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Real Estate Mortgage Loans

BY M. P. LANCSTAFF, A.LA., F.A.S.

The question as to the advisability of investing the ma-
jority of a company’s funds largely in bonds and like securi-
ties, or of adopting the other course, and investing most large-
ly in real estate mortgages, must now be considered.

Both sides of the question have staunch supporters,
and I think the question can be dealt with by giv-
ing the comparative advantages and disadvantages of

one class of investment as compared with the other. In doing
so, I will also touch lightly on various points in connection
with other minor investments.

Dealing first with real estate mortgage loans, we may
state that:—

The rate of interest obtainable is perhaps higher, com-
mensurate with safety, than any other form of investment per-
missible to life companies. In order to obtain the best rate
of interest, however, the mortgages should be well chosen, for
rather small amounts, and to a large extent on good farm pro-
perty.

The funds are permanently invested for a number of years
at a fixed rate of interest, and cannot be repaid without a sub-
stantial bonus as a recompense.

Does Not Fiuctuate.

The value of property, carefully selected, does not fluctu-
ate to any extent. Moreover, if there is this tendency, or if
there is a remote possibility of depreciation, it can be guarded
against by arranging for an annual repayment on account of
the principal.

Mortgages frequently lead to large life policies, as addi-
tional security for the loan. A note of caution, however,

should be sounded here, ‘“Do not overload the borrower with ;

payments. You may swamp him.”’

A mortgage loan is less affected by financial stringency or
panic than any other security. (It is “news proof.’’)

As one writer has said, It is secured by tangible physical
property that cannot be juggled from under the mortgage,
dissipated or stolen, and that will not wear out, depreciate,
burn up or blow away. It is not subject to legislative attack
or official investigation ; not dependent upon public franchisé;
its value is not depreciated by destructive competition or cor-
porate mismanagement; not affected by ‘good will,” ‘watered
stocks,” ‘future earnings,’ or ‘contemplated improvements.’ *’

Care and Investigation Needed. .

Mortgages call for a great deal of detail work and in-
vestigation. This should not, however, be a disadvantage in
the case of a large company, though it would in the case of
the individual investor. The extra expense entailed would,
nevertheless, require consideration when figuring on the net
rate of interest to be realized.

Great care has to be taken in the selection of the pro-
perty on the security of which a loan is made. What are the
chances of depreciation? Do the values of property of that
class, or in that neighborhood, have a tendency to fluctuate?
Are the mortgages too centralized, instead of being spread
about in different districts?

In the case of foreclosure, the company is in danger of
heavy loss on the investment, though this can be guarded
against if a sufficient margin is maintained ‘between the value
of the property and the amount advanced.

Too great a proportion of the company’s funds should not
be invested in mortgage loans. Sudden depreciation in land
values may result ruinously to a company, overdoing this
“good thing.”’” Again, owing to the comparatively short terms
of mortgages and consequent necessity for frequent reinvest-
ment of repaid principal, falling rates of interest would affect
such a company to the greatest degree.

Changes in Interest Rate.

A disadvantage which mortgages share with other invest-
ments which have to be replaced every few years, i; the great-
er chance of an ill-chosen investment slipping in at some
time. This is one point in favor of long-term bonds.

I referred above to the high rate of interest obtainable on
mortgage loans. Suppose, however, that interest rates are
falling. Our mortgage loan would be repaid in a comparative-
ly short period of time and the repaid principal could only be
reinvested at the fallen rate of interest. A bond, however,
owing to its fixed dividend and distant maturity-date, would .be
correspondingly enhanced in value. This brings us to a point
requiring great nicety of judgment. Is the rate of interest in
the future likely to be lower, and if so, to what extent—ques-
tions involving endless discussion of theoretical .and practical
nature? These points determined, we then enquire, “Will the
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