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The Share of Financial Intermediaries in
Main Types of Assets and Liabilities

"The share of financial intermediaries in national wealth will be
studied at two levels. The first is the determination in this section
of the share of financial intermediaries’ holdings in total amounts
outstanding of selected assets and liabilities, The sccond is the
comparison to be made in Section 4 of the total assets of financial
intermediaries with an appropriate national aggregate.

The first comparison is presented in reasonable detail for
United States government securities, states and local government
securities, corporate and foreign bonds, preferred and cominon
stock, and mortgage loans but jn a much more summary fashijon
for short-term loans and tangible assets held by financial inter-
mediaries, as well as for their liabilities and equity. The com-
parison thus omits cash and miscellaneous assets and liabilities.
This may be justified firse by the fact that at most benchmark

of the total assets of financial intermediaries, More important is
the fact that the omitted cash assets consist largely of items (cur-
rency, bank deposits, items in process of collection) representing
mostly transactions between financial intermediaries, Comparison
with the rest of the €conomy is, therefore, of little interest. The
miscellaneous assets (as well as miscellaneous liabilities) are gen-
erally too small and too lj(le explored to warrant or permit sig-
nificant statistica] comparisons.




TABLE @

Share of Financial Intermediaries in Selected Assets

(per cent)

W N e

Farm
Nonfarm
4 Bonds

United States government

Tangible assets (land and structures)
Short-term loans
Mortgage loans

State and local government

Corporate and foreign
Domestic stocks

wn

Preferred
Commeon

Mortgages, securities, and tangible assets

7900

2
35
55
37
65

54
60
35

8

7

8
23
47
31
12

1929

45
67
59
69

52
54
48
14
19
14
26
56
33
17

1949

40
72

-
!

72

69
77
86
24
37
22
58
72
59
30

Share of Financial Intermediaries in Securities and Mortgages Outstanding

6 All securities

7 Bonds and mortgages

8 Mortgages and securities

9

taee 10

{per cent)

U. S.
Government
Securities
N

1900 54

1912 67

1922 38

1929 52

1933 68

1939 80

1945 69

1949 69

State &
Local
Government
Securities

(2

60
54
52
54
56
69
78
77

Corporate
& Foreign
Bends

3)

35
36
43
48
44
66
T
86

Domestic
Stocks

)

8
10
13
14
21
23
21
24

Mortgages

)

55
66
62
67
64
70
68
72

51



types of individual assets and combinations of them. The seccznd
gives figures for all cight benchmark dates but only 'for the five
types of assets for which the required data are ﬂ\"f’llli'lhl(?. Tl]c
two tables show that the share of financial intermediaries has .
creased over the last half century in cight of the nine main forms
of assets that can be compared with the relevant national toty]
with a reasonable degree of confidence. The only exception is
tangible assets (land, buildings, and equipment) which, of course,
are of very small importance for financial intermediaries. The
share of financial intermediaries has increased both between 1900
and 1929 and between 1929 and 1949 in all asscts except United
States government and state and local securitics between 1900 and
1929, and short-term loans between 1929 and 1949,

"The share of financial intermediaries’ holdings is found to be
highest for corporate and government bonds and mortgage loans,
and relatively low — although still substantial — for short-term
loans and stocks. The increase in the share of financial intermedj-
aries during the first half of the century has been most pronounced
in corporate bonds and smallest iy short-term loans.18

If the seven types of loans and securities (excluding short-term
loans) are combined, i.e. if the ratios are weighted by total out-
standing for the different types of assets, the share of financial
intermediaries is seen to have risen rather slowly from slightly
over 30 per cent in 1900 to almost 35 per cent in 1929, but to have
increased much more rapidly during the following two decades
to reach 60 per cent in 1949, If the comparison is extended to
cover tangible assets, which are almost insignificant for financial
intermediaries but very important on a national scale, the weighted
share of financial intermediaries is naturally much smaller, but
the trend remains the same as for their share in loans and securi-
ties. It rises slowly from slightly over 10 per cent at the turn of

the century to almost 20 per cent in 1929 and rather rapidly to 30
per cent in 1949,

** That the share of financial intermediaries in United Siates government securities
outstanding failed to rise greatly between 1600 apd 1949 notwithstanding the
€normous increase in the absolute amoun of holdings of United States government
securities by financial intermediaries is due o the fact that in 1900 a large part of
the then very small federal debt was held by national banks to secure circulation.
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Share of Financial Intermediaries in selected Assets, 1900 and 1949
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U. S. government securities
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Short-term loans

Preferred stock

Ccmmon stock

[2521 1900
B 043

Tangible assets

0 10 20 30 40 50 60 70 80 20
Per cent

United States government securities

Both in 1900 and 1912 most of the United States government securi-
ties outstanding were held by financial intermediaries (Table 11).
This is not of great significance since at that time the debt of the
United States government was very small relative to both na-
tional income and the assets of financial intermediaries, and
most of the institutional holdings were accounted for by bonds
acquired to serve as the base of currency issued by the na-
tional banks. The decline of the share of financial intermediaries
to 38 per cent in 1922 reflected both a large increase in absolute
holdings and still more substantial sales of Treasury securities
to individuals and other noninstitutional holders during World
War I. Of the United States government securities held by finan-
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cial intermediaries in 1922 about one-half were in the hands of
commercial banks, now, howevér, predominantly as secondary re-
serves or as investments rather than as cover for notes. Substan-
tial holdings of United States government securities — 4 to 5 per
cent of the total amounts outstanding — were shown by three
other groups of financial intermediaries, mutual savings banks,
life insurance companies, and personal trust departments. Most of
these holdings were acquired during World War 1.

Developments between 1922 and 1929 are interesting. A com-
bination of net debt retirement by the Treasury; maintenance of
holdings, at least in the aggregate, by financial intermediaries;
and heavy sales or redemptions by noninstitutional holders con-
tributed to increase the share of financial interinediaries in total
United States government securities outstanding to slightly over
50 per cent in 1929. Virtually the entire increase was attributable
to a small rise in the holdings of commercial banks in the face of a
much larger expansion of their total assets and a reduction by
over one-fifth in the federal debt outstanding and to the first
stages of the substantial accumulation of Treasury securities by
government pension and trust funds. Smaller increases by other
groups of financial internediaries (e.g. the Federal Reserve banks,
property insurance companies, personal trust departments, and
investment companies) were offset by a decline of the share of
Treasury securities held by mutual savings banks and by life in-
sutance companies, which reflected sharp reductions — together
from 9 to 514 per cent of total federal debt —in both absolute
amounts and proportion of total assets.

The share of financial intermediaries continued to increase
during the next decade even though the total United States gov-
ernment debt outstanding more than doubled. Indeed, both be-
tween 1929 and 1933 and between 1933 and 1939, financial inter-
mediaries accounted for virtually the entire increase in Treasury
securities outstanding. As a result their share in total government
debt outstanding increased from slightly over 50 per cent to 80
per cent.

The experience of World War I was repeated between 1939 and
1945. Although financial intermediaries absorbed two-thirds of
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the total increase in the federal debt and almost quimupl.ed.thcir
holdings (sce Table 12), the share of financial intermediaries ip
total debt ontstanding decreased from 80 to abeut 70 per cent.
In the four years after 1945 the share of financial intermediaries’
holdings of United States government securities remained the
same. ‘This was in marked contrast to developments after World
War I; after World War 11, individual holders as a whole did not
reduce their holdings of United States government securities, and
nonfinancial corperations even increased then, partly as a ready
reserve against tax liabilities.

TABLE 12

Share of Financiai Intermediaries in Changes in Amounts Outstanding of
Selected Major Assets
{per cent)o
1901 1913- 1923 1930 1934- 1940- 1946. 71901.
19121922 1929 1933 7930 1045 1940 71049

1 U. 8. govt. securities -273 36 3 103 93 67 70 69
2 State & local govt. securities 50 50 58 61 512 31 75 7
3 Corporate & foreign bonds 37 55 56 127 —55 45 119 926

4 All stock 1 17 15 9 30 16 108 25
5 Preferred stock 12 35 22 0 38 66 44 43
6 Common stock 10 15 15 10 31 15 177 23
7 All mortgages 81 59 74 87 —-26 188 77 74
8 Nonfarm mortgages 96 66 67 107 —32 18 78 73
9 Farm mortgages 58 50 -4 47 —-19 920 49 920
10 Short-term loans 59 54 34 33 41 50 39 41

Average (Median, disre-
garding sign, of 1, 2, 3
4,8,9, & 10) 58 50 41 61 41 45 75 73

Weighted average 36 42 32 15 79 58 69 58

* Negative figures indicate increase (decrease) in holdirgs by financial intermediaries

coineident with deerease (increase) in outstanding.

Between 1929 and 1949 ¢he share of financial intermediaries in
total United States government securities outstanding increased
from 52 per cent to 69 per cent, or by 17 points. Most of this
increase is accounted for by Intra-agency holdings; the Federal
Reserve banks, the Postal Savings System, and government pen-
sion and trust funds together increased their share in the fed-
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eral debt outstanding from 8 to 23 per cent. The share of private
financial intermediaries rose only instgnificantly from 41 to 47
per cent. Among them the only substantial increases were regis-
tered by life insurance companics, the holdings of which advanced
trom 2 to 6 per cent of total outstanding. Most of the other groups
held a smaller proportion of the federal debt in 1949 than in 1929.
Commercial banks in particular accounted for only 26 per cent ot
Treasury sccuritics in 1949 against 29 per cent in 1929.

There are three periods during which the federal government
has absorbed funds on a large scale, the two world wars and the
thirties. Financial intermediaries furnished about one-third of
the funds during World War I, about two-thirds during World
War I1, and practically 100 per cent during the thirties. They also,
as a rule, increased their holdings, or at least decreased them but
little, in periods when the total federal debt was stable or when
the Treasury supplied rather than absorbed funds. As a result the
holdings of United States government securities by financial in-
termediaries increased by $177 billion between 1900 and 1949.
or by almost 70 per cent of the total increase in the federal debt.
Governmental organizations supplied 23 per cent; the commercial
banking system, 26 per cent; and other private financal inter-
mediaries, the remaining 20 per cent. Financial intermediaries
thus were the main source of supply of funds for the federal gov-
ernment, not only for ¢lie period as a whole but also for all sig-
nificant subperiods with the exception of World War 1.

State and local government securities

Financial intermediaries have held one-half or more of the
amount outstanding of state and local government securities at
all benchmark dates. Their share declined until the early twenties;
showed only a minor upward movement from then on to the end
of the Great Depression; but increased during the thirties and
early forties to over three-quarters.

The aggregate share of financial intermediaries in state and
local government debt outstanding, as it is shown in Table 13, 1s
as high as 78 per cent in 1945 and 77 per cent in 1949. These
figures probably somewhat overstate the proportion of state and
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local government securities outstanding actually held by finaucial
interinediaries. The first reason is that the holdings of a few
groups, for which no detailed statistics are available, may have
been overstated. Secondly, state and local government securities
may now be carried on the average at slightly above par in the
balance sheets of financial intermediaries whereas the statistics of
outstandings are all expressed in par values. Thirdly, the statistics
of holdings, as they are reported for the different types of financial
intermediaries, may include some categories of securities not in-
cluded in the statistics of state and local government debt, although
it is difficult to see how the amounts involved could be significant.
While these discrepancies may, and probably do, lead to a slight
overstatement of the holdings of state and local government se-
curities by financial intermediaries (Table 13), and their ratio
to total state and local government debt (Appendix Table A-2),
they are not likely to be of considerable size and should not affect
the main trends shown by the figures.

Between 1900 and 1933 when the share of holdings of financial
intermediaries in state and local government securities outstand-
ing decreased from three-fifths to slightly over one-half, there
were two pronounced changes in the shares of individual groups
of financial intermediaries. The first is the increase of the hold-
ings of personal trust departments from 9 per cent of state and
local government securities outstanding in 1900 to 22 per cent
in 1933, most of the increase occurring between the 1912 and 1922
benchmarks. This movement is of interest because it reflects the
increasing share of state and local government securities within
personal trust departments (15 per cent in 1933 against 5 per cent
in 1900) and is clearly traceable to the introduction and increase
of the personal income tax which made the tax-exempt state and
local government securities particularly attractive to individuals
in high income brackets, who predominate among beneficiaries
of personal trust funds. The second important change is the sharp
decline in the share of state and local government securities held
by mutual savings banks — from 34 per cent in 1900 to 5 per cent
in 1983 — which accounts for more than the total shrinkage in
the share of all financial intermediaries. This decline is due to a
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reduction in the sharc of statc and local governmient SCCllI’l'.[les
amorng assets of mutual savings banks (9 per cent in 1929 agaiust
20 per cent in 1912 and 94 per cent in 1900} and prol?ably 1§
influenced by the increasing differential between the yield on
tax-exempt state and local goverimmnent bonds and those on tax-
able bonds and mortgages. Thus exactly the same fez.lture that
made state and local government securities more attractive to per-
sonal trust funds after the introduction of the personal income
tax in 1913 rendered them less desirable to the mutual savings
bauks, whose incomie is not subject to taxation.

Between 1933 and 1949 (lie share of financial intcrmediaries
in state and local goverumient debt incrcased from 56 to 77 per
cent. Mutual savings banks virtually liquidated their holdings,
while four other groups increased their shares noderately by 1
to 3 per cent of outstandings: personal trust departments, prop-
erty insurance compatties, government trust funds, and govern-
ment lending institutions. The decisive increase was attributable
to commercial banks, which lifted their share from 15 to 32 per
cent of outstandings, reflecting an increasc in absolute holdings
from $2.6 billion in 1933 to $4.0 billion in 1945 and $6.6 billion
in 1949. This rise paralleled the absolute growth of total assets
of commercial banks between 1983 aud 1945, though state and
local goveriment securities jn 1945 accownted for a smaller pro-
portion of total assets than in 1933. Between 1945 and 1949,
however, comniercial banks' holdings of state and local govern-
ment securities rose more rapidly thau total assets (their share
increased from 21 2 to 4 per cent) or than the total debt of state
and local governments. One of the reasous for the increasing
inportance of commercial banks’ holdings of state and local gov-
crnntent securities, both in relation to their own assets aud to
the total supply of sucl securities, is the tax exemption feature
of this kind of security. In a period of rising corporate tax rates
this feature was increasingly attractive to commercial banks, whose
profits are taxable, although not to mutyal savings bauks or life
insurance comnpanies, whose earnings are, broadly speaking, not
subject to corporate income tax. Aunother is the close connection
between commercial banks ang their own localities and states,
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which may have made participation in the financiug ol heavy
capital expenditures after World War 11 appear in the nature of
accommodating a vegnlar important customer.

Financial intermediaries thronghont the period were the main
source of funds for state and local governments. Of the increase
in debt between 1900 and 1949 of approximately $19 billion,
which may be regarded as a rongh mneasure of the net absorption
of funds by state and local governments, financial intermediaries
furnished abont $15 billion, or almost four-fifths. Between 1900
and 1929 their share in supplying the financial needs of state and
local governments was slightly above one-half. During the last
twenty years, however, the absorption of state and local govern-
ment secnrities by finaucial intermediaries of about $8 billion
has been considerably in excess of the total increase in state and
local government debt of $6 billion. The holdings of gronps
other than financial intermnediaries, therefore, decreased from
about $7 billion in 1929 to about $5 billion in 1949.'* The financ-
ing of state and local governments thus has now become almost
exclusively an institutional matter, and individuals participate in
it predominantly through personal trust funds admainistered by
banks and trust companies.

Corporate and foreign bonds

During the last fifty years the supply of corporate bonds has
been increasingly concentrated in the portfolios of financial in-
termediarics.2? At the 1900 and 1912 benchmarks, financial inter-
mediaries held approximately one-third of all corporate bonds

1 The estimates of individnals' holdings, calculated as the residual between total
outstanding and holdings of financial intermediaries, agree reasonably well with
figures derived from estate tax statistics (see R.W. Goldsmith, 4 Study of Saving
in the United States [Princeton University Press, 1954], Vol. 111, Part ).

* In this section the description “corporate bonds™ includes foreign bonds, both cor-
porate and government, unless otherwise indicated. Segregation of foreign bonds
among the holdings of financial intermedizries is generally unnecessary since foreign
bonds accounted for at most 8 per cent of corporate and foreign bonds (1922, 1945)
and at most benchinark dates represented less than 6 per cent of the total. The
proportion of foreign to domestic corporate bonds outstanding was somnewhat higher
—nearly 20 per cent at the peak of 1929, but below 10 per cent before 1922 and
since 1939.
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outstanding in the United States. In 1929 their share had increased
to nearly one-half. Ten years later it had risen to approximately
two-thirds of outstanding. In 1949, finally, more than four-fifths
of all corporate bonds outstanding were in the hands of financial
intermediaries.? (See Table 14.)

The increase in the share of financial intermediaries in the
supply of corporate bonds is still more evident if we look at the
relation between the increase in the holdings of corporate bonds
by financial intermediaries and the change of total outstandings
between benchmark dates. From 1900 to 1929 the increase in
intermediaries’ holdings of about $20 billion was equal to just
about one-half of the growth in bonds outstanding, and the pro-
portion was close to this ratio for all three interbenchmark periods
within these thirty years. From 1929 on, however, the holdings
of financial intermediaries have continuously increased by more
than the total supply of corporate bonds, or they have decreased
less than the supply. Hence financial intermediaries have, in the
aggregate, supplied all new funds raised by corporate borrowers
by issuance of bonds and have, in addition, taken over a consid-
erable part of the corporate bonds held in 1929 by noninstitutional
investors. This is true not only for the twenty-year period as a
whole but also for the four interbenchmark periods within it.
Indeed, life insurance companies alone have increased their bond
holdings by more than the rise in total supply of corporate bonds.

The large-scale migration of corporate bonds into the port-
folios of financial intermediaries has taken three routes. The
first, and the most obvious one, is direct placement of securities
with smali groups of buyers, virtually identical with financial
intermediaries, a practice that has developed since the thirties.??

n J¢ is possible that the amounts outstanding used in the calculation are somewhat
too low and conscquently the ratios of financial intermediaries’ holdings somnewhat
overstated. The ratio may, on the other hand, be slightly understated because the
average book value of corporate bonds held by financial intermediaries is likely to
have been below par at most benchmark dates. ‘These errors, however, if they are
material at all, are not large enough to affect the levels or trends discussed in this
section.

1 For the entire period from 1934 to 1919, 34 per cent of the new issues of corporate
bonds have been placed directly, and the proportion has averaged 45 per cent for
{Continued on page 61)

63



Whenever ecither a new or a refunding issne is directly placeq,
the increase in the hond portiolios of financial intermediaries is
at least as large as the increase in total bouds outstanding. A
similar result is obtained when a new issue is publicly offered —
the sccond route — but fmancial intermediaries purchase almog
the entire issue cither mmicdiately upon issuance or shortly after.
ward, as has been conumon since the thirties. The third route by
which the share of fmancial intermediaries in corporate bonds
outstanding has been increased is the open market purchase of
outstanding issues from noninstitutional holders. Although no
detailed stndies have been made, it 1s probable that this route has
accounted for g considerably smaller proportion of the increase
in the share of financial intermediaries than either of the two
others, particularly since the thirties, Before that time, when
direct placements were almost unknown, both the purchase of
new public offerings and open market purchases of outstanding
tssues were of considerable Importance, although it is impossible
to assess their relative significance.

In addition to the sharp increase in the share of financial inter-
mediaries’ holdings in total outstanding, considerable changes
have occamrred in the distribution of financial intermediaries’ total
holdings of corporate bonds as between the main groups of in-
termediaries. These changes are the result of differences in the
rate of growth of total assets and of changes in the proportion of
total assets invested in corporate bonds. In general the first factor
has been the more important one.

In 1900, commercial banks, life insurance companies, and per-
sonal trust departments cach held between 8 and 10 per cent of
total corporate bonds outstanding, and mutugl savings banks
were not far behind with 6 per cent. By 1929 the shares for the
three largest holders were up to 11 to 15 per cent, but their rela-
tion was still not too different from that prevailing three decades

1946-19-19. (See Securities and Exchange Commission, 17¢h Annual Report, p- 197;
aso L. R, Corey, Direct Placesnent of Corporate Securities [Harvard University,
Graduate School of Business Administration, 1931]). Before 1930 the share of
private placements has been very small. (W. B. Hickman, The Yolume of Bond
Financ:'ng since 1900, ‘Table A-10 [National Burcau of Economic Research, 1953]).
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earlier. Sharply divergent trends, however, appcarec.l with the
Great Depression. As a result, life insurance corpanies in 1949
accounted for more than 50 per cent of total outstanding, while
commercial banks and personal trust departments fell back to
their share of fifty years carlier. ‘Together, however, these three
groups still accounted for about four-fifths of total institutional
holdings, slightly more than in 1900. This continued predom;-
fance was possible because over half acentury only one important
new holder of Corporate bonds had emerged — private pension
funds — and even they accounted for only 6 per cent of total out.
standing in 1949,

No comparable data are available for the bonds by main groups
of issuers since the appropriate breakdown is unavajlable for sev-
eral groups of financial intermediaries, particulaily personal trust
departments. It is, however, possible to follow the share of the
boldings of most groups of financial intermediaries in the amount
outstanding of the three maip groups of domestic corporate and
of foreign bonds. These figures should not he seriously in error
since the financial intermediaries for which they are available
account for about two-thirds of the holdings of all financial inter-
miediaries in 1900 and 1929 and to as much as four-fifths in 1949,
Table 15, which, notwithstanding a considerable margin of error
in some of the figures, may be regarded as reflecting the main
trends, permits the following conclusions:

l. There was a definitely upward trend in the share of financia]
intermediaries’ holdings in all three main groups of domestic
issues of corporate bonds (railroads, public utilities, and others)
and in foreign bonds,

2. Of the three main groups of corporate bonds this trend 1s
least pronounced iy the case of railroad bonds. Here the share of
financial intermediaries has less than doubled between 1900 and
1949, and the rise has virtually come to a hait since the Great
Depression.2s Even so, financial intermediaries since the twenties
have held at least two-fifths of railroad bonds outstanding.

3. The most regular increase in the share of financial inter-

*If allowance is made for the holdings of personal trust departments the share has
probably declined between 1929 and 1949,
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mediaries’ holdings occurred in public utility bonds. In 1900
probably less than one-fifth of all public utility bonds outstanding
were held by financial intermediaries. Fifty years later the posi-
tions were almost reversed and not much more than one-fourth
of all public utility bends were to be found outside the portfolios
of financial intermediaries.?*

4. The share of financial intermediaries in other domestic cor-
porate (i.e. largely industrial) bonds was relatively low and failed
to show a definite rise up to the Great Depression. For the twenties
this may be due to the fact that financial intermcdiaries pur-
chased virtually none of the large amounts of real estate bonds
issued during the decade.? Since the mid-thirties, however, the
increase in the share of financial intermediaries has been more
rapid in this category than for any other type of bond. As a result
over four-fifths of all industrial and miscellaneous corporate bonds
were held by financial intermediaries in 1949, while their share
had been less than one-third a bare ten years earlier.

5. Up to the early thirties, financial intermediarics held gen-
erally about one-fourth of all foreign bonds in the United States.?®
The considerable increase in the last fifteen years, which raised
the share to over two-thirds in 1949, is exclusively the result of the
acquisition of Canadian bonds*" 1t is probable, though compre-
hensive figures seem to be missing, that the majority of Canadian
bonds held in the United States are now found in the portfolios
of financial intermediaries but that financial intermediaries hold

 These figures make rough allowances for the bond holdings of personal trust
departments.

# The sharp decline in the ratio between 1929 and 1953 shown in Table 15 is some-
what puzling, even if it is somewhat exaggerated by the fact that the estimates of
bonds outstanding Teflect par values while the book values of financial inter-
mediaries’ holdings of that year were affected by considerable writedowns. Tossibly
the relatively poor default record of industrial bonds (Hickman. op. cit., Table
A-17) led to large net sales.

% Before 1922 the absolute amounts of outstandings as well as of intermediaries’
holdings are very small.

# Canadian governinent bonds held by the forty-nine largest life insurance com-
panies alone (see J. J. O'Leary, 1951 Record of Life Insurance Investments [Life
Insurance Association of America, 19511, p. 16) increased from 5 per cent in 1929
to 49 per cent in 1919 of the value of foreign bonds held in the United States. (See
Appendix Table A-2).
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only a small fraction - as they have done throughout the period —
of the bonds of non-Canadian foreign issuers sold in the United
States.

Corporate stock

Financial intermediaries have been of less importance as fund
suppliers in the case of corporate stock than for almost any type
of bond or loan. Moreover, most of the holdings of financial inter.
mediaries in this field are accounted for by personal trust depart-
ments.

At the turn of the century financial intermediaries held about
one-twelfth of all corporate stock outstanding.?8 This proportion
increased slowly to between one-eighth and one-seventh in the
twenties. It rose sharply to fully one-fifth between 1929 and 1933
and has remained at approximately that level until 1949. The
increase in the share during the Great Depression is partly due to

*The amounts outstanding used in this sectjon exclude intercorporate holdings
other than those of financial intermediaries, i.e, they exclude primarily the holdings

of parent, subsidiary, and affiliated corporations, hut they include stocks in closely
held corporations,
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tions held only small quantities of nonmarketable issues — mostly
to be found in trust departments — while a substantia] proportion
of all stock outstanding is of this type, in 1949 possibly as niucy,
as one-fifth of the total. The share of financial intermediaries i
marketable stock outstanding, therefore, may have been as high
as 30 per cent in 1949 (compared with 24 per cent in Table 16)
of which 20 per cent was accounted for by personal trust depart-
ments and 10 per cent by all other intermediaries.

Personal trust departments were by far the most important
group of holders at every benchmark date, accounting for between
three-fifths and seven-eighths of the total for all financial inter-
mediaries. In 1900 personal trust departments held 5 per cent of
all domestic stock outstanding. In 1929 their share had risen to
8 per cent, well below the 1922 peak of 11 per cent. From 1933 to
1949 it varied between 18 and 16 per cent. Two factors have con-
tributed to this increase. The first is the increasing proportion of
the assets administered by personal trust departments invested in
stocks. The second is the more rapid growth of personal trus
fund assets than of the valye of total stock outstanding. Both forces
operated until the early twenties, Since then the increase in the
share of outstanding stock held in personal trust departments is
due exclusively to the rise ip the proportion of such funds in-
vested in stocks, a rise reflecting definite changes in the invest.
ment policy of the trustees, somewhat delayed by the slowness of
changes in statutory provisions and in the specifications of trust
instruments.

Holdings of all other groups of financial intermediarics have
been small throughout the period compared to the tota] value of
stocks outstanding, none having been substantially in excess of
2 per cent for any benchmark date. The share of management in-
vestment companies hias kept between 114 and 2 per cent since
these companies began large-scale operations in the late twenties,
Even the inclusion of investment-holding companies does not
raise the share of investment companies to more than 4 per cent.
In this case the trend is determined largely by the total assets of
investment compznies since most of their funds are always kept
in stocks. The share of property insurance companies in total stock
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outstanding has increased fairly steadily since 1929, but even in
1949 it was not much in excess of 2 per cent. Still smaller are the
shares of life insurance companies and private pension plans, al-
though their growth has been more rapid during the last decade.

The picture is somewhat difterent it preterred stocks are studied
separately. Here financial intermediaries other than personal trust
departments accounted for over 10 per cent of outstanding in
1933 but by 1949 had increased their share to 20 per cent. Next
to personal trust departments, life insurance companies have be-
come the most important group of financial intermediaries hold-
ing preferred stock. From a negligible proportion up to the late
twenties their share in outstanding of preferred stock sharply
increased in the forties, reaching 10 per cent in 1949. The pro-
portion is about 5 per cent for property insurance companies
against 2 per cent in 1929. Private pension funds seein to account
for another 3 per cent in 1949, but this figure is a precarious
estimate.

The share of financial intermnediaries in the total flow of equity
funds to corporations cannot be immediately derived from these
figures since they are greatly affected by stock price changes.®
It is clear, however, even from the figures of changes in values of
holdings between benchmark dates, that financial intermediaries
have constituted only a secondary source of equity funds and one
almost negligible if the holdings of personal trust departments —
which often represent not net purchases but gifts or inheritances
— are eliminated.

The situation is different for preferred stock, for which the
changes in holdings can be used with less reservation as indicative
of the flow of funds involved. Of the increase in preferred stock
outstanding of about $12 billion between 1900 and 1949, less
than $3 billion is accounted for by increases in holdings of finan-
cial intermediaries, although personal trust departments add an-

® For a reasonably close estimate it is necessary to use figures for net issue (i.e. cash
proceeds of issues less cash outlays for retirements) of stock on the onc hand, and
net purchases or sales of stock by financial intermediarics on the other. Such figures
have been prepared for the period from 1897 to 1949 as part of R. W. Goldsmith,
A Study of Saving in the United States (Princeton University Press, 1954). (See
‘I'ables V-35 to V-78 in Vol. I and discussion in Vol. II, Chap. VIII, Sec. 3.)
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other $2 billion. The aggregate figures, however, mecan little as
the relations are entirely different before and after the Great De.
pression. Between 1900 and 1929, preferred stock outstanding also
increased by about $12 billion while the holdings of financial i
termediaries (excInding personal trust aepartments) rose by less
than $1 billion. Fven allowing for shortcomings of the estimates,
it is clear that the share of fimancial incermediaries in providing
funds to corporations in the form of preferred stock was quite
minor. Since 1933, however, the holdings of preferred stocks by
financial intermediaries, even excluding personal trust depart-
ments, have risen by more than the total increase in preferreq
stock outstanding. Hence financial intermediaries would seem to
have provided, in the aggregate, all the funds raised by corpora-
tions through the means of preferred stock during the last two
decades.3

It is not possible to determine the share of financial nter-
mediaries in the outstanding amonnts of common and preferred
stock of the main industries comprehiensively or reliably. Data
are available, at least for part of the period, for investment and
Insurance companies; but they are missing for the largest holder,
personal trust departments. The available data do not point to
substantial differences between the distribution by industry of
the stock holdings of financial intermediaries among major jin-
dustries and of total stock outstanding. Among the main mdus-
tries the proportion of common or preferred stock held by financial
mntermediaries probably docs not differ much. It is likely, how-
ever, that, at least at recent benchmark dates, the proportion of
financial intermediaries’ holdings was relatively Jow for railroad
and fmancial stocks and relatively high for public utility stocks.

Mortgage loans

Mortgages throughout the period have been held predominantly
by financial intermediarics, but the share of theiy holdings has
increased from not mucl, over one-half in 1900 to almos three-

* This surmise is confirmed by the more appropriate figures on net issues and net
purchases by financial intermediaries of preferred stock. (Ibid., Tables V-9 3nq4 V-51.)
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fourths in 1949. The increase has occurred mainly in three periods.
The first and sharpest increasc took place between the bench-
marks of 1900 and 1912, raising the share of mortgages held by
financial intermediaries from approximately 55 to over 65 per
cent ol the total outstanding.®' The sccond increase cccurred
during the twenties and lifted the share of financial intcrmedi-
aries in total mortgages outstanding from slightly above 60 per
cent in 1922 to almost 70 per cent in 1929. The third rise in the
late thirties increased the share further from 64 per cent in 1933
to 70 per cent in 1939, a level which was restored by 1949 after
a dip to 68 per cent at the end of World War IL. Altlough the
comprehensive figures used in this report are not continued
beyond 1949, it is very likely that the share of financial inter-
mediaries in total mortgages outstanding continued to increase in
the next three years and reached a new high. (See Table 17.)

A more dramatic picture of the shave of financial interinediaries
in mortgage loans is provided by changes between benchmark
dates in the proportion of the total increase (or decreasc) in total
mortgage loans outstanding accounted for by financial intermedi-
aries. For the period as a whole, total mortgage debt increased by
$59 billion while the mortgage holdings of financial intermediaries
rose by $44 billion. Financial intermediaries thus supplied about
three-fourths of the total funds used for mortgage loans.? In
none of the seven periods did financial intermediaries absorb
much less than 60 per cent of the total increase in mortgages
outstanding, and in several of them they accounted for as much
as 75 per cent. In onc period (1934-1939) the holdings of finan-
cial intermediaries increased while mortgages outstanding de-
creased.

3 There is little doubt abont the direction of the movement, but the extent depends
somewhat on the estimates of total mortgages outstanding which for these two
benchmark dates are subject to a considerable margin of error. (1bid., Vol. 11, Chap.
1X, Sec. 6.)

nThis calculation disregards some adjustments for non-cash items which should
be made in the changes of both total mortgages outstanding and mortgages held
by financial intermediaries, and probably more in the former than the latter. These
adjustments would not affect the ratio to a significant extent, although they might
well increase it slightly.
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1

In addition to the basic trend toward an increase in financial
intermediaries’ share in total mortgages cutstanding, pronounced
shifts occurred in the holdings of the different groups of financial
intermediaries. In 1900 more mortgages were admministered by
personal trust departments than were held by any other single
group of financial intermediaries — about one-third of all mort-
gages in the hands of financial intermediaries and nearly one-fifth
of all mortgages outstanding. As a result of an almost continuous
decline, particularly pronounced before 1929, the share of trust
departments fell by 1949 to 2 per cent of total holdings by finan-
cial intermediaries and to 114 per cent of all mortgages outstand-
ing. This was the effect, first, of the slower growth of the assets
administered by personal trust departments since 1929 than of
all financial intermediaries and, second and more important, of
the decline of the percentage of the total assets of all personal
trust funds invested in mortgages from about 40 per cent in 1900
to only 2 per cent in 1949.

Most of the other groups of financial intermediaries have gained
in importance as mortgagees. The main exception is presented by
mutual savings banks whose share in mortgages outstanding has
declined, slowly and irregularly, from a peak of about 15 per cent
in 1912 to about 10 per cent in 1949.38 This was due primarily to
the relatively slow growth of the assets of mutual savings banks
and only since the early forties to a decline in the share of the
assets which they invested 1n mortgages.

The increase in the proportion of total mortgages outstanding
held by financial intermediaries has been accounted for primarily
by three groups — savings and loan associations, commercial banks,
and life insurance companies. The share of each of these nstitu-
tions increased from 6 to 8 per cent in 1900 to 18 to 20 per cent
in 1949. Together they accounted for only one-third of all mort-
gages held by financial interinediaries in 1900, but for three-
{ourths of institutional mortgage holdings in 1949. Their share in

8 The share of fire and marine insurance companies and mortgage companies in
total mortgages outstanding also declined, but their holdings were relatively small
at all benchmark dates.
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total mortgages ontstanding rose from only ouc-fifth at the
of the century to over one-half fifty years later.

The share of savings and loan associations in mortgages ony.
standing increased steadily, with an interruption ouly hetween
1929 and 1939, from 6 per cent in 1900 to 18 per cent in 1949
This was due exclusively to the relatively rapid growtly of their
total assets since mortgages have always acconnted for nearly theiy

entire mvestments.
The 1ncrease in the share of life insurance companies from 7

to 20 per cent was concentrated in the periods from 1900 (o 1912
and 1922 to 1929, but was also considerable in the 1940’ It was
largely due to the relatively rapid increase in total assets of these
coinpanies since mortgages acconunted for nearly 30 per cent of
their total assets at the beginning bnt only for slightly over 90
per cent at the end of the period.

Most of the increase in the share of commercial banks from §
to 18 per cent occurred before 1912, After a slight decline over
the next three decades, a sccond increase after World Way 11
lifted their share in mortgages outstanding from 13 per cent in
1945 to 18 per cent four years later. This sharp and concentrated
advance reflected largely an increase in the share of mortgages
among bank assets.

Quite different changes are shown in the shares of land banks
and government lending institutions. The land bauks, created in
the second decade of the century, and limited to farn mortgages,
slowly increased their share in total morigages outstanding to a
peak of 6 per cent in 1939. The liquidation of most of these banks
in the last decade has decreased the share of the group to not
much over 1 per cent in 1949. Government lending institutions,
which began their operations only in the Great Depression, ac-
counted by 1939 for 8 per cent of total mortgages outstaiding,
largely the result of the Home Owners' L.oan Corporation’s and
the Federal National Morigage Corporation's acquisition of dis-
tressed mortgage loans from financial intermediaries and other
morigagees. As these mortgages were paid off or sold to other
mortgagees, the share of government lending institutions declined.
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By 1949 it had fallen to 3 per cent, represented largely by hold-
ings of the Federal National Mortgage Corporation.

The proportion of the mnain types of mortgages held by fimancial
intermediaries has differed considerably, partienfarly as between
farm ard nonfarm mortgages.® In recent years financial imier-
mediaries have held between two-thirds and three-fourths of fanm
as well as nonfarm mortgages. In the case of nonfarm mortgages,
however, the share of financial intermediaries has been close to
two-thirds at all benchmark years during the last half century.
Of farm mortgages, on the other hand, slightly over one-third
was held by financial intermediaries at the turn of the century;
about one-half by 1912; and more than three-fifths only since the
late twenties and then only with the help of land banks and other
government lending institutions. Financial intermediaries thus
have been a much more important source of supply of nonfarm
than of farm mortgage moncy.

The available basic data arc not comprchensive or reliable
enough to permit further breakdowns for types of nonfarm mort-
gages. The material, however, does not point to substantial dif-
ferences in the share of financial intermediaries, at least not as
between residential and nonresidential mortgages or as between
one-to-four family homes and multifamily dwellings.

Shori-term (non-mortgage) loans

Short-term loans are of importance for only a few groups of
financial intermediaries — particularly connmercial banks and gov-
emment lending agencies —but for these they represent onc of
the major assets.?® Even for all financial intermediaries taken to-

nSince the already rough estimates of total mortgage holdings of pevsonal trust
departments had to be allocated between fatm and nonfarm mortgages in proportion
to outstandings except for the last decade, this paragraph is bascd on only very
rough figures.

3 No classification of loans by maturity is entirely satisfactory in concept or con-
sistently applicable fo the available data. The difficulties are indicated, though not
exhausted, by the difference between contractual and actual duration; the difference
between original duration and distance to maturity at the date of creditors” or
debtors’ balance sheet; and the many transitory stages existing between claims
desigrated as securities (particularly those with a short remaining life), mortgages,

(Continued on page 75}
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gether such loans have accounted for a substantial thougl.n declin-
ing proportion of total asscts — more than one-fourth in 1900,
fully one-fifth in 1926, but only approximately oue-tenth in 1949,

The main difficulty in detennining the shave of financial inter-
mediaries in total short-ter (non-mortgage) credit is the absence
of comprehensive fignires on the total debt of this type in the
cconomy. Next to financial institntions, the most important sup-
pliers of short-term credit are nonfinancial business enterprises, in
corporate or unincorporated form, but few reliable of comprehen-
sive data are available on either the aggregate or the distributioy
of the short-termi credits extended by them.® Virtnally nothing
is known of the short-term credit transactions among individuals,
It is, therefore, impossible to attempt for these loans a statistical
comparison of the type that has been presented for securities and
Tnortgage loans. The available data are barely sufficient to estab.
lish the level of the share of financial intermiediaries in all short-
term (non-iortgage) loans or to be sure about the trends over
the last fifty years.

Between 1900 and 1929 total short-term (nou—mortgage) loans
of the financial intermediaries covered by the basic tabulations
increased from $5 to $35 billion. Inclusion of the receivables of
finance companies and of security brokers and dealers wounld not
affect the estimate for 1900 greatly but wonld raise that for 1929
to as much as $45 billion. The increase by 600 to 800 per cent
in three decades appears definitely in excess of the growth of total

secured and unsecured credits. With the avaiiable statistics probably all that can
be done is to put together all the “reccivables” listed in the balance sheets of
financial intermediaries except those classificd as securities Or as mortgage loans.
There is little doubt that most of the claims falling into this category represent
short-term credits in the sense that their actual life does not exceed, say. three
years. It is equally certain, however, that 2 not negligible fraction of the total is
not of this character and, what is more serious for an analysis of the figures, that
the division between true short-term credits and other non-mortgage loans differs
among financial intermediaries and has changed over tine, In the absence of com-
Preliensive and systematic studies in this field i has not heen possible to refine the
data as they are found in the balance sheets of the various groups of financial
internediaries and o proceed beyond an admittedly rather broad category of
“non-mortgage loans.”

* The most important of these are the figures on accounts receivable reported since
the Jate twenties in Statistics of Income, which have been utilized in Table 18, below.
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eie 18

Share of Financial Intermediaries in Short-Term (Non-Mortgage) Loans
(billions of dollars)

FINANCIAL INTERMEDIARIFS

| ACCOUNTS RECEIVABLE Al Short-Term
National Nonfinancial Unincorporated  Short-1erm Business
Total Corporations Business Loans Loans
(1) 2 3) 4 (5)
1900 $18.6* ... e $5.2 $4.0
1912 26.0 ... Ve 11.6 9.0
1922 50.7 ... . 250 19.2
1929 79.3 $22.7 $6.2 34.8 21.5
1933 41.8° 14.6 e 22.6 12.6
1939 e 21.6 4.4 193 12.0
1945 e 25.9 7.5¢ 26.7 15.6
1949 e 419 . 40.4 30.0
' 1904.
»1932.
* 1946.
Column

1 1904-1932: R. R. Doang, The Measurement of American Wealth (Harper &
Bros., 1933), p. 199; includes notes receivable.
2 1920,1933: Statistics of Income. (All nonfinancial corporations; excludes
financial corporations not treated as financial interrnediaries.)
1939:  Statistics of Income. (All corporations excluding banks and trust
corapanies.)
1945: Securities and Exchange Comnmission, Statistical Bulletin, August
1, 1950.
1949: Ibid., May 1, 1952.
3 R. W. Goldsmith, 4 Study of Saving in the United States (Princeton Univer-
sity Press, 1954), Tables U-7 to U-9.
45 Table 7, lines 6 to 8 and 8, respectivcly.

short-term (non-rnortgage) debt in the economy. It is, therefore,
likely that during this period the share of financial intermediaries
in total short-term debt increased, and possibly to a substantial
extent, but that most of the increase occurred before 1922. (See
Table 18.)

Total short-term loans of financial intermediaries (including
finance companies and security brokers and dealers) were only
slightly higher in 1949 than they had been twenty years earlier.
Since the total of such debt outstanding was almost certainly con-
siderably higher in 1949 than in 1929, the share of financial inter-
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mediaries scems to have declined, though it probably was e
above the level of the turn of the century.37

Estimates of the absolute values of the share, rather than of its
thovements, are even more hazardous. All that can be said s that
financial mtermediaries’ share in short-term (u()n-mortgugc)
credit does not seem to have exceeded one-half at any time and iy
probably somewhat, though not very much, below that leve] g
mid-century.

Even for an clementary nderstanding of the role of [inancial
mtermediaries in the supply of non-mortgage credit, it is neces.
sary to distinguish three types of such credits: loans on securities,
cousumer credit, and business loans. Virtually all loans on se-
curities are made by financial mtermediaries, primarily commer-
cial banks, either directly or dircctly ia the form of bauk loans
to brokers who re-loan the proceeds to their customers, Lhe only
exeeption ocemrred in the Jate twenties wlien nonfinancial cor-
porations made substantial amounts of funds available for Stock
Exchange loans and for 4 short period supplicd more than one.
third of total reported loans on securigjes #s

Financial intermediaries have been cqually predominang g
suppliers of consumer credit, The available data, however, are not
sufliciently rchable, comprehensive, or consistent o permit more
than two broad conclusions. First, the share of financial inter-
mediaries in total consumer credit outstanding increased consid.
erably between 1900 and 1929 but has not shown a definite treng
during the last two decades. Second, since 1929, financial inter-
mediaries have supplicd approximately two-thirds of all organ-
ized consumer credit (including policy loans) .

The share of fimancial intermediaries in short-termt loans to
business (excluding loans on sccuritics) can he determined only
very roughly. The scattered data, some of whicly are presented in
Table 18, permit only two tentative conclusions. The fiys s that

1t is possible that the share of 1919 i turm ont i be close to a Tow point in jis
long-term movements, From 1919 to 1959 ¢ least short-termy loans of financial
intermediaries seem to have increased somewhat oy rapidly than (hose of other
lenders, particularly accounts receivable of nonfumncial husiness eriterprises.

Sce R. W, Goldsmith, op. ¢ir., vol. I, Chap. X1 ang Tabic D-s.
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the share of financial intermediaries in short-term business loans
declined markedly between 1929 and 1939 but recovered part of
the loss in the following ten years. The second puts the share of
financial intermediaries in short-term business loans as well under
one-half for all henchmark dates.™

The decline in the proportion of short-term business loans
supplied by financial internediaries — primarily commercial banks
- during the last twenty years is compatible with the fragmentary
evidence on the relation between notes payable to banks and
accounts payable to other creditors for different branches of busi-
ness. So is the indication that the share of financial intermediaries
as suppliers of shiort-term business credit declined between 1929
and 1939 but recovered from 1939 to 1949. It is to be expected
that during a period of falling prices and depressed business the
short-term loans of banks should be reduced more rapidly than
trade credit, and the opposite relation may be expected to prevail
in periods of rising prices and expanding business.

The absence of comprehensive or reliable data for most of the
period, and particularly before 1929, on the share of financial
intermediaries in short-term business loans is regrettable. The
only trustworthy long-term series, unfortunately limited to large
manufacturing and trade corporations, indicates a somewhat larger
increase of notes payable than of accounts payable between 1900
and 1920,% i.e. it points to an increase in the ratio of bank to
wrade credit. During the twenties, however, the ratio of bank
credit to trade credit declined —and even quite sharply — the di-
rection of the movement being in line with the further decline
in the ratio observed in the last two decades. Manipulation of a
set of over-all rough estimates also indicates a substantial increase
in the ratio of bank credit to trade credit during the first two
decades of the twentieth century and an equally sharp decline

» Table 18 points to a ratio of 1:2 between short-tenn loans to business by banks
and trade credit for 1939. An extensive sample study, based on 6,200 nonfinancial
concerns, puts the same Fatio at 1:2.5 (N. H. facoby and R. J. Saulnier, Business
Finance and Banking {National Bureau of Economic Research, 19471, p. 41).

* Jacoby and Sauluier, op. cit., p. 88.
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during the twenties.!! Seme indirect light, ﬁna‘lly, may be shed on
thie question by the ratio of the short-term busmcs:s lom‘ls of finan-
cial intermediarics to gross national product since it may be
assumed that the latter is a 1easonably good indicator of volume
of sales. This ratio increased between 1900 and 1922, declined
moderately to 1929, experienced a considerable further reduction
through 1945 but had partially recovered by 1949 42 To the extent
that changes in the ratio of gross national product to sales and of
sales to trade credit can be regarded as absent or minor, these
movements confirm the ups and downs in the ratio of bank to
trade credit shown by the other scattered clata. It therefore looks
as if the share of financial intermediaries in thc supply of short-
term business credit had shown an increasing trend from the tum
of the century to the early twenties but a declining trend over the
last thirty years.

Tangible assets

Tangible assets held by financial intermediaries are of three
types: buildings and equipment for own use, income properties,
and foreclosed real estate. It is therefore difficult to decide with
which national total to compare tangible asset holdings of finan-
cial intermediaries. There is also the difficulty that for the tangible
assets of financial intermediaries we must rely on book values,
while national totals are generally given in cwrrent values. For-
tunately, the problems may be dismissed swnmarily as it is evident
that the tangible assets held by financial intermediaries represent

" This statement is based on a Comparison of the short-term business loans of
financial intermediaries, as shown in Table 18, with the difference between Doane’s
estimates of al! notes and accounts receivable (R. R. Doane, The Measurement of
American Wealth [Harper & Bros., 1933), p. 199) and of all short-term business loans
of financial intermediaries. Such a comparison, of course, is very hazardous, not
only because of the use of a residual between two figures of doubtful comparability,
bur also because of the character of Doane's estimales, the sources and methods of
derivation of which are not known in detail.

“'The Tatio continued to rise between 1949 and 1952 reflecting the sharp increase in
bank loans to business which had been at an unusually low level during and im-
mcdialely afier World War II. Even in 1952, however, 1he ratio of short-term loans
to business by financial intermediaries to gross nalional product was still far below
thic level of the 1920%.
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only a very small proportion of the national total, however defined
or measured.

Most of the holdings of tangible assets by financial intermedi-
aries are concentrated among three groups — commercial banks,
life insurance companies, and personai trust departments.*

The broadest comparison, and probably one mnost appropriate
for most purposes, is that between all tangible assets held by finan-
cial intermediaries and the value of structures, equipment, and
inventories. Using original cost values for the national total* and

a8 19

Share of Financial Intermadiaries in Tota! Tangible Assets

TANGIBLE SIIARE OF
ASSETS OF  FINANCIAL INTERMEDIARIES
FINANCIAL Total
NATIONAL TANGIBLE ASSETS INTER- Tangible
Total Structures MEDIARIES Assets Structures
(billions of dollars) _ (per cent)
(n {2) 3 (4) (5)
1900 $53.8 $33.2 £.9 1.7 2.7
1912 96.9 56.0 1.6 1.7 2.9
1922 183.3 88.7 2.9 1.6 33
1929 285.5 153.9 4.5 1.6 29
1933 260.7 157.9 6.1 2.3 39
1939 279.5 162.5 7.4 2.6 4.6
1945 326.6 169.9 3.6 1.1 21
1949 516.8 230.5 3.7 7 1.6

Column
12 From R. W. Goldsmith, 4 Study of Saving in the United States (Princeton
University Press), Vol. 1L origiual cost basis.
3 From Table 7.
45 Column 3§ divided by columns 1 and 2, respectively.

]t may be recalled that the tangible assets of government lending institutions are
not included in the tabulations on which these statistics are based. They amounted
in 1949 to 2 per cent of the national total on a book value basis and at that date
consisted mostly of inventories of agricultural commodities held by the Connnodity
Credit Corporation.

uSee R. W. Goldsmith, “A Perpetual Inventory of National Wealth,” Studies in
Income and Weelth, Volume Fourleen (National Bureau of Fconomic Research,
1951}, p. 18.
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book values for the tangible assets of financial intermediaries 45
we find that the share of the latter amounted to 2 per cent up to
1929, rosc steadily to 3 per cent in 1939 as the vesult of fore.
closures on real estate loans during the Great Depression, ang
declined to ! per cent in 1949 as foreclosed properties were
liquidated. (Sec Table 19.)

The holdings of commercial banks have consisted almost ex-
clusively, except in the thirties, of the buildings in which they
have their offices. Those of life insurance companies have begun
to include increasing amounts of income propertics, multifamily
dwellings as well as office and factory buildings. The real estate
m personal trust funds, finally, has consisted mainly of income
properties — residential, urban nonresidential, and agricultural.

As would be expected from the nature of their operations, finan-
cial intermediarics have never directly owned more than a neg-
ligible proportion of the tangible wealth of the country. Even in
the more restricted field of nrban nonresidential real estate, in
which their tangible assets have been concentrated except during
the thirties, the proportion of direct ownership probably has not
exceeded b per cent save during the Great Depression.

Liabilities

‘The share of financial intermediaries in total liabilities in the
United States has increased considerably and almost continuously
since the turn of the century.*® In 1900 slightly under one-quarter
of all claims were against financial intermediaries. Fifty years later
the proportion had risen to almost two-fifths. The vise was rather
slow, though stcady, between the benchmarks of 1900 and 1933
but very rapid between 1938 and 1939. During the last ten years
the ratio has remained virtually unchanged.

“8ee Table 7, above, line G,

‘“In al] these calculations, claims against governmeng insurance and private pension
funds have been regarded as part of liabilities of financial intermediaries and
measured by the total assets of these funds even though the ultimate beneficiaries
may not have claims in the legal sense against the funds. Personal trust departments,

however, have not becn regarded as giving rise to creditor-deblor relationships
between beneficiarics and trustees.

84

LU




L L

ane 20
Share of Financial Intermediaries in Total Liabilities
TOTAL FINANCIAL INTERMEDJARIES
LIABILITIES Amount Share
(billions of dollars} ( per cend)

) 2 ©))
1900 $50 812 24
1912 95 26 27
1922 225 62 28
1929 325 94 29
1933 285 84 29
1939 360 135 38
1945 775 292 38
1949 875 325 37

Column
1 Sum of currency, honds, mertgages, and short-term debt outstanding (includ-
jng tax accruals); deposit Liabilities of bauks and reserve liabilities of insurance
companies; governnent insurance and private pension funds. (From R. W.

Goldsmith, 4 Study of Saving in the Uniled States [Princeton University Press],

vol. TIL)

9 Total asscts of financial intermediaries minus cquity of persenal trust funds
(Table 1) and of other intermediaries (Table 21).

$ Column 2 divided by column 1.

These conclusions can be drawn with a reasonable degree of
confidence from Table 20, even though the absolute level of the
ratio of financial intermediarics’ liabilities to total debt is subject
to considerable error, particularly because of the difficulty of
making comprehensive and reliable estimates of all debts in the
economy. Refinement of the estimates would undoubtedly some-
what alter the ratios, though it might not affect the trend; but
in any case it is not likely to lead to a modification of the signift-
cant result that financial intermediaries now owe about two-fifths
of the debt outstanding within the economy or that their share in
total debt is considerably higher than it was fifty years ago. The
policies of financial intermediaries are, therefore, now of much
greater importance for the entire claim and credit structure of the
country than they were half a century carlier.

The increase in the share of financial intermediaries as debtors
is only part of the radical change in the debt structurc of the
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cconomy over the last fifty years. At the turn of the century nop.-
financial business was the most importaut debtor, alone account.-
ing for almost one-half of total debt outstanding in the Unjte
States. Financial intermediaries came next with about one-fourth
of the total. Individuals owed about one-fifth of the total debt,
mostly in the form of mortgages on their homuies or farms Goy-
ernment debt was almost negligible, accounting for less thay 10
per cent of total debt, and most of it 1yas owed by state and Joca]
governments.

Nonfinancial business enterprises were still the most important
group of debtors in 1929, but their share had declined to about
two-fifths. The share of financial intermediaries had risen but was
still under one-third, while that of individuals remained yp-
changed at about one-fifth. Government debt now accounted for
fully one-tenth of the total, divided about equally between the
federal government and state and local governments,

By 1949, nonfinancial business had fallen to third place among
the four main debtor groups and accounted for only about one-
sixth of the total debt. The share of individuals had also declined
to only one-tenth. In contrast both the government and financial
intermediaries now accounted for at least one-third of total debt
outstanding. The movements of government and financial inter.
mediaries’ debt are, of course, at times closely related. The in.
Crease in the government’s share iy, total debt reflects primarily
the large-scale borrowing during World War 11 and secondarily
during the thirties; and j is the absorption of thjs additional debt
by financial intermediaries that js largely responsible for their
increasing share of liabilities in total debt.

It is not necessary to study in detail the shares of different groups
in the iucrease of the share of all financia] intermediaries’ debt
in the national total since the trends in the distribution of debt
are necessarily very similar to those in the distribution of the ag-
gregate assets of financial intermediaries among the main groups
of institutions other than personal trust departments. [t may there-
fore suffice to recall that the liabilities of insurauce institutions

" The figures might be slightly larger if better estimates were available of open
account trade debt and of debt among individuals.
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have increased considerably more rapidly than those of the bank-
ing system both between 1900 and 1929 and between 1929 and
1949, while those of other financial intermediaries have increased
more rapidly than the total in the first half of the period but less
rapidly from 1929 to 1949. As a result the sharc of the liabilities
of the banking system in total debt outstanding did not increase
at all from 1900 to 1929 and rose only slightly in the following
two decades, while that of insurance institutions increased consid-
erably in both periods.

The share of financial intermediaries in the total of short-term
liabilities outstanding in the nation has, of course, always been
considerably higher than their share in total liabilities since finan-
cial intermediaries have raised only relatively small amounts of
funds through bonds and mortgages. Indeed, their share in the
total long-term debt of the country has not exceeded a few per
cent at any benchmark date and in 1949 was below 1 per cent,
being essentially limited to the bonds issued by certain govern-
ment lending agencies, the land banks, and a few investment com-
panies. If the liabilities of insurance organizations are regarded
as of a short-term nature, financial intermediaries have at most
benchmark dates accounted for more than half of the country’s
short-term debt.

Equity
The determination of share of financial intermediaries in na-
tional equity is considerably more difficult, both conceptually and
practically, than similar calculations of assets and liabilities.*®
The first difficulty arises in defining the equity of financial inter-
mediaries. This is a relatively noncontroversial matter only for
financial intermediaries in corporate form, although even for
these a decision must be made whether equity is to be measured
in terms of book value or market value of the stock. What exactly
is to be regarded as the “equity” of mutual savings banks, credit
unions, savings and loan associations, mutual insurance companies,
@ gome of the difficulties discussed here with respect to equity have already been

et with in the case of liabilities but were disregarded there because they were of
little quantitative importance in rclation to the aggregate.

87



government pension and trust fimds, and pl'i"ﬂte. pension fungs
is far from clear. Obviensly, measurement of Cquity on a marke
value basis is out of the question for these institutions. Oy, a book
value basis we may take the legalistic position ot regarding g
equity everything that does not coustitute a definite _!iabili[y,
That, however, wonld inclnde virtnally all assets of savings ang
loan associations and credit unions since what is economically 4
deposit with these institntions is legally regzn'flcd as a share. Hoy
government pension and trust funds and private pension funds
wonld be treated from a strictly legalistic point of view 1s donbt.
tul. From that point of view the rights of beneficiaries in personal
trust departments certainly wonld have to be regarded as being
m the nature of equity.

In this sitnation it would scem best to he guided by economic
rather than by legal considerations and to treat all financial ipter.
mediarics, as far as possible, in analogy to cerporations, Under
this treatment the “equity” of financial intermediarics will ip.
clude only the book or market value of the stock of financial
intermediarics in corporate form. All assets of private and gov.
Crament insurance organizations are regarded as balanced by
liabilities to their policyholders or other beneficiaries. The assets
of personal trust departments, on the other hand, are treated a5
giving rise to an equivalent equity interest of fhe beneficiaries.

The second and more difficult question concerns the national
total of equity with which the aggregate equity of financial inter-
mediaries so defined may be compared. The simplest solution is
to use national wealth as the measure of national equity. National
wealth, however, is unsatisfactory for thjs purpose since it is
primarily the equity of ultimates, j.c. househnlds, governments,
and nonprofit institntions, Moreover, national wealth is generally
calculated on the basis of current values, while the equity of
financial intermediaries is, as a rule, hased on book values. A
conceptnally more appropriate national total s the s of the
cquity of all business enterprises, hut this is diflicnlt to nicasure
on a nniform hasis. Finally, there is the narrower comparison he-
tween the equity of ali corporations and of financial intermediarics
i1t corporate forn.
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‘The equity of financial intermediaries has been quite small
compared to total narional equity, in whatever way the latter is
defined. (See Table 21.) We may, therefore, be satisfied with two
rough indications of the ratio betwecn tlie two.

1ase 21

Share of Financial Intermediaries in Equity

EQUITY OF FINANCIAL

NATIONAL CORPORATE  INTERMEDIARIES® SHARE OF
WEALTH STOCK Alle Corps.  FINANCIAL INTERMEDIARIES
(current (market (book (market National Corporate
value) value) value) value) Wealth Equity
(billions of dollars) (per cent)
1) ) ®  ® ) ©
1800 £87.7 $11.8 82.9 $2.5 33 21.2
1912 165.2 32.2 5.8 5.3 3.5 16.5
1922 334.2 57.1 11.4 10.3 3.4 18.0
1929 439.1 149.6 231 21.3 5.3 14.2
1933 330.2 63.9 19.3 5.5 5.8 8.6
1939 395.6 82.3 21.5 9.9 5.4 12.0
1945 570.6 127.7 53.6 14.8 9.4 11.6
1949 898.2 131.6 57.4 15.1 6.4 11.5

* Excluding personal trust departments.
» Includes in addition to commercial banks, property insnrance companies and in-
vestment companies covered in column 4, net worth of savings and loan associations,
credit unions, Federal Reserve banks, land banks, and government lerding institn-
tions; undistributed surplus of mutual savings banks, life insurance companies, and
fraternal insnrance organizations.
Column

1 From R. W. Geldsmith, 4 Study of Saving in the United States (Princeton
University Press), Vol. III, Part L.
Appendix Table A-2.
Detailed tables in Appendix to forthcoming full study.
From Appendix to the forthcomning full study.
Column 3 divided by column 1.
Column 4 divided by colnmn 2.

G OO N

1. The book value of the equity of financial intennediaries
(excluding personal trust departments) throughout the last fifty
years has hovered avound 5 per cent of national wealth. Personal
trust departments alone, however, have represented an approxi-
mately equal proportion of national wealth.
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2. Financial intermediaries in corporate form, primarily com.
mercial banks and property insurance companies, have accounte
for as much as 21 per cent of the market value of the equity of al)
Corporations in 1900, but their share declined rapidly to 14 per
cent in 1929 and has remained at around 12 per cent during the
last decade.

The proportion of total equity accounted for by financial inter-
mediaries is thus quite small and is well below the share of finan-
cial intermediaries in virtually all types of assets which they hold
or their share in total or short-term liabilities. Furthermnore, the
share fails to show the increasing trend over the last half century
visible in most other ratios. The reason for the difference in level
15 that equity, as here defined, constitutes only a small proportion
of the total assets of financial intermediaries.
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