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

The share of financial intermediaries in national wealth will bestudied at two levels. The first is the determination in this SCCLIOof the share of financial intermediaries' holdings in total amountsoutstanding of selected assets and liabilities. The second is thecomparison 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 forUnited States government securities, states and local governmentsecurities, corporate and foreign bonds, preferred and commrnistock, and mortgage loans but in a much more summary fashionfor 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 first by the fact that at most benchmarkdates cash and miscellaneous assets represent less than one-fifthof the total assets of financial intermediaries. More important isthe fact that the omitted cash assets Consist largely of items (cur-rency, bank deposits, items in process of Collection) representingmostly transactions between financial intermediaries Comparisoiwith the rest of the economy is, therefore of little interest. Themiscellaneous assets (as well as miscellaneous liabilities) are gen-erally too small and too little explored to warrant or permit sig-nificant statistical comparisons
The main results of these comparisons are summarized inTables 9 and 10. The first of these is limited to three dates1900, 1929, and 1949 - but shows estimates for about a dozen
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TABlE 9

Share of Financia' Intermediaries in Selected Assets
(per cent)

TABLE 10

Share of Financial Intermediaries in Securities and Mortgages Outstanding
(per cent)

51

U. S.
Government

Securities

(1)

State &
Local

Government

Securities

(2)

Corporate

& Foreign
Bonds

(3)

Domestic

Stocks

(4)

Mortgages

(5)

1900 54 60 35 8 55
1912 67 54 36 10 66
1922 38 52 43 13 62
1929 52 54 48 14 67
1933 68 56 44 21 64
1939 80 69 66 23 70
1945 69 78 71 21 68
1949 69 77 86 24 72

19(Y) 1920 1919

I Tangible assets (land and structures) 2 2 1
2 Short-terni loans 35 45 40
3 Mortgage loans 55 67 72

Farm 37 59 67
Nonfarm 65 69 72

4 Bonds
United States government 54 52 69
State and local government 60 54 77
Corporate and foreign 35 48 86

5 Domestic stocks 8 14 24
Preferred 7 19 37
Common 8 14 22

6 All securities 23 26 58
7 Bonds and mortgages 47 56 72
8 Mortgages and securities 31 33 59
9 Mortgages, securities, and tangible assets 12 17 30



S

types of individual assets and combinations of them. The secon(l
gives figures for all eight benchmark dates hut only for the five
types of assets for which the required data arc available. The
two tables show that the share of financial imcrincdiaijes has in-
creased over the last half century in eight of the nine main forms
of assets that can be compared with the relevant natioiial total
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 1)0th l)CtWCdfl 1900
and 1929 and between 1929 and 1949 in all assets except United
States government and state and local securities 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 intermedi-
aries during the first half of the century has been most pronounced
in corporate bonds and smallest in short-term loans.18

If the seven types of loans and securities (excluding short-term
loans) are combined, Le. if the ratios al-c weighted by total out-standing for the different types of assets, the share of financial
intermediaries is seen to have risen rather slowly from slightlyover 30 percent in 1900 to alniost 35 per cent in 1929, but to haveincreased much more rapidly during the following two decadesto reach 60 per cent in 1949. If the comparison is extended tocover tangible assets, which are almost insignificant for fInancialintermediaries but very important on a national scale, the weightedshare of financial intermediaries is natni-ally mitch smaller, butthe 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 ofthe century to almost 20 per cent in 1929 and rather rapidly to 30per cent in 1949.

'8That the share of financial intermediaries in United Staes government securitiesoutstanding failed to rise greatly between 1900 and 1949 nOtwithstafl(ling theenormous increase in the absolute
amount of holdings of United States governmentSecurities by financial intermediaries is due to the fact that in 1000 a large part ofthe then very small federal debt was held by national banks to secure circulation.

52



CHART 6

Share of Financial Intermedarjes in selected Assets, 1900 and 1949

Corporote and foreign bonds

Slate and local government bonds

Nonfarm mortgages

US. government securities

Farm mortgages

short-term loans

Preferred stock

Common stock

Tangible assets

0 10 20 30 40 50 60 70 80 90Per 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 gi-eat significance since at that time the (Iebt 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 noninstinitional 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, liowevr, predominantly as secondary re-
serves or as investments rather than as cover for notes. Substari-
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 I.

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 intermediaries 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 intermediaries (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-
surance companies, which reflected sharp reductions - together
from 9 to 51/2 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 quintupled their
holdings (see Table 12), the share of financial intermediaries in
total debt Outstanding decreased from 80 to about 70 per cent.In the four years after 1 945 the share of financial intermediaries'holdings of United States government securities remained the
same. This was in marked contrast to developments after WorldWar I; after World War 11, individual holders as a whole did not
reduce their holdings of United States government securities, and
nonllnancjal corporations eveti increased them, partly as a ready
reserve against tax liabilities.

TABLE 12

Share of Financial Intermediaries in Changes in Amounts Outstanding ofSelected Major Assets
(per cent)°

17/- 1913- 1!173- 1930- 1934. 1940- 1946. lik)1.1912 /922 7020 /033 1.039 l9 /940 10.1.0
I U. S. gots. securit-S 273 36 3 103 93 67 70 692 State & local govt. ecIIritjs 50 50 58 61 512 31 75 783 Corporate & foreign bonds 37 55 56 127 55 45 119 964 Alt stock

11 17 15 9 30 16 lOg 255 Preferr stock 12 35 22 0 38 66 44 436Comlnonstock 10 15 15 10 31 15 177 237 All mortgages
81 59 74 87 26 188 77 748 Nonfarm mortgages 6 66 67 107 32 18 78 73OFarm mortgages
8 50 41 47 19 90 49 9010 Short-term loans 54 34 33 41 50 39 41Avcrage (Median, disre-

garding sign, of 1, 2, 3,
4,8,9, & 10) 58 50 41 61 41 45 75 73Weighted average 36 42 32 15 79 58 69 58

Negative figures indicate increase (dccree) in holdings by financial intermediariescoincident with decrease (increase) in outstanding.

Between 1929 and 1949 the share of financial intermediaries intotal United States government securities outstanding increasedfrom 52 per cent to 69 per cent, or by 17 points. Most of thisincrease is accounted for by intra-agency holdings; the FederalReserve banks, the Postal Savings System, and governme pen-sion and trust funds together increased their share in the fed-



eral debt outstanding from 8 to 23 per cent. llie sbare of private
financial intermediaries rose only insignificantly from -14 to 47
per cent. Among them the only substantial increases were regis-
tered l)y life insurance companies, 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 oniy 26 per cent of
Treasury securities 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-tb ird of
the funds during World War I, about two-thirds (luring World
War II, 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 financial inter-
niediaries, the remaining 20 per cent. Financial intermediaries
thus were the main source of supply of funds for the federal go-
ernment, not only for the period as a whole but also for all sig-
nificant subperiods with the exception of World War 1.

State arid 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, is
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 governinetit securities outstanding actually held by financial
intermediaries. 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 intennediaries. The first is the increase of the hold-
ings of personal trust departments from 9 per cent of state and
local government securities outstaiiding 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 1933 - 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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I

reduction in the share of state and local government SCCUFItIes
among assets of mutual savings banks (9 per cent in 1929 against
20 per cent in 1912 and 24 per cent in 1900) and probably i
influenced by the increasing differential between the yield oil
tax-exempt state and local goverlilucilt bonds and those on tax-
able bonds and mortgages. Thus exactly the same feature 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
banks, whose income is not subject to taxation.

Between 1933 and 1949 the share of financial intermediariesin state and local government debt increased from 56 to 77 percent. Mutual savings banks virtually liquidated their holdings,while four other groups increased their shares moderately by 1to 3 per cent of Outstandings: personal trust departments, prop-erty insurance companies, government trust funds, and govern-ment lending institutions. The decisive increase was attributableto commercial banks, which lifted their share from 15 to 32 percent of outstandings, reflecting an increase in absolute holdingsfrom 2.6 billion in 1933 to S4.O billion in 1945 and S6.6 billionin 1949. This FSC paralleled the absolute growth of total assetsof commercial banks between 1933 and 1945, though state andlocal government securities in 1945 accounted 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 than total assets (their shareincreased from 2 to 1 per cent) or than the total debt of stateand local governments. One of the reasons for the increasingimportance of commercial banks' holdings of state and local gov-errirnent securities, both in relation to their own assets and tothe total supply of such securities, is the tax exemption featureof this kind of security. In a period of rising corporate tax ratesthis feature was increasingly attractive to commercial banks, whoseprofits are taxable, although not to mutual savings banks or lifeinsurance companies, whose earnings are, broadly speaking, notsubject to corporate income tax. Another is the close connectionbetween commercial banks and their own localities and states,
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which may have niade participation in the fiiiaming oh heavy
capital expenditures after Vorld \ar 11 appear in the nature of
accommodating a regular important customer.

Financial intermediaries throughout the period were the main
source of funds for state and local governments. Of the increase
in debt between 1900 and 1949 of approximatch' SI 9 hullioii,
which may he regarded as a rough measure of the net absorption
ol funds by state and local governments, financial intermediaries
furnished about $15 billion, or almost [our-fifths. Between 1900
and 1929 their share in supplying the financial needs of state and
local governments was slightly above one-half. I)uring the last
twenty years, however, the absorption of state and local govern-
ment securities by financial intermediaries of about .SS billion
has been considerably in excess oh the total increase in state and
local government debt of 56 billion. The holdings of gr0U)S
other than financial intermediaries, therefore, decreased from
about $7 billion in 1929 to about $5 billion in 1949.19 The financ-
ing of state and local governments thus has now beconie almost
exclusively an institutional matter, and individuals participate in

it predominantly through personal trust funds administered 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.
terinediaries.2° At the 1900 and 1912 benchmarks, financial inter-
mediaries held approximately one-third of all corporate bonds

The estimates of individuals' holdings, calculated as the residual between total
outstanding and holdings of linandal intermediaries, agree reasonably well with

figures tlerised from estate ta statistics (see R.W. Goldsmith, A Study of Saving

in the United States [Princeton University Press, 1954]. Vol. 111, l'art lit).

in this section the description "corporate bonds" includes foreign bonds, both cor-

porate and government. iinles otherwise indicated. Segregation of foreign bonds
among the holdings of financial intermediaries is generally unnecessary since foreign
bonds accounted for at most S per cent of corporate and foreign bonds (1922, 1945)
and at most benchmark dates represented less than 6 per cent of the total. The
proportion of foreign to domestic corporate bonds outstanding was somewhat higher
nearly 20 per cent at the peak of 1929, but below 10 per cent before 1922 and

since 1959.
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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.A (Sc-c Tablc 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 small groups of buyers1 virtually identical with financial
intermediaries, a practice that has developed since the thirties.22

lilt is possible that the amounts outstanding used in the calculation are somewhat

too low and consequently the ratios of financial intermediari& holdings somewhat

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, ii they arc
material at all, are not large enough to affect the levels or trends discussed in this

section.
For the entire period from 1934 to 1919, 3-1 per cent of the new issues of corporate

bonds have been placed directly, and the proportion has averaged 4S per cent for
(ConHnued on page 64)
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\Vhcneve1 either a new or a refunding issue is directly
placed!,tile increase in the bOnd portfolios of financial intermediai.ies isat least s large as the increase in total bonds outstanding. ASilnilat- testrit is obtajuedl W1ICII a new issue is pItl)liCIy Offeredthe second tome -- l)Llt fulancia I ibltcltncdjarjs puichase almostthe Cfltire issue either imniecliately upon ISSIIaIICC or short ly aftet.

waid, as has been COlIifl1011 Silice the thirti. lhie third route bywhuch the share of financial intermediaries iii corporate bondsOutstandjmo has heel) increased is the OCfl market 1)UIctIase ofolltstandjno issues from flonjnstj Eu lional holders. AIthiotiohi 110(Jetajie(I stdjes have been made, it is probable that this route hasaccounted for a considerably smaller proportion of the increasein the share of financial intermediaries than either of the twoothers, particuiai-ly since tile thirties. Before that time, whendirect placements were almost unknown, both the purchase ofnew public offerings and open market purchases of outstandingi&sue5 wet-c of considerable importance although it is impossibleto assess their relative significance.
In addition to the sharj) increase in the share of financial inter-lilediaries' holdings in total outstanding, considerable changesllae Occurred in the distribution of financial intermediaries' totalholdings of corporate bonds as between the main groups of in-termediaries Thice changes arc the result of differences in therate of growth of total assets and of changes in the proportion oftotal assets invested in corporate bonds. In general tile first factorhas been the more iIl)J)Ortant one.

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

l946-19-19. (See Securities and Exchange Corn,nj5sj0, 17th Annual Report p. 197;also E. R. Cou-v, Direct I'I,u flu-ni of Corporate
Securilics [harvard Uni;ersity('iadteite School of Busincs Adwjrijstr-itjotj 1951J) Before 1930 the share ofprivate placements has becii very small. (W. B. Hickman, The Yolume of BondFinancing since 1900, Table A-b (Nationat Bureau of Economic Research 1953J).
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I

earlier. Sharply divergent trends, however, appeared with theGreat Deprc&siwi As a result, life insurance companies in 1949accounted for more than 50 per cent of total Outstanding, whileCOfllnlercial banks and personal trust departments fell back totheir share of fifty years earlier, Together, however, these threegroups still accounted for about four-fifths of total Institutionalholdings, slightly more than in 1900. This continued predonijDance was possible because over half a century only one importantnew holder of corporate bonds had emerged private pensionfunds 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 groupsof issuers since the appropriate breakdown is unavailable for sev-eral groups of financial intermediaries, particularly personal trustdepartmen It is, however, possible to follow the share of theholdings of most groups of financial intermediaries in the amountoutstanding of the three main groups of domestic corporate andof foreign bonds. These figures should not be seriously in errorsince the financial

intermediaries for which they are availableaccount for about two-thirds of the holdings of all financial inter-niediaries in 1900 and 1929 and to as much as four-fifths in 1949.Table 15, which, flotwitllstanding a considerable margin of errorin some of the figures, may he regarded as reflecting the maintrends, peru-mi ts the following conclusiomis;
There was a definitely upward trend in the share of financialintermediaries' holdings in all three main groups of domesticissues of corporate bonds (railroads, public utilities, and others)and in foreign bonds.
Of the three main groups of corporate bonds this trend isleast pronounced in the case of railroad bonds. Here the share offinancial intermediaries has less than doubled between 1900 and1949, and the rise has virtually come to a halt since the GreatI)epressjon23 Even so, financial intermfledial-jes Since the twentieshave held at least two-fifths of railroad bonds Outstanding.The most regular increase in the share of financial inter-

"If allowance ia made for the holdings of personal trust departmen the share hasprobably 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 titan one-fourth
of all public utility bends were to be found outside the portfolios
of financial intermediaries.21

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 clue to the fact that financial intermediaries pur-
chased virtually none of the large amounts of real estate bonds
issued during the decade.21 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.

Up to the early thirties, financial intermediaries held gen-
erally about one-fourth of all foreign bonds in the United States.26

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.27 it 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 Ernst

departments.
'The sharp decline in the ratio between 1929 and 1933 shown in Table 15 is sonic-

what puuling, even if it is somewhat exaggerated by the fact that the estimates of

bonds outstanding reflect par values while the book values of financial inter-
mediaries' holdings of that year were affected by considerable svritcdowns. Possibly

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 ale very small.

Canadian government bonds held by the forty-nine largest life imisumance com-

panies alone (see J. J. O'Leary, 1951 Record of Life Insurance Iniestments [Life
Insurance Association of America, 1951], 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 periodof the bonch of non-Canadian foreign issuers sold in the UnitedStates.

Corporate stock

Financial intermediaries have been of less importance as fundSuppliers in the case of corporate stock than for almost any typeof bond or loan. Moreover, most of the holdings of financial inter-mediaries in this field are accounted for by personal trust depart-rnents.
At the turn of the century financial intermediaries held aboutone-twelfth of all corporate stock outstanding.28 This proportionincreased slowly to between one-eighth and one-seventh in thetwenties. It rose sharply to fully one-fifth between 1929 and 1933and has remained at approximately that level until 1949. Theincrease in the share during the Great Depression is partly due toa relatively high proportion of well seasoned and less speculativestocks in the portfolios of personal trust departments. Finally,the fact that the book value of stock holdings had to be used forsome groups, though not the most important ones, may have ledto some understatement of the share of financial intermediariesin total stock outstanding in 1929 and some overstatement in1933 and, hence, possibly to a substantial exaggeration of the in-crease in that share during the Great Depression.The level of the share of financial intermediaries' holdings isconsiderably higher for preferred than for common stock. Precisefigures are impossible to obtain because the breakdown of theholdings administered by personal trust departmen must remainlargely conjectural. It is probable, however, that in 1949 the shareof financial intermediaries was between 20 and 25 per cent forcommon stock but around 40 per cent for preferred stock.The share of intermediaries' holdings in marketable stocks issomewhat higher than Table 16 indicates Since financial institu-

"The amounts outstanding used in this Section exclude intercorporate holdingsother than those of financial intermedjarj i.e. they exclude primarily the holdingsof parent, subsidiary and affiliated corporations, but they include stocks in closelyheld corporations
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tions held only small quantities of nonmarketable issues - mostlyto be found in trust departments while a substantial proportionof all stock outstanding is of this type, in 1949 possibly as inu
as one-fifth of the total. Tue share of financial intermediaries inmarketable stock outstanding, therefore, may have been as highas 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
mnents and 10 per cent by all other intermediaries.

Personal trust departments were by far the most importantgroup of holders at every benchmark date, accounting for betweejthree-fifths and seven-eighths of the total for all financial inter-mediaries. In 1900 personal trust departments held 5 per cent ofall domestic stock outstanding. In 1929 their share bad risen to8 per cent, well below the 1922 peak of ii per cent. From 1933 to1949 it varied between 13 and 16 per cent. Two factors have con-tributed to this increase. The first is the increasing proportion ofthe assets administered by personal trust departments invested instocks. The second is the more rapid growth of personal trustfund assets than of the value of total stock outstanding. Both forcesoperated until the early twenties. Since then the increase in theshare of outstanding stock held in personal trust departments isdue exclusively to the rise in the proportion of such funds in-vested in stocks, a rise reflecting definite changes in the invest-znent policy of the trustees, somew1at delayed by the slowness ofchanges in statutory provisions and in the specificatjois of trustinstruments
Holdings of all other groups of financial intermediaries havebeen small throughout the period compared to the total value ofstocks outstanding, none having been substantially in excess of2 per cent for any benchmark date. The share of management in-vestment companies has kept between li/2 and 2 per cent sincethese companies began large-scale operations in the late twenties.Even the inclusion of investmnentholding companies does notraise the share of investment companies to more than 4 per cent.In this case the trend iS determined largely by the total assets ofinvcstn)eflt companies since most of their funds are always keptin 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 arc 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 different it prelerred stocks are studied
separately. Here financial intermediaries other than personal trust
departments accounted for over 10 per cent of ouLstancling 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 seem to account
for another 3 per cent in 1949, but this figure is a precarious
estimate.

The share of fInancial intermediaries 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.25
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 one hand, and
net purchases or sales of stock by financial intermediaries on the other. Such figures
have beers prepared for the period from 1897 to 1919 as part of R. W. Goldsmith,
A Study of Saving u the United States (Princeton University Press. 19l). (See
fables 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, mean little asthe 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 financual in-
termediai-ies (exchirling personal trust dcparmcuits) rose by lessthan $1 billion. Even allowing for shortcomings of the estimates,it is clear that the share of financial incermc-diaries in providingfunds to corporations in the form of preferred stock was quiteminor. Since 1933, however the holdings of preferred stocks byfinancial intermediaries even excluding personal trust depart-ments, have risen by more than the total increase in preferredstock outstanding. Hence financial intermediaries would seem tohave provided, in the agg-regate, all the funds raised by corpora-tions through the means of preferred stock during the last twodccades.o
It is not possible to determine the share of financial inter-mcdiai-jes in the outstanding amounts of common and preferredstock of the maui industries cornprehensiel} or reliably. Dataare availal)le at least for part of the period, for investment andinsurance companies, but they are missing for the largest holder,personal trust departments The available data do not point tosubstantial differences between the distribution by industry ofthe stock holdings of financial intermediaries among major in-dustries and of total stock outstanding. Among the main indus-tries the proportion of Common or Preferred stock held by financialintermediaries probably does not differ much. It is likely, how-ever, that, at least at recent benchmark dates, the proportion offinancial intermediaries' holdings was relatively low for railroadand financial stocks and relatively high for public utility stocks.

Mortgage loans

Mortgages througluotit the period have been held Predominantlyby financial intermediaries but the share of their holdin5 hasiuicreased from iìo much over one-half in 1900 to almost three-
ThiS surmise is confirmed by the more appropriate figures on net issues and netpuiciases by financial

fltCrnSedj;urjes of plefcrle(I Stock. (ibid., TalJ V-9 and V-5L)
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fourths in 1949. The increase has occurred mainly in three periods.
The first and sharpest increase 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
ccitt of the total outstanding. The second increase occurred
during the twenties and lifted the share of financial intermedi-
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 clip to 68 per cent at time end of World War 11. Although the
comprehensive figures used in this report are not continued
beyond 1949, it is very likely that the share of financial inter-
inediaries 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 time share of financial intermediaries

in mortgage loans is provided by changes between benchmark
dates in the proportion of the total increase (or decrease) 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.32 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. Itt one period (1934-1939) the holdings of fiuman-

cial intermediaries increased while mortgages outstanding de-

creased.

There is little doubt about 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. (Ibid., Vol. II, Chap.

IX, Sec. 6.)

'This calculation disregards some adjustments [or 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 fonner 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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In addition to the basic trend toward an increase in financial

interniecliaries' share in tota' mortgages outstanding, pr'mounccd
shifts occurred in the hol(lings of the different groups ol financial
iiiieiuiediaues. In 1900 more mortgagcs were administered by
personal trust departments than were held by any other single
group of financial intermcdiarics - 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 1½ pei' 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 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 l949. 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 o the
assets which they invested in 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 institu-

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 intermediaries in 1900, but for three-
fourths of institutional mortgage holdings in 1949. Their share in

n 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 outstanding rose from only one-fifth at the turn
of the century to over one-half fifty years latci-.

The share of savings and loan associations in mortgages ou_
standing inurcase(1 steadily, with an in teiruption only hctwe(i
1929 and I 93ft from 6 p ccitt iii I 900 to 18 per cent ii 1949.
This was due exclusively to the idat ively rapid growth of their
total assets since mortgages have always in-counted fur nearly tlieji
entire mvcsunents.

The increase in the share of life inSurance companies from 7
to 20 per cent was concentrated in the periods from 1900 to 1912
and 1922 to 1929, but was also considerable in the 1940's. It was
largely due to the relatively rapid increase in total assets of these
companies since mortgages accounted for nearly 30 per Cent of
their total assets at the beginning but only for slightly over 20
per cent at the end of the period.

Most of the increase in the share of commercial l)anks fi-m 8
to 18 per cent occurred before 1912. After a slight decline Over
the next three (lecacics, a second increase after \Vorlcl War II
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 banks, created in
the second decade of the century, and limited to farm mortgages,
slowly increased their share in total mortgages 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 outstanding,
largely the result of the Home Owners Loan Corporation's and
the Federal National Mortgage Corporation's acquisition of dis-
tressed mortgage loans from financial intermediaries and other
mortgagces. As these mortgages were paid off or sold to other
mortgagees, the share of government lending institutions (lCCliflCd.
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By 1919 ii had fallen to 3 cent, represented largely by hold-

ings of the Federal National Mortgage Corporation.
The proportion of the main types of mortgages held by Ilnancial

intermediaries has differed consldcral)ly, particularly as I)ct\vecmi

farm and nonfarm mortgages.34 In recent years linancial inici -

mediaries have held between two-thirds and threc-fouIths of laini

as well as nonfaitii mortgages. In the case of nonfaini mortgages.
however, the share of financial intermediaries has been close to
two-thircls at all benchmark years during the last half century.

Of farm mortgages, on time 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 lntermlle(liaries thus

have been a much more important source of supply of nonfarin

than of farm mortgage money.
The available basic data are riot comprehensive or reliable

enough to permit further breakdowns for types of nonfann inort-

gages. The material, however, does not point to substantial clii-

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.

Short-term (non-mortgage) loans

Short-term loans are of importance for oniy a few groups of

financial intermediaries - particularly commercial banks and gov-

ernment lending agencies - but for these they represent one of

the major assets.35 Even for all financial intermediaries taken to-

Since the already rough estimates of total mortgage holdings of personal trust

departments had to be allocated between farm and isonfarm mortgages in proportion

to outstandings except for the last decade, this paragraph is based on only very

rough figures.

No classification ot loans by maturity is entirely satisfactory in concept or con-

sistently applicable to 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

designated as securities (particularly those with a short remaining life), mortgages,
(Continued Ofl page 78)
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gether such loans have accounted for a substantial though dccl in_ing proportion of total assets more than one-fourth in 1900,
fully one-fifth in 1929, but only approximately one-tenth in 1949,

'The main di(ficult in determining the share of financial intei-tncdjarjes in total short-term (non-mortgage) credit is the absenceof (:ornprchcnsjsre figures on the total debt of this type in theeconomy. Next to financial institutions, the most important sup-pliers of short-term credit are nonfi,iancjal business enterprises inCorporate or unincorporated form, but few reliable or comprejlcnsive data are available on either the aggregate or the distribution
of the short-term credits extended by them.36 Virtually nothingis known of the short-tei-in credit transactions among individuals.It is, therefore, impossible to attempt for these loans a statisticalcomparison of the type that has been presented for securities andmortgage loans. The available data are barely sufficient to estab-lish the level of the share of financial intermediaries in all short-term (non-mortgage) loans or to be sure about the trends overthe last fifty yeats.

Between 1900 and 1929 total short-term (non-mortgage) loansof the financial intermediaries covered by the basic tabulations
increased from $5 to $35 billion, Inclusion of the receivables offinance companies and of security brokers and dealers would notaffect the estimate for 1900 greatly but would raise that for 1929to as much as $45 billion. The increase by 600 to 800 per centin three decades appears definitely in excess of the growth of total
ecu1ed and unsectired credits, With the available statistirs probably all that canbe done is to put together all the "receivables" listed in the balance sheets offinancial intermediaries except those classified as securities or as mortgage loans.There is little doubt that most of the claims falling into this category representshort-term credits in the sense that their actual life does not exceed, say, threeyears. It is equally celtain, however, that a not negligible fraction of the total isnot of this character and, what is more serious for an analysis of tIme figures. thatthe division between true short-term credits and other non-mortgage loans differsamong financial intermediaries and has changed over time. In the absence of corn-prehensi'c and systematic studies in thi5 field it has not been possible to refine thedata as they are found in the balance sheets of the various groups of financialintermediaries and to proceed beyond an admittedly rather broad category of'non-mortgage loans."

'The most important of these are the figures on accounts receivable ri-ported sincethe lite twenties in Statisi ics of Income, which have been utilized in 'fable 18, below.
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I 1904.
"1932.

1916.
Column

1 1904.1932: R. R. Doane, The Measurement of American Wealth (Harper &

Bros., 1933), p. 199; includes notes receivable.

2 1929. 1933: Statistics of income. (All nonfinancial corporation5 excludes

financial corporations not treated as financial intermediaries.)

1939: StatisticS of income. (All corporations excluding banks and trust

companies.)
1945: Securities and Exchange Commission, Statistical Bulletin, August

1, 1950.
1949: ibid., May 1, 1952.

3 R. W. Goldsmith, A Study of Saving in the United States (Princeton Univer

sity Press, 1954), Tables U-I to U-9.

4,5 Table 7, lines 6 to 8 and 8. respectively.

short-tern!
(nonmOrtgage) 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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ACCOUNTS RECEIVABLE All She ri-Term

Yaiional Nonfinancial
Total Corporations

Unincorporated
Business

Short- 1 cnn
Loans

Bisue
Loans

(5)
(1) (2) (3) (4)

1900 $18.6'
$5.2 $4.0

9.0
1912 26.0

11.6
19.2

1922 50.7
25.0

21.5
1929 79.3 $22.7 $6.2 34.8

12.6
1933 41.8' 14.6 22.6

12.0
1939 21.6 44 19.3

26.7 15.6
1945 25.9 75c

40.4 30.0
1949 41.9

TABLE 18

Share of Financial Intermediaries in Short-Term (Non.Mortga) l.uans

(billions of dollars)
FINANCIAL INTERMEDIARWS



mediat ics SeetUs to have declined, thoiti11 it probably was wellabove tile level of the turn of the century.37
Estimates of the absolute values of the share, rather than of itsIIIOVCII]CIHS al-c cvc-n more hazardous. All that cati be said is thatfinancial iii teriilc(hjari(s' shai-c short-tciii1 (lIOiinIortage)CFC(ljt (10(5 hOt Seem to have exceeded one-half at any time and isprobably sutiievha t, though not very mitch, below that level atmid-cent11 ry.

Even for an clemnentar).' tin(Icis(alcliIiff of the i-ole of fInancialiUteiiflC(ljarjes in the supply of 1mu-mflortgg ci'cd it, it is neces-sary to distinguish three types of such cicdits: loans onCOlisI1eI- credit, and hitisjn loans. Virtually all loans on se-curities al-c made by finaiicjal interincdjarjes I)rinlarily conimer.cial banks, either directly or indirectly i the form of bank loansto bi-okei-s who re-loan the proceeds to their CIISIOWCI'S 'Fhie onlyCXCC1)tjOfl OCctLt'rc(J in the late twetis whieii nonfIilall(jal cor-porations mache substatitial amounts of fuflds available for StockFxchian2c loans and for a short perjod Supplied more than one-third of total reported loans on securities.ss
Financial intermediaries have been equally Predomiiiati asstlpj)liers of colistItlier credit. The available data, however, are notsufficiently reliable, Comprehensive, or conSistCIt to permit morethan two bi-oad conclusions First, the share of financial mEet--inecliarics in total consumer credit Outstanding increased consid-ci ably between 1900 and 1929 bitt has not shown a clefiutite trend(luring the last two decades Second, since 1929, financial intel-mnediaries have sul)plicd approximately two-thirds of all organ-ized Conslitner cl-edit (including policy Joans)The share of financial interrncdIjarjes in short-t- loans tobusiness (excIrtchjii loans on securities) can be detei-iiijmjcci oni)-very Joiighly. The scattered data, some of which are P1-CSented inTable 18, permit only two tentaliv ('ouch USIOnS. The hi-st i-s that

'TIt is possiI)lc tIta the chare of 1919 will tuill (lilt to he clOc to a low poi in it
long-bros I1IO\C1I]COES From 1919 to 1952 a least short-tern1 loans of financialilstcmsediarj SCCIII to mace ilIcrcase(l

SollicIc-liat 1110cc rapidly luau (how of oIlierlenders, Particularly
accounts lcCeivaI)k of f101uhii1;Illjj1 bliiitcss t'nhc-rpu ices.Sec R. W. (.olt6injtlj op. cit., \'ol. II, (:lia1, Xl aII(I 1 fij l)-.
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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 hn all l,eiiclimaik datcs.
Tue decline in the proportion of short-terni business loans

supplied by financial intermediaries - 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 short-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 l920,° i.e. it points to an increase in the ratio o bank to

trade credit. During the twenties, however, the ratio of bank

credit to trade credit declined - and eveti 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

'STable 18 points to a ratio of 1:2 between short-term loans to business by banks

and trade credit for 1959. An extensive sample study, based on 6,200 nonfinancial

concerns, p0t5 the same ratio at 1:2.5 (N. H. Jacob) and R. J. Saulnier, Business

Finance and Banking [National Bureau of Economic Research, 1947], p. 41).

4'Jacoby and Saulnier, op. cit., p. 88.
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during the twenties.4' Some ifl(lirCCt light, finally, may be sited on
the question by the ratio of the short-term business loans of finan-
cial intermediaries to gross national P1011t1ct S1I1CC it may be
assumed that the latter is a ieasonahly good indicator of volume
of sales. This ratio increased between 1900 and 1922, (leclined
moderately to 1929, experienced a comisiderahie further recluctioii
through 1945 but had partially recovered by 1919.42 To the extent
that changes in the ratio of gross national l)I0(1(lCt 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 hank to
trade credit shown by the other scattered data. It therefore looks
as if the share of financial intermediaries in the supply of short-
term business credit had shown an increasing trend from tile turn
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 current values. For-
tunately, the problems may be dismissed summarily as it is evident
that the tangible assets held by financial intermediaries represent
' This statement is based on a comparison of the short-tern-, business loans offinancial intermediaries as shown in Table 18, with the difference between Doane'sestiniates of all notes and accounts receivable (R. It. Doanc, Tk Measure,,ienj ofAmerican JI'ealt/i [Harper Bros.. 19331, p. 199) and of all short-term Imimsines, loansof financial intermediaries. Such a comparison, of course, is very hazardous, notonly because of the use of a residual between two figures of doubtful comparability,hii, a iso F)CCZI USC Of thIe cli aracter of I)oa nc's estimates, the sources aisl muetliomis ofderivation of which are not known in detaiL

"The ratio continued to rise between 1919 and 1952 reflecting the sharp increase inbank loans to business which had been at an uliusually iow level during and ins-mediately after World War IL Even in 1952, however, the ratio of short-term loansto business by financial inrennediarjes to gross national product was still far belowthe level of the 1920's.
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only a very small proportion of the national total, however defiiiccl

or measured.
Most of the holdings of tangil)le assets by financial intermedi-

aries are concentrated among three groups commercial banks,

life insurance companies, and personal trust departments.15

The broadest comparison and probably one most appropriate
for most purposes, is that between all tangible assets held by Itnan-

cial intermediaries and the value of structures, cquipment ali(l

inventories. Using original cost values for the national totalt4 and

TABLE 1 9

Share of Financial Internvsdiaries in Total Tangibte Assets

Column
1,2 From R. W. Goldsmith, A Study of Saving in 1/ic United ta/es (I'rinCctOhI

University Press), Vol. 111; original cost basis.

From Table 7.
4,5 Column 3 divided by columns 1 and 2 respectiVely.

' It may be recalled that the tangible assets of government lending instltfltiOflS 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 (late

consisted mostly of inventories of agricultural commodities held by the Coniniodity

Credit Corporation.

"See R. %V. Goldsmith, 'A Perpetual Inventory of National Wealth," Studies in

Income and Wee,ltli, Volume Fourteen (National Bureau of Economic Research,

1951), p. 18.
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TANGIBLE
ASSETS OF

ShARE OF
FINANCIAL INTERMEDIARIES

FINANCIAl. Total

NATIONAL TANGIBLE ASSETS INTER- langhble

Total Structures SIEDIARIES Assets Structures

(billions of dollars) (per cent)

(1) (2) (3) (4) (5)

1900 $53.8 $33.2 .9 1.7 2.7

2.9
1912 96.9 56.0 1.6 1.7

1922 183.3 88.7 2.9 1.6 3.3

2.9
1929 285.5 153.9 4.5 1.6

3.9
1933 260.7 157.9 6.1 2.3

4.6
1939 279.5 162.5 7.4 2.6

2.1
1945 326.6 169.9 3.6 1.1

1.6
1949 518.8 230.5 3.7 .7



0

1)00k values for the tangible assets of financial intcrnlcdiaries,45
we find that the share of the latter amounted to 2 DCL' Cent up to
1929, rose steadily to 3 per cent in 1939 as the result of fore-
Closures on real estate loans during the Great I)eprcssion, aiid
declined to I per cent in 1919 as foreclosed properties were
liquidated. (Sec 1 able 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 properties, Imiltifamily
dwelliiigs as well as office and factory buildings. The real estate
in peisonal trust funds, finally, has consisted mainly of income
properties - residential, in-ban nonresidential, and agricultural.

As would be expected from the nature of their operations, finaji-
cia! intermediaries have never directly owned more than a neg-
ligible proportion ot the tangible wealth of the country. liven in
the more restricted field of urban iionresjclentjal real estate, in
which their tangible assets have been concentrated except (hiring
the thirties, the proportion of direct ownership probably has not
exceeded !i per cent save during the Great Depression.

Liabjjtjes

The share of financial intermediaries in total liabilities in the
United States has increased considerably and almost continuouslysince the turn of the century.4° In 1900 slightly under one-quarterof all claims were against financial intermediaries. Fifty years later
the proportion had risen to almost two-fifths. The rise was ratherslow, though steady, between the benchmarks of 1900 and 1933but very rapid between 1933 and 1939. During the last ten yearsthe ratio has remained virtually unchanged.

See Table 7, above, line 9.

e In all these calcuJatjos, claims against goverlIrlIelIt insurance aiid private pensionfunds have been regarded as part of liabilities of financial intermeljaries andmeasured by the total assets of these funds even though the ultimate beneficiariesmay not base claims in the legal sense against the funds. Personal trust depai tnients,however, have not been regarded as giving rise to Creditor-debtor relationshipsbetween beneficiaries and trustees.
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TABLE 20

Share of Financial Intermediaries in Total Uabilities

Column
I Sum of currency, bonds, mortgages, and short-term debt otttStafl(liflg (iticlUd-

big ta accruals); deposit liabilities of banks and rcscive liabilities of insurance

companies; government insurance and private pension funds. (From P.. \V.

Goldsmith, A Study of Saving in the United States fPrinceton University PressI,

\ol. IlL)
2 Total assets of financial intermediaries minus equity of personal trust funds

(Table 1) and of other intermediaries (Table 21).

S Column 2 divided by column 1.

These conclusions can be drawn with a reasonable degTee of

confidence from Table 20, even though the absolute level of the

ratio of financial intermediaries' liabilities to total debt is subject

to considerable error, particularly because of the difficulty of

making comprehensive and rcliable 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 signifi-

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 earlier.

The increase in the share of financial intermediaries as debtors

is only part of the radical change in the debt structure of the
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TOTAL
LIABIL1TIES

F!ANC5AL 1NTERMF.OlAIIES
-lmount Share

(billions of dollars) (per ceni)

(1) (2) (3)

1900 $50 $12 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



economy over the last fifty years. At the turn of the Century nonfinancial business was the most important debtor, alone accounting for almost one-half of total debt outstanding in the UnitedStates. Fjnaiicjal intermediaries came next with about one-fourthof the total. Individuals owed about one-fifth of the total debt,mostly in the form of mortgages on their homes or farms.li Got'-crnment debt was almost negligible, accounting- for less thati 10per cent of total debt. and most of it was owed by state and localgovemmen
Nonfinancial business enterprises were still the most importantgroup of debtors in 1929, hut their share had declined to abouttwo-fifths The share of financial intermediaries had risen but wasstill tinder one-third while that of individuals remained tin-changed at about one-fifth. Government debt now accounted forfully one.tenth of the total, divided about equally betweei1 thefederal government and state and local governmeflf

By 1949, nonfinancial business had fallen to third place amongthe four main debtor gl-oups and accounted for only about one-sixth of the total debt. The share of individuals had also declinedto only one-tenth. In contrast both the government and financialintermediaries now accounted for at least one-third of total debtoutstang The movements of government and financial inter-mediaries' debt are, of course, at times closely related. The in-crease in the governmen'5 share in total debt reflects primarilythe large-scale borrowing during World War II and secondari'yduring the thirties; and it is the absorption of this additional debtby financial intermediaries that is largely responsible for theirincreasing share of liabilities in total debt.It is not necessary to study in detail the shares of different groupsin the increase of the share of all financial intermediaries' debtin the national total since tile trends in the distribution of debtare necessarily very similar to those in the distribution of the ag-gregate assets of financial intermediaries among the main groupsof institutions other than personal trust departmeits It may there-fore suce to recall that the liabilities of insurance institutions
The figures might be slightly larger if better estimates were available of openaccount trade debt and of debt among Individual5
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have increased consklcrably 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 share 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 I 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.48

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 companiCS

' Sonic of the difficulties
discussed hese with respect to equity have already been

met with in the case of liabilities but were disregarded there because they were of

little quantitative importance in relation to the aggregate.
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govet-nrncnt pension and trust funds, and private pension fund5is far from clear. Obviously, measurement of equity On a market
value basis i out of the question fur these illStjtUtjOflS. On a book
value basis we may take the legalistic j)osition of rcgardij1g

asequity everything that doeS not COnStitute a definite liabilityThat, however, would include virtually all assets of savinos andloan associations and credit unions since what is economically adeposit with these institutions is legally regarded as a share. Ho1
government pension and trust funds anti private pension fundswould be treated from a strictly legalistic point of view is douJ)[.ful. From that point of view the rights of beneficiaries in Personaltrust departments certainly would have to be regarded as beingin the nature of equity.

In this situation it would seem best to he guided by economicrather than by legal considerations and to treat all financial inter-mediaries, as far as possible, in analogy to Corporations Underthis treatment the 'equity'' of financial intermediaries will in-clitde only the book or market value of the stock of financial
intermediaries in corporate form. All assets of private and gov-ernment insurance organizations are regarded as balanced byliabilities to their policyholders or other beneficiaries. The assetsof personal trust departments, on the other hand, are treated asgiving rise to an equivalent equity interest of the beneficiaries,

The second and more difficult question concerns the nationaltotal of equity with which the aggregate equity of financial inter-mechiaries so defined may be compared. The simplest solution isto use national wealth as the measure of national equity. Nationalwealth, however, is unsatisfactory for this purpose since it isprimarily the equity of ultimates, s.C. households, governments,and nOnprofit Institutions Moreover, national wealth is generallycalculated on the basis of cul-rdnt values, while the equity offinancial intermediaries is, as a rule, based on 1)00k values. Aconcepttiah1' more appropriate national total is the suni of theequity of all business
enter1)rises, hut this is dilljcttlt to measureon a uniform basis. Finally there is the llarrow('r (Omllparison l)tWeen the equity of all corporatiomi5 and of Ihiancial intermediariesin corporate form.
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The equity of financial intermediaries has been quite small
compared to total national equity, in whatever way the latter is

defined. (See Table 21.) We may, therefore, be satisfied with two

rough indications of the ratio between tle Iwo.

TABLE 21

Shore of Financial Intermediaries in Equity

Excluding personal trust departments.
b Includes in addition to commercial banks, property insurance companies and in.

vestment companies covesed in column 1, net worth of savings and loan associations,

credit unions, Federal Reserve banks, land banks, and government lending institu-

tions; undistributcd surplus of mutual savings banks, life insurance companies, and

fraternal insurance organizations.
Column

1 From R. \V. Goldsmith, A Study Oj Saving in tile United States (Princeton

University Press), Vol. III, Part I.

2 AppendiX Table A-2.
S Detailed tables in Appendix to forthcoming full study.

4 From Appendix to the forthcomnisig lull study.

5 Column 3 divided by column 1.

6 Column 4 divided by column 2.

1. The book value of the equity of financial intermediaries

(excluding personal trust departments) throughout the last fifty

years has hovered around 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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NATIONAL CORPORATE
WALT}I

(current
value)

EQUITY OF FINANCIAL
INTERMEDIARIES SHARE OF

STOCK Alib Corps. FINANCIAL INTERMEDIARIES

(market (book (market National Corporate

value) value) value) JVealth Equity

(billions of dollars) (per cent)

(1) (2) (3) (4) (5) (6)

1900 $87.7 $11.8 $2.9 $2.5 3.3 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 23.1 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
11.5

1949 898.2 131.6 57.4 15.1 6.4
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2. Financial intermediaries in corporate form, primarily com-mercial banks and property insurance companies, have accountedfor as much as 21 per cent of the market value of the equity of all
Corporations in 1900, but their share declined rapidly to 14 percent in 1929 and has remained at around 12 per cent during thelast 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. Furthermore theshare fails to show the increasing trend over the last half century
visible in most other ratios. The reason for the difference in levelis that equity, as here defined, constitutes only a small proportion
of the total assets of financial intermediaries




