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BUILDING AND LOAN ASSOCIATIUNS

It ie sometimes said that the average American
ie more or less thriftless, and expects that his fortune
will be made through a lucky chance. If this were true,
there would be even a wider gap than now exists between
those with fortunes and those without. But like many
other helf truths, it overlocks 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 pecple's savings. ©Side by side with our large expendi-
tures for luxuries and plessures, we Tind a host of ex-
penditures for capital goods that contributeto the progress
of our time and moet of our capltal ie 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 thinge that make for a successful, progreseive
comumnity, we do take so many chances asg popular opinion
would have up believe. During the time that young men and
wonien 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 dey which is sure to be ahead. They may be locking
for the chance of big gainse, suddenly achieved, but they
have not forgotten the smaller things, e 8¢ many demagogues

would have us believe. If they had, insurance compsanies
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would be cut of business, 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 emell amountes 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 members are buying
through systematic payments. It is imposesible 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 ratee of
interest, another group is being mided to financial independ-
ence through the profite on their esavings. The building and
1§an asscciation merely acts as & clearing house through which
those who wish to save, make money available to those who wisgh
to borrow. The profite of the savings members are not large,
tut they usually pay mcre than the rate of interest paid by
other safe types of investments, and the degree of safety is
nct less 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 periocds. (Ref. B5)
(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 1900-1810,
(4) Expansion on sound lines 1910 to the present time.

Only in the United Btates and in England is & sub-
stantial development of cooperative credit found which aime
directly to foster home ownership. Methods of the building
gsocieties of England are quite similar to those of the build-
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
when 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 now easily understcod. 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 & permanent basis by the issuance of shares in series.
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The origin and early history of local building and
loan associstions is doubtful, (Ref, 7) 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
e sort ¢f money-lending club called leehwea, meaning interest-
receiving society, probebly for the double purpose of render-
ing benevolent assistance to the poor and providing a conven-
ient meane of investment for his money at a fair 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 clut, Loans were repaid in installments and the fund
was continuously reloaned.

These money-lending scocieties are still prevelent
everywhere in China with regulations varying slightly in
different localities. Though they are not organized primarily
to finance home building, it is interesting to note that they
possess many features in commen with local building and loan
associatione. They were mutual in character, they made loans
by lot or by competitive bidding, loans were repaid in instell-
mente, dues and interest were paid at stated periocds, & system
of fines was imposed for default in payments, end profits were
equally divided.

Turning to Europe, we find that as early as 1795,
building clubs were formed in Birmingham 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 proprietors, and these clubs
provided & means by which the working classes could "save them-

selves into & home." Ref., (Ref, 8)



In 1809 the Greenwich Union Building Society was
founded and some of its methods have come down to us. Ite
membership was limited to fifty; it issued 200 shares at
210 pounds each, each share representing a dwelling house.
Houses were built under the supervieion of the society, one
after another, whenever sufficient funds ﬁera available, out
of the money paid in by its members in monthly installments.
The houses were then distributed among ite 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 movement 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 Accumulating Fund Asso-
ciation of Boston, ascribed thelr 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 bvanking
and loan associations. The principle is one that, having
taken root, can never be eradicated, and even in the unfruit-
ful soil of England, they 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 its appeal was made to an intelligent people, with the
means, the fruite 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 many 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 associetion was organized at
Frankford, & suburb of Philadelphia, on the 3rd of January,
1831, under the title of the Oxford Provident Building Associ-
ation of Philadelphia County. The main provieions of its con-
stitution and by-lews were as follows: (Ref, 10) _

(1) ZEvery member was required to meke a payment of £5.00
for membership fee, and a monthly payment of £3.00 for each
ghare having a matured value of $500, each,

(2) Yo member could hold more than five shares: each
member was entitled to one vote per share of stock at the semi-
annual electione.

(3) Loans up to $500. per share were allotted to the
stockholder offering (in writing) the highest premium for the
loan.

(4) Membvers feiling to pay the monthly dues were fined
twenty-five cents per share,

(5) The association was designed to continue until every
member had an opportunity of purchasing a dwelling house, after
which the assets were to be divided (the terminating plan).

For convenience we are using throughout this dis-
cussion the term "building and loan associstion", 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 forms of coporate titles are known to be in use in the



United States. The various names used include the follow-
ing: (Ref. 11)

Building and Loan Association (Used in 47 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 steates)

Cooperative Banks (Used in Massachusetts)

Homestead Associations (Ueed in Louisiana)

These asscciations are called by many other names
in which the worde "Savings", "Building" and "Loan ususally
occur, but many other words are used as well., The plan used
and the name by which these associations are called sghould
not obscure their fundamental purpose. All are for savings.
All are attempting to develop thrift and home-ownership, esmong
our people who, in the rush of modern life are apt to overlook
the value of the home.

Assoclations use not only different names but also
different terms to describe the operations of their business.
Practices do vary, but often when there seem to be varia-
tione in prectice in different sections of the country, it will
be found on examination that the practices are the same and
only the terms used to describe them are different. Possibly
one of the mopt important tasks which should be undertaken by
agsociation men is to standardize practices and terms through-

out the country. This does not mean that only one method of
















































































































































