larger districts more efficiently
employ a single superintendent,
special education coordinator, or
even art teacher or computer lab.
But at the local level, the benefits
seem abstract and largely unproven,
the drawbacks, real and personal.
Indiana’s effort to eliminate town-
ships, for example, would retire
more than 5,000 officials, all popu-
lar enough to get elected, often over
and over again.

A tense debate is under way

between states and localities, writes
Josh Goodman, a staff writer for Goo-
erning, over what local government
should look like. The local pride that
comes from having your own school
district or township isn’t worth the
higher taxes that result from ineffi-
cient or duplicative services, say many
state officials. But any possible savings
from consolidation aren’t worth the
cost of losing control of your own
school, tax assessor, or emergency res-
cue unit, say many residents.

Given fierce opposition to merg-
ers, almost all states have offered
both carrots and sticks. Maine
extends logistical assistance to
school districts to work out consoli-
dations. Indiana wants to create a
state office to provide technical
assistance to local governments. In
the push for marriages of conven-
ience between governments, most
localities need prenuptial counsel-
ing to make them work—and a few
financial handouts don’t hurt either.

The Price of Salvation

THE SOURCE: “Changing the Rules: State
Mortgage Foreclosure Moratoria During the
Great Depression” by David C. Wheelock, in
Federal Reserve Bank of St. Louis Review,
Nov.—Dec. 2008.

THE MORTGAGE BANKERS
Association announced some bad
news in December: Seven in every
100 homeowners had fallen behind in
their house payments, and another
three were in foreclosure. It was a
modern record, but hardly in the
same league as rates during the Great
Depression. On New Year’s Day 1934,
about half of all urban home mort-
gages were delinquent. And during
the previous 12 months, nearly four
percent of farm owners had lost their
land to foreclosure.

The 1930s farm crisis, etched in
memory by photographs of crowded
foreclosure auctions with a faded
barn in the background, seemed to
have a particularly strong effect. Dur-
ing an 18-month period starting in

1933, writes David C. Wheelock, an
economist at the Federal Reserve
Bank of St. Louis, 27 states limited or
halted foreclosures. Pressure for
moratoria was strongest in the Mid-
west and other regions with large
rural populations.

The laws ranged from temporary
prohibitions on foreclosures to bans
on “deficiency judgments,” which
were rulings that enabled a lender to
require mortgage holders to pay the
difference between their debt and the
price their devalued land fetched at
auction. Some states gave former
landowners up to two years to

Mortgage delinquency
rates are bad, but not
nearly as bad (yet) as
they were during the
Great Depression.

redeem farms lost to foreclosure, and
others allowed some families to stay
on their former property as renters.

In the short run the foreclosure
legislation redistributed wealth,
favoring borrowers over lenders. It
saved some farmers from failure, and
it gave the economy time to recover
while the federal government initi-
ated programs to refinance delin-
quent mortgages. It prevented whole-
sale evictions that “might have
seriously endangered basic interests
of society;” according to a government
report at the time.

In the longer run, however, the
legislation did “impose costs on future
borrowers,” Wheelock writes. Previ-
ous economic studies have found that
private lenders made “significantly
fewer loans in states that imposed
moratoria and tended to charge
higher rates on the loans they did
make”” During the Great Depression,
about half the states decided that the
immediate cost to society of wide-
spread foreclosures was greater than
the danger of costs later on. Nonethe-
less, he concludes, the relief legis-
lation transferred at least some of the
pain to future borrowers.
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