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BUILDING AND LOAN ASSOCIATIONS 

It ie somet5.mes said that the average �A�m�e�r�i�c�a �~ �n� 

is more or less thriftless, and expecte that his fortune 

will be made through a lucky chance. If �t�h�i�~�:�~� were true, 

there would be even a wider gap than now exists between 

those with fortunes and those without. But like many 

other half truths, it overlooks a most important part of 

our economic life. It is merely idle to talk about undue 

extravagance, for this does not coincide with the facts about 

our people's savings. Side by side with our l arge expendi

tures for luxuries and plee .. sures, we find a host of ex

penditures for capital goods that contributeto the progress 

of our time and most of our capital is saved in small sums 

in institutions designed primarily to promote thrift and 

to accumulate a cash reserve. (Ref. 1) 

Perhaps it may be said that we depend too large

ly upon chance for the larger rewards of life. But for the 

smaller things that make for a successful, progressive 

community, we do take so mcillY chances as popular opinion 

would have us believe. During the time that young men and 

women are watching for the great opportunity that will mean 

a competence for them, hundreds and thousands of them are 

putting aside small sums each pay day toward that unknown 

rainy day which is sure to be ahead. They may be looking 

for the chance of big gains, suddenly achieved, but they 

have not forgotten the smaller things, e.s sCI many demagogues 

would have us believe. If they had, insurance companies 
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would be out of businesr;, investment companies would close 

their doors and the general business life of our country 

would lag. All these businesses help to furnish the capital 

with which the general business is carried on, and they get 

it principally in small amounts from individual customers 

who have a limited store of savings. (Ref. 2) 

Most of the money of the modern building and loan 

association is invested in homes that men1ber13 are buying 

through systematic payments. It is impossible to say how 

many homes have been purchased during the ninety-six years 

that these associations have existed. It has been estimated 

that 360,000 loans were made in 1923 to aid in acquiring 

homes. (Ref. 3) 

While one group of these association members is 

thus being aided to home ownership at reasonable rates of 

interest, another group is being aided to financial independ-, 

ence through the profits on their savings. The building and 

loan association merely acts as a clearing house through which 

those who wish to save, make money availabl e to those who wish 

to borrow. The profits of the savings members are not large, 

but they usually pay more than the rate of L terest paid by 

other safe types of investments, and the degree of safety is 

not le sa than that of the savings bank. (Ref. 4) 

In attempting to discover the less well-known 

phases of the course of building and loan development, we find 

that in the United States its history falls into four rather 
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well defined periods. (Ref. 5) 

(1) Early experiment and ultimate success of the local 

association. 1831-1885. 

(2) Rise and fall of the national associations 1885-1900. 

(3) Reconstruction of public confidence 1900-1910. 

( 4) Expansion on sound lines 1910 to the present time. 

Only in the United States and in England is e. sub

stantial development of cooperative credit found which aims 

directly to foster h ome ownership. Methods of the building 

societies of England are quite similar to those of the buj_ld

ing and loan associations of the United States, in spite of 

the fact that there has been very little exchange of informa

tion on the subject between the two countries. 

Early attempts in both countries were designed in 

each case to aid one group of people to secure homes. It was 

supposed that the usefulness of an association would cease 

wheh this was accomplished. As a result the originators planned 

their affairs so that they would "terminate" in about twelve 

years, not realizing that new troubles would arise in each 

successive year. The difficulty of keeping a considerable group 

of members "in step" with each other for so long a term without 

bringing in new members is riow easily understood. At that time 

it was not so apparent. (Ref. 6) The excessive cost of late 

entrance restricted the usefulness of the early terminating 

societies, and they were not ultimately successful until placed 

on a permanent basis by the issuance of shares in series. 
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The origin and early history of locai building and 

loan associations is doubtful. (Ref. ?) A meager form of such 

societies first took root in China about 200 B.C. During the 

Han Dynasty, a. wealthy official named Pong Koong, instituted 

a sort of money-lending club called leehwea, meaning interest

receiving society, probably for the double purpose of render

ing benevolent assistance to the poor and providing a conven

ient means of investment for his money at a f air rate of in

terest. Any person who was anxious to obtain a loan for use

ful purposes might call upon his friends and relatives to form 

such a club. Loans were repaid in installments and the fund 

was continuously reloaned. 

These money-lending.societies are still prevalent 

everywhere in China with regulations varying slightly in 

different localities. Though they are not organized primarily 

to finance home building, it is j.nteresting to note that they 

possess many features in common with local building and loan 

associations. They were mutual in character, they made loans 

by lot or by competitive bidding, loans were repaid in install

ment s , dues and interest were paid at stated periods, a system 

of fines was imposed for default in payments, e.nd profits were 

equally divided. 

Turning to Europe, we find that as early as 1795, 

building clubs were formed in Birnrlngham in England. At that 

time it was becoming very difficult for the man in poor circum

stances to own any kind of home. Most of the land was passing 

into the hands of large landed proprietor s, and these clubs 

provided a means by which the working classes could "save them

selves into a home. 11 Ref. (Ref. 8) 
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In 1809 the Greenwich Union Building Society was 

founded and some of its methods have come down to us. Its 

membership was limited to fifty; it issued 200 shares at 

210 pounds each, each share representing a dwelling house. 

Houses were built under the supervision of the society, one 

after another, whenever sufficient funds were available, out 

of the money paid in. by its members in monthly installments. 

The houses were then distributed among its members by lot. 

In case of default in payments, a member was subjected to 

fines and punishments. Here was the skeleton and foundation 

of the later well-organized building and loan associations. 

The moveHlent attracted attention very early in the 

United States, and was already well established in 1852. 

In that year, W. P. Smith, in defending the policies of the 

newly formed Suffolk Mutual Loan and Accwnulating Fund Asso

ciation of Boston, ascribed their origin to the desire of 

the workingman for a home. "To the Earl of Selkirk, a Scottish 

nobleman, the world is indebted for the origin of the banking 

and loan associations. The principle is one that, having 

taken root, can never be eradicated, and even in the unfruit

ful soil of England, t11ey have started up in every city, 

town, and village. But the noble scheme of its projector 

was never fully developed until it reached the United States. 

Here ita appeal was made to an intelligent people, with the 

means, the fruits of their labor, to give it a fair trial. 

And what has been the result? Four years ago the first 

Association was established in New York, and now there 

are upwards of forty in that city alone. They are at present 
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established and prospering in maqy of the large cities_ through

out the Union." (Ref. 9) 

In the United States, the movement has been active

ly carried on since the earliest association was organized at 

Frankford, a. suburb of Philadelphia, on the 3rd of January, 

1831, under the title of the Oxford Provident Building Associ

ation of Philadelphia County. The main provisions of its con

stitution and by-laws we1•e as follows: (Ref. 10) 

(1) �E�v�e�1�~� member was required to make a payment of $5.00 

for membership fee, and a monthly payment of $3.00 for each 

share having a matured value of $500. each. 

(2) No member could hold more than five shares; each 

member was entitled to one vote per share of stock at the semi

annual �e�l�e�c�t�i�o�~ �s �.� 

(3) Loans up to $500. per share were allotted to the 

stockholder offeri1"1g (in writing) the highest premium for the 

loan. 

{4) Members failing to pay the monthly dues were fined 

twenty-five cents per share. 

(5) The association was �d�e�s�i�g�n�~�d� to continue until every 

member had an opportunity of purchasing a dwelling house, e.fter 

which the assets were to be divided (the terminating plan). 

For convenience we are using throughout this dis

cussion the term "building and loan association", but this is 

to be interpreted as including all institutions which have 

for their purpose the accumulation of a loan fund for use 

primarily to finance small home building. Actually 143 differ

ent forme of copora.te titles are known to be in use in the 
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United States. The various names used include the follow-

i ng: (Ref. 11) 

Building and Loan Association (Used in 4? states) 

Savings and Loan Association (Used in 29 states) 

Building Association (Used in 15 states) 

Loan and Building Association {Used in 14 states) 

Building Loan and Savings Association {Used in 14 states) 

Savings Loan and Building Association {Used in 10 states) 

Cooperative Banks (Used in �1�~�s�s�a�c�h�u�s�e�t�t�s�)� 

Homestead Associations (Used in Louisiana) 

These associations are called by many other names 

in vrhich the words "Savings", "Building" and "Loan ''usually 

occur, but many other words are used as well. The plan used 

and the name by which these associations are called should 

not obscure their fundamental purpose. All are for savings. 

All are attempting to develop thrift and home-ownership. among 

our people who, in the rush of modern life are apt to overlook 

the value of the home. 

Associe..tions use not only different na.r.a.es but also 

different terms to describe the operations of their business. 

Practices do vary, but often when there seem to be varia-

tiona in practice in different sections of the country, it will 

be found on examination that the practices are the same and 

only the terr.o.s used to describe them are different. Possibly 

one of the moat important tasks which should be undertaken by 

association men is to standardize practices and terms through-

out the country. This does not mean that only one method of 
I 
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doing business should be advocated for use in all parts of the 

country. One method is seldom adapted to all sections. But 

it does mean that when a given practice is in use, its name 

should indicate its content to men fa.Jniliar with association 

work in other parts of the country. This applies both to 

the methods of lending money and to the distribution of 

earnings. 

The success of the bui l ding and loan plan appears 

to rest on the fact that, more than other financial institu

tions in the United States, it has enabled borrowers on 

homes to get out of debt. It happens that associ ati one have 

no uniform methods of accomplishing this. This lack of uni

formity does not obscure the work that they do, but does 

make it diffi cult to define the term 11buildL g and loan asso

ciation" briefly and accurately. It may be said that a 

buildi ng and loan association is that form of' cooperative 

savings institution the funds of which are invested prirnar:i.J.y 

in long-time arnortized loans on real-estate security. Most 

of them are mutual savings institutions. Moe;t of them loan 

only on homes. It is perhaps easier to define them by recit

ing their functian·a, purpose, and methode, the method which 

has been used by most writers on the subject. Rosenthal's 

(Ref. 12) definition is as follows: 11A building association is 

a mutual cooperative financial institution usually operating 

under articles of incorporation issued by the state, and 

composed of members who have thus associated themselves 

together for their mutual benefit and financial advantage.11 
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It is not proper to compare the runount of money 

subscribed to shares and paid into the associations with 

that paid into banks on account of capital stock. The 

capital fund of the banks is merely a safeguard for the 

deposits and other liabilities which the banks incur. 

A bank's business is conducted largely with the money of 

its depositors, while that of an association is conducted 

almost entirely with the funds paid in by the stockholders 

or share holders. The essential dj.fference is that the 

share holders of an association are virtually the only 

persons with whom the association transacts its business, 

while the stockholders of a bank are few in number and 

their relations with the bank are primarily those of owners 

rather than customers. The association does not establish 

a debtor and creditor relationship with its customers ex

cept in the small number of cases where "deposits" are 

used. (Ref. 13) 

A large nwnber of variations from each of the plans 

under which these banks do business exist, but to attempt 

a discussion of many of them would be a needlessly complicated 

task. Variations are sometimes added in order to meet a par

ticular local condition, or because officers have failed to 

comprehend the real nature of a given plan and have started 

it improperly. Curiously enough, it has often proved easier 

to continue these variations than to readjust the books and 

make a fresh start. Hence the many variations continue in 

use. A thorough understanding of the more important plana 

will provide a background from which all others being 
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confronted can be analyzed. To provide this background, it 

is best to consider the basic plans in detail in the order 

of their origin. 

The first system in use is called t he terminating 

plan. (Ref. 14). It starts as a neighborhood group, club, 

or association which meets once each week or month to help 

each member acquire a home. The members start to save at 

the same time and make regular weekly or monthly contribu

tions toward a �c�o�~�n�o�n� fund. This fund is represented by in

stallment "shares", similar to shares of stock in a corpora

tion (although the terminating associations are seldom in

corporat ed). Each share has a certain matured or par value 

(frequently $200 each), and members may subseribe to any de

sired number of shares. All members pay a stated amount of 

dues on each share at each meeting, and regularity is en

forced by a system of fines for delinquency. Thus all mem

bers remain on an equal footing until the shares reach their 

matured or par value, when the contract is completed or ."Ter.m

inated" and the assets of the association are divided among 

therri. 

The dues paid in at each meeting are at once loaned 

to members. Each individual member expects to borrow from 

this fund in his turn, if there is money enough available for 

this purpose at the time he wishes to obtain a loan. Hence 

he usually subscribes for enough par value of shares to equal 

the amount he would like to borrow. 

Borrowers pay interest on their loans (usually upon 

the whole amount for the entire time) and continue the install-
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mente on their shares until they reach par value. This 

value is then applied to the repayment of the loan and 

the loan is cancelled. 

Earnings on the fund consist principally of in

terest paid by borrowers and the fines charged for delin

quency. These are divided among all the members on the 

basis of their total periodic payments. By adding the 

earnings to the periodic payments, the investment reaches 

the par value of the shares more quickly than if it de

pended upon the payments alone. Profits received by the 

borrowing members tend to reduce the actual amount of in

terest paid by them. 

The club is organized for the sole purpose of 

accumulating this one fund and lending it to the original 

members or others who come in on the same bt:Lsis. When the 

shares have matured, they are then ready to be paid to the 

investors. Tho:.se who have borrowed use their matured shares 

to cancel their loans. Other members receive the proceeds 

of their shares in cash. This terminates the association. 

It is the earliest application in America of the cooperative 

methods for financing home ownership which originated in 

Europe and the Far East. 

There is no other capital than the installments 

paid in at each meeting. The members OV!Tn the business and 

assume all the risk. Persons who wish to save for a home in 

this way become members of the association as follows: 

{1) By agreeing to abide by certain rules or by-laws (which 

has their principal purpose the enforcement of regularity of 
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payment), and (2) by .subscribing to the desired number of 

shares of stock of the association, on which they must make 

stipulated payments. 

Since there is only one group of shares issued, 

people who join after the first month find that older members 

already have some funds saved in the association, and they 

can only enter by putting in as much money for each new 

share as the old shares are then worth according to the books. 

For exa.r.aple, if one dollar is collected each month on each 

$200 share, original members will have $12 per share invested 

at the end of one year. Earnings allotted to each share may 

amount to thirty or forty cents by that time. If a new 

member enters, he is obliged to pay enough to make hie shares 

equal to this amount of about $12.40, plus the current dues 

for the next month. Thereafter he would keep in step with 

the other members. As time passes, the required first pay

ments become much larger for new members, and few are attracte:l 

to the association. 

The business transacted at the meetings of the asso

ciation consists of only two things: (1) the receiving and 

recording of payments, and (2) lending out the money received. 

It is the object of the officers to lend out all the funds re

ceived at each meeting, and their ideal is never to have a 

balance of cash that is not at work. (This is the ideal in 

all other plans as well as in the terminating plans.) The 

loan is secured by a mortgage on real estate, together with 

the customary note, and also by the pledging of the shares of 

the borrowing member. 



, 
- 15 -

In the cities where neighborhood groups and clubs 

are not buj.l t up with a membership intimate enough to make 

feasible the terminating plan a second system known as the 

premium plan was started wherein precedence in borrowing 

was originally determined by competitive bidd.ing among those 

desiring funds. (Ref. 15) The man who wanted the funds the 

most, bid the highest sum (in addition to the regular inter

est) for the privilege of obtaining them. (In some of the 

very early associa,tions, tl-::.e premium bid was the only interest 

charge). This bid was known as the "premi wn", and the mune 

and the practice are still used in many associations through

out the country, regardless of �~�h�e� plan used. 

The premium rnay be paid in either of several ways: 

(1) it may be paid in �:�i �n�~�.�; �t �; �! �t �l�l�.�r�r �. �e�n�t�s� as a.n addition to the 

regular periodic dues and interer::;t; or (2) it may be paid 

as a lump sum at the time of making the loe.n. The latter 

ie called "gross premium" and its amount is deducted from 

the face value of the loan, leaving only the discounted pro

ceeds of the loan for the borrower. He is responsible to the 

association for the full face value of the loan, as well as 

for interest on the face value. Other premiums are in use, 

but all sorts of premiums are legalized methods of charging 

a rate of interest higher th<:m the current legal rate. (Ref. 16) 

Borrowers are on hand at all the earlier meetings 

of the terminating association. At later meetings the number 

dwindles because the amount available to the borrower after 

paying back dues and deducting the gross premium grows con

stantly smaller as the association grows older and the book 
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value of the shares grows greater. The net proceeds are 

very small in proportion to the loan. For 'example, if a 

borrower wishes to secure a $1,000 loan when the associa

tion is five years old, and monthly dues are $1 for each 

$200 share (with dividends averaging 6 per cent. compound

ed semi-annually) and gross premium is $30 per share, he 

would be obliged to subscribe for at least $1,500 shares, 

and possibly �~�o�r�e�,� in order to receive his net $1, 000. He 

would then have to pay interest and dues on the full 

runount of $1,500 until the termination of the association. 

The actual cost of the loan to the borrower soon becomes 

prohibitive at this rate. 

In the New England States the serial plan was 

adopted and is still the leading form. This plan is obvi

ously the out-growth of the terrtinating plan under which 

early associations worked. It retains many of the basic 

principles of its predecessor, but by slight changes in 

method it escapes some of the manifest disadvantages. (Ref.J.?) 

Instead of using a single group of shares, the serial asso

ciation offers new groups, or "series", of shares of its in

stallment stock for sale at periodic intervals. New series 

are offered as frequently as it seems desirable, annually, 

semi-annually, quarterly, or even monthly. Dues begin when 

the stock is issued, and shares mature at different times, 

depending upon the date of starting, upon the amount of dues 

paid, and upon the earnings of the association. 

All the members of the terminating association were 
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on the same footing as far as the book value of their shares 

was concerned. Under the serial plan each member of a group 

is on the same basis, but the association has arranged the 

groups in successive aeries. It is in a sense an association 

of an indefinite nurnber of associations of the terminating 

type, each series in turn going through the processes of 

starting, functioning to maturity, and then disappearing, e.s its 

loans are liquidated and its "free shares" retired. As each 

series matures,. the association is obliged to pay back to the 

free shareholders the amount of t heir investment. This takes 

considerable sums at recurring intervals, and presents one of 

the problems of the business. 

The serial plan is essentially the �r�~�a�m�e� in every 

state where it is in use. Statutory provisions, however, modi

fy the actual practice in many essential respects. For ex

ample, (Ref. 18) in New Jersey there is no limit upon the number 

of shares that may be owned by an individual member in a par

ticular association. In the caBe of Massachusetts, the co

operative banks operate on a modified serial plan. but there 

is a definite limit to the amount of investment for an in

dividual shareholder. (Ref. 19) Moat variations in the plan 

are the outgrowth of attempts to adapt it to local conditions 

in the many states where it is in use. 

A basic principle of the terminating and serial plans is 

the enforcement of systematic payment of installments (or dues) on 

shares, by means of f i nes and other penalties. The theory is (Ref.20) 
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that enforced thrift is necessary ( 1) to �i�n�s�u�r�~�l� the receipt 

of anticipated funds, (2) in order to apportion earni ngs "equal

ly and ratably" to all shares in the aeries, and ( 3) because 

systematic saving is believed to be socially desirable. Keep

ing all members "in st ep" is supposed to accomplish these 

ends. 

Three methods are used t o promote regularity of pay

ment s and to induce the members to continue their payments un

til their shares reach pay value: (Ref. 21) (1) membership and 

withdrawal fees, (2) fines, and (3) forfeitureB. Some associa

ti ons use only one or two of these; a few use all three. Mem

ber ship fees, .as indicated by the term, are imposed when a 

member j ·oins an association, and they may be based ( 1) on the 

number of shares subscribed for, or (2) on the individual mem

ber regardless of the number of shares taken. They provide an 

additional fund to help cover the expense of conducting the 

association, and not infrequently yield a profit. Withdrawal 

fees are deductions fr om the book value when shares are with

drawn before maturity. Although these fees are an additional 

expense to the savings member, their use has been justified 

on the ground that members will be more likely to meet their 

obligation and continue their payments until their shares have 

matured because they suffer a loss by withdrawing. (Ref. 22) 

The operation of membership and withdrawal fees is essentially 

the same. 

Fines are also employed for the purpose of enforcing 

promptness in making payments by both savers and borrowers. The 

amount is seldom more than a few cents per share for each mont.h}y 
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payment missed. "Pennsylvania perhaps uses this more than any 

other state, the usual and maximum rate is 2 per cent. on the 

amount due and un-paid no matter how caused." (Ref. 23) Such 

fines are deemed necessary by many associations for the same 

reasons which prompt the use of fees, (1) in order to avoid 

such delinquency as would lead to withdrawals, and (2) to in

sure receipt of anticipated funds. Laws of. many states limit 

the amount .of fines that may be levied. Usually they may not 

be charged against more than six months' dues, after which time 

delinquent shares are segregated in the accounts of the associa

tion. 

Forfeitures were originally planned to prevent the 

opening of accounts on the spirit of enthusiasm,and are of 

various kinds,but most co1mnonly are limited to the withholding 

of a portion of the earnings upon wi thdrawaJ. of shares, before 

their maturity. Where the forfeiture involves the absorption 

of all the value of the shares, the problem becomes serious, 

and legislation to prevent the use of the proceeds of forfeited 

shares as profits is in existence in several states. (Ref. 24) 

Even in states where no legislation has taken place good busi

ness policy has limited it to accounts under a year's age. 

I:n the Southern Atlantic states the prevailing plan 

used is called the permanent plan (Ref. 20' ) . �~�r�h�e� regular perma

nent plan differs essentially from the terminating and the 

serial plans· in this respect: Each shareholder has an indepen

dent ledger account and his own shares start and are matured 

without regard to others. Periodical payments are uniform in 
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amount as under the serial and terminating plans. A consider

able number of associations formerly operating under the serial 

plan now use the permanent plan in order to invite subscriptions 

to shares at any time without rtihe necessity of "getting i n line" 

with others. The designation of the plan has no direct signi

ficance since this plan is no more �p�e�r�n�~�n�e�n�t� in character than 

the serial association. Its books are continuously open for 

subscriptions and in this sense it may be considered somewhat 

more available to new members. A large number of the associa

tions operating under the permanent plan enforce systematic :pay

ments throughout the life of the shares through a system of fees 

and penalties as in the former plans. 

Shares issued under the permanent plan may have all 

the characteristics of those i ssued by serial or terminating 

associations, but the essential difference is in the matter of 

grouping. There is nothing to prevent the issuance of shares 

on every business day of the association's life . instead of 

putting out a large number only at stated periods. The issuing 

of large blocks of shares at one time in the older associations 

is undoubtedly an out-growth of corporate practice in selling 

shares of stock. Corporate stock is usually sold in large 

runounts, but the business of such institutions is quite distinct 

from the sale of stock, and the capital so raised is but a small 

part of their resources. With the building and loan association 

the sale of shares is one-half its business, the other being the 

lending of money so received. No other capital is used. Con

tinuous subscription to new shares provides a regular flow of 
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money. The demand for loans is greater at some times than 

others, but it is like the activity of any other business. A 

regular income makes i t possible to meet the demand. It is 

desirable, however, for an association to sell as large a block 

of shares at the start as possible, so that it may begin lend

ing money at once on a scale large enough to yield a substan

tial profit above expenses. 

A new member can start to save in a permanent associa

tion with no more delay than in a savings bank. There is no 

necessity to "get in line" with another group. No back payments 

are needed. The member subscribes to the number of shares de

sired, pays the first month's dues, and his savings are under 

way. He receives at dividend periods his due proportion of the 

earnings, based on the length of time hie dues have be.en in the 

hands of the association. These are added to his account, and 

together with his own regular payments will mature the shares 

in a given period, depending on the profits and provided no 

losses offset the profits. The asaociation is able to keep a 

simplified set of books more like those of a bank, thus cutting 

down the expense for each monthly account. Also there is no 

necessity of preparing to meet a large volume of maturities at 

given dates. (Ref'. 26) 

The middle west has adopted what is called the Dayton 

permanent or 110hio"· plan. (Ref. 2'7). Associations using this plan 

avoid the method of enforcing systematic payment of prescribed 

dues on shares. In all �o�~�e�r� respects they are similar to the 
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regular permanent associations. They permit each member to 

suit his own convenience in making payments, thus attract

ing people with irregular incomes as well as others. At each 

dividend-paying date earnings are credited to the shares on 

the basis of their book value in the current period, the rate 

of profits being the same for all shares of stock of one kind. 

In some associations using this plan all shares are 

assumed to be matured at all times. Each payment represents 

in turn a certain number of shares or fractional parts �t�h�e�r�e�~� 

of. In other associations, maturity is always �p�o�a�t�p�o�n�~�d�.� This 

is done by requiring the member to subscribe for a nominal 

additional amount of stock whenever his present credits. equal 

the pay value of a given number of shares. For exa..'Tiple, i f 

the nominal par value of a given number of shares is $100 each 

and the member has previously subscribed for 15 shares, the 

secretary will request him to increase his subscription to 20 

or 25 shares or perhaps more, when hie credits amount to $14.?5. 

In this way his customary payments will never quite catch up 

with the amount of stock subscribed for. Maturity of shares is 

thus more or lese a fiction. No advantage would accrue to the 

member who wishas to withdraw by paying in at any time the un

paid balance needed to mature any given par value of shares and 

then immediately withdrawing the entire amount, nor would it 

benefit the association. The member is encouraged to save as 

much as possible and to leave hie savings with the association 

penn.anently. However, it is customary to permit additional 

payments and withdrawals without penalty, and practically at the 

will of the member. The shareholders savings are represented by 

shares, as in the case of all other forms of associations, and 



- 23 -

they are subject to all the benefits and limitations imposed 

upon shares and shareholders. 

Although membership fees are charged in some cases, 

mainly to provide for operating expenses during earlier years 

of operation, or to take care of heavy charter fees which are 

imposed by some states, the general policy of the Dayton-plan 

associations is the elimination of all fees, fines, and forfeit

ures, upon the theory that such fees discourage rather than 

encourage savings. 

To ascertain the comparative merits and demerits of 

the various plans outlined is a difficult undertaking. With 

the exception of the terminating plan, now largely a thing of 

the past, each plan has its enthusiastic supporters and its 

pronounced detractors. Many differences in plan have arisen in 

response to real or fancied differences in circumstances and 

environment. Differences in point of view have been reflected 

in changing laws, and, at times, the course of' the business has 

had to change in response to unfriendly or ill-considered legis

lation; but with every change, the fundamental purposes of pro

moting t hrift and home ownershi p have been retained. Efficient 

and largely altruistic service has been given by those intrusted 

with the direction of association activities. 

The manifest limitations of the terminating plan and 

the further fact that it is no longer a :factor of importt-.mce 

justify avoidance of further discussion of it . Because these 

associations wind up their affaire and go out of business when 

the sha.res have run their course people 8,re apt to conclude the.t 
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the association was not a success. It frequently happens 

that strangers are told that buJlding and loan is not needed 

in a part :lcula.r town because th I 

one that tried it failed. On 

investigation it is often shown that the association re110rted 

as a failure was merely a ter.mi ating association that was 

obliged to discontinue when itB purpose had been accomplished. 

(Ref. 28) 

The serial plan is -· v ry much in evidence and it 

has had a longer period of unhi .dered growth and proved depend

ability than arry other plan. Itl definitely recognizes the 

importance of systematic thrift as an economic asset and a 

builder of character. It inspi .ee group enthusiasn: in joint 

action at stipulated periods. ie particul arly adapted to 

promote neiehborhood friendline s and cooperation, especially 

in locali ties where industrial ''evelopment �p�r�o�v�i�d�~�s� a large 

number of people with assurred. steady income, c:.s it enables 

them to save systematicc-.lly and to help each other in acquir-

ing homes. 

Those who �l�)�r�t�~�f�e�r� some other plan will say that the 

serie:l-1 plan is out of de.te, mea. ing that newer plans have ad-

vantages not possessed by the �p�~�r�e�l�y� serial plan, s-.nd citing 

their objections somewhat as fa lows: (Ref. 29) 

(1) That it requires the ,ssocia.tion to accumulate large 

eums periodically to meet the mJturity of free sha.res of a 

ser ies. (The serial menanswer this by saying that the associa-

tion can borrow from banks or i dividuals when money is needed 

in excess of current receipts, nd pay off the loans when 
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reo eipt s exceed demand. Instl:'.l 11ent payments of later series 

may thus be used in part t o mat re older series without disturb-

ing current loans on mortge,ges. One seri es ia thus in part 

replaced by another.) 

( 2) That, at such times, .he association is unable to 

take care of the needs of all wl' o wish to borr ow. (Answer: 

11'Ihe credit of the association nables it to meet all legiti

mate demands. 11 ) 

(3) Thatthe accounting m thods are compli cated and 

burdensome. (Answer: "Modern erial associations have per-
. I 

fected their accounts along lines as simple and complete as 

any other plan".) 

( 4) That many who might be induced to save a.re deterred 

when the lapse of time after a series is opened makes it 

necessary to pay an initial amount that is in ex.cess of their 

meems. (The answer of serial association men is that with the 

constant offering of new series this difficulty does not arise. 

Members may take one or more shares and increase the .number 

gradually as their means permit.) 

(5) Others wi ll not join because they are not sure of 

having a steady income which will enable· them to avoid the 

penalties for failure to meet all payments promptly. ( Seria,l 

n1en claim that this objection is never heard 'by them.) 

(6) The objectors feel that no person should be required 

to conform his saving to conditions imposed by a group of 

shareholders who organized the association in order to invest 

their money at good rates of income and who are manifestly in 
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position to enjo;>r all the benefits e.nd escape all penalties. 

Such men have a regular income and can make regular payn1ents. 

(Pennsylvania officers answer this objection by saying that 

their associations are strictly mutual. The officers are 

elected by the shareholders, who have the right t o attend all 

meetings. Therefore. any regulations in the by-laws or board 

r ules that are irksome may be readily changed at any time.) 

In spite of these criticisms, millions of people 

have found this ple,n thoroughly satisfactory and have �p�l�~�o�f�i� ted 

by their membership in the serial associations, and mi llions 

more will continue to do so. 

Advocates of the permanent plan claim for it all the 

advantages of serie.l associations, and in addition they advance 

the argument that this plan eliminates the difficulty of meet

ing maturities and also simplifies accounting problema. (Ref. 

30) It also allows shares to start at any time. It is the 

seriel plan applied to a wider fi eld through a small number of 

internal adjustments. Lese criticism seems to be directed agairnt 

t h i s plan than any of the others, except where periodic payments 

are enforced by fines, j _n which . case the advocates of the plan 

would pr obably reply, as in the serial plan above, that system

atic saving is worth working for. 

The Dayton plan is said to throw upen the door to 

savers with every type of income, regardless of regularity, and 

makes it 5, appeal �p�a�r�t �i�c�u �l�~�t�r�l�y� to those whose work is intermi tt

ent. (Ref. 31) This exposes the plan to the accusation that 

i t ie merely e. bank . Originators of the Dayton plan proceeded 
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on the assumption that savings should be made attractive. They 

abandoned the use of all fees a.nd penalties, made savings funds 

readily withdrawable by members when needed, and usually re

quired no forfeitures of earnings when shares were withdrawn 

before maturity. Every .dollar received as savings they applied 

as dues on shares on a cooperative basis. 

It is objected that the Dayton Plan lacks the charac

ter-forming-quality of enforced, persistent, systematic saving. 

In answer, j.ts adherents point out that penalties discourage 

saving at the very time when it should be most encouraged. Only 

the persons of strong will-power can continue paying dues when 

their �i�n�c�o�1�~�1�e� falls below its customary level, e.nd, regardless 

of their determination, it becomes impossible to make payments 

when they are out of work. This plan, they say, makes it possi

ble to reach greater numbers of savers, since it brings in both 

periodic and intermittent accumulation. The safety and profit

ableness of building and loan shares are thus made freely avail

able to all who are in position to eave to any extEmt and in 

arry manner. 

The Dayton-plcm associations were the first to pro

vide the convenience of well-equipped offices, open during busi

ness hours, thus facilitating the transaction of necessary busi

ness, and rendering a maximum service to all members. This prac

tice is now coming into genera.l use throughout the country for 

all types of associations. The sE.ria.l associations of the East 

have been slower to adopt the regular office hours than any 
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others. (Ref. 32) 

The great growth of assets of associations whj_ch 

charge no fees or penalties but succeed in retaining the funds 

permanently is also cited as proof of the greater service which 

may be rendered by those which have followed the Dayton pla.n 

and abandoned these excess charges. The real test of merit of 

any association is the service rendered in the promotion of 

association ideals: thrift c:md home ownership. 

In order to set forth clearly the work which is under

taken by these associations, the following illustration of 

their simplest operations is presented: (Ref. 33) 

A citi zen who he.s saved, let us say, �~�~ �1�,�8 �0�0�,� wishes 

to purchase or build a home, worth $5,000, borrowing the. remain

ing $3,200. If he approaches a commercial mortgage company for 

a loe.n, it would be refused because a $2,500 cash payment would 

be necessary. (Commercial or "straight" mortga.ges are usually 

limited to 50 per cent. of the appraised value of the property.) 

A building and loan association can safely make a loan of the 

desired size because of the use of the amortization or partia.l 

payment principle, by which the borrower starts to repa.y his 

loan at once, thue making it to his own interest to continue 

his contract. 

The citizen applies to the association for a loan of 

$3,200, giving all the details of the proposed transaction of ac

quiring a home, including the amount he is prepared to pay in 

cash, his prospective income, etc. · The applicant also agrees 

to pc;.y the current rate of interest on the loan (say ? per cent.) 
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Up to this point the procedure is the same as that for the 

straight loa.n, but after this point there i s a diffe rence. 

The association loan provides for the method of repayment 

as an essential pa.rt of the loan contract. The borr ower 

agrees to subscribe for shares of "inetaJ.lment stock" in the 

association to the full am.ount of his loan, tf the loan is 

granted. The payments on his shares are an invest ment of 

savings in the association which in turn can be applied to 

cancel the loan when the amount is large enough. He will pay 

for these shares, usually at the rate of fifty · cents or more 

per month for each $100 of loan, or, let us say $16 per month 

in the case before us. He also pays a. small fee for the in

vestigation of the security at the time of making the applica

tion, and some associations require that dues and interest for 

one month be paid at this time. Dues and interest are usually 

returned if the loan is refused. 

The officials of the association investigate the 

clainL, appraise the property carefully, search the title, �~�e�e� 

that i nsurance protection is provided, and if satisfied that 

the interests of the association are fully safeguarded, make 

the loan. A mortgetge (or deed or trust) and a bond (or note) 

are then �n�~�d�e� out; the seller of the property, the borrower, 

and the secretary of the association meet at the office of 

the association, and the original deed of purchase, the mort

gage, and all necessary papers are signed. This transfers the 

title from the seller to the borrower and at the same time 
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pledges it by mortgage to the association as security for 

the loan. The deed and mortgage are recorded, a.nd the 

borrower takes possession of the property. If the loan 

is not repaid, the association can proceed to foreclose 

the mortgage, have the property sold, and collect its 

debt from the proceeds. 

The borrower then makes each month a payment of 

$34.6? (in the case before us). Of this amount, $18.67 

is interest on the loan, whi le �~�~ �1�6� pays an i nste.l:m.&·nent of 

50 cents each on 32 shares in the association. The shares, 

vvhen they have been· completely paid for by these install

mente plus the dividends that are credited to them, will pay 

off the debt. 

The borrower thus automatically becomes a savings 

member as well as a borrower, and on his installment shares 

he is entitled to dividends, when the association makes a 

prof it, just as any other savings member. These dividends 

are credited to his savings as they accumulate, usually at 

the end of each half year. An association charging 7 per 

cent. interest can pay dividends of approximately 6 per cent. 

per annum, e.s it a expenses are small. The borrower never re

ceives as much in dividends as he pays in interest, eince 

his dues never equal the loan until maturity. 

At the expiration of six months, the �~�~�1�6� monthly 

payments will amount to �~�~�9�6� and the 3 per cent. semi-annual 

dividend will be added to the runount. It is seen upon 
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computation, this dividend would an10unt to $1,20, making the 

total $9?.20. For t he next six months, dividends are figured 

on the amount at the beginni ng of the period $9?.20, and 

on the acctLilulations as before, giving $197.31 at the end of 

t l1 i s period. I n thi s way compound interest adds to the pay

ments made b y t he borrower and in �a�p�p�r�o�x�:�i�.�m�a�J�~�i�e�l�y� 139 months 

(if dividends continue a.t 6 per cent. compounded semi- annually ) 

his 11 shares11 will reach the total ve.lue of t!J.e l oan, or �~ �3 �, �2 �0 �0� 

(the actual EJ.ccumulati on in 139 months wi ll be �~�~�3 �,� 218 .04 . • I n 

�t�r�~�.�e� l anguage of t he asso ciatj.on, the shares will have 11maturedli 

or r eached their par value. The borrower then presents his 

stock certifi cate or pass-book to the association for cancella

tion. a check fo r the amount is made out to him, which he en

dorses at once and returns to the secretary as payment in full 

for his loa.n. Any balance i s adjusted in cash or by check. 

A release is then executed for the mortgage and recorded. The 

mortgage i s returned to the borrower who thus secures complete 

title to his property (except for loans �s�u�b�s�~�q�u�e�n�t� to this 

mortgage). 

In the above illustratj.on, the borrower has paid a 

total �~�; �4�,�8�1�9�.�1�3� ( $34.67 times 139) for the use and repayment of 

a loan of $3,200 for 139 months, besides the original fees 

(which are essentially the se.me for straight loans as under the 

building and loan plan). The net cost to him was, therefore, 

approximately 6.74 per cent. for the actual time he used the 

money, and he is now out of debt. 

An infinite number of variations from this met hod will 
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be found, some using a monthly or quarterly reduction of prin

cipal and interest instead of the accumulation on shares; but 

while the mathematical solutions may vary, the essential amort

ization principle remains the same. 

Should the borrower care to repay the loan before it 

is due·, he may do so. e.nd the 11wi thdrawal value" of his shares 

at the time of repayment is applied on the loan, thus reducing 

the cash payment necessary. (Ref. 34) The wi'thdrawal value is 

essentially the book value of the shares at any given time, 

that is, the amount accumulated by his installments and the 

dividends credited to them. 

As already stated, in case of default of payment by 

the borrower for a certain number of months the association 

can cause the mortge.ge to be foreclosed and sell the property 

in order to realize the amount of its loan. Foreclosure pro

cedure is essentially the same as under a commercial mortgage. 

but i s less likely to happen where amortization is used because 

the borrower r.te.s more to lose, since his equity grows con

stantly greater each month. Also the association officials 

make it a practice to 11nurae" delinquertt loans along, encourag

ing the borrower to pay and so forestall trouble under fore

closure. �(�R�e�f�~� 35} 

After amortization these lending ope ratione are only 

possible because of a steady flow of income into the treasury 

of the association. This comes from the dues of the savings 

m.embers who are accumulating a sufficient fund to enable them 
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to borrow, and more largely from the savings members Vlho do 

not wish to borrow, but who wish to invest in the building 

and loan association. (Ref. 36) The amount which can be 

loaned depends upon the total amount received. Practically 

all receipts can be i L1mediately loaned, with only a small 

amount of idle cash kept on hand, because some notice is 

usually required before withdrawals are permitted. The amount 

available for loans constantly increases during the earlier 

years of business, but tends to reach a maximum or an approx

imate equili briwn after a certe .. in number of years. 

The success of the building and loan association in 

promoting the two ideals is due primarily to the use of small 

periodic payments, or the so-called "principle of amortization. 11 

(Ref. 3?) The term "amortization" means "killing off". and is 

used to signify the repayment of debts in periodical install

ments. Loans are due at some given time in the :future, and 

when the amortization principle is not used, the borrower often 

has �d�i�f�f�i�c�u�l�t�~�,� in finding the large sum of money to meet the 

lump payment when due. Such loans are ca.lled "straight" mort

gage loans. It is the common experience of lenders on straight 

loans that the debt is seldom paid in full except after several 

renewals. During the terrn of a straight loan {ordinarily f rom 

three to five years), the borrower pays the interest but usually 

makes little or no effort to accumulate a fund for the repayment 

of the principal. As a result, when the mortgage ia due, he 

is obliged either to renew it (that is, borrow the same sum for 
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another period from the same lender), or 11 refund" it by borrow

ing from another lender on the same security a similar sum with 

which the amount due the first lender is repaid. Either these 

processes leaves the borrower in the same position as before, 

if not in a poorer position. For the debt is still hansing 

over his head, e.nd though he is paying the interest, b.e is hardly 

keeping pace with the debt because, as the property becomes 

elder, its value probably declines. As a result, the lender 

wishes the market value of the property to be continually 

greater than the amount of the loan; or if he ia willing to ad

vance the same sum on the renewal, he or his agent may ask a 

higher commission for placing the loan. In either event there 

will be an additional cost to the borrower. 

Amortization avoids such difficulties. Vfhen an amort

ized loan is arranged for, the length of time which the loan has 

to run is determined by the number of installments or 11dues11 

required to cancel the �a�~�m�o�u�n�t� borrowed. Thus, the borrower �m�~�y� 

know in advance exactly where he will stand if he repays his 

loan according to contract. 

The term of the loan made by building and loan associ

ations is somewhat shortened because, in addition to the dues which 

the borrower pays, he is credited with profits earned by the 

associatibn from lending its dues to himself and other borrowers. 

When this additional sum is added to his principal, the a.mount 

of hie loan is paid off much more quickly. As a result, the 

borr ower aucceeds in getting himself out of debt with little 

more trouble than is involved in the pa;}rment of interest under 

a 11 straight 11 loa.n contract. "A .s. noney must be borrowed, the 
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monthly repayment loan is the cheapest and best, and the 

most certain of being paid, and each payment makes the securi

ty better for the association while month by month the bor rower 

is accruing interest in his property. 11 . (Ref. 38) 

\Vhen dividends are paid out of capital, it results 

in unequal maturity of different shares. This is especially 

noticeable when shares are i ssued in series, but inequality 

results regardless of the plan used. (Ref. 39) If large ad

vance payments (such as gross premium) are paid in one year, 

while in another such paymen·cs �~� .. re small, these profits should 

always be set aside until earned. If they are allocated at 

once to the shares in force, these shares may mature mo're 

quickly than would be indicated by their regular dividends, 

which depends upon their average earnings for s, considerable 

period of time. If such large payments are credited for sever

�~�1� successive years and there is a falling off later on, the 

difference in length of rnaturity may be quite marked, sometimes 

extending the period from 105 to 116 months, 120 to 126 months, 

or 130 to 138 months. 

Such unequal maturities cause criticism of the methode 

of the association, e.nd savings members fail to understand what 

it is possible for one share to mature in so much less time than 

another. \Vhere the profi ts are divided on the partnership plan, 

these errors tend to be covered up, but they are nevertheless 

present regardless of the plan of the distribution of profits. 

Improper accounting not only inflates the earnings, 

but it is possible for such practices to cause insolvency. An 

association has no right to distribute as its profits anything 
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except true earnings. Instances are known where very large 

"dividends" have been paid from gross :premiums, and several 

state leagues have recently taken steps to curb the practice, 

as it would tend, if continued, to discredit the association 

movement. 

Advance payments which may cause these difficulties 

include (1) t he old-fashioned gross premium, (2) advance pay

ments on shares, and (3) membership fees. Of the three, the 

advance payments on shares are least likely to cause trouble, 

since they are ordinarily credited directly to the install

ment shares and cannot find their way into any account which 

might be distributed to earnings. 

The borrower is the backbone of the association, 

for without him there would be no incoming profits. (Ref. 40) 

In certain parts of the country some of the newer associations 

arE-:l meeting the competition of older concerns, both of other 

building and loan associations and of commercial-mortgage 

companies, by paying the borrowing member a higher rate of divi

dend on his shares than the amount paid the savings member. In 

this way they are enabled to charge a higher interest rate on 

the loan, while keeping the.borrower satisfied through hie in

creased credits. The statement is frequently made that it makes 

no difference vn1at interest rate is paid so long as the dividend 

rate is essentially the same as the interest rate, since the 

borrowe1· "gets back all that he pays in. 11 If this were true, 

there would be nothing for the savings member who has not 
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borrowed against his shares. 

It will be noticed that for the period of the loan 

the borrower has the use of and is required to pay the 

association for a swa qf money larger than the average 

amount of his repayments to the association during that period. 

Therefore, the difference between the amount of interest he 

pays on his loan and the amount of dividends credited on 

his stock is the important part of the income of the �a�s�s�o�c�i�e�~�

tion. The excess interest provides the dividends for the 

non-borrowers, for it is their money of which the borrower 

has had the use, more than of his own. A higher dividend 

rate to the borrower has it usefulness as an advertising 

measure, but in itself it does not justify higher interest 

rates. The modern ideal of the building and loan association 

is toward constantly lowered rates as the supply of mortgage 

money becomes more plentiful; and since the associations are 

primarily organized for mutual cooperative service, the bene

fits of fair rates would seem to be deserved by all members 

alike. 

There is usually in the mind of the ordinary person 

a question as to where the profits of an association of this 

nature comes from. An analysis shows four divisions of income: 

(1) Interest. The largest source of earnings for the 

ordinary n1nning stock or installment shares of a building and 

loan association is the amount derived from interest. Borrowers' 

payments should be promptly.separated on the books of the associa-
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tion in such a way as to show the amount of the repayment 

of the loan (or dues on shares), the runount paid as intJrest 

(including premium), and such penalties as may be imposed. 

(2) Fees and Penalties. The proper disposition of 

membership fees has just been referred to, and this applies 

with equal force to withd.rawal and other f ees imposed upon 

both borrowers and savers. The disposition of fines is 

another matter. V111ere they are used, they are ordinarily 

credited directly to earnings. A few associations early in 

their growth al lowed fines to be paid over to offic ers who 

collected delinquencies. This pra.ctice has been abandoned 

by practically all progressive a.ssocde.tions 

the simplifi cation of the accounting process and the eiimina,. 

tion of unnecessary annoye.nces, since it placed a premium 

on the delay of offic ers in notifying r.1embe:rs of delinquency. 

A careful examination of the receipts of many associ-

ations has shown that the total incom.e deriyed fr om fi nes is 

a negligible f e,ctor in the building and lo an association work. 

Their preserva'ci on is due to the momentum ghren by an early 

start more than to any actual need. Where penal ties are 

necessary to enforce systematic payments by borrowers interest 

charged upon del inquencies at the sruae rate as for the original 

loan is ordinarily found to be an ample spur to prompt resump-

tion on reeularity. 

(3) Excess Earnings on Full-paid Stock over Stipulated 

Divid ends. Full paid stock is ordinarily introduced int o the 
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building and loan plan on the understanding that a fixed divi

dend rate will be continued on this stock for an indefinite 

time in the future. The contract with the shareholders ordi

narily states that dividends earned by such stock above 6 per 

cent. (or whatever rate is used) are waived by the subscriber. 

Such a clause in the purchase contract is not the equivalent 

of a guarantee of earnings to this amount, but it is comrnonly 

accepted as a moral obligation on the part of the association 

to pay the rate named, if possibl e. As a result, w·hen the pro

ceeds of full l)aid shares are invested in loans, whatever earn

ings are realized over the stipulated dividend rate accrue to 

the benefit of the installment shareholders. That is, if all 

loans outstanding �1�:�~�e�a�r� ? per cent. and full paid stock i s earn

i ng 6 per cent. this difference may make it possible to pay 

more than a 6 per cent. dividend rate on installment stock. 

(4) Profits on Deposits. In states where deposits are 

pern1i tted to building and l oan associat ions, a profit from 

their use is realized exactly as for full-paid stock. All of 

these items thus become a part of the earnings from which ex

penses and di ,rid ends f or installment shares may be paid. 

The desirability of keeping expenses as low as is con

sistent with efficient manageiP.ent cannot be over-emphasized, and 

the source of f unds to meet these expenses can be but a single 

thing: the true �e�a�r�n �i�~�s� of the association. Expenses should 

bear a definite relation to the income and to the service which 

an association is prepared to render. There is no need for 

either extravagance or parsimony. 

In the early days of an association, the expense may 
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be paid by contributions from interested parties, where the 

law permits such practice, in order that the institution may 

not be rendered insolvent by using its capital for expenses. 

\'vhere the law prohibits the acceptance of contributions for 

such purposes, membership or other fees seem to be justified un

til the earnings of the association can take care of necessary 

expenses without further help. (Ref. 41) 

Reasonable salaries are now recognized as an essen

tial part of the movement, although, as pointed out earlier, 

most associations wi 11 need the full-time service of only one 

or perhaps t wo officials. Voluntary service which has been 

rendered in the past by many devoted and public-spirited men 

could not have been paid for on a se,ti sfactory basis with 

the income and dividend rates formerly maintained by most asso

ciations, but such ·v-oluntary service is hardly consistent with 

the continued growth of the association movement. Th services 

of an efficient secretary and other officers should be paid for 

as in any other business. In a well-established association, 

good salaries can easily be paid while the expense ratio is 

being kept within one per cent. of the total assets. Many 

devoted and public-spirited men will continue as in the past 

to supply their services gratis because of their love of the 

work, and t his is as it should be • . But the tendency for 

better salaries and greater efficiency is definitely recognized 

�t�h�r�o�u�~�o�u�t� the movem.ent. 

The advertisi:-rtg _appropriation �f�~ �t�r� the extension of 
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the business is a legitimate expense that is being recognized 

by practically all modern associations. It is t rue that vrhen 

the business reaches a cert ain point , t he profits of the indi

vi dual member are not increased by such appropriations . On 

the ot'her hand, by cooperating wi th other associations locally 

or thoughout t he state or the nation, the s.rvices of the 

association are extended to a wider and wider audience. Be

cause of the greater public service thus r endered t the addi

tional expense is justified in spite of the f act tha.t the 

indivi dual member is not directly benefited. (Ref . 41) 

Vf.hen a business shows a large and sudden grovrth, 

almost wi thout outside encouragement, it is sure to attract 

to itself men vvho wish to take personal advantage of its 

resources. The r apid r i se of the building and loan associa

ti on has exposed it to this possibility. It i s com)aratively 

easy f or an offici al t o twi st a by-law or a consti t tional 

provision to his own advantage, This i s especially true if 

he is in a responsible executive position and has won the 

confidence of his board of directors. The directors of our 

strongest banks have occasionally been lax in contr olling 

t heir officers, though bank directors are sup};osed to devote 

a considerable portion of their time t o the duties of thier 

directorate. 

It can be �r�e�a�d�i�~�y� understood, t herefo re , how a 

board which meets infrequently, as i s the case in many building 

and loan associations, may drift i nto the habit of placing 

t oo much reliance upon the judgment of the appointed officers. 
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In �m�o�~�t� associations r eliance will be placed particularly 

in the secretary or the officials who appraiEH. the security 

offered for loans. Decisions regarding the moral ris:k repre

sented by the borrower, the security for the loan, and the use 

to which the proceeds of each loan are put, must be left to 

some one. If the officer has a record of honest service, the 

directors are j ustified in placing the burden upon him and in 

relying on his judgment. It is a remarkable testimonial to 

the men who have officereJ. t hese associations in the past 

tl1at the losses have been practically negligible. (Refe 4-2) 

From the meager data available, it would appear the.t the 

record of safety is better than that of commercial banks. 

:Most of the losses which have.occurred have been due to de

falcation by officers who were improperly bonded and who 

took advantage of t heir position. (Ref. 58) 

The banking l aws of the United Stat.es have for the 

most part been lax. The growth of building and loan associa

tions have however been under supervision by state supervisors 

In addition to the regular periodical reports examination is 

made regularly by every state that has bank exruniners. 

One important step has recently been taken in certain 

�a�t�a�~�&�e�s� by requiring that the "loans outstanding" must be re

duced in accordance with the credits on shares to the various 

borrowers. (Ref. 43) This removes the objection against 

i n fle.tion, which has frequently been heard in the past. Loans 

shown among the assets should be the net runount now due the 
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association, after offsetting credits have been deducted. 

All items should reflect the actual condition of the busi

ness without exaggeration. 

The Massachusetts la:w (Ref. 44) presents a con-

cise statement of the duties of the banking department in con

ducting peri odics.l examinations of ass.ociati one (co-operative 

banks). 

"In the examination of every cooperative bank, in

quiries sha.ll be made as to the nature and resourc e of the 

corporation in gener alt the methods of conducting and manag

ing the business, ita affairs, the actions of its officers, 

the investment of its funds, and whether the administration 

of its s.ffai r s is in compliance with it a by-laws c:md with statu

tory requirements. At each visitation, a. thorough examination and 

audit shall be made of the books, securities, cash, assets, 

liabilities, j,ncome, e.nd expenditures, including a trial bal-

ance of the shareholders' ledgers for the period elapsed since 

the preceding examination." 

A proper examination includes a complete balancing 

of all accounts on the association's books, lncluding those 

with each individual shareholder. The pass-books are called 

in and compared with the association's records. Where this is 

done regularly, errors are promptly discovered and corrected before 

they become serious. If improper entries are not checked at once, 

they tend to become cumulative, e,nd may cause trouble in later 

years. Whether conducted by a state official or a commercial 
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accountant 1 the purpose of the examination is al ways the 

sa1ne 1 that is, to prove that every part of the business is 

effici ently and legally conducted and that the association 

is solvent. (Ref. 45) 

no more beneficial use of money can be found than 

t hat involved in the building and loan method of meeting the 

normal demand for homes. Similarly, commercial and savings 

banks and trust companies can better and more beneficially 

handle the funds required for commercial and straight mort

gage loans, and meet the requirements of those who desire to 

invest in stocks and bonds. 

Through the buildi ng and loan association the home

building funds of each com.munity are used primarily to meet 

local requirements, and outside investments are discouraged 

until local needs �a�r �~� adequately supplied. For this purpose, 

no agency has ever been presented that can more efficiently 

meet the situation than the local building and loan associa

tion. Its present preferential position whereby income on 

its shares is exempt frorn income tax aids in brine;ing this 

about. (Ref. 46) I n several states, also, there is an ex

emption from other taxation, except the tax on real estate. 

The association should not be considered a sub

stitute for , nor in general a competitor of, other fi nancie.l 

institutions, each of which has a distinct and necessary 

function to perform in the economic life of the comnn.lni t;)r. 

(Ref. 4?) When its scope and purposes are well understood 

and appreciated, cooperation between banks and building and 
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loan associations vdll become a settled policy, whereby the 

financial resources of the community will be put to the best 

possible use in every individual instance. 

The community ideals which are served by these 

associations are appreciated throughout the country. A Build

ing and Loan association is not a philanthropy; it is a 

straight business proposition in which a valuable service is 

rendered to the borrower and is paid for by him at a rate 

which produces a rea.sonable profit on the investment. Thus 

the business is fe"i r a.nd beneficial to both sides. Such an 

association gathers up the savings of small investors and 

puts them to work financing the building of homes. By reason 

of the installment plan of repayment spread over from five to 

ten years of monthly dues, the borrower is able to pay for 

his home out of hie savings. (Ref. 48) 

Thrif t i s by no means as limited a subject f or dis

cussion as some would have us believe. Thrift is a. disciplin

arian. It breeds virility. It strikes at sensuality, self

indulgence, flabbiness. It teaches the heroism of self-denial, 

timorousness, abstemiousness, and simple livin g. It is the 

way to success and independence. It makes for happy homes, 

contented communities, a prosperous nation. The value of home 

ownership for a large portion of the populat ion is not to be 

denied, in spite of many advantages of renting for persons 

whose work makes frequent moves necessary. (Ref. 49) 

The associations are of great value to hundreds of 

people besides wage �~�a�r�n�e�r�s�,� for whom they were originally 

started. The businefs man, safeguarding his future, may 

wisely establish a reserve or sinking fund to meet a known or 
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unknown future need, and the most reliable means of accumulat-

ing such a fund is through systematically setting aside a 

certain sum for this purpose. The housewife may fr equently 

i nsure the realization of her desire fo r a real home in the 

same way . Even a child may be assured of educati onal advan-

tages and business success by the practice of systematic 

sa-ving, industry, and thrift . A knowledge of the operations 

of building nnd loan associations may contribute to t his 

end. (Ref. 50) 

Few people realize the economic significance or 

magni t ude of builuing and loan associatj_ons as fin ancial in -

sti tut ions. It has often been remarlced that the American 

home, so largely owned by its occupants, is distinctive of 

our national li fe with its high standard of well being. Y--t 

it is not often understood that building and �l�o �~�n� as5ocia-

tiona have J.ay ecl a l aree part in gi -.r i ng this disti nction to 

our American way of life. �{ �R�e�f �~� 51) 

Bui lding a.nd Loan a .... soc i at i on s started as nt.ic;hbor-

hood clubs in most parts of the country. :Neighbors wished to 

b cor.ae home owners and began contributing a certain sum month-

ly to a treasurer. The aggregate of these monthly payments 

was soon suffi cient to buy or build a homeJ for one of the 

members. The fund was them lo aned to one of them, and as 

other funds accumulated, othere, could borrow. The jo int pur-
I 

poses of thrift and home ownershi p are i nseparable and are 

of equal importance. There could be no cooperative builcl.i :ng 
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o·r loan association without both. Even in that neighbor

hood club, there were those who were able to pay more tp.an 

others, e.nd there were those who desired better homes than 

others, and to accommodate these varying capacities and 

desires, shares were introduced. The man who was able to 

pay more money than his fellow members took more shares, and 

the one who wanted a better home than the average also took 

more shares, and thus obtained a larger loan and a second 

step in the upward climb. (Ref. 52) 

When it is realized that there is perhaps a hoard 

of money to the extent of 400 million in cash (Ref. 60) put 

away by people in hiding places outside of the banks of the 

United States, it will be seen tha..t there is a need for 

further development of institutions for the development of 

thrift. Buil ding and loan associations have been character

ized in years past by such men as Judge Durack of N. Y. as 

"An organized effort to extract concrete wealth from aggre

gated poverty. 11 This phr ase may be too concise, b'l.\t it 

shows fairly well the real purpose of these associations. 

A recent president of the u. S. League of Lo cal 

Loan and Building Association said that "Our associations 

are serving just two classes of customers: receiving the 

savings of thrifty and far-seeing people, and loaning these 

funds to members �~�h�o� wish to buy or build a home. Never was 

the need for building or owning a home greater than in the 
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past few years, and as you well know, lack of sufficient 

funds has been one of our great est problems." ( Ref. 53) 

The objects of the building and loan associa

ti ons to the private home owner can be summarized briefly 

in that the amortized loan off ers the prospective home owner 

the opportunity to get out of debt when he borrows for the 

purchase of a home, where the straight mortgage offers less 

definite opportunity. Under straight loan the borrower must 

solve this problem of repaym.ent for himself and build up a 

fund elsewhere. The installment payLHmts of a building and 

loan mortgage care for that problem automatically. Also a 

larger percentage of value can be borrowed. Not all borrowers 

wish to take advantage of this opportunity, but it is of ad

vantage to ever.; borrower to secure his loan at the most 

reasonable cost. If cormnercial loans are made for over 50 

per cent. of the value, first c:md second mortgages must be 

placed on the one piece of property. It usually happens that 

the rate of interest charged on the amount over 50 per cent. 

of the value is greater than on the first 50 per cent. 

For the saving member the outstanding advantages 

of the building and loan association is its safety. Funds 

saved through these associations are seldom lost. Some un

fair :methods were used by a few associations at times in the 

past, and these caused savings members to lose part ._ of their 

money. Greed on the part of the officials perverted the 

movenent to their own advantage, and .lac:. of adequate state 
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laws and supervision made such practices possible. 

Ordinarily the promisee of the associations have 

been scrupulously kept and the entire amount invested by 

savings members has been returned to them with the profits 

earned. The mangement of these associations has been ex

t.re;.nely �e�c�o�n�o�m�i�c�~�L �. �a�n�d� dividends have been large. nany 

officers have served without pay or with much less pay 

than they �~�r�e� entitled to receive. Earnings have conse

quently run far in excess of the return expected on invest

ments of as high a type as real estate security. With the 

increased development of the movement, higher salaries will 

be paid to managing officials. This does not necessarily 

mean that the income of the savings member wi ll be materially 

reduced, since these greater coste will be distributed over 

a larger amount of business, and the costs per unit will be 

less. 

The flexibility which per.mits a savings·member to 

put his funds away or withdraw them without difficulty is 

also an added advantage of the association. This is becom

ing increasingly true of all modern associations regardless 

of the type of plan used. In the early development of the 

movement, only savings which remained until maturity received 

full dividends. Savers were obliged to "keep in step" with 

each other, and all had to go along together. More and more 

it is becoming true ( even with those �a�s�s�o�c�i�a�t�i�o�~�s� using the 

serial plan) that the member who wi thdrawa within a few years 
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can receive the maxizntun rate of return, Ilrovided only that 

he gives proper notice of withdrawal. (Ref. 54) 

Probably no institutions do more for the develop

ment of community spirit than those which aid our people 

toward better housing. The old French maxim 11A man will 

fight for his home but not for his boarding house." is an 

eternal truth. If this is true for the nation as a whole, it 

is eque,lly true for the individual community that desires to 

have the cooperation of all its people in its community activi

ties. One of the great leassone which associati one teach 

the people is cooperation, a thing which the average man does 

not learn until it is forced upon him. When men have learned 

how to work together in small things, they become better 

citizens in large affaire. They have developed character 

and can see the point of view of the "other fellow". 

The associations help to solve the housing problem, 

a thing which has been uppermost in the minds of many of our 

people for the past few years; and their contribution to 

this end has been recognized not only by govermnent officials 

but by our most astute financial journals as is evidenced by 

the following quotation from the Wall Street Journal: "These 

associations promoting thrift and providing homes are really 

the only practical agency through which the housing situation 

can be solved, because they are nearer the working people and 

best understand their needs." (Ref. 55) 



- 51 -

One of the for.mer Presidents of the United States 

League of Local Building and Loan Associations has said: 

"I o.m fully persuaded that home ownership Js to be one of the 

main factors destined to all ay unrest, t.c establish content 

ment, and to cree.te ambition for self-betterment along sane 

and practical lines. If we Ct?.n tlms supplc:mt illegal, un

reasonable, and destructive: tendencies, wl1ich today thr aten 

industry e.nd soci •ty, with incentive for better ., tt .inments, 

with hope and encouragement and a rational assurance of 

success v.ri th effort , Elurely the work is work while . (Ref* 56, 

The employer of l abor often finds that these·asso

ciationa directly stablize his la .. bor turn-over or' f'.ctuaJ.ly 

rcduc it, but to be sure of these E-'.dvantages he must rec:i .. ro

cate by providing continuous work. Since th funds of the 

association are loaned almost entirely f or the purpose of 

hom ownership, workmen who are certain of steady t'lmployment 

c[..;.n make use of such loans and become better citizens. Their 

pereona.l effic:i.ency tends to j_ncrease, which very materia.lly 

ai<ls the employer in turning out a bett.er class of product. 

Incidentally, st.e,bili z.ati on of employment and increased 

effic i ency aid busin ss in general because they provid . a 

steadier purchasing power for the people. Such advantages 

should not be over looked by the business men of our nation. 

Thrifty workmen are our best citizens. (Ref. 5?) 
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The Massachusetts Bank Comndssioner in present-

ing his report of the condition of banks in his state for 

1925 gives a brief that is comparative to conditions exist

ing for cooperative banks. He says, "There are two hundred 

and twenty cooperative banks now in operation in Massachu

setts; an increase of three during 1925. The increase in 

aggregate assets 18.37 per cent. since the last report, es

tablished another record in the growth of these i nstitutions. 

There increasing popularity is based, not only to the aid 

given the individual home owner, but �a�l�~�o� upon the opp6r

tunity and ·investment offered through the medium of paid up 

and matured share certificates. The �e�~�~�e�n�t� to ·which ad

vantage of these opportunities has been taken is indicated 

by an increase of $25,000,000 in the amount of these 

certificates issued during the year. It is a fact of un

mistakable significance that while in 1920, after an exist

ance of forty years, the resources of our cooperative banks 

amounted approximately to $174,000,000, in 1925 they 

reached a total of $369,000,000 an increase of 113 per cent. 

during five years." (Ref. 59) 
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