
wishes and by that very act the association starts a new series.
From then on, so far as the individual member is concerned, his
position is the same as it would be in any serial associa-
tion. He must make his payments regularly, or pay a fine.

The most extreme departure from the serial plan in this
State is the optional payment plan, in which the idea of series
and enforced regularity in the payment of dues are eliminated.
Investing members pay a minimum initial amount per share,
but thereafter they may save as much, or as little, as often as
they choose. Fines are retained only for borrowing members;
the investor can never be in arrears.’

Optional payment men argue: (1) that their plan is more
flexible than the serial plan. It affords opportunity to adjust
savings to income, and is desirable particularly if one’s income
is subject to severe fluctuation. It has distinct advantages in
view of such hazards as illness, unemployment, and seasonal
slumps. (2) that it serves, by attracting the large investor, to
bring into the association large sums of money which results in
rapid association growth. (3) that it does away with the pen-
alizing of saving by eliminating fines. (4) that it does away
with the necessity of having to meet lumped maturities such as
serial associations encounter whenever a series matures, and
which at such times frequently necessitates the rejection of
worthy applications for mortgage loans.

Serial plan adherents argue: (1) that an indispensable char-
acteristic of the building and loan association is that it deals in
long-term financial transactions. It lends the bulk of its assets
on long-term mortgage security and this, though it yields the
association a handsome return, robs it of liquidity. It is essen-
tial, therefore, that members—whose funds are pooled and in-
vested in this way—remain with the association until their
shares mature. Ease of withdrawal necessitates, they claim,

8 At least one optional payment association, however, cuts the dividend rate if
the total payments in any six months’ period do not equal at least six times the

initial payment.
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greater liquidity of assets, and the tendency for optional pay-
ment associations to pay generous profits on early withdrawal is
said to be out of harmony with this thought.'® Also, the elimina-
tion of enforced regularity in the payment of dues in this type
of association lends uncertainty to the calculation of future
lending capacity. Regularity of dues and low withdrawal ra-
tios, they maintain, are best preserved in associations which
operate under the serial plan where fines are imposed on arrear-
ages and where only small profits are allowed in the event of
premature withdrawal. (2) that the serial association can be
every bit as flexible as the optional payment association
through the use of single payment and paid-up shares.** Failure
on the part of some serial associations to utilize these devices of
flexibility are not due to inherent weaknesses in the serial plan
but are simply evidences of extreme conservatism on the part of
the individuals concerned. (3) that the attraction to the large
investor offered by the optional payment association is a dis-
advantage rather than an advantage in times when the demand
for loans is light, for then the association finds itself with idle
funds on its hands and is forced to cut the price (premium
. charge or even the interest rate) of loans. This, in turn, causes
earnings to drop. They argue that paid-up shares can serve
the same function to better advantage. (4) that the sys-
tem of enforcing regularity in the payment of dues through the
levying of fines on delinquencies serves to inculcate habits of
thrift and () that the serial association has stood the test of
time as a predominant type in this State; that although there
are some very successful associations in the State that have oper-
ated under the optional payment plan for thirty-five years or
more, that does not guarantee that the same degree of success
would attend a wholesale shift to this type.

Later chapters will compare the two types of association with
respect to earnings and investment standing. The subject of the

10 §nfra, p. 107, for an analysis of withdrawal ratios.

11 ynfra, Chap. v.
L 561
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relative merits of the two plans of association operation is a
lively one in building and loan circles in New Jersey today.
Each type fulfils a need, and there is nothing to prevent a person
from belonging to both a serial and an optional payment asso-
ciation ; to the former to stimulate his will to save, to the latter
to take care of his excess savings, to serve as a sort of stabilizer
between prosperity and depression.

Optional payment associations have been increasing most
rapidly since 192§ in Essex County (see Table 13).
Also, the largest proportion of optional payment associations
(eleven per cent of all reporting associations in the County in
1928) is found in Essex County. In the remainder of northern
New Jersey from two to five per centoperate under the optional
payment plan, in central New Jersey from two to four per cent,
and in the southern portion of the State, two per cent.*

Optional payment plan associations tend to be larger than
serial plan associations (see Table 14). Over sixty per cent of
the serial associations reporting have assets of under one-half
million dollars; sixty-four per cent of the reporting optional
payment associations have assets in excess of that amount.™

This is not to agree, necessarily, with some of the partisans
of the optional payment plan in their contention that this plan
causes associations to grow more rapidly than does the serial
plan. It simply expresses a relationship, a coincidence, of two
phenomena, and logically, either may be cause and either may
be effect. It may just as truthfully be that the associations oper-
ate under the optional payment plan because they are large as
that they are large because they operate under the optional
payment plan. ‘

32 Uncertainty in the figures here. Sce notes to Table 13.

13 §128 OF REPORTING ASSOCIATIONS, PERCENTAGE DISTRIBUTION
OPTIONAL PAY~-

ALL ASSNS, SERIAL ASSNS.  MENT ASSNS,
Assets under $500.000 §9.4 per cent 608 percent  35.7 percent
Assets exceeding $500,000 406 ¢ 392 ¢ 643

1000 percent 1000 percent  100.0 per cent
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TasLE 13*

Growth of the Optional Payment Plan of Association Operation in New Fersey, by Geographical Divisions, 1905-1928

ESSEX COUNTY

STATE UNION COUNTY
NUMBER PER CENT OF vumsgr | PER CENTOF NUMBER PER CENT OF
ASSOCIATIONs | ALk ASSNS. AssOCIATIONs | ALL ASSNS. AssociaTions | ALLASSNS.
NUMBER opEraTING | FEFORTING NUMBER opsmaTING | REPORTING NUMBER opERaTING | EPORTING
YEAR | ASsocIATIONS OPERATING | ASSOCIATIONS OPERATING | ASSOCIATIONS OPERATING
REPORTING UNDER UNDER REPORTING UNDER UNDER REPORTING UNDER UNDER
PE':T;‘U“‘ PERPETUAL . PE':T;{““ PERPETUAL PE’:T;‘"AL PERPETUAL
PLAN PLAN PLAN
190§ 389 37 9.5 118 12 10.2 22 9 40.9
1910 513 37 7.2 193 12 6.2 26 II 42.3
1915 745 6o 8.1 306 18 5.9 42 21 50.0
1920 819 65 7.9 330 14 4.2 4% 25 55.6
NO. REPORTED | PER CENT OF ASSNS. REPORTED | PER CENT OF ASSNS. REPORTED | PERCENT OF ASSNS,
NO. | QPERATING |REPORTED OPERATING NO. | OpERATING [REPORTED OPERATING| N©° | OPERATING |REPORTED OPERATING
ASSNS.|  pnDER UNDER ASSNS. UNDER UNDER ASSNS.l  yNDER UNDER
P;i'r- op- | NoN- | OP- | NON- [OTHER pzi;- op- | NON- | op- | NON- |OTHER Pgi_}__ oP- | NON- | OP- | NON- | OTHER
Ing |TIONAL|SERIALITIONAL|SERIAL| THAN | |~ |TIONAL|SERIALITIONAL|SERIAL| THAN | " " |TIONAL(SERIAL|TIONAL|SERTAL| THAN
PAYT. | PLAN | PAYT. | PLAN [sERIAL PAYT. | PLAN | PAYT. | PLAN [SERIAL PAYT. | PLAN | PAYT. | PLAN [SERIAL
1925 | 1407 | — 82 —_ 5.8 5.8 | 545 — 19 — 35 35 82 - 35 — | 42.7 | 427
1926 | 1473} — | 92 | — | 62 | 62 | 576 | — | 25 | — | 43 | 43| 88 [ — | 39 | — | 443 | 443
1927 | 1527 | 34 77 2.2 | 0 | 7.2 | 603 26 19 43 | 32 75 [ 97 1 40 1.0 | 41.2 | 42.2
1928 | 1002 | 56 37 56 | 37 |1 93 ) 3631 39 2 107 | 0§ |12 | 66 2 27 | 30 | 409 | 439

*This table divides itself into two parts, the period from 1905 to 1920 and the period from 1925 to 1928. In the earlier period the

number of associations reporting to the State Department of Banking and Insurance was incomplete. Since 1925, however, the reports
have been practically complete so that the percentage figures for 1925, 1926, and 1927 are based on practically full data, The 1928
figures are based on an analysis of the individual reports of associations filed with the Department of Banking and Insurance.

From 1905 to 1925 all associations (other than the very few terminating plan associations then still in existence) operating under a

plan other than serial were classified as perpetual or permanent. In 1925 and 1926 all associations other than serial are classed as
non-serial (including the optional payment associations). In the 1927 report the term optional payment was introduced and an
attempt made to distinguish between non-serial and optional payment associations. The result is confusion, since in effect an asso-
ciation operating under the “non-serial” plan is a2 monthly serial association. There is, further, no specific provision in the law for
such a distinction. And, there is no way of knowing just how many of the associations reported as operating under the non-serial

plan are actually optional payment associations.
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13—Continued

REMAINDER OF

NORTHERN NEW JERSEY}

CENTRAL WEw jERseY}

SOUTHERN NEW jgaszy}

PER CENT OF PER CENT OF PER CENT OF
Fherer B RN ot | A i vl [P
YEAR | NUMBER orzmating | XEFORTING NUMBER opgraTING | RETOXTINO NUMBERR orEmaTING | DMEFORTING
ASSOCIATIONS UNDEX OPERATING- | AssOCIATIONS uNDER OPERATING |AssociaTiONS unoER OPERATING
REPORTING | o VAL UNDER REPORTING | o rvaL UNDER REPORTING | AL uUNDRR
PLAN PERPETUAL PLAN PERPERTUAL PLAN PERPETUAL
PLAN PLAN rLAN
1908 113 14 12.4 33 2 6.1 103 - - .
1910 130 12 9.2 34 2 6.1 130 —_ —_
191§ 172 tg 8.7 11 4 7-3 170 2 12
1920 18§ 16 8.6 68 6 8.8 191 4 2.9
NO. REPORTED| PER CENT OF ASSNS, NO. REPORTED | PER CENT OF ASSNS. REPORTED | PERCENT OF AssNS.
NO. | OPERATING |REPORTED OPERATING| NO. | OPERATING |REPORTED OPERATING| NO. | OPERATING | REPORTED OPERATING
ASSNS.|  UNDER UNDER ASSNS, UNDER UNDER ASSNS, UNDER UNDER
RE- |“op- | NON- | OP- | NON- |OTHER| RE~ | op- | NON- | O- | NON- |OTHER| RB- | OP- | NON- | OF- | NON- | OTHER
PORT- |T1ONAL{SERIALITIONAL|SER1AL| THAN | PORT- |71ONAL|SERIAL|TIONAL|SERIAL| THAN | PORT- |110NAL[SERIAL|TIONAL|SERIAL] THAN
ING | pavT, | PLAN | PAYT. | PLAN |SERIAL] INO | pAYT, | PLAN | PAYT, | PLAN [SERIAL] ING jpavT, |PLAN |PAYT. | PLAN [SERIAL
PLAN PLAN PLAN PLAN PLAN PLAN
1925 | 331 | — 14 — | 45 | 45 | 129 | — 8 — | 62 | 62 | 320 | — [1 — | 1.6 | 1.6
1926 | 343 | — 16 — | 47| 47| 136 — 8 — | 59| 59 | 330 | — ¢ | — |12 ] 12
1927 | 35§ 2 1 06 | 31} 37 | 139 1 6 o7 | 43 | 50 | 333 4 H 12 | o3 | 1§
1928 | 254 8 6 | 31 | 2.4 § 55 | 102 2 2 1.8 | 1.8 | 36 | 217 1 — | 23 — | 23
tCounties grouped as follows:
Northern New Fersey Central New Jersey Soutbern New Ferscy
Bergen Passaic Hunterdon Middlesex Atlantic Cumberland
Hudson Sussex Mercer Monmouth Burlington Gloucester
Morris Warren Somerset Camden Ocean
Cape May Salem



TanLe 14*

Distribution of Associations by Plan of Operation in Size Groups, New Fersey, 1928

STATE

ESSEX COUNTY

STATE, EXCLUDING
ESSEX COUNTY

NO. ASSNS, OPERAT- | PER CENT PER CENT PER CENT
SIZE GROUP ING UNDER OF ASSNS, NO. ASSNS.[ o AssNs, NO. ASSNS.| o pssNs.
(ASSETS) No. OPERA'ING| No. [OPERAINGgppp,'ingi No. |OPERAING|opppa’ing
ASSNS. seriar |oprronan| UNDER | assns. | UNPER [ yyppg. | gssws, | UNDER | yyppp
REPORTING | pyan |payment |OPTIONAL [REPOR'ING| OPTIONAL | gpT1oNAL [REPOR'ING| OFPTIONAL | gprroNaL
PLAN | PAYMENT | PAYMENT | o5 yMENT PAYMENT | p s yMENT
' PLAN PLAN PLAN PLAN PLAN
Up to $500,000 595 575 20 3% 172 13 8% | 423 7 2%
$500,000-$1,250,000 294 . 278 17 6 138 14 10 160 3 2
$1,250,000-$5,000,000 103 8g 14 14 52 9 17 51 5 io
Over $5,000,000 9 4 5 56 4 3 75 1 2 40
Total 1002 946 56 6 363 39 il 639 17 3

*“Non-serial” associations are included in the serial group. There is no way of knowing how many optional payment associations,
through error, reported that they operate under the “non-serial” plan.
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Management and Control

The shareholders of a building and loan association consti-
tute the membership of the corporation, and since associations
are cooperative, each shareholder is allowed but one vote regard-
less of the number of shares he may own. Shareholders meet an-
nually and a majority vote determines matters of general policy
and elects the directors of the association. Officers are elected
either by the Board of Directors or by the shareholders. Most
associations also provide in their constitution for the callmg
of special meetings for special purposes.

As in the case of the business corporatlon, the actual manage-
ment of a building and loan association is vested in a Board
of Directors. The State law requires that this board be composed
of not less than six directors, all of whom must be members of
the association. Continuity is provided for, without sacrificing
ultimate shareholder control, by requiring that at least one-
third of the board shall be elected each year.” The Board of
Directors may be empowered by the constitution of the associa-
tion to elect association officers, or that right may be, and often .
is, reserved for the shareholders at their annual meetings.’
Normally it is often difficult to distinguish, so far as attendance
is concerned, between a shareholders’ meeting and a meeting of
the Board of Directors, although instances are not lacking in
which shareholders, dissatisfied with the Board’s management
of the association, have stepped in and assumed active control.

Many investors are attracted to an association as much, if not
more, by the personal character of the directors and officers as
by the quality of the building and loan investment itself. It is,

1¢ The Statute (Article I, Paragraph 7) requires that they shall be elected “. . .
by ballot, at the annual meeting . . . ; the polls at every such election shall be
open for at least one hour, between the hours of nine o'clock in the morning and
nine o’clock in the evening, at such time as the constitution may designate.”

18 Information on this subject has been gathered from 196 associations. Of these,
ninety-three (47 per cent) vest the power to elect association officers in the Board
of Directors; seventy-three (37 per cent) reserve this power to the shareholders;
and thirty (15 per cent) split the power between the two, usually providing that

the president and vice-president are to be chosen by the shareholders, and the
other officers by the Board of Directors. (See Table F in the Appendix.)
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therefore, absolutely essential that the directors be men of the
highest integrity and as financially literate as possible. Dishon-
esty is unpardonable, but financial ignorance and lack of famil-
iarity with real estate values can often be quite as harmful to
the innocent. That there have been comparatively few cases of
fraud on the part of building and loan officials is a significant
commentary on building and loan association personnel. And,
those cases of fraud that have appeared have been rigorously
prosecuted.*

Directors usually meet once a month,"” at which time they
consider applications for loans, receive appraisal committee re-
ports, and look after the general affairs of the association. For
their services they sometimes receive a nominal fee but often re-
ceive nothing at all.*®

Officers

By State law every association is required to have a president,
vice-president, secretary, and treasurer, and is permitted to have
such additional officers as the members themselves deem
necessary.

The president of a building and loan association is usually a
man of some prominence in the community. His name serves to
attract members and to inspire confidence in the financial
soundness of the association, He is the presiding officer at all
meetings. He signs all checks, notes, and drafts of the associa-
tion, and is sometimes charged with the responsibility of ap-
pointing appraisal committees. He most frequently serves with-
out pay, although in some cases he does receive a small salary.
The vice-president’s chief function is to act for the president
when that officer is absent.

The treasurer is the custodian of all funds of the association

18 snfra, p. 114.

17 Of the 795 associations reporting on this point, in 753 (95 per cent) the direc-
tors meet once each month, in forty (5 per cent) twice per month, and in one, three
times, and in still another, four times. In all counties the monthly meeting is
most common. In Hudson County, however, twenty-seven per cent of the reporting
associations (78) provide for more frequent regular board meetings.

18 {nfra, Chap. xIt.
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and is charged by law with the responsibility of depositing them
promptly upon their receipt with a duly designated bank. In
some associations the treasurer does little more than this; in
others he is an accountant and is more intimately concerned with
association affairs. He is often on a salary basis.

The busiest officer of all is the secretary; in fact, in some
cases, for practical purposes, he is the association. He must be
able to meet people, to explain to them the theory of building
and loan association operation, and he must “know his town.”
On legal matters he must not be easily confused, and he must
not be a stranger to the intricacies of insurance, taxation, and
real estate values. He records the meetings of the association
and has general supervision over the accounts. In smaller
associations he is himself the bookkeeper. He, together with
the president and treasurer, signs all checks of the association.
He renders annual reports, and in general is the contact man
between the association and the public.”® Some of the larger
associations employ an assistant secretary and an assistant
treasurer and a number of clerical workers.

Most associations retain an attorney (or solicitor) who rep-
resents the association in legal matters. Many attorneys, acting
for several associations, have become specialists in building and
loan work. It has been an inviting field to many young attorneys
and they have not been blind to their opportunities. In some
cases the attorney is relied upon to secure most of the applica-
tions for new loans.

Special committees are usually appointed by the Board of
Directors, for special purposes. The most important of these is
the Appraisal Committee. Its function is to examine and ap- -
praise the real estate and buildings of applicants for loans and
to report to the association their opinion of the risk involved
and the amount that can be loaned safely. For this service the
borrower usually is required to pay a fee,” which is quite gen-

19 For discussion of salaries, see Chap. x11.

204nfra, p. 121.
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erally retained by the appraisers as compensation for their time
and effort. In about one-half of the associations this committee
is of the rotating type; that is, the members of the Board are
grouped into teams and each team makes an appraisal, either by
turn, or according to. the locality of the loan. In about one
quarter of the associations the appraisal committee is a standing
committee, in office for one year or longer. In the remainder, the
committee is appointed for the occasion by the Board, through
the president.”

In most cases (9§ per cent of the 193 associations reporting)
the association does not utilize the services of other than asso-
ciation directors on the Appraisal Committee. In the others,
real estate or construction experts, who are shareholders of the
association, are frequently called in for this purpose. .

21 Of the 197 associations replying to this question, 104 (53 per cent) report

rotating committees, fifty-one (26 per cent) standing committees, and forty-two
(21 per cent) appointed committees. See Table F in the Appendix.
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CHAPTER V
SHARES AND SHAREHOLDERS

N AN earlier chapter it was indicated that the original func-

tion of a building and loan association was to aid the mem-
bers in acquiring homes of their own. Soon, however, non-
borrowing or investing members appeared on the scene, and
today they are far more numerous than are the borrowing
members. They feed the fund which makes lending operations
possible. Nevertheless, it must not be overlooked that it is the
borrower who furnishes the demand and pays the price for the
loans which make the building and loan wheels revolve.

Experience teaches that three investing members are needed
to supply the funds required by one borrowing member. Since

Tanuz 15°

Borrowing and Non-Borrowing Membersbip, Building and Loan Associations
in New Fersey, 1900-1928

TOTAL BORROWING MEMBERS NON-BORROWING
MEMBERSHIP MEMBERS
YRAR AT CLOSE
OF FiscAL NUMBER |[PERCENTOF| NUMBER |PER CENTOF

YRAR TOTAL TOTAL
1900 129,131 30,863 23.8 98,268 ° 76.1
1902 134,831 31,478 23.3 103,353 - 76.7
1904 117,989 33,069 2¢.8 94,940 74-2
1906 137,896 350435 5.7 102,461 743
1908 157,354 39378 25.0 117,979 750
1910 178,622 44,310 24.8 134,312 782
1912 219,418 §2,109 23.7 167,709 76.4
1914 265,509 62,905 23.7 202,604 76.3
1916 299,913 72,658 24.2 227,248 758
1918 249,810 62,205 23.9 197,604 76.1
1920 426,264 95,676 224 330,588 77:6
1922 604,661 126,971 21.0 477,690 79.0
1924 792,967 162,827 20.§ 630,140 79-§
1926 1,084,381 214,422 19.8 869,859 80.2
1928 1,195,510 249,714 20.9 948,796 79-1

*Dara from Annual Reports of the Commissioner of Banking and Insurance.
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19oo the non-borrowing membership has been growing only
slightly more rapidly than the borrowing membership. In that
year the former constituted seventy-six per cent of the total
membership ; today it represents seventy-nine per cent.

Any person capable of entering into a binding contract, or of
acquiring property, may become a member of a building and
loan association simply by becoming an owner of one or more
shares in the association. Shares may be transferred, held by a
minor, held in trust, or held by a corporation.*

There is no restriction as to residence of shareholders,
although a member may borrow from a building and loan asso-
ciation on real property only if that property is located within
the borders of the State. Each shareholder over the age of six-
teen is entitled to one vote, and when shares are pledged for
loans, the pledgors may vote unless their shares have been
transferred on the books of the association. An important at-
tribute of a cooperative institution is that each member is
allowed only one vote regardless of the size of his holdings.
Large shareholders have no more to say in the affairs of a build-
ing and loan association than have the small shareholders. From
this angle it is an association of shareholders rather than an
association of capital.

The questionnaire sent out in connection with the present
study included questions fegarding the sex and residence of
shareholders, and trustee, and corporation holdings of shares.
The returns are too fragmentary to serve as the basis for conclu-
sive inferences as to conditions in all parts of the State. The
replies from sixty reporting associations indicate that men con-
stitute sixty-nine per cent of the total membership, women
twenty-eight per cent, and minors three per cent. Women and
minor members are apparently most numerous, relatively, in
Monmouth, Hudson, Essex, Bergen, and Atlantic Counties.

1 gmith, J. B. R., Supplement to New Jersey Corporation Law (p. 316), is of the
opinion that a corporation may subscribe for shares but may not “themselves
become subscribers to issues of capital or become incorporators.” Further,

“whether an association may hold shares of another, even though there be
statutory authority for transferring of shares, seems doubtful.”
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Tanee 16°
Sex and Residence of Building and Loan Association Members, New Fersey, 1928

SEX OF MEMBERS RESIDENCE OF MEMBERS

Number associations reporting.... 6o Number associations reporting.... 12§
Membership of associations Total membership of associations
i 45,615 reporting 109,282
Number members non-residents
of State of New Jersey.............. 7,199

Per cent non-resident members.. 6.6%,

*Tables presenting the same data, by counties, will be found in Table G in the
Appendix.

TaBLE 16A°
Data on Building and Loan Sbares Held in Trust and by Corporations, New Jersey, 1928

SHMARRS HELD IN TRUST

SHARES HELD BY CORPORATIONS

Number associations reporting.... 102 Number associations reporting.... 118
Number associations reporting Number associations reporting

sharesin truse.........oooooininnn 82 shares held by corporations...... 79
Per cent of associations reporting Per cent of associations reporting

having sharesin trust................ 80.4% having shares so held................ 66.9%

Total shares outstanding of asso-

Total shares outstanding of asso-
ciations reporting such shares..819,746

ciations reparting such shares..890,263

Number shares held in trust........ 11,210 Number shares held by corpora-
Per cent of all shares held in trust  1.3% tions 11,282
Per cent of all shares held by cor-
Por:ﬁnnl 1_4%

*Tables presenting the same data, 3y counties, will be found in Table G in the
Appendix.

About seven per cent of the shareholders (in 12§ reporting
associations) live outside the borders of the State of New
Jersey. The highest percentages of non-resident members are
found in Ocean, Cape May, Essex and Bergen Counties. The
figures for Ocean and Cape May Counties are too fragmentary,
however, to be wholly trustworthy. One would expect Bergen
and Essex Counties to show a rather high percentage of non-
resident members because of their proximity to the metropolitan
New York area.
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Shareholders’ Liability |

The question of shareholders’ liability in a building and
loan association is not clearly defined. Under the New Jersey
General Corporation Law,’ a stockholder in an ordinary cor-
poration is legally liable up to the entire amount (par value) of
his stock in case the corporation cannot meet the demands of its
creditors. The question then arises: Are the shareholders in a
building and loan association liable up to the maturity value
of their shares in the event of bankruptcy 2

The answer is not readily obtainable in the law, but in theory
seems clear. The par value of stock in an ordinary corpora-
tion represents present capitalization. The maturity value
of a building and loan association share, on the other
hand, represents fufure capitalization: more precisely, the ma-
turity value of a share is stated merely to determine wker the
periodic payment of dues by the holder of the share is to cease.
It seems logical to assume that, at any given time, the capital
of a building and loan association should consist of the dues
paid in up to that time, and that liability of the shareholder
should stop there. So far as the writer knows this question has
not been settled at law. The reader, therefore, is cautioned that
the assumption here made is an opinion based on logic and is not
an established fact in law.

The uncertainty arises from the peculiar legal status of
building and loan associations. Technically they are corpora-
tions, although the courts in some cases have declared them to be
partnerships endowed with certain corporate rights.* Sundheim
says: '

They are corporations in the nature of partnerships and, therefore,

much of the law applicable to ordinary corporations has no application to
them, yet they are corporations for profit and are subject to the constitu-

2 General Corporation Act, Section 21.
. 31In re Assigned Estate of the National Saving Loan and Building Association,
9 W.N.C. (Pa.) 79; Christian’s appeal, 102 Pa. 184, see page 189, Hawley vs. North
Side Bldg. etc. Assn., 11 Colo. A. 93; §2 P. 408; In re German Sav. and Loan

Assn., 253 Fed. 722.
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tional provisions and general laws relating to corporations, unless espe-
cially excepted, and the method of organization and procuring a charter
is the same as in all other cases, except that no bonus need be paid on the
capital stock. They are peculiar, for, while a stockholder in an ordinary
corporation for profit usually pays for his stock at once and does not
expect to be called upon for any further payments, in a building associa-
tion, stock is, with a few exceptions, paid for in instalments and when
full paid the holder is paid its par value and is compelled to withdraw.¢

Smith® is of the opinion that in the absence of statutory pro-
vision specifically covering the subject, “shareholders of build-
ing associations hold the same relationship to the association
with regard to corporate indebtedness that is held by sharehold-
ers in any other class of corporations. . . . Inasmuch, how-
ever, as insolvency of building and loan associations has been
held to occur whenever the assets do not equal the theoretical
value of the shares, and inasmuch as it is hardly probable that
corporate obligations will exceed corporate assets, the practical
effect of insolvency would be not to compel a further assessment
upon the corporate shares, but to provide a dividend propor-
tionately reduced to represent the holder’s liability for the cor-
porate debt. If an association, indeed, is found in so serious a
situation that its corporate assets are not sufficient to pay its
corporate debts there seems no doubt but that the shareholders
would be compelled to submit to an assessment, sufficient in the
aggregate to meet this corporate liability.”

Typesof Shares

There are four main types of building and loan shares in this
State: instalment, paid-up, single-payment, and juvenile.

Instalment shares are the oldest type and also the most popu-
lar.® All associations issue them, and ninety-four per cent of all

¢ sundheim, J. H., Law of Building and Loan Associations (second edition),

pp. 21 f.
8 Smith, J. B. R,, Supﬁlemeﬁl to New Jersey Corporation Lm, p. 256.
8 See Table 17 and Table H in the Appendix.
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building and loan members hold them. The maturity value is
usually $200 and the dues one dollar per month, although there
are many varieties and combinations of dues and maturity
values.” The State law® requires that all shares issued by an
association shall be of the same maturity value, but permits an
association to change the maturity value of all new shares at
any time. As a result we find some few associations, at any given
time, with old shares of one maturity value and new shares
of another.

When a person joins a building and loan association he sub-
scribes for such number of shares as will represent at maturity
the sum he aims to accumulate or for which he is able to pay.

7 Of the 944 associations for which data on this subject are available, 829 (88
per cent of those reporting) have but one type of share; namely, a maturity value
of $200 with dues of one dollar per month. The following summarizes the varie-
ties for the State as a whole:

MATURITY VALUE DUES NO. ASSNS.
$200 $1.00 mo. 888
200 25 wk. 20
200 90 mo. 1
200 . .75 mo. 1
200 .70 mo 7
100 .50 mo. 19
240 . l.oomo, 4
250 .50 wk. 1
250 1.00 bi-wk. 1
300 1.00 mo. 1
300 2.00 mo. i
Total associations reporting 944
Per cent of all associations in State reporting 6o.4
Per cent of associations reporting which have shares with a maturity value
of $200 (917 associations) 97.0
Per cent of associations reporting which have shares with a maturity value
of $100 (19 associations) 2.0
Per cent of associations reporting which have dues on a montkly basis (922
associations) i 97.9
Per cent of associations reporting which have dues on a weekly basis (22
associations) . 23

8 Article 111, Paragraph 74.
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Tasix 17

Sbares and Sharcbolders of Building and Loan Associations in New Fersey, 1928*

TYPR OF sHARS %0, OF SHARES  NO. MEMBERS AVERAGE PER CENT
OUTSTANDING HOLDING HOLDING OF ALL
PER MEMBER  MEMBERS
(1w SHARES) HOLDING
Instalment 14,590,503 1,124,987 13.0 94.2%
Paid-up 569,417 62,956 9.0 5.3
Single payment 22,032 2,603 8.8 0.2
Juvenile 18,358 4,064 45 0.3

*Table H in the Appendix gives same information in detail by counties. Data from
Department of Banking and Insurance (preliminary figures).

If he is a borrowing member and is borrowing on the regular
building and loan plan, this sum is determined by the amount of
his loan. If he fails to meet a payment on time he frequently
incurs a fine. The time of maturity, of course, depends upon
the earnings of the association; the higher the apportioned
earnings, the shorter the maturity period.

In this State today there are over fourteen million instal-
ment shares outstanding. These are held by over one million
persons,’ and represent an (arithmetical) average holding of
thirteen shares per member. The largest per capita holdings are
found in Atlantic County (16.5 shares per member) and the
smallest in Camden County (8.9 shares per member). In one
small county (Salem) instalment shares are the only type of
share issued. In every other county, instalment shares are sup-
plemented by other types.*

Some associations issue short-term instalment shares, These
usually mature at $200, carry dues of two dollars per month and
consequently arrive at maturity much earlier than the regular
one-dollar dues per month shares. Since compound interest is not
directly proportional to time, however, the life of the short-
term is always more than one-half the life of the full-term

® Not allowing for duplication in the reported figures.
10 see Table H in the Appendix for tabulation by counties.
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share.™ In the cases reported, such shares receive the same rate
of dividend as do the full-term shares.

!

Share Certificates

Shghtly more than sixty per cent of the 97 § reporting asso-
ciations issue share certificates, either as a matter of course or
upon request of the shareholder. The others rely upon the pass-
book method. The accompanying facsimiles of the share certifi-
cates issued by a large Newark association are in line with the
tendency toward the issuance of attractively engraved certifi-
cates. Building and loan associations are stock corporations and
share certificates serve to prove membership, which is a matter
of considerable importance where collateral loans or stock
transfers are involved.

Single-payment Shares .
Single-payment shares represent the payment of a lump sum
which, through the accumulation of earnings at the current
dividend rate, reaches maturity in approximately the same
period as an instalment share of the same maturity value.
Single-payment shares in this State usually call for an initial
payment of approximately $100 and mature at $200. A com-
parison is presented in Table 18 and Chart XIV of an in-
stalment share carrying dyes of one dollar per month and a
$100 single-payment share (both with maturity value of
$200) on a six per cent (nominal) monthly compound basis.
Single-payment shares are designed for the person who wishes
" to make a single long-term investment, and to allow the earn-

11Time required to mature a $200 share, at stated dividend rates (nominal),
earnings compounded monthly:

DIVIDEND FULL-TERM SHORT-TERM
RATE ($1.00 PER MONTH) ($2.00 PER MONTH)
4% 153 mos 3 days 86 mos 6 days
5% 145 10 83 14
6% I38 . 14 “ 8 29 “«
7% l32 [ lz a*® 78 4 19 L]
8% 126 ¢ 29 “ 76 “« 14 “*
9% 122 L] l * 74 [ l4 L

(See Robinsonian Maturity Tables, 1920 edition, p. go.)
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ings thereon to accumulate. The big advantage is automatic
compounding at an attractive rate. Once the original invest-
ment has been made the investor need have no concern about
having to re-invest the dividends.

TasLe 18

Compevison of Accumulation of Profits on Single-Payment and Instalment Shares,
Dividends at Six Per Cent (nominal) Compounded Monitbly*

SINGLE PAYMENT OF INSTALMENT OF $1.00 PER MONTH
$100

(vaLue) PAID-IN BOOK VALUE
After 12 months $106.17 $ 12.00 $ 12,40
“ 36 " 119.67 36.00 39-53
“ 60 " 134.89 60.00 70.12
o8y 1§2.04 84.00 104.59
* 108 ¢ 171.37 108.00 143-45
I &t R 193.16 132.00 187.2¢
I PV S 205.08 144.00 211.20

(Matures in 139 mos.) (Matures in 138 mos., 14 days)

*Six per cent per annum, compounded monthly is the equivalent of 6.17 per cent
effective. (supra, p. 39, n. 3.)

Single-payment shares have not been as popular as paid-up
shares." They are most commeonly found in Atlantic County and
the more rural portions of the State. Sussex County leads (on a
percentage basis) with two out of the three associations issuing
this type of share. Hunterdon County follows with seventeen
per cent of the associations reporting this type, and is followed
by Atlantic County (fourteen per cent), Warren (fourteen per
cent), Monmouth (twelve per cent), and Cumberland (eleven
per cent) Counties. There seems to be no marked correlation be-
tween the size of the association and the fact that it issues
single-payment shares. Small associations as well as large asso-
ciations issue them. Optional payment associations, of course,
do not need to issue them, since their regular shares usually take
full care of investors who in a serial association would be at-
tracted by the features of the single-payment share.

The average holding of single-payment shares is approxi-
mately nine shares per holding member, for the State as a whole.

12 This type is discussed in the section following. Also see Tables H and I in the

Appendix.
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CHART X1v: GROWTH OF SINGLE-PAYMENT SHARe (INiTiar INvEsTMENT $100)
AND GROWTH oF INSTALMENT SHaRe (Dues $1.00 PER MoNTH) CoMPARED,
S1x Per Cent Divipenps CompouNDED MONTHLY
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The largest per member holdings are found in Burlington,
Hunterdon and Camden Counties. Only two-tenths of one
per cent of all building and loan association members in the
State hold single-payment shares.

The amount (excluding profits apportioned) due single-
payment shareholders represents three-tenths of one per centof
the total liabilities of all associations in the State, although it
should be observed that this percentage has been increasing
slightly since 192§, when the amount due shareholders for sub-
scriptions on this type of share represented only one-tenth of
one per cent of the total liabilities. Of the associations reporting
fiscal data for 1928, single-payment share holdings are most
important, relatively (to total liabilities) in Sussex, Atlantic,
Cumberland, and Passaic Counties.*

The single-payment share is a comparatively recent innova-
tion and represents a successful attempt to satisfy the demands
of a well-defined type of investor, the man or woman desirous
of setting aside a capital fund and allowing it to grow through
automatic re-investment of earnings. Many other associations
have met this same demand, but have done it by adopting the
optional payment plan.

Paid-up Shares

The strain which serial associations sometimes experience
at maturity dates can seriously curtail their lending power.
The paid-up share was early evolved, in part probably, tomeet
this difficulty. Frequently the instalment savings member is not
particularly anxious to withdraw his shares when they reach
maturity but prefers, instead, to allow his capital to earn for
him a satisfactory cash dividend. The thought quite naturally
occurred, why not allow this money to remain with the associa-
tion? This was soon done, and such shares labelled paid-up or
full-paid. The next step, also quite logical, was to allow

18 gee Table U in Appendix.
1¢ See Table W in Appendix.
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members, or prospective members, to buy such shares outright
for cash.

In the case of the single-payment share (discussed above)
dividends are allowed to accumulate until the total of the
original investment and the earnings equals a stated maturity
value. Early withdrawal, as in the case of instalment shares, in-
volves a diminution in earnings. Paid-up shares, on the other
hand, yield regular cash dividends (sometimes erroneously
designated interest) at a stated rate, on a lump sum invest-
ment (the face value of the shares) which amount is returned, in
full, to the investor when he withdraws from the association.
In consequence, such shares bear a slightly lower dividend rate
than instalment and single-payment shares. They enjoy, how-
ever, no withdrawal priority and no preference as to participa-
tion in annual profits over other types of shares.'®* Holders of
paid-up shares are members of the association; they are not
creditors. And the funds which they hand over to the association
are not borrowed money from the point of view of the law.
~ The continued and increasing use of the paid-up share has
aroused some criticism, both from building and loan men them-
selves who perceive potential dangers lurking in the practice,
and bankers who assert that it gives the building and loan
associations an unfair competitive advantage. The savings
banker points out that the savings bank law limits the annual
rate of dividend return on savings bank deposits to five per
cent per annum.'” There is no such restriction on the rate of

15 Interest is a price paid for the use of funds and as such is definitely con-
tractual in nature. Dividend connotes a share in residual product (profit). Paid-up
shares in a building and loan association evidence membership and are in the
same category as instalment shares. They receive the stipulated rate only if the
earnings of the association permit.

Throughout this book the word interest will be confined to the contractual rate
borne by loans, and the word dividend will be used to designate residual profit.

16 Building and Loan Association Act, Article III, Paragraph 74.

17 Laws of New Jersey Relating to Savings Banks (1925), Article VII, Para-
graph 40. All profit over five per cent is to be retained by the bank as surplus
until this account amounts to fifteen per cent of the deposits. “The managers of

any savings bank whose surplus amounts to fifteen per centum of its deposits
shall, at least once in three years, divide equitably the accumulation beyond such
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dividend building and loan associations may pay on any of their
shares. Also, the savings bank law imposes limitations on types
of investment in order to preserve liquidity for the payment of
withdrawals, whereas building and loan associations are per-
mitted to lend on real estate mortgage without such limita-
tion.™

Paid-up shares are sometimes likened to savings bank de-
posits. They are fundamentally dissimilar, however, in that
the holder of paid-up shares seeks a regular cash income on a
lump sum and often permanent investment whereas the bank
depositor either allows his dividends to accumulate or draws
upon the principal as well as upon earnings. A number of
building and loan association leaders are of the opinion that
the opposition of certain bankers to building and loan asso-
ciations in the public press, and elsewhere, emanates from the
commercial banker, rather than from the savings banker, and
in his role, not as banker, but as an interested party in title
and mortgage companies. These companies sell to the public
five and one-half and six per cent guaranteed mortgage cer-
tificates which appeal to the same class of investor as do paid-
up shares. Although there are important legal distinctions®
between such certificates and paid-up shares, they are economi-
cally similar. They both yield a steady cash income on a
lump sum investment and both appeal to the conservative
income-seeker investor.

The critics of the paid-up share in the ranks of building and
loan association men themselves base their objections upon the
dangers which they sense in an excessive development of this
type of share. Although it is true that paid-up shares carry no
authorized surplus, as an extra dividend to depositors. . . .” Of the twenty-five
savings banks furnishing data on the subject, eight reported the declaration of
extra dividends in 1928, (infra, p. 110.)

1%¢nfra, p. 110,
19 The holder of 8 mortgage company certificate is a lender and receives con-
tractual interest. The holder of a paid-up share in a building and loan association

is a member of the association and receives dividends at a stated rate, in lieu of
full participation in profits, if earned.
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preference—either as to withdrawal priority or as to earnings—
over instalment shares, one would expect holders of paid-up
shares to be more likely to withdraw than holders of instalment
shares. When the instalment shareholder withdraws from the
association he is breaking his effectual agreement to remain with
the association until his shares mature and for so doing is re-
quired to suffer a diminution in the rate of dividend.* The
holder of a paid-up share already has received his dividends,
regularly and in cash, and upon withdrawal receives only his
original investment. Dividends, once paid, cannot be recovered.
It would appear to be necessary, therefore, that building and
loan associations be prepared to meet the expected heavier with-
drawals on the part of paid-up shareholders. This situation is
aggravated, the critics maintain, as paid-up shares grow in
greater proportion than instalment shares; for, up to a certain
indeterminate point the new funds arising from the dues pay-
ments of the instalment members are sufficiently plentiful and
are adequate protection. The danger point, if there is one, lies
-somewhere in the unpredictable future.*

So much for the fears, as fears. What does actual experience
teach? Have paid-up shares exhibited a high withdrawal ratio
in comparison with instalment shares, and if so, to what de-
gree?

The basis for such a comparison must be arbitrary as to
time. Withdrawals appearing on the income statement at the
end of any year can be compared readily with the dues outstand-
ing at the end of that year, but this underestimates the impor-
tance of withdrawals by including in the latter figure the
amounts received in new subscriptions throughout the year.
Conversely, a ratio of annual withdrawals to dues outstanding
at the beginning of the year tends to overstate the withdrawals

20 infra, Chap. vi.

21 Associations have been criticized, too, for resorting to the issuance of paid-up
shares as a substitute for borrowed money, a practice which—in so far as the funds
thus acquired are used for meeting maturities and paying withdrawals—represents

long-time borrowing for short-time purposes and is unsound in theory. See Chap.
" x for a financial picture of building and loan associations.

L7817



SHARES AND SHAREHOLDERS

by excluding from the base the amount of new subscriptions
received in the course of the year.

As the correct percentage lies somewhere between these two
extremes, both methods of computation are included in the
analysis which follows. The first three columns in Table 19 indi-
cate the ratio of withdrawals to dues outstanding in building
and loan associations, and the ratio of withdrawals to total
amount due depositors in savings banks, annually from 1916 to
1928, and are obtained by dividing the withdrawal figure by
the respective “due shareholders” (due depositors in the case
of the banks) figure at the start of each year. Columns four, five,
and six represent the same ratios except that the withdrawals
are related to the amount due shareholders (and depositors) at
the end of each year.

It is significant that paid-up shares exhibit a much higher
withdrawal ratio than do instalment shares, a ratio not far
below that which obtains in the case of the savings banks. Since
1916 the average annual ratios of withdrawals to amounts due
shareholders and depositors have been:

savings bank deposits —between 41 and 73 per cent
Building and loan paid-up shares — “ 30 “ 65 -
Building and loan instalment shares— 8“ 100

The figures from which these ratios have been computed in-
clude dividends but do not include payments on matured instal-
ment shares since these are definitely predictable and can be
provided for far in advance.

There is another angle, however, from which withdrawal
ratios should be viewed. The defender of paid-up shares argues
that a comparison based on the ratio of withdrawals to dues
outstanding is not to the point because the essential thing is
the ready cash at hand to meet withdrawals and that this is
intimately affected by current receipts. This is particularly
important, it is pointed out, inasmuch as paid-up shares repre-
sent such a small proportion of association business* and re-
ceipts from dues are so highly regular. In 1928, receipts from
paid-up shares accounted for only slightly over six per cent of

23 jnfra, Chap. x. See also Tables U and V in the Appendix.
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TaBLE 19*
Comparison of Withdrawal Ratios, Instalment Shares, Paid-up Shares, and Savings Bank Deposits, New Jersey, 1916-1928

RATIO OF WITHDRAWALS| TO RATIO OF RATIO OF WITHDRAWALS} TO RATIO OF
“DUE SHAREHOLDERS AT START WITHDRAWALS TO “DUE SHAREHOLDERS AT END WITHDRAWALS TO
YEAR OF YEAR” “DUE DEPOSITORS AT OF YEAR” ‘““DUE DEPOSITORS AT
BUILDING AND LOAN ASSOCIATIONS START OF YEAR” | BUILDING AND LOAN ASSOCIATIONS END OF YEAR”
INSTALMENT PAID-UP SAVINGS BANKS INSTALMENT PAID-UP SAVINGS BANKS
SHARES SHARES SHARES SHARES
1916 11.3% 47.2% 46.2%, 9.0% 29.8% 29.6%
1917 10.4 40.8 58.7 8.3 29.6 37.8
1918 10.7 46.7 §4.6 8.6 29.1 340
1919 9.1 36.8 81.5 7.3 23.5 41§
1920 9.2 §4.2 97.1 7.2 21.4 46.2
1921 9.4 123.0 76.1 7.1 . 334 44-5
1922 9.8 81.6 70.0 7-3 36.2 41.0
1923 9.8 88.0 84.4 7.3 352 45.3
1924 9.9 82.7, 76.2 74 33-5 42.9
192§ 1 bs 8o.5 1 1 439
1926 1 1 79-4 b b 43.8
1927 i b 75.0 b t 424
1928 113§ 48.48 ° 8.7§ 29.1§ °
Annual
Average 10.1 64.9 73-3 7.8 30.1 41.2
Annual Average
(excluding 1921) 10.2 58.5 73.1 7.9 29.7 40.8

*All figures include dividends as well as dues and deposits. “Due shareholders at st47t of year” and “due depositors at start of year”
obtained by subtracting receipts from shareholders and receipts from depositors during the year from the “due shareholders” and “due
depositors” accounts, respectively, at the close of the year. All data from the published Annual Reports of the Commissioner of Banking
and Insurance except the building and loan figures for 1928. These have been computed from figures appearing in the individual annual
reports of associations filed with the Deputy Commissioner.

tFigures from which these percentages have been computed do not include matured shares.

1Receipts and disbursements figures for building and loan associations have not been tabulated in the Annual Reports of the Com-
missioner of Banking and Insurance since 1924. )

§Based on the individual annual reports of 862 building and loan associations filed with the Department of Banking and Insurance.

©The Bank Report for 1928 does not include withdrawals from savings banks.
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total building and loan association receipts, amounted to less
than one-fourth of the receipts from instalment shareholders
and to less than one-third of the receipts from repayment of
mortgage and share loans.

Chart XV compares the ratios of withdrawals to respective
dues (and deposit) receipts, annually since 1900, in the case of
instalment shares, paid-up shares, and savings bank deposits.
Curve A is the savings bank ratio and has been obtained by
dividing annual withdrawals (including dividends) by the re-
ceipts from new annual deposits. Curves B and C indicate the
ratio of annual withdrawals of paid-up shares to annual re-
ceipts from new paid-up shares. (Curve B includes profits; curve
C omits them.) Strictly speaking, curve A is not comparable
with curve B because of the fundamental distinction between
bank deposits and paid-up shares. The bank credits dividends
to the depositor’s account but cannot predict at what time the
depositor will choose to withdraw them. The building and loan
association pays profits on paid-up shares in cash and knows just
when it will have to make such payments. The unknown ele-
ment is the time when the holder of paid-up shares will choose
to withdraw his principal. Therefore, curve A is more proper-
ly comparable with curve C, since both represent withdrawal
contingencies that cannot be foreseen with any degree of pre-
cision. Curve D represents the ratio of annual withdrawals of
instalment building and loan shares to annual receipts from in-
stalment dues.

It will be observed that, on this basis of comparison also, the
annual average withdrawal ratio is highest in the case of savings
bank deposits, and in building and loan associations higher in
the case of paid-up shares than in the case of instalment shares,
the annual average ratios (1goo-1928) being:*

savings bank deposits (dividends included) 95 percent
Building and loan paid-up shares  (principal only) 70 per cent
Building and loan instalment shares (dividends included,
matured shares ex-
cluded) 43 per cent

38 5ee Table J in Appendix.
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CHarT xv*: WiTeEpRaWAL Ratios, Savines Bank Deposirs, Paip-upr SHAREs aND INSTALMENT SmarEs CoMPARED,
NEew Jersey, 1900-1928
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* Curves represent ratios of annual withdrawals to annual subscriptions (or deposits). Based on Table J in Appendix,
Curve A represents ratio of withdrawals (including dividends) to new deposits of savings banks.
Curve B represents ratio of withdrawals (subscriptions plus profits) to new subscriptions of paid-up shares in building and loan associations.
Curve C represents ratio of withdrawals (subscriptions only) to mew subscriptions of paid-up shares in building and loan associations.
Curve D represents ratio of withdrawals (including profits) to new receipts of instalment shares in building and loan associations.
All figures, except those for 1928, are from the Annual Rep: of the C issi of Banking and Insurance. The breaks in curves B, C,
and D for the years 1925, 1926, and 1927 are occasioned by the failure of the Department of Banking and Insurance to tabulate receipts and
disbursements figures for those years, The 1928 ratios are based on an analysis of the individual annual reports of 862 associations.
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The savings bank curve (A) hovers about the 100 per cent line,
indicating that annual withdrawals just about equal annual
receipts from depositors. Building and loan instalment share
withdrawals (D) since 190§ have remained consistently below
one-half the amount received annually in instalment dues.

The long-time downward trend in both building and loan
curves—paid-up shares and instalment shares—is also marked.
This is probably due to the rapid growth of building and loan
associations; to the fact that the annual increase in receipts has
succeeded in keeping always a lap ahead of the annual increase
in withdrawals. The fact that the withdrawal ratios in the
case of paid-up shares tend to be lower after 1917 than before
—to a more pronounced degree even than the similar tendency
in the case of instalment shares—can perhaps be accounted for
by the evolution of the paid-up share. Originally it was
just what its name implies, a paid-up share; that is,
an instalment share which, having reached maturity, was not
immediately withdrawn but was allowed to remain for 2 while
longer with the association. Withdrawal of such shares is noth-
ing more than postponed withdrawal of matured instalment
shares. Since the War, however, paid-up shares have come to be
rather full-paid shares, representing new investment rather than
temporary hang-overs from matured instalment shares.” It is
the writer's opinion first, that this changed character of the so-
called paid-up share helps account for the pronounced drop
exhibited by the paid-up share withdrawal ratio curve, and sec-
ond, that with the increased use of paid-up shares the law of
averages operates more fully, introducing a greater degree of
stability in the aggregate.

The withdrawal ratio in the case of paid-up shares, however,
fluctuates widely, in contrast to both the savings bank and the
instalment share ratios. That is, in certain years, due either to
heavier actual withdrawals or to lowered receipts from new

3¢ The suggestion has been made that the name of this type be changed to

sncome shares.
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issues of such shares, or both,” the withdrawal ratio jumped
suddenly upward, cutting or coming close to the 100 per cent
line four times in the past twenty-eight years—which indicates
that in those years paid-up share withdrawals exceeded paid-up
share receipts.

It appears that paid-up shares are more erratic as to with-
drawal than instalment shares, due probably to the fact that
withdrawal of the former occasions no diminution in earnings
such as is involved in the withdrawal of the latter. On the other
hand, paid-up shares represent an investment for income rather
than a temporary deposit of savings and, as one would expect,
exhibit a lower withdrawal ratio than savings bank deposits.
The backbone of the building and loan industry isstill the instal-
ment share, which has exhibited (from 1goo to 1928) a low
withdrawal ratio and a high degree of stability. The habit of
regular thrift, once acquired, is a powerful force. And, to the
extent that instalment savers are also mortgage borrowers,
‘the realization that failure to pay dues regularly makes it just
that much more difficult to liquidate a loan and might even
involve the loss of real property or troublesome refinancing,
is equally powerful.

There are those in building and loan circles who maintain
that in the recent financial-crisis (October-November, 1929)
withdrawals by instalment shareholders in most northern New
Jersey associations were far heavier, relatively, than with-
drawals by holders of paid-up shares. The statement is based on

28 The fact that in the preceding analysis (of the ratio of withdrawals to dues
outstanding—see Table 19) the paid-up share withdrawal ratio excceded the sav-
ings bank withdrawal ratio in the years 1921, 1922, 1923, 1924 when withdrawals
were related to “due shareholders at the start of each year” but not when related
to “due shareholders at the end of each year” lends support to the assertion that
the high ratio of paid-up share withdrawals in 1921 and 1922 (when related to
receipts from new paid-up shares) exhibited in Chart XV, is due more to a rela-
tive drop in the rate of increase of paid-up share receipts than to a suddenly dis-
proportionate increase in actual withdrawal demands on the part of holders of
this type of share.

Note, however, the remarkable stability in the withdrawal ratio, in both analy-
ses, of instalment shares,
[ 841
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intimate contact with association operation, but figures are not
yet available to prove the point. The fact remains that between
1900 and 1928 paid-up shares were more subject to withdrawal
than instalment shares, in the State as a whole. The stock market
crisis of 1929 was severe and that the normal situation with
respect to withdrawals was seriously modified is not beyond the
bounds of reason.™

The paid-up share—together with the optional payment
plan of association operation and the single-payment share—
has performed, and is performing, useful service in providing a
degree of flexibility to building and loan associations not other-
wise obtainable, and in aiding the growth of the building and
loan association movement in general. But, because paid-up
shares exhibit a higher withdrawal ratio than instalment
shares, they should be kept supplemental to instalment shares.
As they come to occupy a greater degree of prominence they
will bear careful watching lest they be the entering wedge in
what may prove to be an undermining of the fundamental
building and loan principle and the substitution therefor of
the banking principle, with its concomitant, the requirement
that assets be kept liquid.”

The New Jersey Building and Loan statutes recognize the
potential danger of an excessive expansion of paid-up shares
and contain several safety clauses with reference to them.”
First, no member may hold paid-up shares in an association in
excess of two per cent of the liability of that association for dues
on instalment shares. Second, in no case may a member hold
paid-up shares of a value in excess of $2§,000 in any one asso-
ciation.” Third (a facilitating clause) “. . . paid-up shares
shall only be surrendered and withdrawn on the same terms and

2 jnfra, p. 262.

27 See Chap. x.

28 Building and Loan Association Act, Article I1I, Paragraph 74.

30 __ provided, however, that this limitation shall not apply to paid-up shares

that are received by a person by will or under the statute of distribution, or held
as collateral security.”
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under the same conditions as provided in the constitution for
the surrender and withdrawal of instalment shares; provided,
that agreements may be entered into by and between any such
association and any of its members holding paid-up shares, as
the constitution shall provide, whereby said members waive
participation in the general profits of such association in con-
sideration of a fixed profit on the paid-up shares.” :

The first two clauses are positive restrictions on associations
and prevent any member from holding so large a block of
paid-up shares in any one association that he might cause em-
barrassment to the association by withdrawal. The third clause
enables an association to protect itself by mildly discouraging
paid-up shares through the apportionment on them of a divi-
dend rate somewhat lower than the rate apportioned on other
shares.

In addition to the foregoing criticisms of paid-up shares,
there has been the sentimental objection that paid-up shares are
undemocratic, that paid-up shareholders are likely to be wealth-
ier individuals than instalment shareholders, and that this is
out of harmony with the democratic ideal of the building and
loan association. The argument is not significant, for each mem-
ber is allowed only a single vote regardless of the size of his
holdings. b

Paid-up shares have become more and more popular in this
State ; over sixty per cent of all associations now issue them. In
1899 the amount due paid-up shareholders represented only
six-tenths of one per cent of all liabilities. Today it accounts for
about ten per cent.*” Although they rank next to instalment
shares in numerical importance, only five per cent of all building
and loan members in the State are holders of this type (as com-
pared with ninety-four per cent who are holders of instalment
shares). Over 40,000 members hold slightly over 475,000
shares, which is an average holding, per member, of about

80 See Table U in Appendix.
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twelve shares (approximately $2400)." They are most com-
mon in the counties listed in Table 20.

Paid-up shares are popular with optional payment associa-
tions (eighty-four per cent of such associations issued them in

TasLs 20°
Data on Paid-up Share Holdings
county PRR CENT OF ASSNS, PER CENT OF ALL PER CENT OF TOTAL
REPORTING MEMBERS HOLDING LIABILITIES
WHICH 13SUR PAID-UP SHARES  REPRESENTED BY
PAID-UP SHARES PAID-UP SHARES

Essex 93.4 6.9 13.3
Adantic 89.3 13.7 26.9
Passaic 72.3 10,9 19.7
Bergen 70.0 4.8 8.4
Union 69.7 3.1 5.4
Cumberland 33 7.1 1.4
Suseex | 99 7.1 22.9
State 63.4 5.2 10.4

*For complete tabulation of paid-up shares, by counties, by size of association, and
by types of association, see Tables H and I in the Appendix.

1928) and tend, also, to be found most consistently among the
larger associations, all reporting associations with assets exceed-
ing five million dollars issuing them.

There is nothing in the State law to prevent a minor from
owning regular shares in a building and loan association. There
is, however, specific provision made by which associations are

1 Based on 975 reporting associations in 1928. This figure is, however, an arith

metical average. The largest single holdings of paid-up shares indicated by the
reports, by counties, are:

LARGEST LARGEST
COUNTY HOLDING COUNTY HOLDING
REPORTED
Hudson

Atlantic ... . 40,000
Essex ... . 87800 Gloucester .. 6,200
Bergen ..o 25.000 Ocean .......... 6,000
M h 25,000 Cumberland .. 5,000
Union et iene 35,000 Cape May ... 4,000
Passaic . . 25,000 Warren ........ 4,000
Burlington .. 3,000

SOMETrset ..........covvrneccircienen 3,000
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permitted to issue special shares called juvenile shares, to
minors. These are exempt from all fines, and the owners may
not be required to make regular or specific payments. They are
to bear, however, the same rate of dividend as the regular instal-
ment shares.

Juvenile shares offer an excellent opportunity for teaching
thrift in the community, an opportunity with potentialities as
great as the school savings banks. Unfortunately, the associa-
tions have not taken a great interest in this type of share; only
eleven of the 974 reporting associations issue them. They are
found in only six counties in the State (among the associa-
tions reporting),* and tend to be found in the larger serial as-
sociations. The 18,358 juvenile shares reported are held by
4,064 children which represents an average holding of slightly
higher than four shares per holding member. Juvenile share-
holders comprise only one-half of one per cent of the total
building and loan membership, but are more numerous than
single-payment shareholders. '

Summary

In this chapter the various types of shares issued by building
and loan associations throughout the State and statisticsrelating
to shareholders have been examined. It has been found that non-
borrowing members are more numerous than borrowing mem-
bers, that women and children constitute slightly less than
one-third of the total membership, and that less than ten per
cent of the members are non-residentsof the State of New Jersey.
The instalment share isstill the most popular type of share. Next
in order of popularity are paid-up, juvenile, and single-payment
shares. Each of these types has been examined, and some of the
more important of the adverse criticisms of paid-up shares con-
sidered. It was concluded, in passing, that there is still room for
considerable development of juvenile and single-payment
shares. :

82 1n Atlantic, Bergen, Essex, Hudson, Passaic, and Union Counties. See Table H

in the Appendix.
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CHAPTER VI

INVESTMENT WORTH OF BUILDING AND
LOAN SHARES

HE worth of an investment is judged by: (1) safety of

principal, (2) rate of earnings, and (3) marketability, or
convertibility into cash. The speculator is the professional risk-
taker and focuses his attention chiefly on the second and third
criteria. The investor, per contra, is interested in high earnings
only if safety of principal is not impaired. And, that particular
type of investor with whom we are chiefly concerned ; namely,
the average middle<lass saver is interested secondly in con-
verting his shares into cash should an emergency in his per-
sonal finances arise. With all his funds tied up in long-term
investments, unforeseen hospital bills, unemployment, and
other ill-fortune might prove highly embarrassing, if not dis-
astrous. Such thrift would be fallacious wisdom.

It is the purpose of this chapter to analyze the investment
value of building and loan shares in New Jersey from the
point of view of each of these criteria. We shall consider them,
however, in the order: (1) earnings, (2) convertibility into
cash, and (3) safety.

1. EarNINGs

It would be incorrect to compare simply the earnings of build-
ing and loan shares with the earnings of industrial and govern-
ment bonds. Bonds are usually of relatively large denomination
and pay simple interest. It is necessary for the investor himself
to reinvest these earnings if he is to enjoy the advantages of
compound interest accumulation. Savings bank accounts and
building and loan shares, on the other hand, are intended for the
small investor and both provide automatic compounding. For

L8 1]
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the typical middle-class wage-earner compounding the return
yielded by bond interest is difficult if not impossible; human
will is too weak and time seems too valuable. If buildingand loan
shares, therefore, yield a rate of return no higher even than that
offered by high-grade bonds it can with reason be claimed that
for the small investor, other things equal, such as safety and con-
vertibility, the share is'the better investment.

Apportionment of Profits

Building and loan profit apportionment procedure is a fasci-
nating, but somewhat technical, subject and cannot be entered
into here further than to present enough of the theory to make
clear the discussion which follows as to earnings on building and
loan shares.

All profits, above a certain minimum set aside as reserve' or
unapportioned profits, are apportioned among the shares (since
a building and loan association is a mutual institution) but not
necessarily actually paid to a member prior to the maturity date

~of his shares. Apportioned profits plus dues paid in constitute
what is termed the book value of a share. In serial associations
the book value of a share is ascertained by dividing the profits
apportioned to the series (determined by the age of the series)
of which it is a part by the number of shares comprising the
series or by actually ascertaining the value of a share according
to its age in months (equated time). In optional payment asso-
ciations each shareholder’s account is treated separately and
appears as such on the books of the association.

There are two plans for apportioning profits in general use
in New Jersey today, the simple interest (partnership) plan
and the compound interest plan. The former is the older and
still the more widely used.

Under the simple interest plan profits are apportioned ac-

18ee Chap. x. :

20f the §27 associations reporting on this point, 638 (69 per cent) use the
partnership plan, and 289 (31 per cent) the compound interest plan. Data by
counties will be found in Table K in the Appendix.
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cording to equated time, or to the number of months that the
association has had the use of one dollar of the investor’s money.
Thus in an association, shares in which carry dues of one dollar
per month, 2 member who has been making payments for
twenty-four months would be entitled to receive dividends for
300 dollar-months." The distributable profits (all up to that
date) are then divided equally according to the number of
dollar-months per series. The fundamental feature in this plan
is that every year (or however often apportionment occurs) all
—less the portion kept out as reserve or unapportioned—
the profits to date are distributed among all the shares in all
series. No apportionment is ever final, except the last in any
particular series; generous profits apportioned in earlier years
may evaporate in subsequent apportionments, and early lean
years may be compensated for by more substantial profits later
on. Accordingly, no member is assured of his earnings until his
shares finally mature or until he withdraws from the association.

The arguments usually presented in favor of this method are
(1) thatitdistributes the unforeseen or accidentally exaggerated
gains and losses of any one year among all the shares, (2) that
by tending to delay the maturity of the older series it acts as a

* For (sssuming payments to be made on the first of each month) the associa-
tion has had the use of :

$1.00 for 24 months $1.00 for 12 months
1.00 for 23 months 1.00 for 11 months
1,00 for 23 months 1.00 for 10 months
1.00 for 21 months 1.00 for 9 months
1.00 for 20 months 100 for 8 months
1.00 for 19 months 1.00 for 7 months
1.00 for 18 months 1.00 for 6 months
1.00 for 17 months 1.00 for § months
1.00 for 16 months 1.00 for 4 months
1.00 for 1§ months 1.00 for 3 months
1.00 for 14 months 1.00 for 2 months
100 for 13 months 1.00 for 1 month

Total  $1.00 for 300 months
Or, by formula, where N equals the number of months,

NN+1) _(24) (25) _
—4 —3@
2 2
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corrective in those associations which, because they utilize poor
apportionment systems, apportion too highly in earlier years
(illustrated by the practice of placing all gross premiums in the
apportioned profits for any given year) and (3) that it is simple
to use and is easily understood even by those who are not
mathematically-minded.* _

It is objected to, on the other hand, because (1) it conceals
current profits by merging them in with the past; a decline, for
instance, in the rate of profit in any given year can be hidden in
the total profit account, (2) it fails to take cognizance of the
fact that early members have been identified with the associa-
tion for a longer period of time, have borne their share of the
risks and losses throughout, and should be allowed a higher rate
therefor.

Almost one-third of the associations in the State have adopted
some form of compound interest apportionment. At least two
such plansare in use, the Dexzer plan and the so-called Com pound

Interest Scale plan.® In principle they are very similar in that
they distribute finally, in each period, the profits of the current
period only. Once apportioned, the profits remain with the share
and are considered as a part of the principal which cannot be
dwarfed by a subsequent falling off in the association’s rate of
earnings. Compound interest apportionment is used by optional
payment associations and is more acceptable, from the point of
view of investment theory, than the simple interest plan, pro-
vided the accounting system be sufficiently sound to prevent
apportioning as profits in any one year that which should be
spread over a number of years. The advantages of compound

4 The first and second arguments are sometimes used to justify the allowance of
small profits on early withdrawal, infra, p. 94.

5 Streeter, W. W,, “Apportionment of Earnings,” Building and Loan Guide (Offi-
cial Publication of the New Jersey League of Building and Loan Assaciations),
Vol. VI, No. 4, November 1927. This article distinguishes between the mechanics
of these two plans. Under the Dexter plan a different effective rate is apportioned
each year; under the Compound Interest Scale the same effective rate is maintained

-throughout.
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interest apportionment are the converse of the disadvantages,
listed above, of the simple interest plan.

There are some associations which apportion profits more
often than annually. Of 927 reporting associations, ninety-two
per cent apportion annually, seven per cent semi-annually, and
one per cent quarterly or monthly.* Comparison among associa-
tions as to rate of dividends on shares is thus rendered difficult
by the multiplicity of profit apportionment plans and frequen-
cies. The mere statement (usually made in the printed annual
statement for shareholders) that a certain per cent has been
apportioned is devoid of meaning for purposes of comparison.
An association operating on a simple interest basis and truth-
fully advertising “eight per cent profits apportioned in the
fiscal year just closed” might be paying its older shareholders
not more than the equivalent of five per cent per annum, com-
pounded quarterly. One association that has come to the writer’s
attention advertises “nine per cent on all dues paid in.” Techni-
cally, the statement is correct, but its effect is misleading since
it refers to simple interest. The nine per cent is allowed only on
dues paid in; profit is not allowed on earnings. On a share 132
months old this would amount (nine per cent simple interest) to
$197.84 which is equivalent to slightly less than seven per cent
nominal interest, compounded monthly (or 7.22 per cent, effec-
tive rate) on one dollar a month for 132 months ($199.14).

Another association advertises ““7.44 per cent earned on stock
during the year ending 1928.” On a monthly compound basis,
an eleven-year-old share in this association receives earnings
equivalent to something between five and six per cent per annum
on a monthly compound basis, and a member withdrawing from
the association before the fifth year actually receives less than
three per cent per annum compound interest (monthly). For
purposes of comparison, therefore, it is necessary to place all
associations on a uniform basis. Then and only then will the
rate per cent figure be significant.

€ See Table K in the Appendix for data on frequency of profit apportionment by
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Profits Allowed on Early Withdrawal

Savings banks and savings departments of commercial banks
allow dividends, or interest, already credited to be withdrawn,
in full, at any time upon the giving of due notice of withdrawal.
Building and loan associations usually allow the shareholder
who withdraws early only a part of the profits already appor-
tioned on his shares. The reasons for the practice arise out of
the unique character of the building and loan association.

First, and most important, is the fact that the members, upon
subscribing to shares in a serial association, agree to continue
payments for a stated period. Early withdrawal is a modifica-
tion of the agreement and is a demand for funds which most
often must come from the income of the association. As will
be emphasized in a later chapter’ the bulk of building and loan
association assets are invested in long-term real estate mort- -
gages, a practice which is possible and safe only if, and so long
as, the members allow their funds to remain with the associa-
tion. The more frequent, and the larger, the demands for with-
drawal on the part of the members the more important is the
question of association liquidity. High withdrawals and a high
degree of liquidity go together. Low withdrawal allowances
are a recognition of this basic fact and have been adopted in
order to discourage early withdrawal.

Second, there is the need for insuring against possible loss of
the investment of the withdrawing shareholder’s money. The
funds which he actually paid in up to the time of his withdrawal
have been invested in long-term mortgages. The funds he re-
ceives from the association upon withdrawal come out of the
association’s income. Should an investment loss develop afzer
he withdraws he is beyond reach for he is no longer a member.
Yet as a member of a mutual, cooperative institution he should
bear his proportion of the losses as well as of the profits. A low
profit allowance on early withdrawal seeks to effect equity from

this angle.

7 See Chap. x.
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Third, some associations apportion profits too generously in
the early years chiefly through the failure to spread gross pre-
miums over the whole period of the duration of the loans. Low
withdrawal values render it impossible for the holders of young
shares to cash in on this error.

Fourth, if early withdrawal is made too easy, say the adher-
ents of low withdrawal allowances, an important incentive to
thrift is eliminated. And inculcation of the habit of saving has
been, and still is, one of the strong arguments in favor of the
building and loan association.

To those borrowing members who are interested not in with-
drawing their shares but in allowing them to accumulate as a
virtual sinking fund over a long period of time in order to wipe
out a mortgage, withdrawal allowances are of but little conse-
quence. To the non-borrowing members, however, who might
otherwise place their savings in a bank, and to the borrowing
members who plan to use their shares to repay their mortgage
loans sometime before maturity of the shares is reached, this
practice is of prime importance. The following comparisons in-
clude both book values and withdrawal values, and in judging
the dividend rate it is necessary to keep the various types of
investor in mind ; those interested in the long-time pull (instal-
ment and single-payment shareholders); those desiring an
annuity to start at once ( paid-up shareholders) ; and those who
may have to withdraw their investment before maturity is
reached and who are, therefore, particularly concerned about
convertibility into cash.

Method of Analysis
In this and the following sections we shall analyze and com-
pare the dividend rate yield of (1) instalment shares in bulldmg
and loan associations operating under the serial plan, (2) in-
stalment shares in associations operating under the optional
payment plan, (3) paid-up shares, (4) single-payment shares,
and (§) savings deposits in banks.
Most serial associations publish, in their annual printed
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statement for shareholders, the book values and withdrawal
values of all instalment shares outstanding. The following is a

typical example:

@ @ 3 (a) ) 6 0 @)

SERIES YEAR  NO, DUES PROFIT  BOOK VALUE WITH-
ISSUED  OF PAID PER VALUE oF DRAWAL
SHARES SHARE PER SERIES VALUE
.SHARE PER SHARE
C 1917 31234 $132.00 $62.88 $194.88 $60,900.00 $161.04
D 1918 29834 120.00 51.97 171.97 51,376.04 144.00
E 1919 446 108.00 42.10 150.10 66,944.60 127.44
F 1920 412 96.00 33.26 129.26 §3,255.12 111.36
G 1921 373% 8400 2547 10947  40,852.67 95-76
H 1922 §9034 72.00 18.71 90.71 §3,586.93 80.64
1 1923 2284 60.00 13.00 %73-00 16,680.50 66.00
J 1923 188 §4.00 10.51 64.51 12,127.88 58.86
K 1924 323% 48.00 8.30 56.30 18,198.97 §1.84
L 1924 238 42.00 6.36 48.36 11,509.68 44-94
M 1925 457 36.00 4.67 40.67 18,586.19 38.16
N 1926 597 24.00 2.07 26.07 15,563.79 24.96
o 1927  322% 12.00 52 12.52 4,162.90 13.24

Regardless of the method of profit apportionment used by this
particular association, it is possible to compute the rate on any
basis—simple interest, annual compound, semi-annual com-
pound, quarterly compound, or monthly compound interest—
for any of the figures appearing in columns six and eight. Thus
the figure for series G in column six ($109.47) representing the
present (book) value of a share of 84 months’ life and which
has cost $84.00 in dues ($1.00 per month for 84 months) can
be interpreted in the following ways:®

8.66 per cent simple interest
7.53 per cent interest, compounded annually
7.39 per cent interest, compounded semi-annually

7.33 per cent interest, compounded quarterly
7.28 per cent interest, compounded monthly

8 The annual simple interest rate is ascertained by dividing the profit on the
shares ($25.47) by the product of the equated time divided by 12; viz.:
2547 __ 30564 _

See: Kent, F. C., Mathematical Principles of Finance (1927), p. 119.
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It s0 happens that this association apportions under the sim-
ple interest (or partnership) plan and is enabled to advertise
‘‘profits over eight and one-half per cent.” Yet shareholders in
series C (shares eleven years old) and series E (shares nine
years old) have received an apportionment on a monthly com-
pound interest basis of less than seven per cent per annum,
nominal rate or between 6.8 and 6.9 per cent and between 7.1
and 7.2 per cent respectively, effective rates. Should they desire
to withdraw they would receive, in actual cash, a return of only
between three and four per cent per annum, compounded
monthly.

In this way it would be possible to compare, on a uniform
basis, the rate of dividend yield of practically all serial associa-
tions. Such procedure would, however, be most tedious, and alto-
gether impracticable in the present study. Recourse has been
made, therefore, to such interest tables as are available in pub-
lished form. The most finely-divided tables on the market to
date® give monthly compounded values at intervals of one per
cent down to three per cent per annum (one-quarter of one per
cent per month). Quarterly compound tables would probably
be more satisfactory for purposes of comparison with savings
bank rates. Unfortunately, however, such tables are unavail-
able, at least with rates sufficiently low to include the low

The formulae for ascertaining the compound interest rates are:

(a) Annual compound = 10947 = (l_-’-'),—_l‘

i

(b) Semi-annual “ = 10947 = G+ i).ll_l
i

(c) Quarterly “ = i0947= Q +l).“—|
i

(d) Monthly * = j0947= O+ |').u._|

The symbol § in these formulae represents rate per conversion period and must be
multiplied by 2, 4, and 12 respectively to ascertain the (nominal) annual rates in
(b), (¢), and (d).
The rates given above in the text have been derived, however, by Mr. W. W.
Streeter from his as yet unpublished building and loan interest tables.
® Robinsonian Tables.
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withdrawal values of early share life, or extendmg through a
period of eleven years.

There are, however, semi-annual compound interest tables
which cover a period of over 200 months and extend as low as
three per cent per annum. The monthly compound tables, how-
ever, have been chosen in this study since some savings banks
compound their dividends quarterly. Quarterly tables, there-
fore, if used in analyzing building and loan share dividends
would tend to overstate the rate paid by the associations. As no
savings bank in the State compounds more frequently than four
times a year, the use of monthly compound interest tables in
presenting building and loan rates slightly understates the
nominal building and loan rates relative to the rates yielded by
savings deposits in banks.

In addition, since none of the tables now available presents
fractional rates on a monthly compound basis, the rate is pre-
sented, throughout, as falling within a rather broad range. This
automatically eliminates the bulk of the small difference occa-
sioned by the use of monthly compound interest tables, except at
the upper fringe. Thus, in the following illustration, the four to
five per cent class would include at the end of the seventh year,
all values falling between $97.08 and $100.75.

4 PER €ENT § PER CENT
SEMI- SEMI-

MONTHLY ANNUAL MONTHLY ANNUAL

COMPOUND COMPOUND COMPOUND COMPOUND
Attheend of 1styear $ 12.26 $ 1226 $ 12.33 $ 1233
At the end of 3rd year 38.31 38.29 38.91 38.89
At the end of §th year 66.52 66.46 68.29 68.20
At the end of 7th year 97.08 96.96 100.7§ 100.56
At the end of 9th year 130.17 129.97 136.61 136.28
- At the end of 11th year  166.02 165.70 176.24 175.70

A share in a building and loan association which, at the end of
the seventh year, is worth $100.56, therefore, would be in-
cluded in this class, although it represents five per cent on a
semi-annual compound basis, and should be so stated for accu-
rate comparison with other institutions which compound less
frequently. In the comparisons which follow this possibility
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that at certain levels the building and loan rate is slightly under-
stated should be kept in mind.

Optional payment (and the so-called non-serial) associa-
tions publish no such lists of share values, since shares are not
issued serially in either, nor dues payable regularly (for non-
borrowers) in the former. Only the 1928 rate (usually stated
in the annual association reports on a compound interest basis)
is available. Single-payment shares are sometimes listed in the
annual printed statements as are the values of instalment
shares, and to the extent that data concerning them are avail-
able, have been analyzed with the aid of Robinsonian Table No.
8a. In the case of paid-up shares the analysis involves simple
observation of the stated rate published in the annual associa-
tion reports.

The rates paid by savings banks are regularly published by
the State Department of Banking and Insurance. In order to
check up on recent changes, however, they have been verified by
personal communication with each of the savings banks in the
State.”

Rate Yield in Serial Associations (Instalment Shares)

The diagrams in Chart XVI indicate the wide range in book
values and withdrawal values of instalment shares in serial
associations that obtains throughout the State. The former
(upper diagram) range, in the first year, from three to ten per
cent (nominal rate, monthly compound) but taper off in the
eleventh year to between five and eight per cent.”* The heavy
lines are the modal, or most frequently occurring rates. With-
drawal values (lower diagram) are somewhat less scattering
in the earlier years but end up at from two to eight per cent
by the end of the eleventh year. It will be observed that ap-
portioned dividend rates in early years are high but drop as
later years of share life are reached. Dividend rates on actual

10 Twenty-six of the twenty-eight savings banks made reply.

11 Unless otherwise specified the rates mentioned in the remainder of this
chapter are to be interpreted as nominal, compounded monthly.
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withdrawal are very low in early years and coincide with appor-
tioned dividend rates only after the ninth or eleventh year of
share life. Diagram A in Chart XVII brings these two modes
together and illustrates the relationship more clearly.'* Book
values start out at between seven and eight per cent and remain
at this high level until the seventh year when they fall to
between six and seven per cent. Withdrawal values commence

Cuarr xvi1®*: Rate Yizio on FuLr-ream INsTALMENT, SHORT-TERM INSTALMENT,
AND Pasp-ur Shares 1N Buipine anp Loan AssociaTioNs anp
oN Savincs Bank Drrosits, New Jeasey

(A)x stelnent(gertal) ghareg (B)sh rt-Term shar

¥r SyrbSyr ¥ 9ynlyr 1yr Syr 6yrIyr oyr llyr

’R n s snnusl, compounded monthly. Total height of rectangle sepresents rate yield on book
of share; shaded postion represeats rate actually paid on withdrawal of shar

T bl Lin Amdu.

12 The upper limit of the larger rectangles in diagram A of Chart XVII corre-
sponds to the mode in the upper diagram of Chart XVI (the most usual rate ap-
portioned on shares, on a monthly compound basis). The upper limit of the
shaded rectangles in diagram A of Chart XVII corresponds to the mode in the
lower diagram of Chart XVI (the most usual rate, on a monthly compound basis,
actually allowed on withdrawal).

[ 101 ]



BUILDING AND LOAN IN NEW JERSEY

at from one to two per cent at the end of the first year of share
life and until the seventh year are still under six per cent.*®

Low withdrawal values in the case of the younger shares is
the price instalment shareholders pay for the high earnings
which their fellows who remain with the association will receive
when their shares finally mature. Apportioned profits in early
years of share life are unimportant to the long-pull investor. He
is interested in the maturity date; the earlier it occurs the higher
will be his real rate of earnings. The downward drop in the book
value rate in the older shares is accounted for by the prevalence
of the partnership plan of apportioning profits. Simple interest
is proportional to time; compound interest effects greater ac-
celeration as time passes.® The older shares in associations
apportioning in this way, when measured by rates appearing
in compound interest tables, naturally exhibit a lower rate than
the newer shares. This phenomenon, however, tends to dis-
appear to the extent that compound interest apportionment is
displacing the simple interest method.*®

Geographical Analysis

The same method of analysis has been applied to various
sections and counties of the State (see Chart XVIII). Among
the serial associations, those in Passaic, Atlantic, and Union
Counties apportion the highest profits up to the third year
(eight to nine per cent). Atlantic continues this rate through the
fifth year and then joins company, after the seventh year, with
Camden and Passaic. On shares eleven years old, the mode in
all counties drops to between six and seven per cent.

But these are only apportioned values. Withdrawal values

18 It must be understood that this is not true in all associations. It is simpl}f the
most frequently occurring case in a large number (625) of ass8ciations examined.
Frequency figures for the State as a whole, by counties and by size of associa-
tion will be found in Table L in the Appendix.

14 supra, p. 71. .

15 1n a compound interest association the line might conceivably be highly
irregular due to high apportioned profits in one year and low in another. Sounder
financial management involves the maintenance of a dividend rate policy, where-

by exceptional profits in any one year are applied to a fund to be used to fill in
the lean years. This should cause the line to be practically horizontal.
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tell a different story. Atlantic and Union Counties lose their
early generosity, and only Passaic remains with withdrawals
in the first year of from four to five per cent, and from the third
year to the eighth year of from five to six per cent.
Examination of the diagrams will indicate the most fre-
quently occurring practices at a glance. All in all, among the
serial associations, those in Passaic County appear to be, on the
average, the most generous, and those in Camden the most con-

Cuanr xving®: Rarx Yinio on Fuir-reas InstaLmene SHARES, BY GEOGRAPHICAL
Divisions, Szaial Buiiping anp LoaN AssociaTionNs IN New Jeasey
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vailve of share; lh- p-mu represents rate actuslly paid on withdrawal of share. Revene
had ind @odal age. Sce Table L in A

servative. The current practice is for withdrawal value to over-
take book value between the seventh and ninth years, although
it will be observed that the two tend to coincide somewhat
earlier in Essex County, and in Passaic County fail to meet
before the eleventh year only because book values tend to be
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higher. Withdrawal values there are just as high as in Essex
except in the seventh year.

By Size of Associations

From the point of view of compound earning rate at matur-
ity, there seems to be little direct relationship between the rate
earned and the size of the association, the modal rate for both
large and small associations being between six and seven per
cent. The large association, like the small association, appor-
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tions profits anywhere between six and eight per cent and allows
only a small percentage on withdrawals in the first year of share
life. The larger associations appear, however, to be somewhat
more generous in withdrawal policy after the third year, when
allowances average about one per cent higher than in the small
associations. '
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INVESTMENT WORTH OF SHARES
The fact that earnings are no higher probably indicates that

the overhead per share is just as high, or at least almost as
Association (Assrs), SexiaL BuiLbing anp Loan

a number of associations now issue skort-term or double shares.
Cuarr x1x*: Rarx Yizip oN Fuir-team INSTALMENT SHARES, By SiZE oF

rifice the right of early profits in view of a larger ultimate gain,

To meet the requirements of investors who desire to invest
for a somewhat shorter period, but yet are not unwilling to sac-

larger association usually has a more elaborate association head-
quarters to maintain, the expense of which probably offsets the

high, in the large association as in the small association. The
other savings effected.

Short-term Instalment Shares
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These usually require dues of two dollars per month, and mature
in approximately seven years. v

Fifty-nine associations (of the 1008 reporting) issue short-
term shares.*® Such shares carry no preference as to dividends—
a practice forbidden by the Building and Loan Association
Act'"—over regular full-term instalment shares. Diagram B in
Chart XVII presents the data for thirty-seven of these associa-
tions in a form which facilitates ready comparison with all asso-
ciations in the State (Diagram A). It will be seen that the
associations which issue short-term shares tend to be those which
apportion profits of from seven to eight per cent for the first
three years. But only at maturity do short-term shareholders
receive full profits. For the first five or six years such shares
possess no relative advantage in the way of increased with-
drawal profit over regular full-term shares. The fourth rectangle
(seventh year) represents only one association and is probably
higher than a more representative group of short-term shares
would exhibit. It is likely that in such associations withdrawal
and book values would coincide at the six to seven per cent level.

Short-term shares are fitted primarily to the needs of the
investor who joins an association with no intention of with-
drawing before the seventh year. They do not compete with
paid-up shares which are designed for the investor who wants
cash dividends from the stért.

Optional Payment Associations

Optional payment associations state, in their annual reports,
only the rate of dividend apportioned for the current year. Al-
though this is usually on a compound interest basis and repre-
sents proportional accretions to all shares, old as well as new,

18 Located in the following counties:

Essex 33 assns. Camden ........coeveeeeeeveinnenenns
Hudson ......cocomenccrcinmneen 9 - Monmouth
Union ... 5 Middlesex
Passaic .. .3 Gloucester
Atlantic 2 ¢ SUSSEX .ooovvrceeereceensean s

17 Article III, Paragraph 74.
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it tells us nothing as to past earnings of the older shares. The
best that can be done is to ascertain the 1928 rates of apportion-
ment.

Data are available for fifty-two optional payment associa-
tions, four of which report on a simple interest basis."® Of the
remainder, forty (77 per cent) report a compound rate of be-
tween six and seven per cent, and six a rate of between seven
and one-quarter and eight per cent.” The mode is thus between
six and seven per cent and coincides broadly with the modal
rate apportioned by serial associations.

It is possible to analyze withdrawal rates in optional pay-
ment associations only roughly, since book values of individual
accounts are not known. Each association does report, however,
the scale of its withdrawal allowances (as a percentage of book
values) by years. The modal average indicates, markedly, that
the current tendency is to allow no profits during the first year
but thereafter to allow full profits on withdrawals.

In the table which follows the ratios of withdrawal to book
values for the serial associations have been calculated from the
upper figures in the modal range (Diagram A, Chart XVII).

Tasre 21*

Ratie of Profits Allowed on Withdrawal to Profits Apportioned, Instalmens Shares in Serial
and in Optional Payment Associations Compared, New Fersey
(MODAL ANALYSIS)

SERIAL ASSOCIATIONS OPTIONAL-PAYMENT
. ASSOCIATIONS

After 13t year 24 per cent (43.4)° 100 per cent (39.2)**
“ gd v d° " G6) 100" (39.2)
. S‘h o 7 “ . (28.9) . 100 (31.2)
“ ah ® Be™ “ (27.8) 100 * (76.5)
. 9t|| " 100" ¥ (58.9) 100 %% ¢ (30.4)
“ 11ch 100 " (68.5) 100 “ (98.0)

*Based on Tables L and M in the Appendix.
** Figures in parentheses represent per cent of associations reporting which allow
the modal rate indicaced.

18 Reporting 9.0, 8.0, 7.9, 7.0 per cent respectively.

19 ¢ associations report ... 60 % 23 associations report ... 70 %
1 association reports ... 63 2 associations report ... 725
§ associations report ........ 65 “ 1 association reports ........ 785 “
§ associations report ... 66 2 associations report ........ 77
1 association reports ... 6.75“ 1 association reports ........ 80 “

' L1071
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The percentages in parentheses after both the serial and op-
tional paymient columns represent the proportion of all asso-
ciations in the class reporting which allow the modal rate.
There are a number of optional payment associations in the
State, of course, that do not allow full profits on early with-
drawals. A distinct sub-mode is discernible among this group

After 1st year 40-50% allowed
“  3rd year 60-70 “
“  sth year 8o-90 «
“ 7th year 70-80 “
“ gth year 8o-90 «“

Up to and including the fifth year even these ratios are greater
than the usual serial association withdrawal allowance. The
predominant tendency of optional payment associations to
pay full profits on withdrawal, if these figures are truly repre-
sentative, therefore, seems established.
Among the associations listed as non-serial, the modal aver-
“age rate for 1928 is also between six and seven per cent.” But
the percentage allowed on withdrawals is lower than the modal
withdrawal percentage for serial associations in the entire State,
and those in Union County (in which most of the non-serial .
associations are located).™

PERCENTAGE OF PROFITS ALLOWED ON WITHDRAWAL
NON-SERIAL SERIAL ASSNS,

ASSNS, (UNION co.)
(mMoDE) (MoDE)
" Up to end of 1st year (<] [
After 1st year 1-10% 217%
After 3rd year 1020 421
After sth year 30-40 “ 59.3
After 7th year - §0-60 836
After gth year 70-80 1000 "
After 11th year 100 “ 100.0 “
208 associations report .......... 6.0% 1 association reports
1 association reports .......... 6.5 1 association reports ...
7 associations report ......... 7.0 1 association reports ....
1 association reports ... 72“ 2 associations report

2 associations report .......... 75“
21 §ee Table L in the Appendix.
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Single-payment Shares

The data at hand are insufficient to furnish a really adequate
index of earnings on single-payment shares. It appears from the
few cases examined, however, that they yield the investor just
a shade higher allowances on withdrawal than do instalment
shares. Single-payment shares usually represent an initial pay-
ment of from $100 to $105 which is allowed to grow, through
the accumulation of apportioned profits, to a maturity value
of $200.

Although the Building and Loan Association Act® provides
that profits apportioned on single-payment shares shall be at

Tance 22
Rate and Frequency of Dividends on Paid-up Sbares of Building and Loan
Associations in New Fersey
RATE FREQUENCY
COUNTY EVERY| EVERY | EVERY
6% |5%%| s% |4%% | 12 6 EVERY
§ $ R Mos. | MoNTHS ugs. MOoNTH
Adantic 20 3 24
Bergen 13 5 22 1 35 4
Burlington 1 k] 3 1
Camden 6 [ 15 26
Cape May 1 1
Cumberland 1 1
Essex 188 60 37 ] 271 13
Gloucester 2 4 4 2
Hudson 4 3 3¢ 3 23 15
Hunterdon
Mercer 1 6 7
Middlesex 3 2 9 1 12 1
Monmouth [1 4 1 8
Morris 1 3 9 13
Ocean ] 1
Passaic 15 4 15 30 4
Salem
Somerset 1 1
Sussex 2 2
Union g 2 24 H 3 36 2 1
Warren 2 2
Total 278 87 191 1 13 §00 42 1
§¢4
% 496 | 15.7 | 385 | o2 2.0 90.3 7.6 0.2

23 Article III, Paragraph 73.
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the same rate as profits apportioned on instalment shares, at
least one association has come to the writer’s attention which
apportions profits at a lower rate on the former than on the
latter.

Paid-up Shares

Paid-up shares yield the investor of a lump sum regular cash
dividends—usually semi-annually*—at the rate of from five
to six per cent per annum. Table 22 illustrates the practice by
counties. It will be observed that only one association reports
paid-up shares bearing less than five per cent (in Union County)
and that in most counties the usual dividend rate on such shares
is five per cent. Six per cent shares predominate in Atlantic and
Essex Counties, and are also quite common in Monmouth and
Passaic Counties.

Savings Banks

Commercial banks often maintain savings departments, but
“the rate of return on such deposits is less than the rate appor-
tioned on building and loan shares and is no higher than the rate
paid by savings banks. Postal savings deposits yield the de-
positor even less. For our purposes the most instructive compari-
son will be between building and loan shares—particularly of
optional payment associations—and savings bank deposits.

There are only twenty-eight savings banks in New Jersey. Of
these, twenty-seven are of the mutual variety and, like building
and loan associations, pay dividends only if such dividends are
earned. The usual dividend rate is from four to four and one-
half per cent per annum, with dividends compounded quarterly
or semi-annually. (See Table 23.)

Most of them, however, allow dividends on monthly balances
even though the rate is not compounded that often. Some allow
dividends from the date of deposit to the date of withdrawal.

28 Of the §54 associations reporting such shares for 1928, 500 (ninety per cent)

are on a semi-annual, forty-two (eight per cent) on a quarterly, eleven (two per
cent) on an annual, and one on a monthly basis,
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II. ConVERTIBILITY INTO CASH

Convertibility of building and loan association shares into
cash is effected either by complete or partial withdrawal or by
borrowing from the association on the shares as collateral.

The Building and Loan Association Act® provides that a
sharcholder™ may withdraw his shares at any time, by giving
such written notice as may be provided for in the constitution
or by-laws, not to exceed thirty days. Withdrawals, the law
further provides,™ are to be paid in the order in which the notices

Tasie 23
Ditidends Paid by Savings Banks in New Jersey, 1928*
DIVIDEND RATE PREQUENCY
xo. or REGULAR EXTRA or
counry BANKS (ANNUAL) COMPOUND
PER CENT PER CENT
Burlington 1 3 1 semi-annually
: 1 1 WY — semi-annually
1 4% - quarterly
2 4 34 (for the year) quarterly
1 1321 t
Hudson 1 4 14 (for the year) semi-annually
1 4 —_ semi-annually
1 4 - quarterly
2 4
Mercer 1 3 1 (for the year) quarterly
1 3 1 (for the year) semi-annually
Middlesex 1 . A quarterly
H 4 — quarterly
Morris 1 s 14 quarterly
Passaic 1 4 — semi-annually
Somerset 1 Py - semi-annually
) 1 . —_ quarterly
Union 2 % - annually
1 4 % semi-annually
2 4 ’ —_ quarterly
Totals 28 annually 2 banks
semi-annually 8 *
quarterly g v

*Data from replies to a letter addressed to the treasurer of each savings bank,
tNo reply received to letter of inquiry. Data from the Annual Report of the Commis-
sioner of Banking and Insurance.

% Article 111, Paragraph 49.
28 All types of shares are on the same legal footing.
26 Article 111, Paragraph §2.
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thereof are received, but not more than one-half of the receipts
of any one month are required to be used for the payment of
withdrawal claims. However, a withdrawal claim which re-
mains unpaid for six months becomes a legal debt of the asso-
ciation; the shareholder becomes a creditor and may then sue
for the withdrawal value of his shares. In normal times suffi-
cient funds are usually available to meet all withdrawal de-
mands. The ebservation was made in a previous section that
ordinarily the profit allowed on withdrawal of instalment and
single-payment shares in early years of share life is low, full
profits being allowed usually only after five or more years.

The member who needs funds temporarily usually can
borrow on his shares as collateral from the association or from
a commercial bank. Such loans, when made by the association,
are known as share loans. The State law restricts the amount of
a share loan to ninety per cent of the withdrawal value of the
shares pledged. Share loan provisions largely eliminate the dis-
advantages of rigidity which inhere in instalment and single-
payment shares and add assurance to the shareholder of protec-
tion against unforeseen emergency. Itdoesnot, however, remove
that objection with regard to the investor who might have to
withdraw permanently because he finds himself unable to keep
up his regular payments.

Share loans are made by over eighty-five per cent of the
associations in the State, and the amounts so loaned (by ap-
proximately two-thirds of all the associations in the State)
amounted, in 1928, to over eight and one-quarter million dol-
lars. This amount is equal to eight per cent of all receipts from
instalment dues and represents approximately two per cent of
total disbursements. Such loans are usually made up to the full
legal limit of ninety per cent of withdrawal value, although
some associations fix the maximum at a lower figure.*® They are

27 infra, p. 148.

28 Of the 188 associations replying to this question on the questionnaire:
168 allow up to 90% of withdrawal valuc

l a110ws LI 1} 8 LI {3 [

7 a11°w &%« 80 ® " "
10 “ *““ g0 “ duespaidin

l allows €« ¢ lw “m & «* “ “*
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INVESTMENT WORTH OF SHARES

usually made to extend for the full life of the shares pledged,
although some associations specify a shorter period or make
them payable on demand.™

The real cost of a share loan depends upon the relationship
between the rate of earnings on the shares (which earnings con-
tinue even though the shares are pledged) and the loan costs
(interest and premium charges).* The possibility of profiting at
the expense of an association paying dividends of seven per
cent by borrowing at six per cent is usually eliminated by charg-
ing a premium sufficiently high to offset the difference in the
specified rates.

111, Sarery

A building and loan mortgage grows better and better as time
elapses, and it is this fact that helps account for the high degree
of safety in building and loan associations. In an ordinary real
estate mortgage (non-amortized or straight loan) the mortga-
gee's only equity, other than the personal bond of the mortgagor,
is the value of the property itself. Property values fluctuate and
at times undergo deflation. Every depreciation in property value
represents just so much shrinkage in the equity behind the mort-
gage loan. {

A building and loan mortgagee’s equity, too, is the value of
the property itself. He enjoys, in addition, the assurance that
as the mortgage grows older, the gross value of the borrower’s
shares—his sinking fund—is growing larger. Every mortgage
is accompanied by a bond which is a promise, under seal, by
the borrower to repay the amount of the loan and which legally
evidences personal liability. In case of default the association

3 In the 185 associations replying share loans have life spans as follows:

To maturity in 136 associations
On demand in 35 “
To six months in 8 “
To two years in 3 “
To one year in 1 “
To three months in 2 “

0 infra, p.224.
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not only can foreclose the mortgage and have the court order
the property sold, but also can seek recovery from the borrower,
personally, on the bond for any deficiency suffered. The value
of the bond, on the other hand depends in part upon the prop-
erty of the borrower. Money cannot be extracted from thin air,
and if the borrower has no property which can be attached, the
lender stands a good chance of losing if the property fails to sell
at a figure high enough to pay off the mortgage.

On a building and loan mortgage, the member’s shares are
pledged as security and in case of default the withdrawal value
is applied, on foreclosure, to the account of the mortgage debt.*
As this fund accumulates, therefore, the effective equity in back
of the mortgage increases. The older a building and loan mort-
gage is the better it is.

Losses

An individual holding a mortgage on a specified property
must himself bear the full risk. If the mortgagor defaults and
the property is sacrificed, the mortgagee must stand all losses.
A building and loan share, on the other hand, represents a claim
secured by mortgage not against certain specified property, but
against all properties mortgaged with the association. A loss
on any one property is thus distributed among all the sharehold-
ers. It is a diffusion of risk as in insurance.

There has not been a failure of a building and loan associa-
tion in this State since 1907, and with the exception of rather
large losses in one association in Hackensack in 1924, and one in
Newark in 1929, the losses in these institutions have been
negligible. In the 942 associations (sixty per cent of all the
associations in the State) for which detailed financial data are
available, total losses in 1928 amounted to only $56,461, of

31 Building and Loan Association Act, Article III, Paragraph 49.

82 In the first-named case the association is reported to have lost some $200,000.
The officers and directors, together with the bonding company, made good every
dollar of the dues paid in by the shareholders and the association was soon
restored to good standing. In the second case prosecution resulted in conviction.
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which $42,810 represents losses on properties foreclosed, and
the remainder losses due to depreciation and to bookkeeping
errors. The total figure represents less than one one-hundredth
of one per cent of total assets, less than five one-hundredths of
one per cent of all mortgage loans outstanding, and about nine-
tenths of one per cent of the amount held in reserve as surplus
or unapportioned profits. And there is no reason for believing
that 1928 was an abnormally prosperous year.

These ratios seem suspiciously low. The figures upon which
they are based, however, are the best available and have been
tabulated from the audited and State-examined individual an-
nual reports. All statistics purporting to indicate losses, no
matter how accurate in other respects, are inevitably misleading.
Technically, a Joss is suffered whenever an association sells a
piece of property, at foreclosure sale, for a price lower than the
value set on that property by the association at the time the
loan was granted. Very often the association itself buys in such
property, holds it for a time, and then sells it for the original
figure, or higher.

The State law requires that every association officer, director,
employee, or agent handling or having the custody of money,
securities, or records belonging to the association, shall give a
surety bond sufficient in amount to satisfy the Board of Direc-
tors of the association and the Commissioner of Banking and
Insurance. In addition, this officer of the State is empowered to
order the amount of any bond to be increased to any amount.

The financial policy of all associations is determined, in a
broad way, and in many technical matters in detail, by law.
Branches and agents are forbidden, restrictions are made on
paid-up shares, and many other restrictions of powers and
rights are enumerated. Of prime importance are the restrictions
upon the investment of funds. Since we shall later be concerned
with loan practices, the law on this point is given here, in full:

26. The funds of every such association shall be invested in the fol-
lowing and no other way:
Cusl
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I. Real estate.

In the purchase of lands or building lots and erecting buildings and
improvements thereon, or in the purchase of lands already improved;
which lands, buildings and improvements shall be within this State and
shall be already contracted to be sold to the members of such association,
payable in the shares of the association, or in periodical instalments for
a period such as shall be agreed upon and designated in its constitution ;
at the expiration of which term, all payments having been made, the
lands, dwellings and improvements so sold and conveyed to the members
of such association shall become the property of the grantees, discharged
from all further payment; in the purchase of lands and the erection or
improvement of buildings thereon for the purpose of providing offices
for the transaction of its business; the amount that may be so invested
in such lands and buildings together with the amounts due on obliga-
tions payment of which is secured by liens or mortgages on said lands
and buildings shall not, in the aggregate, exceed five per centum of the
value of the assets of such association; the interest on the amount
so invested, calculated at the rate of six per centum per annum less the
annual income obtained from subrentals or otherwise of any part of such
building, shall be charged against the aggregate amount of expense as
limited by this act;

II. Mortgage loans to members.

In loans to members on bonds secured by mortgage which shall be a
first lien on real estate in this State, not to exceed eighty per centum of
the cash value thereof, if improved or fifty per centum if vacant land,
payable in shares of such association, or by periodical instalments; ex-
cept where any such assaciation holds a mortgage on real estate which
is a first lien, such association may increase its loan thereon and secure
the same by a second or subsequent mortgage ; the total indebtedness to
such association, less the amount of dues paid on the shares pledged for
such loan, shall not exceed eighty per centum of the cash value of the real
estate, if improved, or fifty per centum of the vacant land, loaned on, and
all the mortgages held by such association shall be prior to. any other
encumbrance on said real estate;

I11. Redemption of shares.
In the redemption of shares of such association;

IV. Loans on shares,
In loans upon the pledge or collateral security of the shares of such
association, not to exceed ninety per centum of the withdrawal value

of such shares;
[ 116 ]
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V. Mortgage loans to non-members.

In loans to persons not members, or to members without pledge of their
shares as collateral security, on bonds secured by mortgage, which shall
be a first lien on improved real estate in this State, not to exceed sixty-five
per centum of the cash value thereof ; such loans also may be simul-
taneous with or subsequent to loans of the character authorized by para-
graph II of this section ; provided, the sum of all the loans on the real
estate mortgaged shall not exceed sixty-five per centum of the:cash value
thereof ; and provided, further, at least fifty per centum of such a Joan
shall be of the character authorized by paragraph II of this section; a
purchase money mortgage given to such association upon real estate sold
by it shall not be considered a loan within the meaning of this subdivision ;
a premium or discount taken by any such association for loans of the
character specified in this paragraph shall not be deemed to be usurious;

V1. Securities.

The purchase of any or all of the securities in which savings banks of
this State are authorized by law to invest, or as a loan upon any of such
securities as collateral, not to exceed eighty per centum of their market
value; provided, investments or loans authorized under this paragraph of
this section and mortgage loans unaccompanied by one of the character
authorized by paragraph II of this section shall only be made from
moneys on hand not required for any of the purposes specified in para-
graphs 1, 11, 111, 1V, and V hereof, or for the payment of withdrawals or
matured shares, or for the purpose of creating a fund for the payment of
maturing shares.

Provided, further, that a sum equivalent to not less than ten per
centum of the average annual cash payments made in the three preced-
ing fiscal years by such association to sharcholders on shares with-
drawn and on shares matured and on loans authorized under paragraph
IV hereof shall be invested by such association in the following manner :**

(a) In stocks or bonds or interest-bearing notes or obligations of
the United States, or those for which the faith of the United States is
distinctly pledged to provide for the payment of the principal and
interest thereof ;

(b) In the interest-bearing bonds of this State, or in any bonds
authorized by the laws of this State to be issued by any commission
appointed by the Supreme Court of this State by virtue of any law
of this State;

(¢) In the bonds of any State in the Union that has not, within ten
years previous to making such investment by any such association,

88 This proviso added by the 1930 Legislature.
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defaulted in the payment of any part of either principal or interest in
any debt authorized by any law of such State to be contracted;

(d) In the bonds of any county, township, municipality or school
district of this State issued pursuant to the authority of any law of
this State; provided, such county, township, municipality or school
district shall not, within the five years next preceding, have defaulted
in the payment of any part of either principal or interest of any legal
debt or obligation thereof; and provided, further, the total indebted-
ness of any borough or village does not exceed ten per centum of its
assessed valuation, and such school district bonds are by law charged
upon all the property of the inhabitants of such district; or in any
interest-bearing obligation issued by the county in which such building
and loan association is situated, or by any city, town, township, borough
or village in such county;

() In any demand or time deposits in, or certificates of deposit of,
any bank or trust company in this State, which deposits or certificates
shall be in the name of such association and shall be designated “liquid
investment fund”; moneys acquired by such association from the sale
or hypothecation of securities specified in subdivisions (a), (b), (c)
and (d) hereof, or from the sale, surrender, hypothecation or with-
drawal of such deposits or certificates of deposit, shall be used only

" for the purpose of making payments to shareholders on shares with-
drawn or on shares matured or on loans authorized under paragraph
IV hereof ; and no such association shall agree to invest any moneys in
the manner permitted by paragraphs I, II and V hereof when its invest-
ments in such securities and/or deposits and/or certificates shall be
less than the percentage hereip required; and every such association
shall be subject to such rules and regulations respecting the methods
of investing funds in such securities, deposits and certificates and the
custody and control of such securities, deposits and certificates as the
Commissioner of Banking and Insurance shall prescribe.

State Supervision

In order properly to enforce the law and to check up on asso-
ciation affairs, there has been set up in the State Department of
Banking and Insurance a Bureau of Building and Loan Asso-
ciations.* Headed by a Deputy Commissioner of Banking and
Insurance and an Assistant Deputy, and manned by a corps

34 The other bureaus in this department are the Bureau of Banking and the
Bureau of Insurance. This functional organization was established in 1926.
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of fifty-seven examiners, and an office force in both Trenton and
Newark, this Bureau is ever on the alert to uncover and prose-
cute violations of the law. The State is divided into four dis-
tricts® and to each a corps of examiners, headed by a district
examining supervisor, is assigned. The law requires that the
affairs and accounts of every association be examined by the
State at least once in every two years. Examinations often are
made more frequently—sometimes annually—and association
officials do not know when the examiners are apt to appear on
the scene.

Summary

The character of the building and loan mortgage makes it
an investment as safe as it is profitable. Actual losses have been
very low.

Building and loan shares are convertible into cash by borrow-
ing on shares as collateral as well as by withdrawal. In most
cases the borrower on shares is allowed to borrow up to ninety
per cent of the book, or the withdrawal, value of his shares.
In the 862 associations examined new share loans granted in
1928 amounted to slightly over eight million dollars, which is
equal to about seventeen per cent of the actual withdrawals
(which amounted to slightly under fifty million dollars). Total
share loans outstanding amounted, in the same year, to thirteen
million dollars, or three per cent of the total amount due all
shareholders for dues paid in (in the same 862 associations).*

Instalment shares are fitted to the requirements of the long-
time saver but in most cases yield attractive dividends only after
four or five years. For the saver who wishes to accumulate a

88 District A includes the cities of Newark, Jersey City, and Bayonne.

District B includes the counties of Atlantic, Burlington, Camden, Cape May,
Cumberland, Gloucester, Hunterdon, Mercer, and Warren.

District C includes the counties of Middlesex, Monmouth, Ocean, Somerset,
Union, and Essex (excluding Newark).

District D includes the counties of Bergen, Morris, Passaic, Sussex, and Hudson
(excluding Jersey City and Bayonne).

88 Share loans outstanding ($12,940,054) amounted, in 1928, to 24 per cent of the
mortgage loans outstanding.
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savings fund, and who is protected by insurance against unfore-
seen emergencies which might otherwise necessitate withdrawal,
building and loan instalment shares offer a higher (six to seven
per cent) return than any other savings institution in the State.

For the saver who wishes to set aside a sum and allow it to
grow through compound dividend accumulation, building and
loan single-payment shares are attractive. They are relatively
a new type of share and experience with them is not yet
abundant. The feature of regularly recurrent payments, how-
ever, is eliminated.

Paid-up shares compete principally with mortgage com-
pany investment certificates and usually yield the investor a
regular cash dividend of between five and six per cent per
annum.

Optional payment associations appear to have earnings
similar (six to seven per cent) to those of serial associations,
but to be more generous in their withdrawal allowances. To
_the extent that they operate on a “full profit on all withdraw-
als” basis they are in direct competition with savings banks and
the savings departments of commercial banks. Members can
pay as much and as often as they choose.

With respect to investment standing, therefore, building and
loan shares appear in a very favorable light. Earnings and
safety are high and shares are normally readily convertible into
cash.
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CHAPTER VII
LOAN PRACTICES: LOAN PROCEDURE

EAL estate loans are the chief outlet for building and loan

association funds and are the principal source of associa-
tion profit. It is in this side of association activity that business
sagacity is the chief prerequisite to administrative success.

Application for a Loan

The would-be borrower, who either is already a member of
the association or who has heard of the building and loan associa-
tion through a friend, after satisfying himself that this is the
type of loan that best fits his needs, files a formal loan applica-
tion with the association. This includes a description of the
property, a statement of its location, encumbrances, land and
building values, etc. If the application is that of a newcomer for
a regular, fully amortized, building and loan loan, an applica-
tion for shares in the association, of a maturity value equal to
the face amount of the loan, must also be filed.

Appraisal Fees

Most associations require that an appraisal fee accompany
the loan application. This fee usually goes as compensation to
the members of the Board of Directors who are sent out to ap-
praise the property, and must be paid by the applicant, in most
cases, whether the association accepts or rejects the application.
In some associations, however, the borrower need not pay an
appraisal fee' and in a few others the fee, or a part of it, is re-
fundable if the loan is not granted. On a local loan of §5,000
the most usual appraisal fee is from three to ten dollars. The
following is a distribution table of appraisal fees on a local loan

150 indicated in the replies of only 23 of the 205 associations reporting. In the
majority of these associations, the appraisers receive special compensation for
their appraisal service direct from the association treasury.
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APPLICATION FOR LOAN

0
“X” BUILDING AND LOAN ASSOCIATION
193..eocet
The undersigned desires to PIOCUTE A.......ccourmvvererureenriniinicsreieicsiesiensenrininas loan of $ on the bond
of :
Name of husband or wife ........cccc.co..... ettt s stk e R bR b SRRtk s s
Secured by mortgage on the following property: .
Located on the.................... side of (NOw.oicvrcrocrcnac. ) O NJ.

Distant, feet from the corner of

Size of lot x Size of building.......ccccoecneunne. b .. Bldg. Material

Purpose of use: Dwelling........cccccoovererreenne Store Garage

_Improvements: Gas Electric Heat

Is any building now in course of erection?..,............. ....Repairs in progress %................... Or made within four months 2...................
Monthly rent: Dwelling §.................... store $ Total $ooverrenrerreceerrs

Value of Lot §

...... Garage § ...
. Total §.

............ Value of Building §

Present incumbrances §....
REMARKS :

If this loan is granted either in the amount applied for, or in
such other amount as the undersigned is willing to accept, the
undersigned agrees to pay on demand :

1. The title examination and title closing fees and disburse-
ments of
counsel for said Association.

2. The premium fixed by the association upon the granting of
said loan.

3. The premiums for fire and tornado insurance in such
amount as the Association deems necessary for its protection
which the undersigned agrees shall be effected on his behalf,
not in excess of the value of the building on said premises,
during the period of the loan by such brokers as the Association
may designate.

If the undersigned is not the owner, but the agent for the:
owner, he represents that he is duly authorized by-the owner to
sign in his behalf.

SIENALUTE oo .Owner
P.O. AQATESS ..o
By Agent

Phone No........




We have examined the property within described and appraise it as follows:

Value of Ground §.... Total value | S
Value of Building § Insurance required $ ...
We recommend that this application be granted in the sum of $ ..., [T % premium,
that the mortgage money be advanced as the building progresses upon the report of.

that §.oe be withheld until the following repairs have been made ..............

Committee.
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Book Number................. Date.........s reeteiiaranaann 193...
I hereby make application for................... Installment Shares in
“X” BUILDING AND LOAN ASSOCIATION OF ELIZABETH, N.J.

and agree to abide by the Constitution, copy of which I have received, and
future amendments thereto.

Signature

Residence ..

, Street Number City

Wife's Name ........
Husband’s Name

Date : TRANSFERRED
Name
Address

of this size charged by 192 associations reporting data on the
subject.

Almost one-half (forty-six per cent) of the associations which
charge appraisal fees state that their practice is to charge a

TasLE 24*
Frequency Distribution of Appraisal Fees on a Local Loan of $5,000, by Size Groupings

NO. OF ASSNS,
SIZE OF FEE CHARGING
o 24 24 (o)
$1.00 1
1.50 X
2.00 9
3.00 7 71 ($1.00 to $5.00)
4.00 4
5.00 19,
6.00 47
7.00 1 l
8.00 S 91 ($6.00 to $10.00)
9.00 29
10.00 13
12.50 2 .
15.00 3 6 ($12.50 to $20.00)
20,00 1 .
Total reporting 192

*Data from questionnaires.
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higher fee on distant loans than on local loans; and twenty-
eight associations (fifteen per cent of those reporting fees) vary
the appraisal fee with the size of the loan. The former practice
prevails to some extent in practically all the counties of the
State, but the latter appears to be confined to associations in the
Counties of Atlantic, Bergen, Essex, Hudson, Morris, and
Passaic, Table 2§ indicates these practices by counties.

In practically all cases in which associations charge more on
distant than on local loans, the local charges are lower than in
those associations which do not base their charges on distance.

Tasee 25

Appraisal Fee Practice, Morigage Loans on Completed Properiies, Building and Loan
Associations in New Fersey, 1928

ASSNS. CHARGING
HIGHER FEE ON | ASSNS. CHARGING
NO. ASSNS. DISTANT LOANS | HIGHER FEE FOR
no. Assns.| nzroRT- ;:;:::: THAN ON LOCAL | LARGER LOANS
R ol W ) e

PER CENT PER CENT

FEES 1wa NO. OF ASSNS, NO, |OF ASSNS,

ASSNS.| REPORT- |{ ASSNS.| REPORT-

ING FEES ING FEES

Atlantic 10 10 100% 4 4% 3 3%

Bergen 2 18 86 7 39 1 6
Burlington 4 3 7% - - - -
Camden 20 20 100 12 6o — —_
Cape May 3 3 100 1 33 - -
Cumberland 4 3 s0 - — — —
Fassex 51 [1] 100 34 67 n 22
Gloucester 6 2 33 2 100 — -
Hudson 20 20 100 2 10 8 40
Hunterdon 1 1 100 — - - -—_
Mercer 8 7 88 3 43 - —
Middlesex 13 1 85 6 55 - —
Monmouth é [1 83 3 6o - -
Morris 6 § 83 2 40 1 20
Occan 2 2 100 5 50 —_ —
Passaic 12 10 83 2 20 4 40
Salem 3 1 50 1 100 - -
Somerset 1 H 100 1 100 — -
Sussex -— - - - - -~ —
Union 1 1c 83 3 30 — —_
Warren 3 1 33 1 100 — —_

State 208 182 88.8%| 85 46.2%| 28 15.4%

*Data from questionnaires.
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Associations of the former type charge a fee about twice as high,
on the average, for distant loans as for local loans. In the ac-
companying tabulation appraisal fees on distant loans are com-
pared with fees on local loans in those associations which vary
their fees on this basis. Distant loans are defined as those made
on properties which are located at least ten miles from the city
or town in which the association is located, or if the community
is small, ten miles distant from the association headquarters.
The figures are all arithmetical averages.

In Table 277 comparison of appraisal fees is made for those

TasBLE 26*

Appraisal Fees Imposed on Local and on Distant Loans (of $5,000) by Those Associa-
tions Which Vary Their Fees on This Basis, 1928

ASSOCIATIONS WHICH CHARGE ACCORDING
TO DISTANCE
ALL REPORTING
COUNTY ASSOCIATIONS DISTANT IN
LOCAL DISTANT | TERMS OF LOCAL
(TIMES AS LARGE)

Atlantic $5.00 $4.20 $10.80 2.6
Bergen 6.84 3.64 8.00 2.2
Burlington 3.00 — — —
Camden 3.35 3.0 5.36 1.8
Cape May 8.67 6.00 12.00 2.0
Cumberland 2.50 — — —
Essex 7.49 6.90 11.00 1.6
Gloucester 3.00 L.§0 6.50 4.3
Hudson 7.30 - 600 11.00 1.8
Hunterdon - — — —
Mercer §.00 4.00 12.67 . 32
Middlesex 6.80 5.33 9.83 1.8
Monmouth 5.00 3.00 6.50 2.2
Morris 7-50 6.00 9.00 L§
Ocean 3.00 — —

Passaic §.22 4.00 5.00 1.3
Salem — — 7.00 —
Somerset 6.00 6.00 9.00 L§
Sussex — _ —_

Union 5.44 5.00 9.00 1.8
Warren 1.50 1.50 §.00 3.3

State $6.141 $5.08 $9.33 1.84

*Figures are all arithmetic averages. Column 1, however, is not an average of columns
2 and 3, but is an average of individual calculations for each association. The State total
figures also are not averages of averages, but represent direct calculation.

t Represents 170 reporting associations.
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associations in which the fee varies with the size of the loan.
Here the fee averages slightly over twice as high on large loans
(loans of over $12,500) as on small loans. There appears, how-
ever, to be no tendency for associations which scale their fees
according to the size of a loan to charge a fee on the smaller

Tanre)27*

Appraisal Fees Imposed on Small and on Lavge Loans by Those Associations Which Vary
Tbeir Fees on This Basis, 1928

AVERAGE FEE | AVERAGE FPEE | LARGE IN TERMS
counTy RO, ASSNS. | 4y LoANS OF ON LOANS OF | oFsmaLL (TIMES
REPORTING UNDER $5000 | $5000 AND OVER AS HIGH)

Atlantic 3 $7.00 $11.67 L7
Bergen 1 §.00 13.50 2.8
Essex ut B.44 13.89 1.6
Hudson 8 6.48 1378 2.1
Morris 1 10.00 38.00 35
Passaic o8 3.67 10.67 2.9
Stace 28 $6.96 $14.34 2.1

*Figures are all arithmetic averages.
{ Nine associstions giving data.
§ Three associations report that they “leave it to the committee to decide.”

loans lower than the fee charged by those associations which
do not so scale their fees. Where the practice prevails, therefore,
it affords no differential advantage to the small borrower.

Geographical Spread

The questionnaire asked that the most distant point at which
the association has a mortgage loan outstanding be named and
that a statement of the amount on loan there also be given. Re-
plies to the first query were received from 179 associations and
to the latter, from ninety-three. In Table 28, which lists these
data by counties, it will be observed that the tendency is to
restrict loans to local properties. Only four of the 179 reporting
associations have loans outstanding on properties over fifty
miles distant. The data on the size of such loans, however, are
too meagre to lead to a trustworthy conclusion as to what ex-
tent associations confine distant loans to small amounts.
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TasLE 28
Distance at Which Associations Grant Mortgage Loans

MOST DISTANT LOAN REPORTED

NO. ASSNS, | UNDER
REPORTING | § | 5-Io |10-20|20~30 | 3040 | 40~50 | 060 | 6o—70
MILES| MILES | MILES | MILES | MILES | MILES | MILES | MILES
Atlantic X 3 3
Bergen
Burlington
Camden
Cape May
Cumberland
Essex
Gloucester
Hudson
Hunterdon
Mercer
Middlesex
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Morris
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Passaic
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Union
Warren
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*Loan of $4,000.
tLoan of $25,000.

This appears to substantiate the statement, often made, that
one of the factors for safety in a local building and loan associa-
tion is the intimate knowledge which those in control possess of
real estate values. The fiasco of the national associations in the
’nineties was due, in large part, to just this lack of intimacy
with loan risks, and it cost innocent investors many thousands
of dollars. Real estate values are not easy to arrive at, and long
familiarity in a given locality is often worth more than highly
complicated formulae in the hands of “experts” viewing a prop-
erty for the first time. '

Size of Loans

An estimate of the size of the typical mortgage loan of a
building and loan association is difficult to reach. The question
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asking for information on this subject elicited replies from 142
associations, in the form of a statement of the total amount and
total number of new loans granted, by years, back for about nine
years. Unfortunately, many of the associations were unable to
resurrect data for the earlier years.” The amountloaned was then
divided by the number of loans granted to obtain an average.
Loans, it seems, have been increasing in size practically steadily
since 1919—from an average in that year of around $3,000
(for the State as a whole) to approximately $7,500 in 1928.*
Three forces, in combination, probably account for this. First,
the real estate market has been, until quite recently, very active.
Property values and building costs have been advancing and
general optimism has pervaded the financial atmosphere. Sec-
ond, associations in certain portions of the State have beenlend-
ing more and more on business properties—principally on apart-
ment houses and to contractors and builders of blocks of dwell-
ings. This would tend, of course, to increase the general average
considerably. Third, and in part causal of the second, the long-
time trend in home-styles is, in the middle as well as in the
upper levels, away from private dwellings and toward an apart-
ment existence. Specialization, in the form of canned housing,
has been invading the field of home-making for some time, par-
ticularly in the larger metropolitan areas.

It is impossible to say what proportion of the increase in the
average size of loans is due to the first, and what proportion to
the second and third causes. It is significant, however, that the
largest loans appear in Hudson and Essex Counties (which in-
clude Jersey City and Newark) and the smallest in rural Mon-
mouth and Hunterdon Counties.

# Number of associations reporting data on size of loans:

1928 13§ associations 1923 93 associations
1927 142 “ 1922 "
1926 136 “ 1921 68 “
192§ 122 “ 1920 55 “
1924 m “ 1919 48 “

3 see Table O in the Appendix. .
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Property A ppraisal

The appraisal committee, usually composed of members of
the Board of Directors,* is charged with the responsibility of
visiting properties and appraising them for lending purposes.
If a regular building and loan association amortized loan is
being sought, the association, as has already been noted, is re-
quired by State law to limit its loan to eighty per cent of the
cash value of the property. The appraisal committee’s function
is to estimate this “cash value.”

The value of real property, however, is extremely intangible
and frequently very difficult to ascertain. Real estate usually
does not pass hands as often or as easily, and hence carries no
obvious market-price tag, as does a pound of sugar or a pair of
shoes. The appraised value assigned for taxing purposes cannot
be utilized for not only is this almost always below the true
market value, but the degree of undervaluation, itself, is far
from uniform in all communities. Only when actual sale
occurs does the market value of the piece of property emerge.
Appraisal by a lending institution, therefore, is bound to be an
estimate, or an approximation, of what, in view of all the at-
tending circumstances, would appear to be a fair price; a guess
as to what price the property would bring at an unforced sale.

Many pages have been written on scientific real estate ap-
praising.® There are those who hold that this type of work is fast
evolving, in this country as in England, from a business into a
profession. It is an open question, however, whether the opinion
of an expert, previously unacquainted with a piece of property,

4 su}ra, p. 63.

8 See Babcock, F. M., The Appraisal of Real Estate, New York, Macmillan (1925) ;
Zangerle, J. A., Principles of Real Estate Appraising, McMichael Publishing Or-
ganization, Cleveland, Ohio (1924) ; Hurd, R. M., Principles of City Land Values,
Record and Guide Publishing Company, New York (1905); West Side Branch,
Y.M.C.A. (Combined authorship of E. H. Gilbert, G. R. Davis, I. Ruland, and
others), Practical Real Estate Methods, Doubleday Page, New York (1919);
Bodfish, H. M., Money Lending Praciices of Building and Loan Associations in
Ohio, Ohio State Press} Mertzke, A. J., “Syllabus of Real Estate Appraising,” in

the Building and Loan Guide, Newark, N.J. (May 1928) ; Clark, H. F., and Chase,
F. A., Elements of the Modern Building and Loan Associations, Chap. X1.
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is worth more or less than the opinion of a man who has lived
in close proximity to the property for a number of years and
who has had ample opportunity to “know the town.” The ex-
pert, of course, is free from that temptation to overestimate
values which is bred of local pride. On the other hand, the local
man, in his appraisal, is judging the worth of an investment
for his own association which ought to be ample inducement to
an offsetting conservatism.

The technique of scientific appraising is complex. For a com-
plete exposition of some 300 pages, in addition to many tables
and formulae, the reader is referred to the work by Babcock.*
A briefer account appears in Clark and Chase.” As the purpose
here is to inquire into New Jersey practices and not simply to
restate the general discussions in the works already extant on
the subject, it will suffice to point out only several of the more
important factors that should not be lost sight of.

First, an appraiser should be impartial. He should have no
personal interest in the property he is appraising, unless this in-
terest is definitely noted in the appraisal report.

Second, land and improvements should be appraised as a
unit by a single appraiser (or committee). Improvements on
land often become part of the land and it is practically impos-
sible to disentangle the two.

Third, it is necessary that the appraiser be thoroughly con-
versant with the many factors which affect real estate values,
such as transportation facilities, class of residents in the neigh-
borhood, improvements installed and liability to assessment
therefor, street paving, schools (whether too far or too near),
et cetera.

Fourth, he should be sufficiently familiar with building
materials and construction methods to be able to judge con-
struction values. This includes such items as state of repair,
heating systems, current tastes in home styles, capitalization of
actual or probable rental income, et cetera.

8 0p. cit.
1 loc. cit.
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The. appraisal committee receives notice, usually from the
association Secretary on order of the Board of Directors, to ap-
praise the property of an applicant. The members visit the
property (either individually or as a committee) and render
their report and recommendations to the Board of Directors
with whom final decision rests. In practice, however, the deci-
sion of the Directors is largely dependent upon that of the ap-
praisal committee. The need for sound appraisal methods can
hardly be overemphasized; it is the business base upon which
the entire association structure rests.

In about five per cent of the associations reporting outsiders
are called in to aid members of the Board of Directors in ap-
praisal work. Some few of these are professional appraisers; the
others are members of the association who happen also to be
building men and whose aid is sought because of their all-
round experience in construction matters. For the most part,
building and loan appraisal work is conducted by Board mem-
bers themselves; in some cases, when an application for a large
loan is up for consideration, the entire Board assumes the rdle
of appraisal committee.

With appraisal duties vested in the hands of the associations
. themselves, one may well ask : Just how much meaning attaches
to the requirement of the law that loans be restricted to eighty
per cent of the “cash value” of the property? If value were
something tangible and easily ascertainable, the restriction
would be significant. But it is an intangible ; all that it can pos-
sibly signify is that Directors should limit the amount of all
loans to eighty per cent of what they think is the market value
of the property. Several associations even admit that in prac-
tice their method is first to judge the size of the loan they deem
safe, and then to adjust the appraised value on this as a basis
so as to come within the legal limit. Unscientific? Perhaps; but
probably equally as sound and no less safe when practised by
men of sound experience, than many more complicated methods.
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*The questionnaire included the query: “To what average
(not necessarily the same as the legal maximum) percentage
of appraised value does your association lend . . . (a) oncity
property ? (b) on suburban property? (c) on rural property ?”
Complete replies were received from about 170 associations. In
interpreting the percentages presented in Table 29 it should be
borne in mind that they represent, not the average percentage of
appraised value on which associations lend, but the maximum
to which they will lend as a matter of policy. The percentages
themselves are not particularly significant. A percentage lower
than the eighty per cent legal maximum indicates an éntention
on the part of an association to adhere to a conservatism more
pronounced than that required by law, and it is this intent that
matters.

The modal maximum percentage for all associations reporting
is from sixty-five to seventy per cent on all but rural loans, where
the maximum drops to from fifty-five to sixty per cent. Rural
property values tend to be more rigid than urban and suburban
values. Rural property usually passes hands less frequently and
for this reason its value is less determinable than city and town
lots. Its income is often in non-monetary form and cannot easily
be capitalized objectively. It will be observed from Table 29,
which presents cumulative percentage figures, that the ten-
dency is for greater conservatism in lending on suburban than
on city properties, and for still greater conservatism when it
comes to making laans on properties situated in the country.
Eighty-seven per cent of all the associations reporting lend to
a maximum of from sixty-five to seventy per cent of the ap-
praised value on city properties, two-thirds of them lend up to
sixty-five or seventy per cent on suburban properties, but less
than one-third lend up to that percentage on rural properties.

One would expect the percentages of appraised values loaned
on—and the appraised values themselves—to be higher when
an association finds itself with a large amount of idle cash on
its hands than when the demand for loans is brisk. In certain
sections of the State today, where loan applications are not
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TasLE 29 .

Maximum Percentage of Appraised Value on Whick Associations Will Lend,
‘City, Suburban, and Rural Properties Compared, 1928

CITY PROPERTY SUBURBAN PROPERTY RURAL PROPERTY
NO, ASSNS, NO. ASSNS, NO, ASSNS.
PERCENTAGE OF|LENDING UP LENDING UP LENDING UP
APPRAISED TO THIS ff:::; TO THIS ::’_:::; TO THIS f:::'z
VALUE PER- PER- PER-
centace as| PER ®ENTicpnTage as| PER CENT lopnracE as| PER CENT
MAXIMUM MAXIMUM MAXIMUM
75-80% 41 24.8% 25 14.7% 9 8.3%
7075 48 539 37 36.5 9 16.7
65—70 54 86.7 52 67.1 14 29.6
6065 11 93-3 26 82.4 16 44.4
§5-6o 10 99.4 26 97.6 35 76.9
§0-5§ I 100.0 4 100.0 3 79.6
under 50 — 100.0 — 100.0 22 100.0
No. assns.
reporting 165 170 108

coming in as easily or as fast as they did a few years ago, this -
tendency might well obtain. Safety is the prime consideration,
and if the foreclosure record of the past is any guide at all, the
‘conclusion seems warranted that building and loan associations
have been operating on margins of safety well above the danger
line. The increase in the number of foreclosures in certain coun-
ties of the State® in 1928 is perhaps an indication that, in those
quarters, a less generous appraisal policy should be followed.
_Table 30 presents data for the maximum percentages loaned
by associations in nine selected cities of the State. Compara-
bility among the cities enumerated, however, is lessened by lack
of information as to the relative heights of appraised values.
The percentages in the table represent arithmetical averages
of the maximum percentages to which reporting associations
will lend in each city. Jersey City associations have an average
maximum of 74.7 per cent. The corresponding figure for Camden
is 71.3 per cent. Yet, this, by itself, does not mean that the aver-
age association in Jersey City is more generous than the average
association in Camden, unless the appraisals in the latter are

8infra, p. 260.
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no higher than in the former. Further, it fails to serve as a gen-
eral indicator of loan practice in this respect, since the per-
centages are maxima and not necessarily the average. These
figures are presented here, despite these qualifications, be-
cause so far as the writer is aware they are the most adequate
figures available.

Taner 30°

Maximum Percentage of Appraised Value upon Which Associations Will Lend,
Selected Cities of New Jersey, 1928

ary LOANS ON CITY  |LOANS ON SUBURBAN| LOANS ON RURAL
PROPERTY PROPERTY PROPERTY

Newark (40t 748% | (1) 719% | (25)  63.4%
Jersey Cicy (13) 74.7 (10) 72.0 (2) 62.§
Elizabeth (6 747 (6 70.8 (9 68.0
Paterson (9) 72.0 (8 70.0 (4 60.0
Camden (13) 71.3 (12) 63.8 (8) $3.8
East Orange (6) 71.0 ( 6) 70.0 (2 65.0

Atlantic City (8 70.6 (7 64.3 (2) 67.5§
Trenton (5 69.0 (s 63.0 (4) §6.3
New Brunswick (e 67.¢ (3 65.0 (3 61.7

*Percentages are arithmetic averages of percentages as reported by the associations
on the questionnaire.

t Figures in parentheses indicate number of associations reporting data.

§Rural figure is high in this case because associations reporting rural loans happen
to be aseociations reporting high figure also for city loans. In no single association is
the rural figure higher than the city or suburban figure.

Credit Inquiry

Appraisal is for the purpose of ascertaining the probable
market value of a piece of property which is to serve as security
for a loan. But, no loan is made to property. Loans are always
made to individuals, and an individual can damage property,
as well as default in payment of interest. Associations lend in
order to receive interest income, and every foreclosure repre-
sents potential loss. Other things equal, therefore, the man with
a good credit standing ought to be able to obtain a larger loan
than the man with a poor record.

Yet, only sixty-eight of the 21§ associations (thirty-two
per cent) reporting, state that t