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Introduction

This is one of a series of Occasional Papers stemming from the
inquiry into long-term trends in capital formation and financing
in the United States initiated at the National Bureau in mid-1950.
The project is supported by a generous grant from the Life Insur-
ance Association of America.

In this inquiry the study of financial intermediaries, i.e. insti-
tutions engaged in investing funds mobilized froin a large number
of individual and other savers, is of strategic importance. The
various sector studies that examine trends in the accumulation of
real capital and other assets, and the ways such accumulation was
financed — in agriculture, mining, manufacturing, the public utili-
ties, residential real estate, goverminent, and the foreign sector —
are designed to shed light on the factors that determined demand
for capital funds either in the domestic economy or abroad. We
are also fortunate to have at hand Dr. Goldsmith’s recently com-
pleted estimates of savings in this country since 1897 by groups
of savers and the forms that savings assumed, which will be pub-
lished shortly in Volume I of his work, 4 Study of Saving in the
United States by the Princeton University Press. Clearly, how-
ever, a statistical and analytical bridge is necded between the flow
of savings on the supply side and the use of such savings in financ-
ing capital formation and other expenditures by capital users.
We need to determine channels through which savings originating
with certain groups in the economy flowed into certain sectors of
capital formation or other uses. In drawing such lines of connec-
tion, we must obvicusly give full consideration to the role of
financial intermediaries — in mobilizing savings and channeling



them into such nses in the cconomy as assure the purposes of sav-
1mgs — from the standpoint of both the savers and the economy
at large. In such consideration the volume of assets h:.mdlcd by the
various financial intermediaries, aud their trends, either by type
or in their distribution among the various financial intermediaries
and in relation to the long-term movements in the cconomy at
large, must all be ascertained. Dr. Goldsmith covers this topic,
among others, in detail in a forthcoming monograph. The results
of his investigation are brought together, in greatly abbreviated
form, in the present paper.

Before we venture a few comments on Dr. Goldsmith’s sub.
stantive ﬁndings, a brief statement about the place of these findings
in the inquiry as a whole is in order. Demand for funds can origi-
nate cither in the need for capital goods or for current consunp-
tion; governments’ need for the latter, for Instance, is particularly
large in wartime. This demand can be satisfied either by borrow-
ing, i.e. by external financing, or by a draft on the unit’s own
accumulated stock of claims on current income, i.e. by internal
financing. In turn, external financing can take place cither di-
rectly, e.g. where funds are provided without intervention by a
financial intermediary as when an individual purchases a newly
issued bond or share in an enterprise, or when he lends his savings
directly to some industrizl firm. But much external financing of
capital formation or of other uses of funds takes place through
financial intermediaries. It is important to remember that in this
paper Dr. Goldsmith’s estimates, presented in such rich detail in
the text, relate only to the part of the flow of savings into capital
formation and other uses that is channeled from savers to users
through intermediaries. Measures of level and trends in the other
types of financing are clearly needed in the Inquiry as a whole;
and it is hoped that they can be approximated, although the ob-
stacles in the way are formidable and Compronuses may have to
be made.
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The variety of financial intermediaries, aboyt which Dr. Gold-
smith’s paper contains a mine of statistical information, is rich
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indeed: banks ranging from the Federal Reserve institutions to
the commercial and savings banks; insurance companies of various
descriptions; private selfadministered pension funds and govern-
ment pension, retirement, and Social Sccurity funds; the personal
trust departments of banks; and the miscellaneous group compris-
ing savings and loan associations, mortgage companics, credit
unions, investment companies of various types, and government
lending institutions. The variety occurs because (1) savers make
funds available under different conditions; (2) the various finan-
cial intermediaries specialize in different types of assets or claims,
and this, in turn, gives rise to important differences in the uses to
which funds can be put; (8) the intermediaries differ in charac-
ter: they may be private or governmental, designed for general
service or attached to a special group of enterprises. The necessary
differentiation of financial intermediaries, together with a mini-
mum classification of their assets by form — government securitics;
corporate bonds, domestic or foreign; corporate stocks, domestic
or foreign; mortgages, cash, short-term claims in the form of notes
and loans of various types — present a diversified picture. This
variety and complexity are, of course, a reflection of the system’s
functional significance — of the service that it renders in mobiliz-
ing savings from various sources and under different conditions
and channeling them into the economically most desirable uses.
And even though Dr. Goldsmith found it possible to present his
series of estimates only at selected benchmark dates within the
fifty-year period that he covers, the wealth of statistical information
thus assembled is impressive.

It might help orient the reader amidst this embarrassment of
statistical riches to present briefly Dr. Goldsmith’s major findings
on two topics: (1) the level and trends in the shares of all financial
intermediaries in some comprehensive total of all assets in the
economy and (2) the level and trends in the distribution of assets
of all financial intermediaries among the major groups.

As Dr. Goldsmith rightly stresses, a central difficulty in estab-
lishing the share of financial intermediaries in some countrywide
total is that of duplication. The assets held by the intermediaries
may be either tangible goods or claims of various description —



long- and short-term, fixed debt cl;iim.s and cquity sll;lr'(:s: (‘l:lin?s
against private units and claims against government. _l herve s
duplication among these assets in the sense that the cl.;ums held
by one group of fimancial intermediaries niay be against other
intermediaries, c.g. the assets administered by personal trus.t de-
partments may inclnde bank stocks. Wh.cn we try to establish a
countrywide total of assets, duplication will be all the mor‘c exten-
sive in that tangible goods, e.g. industrial plants and equipment,
will be included, together with the corporate bonds and stocks
which constitite claims against the income derived from the 1use of
plants and equipment. The share of financial mtermediaries in

Table A
Shares of Financial Intermediaries in Several Totals of Assets
Selected Dates, 1900-1949

1900 1923 1939 1949
(totals in billions of dollars)
I All assots 160 G50 880 2,020
2 Intangible assets (all claims) 72 816 184 1,122
3 Intangible assets, excluding cash and short
term (all long-term claims) 29 145 224 521
4 TFixed long-term intangibles* (bonds and
mortgages) 17 87 140 387
5 Private long-term intangibles (bonds,
mortgages, stocks, except government) 26 113 158 243
6 Private fixed long-terin intangibles (bouds
and 1nortgages) 14 55 7 169
Percentage Shares of all
Financial Intermediaries
in the Totals
I All assets 1 15 22 2]
2 Intangible assets (all claims) 24 29 39 38
3 Inrangible assets, excluding cash and shory
term (all long-terin claims) 31 34 54 59
4 Fixed long-term intangibles* (bonds and
mortgages) 47 18 73 72
5 Private long-term intangibles (bonds,
mortgages, stocks, except government) 28 32 44 47
6 Private fixed long-term intangibles (bonds
and miortgages) 45 52 68 77

* Including governinent short-term notes.
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any conntrywide total of assets will, therefore, necessarily depend
upon the amount of duplication permitted in both the numerator
and denominator of the fraction which measures that share.

Smice it is doubtful that even with the best of feasible data a
unique net ratio could be calculated except upon some artificial
and highly restrictive assumptions, it seemed best to operate with
a variety of countrywide totals and of resulting ratios or shares.
Table A provides a brief summary of a few of such possible totals
and shares, selected ont of the wealth of data provided in Dr. Gold-
smith’s paper, with the estimates shown at as few dates as necessary
in order to reveal the major trends during the last half century.

The first countrywide total of assets shown is the most inclusive
and duplicated of all: it comprises all the tangible goods, the real
wealth of the country, and also all the intangible assets — the overt
debt claims, whether in the form of bonds, stocks, mortgages, notes,
receivables, or cash. Of this total, the share of financial intermedi-
aries has in the last fifty years ranged from about a ninth to some-
what over a fifth.

But it is clear that in this countrywide total, used in the de-
norminator, duplication is relatively much greater than in the total
of assets of financial intermediaries, used in the numerator. The
denominator includes all tangible goods together with all the
intangibles, the claims against the income and principal of these
goods. Financial intermediaries hold few tangible goods: by defini-
tion they are specialists in the handling of money savings and
claims. It is, therefore, more meaningful to compare their assets,
reduced by these minor amounts of tangible goods, with the
countrywide total of all claims or intangible assets. This is the
rationale for the second countrywide total in Table A, that of all
intangible assets or claims (line 2). The share of financial inter-
mediaries in this total is found to range from not mnch under a
fourth to a bit under two-fifths —almost twice as great as their
share in the more duplicated first total.

The total of intangible assets also contains duplication, and a
fairly significant one, between long- and short-term claims — e.g.
between bank stock (a claim upon the bank) and the bank’s ve-
ceivables or cash. And again the duplication in the countrywide
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total used as denominator is likely to be greater than in the total
for financial intermediaries used in the numeraior. Many financial
intermediaries do not deal in short-term claims, and their casi,
assets are quite small compared to their holdings ol.’ long-term
claims. Hence the next step (linc S of Table A) in which we con-
fine the countrywide total to intangible assets of long-term chrarac-
ter — bonds, stocks, and mortgages. quortunatcly, Dr. Gold-
smith’s data do not perniit differentiation between short- and long-
term government securities; although in this case, unlike the case
of private credit, the distinction is not as significant in reflecting
largely different types of capital formation. Short-term government
notes are therefore included in the total of all long-termi claims
or intangiblcs; and, with all its liniitations, the resulting total is
fairly useful if one admits the validity of a rough distinction be-
tween short- and long-term claims or intangibles. Of this total,
the share of all financial intermediaries ranges from under a third
to alinost six-tenths — consistently larger than their share in the
countrywide total of all intangible assets.

The three remaining totals in Table A are variants derived as
we either omit long-term intangible assets in the form of equity
shares and thus limit the total to fixed debt claims (total in line
4), or include the former but omit all government securities, thus
limiting the total to private long-term intangibles (bonds, stocks,
and mortgages, total in line 5), or omit hoth corporation stocks
and government securities and limit the total to private fixed
long-term debt (total in line 6) . The relevance of these variants
needs little explanation, The fnancial intermediaries for many
Teasons participate less in the holdiug of stock than of a more fixed
type of claim; and the marked fluctuations in the prices of stocks
complicate the problem of comparative valuation in any esti-
mated total of assets or claims (one reason why Dr. Goldsmith’s
estimates for 1929, a year of exceedingly inflated stock values,
were not used) . Hence the share of financia} intermediaries in
the total, except for stocks, is greater than in the total of all long-
term intangibles, ranging from a half to abou¢ three-quarters (com-
pare lines 4 and 3) . The reinclusion of stocks in (he total in line 5
and the exclusion of goverment securities (widely Leld by finan-
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cial intermediaries) naturally results in a decline in the share of
intermediaries in the countrywide total of all private long-term
debt — the share ranging from 28 to 47 per cent. Finally, the ex-
clusion of stocks and of government securities results again in a
high share of financial intermediaries in the countrywide total of
all private fixed long-term debt — ranging from not much over
two-fifths to about four-fifths (line 6).

A most significant finding of Dr. Goldsmith, indicated clearly
in Table A, is that despite marked differences in the level of shares
of financial intermediaries in the alternative countrywide totals of
assets or claims, the major trends in the shares are quite similar.
In all the lines of the lower panel of Table A the shares of finan-
cial intermediaries rise from 1900 to 1949 and quite substantially:
if they nearly double only in some, it is because in others the
shares in 1900 are already at such high levels that doubling is
arithmetically almost impossible. In all lines in Table A the up-
ward trend in the shares of financial intermediaries in the country-
wide totals of assets is more pronounced from 1922 to 1949 than
fromn 1900 to 1922, and the difference is marked in most cases.
Finally, in comparing the periods 1922-1939 and 1939-1949. one
can see immediately that the rise in the shares of financial inter-
nediaries in the economy was much steeper from 1922 to 1939
than from 1939 to 1949 — even allowing for the fact that the first
interval is seventeen and the second only ten years long.

3

The combination, just observed, of differences in the level of
shares of financial intermediaries in the several countrywide totals
of assets, with the similarity in the trends in these shares over
time — the finding that the shares of intermediaries in country-
wide totals of assets rose from 1900 to 1949, the rise being most
conspicuous from 1922 to 1939 — may assume more interest and
significance as we observe the distribution of assets among the
major groups of financial intermediaries proper. A minimum
amount of information on such distribution is provided, for the
same selected dates, in Table B.

~1



TABLE B

Percentage Distributions of Total Assets among Major Groups of Financial
intermediaries for Various Asset Totals, Selected Dates, 1900-1949

1 Total assetss

[

w

a)
b)
c)
d)
e)
f)

Banking system
Insurance system
Personal trust departments
Miscellaneous
Private sector
Government, total
Banking
Insurance

Intangible, long-term assets (bonds,

a)
b)
<)
d)
e)
f)

stocks, mortgages)
Banking system
Insurance system
Personal trust departments
Miscellaneous
Private sector
Government

Fixed long-term (bonds and mortgages)

a)
b)
<)
d)
e)
f)

Banking system

Insurance system

Personal trust departments
Miscellaneous

Private sector

Government

Private long-term intangibles

a)
b)
<)
d)
e)
f)

Banking system

Insurance system

Personal trust departments
Miscellaneous

Private sector

Government

Private fixed long-term (bonds and mortgages)

a)
b)

Banking system
Insurance system

900 7922
68 63
12 12
16 19

4 5
100 93
0 7

0 6

0 0
46 42
18 19
29 31
6 8
100 98
0 2
50 48
18 21
25 21
7 10
160 98
0 2
38 35
20 19
34 35
8 1
100 100
0 0
41 42
21 23

1939

50
22
18
10
82
18
14

3

28
25
12
88
12

41
31
17
11
86
14

28
32

7949

42
36
15

80
20

47
38

78
22

21
40
22
18
98

28
48




¢) Personal trust departments 29 22 19 6

d) Miscellaneous 9 14 21 18
e) Private sector 100 100 92 98
f)  Government 0 0 8 2

* The percentage shares for the total of all intangibies would be almost identical.

The classification of intermediaries follows that given in much
greater detail in Dr. Goldsmith's paper (see particularly page 19) .
All that need be added here is that the government classification
includes the Federal Reserve and Postal Savings Systems, the vari-
ous trust accounts for peusions, retirements, Social Security, and
other government lending institutions.

The table shows the distributions for the several totals of claims
differentiated in Table A. The distinction between the total of all
assets and the total of intangible assets alone has been omitted;
because the amount of tangibles held by financial intermediaries
is minute in relation to their holdings of clains, the distributions
of the two totais would be almost identical.

Since despite much simplification the findings are still numerous
and complex, it is best to list them:

1. The shares of the banking system in the assets of all inter-
mediaries differ largely as we include or exclude short-term assets
and cash: with their inclusion the shares of the banking sector are
appreciably higher than with their exclusion. Of much more in-
terest, because less familiar, are the differences in the frends in
the shares of the banking system in the different totals of assets.
If we deal with all intangible assets, the share of the banking sys-
tem declines perceptibly — from 68 per cent in 1900 to 53 in 1949;
and the decline is more marked after 1922, particularly in the
period from 1922 to 1938 (line la). If we exclude short-term
claims (except the governmental), the downward trend i the
share of the banking system in the assets of financial intermediaries
disappears: it moves from 46 per cent in 1900 with some fluctua-
tions to 42 in 1949 (1ine 2a) or, with exclusion of corporate stocks,
from 50 per cent in 1900 to 47 in 1949 (line 3a). Finally, if we
exclude government securities as well as short-term claims, the
share of the banking system in the assets of all intermediarics again

9



declines, either from 38 in 1900 to 21 in 1949 (!ine. 4a) or w.ith
exclusion of corporate stocks, from 41 in IAQOO to 28 in 1949 (line
5a) . Again, the declin= is most apparent.h.'om 192? to 1939. Ob.
viously, the holding of government sccurities sustained the l.)ank.
ing system's shiare in the total of all tong-term assets held by finan-
cial intermediaries.

2. The share of the insurance institutions in the assets of all
intermediaries rises — in all variants of the asset totals used in
Table B. This rise was mild, if present at all, between 1900 and
1922 and really perceptible only after 1922. In all variangs the
rise in the share of the insurance system was as great or almost ag
great from 1939 to 1949 as it was from 1922 to 1989 — indecd in
most cases, with allowance for the different lengths of the two
periods, greater during the last ten years than during the seven-
feen years from 1922 1o 1939, However, this latter hnding would
not be true for the share of the private insurance group in the
totals of assets including government securities: in such totals,
which include assets held by the government insurance sector, the
shares of private insurance would not rise markedly from 1939 ¢
1949, and the rise would therefore be largely confined to the inter-
val 1922-1939.

3. The share of personal trust departments in the assets held by
all financial intermediaries declines over the period in all variang
totals of assets. In most variants the decline in the share s particu-
largely perceptible for the decade 1939-1949.

4. The share of the miscellaneous group (dominated by build-
ing and loan associations and in later years influenced also by the
government lending institutions) rises in almost all the alternative
totals of assets held by financial intermediaries — by not in those
that exclude short-term claims and include government securitics,
The exclusion of the former removes 5 ctomponent whose tota]
weight in all assets held by financial intermediaries declines; and
since the miscellaneous group holds few of such short-term claims,
its share in a total would not rise as much if the total exciudes a
decreasing component of short-term claims. Nor does the miscel-
laneous group hold much of government securities; the inclusion
of the latter into a total of assets, with g rising weight, has a de-
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pressing effect on the share of the miscellaneous intermediaries.

5. In general in the alternative totals of assets held Ly all in-
termediaries, the share of the government group tends to rise and
that of the private group to decline. But the participation of the
governinent sector is largely in the holding of government se-
curities. Hence when we observe shares in totals including such
securities (lines 1f, 2f, 3f), the upward trend in the shares of
government is quite marked. In the totals of long-termn assets
alone, the rise in the shares of the government sector is particu-
larly conspicuous after 1922 — but not before then (lines 2f and
3f) . But if we deal with totals of private long-term clains alone,
government intermediarics cease to play a significant role; and
while there is an increase in their shares in 1939 (lines 4f and 5f)
in connection with bailing out operations of the government lend-
ing agencies, the share dwindles again to insignificance by 1949.

4

The findings noted above are but a few of the many more that can
be derived from the two summary tables, let alone from the variety
of information provided in Dr. Goldsmith’s paper. One need not
stress their relevance to the understanding of the processes by
which savings are channeled into capital formation and other uses,
and of the major changes in these processes over the last half
century.

Despite their apparent complexity, the findings can, I believe,
be reduced to a few underlying trends; it is the combination of
these trends with different weights in different periods that pro-
duces the somewhat bewilderingly complex picture of changes in
shares of financial intermediaries in the total assets of the economy
and in the structure of the system of financial intermediaries
proper. The underlying trends stem from factors which determine
the growing importance of security as a motivation for savings as
compared with other motives for savings —such as expaunsion of
one's own business. This is reflected in the inarked growth of in-
surance institutions among the intermediaries and in turn con-

I1
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tributes to a rise in the share of intermediaries in thc. total asseys
of the economy. Another set of f9|-ces affects the POSlti('m of the
upper income groups, whose savings presumably constitute the
bulk of funds handled through personal trust departments, The
decline since 1939 in the share of upper income groups in togg)
national income may have contributed to the marked decline in
the share of personal trust departinents in the assets of all finan.
cial interinediaries, and partly to the fact that the share of 4
intermediaries in the various totals of assets failed to rise markedly
from 1939 to 1949. A third st of forces accounted for changes iy
the structure of all intangible assets or clains. A shift away frop,
short-term and toward long-term claims would. ] other condj.
tious equal, tend to raise the share of financial intermediaries in
the totals of all assets; and it is perhaps no accident that the great-
est rise in that share occurred from 1922 to 1939 — the period in
which short-term claims showed Jeast growth as compared with
long-term intangibles, particularly fixed debt. The same shift
would also affect the distribution of assets among fmancial inger.
mediaries, presumably depressing the shares of the banking system
and raising those of others. Finally, a fourth set of forces centers
about the role of government and the state — the development of
new forms of government insurance, of new types of government
banking, and, quumiratively most important, the creation through
the federal debt of fixed debt intangibles that enter the holdings
of financial intermediaries in great quantities. One can see clearly
the reflection of these forces in the sustained or rising share of
fixed debt in the total of long-term or of al] intangibles, in the
supply to financial intermediaries of a safe if low return invest.
ment — with consequences for both the shares of intermediaries
in the various countrywide totals of assets and the structure of the
intermediary system in the distribution of assets among the several
groups.

The explanatory comments above are tentative and cursory.
More light and information can be secured in Dr. Goldsmith's
paper, and more deeply reaching analysis will, it is hoped, be pos-
sible in the monograph. The purpose here is merely to aronse the
curiosity and interest of the reader and o provide him with some
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clues that, however superficial, might serve him as preliminary
guides to the abundance of data in the paper.

Two concluding comments are, perhaps, in order. The first is
the high probability of interrelationship amaong the various groups
of factors operating. Even the incomplete list above clearly sug-
gests that the events of the recent decade, in putting greater re-
sponsibilities on government, contributed at the same time to the
increased share of government insurance, to the enormous rise
in the total of fixed debt, and to the decline in the income shares
of upper income groups. The resulting trends, some of which
were observed in Tables A and B, were therefore directly inter-
related. And this still does not take account of the more indirect
ties — influences of war-produced inflation and other disturbances
on the flow and channeling of savings in general and on their flow
through financial intermediaries in particular. The task of analy-
sis, as well as of statistical testing, must take into account interre-
lations among underlying forces and interconnections of the re-
sulting trends.

Second, as always in trying to account for some series of histori-
cal events, there will be no dearth of explanations, particularly
if we are satisfied by the rather vague semantics of “factors,”
“forces,” and “trends” without defining them to the point of
being able to observe, measure, and test what it is that we call by
these suggestive names. This comment applies just as much to this
somewhat general discussion as to many other examples of what
might be called implicit generalizing. The much more difficult
and much more satisfying task involves pinning down these vari-
ables, defining then in terms in which their size and impact can
be measured — without sacrificing thercby analytic validity. For
this task the wealth of detail in Dr. Goldsmith’s paper is indis-
pensable, although it may still be found far from sufficient. Never-
theless, the greater detail in distinguishing the types of financial
intermediarics; the kind of assets they hold; the periods of time
over which changes can be observed —are all valuable precisely
because they reveal a greater variety of historical experience,
permit finer comparisons, and hence make it possible for the
analyst to define his hypothesis more specifically and test it more

13



closely. ‘The purely informational value of Dr. Goldsmith's paper,
resting in part and building upon the vast statistical work iy pjq
study of savings, is patent indeed. But from the standpoint of this
inquiry, and of economic knowledge in general, the weaving of
this detail into a series of tenable liypotheses concerning the ingey.
related processes of capital formation and financing and econonje
growth in the country would be even more important. It was the
major purposc of this introduction to suggest the high potenty|
value of Dr. Goldsmith's estimates to this broader task, to whic),

our whole inquiry is intended to contribute.
Simon Kuznets
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Summary

1. The usual ratio ol the assets of financial intermediaries to
national wealth is not an appropriate measure because the numera-
tor is a gross unconsolidated concept and the denominator, a
net consolidated figure.! In order to find a meaningful magnitude
with which to compare total assets of financial intermediaries, it is
necessary to prepare a national balance sheet on an unconsolidated
basis. This permits derivation of a ratio between two commensur-
able quantities, total combined (unconsolidated) assets of finan-
cial intermediaries and of all economic units within the nation.

9. The share of financial intermediaries in national assets has
increased considerably from about one-cighth in 1900 to one-sixth
in 1929 and to one-fourth in 1945. The trend has been reversed
during the last few years: the total assets of financial intermediaries
have grown but slowly, while the current value of national assets
has risen substantially under the influence of a sharp increase in
the price level of tangible assets. As a result the share of financial
intermediaries in national assets at the present time is slightly over
one-fifth.

The more familiar ratio of financial intermediaries’ assets to
national wealth shows movements in the same direction, but on a
higher level and of greater steepness. It rises from fully one-fifth
in 1900 to over one-third in 1929, increases further to approxi-

‘For the purposes of this study, financial intermediaries include the banking
system, private and government insurance and pension funds, savings and loan
associations, personal trust departments of banks and trust companies, government
lending institutions, and a number of other groups of smaller size. For brief defini-
tions of national wealth and national assets see p. 23.
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mately two-thirds in 1945, but falls baq( t? abopt one-half in 1949

8. The share of financial intermediaries dlf.fCl‘S.gl‘Caliy as be-
tween types of assets. It is very high — accounting in 1949 for 7¢
per cent or more of the total — for corporate bonds, state and loca]
government bonds, mortgages, m."l United States governmen sc-
curities. The share is still considerable —about two-fifths — for
preferred stock and non-mortgage .103115: modclzst——ahont one-
fifth —- for common stock; and negligible for tangible assets,

4. "The share of financial intermediaries has increased consider-
ably between 1900 and 1949 for all types of assets except tangibles.
The rise has been most pronounced in the case of corporate bonds
and stocks. It has been much less marked in mortgage and nop.
mortgage loans and has been negligible in the case of government
sccurities where the proportion was already very high in 1999,
"The most important aspect of these movements probably is the
marked increase in the role of financial intermediaries in the
long-term external financing of business enterprises.

5. Asa result of considerable differences in the rate of growth of
the various types of financial intermediaries during the last fifty
years, the share of commercial and savings banks in the total assets
of all intermediaries has declined from approximately two-thirds
to two-fifths, while that of insurance organizations has risen from
one-eighth to one-fourth. A sccond inportant change is the iy-
creasing share of publicly owned financial intermediaries from
only 2 per cent up to 1929 to 13 per cent in 1949 even if the Fed-
eral Reserve banks are excluded.

6. Marked changes have occurred in the composition of agsets
held by financial intermediaries, ‘These changes have been dom;.
nated by the rise in the proportion of total assets consisting of
United States government securities, from only a few per cent up
to World War I to over 40 per cent i 1949. The relative inpor-
tance of holdings of corporate stock and consumer loans has hike-
wise shown a tendency to increase, although irregularly and as a
rule slowly. Virtually all other assets have lost in relative impor-
tance, the decline in the share in total assets being particularly
pronounced for non-mortgage business loans, state and local gov-
crnment securities, corporate bonds, and tangible assets.
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