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LETTERS OF TRANSMITTAL ‘

' ‘MARrcH 13, 1975.
To Members of the Joint Economic Commitiee:

Transmitted herewith for the use of the Members of the Joint
Economic Committee and other Members of Congress is a study en-
titled “Credit Flows and Interest Costs.” The study was undertaken
by the committee as part of its investigation of aspects of the inflation
problem that was authorized by Senate Concurrent Resolution 93,
adopted on August 7, 1974. B _ E A

The study endeavors to measure the flow of credit into each major
. economic sector over the past five years, and particularly the 12
‘months ending with September 1974. -

The study was prepared by Dr. Arnold H. Diamond, Special
Assistant to .the Deputy Assistant Secretary for Economic Affairs of
the Department of Housing and Urban Development, who was loaned
to"the ‘committee for this project. Dr. Diamond’s work and the
assistance rendered by officials of various Federal agencies, trade
associations and financial institutions in furnishing data and explana-
tions is gratefully acknowledged. ' -

Hueerr H. HumpHREY,
Chairman, Joint Economic Committee.

MarcH 10, 1975,
Hon. HuserT H. HumMPHREY,
Chairman, Joint Economic Commaltee,
Congress of the United States, Washington, D.C.

Dear Mg. Cuamrman: Transmitted herewith is a staff study
entitled “Credit Flows and Interest Costs,” which was undertaken
by the committee as part of its investigation of aspects of the inflation
problem that was authorized by Senate Concurrent Resolution 93,
adopted on August 7, 1974.

The study endeavors to measure the flow of credit into each major
economic sector over the past five years, and particularly the 12
months ending with September 1974. Using statistics on the volume
of credits extended, instead of the traditional data on net changes
of outstanding indebtedness, the study clearly shows that, with the
exception of housing, each major economic sector received more credit
in the past year than in the previous year, despite the historically high
levels of interest rates in most sectors. .

The study presents an array of statistics that demonstrate that
significant amounts of credit were used to finance speculation in land,
the stock market, foreign currencies, bank trading in securities and
inventory stockpiling by businesses and diversions of funds from the
U.S. credit markets via loans to foreign borrowers and the growth

(1
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of direct lease financing. In this connection, the study reports on the
findings of a staff study of commercial bank responses to a Joint
Economic Committee questionnaire inquiring of their compliance
with lending policy guidelines issued by the Federal Advisory Council.

With respect to interest costs, the study measures the incremental
interest costs that resulted from the record levels of interest rates
that prevailed last year and the extent to which they are ultimately
borne by the U.S. Treasury. For the latter purpose, it compares the
sum of the interest cost shifted to the Treasury because of tax deducti-
bility of interest cost plus the higher interest cost on Treasury bor-
rowing with the estimated taxes paid on the incremental interest
income. The study also examines the effects of higher interest rates
on the Consumer Price Index, general prices and housing. :

The study was prepared by Dr. Arnold H. Diamond, Special Assist-
ant to the Deputy Assistant Secretary for Economic Affairs of the
Department of Housing and Urban Development, who was loaned
to the ‘committee for this project. Dr. Diamond’s work and the
assistance rendered by officials of various Federal agencies, trade
associations and financial institutions in furnishing data and explana-
tions is gratefully acknowledged.

WricHT PATMAN,
Chairman, Subcommittee on Economic Progress.
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CREDIT FLOWS AND INTEREST COSTS .

By Arxoup H. Diamonp*

INTRODUCTION

With the Nation sliding into a deepening recession, resulting in
growing and widespread unemployment, questions are being raised
regarding the policies followed by the Federal Reserve credit authori-
ties in the past year as they sought to overcome inflationary pressures.
Briefly, they allowed interest rates to rise to historic levels, following
the conventional wisdom taught in economic textbooks to the effect
that high interest rates would cause marginal borrowers to withdraw
from the capital market. They expected that such withdrawals would
ease credit demands and eventually interest rates would decline to
more moderate levels. T L

But during the 12 months’ ending ‘in September 1974, the sharp in-
creases in interest rates were, accompanied by largé amounts’ of credit
extension in each major economic sector, with the exception ‘of the
housing sector. Moreovér, despite the sluggish pace of the economy,
the price indices contihued to spurt-upward.’ These economic in-
congruities were -taking place iii ‘a nation stunnéd by the Watérgaté
revelations, the forced resignations of both, the Presidént and the Vice
President, and in' a'world plagued by food ;shor_ta-ges and unconscion-

ably high petroleum prices. .- 4 ‘ L
~ In an economy beset by inflationary expectations, hoarding of
individual commodities is activated by rumors of shortages.and
speculative holding.of assets becomes more commonplace. Although
they have the most to lose as inflation erodes the purchasing.power of
the credit instruments they hold, -banks and other financial institu-
* tions have helped to finance speculative acquisitions They. also have
accommodated -anticipatory ‘borrowing . by business firms that fear
higher®prices and higher interest rates-in the future. e

In this economic environment, the credit authorities understandably
have difficulty in knowing whether overall credit-should be contracted
or expanded. They know they will be blamed if prices advance toofast,;
and they will be blamed if the economy falters .and unemployment
becomes more widespread. Their task is made more difficult by the
absence of supportive fiscal and incomes policies, which might now
exist had they not been demeaned by faithless execution in years
past.

To make sense of the seeming economic incongruities that now con-
front the- Nation requires a better understanding of what transpired
in the past year, especially in the credit markets. It is generally

*Consulting economist, Joint Economic Committee.
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recognized that the credit restraints exercised by the Federal Reserve
credit authorities were not felt by each economic sector in equal
proportions. It is also generally believed that some credits continued
to flow into speculative and other diversionary uses. In addition, many
people deduced that when interest rates were raised to record levels,
Treasury borrowing costs increased and part of the higher interest
costs paid by private borrowers were shifted to the U.S. Treasury
because of the tax deductibility of interest payments.

Without precise information on the extent of such credit flows and
interest cost sharing, such recognition, beliefs and deductions are
essentially impressions, based on years of experience and fragments of
data. But if the Federal Reserve credit authorities are to make better
informed judgments in the future, they need to obtain a clearer picture
as to what happened in the past. Toward this objective, this study
seeks to shed light on three questions: ’

(1) Who received the credits that housing did not get in the
past year and how large were the credit flows?

(2) To what extent were the credit funds that went elsewhere
used to finance speculative activities and other fund diversions
from housing and other productive purposes?

(8) To what extent does the U.S. Treasury wind up paying for
the incremental interest costs occasioned by the record levels of
interest rates that prevailed in the past year?

To answer these questions this study makes use of quarterly gross
credit flow statistics! (some reported, some estimated) for eight
economic sectors during the years 1970-1974. It focuses upon the 12
months ending September 1974 to measure the incremental interest
costs resulting from the record levels of interest rates in this period and
the distribution of the counterpart interest income among lender and
investor groups. For the latter, gross flow statistics were developed
for the major recipient financial institution groups.

This study is divided into three chapters. Chapter I traces gross
credit flows during 1970-1974 in eight economic sectors. For each
sector, separate statistics were compiled or estimated for short-term
credits (maturity under one year) and long-term credits (maturity
one year or more), respectively. Both the long-term and short-term
credits distinguish between securities issued in the capital market
and loans made directly by lenders to borrowers. Charts A, B, C
and D depict these gross credit flows for the 12 months October 1973
through September 1974 for these four categories of credit, showing
both principal uses and major sources for each credit category.

1 Gross flow statistics differ from the traditional net change of holdings (or outstanding) figures appearing
in the Federal Reserve “flow of funds’’ data in that the gross flow data reflect loans resulting from relending
of loan repayments in addition to credits financed by *new money."”
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Chart A
Long—Term Securities Issued During October 1973-September 1974
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Chart B

Long-Term Loans Made During October 1973-September 1974
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Chart C
Short-Term Securities Issued During October 1973-September 1974
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Chart D
Short-Term Loans Made Turing October 1973-September 197h
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Chapter II investigates the extent to which credits provided by
financial institutions have helped to finance speculative acquisitions
of assets in anticipation of price changes or have resulted in a diversion
of funds from U.S. customers. Chapter III deals with interest cost
considerations in terms of tax considerations, effects on the Consumer
Price Index, general prices and housing. There are also two appendices,
one describing the estimation procedures and data sources for the
gross flow data discussed in Chapter I and. the other describing the
data used to measure the distribution of incremental interest costs
and incremental interest income.




Cuarrer I. CrepiT FLOWS

It is commonly believed that during periods of tight credit there is
a cutback in the volume of credits extended by commercial banks and
other financial institutions. Or, if, as usually happens, there are marked
increases in the volume of loans made to the commercial-industrial
sector, it is believed that there are corresponding reductions in the
credits flowing in other economie sectors. :

These suppositions are examined in detail in this chapter through
extensive use of “‘gross flow” statistics, which measure the volume of
credits actually provided during a particular quarter. They differ from
“net flow” data that are frequently used in credit market analyses in
that they take into account the very large amounts of credits flowing
from the relending of loan repayments in addition to the credits flowing
from a net change of loans outstanding or held by financial institu-
tions. The limited usefulness of “net flow’” data is shown by the
following illustration. .

Suppose that at the beginning of year A commercial banks held
$100 billion of loans and that during the year they increased their
loan holdings by $10 billion so that at the end of year A their loan
holdings totaled $110 billion. Suppose that at the beginning of year B
the banks held $200 billion of loans and that during the year they
increased their holdings also by $10 billion, bringing their year-end
holdings to $210 billion. As will be noted, in absolute amounts the
banks’ net change of loan holdings was $10 billion in each year, while
the m}lgnual rate increase fell from 10 percent in year A to 5 percent in

ear B.
Y Suppose further that during each year half of the loans outstanding
at the beginning of the respective year were repaid and the repayment

roceeds were reloaned during the year so that the year-end holdings
of $110 billion and $210 billion can be achieved. Under the circum-
stances, the banks loan $60 billion in year A ($50 billion of relending
plus a $10 billion net increase of holdings) and $110 billion in year B
($100 billion of relending plus a $10 billion net increase of holdings).
In terms of credit availability, it should be evident that commercial
bank lending activity increased from $60 billion in year A to $110
billion in year B, a rise of 83 percent. :

From the foregoing it seems clear that at times figures on net change
of loan holdings give either an exaggerated or an erronéous picture of
what actually takes place in the credit markets. For example, during

. 1973, life insurance companies reduced their holdings of long-term

mortgage loans on 1-4 family homes by $1.8 billion, but their acquisi-
tions of such loans in the same year aggregated $614 million.! Com-
mercial bank extensions of installment credits rose from $41.0 billion
in 1969 to $43.0 billion in 1970, while their net increase in holdings of
installment loans dropped from $4:5 billion in 1969 to $3.0 billion in
1970. : . C

1 Institute of Life Insurance Life Inéurance ngct' Book, 1974, p. 81.
(1)




8

The same disparities also occur in the statistics on debt outstanding
and new security issues. For example, during the second quarter of
1974, the outstanding marketable public debt declined by $7.0 billion,
from $273.6 billion to $266.6 billion. Nonetheless, over the same period
the U.S. Treasury issued$65.6. billion. of short-term marketable
securities plus another $7.3" billion “of miarketable securities with
maturities of one year. ) ) _ .

This chapter is divided into three sections. The first section reviews
the diminished flow of credits to the housing sector in the past year
and some of its consequences upon the housing industry. Section two
traces the flow of credits to seven other economic sectors into which the
rest of the économy is divided. The third section provides an overview
of credit flows during the 12 months ending September 1974 and
raises some questions as to why such information is not furnished to
the Nation’s credit authorities.

1. To Housing Sector

Throughout the past three decades housing has been the residual
claimant for funds in the capital market. When funds are in plentiful
supply, homebuyers are able to obtain mortgage loans to finance their
home purchases, homebuilders are able to obtain construction loans to
build new homes and apartment units and investors are able to obtain
mortgage loans for apartment houses. Each time credit grew tight
there was a sharp cutback in mortgage and construction loans, causing
declines in housing starts, decreases in construction employment,
large inventories of unsold homes in the hands of builders and deepen-
ing frustration on the part of prospective homebuyers who could not
obtain mortgage loans except at very high interest rates.

In the latest credit crunch, housing suffered the severest drop in the
post-World War II era, with housing starts falling (on a seasonally
adjusted annual rate) from a 2.5 million high in October 1972 to
levels of 1.1 million units during September and October 1974. While
some may argue that the decline in housing starts can be attributed in
part to overbuilding in recent years, as reflected by rising inventories
of unsold new homes and high vacancy rates for rental units in some
parts of the country, the primary reasons for the latest nationwide
decrease in housing starts and permit authorizations for future starts
have been the dearth of funds for long-term housing mortgage loans
and for construction loans and the high interest rates for both. This
scarcity of funds for housing is clearly documented by the statistics
presented in Tables I-1—I—4.?

As detailed in Table I-1, the slide in mortgage loans for 14 family
homes (mainly single family homes) began in the third quarter of
1973, particularly for existing homes. The decreases in loans close
became more pronounced in the fourth quarter of 1973 and throughout
the first three quarters of 1974. Since house prices were rising signifi-
cantly throughout this past year, the volume of dwelling units financed
by mortgage loans fell by larger percentages than the declines regis-
tered for mortgage credits, with the drop-off for existing homes again
leading the way.

* The mortgage credit statistics for the 11 lender groups summarized in these tables reportedly account
for about 95 percent of all housing credits made in the period covered by the tables.
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TABLE 1-L.—QUARTERLY VOLUME OF 1 TO 4 FAMILY HOMES FINANCED BY LONG-TERM MORTGAGE LOANS

"

o To- T . Lot " Volume of dwelling uits financed 2
‘Loq‘g;tle.rpl loans closed ! {millions) .. + (thousands)- .
. i New Existing . Total . New .., Existing,, . ' Total
Time period homes homes homes homes™ * .° hofiés homes
: Ay @ T @) LT Ty i) L (6)
$2,463 134,161 ’ $6,624 106. 2 233.8 340.0
-3, 147 5,801 -~ -+ 9; 048~ 133.9 322.5 456.4
3,420 6,567 9,987 145.5 349.3 4948
3,513 "6, 260 9,773 148.9 340.2 489.1
3,715 6,30 Y 10,105 149.8 322.7 472.5
4,957 10, 053 15,010 . 197.5 _483.3 . 660. 8
5,620 11,398 17,018 225.7 550.6 776.3
6, 002 9,478 15, 480 238.1 457.9 - 697.0
5, 490 9,181 14, 671 208.0 423.1 631.1
6,442 13,802 20, 244 244.9 630.2 872.1
7,391 14,836 ,227 284.3 671.3 955.6
7,070 12,544 19,614 269.9 562.5 832.4
6, 405 11,771 18,176 232.1 530.2 762.3
7,802 15,729 23,931 282.7 686.9 969.6
' 14,235 21,691 261.6 . 595.6 857.2
6, 569 9, 169 15,738 229.7 409.3 639.0
5, 349 9,252 14,602 184. 4 387.1 571.5
6,553 14, 004 20,557 222.9 571.6 794.5
6,212 11,914 18,126 206. 4 474.7 681.1
Percent change:
1973/1972: IV e -7.1 —26.9 —~19.8 —14.9 —21.2 —23.2
1974/1973:
R —16.5 —21.4 —19.3 —20.6 —21.0 —25.0
1! - —16.0 —-11.0 —~12.6 —21.2 —16.8 —18.1
{1, —16.7 —16.3 —16.4 -~21.1 —20.3 —20.5

1 Loans closed by commercial banks, savings and loan associations, mutual savings banks, life insurance companies,
mortgage companies, Federal credit agencies, State credit agencies, REIT's, pension funds,.public retirement funds,

GNMA pools and FHDA blocks of loans. (See table A-1) . .
2 Estimated by dividing total loans closed by average loan amounts for corresponding quarter.

Sources: Department of HUD: “‘Supply of Mortgage Credit, 1970-72,”* HUD releases reporting results of monthly
surveys of mortgage lending by 11 groups, mortgage company data for 1970-73 estimated by HUD staff. Federal Home
Loan Bank Board: releases on conventional interest rates for single family homes.

Inasmuch as many of the mortgage loans for new homes relate to
commitments made sometime earlier, the figures on loans closed for
existing homes are a more sensitive indicator of changing credit
conditions. They also evidence the growing difficulties experienced by
owners of existing homes seeking to sell their homes so that they can
“trade up,” usually by buying a new home. The sizeable fall-off in
sales of existing homes contributed to a slowdown in new home pur-
chases, resulting in larger unsold inventories of completed homes in
the hands of builders. Homebuilders reacted to these accumulated
inventories by delaying or postponing new construction, even if they
could obtain construction funds pursuant to commitments issued
before the credit crunch. They also found that construction loan
interest rates were so high that the resultant increases in sales prices
adversely affected the marketability of the new homes.

Turning to multifamily housing, Table I-2 shows that the volume
of long-term loans closed for new units continued to rise (as compared
to the corresponding quarter of the previous year) through the second
quarter of 1974. However, it should be noted that most of the long-
term loans closed for newly constructed apartment houses are pursuant
to commitments issued by lenders 1-3 years ago. Significantly, when
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account is taken of the growing amount of loan per dwelling unit
(reflecting rising housing costs and prices) and the higher interest
rates, the number of new multifamily units financed began to decline
in the fourth quarter of 1973.

TABLE 1-2—QUARTERLY VOLUME OF MULTIFAMILY DWELLINGS! FINANCED BY LONG-TERM MORTGAGE LOANS

Long-term loans closed? Volume of dwelling units financed
(miltions) (thousands)

New Existing Total New Existing Total
units units units units units units
Time period (¢)) ) (&) (O] () ()
$1, 457 $409 $1, 866 100.1 31.2 131.3
1,656 48 2,144 101.9 33.3 135.2
1,464 397 , 861 86.7 26.1 112.8
1, 807 550 2,357 101.6 3.4 136.0
1,305 576 1,881 73.2 35.9 109.1
1,50 1,097 2,599 84.0 68.1 152.1
1,869 1,101 2,970 104.4 68.3 172.7
2,035 3,019 113.6 61.0 174.6
1,637 1,211 2,848 92 75.7 167.8
1,782 1,637 3,419 101.0 103.1 204.1
2,058 1,431 3,489 119.9 92.6 212.5
2,532 1,563 4,095 144.2 98.9 243.1
1,805 1,404 3,209 97.3 84.1 181.4
2,016 1,842 3,858 110.2 111.8 222.0
2,132 1,303 3,435 124 84.4 208.7
2,588 1, 3,588 128.1 55.0 183.0
2,118 2,012 102.9 48.2 1511
2,14 1,217 3, 36! 111.9 70.6 182.5
2,012 2,820 94.2 42.0 136.2
+2.2 —36.0 —12.4 —11.2 —44.4 —24.7
+17.3 —36.3 —6.1 +5.8 —~42.7 —16.7
+6.3 —33.9 —12.9 +1.5 —36.9 —12.6
—5.6 —38.0 —l17.9 —26.5 —50.2 —34.7

1 Containing 5 dwelling units or more.
2 Loans closed by 11 lender groups identified in previous table. (See table A-2.)
8 Estimated by dividing total loans closed by average loan amounts for corresponding quarter.

Sources: Same as table 1. Department of HUD, average loan amounts for FHA-insured loans for new units. For existing
units, average loan amounts assumed at 90 percent of average loan amount for new units for corresponding quarter,

In contrast, the drop® in mortgage financing for existing multi-
family dwellings began in the third quarter of 1973 for both loans
closed and number of dwelling units financed.

From the viewpoint of the construction industry (homebuilders and
building trades labor), the sensitive mortgage credit statistics are
those relating to construction loans. As shown in Table I-3, the volume
of construction loans for 1-4 family homes began to decline in the
fourth quarter of 1973, while the decline in multifamily construction
loans did not become evident until the first quarter of 1974. However,
once they started, the cutbacks in construction lending for both types
of housing continued throughout 1974.

Table I-4 shows originations of long-term mortgage loans and
construction for 1-4 family homes and multifamily residential prop-
erties combined in current and constant dollars,* respectively. Con-

3 Unless otherwise noted, the foregoing analysis involves a comparison of the current quarter with the
corresponding quarter one year earlier.

4 As will be recognized, statistics on loan holdings are not amenable to conversion into constant dollars
since it is impractical to determine which proportions are closed within the past quarter, as compared to a

year ago or ten years ago.
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stant dollar figures (current dollar statistics deflated by the appropriate
GNP implicit price deflator) provide a truer picture of the sharp
declines in loans for housing since they take into account price changes
as well as decreases in aggregate loan amounts.

" TABLE 1-3.—QUARTERLY VOLUME OF HOUSING CONSTRUCTION LOANS AND VALUE OF NEW CONSTRUCTION PUT

IN PLACE
{Dollar amounts in millions}

" 1-4 family homes Multifamily properties 2
Construction Value put  Construction Value put
Time period loans in place! loans in place!
1970:
1 U IO $2, 606 $4,673 $1,878 $2, 165
2,751 4,748 2,018 2,259
2,783 4, 396 1, 806 2,327
3, 866 6, 587 2,582 2,708
4,043 1,227 2,219 3,104
\ 6, 350 3,557 3,255
4,038 6, 047 2,476 3,398
5, 101 7,953 3,010 3,677
5,335 8,677 3,068 3,963
5, 056 1,575 3,368 4,170
5,186 6,697 2,981 4,057
5, 702 8,746 3, 888 4,326
5,720 8,618 3, 8 4,510
4,579 6,244 3,581 4,020
3, 546 5,168 2,843 3,424
4,508 ,299 2,688 3,117
4,063 7,246 2,204 2,559
—-9.4 —17.6 +6.3 -3.6
—31.6 —22.8 —4.4 —15.6
—20.5 —16.5 ~30.9 —22.5
-29.0 ~15.9 —43.0 —43.3

1 1-4 unit structures, figures are for last 2 months of indicated quarter plus 1st month of following quarter.
3 Containing 5 dwelling units or more. °

Sources: Department of HUD statistics cited in table 1. (See tables A-3, A-4.) Bureau of the Census: “Value of New Con-
struction Put In Place’’ and unpublished figures distinguishing 2-4 unit structures from multifamily structures.

As Table I-4 indicates, in real terms the quarterly volume of long-
term mortgage credits for housing were off 21-30 percent (as com-
pared to the corresponding quarters in the prior year), while for
residential construction loans, the quarterly drop ranged from 12 to 36

ercent. ’
P All told, during the 12 months ending September 1974, a total of
$69.0 billion of long-term loans were closed for 1-4 family homes, or
$14.0 billion less than in the previous 12 months. Over the same pe-
riod, long-term loans closed for multifamily housing aggregated $11.8
billion, or $2.8 billion below the amount closed in the prior year. In
terms of average loan amounts prevailing in the year October 1973
through September 1974, $14.0 billion would have financed another
543,000 homes and $2.8 billion would have financed another 144,000
multifamily dwellings. This then measures in financial and real terms
the devastating effects of the 1973-1974 credit crunch upon the hous-

ing industry.

47-302-=75—-2
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TABLE 1-4.—LOANS MADE TO HOUSING SECTOR IN CURRENT AND CONSTANT DOLLARS

[Dollar amounts in millions]

-

Current dollars Constant dollars !

Long-term  Construction Long'-tefm Construction
R mortgages loans mortgages _ loans
$8, 490 $2,764 36, 064 $1,974

11,192 ,070 7,8 "
11, 848 4,484 8,524 3,226
12,130 4,769 8,627 3,392
11, 986 4,589 8,341 3,193
17, 609 6,448 11,995 4,392

19,988 6,262 13,478 X
18, 499 7,172 12,292 5, 164
17,519 6,514 11,435 4,252
23, 663 8,111 15, 296 5,243
25,716 8,403 15,184 5, 238
8,424 14, 554 5,171
21, 385 8,167 12,790 4,885
27, 389 9,590 15, 915 5,572
25,126 9,587 14,108 5,383
19,326 8,160 10, 754 4,538
16,614 6, 389 9,039 3,474
23,917 7,196 12,576 3,783
20, 946 6,267 10, 649 3,186

Percent change:
1973-1972: 1V o iiiiaaaeas —18.5 -3.1 ~26.1 —12.2
1974-1973:

-22.3 —-21.8 —29.3 —28.9
-12.7 —25.0 —21.0 —32.1
—16.6 —34.6 —24.5 —40.8

1 Reflecting GNP implicit price deflator for nonfarm residential.
Source: Table [-3.

2. To Other Sectors

While it is generally recognized that severe credit restraint hits the
housing sector the hardest, there is usually a concomitant belief that
several of the other sectors, particularly agriculture, State and local
governments and small businesses,® also experience a cutback in the
supply credits extended when money gets tight. A review of the sta-
tistics presented in Tables 5-11 finds that this was not the case for the
12 month period ending September 30, 1974, during which there was
actually an expansion of credit in each of the important economic
%ectors. This conclusion stems from the following analysis of credit

OWS.

To ascertain the credit flows to each of the major distinguishable
economic sectors, the economy was divided into eight sectors that
obtain funds in the capital and credit markets. Seven of the sectors
may be characterized as “ultimate users” of credit and the eighth
comprises various financial intermediaries. The financial intermediaries

s The available statistics on loans by private financial institutions do not permit a separate delineation
of credits to small businesses.
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include banks and other financial institutions, Federal ‘¢redit ‘agencies
and State credit agencies, which' borrow from financial institutions or
sell securities in the capital market. These funds, together with their
other available resources .(deposits, pension and insurance premiums,
investment income plus loan repayments) are loaned to, or invested in
securities issued by, the ultimate users. S

The ultimate users include: (1) housing sector (discussed in the
previous section), (2) agriculture sector, (3) consumer sector, (4) State
and local government sector (excluding the State housing finance
agencies), (5) Federal government sector (excluding Federal credit
agencies), (6) domestic industrial and commercial businesses (excluding
financial and real estate companies), and (7) the foreign sector (foreign
governments, foreign business, foreign banks and international
organizations).

For each of the eight sectors, quarterly gross flows of funds raised
in th% capital and credit markets ® were tabulated for the years 1970-
1974. : .

The individual loan and security categories were grouped under
headings usually associated with the: particular sector receiving the
funds or under some other logical breakdown, i.e. long-term and
short-term. The individual loan categories are explained in Appendix
A, which describes estimation procedures and data sources. The
individual sectors are discussed below. -

(2) AGRICULTURE SECTOR_

Loans to the agriculture sector may be classified under two head-
ings—farm ownership loans and credits for farm operations. The
acquisition and holding of farm properties- are usually financed by
mortgage loans, most of which are made by Federal. agencies ® (Fed-
eral Dand Banks and the Farmers Home Administration), commercial
banks and life insurance companies.” Aside from a slight dip in the
fourth quarter of 1973, the quarterly volume of farm mortgage loans
originated in the past year were higher than the amounts closed in the
corresponding quarter in the preceding year (see Table I-5).

¢ Excluded by this delineation are internal funds generated by non-financial businesses, trade credits from
one non-financial business to another and equity investments not reflected by security sales. Also excluded
are mortgage loans by credit unions, fraternal orders, investment companies, personal trusts and estates,
individuals and miscellaneous sources, and other direct loans by individuals and minor sources of credit.
In addition, transactions in the secondary markets for securities, Federal Funds loans, loans by Federal
Reserve Banks, and Treasury non-marketable special securities issued to the U.S. Investment Accounts
are omitted because of their very short maturities or because they offset each other.

7 Through the third quarter of 1974.

8 Government sponsored agencies, other “‘off-budget” agencies and agencies whose financing is included in
the Federal Government budget are collectively referred to as ‘‘Federal agencies.”

9 For details see Table A-5 in Appendix A.
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TABLE [-5.—LOANS MADE TO AGRICULTURE SECTOR IN CURRENT AND CONSTANT DOLLARS
{Dotlar amounts in millions]

Current dollars Constant dollars 2

Farm Farm Farm Farm
ownershipt  operations3? ownership operations
$645 $7,920 $545 $6, 690

728 6, 250 609 X
651 6, 020 539 4, 990
817 8, 100 664 6, 590
907 8,700 734 7,040
1,169 7,070 937 5,670
1,039 , 540 831 5,230
1,101 9,160 834 7,350
1, 405 9,930 1,120 7,920
1, £57 8,260 1,235 6, 550
1,332 , 770 1, 045 6, 080
1,610 11, 550 1, 268 9, 050
1,819 13,790 1,427 10, 820
2, 076 10, 800 1,607 8, 360
, 10, 830 1,227 8, 260
1, 590 14,610 1,202 11,040
1,923 15,780 1,427 11,710

2,103 11, 860 1, 511 s
1, 819 10, 360 1,252 7,130

Percent change:
1973-1972: IV . -1,2 +426.5 —5.2 +21.5
1974-1973:

! +5.7 +15.7 NC 9.4
+1.3 +49.9 —6.0 +2.0
+11.3 —4.3 +2.0 —13.7

1{ong-term loans on farm properties by 11 lender groups.

% Loans by commercial banks, production credit associations, banks for cooperatives, Farmers Home Administration,
Commodity Credit Administration.

3 Reflecting GNP implicit price deflator for producers durable equipment.

Sources: Tables A-5, A-6.

Farm operation loans for equipment and facilities, planting, har-
vesting and storage, livestock feeding and other operations are made
by commercial banks, production credit associations, banks for
cooperatives, Farmers Home Administration and the Commodity
Credit Corporation. As shown in Table I-5, farm operation loans made
in the first three quarters of the past year were higher than in the
corresponding quarters in the preceding year by percentages ranging
from 10 to 27 percent. However, in the July-September 1974 quarter,
the volume of loans closed was four percent lower than in the third
quarter of 1973.

In constant dollars, during the 12 months ending with September
1974, farm mortgage loans closed were eight percent below the amount
closed in the previous year, but farm operation loans were five per-
cent higher. ’ :

(b) CONSUMER SECTOR

Following the distinction made by the Federal Reserve Board,
loans to the consumer sector are grouped in two categories—install-
ment loans and non-installment loans. Installment loans comprise
credits financing the purchase of automobile and other consumer goods,
home improvement loans and personal loans, whereas non-installment
loans include single payment loans, charge accounts, service credit
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and policy loans made by life insurance companies and Veterans
Administration life insurance.'? .

As detailed in Table I-6, loans extended to the consumer sector
during each of the quarters in the past year were in greater aggregate
amounts than in the corresponding quarters in the previous year.

TABLE 1-6.—LOANS EXTENDED TO CONSUMER SECTOR IN CURRENT AND CONSTANT DOLLARS

[Dollar amounts in millions]

Current dollars - Constant dollars

\astaliment Noninstall- _ instaliment Noninstall-
loans ment loans loans ment loans
extended ! extended 2 extended s extended ¢
$24,725 & $11, 150 $22,979 5$8,750
29,1 ,070 , 974 , 610
28,971 11,080 26, 555 8, 540
29,276 11,910 26, 375 9, 050
26, 088 10, 970 23,272 8,270
, 030 1, 660 28,423 8, 630
32,024 11, 500 , 466 8,520
34,079 12,590 30,537 9, 280
33,809 11, 280 30,079 8,250
35,118 , 480 31,133 9, 060
, 764 12,270 31,538 8,850
37,877 14,030 33,549 10, 040
4}, 590 13,000 35,920 90
41,043 14, 460 35,940 10, 020

42,527 14,180 36,693 A
41,101 15, 850 35,432 10,510
41,078 13,210 34,871 8,480
43,235 15, 530 35,643 9,730
43,118 15,070 34,221 9,160

Percent change:
1973-1972: IV eiicaal +8.5 +13.0 +5.6 +4.7
974-1973:

1 +1.2 +1.6 —-2.9 -1.3
+5.3 +71.8 -.8 —-2.9
+1.4 +6.3 -6.7 -5.1
1 tnstallment credit for bifes, other goods, homei mprovements, and personal loans. Data are season-

ally adjusted figures.

3 Includes single payment loans, charge accounts, service credit and policy loans by life insurance companies and Vet-
erans’ Administration life insurance.

3 Reflecting implicit price deflator for durable consumer goods.

4 Reflecting GNP implicit price deflator for personal consumption expenditures.

8 Rounded to nearest $10,000,000.

Source: Federal Reserve Bulletin, table A-S.

Installment loans were higher by percentages ranging from one to
nine percent, while non-installment loans had increased by per-
centages ranging from two to 13 percent. However, in real terms, the
installment loans during the 12 months ending with September 1974
were two percent lower than a year ago, while non-installment loans
were three percent lower. ' -

(C) STATE AND LOCAL GOVERNMENT SECTOR

State and local governments borrow funds through the sale of
bonds and short-term notes. In many States, both municipalities and
State governments are now permitted to issue bond anticipation notes,
giving them an option to issue bonds or notes depending on their

10 See Table A-7 for the volume of credits extended for each non-Installment category. -
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judgments regarding interest rate changes and the receptivity likely
to be accorded to their bonds by the tax exempt municipal securities
market. Hence, during periods of tight credit, which become even
more pronounded in the municipal securities market where commercial
banks are the dominant buyer, many State and local governments
issue short-term notes with the expectation of refunding them with
bonds later when interest rates are lower.

TABLE |-7.—SECURITIES SOLD BY STATE AND LOCAL GOVERNMENTS IN CURRENT AND CONSTANT DOLLARS

[Dollar amounts in millions]

Cursent dollars Constant dollars 2

Bonds sold ! Notes sold ! Bonds sold Notes sold
$4, 029 $3,439 $2, 521 $2, 152
3,728 , 310 2,289 2,646
4, 361 4,182 2,622 T 2,515
5, 659 5, 356 3,345 3,165
6, 551 5,759 3,835 3,372
6, 041 6,919 3,478 3,983
5,796 5, 900 3,299 3,358
5, 681 6, 868 3,217 3,889
5,918 6,699 - 3,291 3,726
6,138 6,693 3,374 3,679

5,191 5,377 2,806 s
5,745 5,692 3,060 3,031
5, 832 4,352 3,055 2,280
5, 652 6,750 2,915 3,481
5, 199 6, 065 2,653 3,094
5, 881 6, 327 2,951 3,175
5,971 5,323 2,899 2,584
6,240 8,429 2,938 3,968
3,701 6,794 1,696 3,274

Percent change: . .
1973-1972: IV . s +2.3 +11.2 ~3.6 -+4.8
1974-1973: *

1 +2.4 +22.3 =5.1 +13.3
+10.4 ~+24.9 +.8 +14.0
~28.2 +12.0 —36.1 +5.8

! Excludes securities sold by State housing finance agencies.
- 2 Reflecting GNP inplicit price deflator for State and local purchases.

Sources: Securities Industry Association “*Municipal Statistical Bulletin, Weekly Bond Buyer,” bond sales section.

As shown in Table I-7, the quarterly volumes of notes sold by
State and local governments in the past year were higher than the
amounts sold in the corresponding quarter in the prior year by per-
centages ranging from 11 to 25 percent. Moreover, in the first three
quarters of the past year the volumes of municipal bonds'? sold were

11 Excluding securities sold by State housing finance agencies that are regarded in this study as funds
borrowed by financial intermediaries. Notes issued by these agencies are detailed in Table A-16 and their
bOIzld bi;suances are depicted in Table A-15.

12 Ibid.
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higher than a year ago by percentages ranging from two to 10 percent,
but in the July<=September quarter they were 28 percent lower.
In constant dollars, municipal bonds sold in the 12 months ending
with September 1974 were 10 percent lower than in the previous 12
months, but notes sold by these State and local governments were
nine percent higher, with the quarterly increases ranging from five
to 14 percent.
(d) FEDERAL GOVERNMENT SECTOR

The U.S. Treasury borrows funds by selling marketable securitiés
(short-term and long-term) and savings bonds and by issuing non-
marketable securities to foreign governments and central banks and
to the U.S. Investment Accounts (such as the social security trust
funds, the civil service retirement funds and other trust funds).
These borrowings have been grouped into three. categories—long-term
borrowing (maturities over one year), short-term borrowing (maturi-
ties up to one year) and foreign series securities:'® Securities issued by -
the U.S. Postal Service and by the Tennessee Valley Authority have
been added to the Treasury borrowing data inasmuch as these agency
borrowings are essentially another way by which funds are- raised
by the Federal Government for non-credit activities.!.

- As shown in Table I-8, most:of the funds borrowed by the U.S.
Treasury are raised by the sale of short-term securities, primarily.91
and 182 day bills.!® The Table further indicates that the quarterly
amounts of Treasury short-term- securities issued .in..the 12 months
ending September 1974 were above the sums sold in the corresponding
quarters a year ago.by percentages ranging from five to 11 percent.
. In contrast, ‘the Treasury cut back its long-term security issues '® by
six to 34 percent in the first three- quarters. of.this 12 month period,
but in July-September 1974 it sold 12 percent more long-term debt
than in the third quarter of 1973. Foreign security issues were 143
percent higher during October—-December 1973, as compared to 8 yeéar
ago, but in the next three quarters they fell off by-18 to 30 percent.

In recent, years attention has been focused on the sizeable Federal
deficits each year and the resultant heavy Treasury borrowing. But
in real terms, the Treasury actually borrowed five percent less in the
last 12 ‘months: than in the previous vear. Measured in constant
dollars, long-term Treasury borrowing was down 20 percent in the
yvear ending September 30, 1974, short-term borrowing declined one
percent and foreign security issues were off by 14 percent. :

13 The non-marketable special Treasury securities issued to the U.8. Investment Accounts have been
excluded from these tabulations because of the almost daily transactions between the Treasury and the
Investment Accounts that are best described as “‘churning’ rather than loan activity.

14 Securities issued by Government sponsored agencies and other Federal agencies that engage in credit
operations are attributed to the financial intermediary sector (see Tables A-15 and A-16).

15 See Table A-9in Appendix A. .

18 For details see Table A8 in Appendix A.
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TA3LE 1-8.—SECURITIES ISSUED BY FEDERAL GOVERNMENT IN CURRENT AND CONSTANT DOLLARS

[Dotlar amounts in millions]

Current dollars Constant doflars ¢
Long Short Foreign Long Short Foreign
term! term 2 series 3 term term series
(¢} @) @) *) ®) )
1370:
______________________________ $7,243 $48,191 $2,120 $4,999 $33, 258 $1,463
20,013 45, 689 2,755 13,477 30,767 1, 855
9,915 51, 066 2,710 6, 540 33,685 1,788
10,217 55, 568 2,549 6, 660 36,224 1,662
17,695 49, 340 2,809 11,108 30,973 1,763
10, 379 56, 704 12, 409 6, 443 35,198 7,703
9,209 60,163 12,712 5,766 37,673 7,960
17,189 63, 368 7,589 10,670 8 4,711
6,789 61, 296 7,029 4,041 36, 486 4,184
7,831 58, 935 9,939 5,154 34,790 5, 867
13,534 59, 636 8,734 7,837 34,532 5,057
8,815 66, 430 4,473 4,961 37,383 2,517
7,966 60,756 12,888 4,413 33,659 7,140
9, 879 60, 553 15,001 5,3 32,909 8,153
7,210 63,130 11, 301 3,849 33,705 6,034
5, 816 69, 509 10, 869 3,028 36,184 5,658
6,933 65, 657 10, 543 3,502 33,160 5,325
9,193 66, 059 10, 542 4,529 32,541 5,193
8,058 70,210 9,021 3,883 33,836 4,347
Percent change:
1973-1972: IV, o oeeeae -34.0 +4.6 +143.0 —39.0 -3.2 +124.8
1974-1973: .
| -13.0 +8.1 —18.2 —20.6" -1.5 —25.4
—6.1 +9.1 -29.7 —15.4 -L1 —36.3
+11.8 +11.2 ~20.2 +.9 +.4 —28.0

1 Marketable Treasury securities, savings bonds, securities issued by U.S. Postal Service and TVA (excludes securities
issued by Federa! credit agencies).

2 MarKetable Treasury securities, securities issued by TVA,

3 Nonmarketable foreign series-securities issued by Treasury. .

1 Reflecting GNP implicit price deflator for Federal Government expenditures.

Source: Tables A-8 and A-9.

~ (e) INDUSTRIAL-COMMERCIAL SECTOR

The industrial-commercial sector consists of all non-financial private
businesses (corporate and non-corporate), excluding housing and
agricultural activities. It comprises public utilities, transportation
companies, industrial firms and commercial establishments. Owing to
its diverse means of financing, the funds raised by this sector in the
capital and credit markets have been grouped under three headings—
long-term securities, other long-term credits with maturities over one
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year and short-term credits. Long-term securities include corporate
bond and stock issues, excluding those sold by finance and real estate
companies.” i

Other long-term credits consist of ‘“term loans” by commercial
banks to U.S. companies,'® loans from finance companies, loans fiom
Federal credit agencies, mortgage loans for commercial properties and
commercial bank loans to individuals where the proceeds are used for
business purposes.’® Short-term credits comprise commercial and
industrial loans by commercial banks to U.S. companies,?® commercial
paper issued by non-financial corporations, bankers acceptances for
the account of U.S. companies, finance company loans, construction
loans for commercial properties and bank loans to individuals for
business purposes. '

Owing in large part to the relatively low levels of corporate bonds
issued in the first nine months of 1973 (partially due to the sharp
increase in bank term loans), the quarterly volumes of corporate bonds
issued during January—September 1974 were appreciably larger than
the quarterly amounts sold in the prior year.”! Corporate stock issues
in the past year were somewhat lower than in the previous year.
Similarly, other long-term credits to non-financial businesses were
lower in each quarter of the 12 months ending with September 1974,
as compared to a year ago, with the decreascs ranging from one to four
percent (see Table I-9).

In contrast, short-term credits to non-financial businesses, especially
commercial and industrial loans by commercial banks, bankers
acceptances and commercial paper, were considerably larger in each
of the past four quarters, as compared to the corresponding periods a
year ago, with the increases ranging from 20 to 35 percent. In eflect,
the tremendous expansion of business credits in the past 12 months
was largely in the form of short-term loans by commercial banks.

In real terms, short-term credits to non-financial businesses in the
12 months ending September 1974 were 19 percent larger than in the
year before, with the quarterly increases ranging from 14 to 23 percent
(see Table I-9). As compared to a year ago, long-term security issues
in the last 12 months were up by 14 percent, whereas other credits
over one year were nine percent lower—with the decreases ranging
from seven to 14 percent.

17 These companies are treated as financial intermediaries (see Tables A-15 and A-16).

18 Excluding loans to foreign companies, which are in the foreign sector.

19 Loans to Individuals that are not classified by the Federal Reserve Board as consumer credits.
10 Excluding bankers acceptances held by commercial banks. oo

21 See Table A-10 and A-11.
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TABLE 1-9.—LOANS MADE TO, AND SECURITIES ISSUED BY, INDUSTRIAL-COMMERCIAL SECTOR IN CURRENT
: AND CONSTANT DOLLARS

{Doltar amounts in miltions]

Current dollars Constant dollars ¢
Long-term  Credits for Long-term  Credits for

securities over 1 Short-term securities - -over 1 Short-term
issuedt year 3 credits 8 issued year credits
(1) @ - [€)) O] ) ©)

$7,076 NA NA $5,981

, 924 NA NA 7,468 NA

7,392 $28,740  $173,370 6,124 $23, 810 $143, 640
9,934 27,650 153, 320 8,076 22,480 144, 650
10, 208 33,160 168, 200 8,266 26,850 336, 190
8,521 29, 440 154,910 7,635 23,610 124,230
8,626 26,.640 147,670 6,900 21, 310 118, 140
8,254 - 30,790 154, 820 6,624 24,710 .. 144, 250
6,903 28, 380 142,180 5,505 22,630 113, 380
9,062 28,430 153, 650 7,186 22,590 121, 850
7,202 28, 870 156, 550 5, 649 22, 640 122,780
7,758 31,920 181,000 6,109 25, 620 . 142,520
3,833 32,980 203, 090 3,006 25, 870 159, 290
6,616 33,910 202, 150 5,121 26, 250 156, 460
5,374 30, 820 190, 690 4,099 23,510 145, 450
7,815 31,570 225, 080 5, 389 43,860 . 170,130
7,130 32,200 244,170 5,289 23,890 | 181,140
8,352 32,960 266, 960 - 6, 000 23,680° ° -191,780
6,251 29,510 257,350 4,302 . 20,310 177,120
+0.7 -1 4244  -1Ls —69 3194
+86.0 —2.4 +20.2 +75.9 -7.3 +13.7
+26.2 —-2.8 +32.1 +17.2 -9.8 ° +22.6
+16.3 —4.3 +35.0. - 5.0 -13.6 . +21.8
1 Corporate bonds and stocks issued, excluding issues by fi and real estate corporations, feﬁéral’ly guaranteed

ship mortgage and new community bonds. - :
2 Commercial and industrial ‘‘terms loan’’ to U.S. business and loans to individuals for business purposes made by all

commercial banks; ‘“‘term loans’’ to busi made b comp , originations of mortgate loans on commercial
properties by 11 lender groups, business loans made by Federal credit agencies. ° , N
2 Commercial paper issued by nonfinancial companies, short-term fi pany loans to busi short-term *‘com-

mercial and industrial loans'" to U.S. business and loans to individuals for business purposes made by all commercial
banks, construction foans for commercial properties originated by 11 fender groups, banker acceptances to U.S.
companies. .

¢ Reflecting GNP implicit price deflator for producers durable equipment.

Source: Tables A-10, A-11, A-12. .
(f) FOREIGN SECTOR

Foreign businesses and governments- obtain long-term: funds from
the U.S. capital market via security sales, commercial bank ‘term
loans,” bank loans to foreign governments and credits from-Federal
agencies (Export-Import Bank and Agency for International Develop-
ment). Short-term credits to foreign entities include bankers accept-
ances for the account of foreign companies, commercial and industrial
loans and loans to foreign banks.

Both long-term and short-term credits to foreign entities rose in the
past year as compared to a year ago, with the quarterly increases for
long-term funds ranging from 22 to 49 percent and quarterly short-
term credits (mainly bankers acceptances) expanding by percentages
ranging from 33 to 329 percent (see Table I-10).

In constant dollars, long-term credits to the foreign sector grew by
three percent in the past year whereas short-term credits jumped by 51
percent, with the latter reflecting quarterly increases ranging from
seven to 227 percent.
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. DOLLARS ’ .

TABLE 1-10.—U.S. LOANS MADE T0, AND SECURITIES ISSUED BY, FOREIGN ENTITIES IN CURRENT AND CONSTANT

[Doliar amounts in mitlions]

Current dellars Constant dollars1
“Long-term - - “Longterm -1
-loans and Short-term foans and Short-term
: B - _ securities3”  credits 3 securities  credits
$1,140 $18,860 $960 $15, 960
71,570 33120 - 1,310 27,580
1,130 34, 870 930 28,610
1, 450 32,460 1,190 26, 650
2,720 17,470 2,170 13,960
1,970 14,280 . 1,570 11,390
1,540 26, 650 1,230 21, 220
1,420 26, 090 1,130 20,720
1,580 17, 190 120 77 713,510
2,110 14,730 S1630 . . 11,410
1,370° 14,430 T1,050 .. .. 11,070
2,340, 21, 560 1,760 16,210 ;
2,730 23,080 “1,990 © 16,830
2,170 30, 740 1,500 21,230
1,170 17,370 11,210
3,130 28 680 1,960 17, 400
3,340° 32; 680 1,870 18,260
3,230 50, 520 1710, 126,770
1, 390: 74, 500 . 1680 . (36,610
Percent change: B4 o, o L .. s

19731972V . +33.8. +33.0 480 . 473
4223 . +41.6 —6.0 ... 485
4488 +464.3 +14.0 426.1.

+18.8 +328.9 .—9.3 .. 4226.6

1 Reflecting GNP implicit price deflator for U.S. exports. . . -
2 Foreign bond and foreign stock issues, loans by Export-Import Bank and Agency for International Development, large
commercial bank loans to foreign governments, “‘term’* commercial and industrial loans by large commercial banks.
3 Bankers acceptances for account of foreign borrowers, large commercial bank loans to foreign banks, short-term com=
mercial and industrialiloans to foreign panies by large c ial banks. - e et
Source: Tables A-13.and A-14. . *° N

(¢) FINANCIAL SECTOR __

The financial sector comprises various financial intermediaries that -
rdise funds by the sale of secirities'and by borrowing to finante loans
to, and investments in seciritiés issued by, *“ultimate users’’ or other
financial' intermediaries.2 They include commercial -banks, savings
and loan associations, personal and $ales finance companiés, real
cstate investment trusts, mortgage companies and other privite finan-
cial institutions.- They also include Federal .credit agencies and State
housing finance agencics that issue debt securities and use the pro-
ceeds for loans. | ¢ . _ ) o

The funds raised by these financial intermediaries in the capital
and credit markets are distributed among three categories—long-term
securities, short-term securities and loans made. The securities (fong-
term or short-term) include: corporate bonds, corporate stock,
bonds and notes issued by-State housing finance agencies, bonds and
notes issued by Federal credit agencies * and commercial paperissued
by financé companics and RE1T’s.:Short-term loans to-financial inter-
mediaries include: Federal Home Loan Bank advances to:savings and

22 Conceivably one commereial bank can lend to another commercial bank, which uses the proceeds to
buy honds issued by the Federal Home Loan Banks, which use the proceeds to make advances to savings
and loan associations that purchase mortgage loans originated by mortgage companies enabling them to
repay “warehouse loans” obtained from commercial banks.

33 Identified in Tables A-15 and A-16.
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loan associations and commercial bank loans to other commercial
banks, personal and sales finance companies, and other financial
institutions (mainly mortgage companies and REIT’s).?* This finane-
ing is detailed in Table I-11. : : :

TABLE 1-11.—FUNDS PROVIDED TO FINANCIAL SECTOR, IN CURRENT AND CONSTANT DOLLARS
[Dollar amcunts in millions}

Current dollars Constant dollars !
Short-term Short-term
Long-term Long-term

securities Securities Loans securities Securities Loans
issued 2 issued 3 made ¢ issued issued made
()] @ (€3] (O] ® (6)
$5,739 $91, 200 39,270 $4,318  $68,600 $6, 980
4,728 97, 300 11, 860 3,518 72,400 8,820
5,620 93, 600 11,410 4,138 68, 900 8, 400
7,101 92,100 12, 380 5,149 66, 800 8,980
6, 307 73,600 11,230 4,521 52, 800 8, 050
6, 699 71, 600 13,290 4,748 50, 700 9, 420
8,244 69, 700 11, 920 5, 806 49,100 8,390
7,825 70,900 13, 540 , 484 2 9, 490
7,454 74,100 12,310 5,155 51,200 8, 510

6,516 6, 600 14,410 4,485 52,700 ,
6, 656 77,200 14, 850 4,543 52,700 10, 140
6,712 81, 400 19, 900 4, 535 §5, 000 13,450
8, 481 90, 000 20, 060 5,654 60, 000 13,370
10, 209 99, 500 24,020 6, 630 65, 200 15,740
7,750 113, 300 22,270 4,978 72, 800 14, 300
10, 414 117, 600 24,510 6, 554 74,000 15, 420
8,188 120, 300 23,410 5, 005 73,500 14, 310
8, 675 157, 200 31,230 5,185 94, 000 18, 670
11,283 147, 900 29, 190 6, 564 86, 000 16, 980

Percent change: 1973

19;2 %tgh quarter______._ +4-55.2 +44.5 +23.2 +44.5 +434.5 +14.6
1st quarter_._ —3.5 +33.7 +16.7 —1L5 4225 +7.0
2d quarter_ - ~15.0 +-58.0 +30.0 -22.5 +44.2 +18.6
3dquarter_ . ..... +45.6 +30.5 +31.1 +31.9 +18.1 +18.7

1 Reflecting GNP implicit price deflator for entire gross national product.

2 Corporate bonds and stocks issued by financia! and real estate corporations, bonds issued by State and local govern-
ment hot;sing finance agencies, bonds and debentures issued by Federal credit agencies (including Government sponsored
agencies).

3 Notes issued by State and local government housing fi ies, ical paper issued by financial companies
notes issued by Federal credit agencies. )

* Federal Home Loan bank advances to savings and loan associations, commercial bank loans to commercial banks,
personal and sales finance companies and to other non-bank financial institutions.

Sources: Table A-15, A-16, A-17.

Reflecting heavy borrowing by Federal credit agencies, long-term
securities issued by financial intermediaries were up 16 percent in the
12 months ending September 1974, as compared to the year before.
This growth includes increases of 55 percent in the fourth quarter of
1973 and 46 percent in the third quarter of 1974. Short-term securities
issued by financial intermediaries (mainly commercial paper) in the
past year were 41 percent higher than those issued in the previous year,
with the quarterly percent increases ranging from 34 to 58 percent.

# Loans of Federal Funds from one bank to another and Federal Reserve Bank loans to member banks

logically belong in this loan category, but they have been omitted because their maturities are so short. If
they were included, the commentary regarding growth patterns would be about the same.
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Short-term loans to financial intermediaries (primarily commercial
bank credits) over the same period were 26 percent above the loan
volume in the year before. .

In real terms, as compared to the year before, long-term security
sales during the 12 months of October 1973 through September 1974
were higher by seven percent, short-term security sales were up by 29
percent and short-term loans were 15 percent larger.

8. An Overview and Some Observations

The foregoing credit flows are summarized in Table I-12, which
compares quarterly lending activity in current dollars. As evidenced
by the percent change figures, only the housing sector experienced
cutbacks in the quarterly volume of credits extended, as compared to
the same quarter a year ago in each of the last four quarters. In con-
trast, each of the other seven economic sectors increased their borrow-
ing during the past four quarters, as compared to the corresponding
quarter in the previous year. .

TABLE 1-12.—COMPARISON OF CREDITS EXTENDED BY ECONOMIC SECTOR, QUARTERLY AMOUNTS IN CURRENT
. DOLLARS

Percent change]

1973/1972 1974/1973
Economic sector 4th quarter 1st quarter 2d quarter 3d quarter
A. Housing sector:
. Mortgage foans.... -19 -22 —13 -17
Construction feans_________ ... -3 =22 -25 -35
B. Agriculture sector:
Farm ownership loans_.. .. oo cimmmeanaan -1 6 1 i1
Farm operating loans__ ... aiaiaoean 27 16 10 -4
C. Consumer sector: .
Installment loans .. oieaenes 9 1 8 1
Noninstallment loans____ .. .oocoooeoo- 13 3 2 8 6
D. State and local governments sector:
Long-term bonds..._ . ieoicienaaaaa 2 2 10 —30
Short-term notes. . eaaoas 11 22 25 12
E. Federal Government sector:
Long-term securities ... ..oooocoouocoooaeaaas -3 —13 ] 12
Short-term securities_. . [ 8 9' 11
Foreign series securities 143 ~18 —=30 -20
F. Industrial-commercial sector:
Securities ISSUEd ..o onoo oo ceiimieeeaan 1 86 26 16
Long-term 10anS_ . _.o.o.o___ -1 -2 -3 —4
Short-term loans_ .. cceocooan 24 20 32 . 35
G. Foreign sector:
Long-term funds...._.._..___ 34 22 49 19
Short-term credits..........-. 33 42 64 329
H. Financial sector:
Long-term securities. I 55 —4 -15 K.
Short-term securities. 45 34 58 31
Short-term loans 23 17 30 31

Source: Tables 4-11. 5
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To be sure, the Federal Government and the industrial-commercial
sectors reduced their long-term borrowing in three of the last four
quarters, but they stepped up materially their short-term borrowing,
with the short-term credits to the industrial-commercial sector
exceeding, on the average, the prior year’s loans by 28 percent. Loans
to the foreign and the financial sectors in all four quarters were sub-
stantially higher than a year ago, while credits extended to the agri-
culture and consumer sectors were moderately larger. Even the State
and local government sector borrowed more heavily than in the pre-
vious year, except for long-term bonds during July-September 1974.

A somewhat different picture emerges from Table I-13, which
compares the credit flows In constant dollars. In real terms the drop
in housing credits was more pronounced; while the Federal Govern-
ment and the consumer sectors also show borrowing decreases (in
three of the past four quarters). Each of the other five sectors ex-
perienced decreases in long-term loans in several quarters during the
last 12 months, but these declines were more than offset by sharp
increases in their short-term borrowing, especially by the industrial-
commercial, foreign and financial sectors.

For all eight economic sectors taken together, total long-term
credits extended in the year running from October 1973 through
September 1974 were about one percent less than during the preceding
12 months, measured in current dollars. Measured in constant dollars
they were about seven percent lower. However, short-term credits
extended in the eight sectors in the past year were about 29 percent
higher than in the prior year when measured in current dollars. In
constant dollars, aggregate short-term credits were about 18 percent
greater than in the prior year. In other words, the 12 months ending

" in September 1974 was a period of credit expansion, rather than the

commonly believed credit contraction.

TABLE I-13.—~COMPARISON OF CREDITS EXTENDED BY ECONOMIC SECTOR, QUARTERLY AMOUNTS IN CONSTANT
DOLLARS

{Percent change]

1973/1972 1974/1973
Economic' sector 4th quarter 1st quarter 2d quarter 3d quarter
A. Housing sector: )
Mortgage loans___ . A —26 —29 —21 —~25
Construction loans. - T2 . =29 —32 —41

B. Agriculture sector: . -
Farm ownership loans_ - - . =5 —b6 +2
Farm operating loans 7 2 —14
-C. Consumer sector: . L .
Installment loans_...._. ) T8 —1 —7
Non-instalilment-foans _ - T o - R A -3 - =5
D. State and Local Government sector: . .
Long-term bonds_______________..____________ -4 —5 1 —36-
Short-termnotes.____________________________ 5 13 14 6
E. Federal Government sector:
Long-term securities_ -39 —21 —15 41
Short-term securities_ - —3 —2 —1 0
Foreign series securiti - 125 —25 —36 —28
F. Industrial-commercial sector ’
Securities issued —12 76 17 5
Long-term loans...... -7 -7 —10 —14-
Short-term loans 19 14 23 22
G. Foreign sector:
Long-term funds. ... ______________.___. 8 —6 14 =9
Short-term credits... ... . _____.____ 7 9 ‘26 227
H. Financial sector:
Long-term securities. .. _________.....________ 45 —-12 —23 32
Short-term securities 35 23 44 18
Short-term loans_. ... ... _________ 15 7 19 19

Source: Tables 4-11.
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Comment - - :

As will be recognized, analysis of credit extensions to the major
economic sectors, with appropriate distinctions between long-term and
short-term loans, provides a very clear and comprehensive picture of
how, and to what extent, each sector is affected by policies of credit
ease or credit tightness. Since the object of changes in Federal Reserve
credit policies is to bring about changes in the availability of credit
funds and the levels of interest rates, one would think that the Federal
Reserve Board and the Federal Open Market Committee would have
statistics such as those presented in the preceding sections so that they
could judge the impact and effectiveness of their credit policy decisions.

Unfortunately, this is not the case. As evidenced by the statistics
appearing in the Federal Reserve Bulletin, the analyses referred to in the
Records of Policy Actions of the Federal Open Market Committee and
the Federal Reserve Board’s quarterly assessment of financial develop-
ments that it prepares for the Joint Economic Committee, most of the
financial data brought to the Federal Reserve Board’s attention are
balance shéet figures. Even the highly regarded “flow of funds”
statistics published by the Board are balance sheet figures of outstand-

ing indebtedness of different sectors, loan holdings by identifiable
groups of financial institutions and calculated net changes thereof.

To be sure, the Federal Reserve Bulletin does contain statistics on

installment credit extensions and new long-term security issues of

State and local governments and of corporations.” But all the other
loan and investment data appearing in the statistical tables published
in this Bulletin are shown either as outstanding debt figures or as assets
held by different types of financial institutions. While these balance
sheet figures are useful to those who want to know how much debt is
outstanding or which institutions hold various kinds of loans or secu-
rities, they are not very informative on what occurred in the credit
markets during a particular month or quarter.

To ascertain what happened in a credit market sector during a
month or quarter, it is necessary to obtain statistics on credit exten-
sions.?® To enhance their usefulness, the credit statistics should dis-
tinguish long-term loans (over one year) from short-term loans (up to
one year) for clearly identifiable economic sectors, as described in the
preceding sections. :

Considering the fact that many “gross flow’” credit statistics already
exist (some published, some unpublished) # and that others can be
estimated (either along the procedures used in this study or by other
methods) or compiled through periodic surveys, it is difficult to
understand why the Federal Reserve Board and its staff do not assess
credit market developments in terms of loan extensions to each
major economic sector. Undoubtedly, they recognize that measuring
growth rates of outstanding credit balances or calculating net changes
in amounts outstanding or held on two successive dates are exercises
in comparative statics. But the ‘“real” economy, which the credit
policies seek to influence, comprises such dynamic forces as business
capital outlays, consumer expenditures, housing construction and othre
activity affected by availability of credit.

25 The Federal Reserve Bulletin formerly published statistics on new long-term security issues of the U.8.
Treasury and Federal agencies, but these series terminated, as of the end of 1973,

26 Since many credit extensions, especially mortgage loans, are pursuant to commitments issued some time
earlier, comparable data on commitments to make loans should also be obtained.

27 See Appendix A for details.
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With due allowance for appropriate leads or lags, relating statistics
on credit extensions to the relevant economic activity measurements is
bound to improve the precision of credit market analyses since both
kinds of data would be activity quantifications. Greater precision, in
turn, should lead to more accurate appraisals of conditions in the
capital and credit markets not only by the Federal Reserve staff, but
also by the multitude of economists, statisticians and others who try
to interpret financial statistics. Who knows—the accuracy stemming
from making more relevant comparisons might even improve the
track record of econometric models that are used for economic
forecasting. ‘

To conclude, the Federal Reserve credit authorities shoulder heavy
responsibilities as they seek to steer the U.S. economy between the
shoals of inflation and recession. Right now the economy is aground on
both, a circumstance that can be partially blamed on faulty economic
intelligence. The Federal Reserve Board and the Federal Open
Market Committee are assailed by the monetarists for not paying
enough attention to the growth rate of the money supply. Spokesmen
for the Federal Reserve respond that the credit authorities should
take into account the levels of interest rates and conditions in the
credit markets in addition to the money supply. Their case would be
a lot stronger if the assessments of conditions in the credit markets
were based on credit activity statistics that bear directly upon economic
activity.?®

28 Privately, Federal Reserve Board staff contend that lenders would have difficulty in reporting on busi-
ness loans and other credit extensions, despite the fact that monthly statistics on ‘‘gross flows"”” of mortgage
loans (including secondary market transactions) and consumer installment loans are collected from the
important lender groups including commercial banks. Life insurance companies also report on their security
acquisitions. The staff further contend that commercial banks might withdraw from the Federal Reserve
System, if their reporting requirements became too burdensome. If this becomes a real problem, the requisite

reporting could be made mandatory for all financial institutions benefiting from Federal Government
deposit insurance.




Cuaprer I1. FiNancING SPECTLATION AND OTHER CREDIT DIVERSTONS

Commercial bankers and officials of other supervised financial
institutions earnestly believe that the loans they make and the securi-

ties they purchase adequately respond to the credit needs of the com-,

munities in which they are located and are consonant with national
social priorities. Their trade associations point with pride to their
large holdings of residential mortgage loans, their programs to help

‘rehabilitate inner city properties, their participation in small business

loans, their provision of agricultural credits and their holdings of
municipal securities issued to finance the Nation’s infrastructure’ of
public facilities.

From this viewpoint, these private financiers have difficulty in
understanding why Federal and State legislatures enact laws establish-
ing public credit programs under which Federal and State credit
agencies are authorized to make and/or purchase loans for housing,
agriculture, small business and public facilities. By the same token
leading members of the financial cothmunity are deeply distressed by
legislative proposals that would require financial institutions to invest
at least specified percentages cf their assets in designated ‘‘social
priority” loans and investments, or would prescribe  supplementary
reserves to be held against earning assets, with preferential lower
reserves for ‘“‘social purpose’’ loans, or would authorize public agencies
to issue enforceable credit allocation guidelines.

It should be recognized that the sharp differences between the views
of many members of the private financial community and those of
Federal and State legislators stem largely from the basic dilemmas
confronting financial institutions. Because of their fiduciary responsi-

bilities to safeguard -the deposits, reserves and other funds entrusted.

to them, these financial institutions are expected to acquire only good
quality loans and investments, eschewing speculative credits and
transactions. Yet to maximize earnings (the usual way by which their
success is measured) they frequently turn to riskier loans (with higher

interest rates to compensate for credit risks), credits in anticipation of '

price changes and other kinds of speculative transactions.

If these improvident financial operations lead to losses and eventual
insolvency, the private financial community expects the Federal and/or
State regulatory agencies to take corrective action (by support,
termination or merger) in such a way as to create minimum disturbance
to other financial institutions in the area. Meanwhile, these other “well
managed”’ financial institutions periodically seek broader loan and
investment powers and authority to provide additional services, which
they contend would improve their capability to serve the needs of the
community. Simultaneously, they press for fewer administrative
regulations and restrictions on their operations.

This continuing conflict between the public regulatory bodies
(legislative and administrative), who feel that they must protect “the

public’s interest” in monitoring the way private financial institutions -

(27)

47-392—75——3
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operate, and the financial institutions that wish to be ‘“unshackled”
from constraining regulations should be borne in mind in any assess-
ment of the lending operations of “supervised financial institutions.”
For unlike non-financial businesses, these financial institutions have
unique powers that permit them to hold funds of the general public
(including insurance or pension reserves); and in the case of com-
mercial banks, they also have the unique power to create money on
the basis of their fractional reserves.

During the past year, despite the slowdown in economic activity,
the Nation has experienced one of the sharpest rises of prices since
World War II. This inflation, which has eroded the purchasing power
of the fixed return assets held by financial institutions, has been
attributed by various analysts to the rapid growth of the money
supply, material shortages, price hikes by the cartel of oil producing
countries, and other “cost-push’ or “demand-pull”’ forces.

By and large, the role played by financial institutions in this
inflationary economy seems to have been overlooked. It is frequently
assumed that financial institutions respond passively to emerging
credit needs; and as the economy expands, so do the volume of credit
extensions. But in an economic environment of bank holding com-
panies and other means for promoting corporate growth, these financial
institutions, particularly the large commercial banks, have become
qglite aggressive in seeking to attract funds and to put them to profit-
able use. :

Motivated by targets for increasing growth rates and larger market
shares, and stimulated by the desire for greater earnings and higher
rates of return per share, the managements of many large banks (and
other financial institutions) have striven to expand their institution’s
operations. They rapidly increased the number and size of foreign
branches, moved aggressively into direct lease financing, provided
extensive credits for the acquisition and holding of land, expanded
considerably trading operations in currencies and securities and
furnished financing for the heavy accumulation of business inventories
in the past year. In addition, they extended loans to finance company
take-overs, corporate purchases of their own outstanding shares and
“luxury type’’ expenditures by middle and upper income families.

In an economy beset by rapidly rising prices in virtually all sectors,
these credit extensions and fund diversions contributed to prevailing
inflationary pressures by helping to step up demand for resources
with limited supplies and by siphoning funds out of already tight
credit markets. Partially due to these forces, interest rates spurted
to historic highs in many capital market sectors. Since a large part
of the foregoing list of credits and fund allocations were in anticipation
of further increases in prices (and interest rates), they were helping
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to finance the growing volume of speculation that generally arises
in periods of raging inflation.

This chapter seeks to identify and quantify, to the extent feasible,
the various ways by which credits were used to finance speculative
- activity dnd to accommodate business anticipatory borrowing. It
also examines several kinds of fund diversions and reports on recent
efforts to monitor the lending operations of commercial banks.

1. Speculative Activity and Credits for Speculation

By definition, speculation involves the entering into a transaction or
venture, the profits of which are conjectural or subject to chance,
i.e., buying or selling with the expectation of profiting by fluctuations
in price. Speculators perform a useful economic function in markets
subject to fluctuating prices such as commodity and currency markets
in that they provide a counterpart for hedging by producers and
processers and by exporters and importers against adverse price
changes. Speculative considerations are also entertained by those who
acquire securities or land in anticipation of price increases.

By their nature, speculative transactions are risky undertakings,
resulting in losses as well as gains to those who speculate. Accordingly,
speculators are expected to use their own funds rather than borrowed
funds to finance speculative undertakings. Nonetheless, in years past,
bank credits were used extensively to finance stock market operations.
Of more recent vintage are the credits extended by various financial
institutions to finance the acquisition and holding of land. In addition,
commercial banks have engaged for their own account in currency
transactions and in trading of debt securities. These undertakings
are detailed below.

(a) STOCK MARKET CREDITS

As may be recalled the stock market boom of the 1920’s was fueled,
in part, by the ready availability of credits. Brokers loans rose from
$1.5 billion on -September 30, 1923 to $8.5 billion on October 4, 1929,
while loans to brokers and dealers, secured by stocks and bonds, made
by the weekly reporting commercial banks in New York City increased
from $2.8 billion on October 6, 1926 to $6.8 billion on October 2, 1929. !

In the current market, stock market credits have been sizeable,
despite the slump in stock prices and margin requirements ranging
between 50 and 65 percent. As detailed in Table II-1, margin credits
by commercial banks and by brokers (primarily financed by bank loans)
totaled $5.1 billion at the end of September 1974, compared to $7.0
billion last year and $9.1 billion two years ago. Non-margin stock
credits at banks totaled $2.1 billion on September 30, 1974, compared
to $1.9 billion a year ago.

! Federal Reserve Board, Banking and Monetary Statistics, (Washington, D.C., 1943), pp. 494, 497, 498.
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, TABLE Il-1.—STOCK MARKET CREDITS
[Dollars in millions]

Margin credits by Nonmargin  Total stock
credits by market
Brokers Banks Total banks credits
(¢)) @ (&) (C)) (5)
N NA A
$4, 054 $900 $4,954 $1,145 $6, 099
NA NA
NA NA NA NA NA
4,531 861 5,392 1,137 6,529
3 807 5,783 1,228 7,011
5, 208 782 , 990 11 7,172
5,700 835 6,535 1,197 7,732
6, 896 951 7,847 1,158 9, 005
7,792 955 8,747 1,644 10, 391
8,083 1,008 9,091 1,871 10, 962
8,180 9, 045 1,896

7,468 879 8,347 1,862 10, 209

6,414 953 7,367 1,973 !
September. 5,949 1,005 6,954 1,909 8,863
4December .................................. 5,251 1,131 6,382 1,866 8,248
A 5,519 1,008 6,527 1,869 8,396
5, 260 1,033 6,293 2,064 8,357
4,173 922 5, 095 2,051 7,146

Source: 'Federal Reserve Bulletin.””
(b) LAND AND LAND DEVELOPMENT LOANS

The rapid build-up of the suburban rings surrounding the Nation’s
cities, especially the larger ones, during the past three decades left in
its wake isolated pockets of unimproved land held off the market by
owners who expect to reap large profits when the land is finally sold
to developers. In the outer portions of suburban areas now undergoing
development, pockets of land are being withheld from the market by
owners who expect to sell at much higher prices when the adjacent
areas are fully built.

Withholding of land lying in the path of urban growth tends to
drive up the price of the remaining scarce land. It contributes to urban
sprawl, uneven suburban growth and sometimes leads to duplicate
costs in the provision of needed public facilities. Nevertheless, such
land speculation is tolerated as a necessary part of our free enterprice
system. . :

yMore difficult to fathom is the role financial institutions play in
helping to finance such land speculation. As shown in Table I1-2, land
and land development loans held by significant mortgage lending in-
stitutions more than tripled in less than four years, rising from $3.7

billion at the end of December 1970 to $12.6 billion on September 30,

1974. Contributing to this sharp increase has been the growth of land
loans acquired by the five lender groups covered by the Table, with
aggregate loan acquisitions advancing from $4.7 billion in 1971 to
$8.4 billion in 1973.2

3 Statistics appearing in this table were not compiled prior to 1970;
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TABLE |1-2.—LAND-AND LAND DEVELOPMENT LOANS BY SIGNIFICANT MORTGAGE LENDING .INSTITUTIONS

{Dollars in millions]

Real

Savings estate
Commer- and loan Mortgage  invest-  Mutual
cial  associa- com- ment  savings
banks tion panies trusts banks Total
M @ 6) * O) ®)
A. Loans acquired:
1971 $2, 286 $759 $728 $879 $79 $4,731
2,039 1,188 1,062 1,495 176 5,960
1973. 3,552 1,127 1,181 2,421 145 8,426
1974 (9 mo.) 2,387 788 700 913 110 4,969
B. Loan holdings:
1970 (Dec. 31). ... 1,546 1, 055 385 584 122 3,692
2,417 1,248 595 983 136 5,379
2,577 1,745 1,187 1,966 207 7,682
4,176 2,136 1,348 3,303 260 %;, g;g

4, 457 2,262 1,874 3,324 282

Sources: Department of HUD: “Supply of Mortgage Credit, 1970-72"; unpublished results of monthly surveys of
mortgage lending conducted by FDIC, FHLBB and SEC; mortgage company data for 1971-73 estimated by HUD staff.

As will be noted, three of the lender groups (commercial banks,
savings and loan associations and mutual savings banks) are deposi-
tory institutions. The other two (mortgage companies and real estate
investment trusts) are heavily financed by commercial bank credits
classified as loans to non-bank financial institutions other than sales
and personal finance companies. For the 330 weekly reporting large
commercial banks these loans jumped from $15.5 billion at the end o
September 1971 to $34.4 billion on September 30, 1974. . -

While some of the land financed by these loans 1s awaiting construc-
tion scheduled in the near future, much of it is being held for ‘“long-
term investment”’ purposes, to be sold at prices expected to yield a
handsome profit after allowance is made for the cumulative costs of
annual interest charges, property taxes and hazard insurance in
addition to the costs of acquisition and development.

(¢) CURRENCY TRANSACTIONS

Each of ‘the large multi-national commercial banks found it advan-
tageous to open up one or more branches in foreign countries. They
were joined by a number of smaller banks who for reasons of prestige,
profit or both also established foreign branches. As a result, the
number of foreign branches of Federally chartered national banks
multiplied five-fold from 93 at the end of 1960 to 497 at the close of
1970. In the next three years they expanded by another 45 percent to
reach 621 branches at the end of 1973. At that date there were also 73
branches of State chartered banks that are members of the Federal
Reserve System (see Table 11-3).2 ’ ’

8 Statistics on the number of foreign branches of State member banks are not available for dates prior to
December 31, 1972,
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TABLE [1-3.—CURRENCY TRANSACTIONS OF FOREIGN BRANCHES OF U.S. BANKS!

[Doliar amounts in billions]

State member banks All member banks
National banks (Dec.31) (Dec. 31) (Dec. 31)

1972 1973 1972 1973 1972 1973

Number of branches_...__.._..___... 566 621 62 73 628 694

Totalassets.. ... . _....._ $54.7 $83.3 $22.7 $34.7 $77.4 $118.0
Future contracts for foreign exchange

and bullion:

Tobuy ool ... $23.1 $38.9 $11.0 $14.5 $34.1 $53.4

Tosellooo oo 22.0 37.9 10.8 14.5 32.8 52.4

Totalomee o 5.1 76.8 21.8 29.0 66.9 105.8

¥ Excludes nonmember barks (which had a small number of foreign branches).
R Source: Data furnished by Comptroller of the Currency and Federal Reserve Board.

Total assets held by the foreign branches of national banks mush-
roomed from $1.6 billion at the end of 1960 to $38.9 billion on Decem-
ber 31, 1970 and $83.3 billion at the close of 1973.* On the latter date,
foreign branches of State member banks held $34.7 billion of assets
so that the total assets held by foreign branches of all member banks

| aggregated $118.0 billion at the end of 1973,% of which about 92 percent
| constituted claims against foreigners. Of the claims against foreigners,
| about two-thirds represented claims against other banks. In other
| words, a large part of the activities carried out by the foreign branches
‘ of U.S. banks involved transactions with other banking institutions.
| From newspaper accounts reporting on the closing of the Franklin
| National Bank in New York and from the stories regarding the closing
of Bankhaus I. D. Herstatt,® a West German bank, there is no longer
any mystery as to what the majority of these inter-bank transactions
comprise. They involve the buying and selling of foreign currencies
and bullion in anticipation of price changes, i.e., currency speculation.
The extent of such currency speculation is revealed by the fact that at
the end of December 1973 (the latest available figures) future con-
tracts to buy or to sell foreign exchange (currency) and bullion for
foreign branches of all member banks aggregated $105.8 billion, or 90
¥frcent of their total assets at that date ($118.0 billion). (See Table

-3.) '

As noted above, there is nothing wrong with currency speculation
per se since it provides a necessary counterpart for those who have to
buy or sell forward exchange as a hedge against currency fluctuations.
And there is nothing wrong when commercial banks buy and sell
foreign currencies to assist American exporters and importers and to
accommodate American and foreign tourists. But there is reason to
question the degree of currency speculation by the foreign branches
of U.S. banks, particularly in periods of credit stringency within the
United States amid an economy rife with inflationary pressures.

It is recognized that most of the funds used for currency speculation
are obtained from deposits received from foreigners living abroad and
that when losses occur, they are written off againt the earnings of the

4+ Assets and liabilities of foreign branches of U.S. banks are not counted in the usnal statisties of com-
mercial bank balance sheets that appear in the Federal Reserve Bulletin.

5 Foreign branches of non-member banks held assets totaling $3.9 billion on that date.

¢ Reported losses to American banks resulting from this closing tnclude $22.5 million for the Seattle First
National Bank, $13 million for the Morgan Guaranty Trust Company, and $10 million for the First National
City Bank of New York. (Business Week, September 28, 1974, p. 47)
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foreign branches. But when the losses are large, they necessarily are
reflected in the U.S. bank’s consolidated financial statements and
they could contribute to bank insolvency -as was the case of the
Franklin National Bank. In such instances, the currency trading
activities of -the foreign branches do have a bearing on the parent
bank’s financial position, which, in turn, affects its domestic lending
operations. :

(d) TRADING ACCOUNT SECURITLES

Most commercial banks, especially the small and medium sized
institutions, confine their security investment activity to the purchase
and holding of debt securities, including Treasury, Federal agency and
municipal securities. In contrast, a number of the larger banks have
found it advantageous to establish trading departments to buy and
sell securities in the secondary market. Their traders try to outguess
the traders of other commercial banks, investment banking firms and
others active in this market as to prospective changes in security
prices and interest rate levels. )

As shown in Table II-4, commercial bank security trading has
grown appreciably over the past few years, with the ageregate amount
of trading account securities held rising from $3.2 billion, or 2.5 per-
cent of total securities held by commercial banks at the end of 1969, -
$8.7 billion or 4.6 percent at year-end 1973. As of June 30, 1974,
trading account securities held by commercial banks totaled $6.4
billion, or 3.3 percent of their security holdings, compared to $3.0
billion held on June 30, 1970, or 2.3 percent. . :

TABLE §1-4.—COMMERCIAL BANK TRADING ACCOUNT SECURITIES
{in millions of dollars] )

v

\ . Ratio: Trading
account

Trading . securities

account Investment Total to total

Date securities securities. securities ' securities

. (percent)

m @ . ® - - ®

%g?g DeCembEr v e e eccccicn mcrccememaan e 3 $3,186 $123,370 $126, 556 2.5
JUR e e e e mamemam 2,979 124,722 127, 691 2.3

5, 666 148, 403 154,069: - 3.7

4,131 154,194 158,325 -0 . 2.6

5,310 165,041 . 170, 351... 3.1

3,351 169,167 . 172,518 19

5,154 180,045 185,199 2.8

4,712 175, 111 179, 823 2.6

8, 659 181, 188 189, 847 4.6

6,373 184, 316 ., 190, 689 3.3

Source: Federal Deposit Insurance Corporation “‘Assets and Liabilities—Commercial and Mutual Savings Banks."”

Here again, there is nothing wrong or illegal about banks engaging
in extensive security trading as a means of earning additional income.
But when a commei cial bank suffers losses from its trading operations,
and then seeks to conceal the losses by false accounting records, these
practices deserve to be questioned. In early October 1974, the Chase
Manhattan Bank disclosed that it had uncovered false records by its
bond trading department intended to conceal some $34 million lof
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losses the department had experienced on an $800 million bond port-
folio. As a result, the bank’s quarterly income was reportedly reduced
by $15 million. The vice president in charge of the department was
fired, & victim of the continuing pressures within banks to maintain
targeted growth rates of income, however earned.’ '

2. Accommodating Anticipatory Borrowing

One of the earmarks of an inflation-prone economy is the rapid
growth of business inventories measured in constant dollars. Fearful
that rising prices and interest 1ates would increase the future costs of
inventory acquisitions, various non-financial businesses have stock-
piled critical raw materials, partially finished goods and final products.
In doing so they bid up the prices of these materials, goods and prod-
ucts, helping to bring about the higher prices they anticipated.

TABLE 11-5.—STOCK OF BUSINESS INVENTORLES IN CONSTANT (1958) DOLLARS

fIn millons of dollars])

Manufac- Other
Total turing  Wholesale Retail Farm industries
(&) 2 (&) ()] (5 ®)
$197.1 $91.5 $25.8 $39.1 $26.7 $14.1
198.2 91.9 26.1 39.5 26.7 14.1
199.5 92.4 26.4 39.8 36.7 14.2
200.6 93.0 27.2 39.1 26.8 14.5
202.2 92.7 27.1 40.5 27.1 14.7
203.7 92.7 27.4 41.3 27.4 15.1
p - R 204.8 91.9 27.6 42.5 21.7 15.2
1972December ...................... 205.7 91.6 28.4 42.7 27.9 15.3
Mareh_ . ooeeeeeme oo 206.9 91.9 28.5 43.0 28.1 15.5
E L] - S 209.6 92.4 28.7 43.4 28.3 15.8
September. ... 210.7 93.6 29.2 43.5 28.5 16.0
73December... ________ 212.9 94.4 29.6 44.1 28.6 16.3
A 214.8 95.2 29.5 44.3 29.0 16.4
216.7 96.1 29.6 45.1 29.4 16.5
218.7 97.1 29,6 45.6 29.9 16.6
223.7 99.0 30.6 41,0 30.4 16.8
226.4 100.6 31.3 46.7 30.7 16.9
228.4 10L.5 31.8 46.9 31.3 17.0
229.2 102.1 31.7 46.5 317 17.1
Percent change:

1973/1972: December............ +5.1 +4.9 +3.4 +6.6 +6.3 +3.1

1974/1973:
+5.4 5.7 6.1 +5.4 +5.9 3.0
+5.4 +5.6 +7.4 +4.0 4-6.5 +3.0
+4.8 +5.1 +7.1 +42.0 +6.0 3.0

Source: Bureau of Economic Analysis, Department of Commerce.

Table II-5 depicts the continuing increases of business inventories
measured in constant (1958) dollars. As will be noted, with few
exceptions, the stock of inventories has grown increasingly large in
each sector during the past five years. In the last 12 months, real
inventories rose at annual rates in excess of five percent, particularly
in the manufacturing, wholesale and farm sectors. Since the overall
economy has been sluggish throughout most of the last year, with real
GNP actually declining in each of the first three quarters of 1974, these
heavy inventory accamulations have grown disproportionately large.

7 Buasiness Week, October 5, 1974, p 34. Falsification of bank records is a reprehensible act, irrespective of
the reason as to why it was done. R
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In the current period of slackening production and disappointing
sales, business managers are now finding these swollen inventories
anacceptable as they seek to cut costs in the wake of declining profits.
Whereas a year ago they were prepared to build up their stocks to
assure steady production in the face of rising costs, now they are
beginning to pare these inventories to reduce carrying charges and
business losses. The sudden turnaround in views regarding inventory
accumulations is already resulting in fewer replacement orders, which,
coming at a time of general economic slowdown, will serve to deepen
the developing recession and to exacerbate the accompanying level of
unemployment.

Although the heavy accumulation of inventories can be attributed
mainly to the apprehensions about rising costs and optimism regarding
sales prospects, the relative ease at which short-term credits were
available undoubtedly helped to dispel any lingering doubts business
managers might have had as to whether to build up inventories. The
tremendous expansion of short-term commercial and industrial loans
by commercial banks, with extensions rising from $393 billion in the
first three quarters of 1973 to $467 billion in the corresponding period
in 1974,% evidences that they experienced little difficulty in obtaining
increasingly larger loans. Comparable increases in bankers acceptances
and commercial paper issuances by non-financial companies attes
further to this credit ease.® :

To be sure, these loans were being negotiated at increasingly higher
interest rates. But the industrial and commercial businesses evidently
were willing to pay these higher rates, since over half of the resultant
interest costs would be paid by the Federal and State governments
because of the deductibility of interest costs under Federal and State
income taxes.!® As a result, they effectively outbid housing and
possible other sectors for the available supply of funds.

As a general rule, commercial bank loan officers and other lenders
apparently did not probe too deeply in their credit analyses of the
commercial and industrial loans to inquire whether the borrowers
were accumulating excessive inventories. So long as the loans were
adequately backed by collateral (albeit at inflated prices), they con-
cluded that the loans were sound and they consequently approved
them. In a sense, these bankers and the other lenders “sat impas-
sionately at their cash registers” approving and disbursing all sorts of
commodity loans, secure in their collective belief that each loan was
sound because it was fully collateralized. But as the number of business
failures rises in the current recession, some loan losses can be expected.

While most banks and other lenders will probably escape sub-
stantial losses, unless they are unfortunate enough to have a con-
centration of bad loans, their over-indulgence in accommodating
business anticipatory borrowing remains a cause for concern. By pro-
viding the means of financing for the heavy inventory accumulations
they were literally the “hand maidens” of this kind of business specula-
tion, that served to accentuate inflationary pressures and helped to
set the stage for the precipitous economic downswing now in force.

8 See Table A-12in Appendix A.
* Ses Table A-12 in Appendix A,
10 Discussed in the next chapter.
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3. Fund Diversions

When credit funds are in tight supply, questions arise, especially
from those whose credit needs are not being accommodated, as to
whether there are fund diversions out of the U.S. credit markets.
Two kinds of diversions are examined in this section—loans to foreign
borrowers and direct lease financing by commercial banks.

(a) LOANS TO FOREIGN BORROWERS

As detailed in chapter one,!! commercial banks and other lenders
materially stepped up their credit - extensions to foreigners during
each of the past four quarters, as compared to the amounts loaned out
in the corresponding quarters of the previous year. But these credit
increases do not necessarily mean that there was a diversion of funds
out of the U.S. credit markets, since they were more than offset by an
expansion of foreign deposits at U.S. banks. A realistic assessment of
these supposed fund diversions requires a comprehensive analysis of
the sources and uses of funds vis a vis the United States for the finan-
cial institutions that deal in international credits.

Four groups are reviewed below: (1) Domestic operations of U.S.
banks, (2) U.S. agencies and branches of foreign banks,? (3) non-
banking concerns in the U.S., and (4) foreign branches of U.S. banks.

(1) U.S. Banks.—Short-term claims of U.S. banks on foreigners
(primarily loans and acceptances) doubled from $9.9 billion at the end of
1973 to $19.8 billion on September 30, 1974, while long-term claims rose
from $4.8 billion to $5.6 billion so that total claims advanced from
$14.7 billion to $25.4 billion (see Table II-6). Meanwhile, total liabili-
ties of U.S. banks to foreigners (mainly deposits, including certificates
of deposits) grew from $22.6 billion to $33.3 billion.

Although the net liability position of the U.S. banks to foreigners
was just $60 million larger on September 30, 1974, as compared to the
end of 1973 ($7,958 million versus $7,898 million), total claims as a
percentage of total liabilities advanced from 63 percent to 76 percent.
Hence, relatively more funds were flowing out of the U.S. through
the U.S. banking system than were coming in.

11 See Table I-10 and accompanying text.

12 At the request of Jaint Economic Committee staff, the Treasury Department retabulated its statistics
on U.S. banks liabilities to, and claims on, foreigners to show separate figures for (¢) U.S. banks and ()
U.S. agencies and branches of foreign banks.
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TABLE [1-6.—U.S. COMMERCIAL BANKS DOLLAR CLAIMS ON, LIABILITIES TO, FOREIGNERS

[In millions of dollars]
A. CLAIMS ON FOREIGNERS

Short-term claims

Long-term Total
Date Loans  Acceptances Other Total loans claims
(€3] @) [©)] (O] [©)] (
1970:
March__._____..__. $2,611 $2,612 $429 $5, 652 $2,738 $8,390
June....o.__.____._ \ , 7195 502 , 81 , 719 8,534
September._.______ 2,548 2,525 486 5, 559 2,674 8,233
December..._._._._ 2,355 3,438 562 6,356 , 612 8,968
March__._______... 2,289 3,456 557 6,302 2,644 8,946
June._._.._.._._._ 2,650 3,302 559 6,511 2,781 3,292
September_._______ 2,982 3,289 735 7,006 2,990 9, 996
December...._....._ 3,819 3,455 568 7,841 3,168 11, 009
Mareh_ oo 3,319 3,497 1,235 8,051 3,336 11,387
June.. .o _._.oo... 3,830 2, 651 1,205 7,685 3,671 11, 356
September_____.___ 3,971 2,260 1,350 7,620 3,954 11,574
3pecember .......... 4,418 2, 365 1,327 8,110 4,206 12,316
March. ..o 4,999 2,439 2,055 9,493 4,378 13,871
June__._.__. 5, 501 2,735 1,440 7,676 4,619 12,295
September X 2, 540 1,692 9,196 4,352 13, 548
December_......... 5, 520 2,886 1,577 9,983 4,751 14,734
6,644 3,800 3,001 13,445 4,786 18,231
8,632 5,905 3,519 18,057 5, 669 23,726
8,199 7,542 4,060 19,801 5, 551 25,352
B. LIABILITIES TO FOREIGNERS AND BALANCE
L

! Net claims
Short-term liabilities N
Long-term Total  net liabilities

Date Deposits Other Total fiabilities liabilities -

1970:

March.._..__...._. $19,293 $6, 458 $25,751 $1,291 $27,042  (--$18,652)
June__.__.________. 19,331 5,467 24,798 1,085 s —17, 349)
September. .___._.. 18,114 4,170 22,2814 855 23,139 2—14, 906)
14,947 2,865 17,812 690 18, 502 (-9, 534)
11,012 4,084 15, 097 530 15,627 (—6, 681)

9, 885 - 3,914 13,793 333 14,132 (—4,840

9,778 3,563 13,341 187 13,528 (—3,532
88,162 4,6 12,818 200 13,018 (—2,009)
8,070 . 4,531 12,601 211 12, 812 (—1,425)
9,311 , 820 14,132 242 14,374 (—3,018)
9,185 5,294 14,478 225 14,704 (—3,130)
10, 523 5,984 16, 507 217 16,724 (—4, 408)
9,971 6,208 16,179 468 16, 647 (—2,776)
11,423 7,583 19,012 450 19, 462 5—7. 167)
September. ___._... 11,329 . 8,236 19, 565 477 20, 042 —6,494)
December___.__.... 14,175 7,970 22,145 \ 487 22,632 (~7,898)
March_ . ooene. . 14,364 11,294 25, 658 408 - 26,066 5—7, 835)
June.....______._.. 16, 764 12,594 29,358 462 29, 820 -6,094)
September_.._._._.. 17,288 15, 807 33,095 215 33,310 (—17,958)

1 Includes certificates of deposit and intrabank liabilities.
Source: Special tabulation by Office of International Affairs, Treasury Department.
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(2) Agencies and Branches of Foreign Banks.—For the U.S. agencies
and branches of foreign banks a different pattern emerges. Whereas
total claims of such bank offices on foreigners increased from $6.3
billion at the end of 1973 to $8.7 billion at the end of September 1974,
their total liabilities to foreigners rose from $12.1 billion to $16.0
billion and their net liabilities expanded from $5.8 billion to $7.3
billion (see Table II-7). As a result, their claims on foreigners as a
percentage of liabilities to foreigners edged upward from 52 percent
to 54 percent, a minor change compared to the large increase registered
by the U.S. owned banks. On the whole, the U.S. agencies and branches
of foreign banks were bringing in more funds to the U.S. credit markets
than they were drawing out.

(3) U.S. Non-Banking Concerns.—In contrast to the net liability
position found for banks, non-banking concerns in the U.S. had a net
claim position vis-a-vis foreigners. According to the statistics presented
in Table II-8, total claims of non-banking concerns increased from
$12.5 billion, as of December 31, 1973, to $14.9 billion at the end of
September 1974, while total liabilities advanced from $8.2 billion to
-89.0 billion. As a result, their net claims on foreigners grew from $4.3
billion to $5.8 billion. In effect, the non-banking concerns have been
siphoning funds out of the U.S. credit markets for investment abroad.

TABLE H-7.—U.S. AGENCIES AND BRANCHES OF FOREIGN BANKS DOLLAR CLAIMS ON, LIABILITIES TO,
FOREIGNERS
{In millions of dollars]
A. CLAIMS ON FOREIGNERS

Short-term claims

Long-term .
Date Loans  Acceptances Other Total {oans Total claims
(O] @ (€) [C)] ) )
$637 $433 $96 $1, 166 $57 $1,223
7 492 107 1,3 68 ,
681 531 119 1,331 74 ,
693 547 204 1,443 85 1,528
709 593 198 1, 500 99 1, 599
747 688 165 1, 600 117 1,717
846 759 239 1,844 30 1,974
681 788 540 2,008 172 2,180
848 914 755 2,517 194 2,711
923 832 639 2,394 198 2,592
1,006 708 823 2,536 268 2,804
1,254 839 1,151 3,243 328 3,571
1,517 1,043 1,653 4,213 403 4,616
1,816 , 1, 366 4,431 477 908
September_ 1,843 . 1,178 1,663 4,684 528 5,212
; December..._._.... 2,196 1,269 2,304 5,769 576 6, 345
4.
2,434 1,325 2,962 6,721 643 7.364
2,865 1,533 3,578 7,976 717 8, 696
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TABLE 11-7.—U.S. AGENCIES AND BRANCHES OF FOREIGN BANKS DOLLAR CLAIMS ON, LIABILITIES TO,

FOREIGNERS—Continued
{In miliions of doliars]
B. LIABILITIES TO FOREIGNERS AND BALANCE

Short-term liabilities Net claims (+)

Long-term Total net lia-
Date Deposits Other! Total - liabilities liabilities bilities (—)
March $5, 556 $1, 668 $7,224 $160 $7,384 (—1%6,161)
June_. , 665 s , 140 7,734 (—6,358) .

September. 6,033 2,062 8,095 v 144 8,239  (-6,834)
1971Dec:ember .......... 6,377 1,948 8,325 114 8,439 (—6,911)
5,555 1,997 7,552 ' 80 7,632 (—6,033)
5,455 2,118 7,573 75 648 (—5,931)
5,411 1,959 f 54 7,424 (-5, 450)
1,954 5,257 7,212 73 . 7,284 (—5,104)
ll, 879 6,149 8,028 61 8,089 (—5,318)

2,149 7,164 9,313 49 9, 362 —6,770

2,183 7,217 g, 461 45 9, 506 (—6,702
2,783 7,483 10, 266 36 10, 302 (—6,731)
2,670 6,-762 9,432 53 9,485 (—4, 869)
2,895 6,981 9,876 59 9,935 (-5, 027)

September_ 3,121 8 10,761 - 79 10, 840 (—5,628
December. 3,775 3 , 084 55 12,139 (-5, 794;
March_ 3,924 9,121 13,045 31 13,076 (=5,712)
June__ 4,07 9,831 13,909 52 13,961 (—5,265)
Septem 4,100 11, 808 15, 908 84 15,992 (—17,308)

I Includes certificates of deposit and intrabank liabilities.

Source: Special tabulation by Office of International Affairs, Treasury Department.

* _TABLE 11-8.—NONBANKING CONCERNS CLAIMS ON, LIABILITIES TO, FOREIGNERS

{In mitlions of dollars]

i Net claims
i o (+) or net
Claims on foreigners Liabilities to foreigners liabilities”
. s - —) viz
‘ Shortterm Long term Total Shortterm Longterm Total for(eigzlers
i (D, ) [€)) RO (%) ®) Q]
$4,275 ' $2,744 $7,019 $2,234 $2,358 $4, 592 $2,427
4,.557 2,757 7,214 2,387 2,587 4,974 2, 299
4,361 2, 885 7,246 2,512 2,785 5,297 L9899
4,160 2,950 7,110 2,677 3,102 5779 1,23
4,515 2,983 7,498 2,437 3,177 5,614 1,884
4,708 2,982 7,690 2,375 3,172 5, 547 2,143
4,894 3,019 7,913 2,564 2,939 5, 503 2,410°
5,004 3,118 8,112 2,763 3,138 5,901 2,221
5177 3,191 8, 368 2,844 3,093 5,937 2,431
5,331 3,255 8,586 2,925 3,300 6,225 2,361
Septem| 5,495 3,235 8,730 2,933 3,448 6, 381 2,349
December. , 3,493 ) 3,5 3, 688 7,221 2,645
March. . .oeeooo 7,200 3,635 10, 835 3,460 3,874 7,334 3, 501
JuneZ__. ~7,437 3,703 11, 140 3 3 7,292 3,848
September_ 7,809 3,877 11,686 3,757 4,086 7 3,843
4De(:ember .......... 8,575 3,950 12, 525 3,215 3,984 8,199 4,326
A 10, 608 4,045 14, 653 4,695 3,924 8,619 6,034
11, 165 3,965 15,130 5,188 3,549 8,737 6, 393
10,772 4,084 14,856 5, 688 3,341 9,029 5, 827

Source: “Federal Reserve Bulletin,” tables on short- and long-term liabilities to, and claims on, foreigners reported by
nonbanking concerns,
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(4) Foreign Branches of U.S. Banks.—Less than 10 percent of the
resources currently held by the foreign branches of U.S. banks rep-
resent funds obtained from banks and firms domiciled in the United
States. As shown by the statistics presented in Table I1-9, at the end
of September 1974 foreign branches owed to their parent banks in the
U.S. 81.5 billion more than the amounts they obtained from the
parent banks, whereas in prior years they maintained a surplus posi-
tion in relation to their parent banks. In addition, foreign branches
received more funds from other U.S. firms (via issuances of certificates
of deposit bearing higher interest rates than those payable on certifi-
cates issued by the banks located in the U.S. and other liabilities)
than they loaned out to American firms:

Taken together, the data in Table II-9 indicate that during much
of the past year the foreign branches had net liabilities vis a vis U.S.
entities, whereas in prior years they had sizeable net claim positions.
In other words, the foreign branches in the past year have been drain-
ing funds out of the U.S. credit markets.

To recapitulate, although the combined statements for the four
groups indicate that the U.S. receives more funds from abroad than
1t lends or sends out, a reverse pattern appears to have developed in
the past year.

TABLE 11-9.~—~FOREIGN BRANCHES OF U.S. BANKS, CLAIMS ON, LIABILITIES TO, UNITED STATES
[In millions of dollars]

Net claims

Dealings with parent bank Dealings with other U.S. firms (-Ilj)gg{_tr.let

fabilities

Claims  Liabilities Net Claims  Liabilities Net (—)viz U.S.

on to claims on to liabilities entities

a @ @) ® ®) ©) @

1970:

March. o __._...... $12, 066 $693 §11,373 $1,688 $2, 146 $458 $10, 915
June___.. - 12, 089 638 11, 451 , 938 2,189 251 11,200
September. - 10,253 661 9,592 2,124 2, 006 —118 9,710
December.. . - 7,248 716 6, 532 2,491 1,859 632 5, 900
March._ - 4,055 559 3,496 2,714 2, 080 634 2, 862
June___ 2,661 528 2,133 2,191 2,038 —153 2,286
September. . 2,970 501 2,469 2,077 2,514 437 2,032
2Deceml:oer 2,302 658 1,644 2,454 2, 403 —51 1,695
A 1,450 2,480 2,411 —69 1,519
1,636 2,576 2,440 —136 1,772

1,515 2,709 2,575 -134 1, 649

1,116 2, 565 2,504 —130 1,246

767 2,283 2, 854 571 196

1,320 2,601 3,451 850 470

2,890 3,548 658 78

724 3, 000 3,912 912 —188

3,045 2,603 4,502 1,899 1,146

1,185 2,677 5,539 , 862 -1, 707

Source: “Federal Reserve Bulletin,"" tables on assets and liabilities of foreign branches of U.S. banks.

(b) DIRECT LEASE FINANCING

One of the most rapidly growing means of business financing is
equipment direct lease financing wherein the lessor-owner acquires
and retains ownership of capital equipment such as machine tools,
office equipment, jet airplanes, railroad boxcars, barges, farm ma-
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chinery and production equipment. These are leased to the lessee-
user under one of two basic arrangements: finance (or full payout)
leases or operating (or non-full payout) leases. According to the
American Association of Equipment Lessors, Inc., during the 1960’s,
leasing grew at annual rates of between 15 percent and 20 percent
and in the early 1970’s the annual growth rate is estimated at around
15 percent a year. This association estimated that at the end of
1197{’) about $75 billion of equipment was being provided via direct
easing. : ,

In 1963, the Comptroller of the Currency ruled that national
banks may engage in direct lease financing and may incur additional
obligations incident to becoming an owner and lessor of the leased
property. Thereafter various State banking laws were amended
to permit State chartered banks to engage in direct leasing so that
by-late 1973 State chartered banks in 41 States were permitted to

do so.
TABLE 1i-10.—DIRECT LEASE FINANCING BY COMMERCIAL BANKS

[Dollar amounts in mitlions] -

National banks State member banks Insured nonmember
Number of Number of Number of
Date Amount banks Amount banks Amount . banks
()] @ ©)] ®» ®) - ()
Dec. 31, 1969 e ooeeomemeamene $694 353 0} O] M O]
Dec. 31,1970 ______ .- 790 390 [ON 1) ) 1)
Dec. 31,1971.__. . 871 446 0] (O] m 1)
Dec. 31, 1972.___ 1,073 510 (0] (lz (O] 1
Dec. 31, 1973.___ 1,585 590 $563 7 . 1y 1
Apr. 24,1974 _____. - 1,805 623 596 74 ? ¢
June 30,1974 ileeee. 2,107 649 462. 9 $151 2

1 Not available.
Sources: Data furnished by Comptroller of the Currency, Federal Reserve Board, Federal Deposit Insurance Corporation,

Direct lease financing by national banks has increased dramat-
jcally in the past decade, with :the amount outstanding rising from
$24 million at year-end 1963 to $1,585 million at thé end of 1973 and
to $2,107 million, by 649 banks, on June 30, 1974. On the latter
date, 79 State member banks held $462 million of leases and 221
insured non-member banks held another $151 million. Altogether,
commercial banks had $2.7 billion of leased equipment at mid-1974
(see Table 11-10). : e .
By virtue of 1970 amendments to the Bank Holding Company.
Act and a subsequent decision by the Federal Reserve Board to
include personal property leasing among their permissible non-
banking activities, bank holding companies turned to equipment
leasing 1n a big way. By late 1973, over 120 bank holding companiés
had established or acquired leasing subsidiaries, including virtuall
all of the largest commercial banks.'* At-the end of 1973, non-ban

. subsidiaries of the 25 .largest bank holding companies had $937

million of direct lease financing outstanding.*

13 Fortune Magazine, November 1074, p. 51. i R .

14 Steven J. Weiss and Vincent J. McGugen, “The Equipment Leasing Industry and the Emerging Role
of Banking Organizations,” New England Economic Eeview (Nov.-Dec. 1973), p.17.

15 Special tabulation for the Joint Economic Committee, prepared by Federal Reserve Board staff.
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This remarkable growth of commercial bank participation in

‘direct lease financing, by the banks themselves and also by non-bank

subsidiaries of bank holding companies, may be attributed to the
following. Since lease rentals are payments for the use of property
rather than loan repayments, lease financing is not subject to lending
limits and interest rate limitations applicable to loans. Some observ-
ers estimate that banks or holding company subsidiaries earn 1
to 2} percent more on a simple interest basis over the lessee’s normal
borrowing rate.!® In addition, the lessor realizes gain from the resid-
ual value of the leased equipment.

Perhaps the greatest advantages of direct lease financing over
regular commercial bank loans are the combined effects of lever-
aging and Federal income tax benefits. Typically, the lessor bank
or holding company subsidiary puts up only a small fraction of the
equipment’s cost from its own funds, borrowing the rest from com-
mercial banks, life insurance companies and other financial institu-
tions. Under existing Federal income tax law, equipment expendi-
tures enjoy a double tax benefit. First, the owner-lessor obtains
a seven percent tax credit for the entire expenditure (including the
portion financed by borrowed funds). Second, the owner is accorded
accelerated depreciation for the total cost of the equipment (less
residual value), including the amount covered by the seven percent
investment credit.

All three parties involved in direct lease financing gain from the
financial arrangements. The lessor bank or holding company sub-
sidiary earns a very handsome return on its limited equity mvest-
ment resulting from the high degree of leveraging. A special Federal
Reserve Board tabulation of leasing subsidiaries of bank holding
companies found that at the end of 1973 there was a leverage factor
of 4.5 times for direct indebtedness.”” If account is taken of non-
recourse loans'® (for which there are no figures presently available),
the leverage factor would be substantially higher.

The participating lenders are assured of a well-secured loan since
the value of the equipment exceeds the aggregate loan amount; and
because the equipment is generally movable, it can be leased to
another user in the event the first user defaults on its lease payments.
Moreover, when involved, the financial strength of the lessor is
usually greater than that of the lessee company. On its part, the
lessee gains the use of capital equipment without incurring debt or
tying up its own funds (for the equity portion of the cost), an arrange-
ment termed “off balance sheet’” financing.!® For this it is willing
to forego the tax incentives for equipment expenditures. However,
the lease rentals are tax deductible for the lessee-user. '

Owing to the roundabout method of financing wherein the lessor
shares a large part of the credit risk attached to the lease rentals
with the participating lenders (or passes it off to them), the lessor
is likely to be less severe in its credit analysis of the leasing trans-
action. In fact, since it has so much to gain from the tax benefits,
leveraging and sometimes higher financing charges (part of which

18 Weiss and McGugan op cit, p. 18.

17 Measured by comparing indebtedness of the leasing subsidiaries to third parties with the sum of the
parent holding company equity investments in, and advances to, the subsidiaries.

18 These non-recourse loans (which do not appear on the subsidiaries’ balance sheets) are secured by the
rental payments from, and s mortgage lien on, the leased properties.

19 However, recent SEC rulings require the lessee to disclose in footnotes to its balance sheets the present
value of the long-term lease commitments and the effect of the commitments on earnings.,
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are reportedly passed on.to the participating lenders) 20 it may have
taken the initiative in suggesting direct lease financing to the lessee
company when the latter was inquiring about regular credit financing
for its equipment needs. Under such circumstances, the lessee may
have been induced to lease a larger capacity than it actually needed
at the time because of the favorable terms that the lessor was pre-
pared to offer in order to “close the deal.”

It is generally recognized that many, if not most, of the Nation’s
airlines have been suffering losses, which are largely attributable
to the fact that they have insufficient passengers to fill their airplane
seats. Much of this excess plane capacity has been financed by direct
lease financing. This under-utilization reflects either incredibly bad
judgments by the airline companies regarding future passenger
loads or it results from aggressive salesmanship by the direct leasing
firms, many of which are banks or subsidiaries of bank holding
companies. Whatever the reason there was a diversion of credit
funds? from what might have been more productive uses.

4. Observance of Credit Guidelines: Voluntary or Mandatory

The statistics presented in prior sections clearly evidence that
private financial institutions, particularly commercial banks, chan-
neled sizcable amounts of funds into speculative, or non-productive
or diversionary uses during the past 12 months, a period that will
go down in history as a period of tight money. It stands to reason
fhat a large part of these funds could have been used instead to.
finance loans in credit starved sectors, especially the housing sector,
without upsetting the credit restraint efforts of the Federal Reserve
credit authorities. Moreover, there are grounds for believing that
had there been fewer bank loans to finance land speculation, inven-
tory accumulations, and excess equipment capacity, there might
have .been less inflationary pressures and prices might not have
risen to the extent that they did.

To assure that funds otherwise available in the credit markets
are not used to finance speculation, anticipatory borrowing or other
diversions, requires the establishment of some kind of credit guide-
lines that lists purposes and uses for which credits should be ex-
panded and identifies purposes' and uses for which credits should
be curtailed. Observance of these guidelines could be voluntary or
mandatory. These alternatives are considered below. .

(a) VOLUNTARY GUIDELINES: FEDERAL ADVISORY
COUNCIL EXPERIENCE

On September 16, 1974, the Board of Governors of the Federal
Reserve System released a statement on bank lending policies de-
veloped by the Federal Advisory Council (a statutory body estab-
lished under the Federal Reserve Act) suggesting how banks can
effectively adapt lending policies in the current period of credit
restraint. The FAC statement, together with the Board’s announce-
ment, was mailed to all member banks in the Federal Reserve System.

20 To cover the greater risk. See Peter Vanderwicken, “The Powerful Logic of the Leasing Boom,” Fortune:
Magazine (Nov. 1973), p. 135.

21 According to a study, “Survey of Leasing Activities,” of registered bank holding companies, prepared
by Carter Golembe Associates for the Association of Registered Bank Holding Companies, in early 1974
most of the credit funds obtained came from the bank affiliates of the holding companies.

47-392—75—4
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Briefly, the FAC identified certain types of loans that would be
inappropriate or unsuitable uses of the limited supply of bank funds
during a period of credit restraint. The restricted categories include:
(1) Purely financial activities, such as acquisitions or the purchase
of a company’s own shares; (2) loans for speculative purposes, such
as purchasing securities or commodities other than in the ordinary
course of business, excessive inventory accumulation, or investing
in land without well-defined plans for its useful development; (3)
loans to foreigners which divert loan funds from United States
customers.

On the other hand, the Federal Advisory Council listed categories
where credit should be expanded. They include: (1) Normal oper-
ations of established business customers, to assure the production
and distribution of goods and services; (2) homebuilding; (3) capital
investment to improve productivity or to increase capacity to meet
existing or clearly anticipated demand, with particular attention
to the relative importance of the borrower’s product or service and
the borrower’s significance as an employer 1 the local area; (4)
consumer credit to finance the basic requirements of individuals
for ~household needs and automobiles, but not for discretionary
spending which might be deferred.

On October 11, 1974, Mr. John R. Stark, Executive Director of
the Joint Economic Committee, sent a letter to the 300 largest
commercial banks (as of mid-1973) requesting that they furnish
the percentages of their total loans and investments, as of Sep-
tember 1, 1974, that were accounted for by these loan categories.
The banks were also asked to indicate their target percentages for
these categories as of June 1, 1975 and July 1, 1975. The banks were
requested to reply to this letter by November 10, 1974.

Through December 3, a total of 166 replies were received from
the 300 banks to which the JEC letter was sent. These 166 responses
were examined by JEC staff in terms of whether they conveyed
information regarding bank lending in the categories which the
FAC said should be restricted. (Since commercial banks ordinarily
make the loans that fall under the categories which the FAC said
should be expanded, the staff concluded that it did not seem too
informative to learn that the banks, in fact, do hold most of their
loans in these categories.)

Of the 166 responses received, the staff found that 80 of the banks
indicated specifically whether they did or did not hold the “restricted
type”’ loans in their portfolios. Fifty-four of the banks provided
specific quantification of the percentage of loans accounted for by
the restricted type categories, 14 banks stated that they had minimal
amounts of such loans but provided no quantifications and 12 banks
explicitly stated they do not make such loans (see Table II-11).

Of the remaining 86 banks that responded, the JEC staff found
that 71 advised that they cannot compile the requested information
from their records without inordinate expense and effort, 5 banks
questioned the propriety of the JEC inquiry, 4 banks said the data
are, or could be, available from statistics compiled by the Federal
Reserve, and 6 banks had miscellaneous reasons for not providing
the categorical breakdowns.
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TaBLE 11-11.—ComMmEeRcIAL Bank REspoNseEs To JEC Lrrrer RE OBSERV-
ANCE WirH FEDERAL ApvisorY CouNciL CREDIT SUGGESTIONS
Nature of response and number of responses

A. Responded to inquiry re ‘“‘restricted type’’ loans:

1. Do not make such loans_____ __ ___________ o eoa. 12
2. Have minimal amount, but no quantification_ _ .. _.__.__________ - 14
3. Quantified volume of ‘‘restricted type’’ loans_.______________ ... 54
(a) Under 1 percent of loans - - oo aa-. 22
(b) 1-5 percent of loans. . _____________ e 19
(c) Over 5 percent of loans. .. __ ... 13
4. Banks responding to inquiry .- .. _________.____ e mm————— 80
B. Did not respond to inquiry re ‘‘restricted type’’ loans: .
1. Cannot compile requested information from banks’ records._._.._... 71
2. Questions propriety of JEC inquiry._. . __________________..... 5
3. Says data are, or could be, available from Federal Reserve___.__.._._ 4
4, Calls for definition of terms_._ - . 1
5. Says information being tabulated____ . ______________________.__ 3
6. Other negative responses_ _ _ __ o imeena- 2
7. Banks not responding to inquiry_ _ ... 86
C. Total responses received - - - meaoa- 166

The low response rate of slightly over 50 percent to a Congres-
sional inquiry by a group of financial institutions that are subject
to Federal supervision, either as national banks or as State member
banks of the Federal Reserve System does not augur well for volun-
tary credit guidelines. In this connection, the aforementioned JEC
staff study concluded:

The fact that 86 of the 166 bank respondents replied that they could not
furnish the requested information suggests that either they have poor data
retrieval systems (despite the large sums of money spent by most large com-
mercial banks in computerizing their files of loan data) or that.they did not want
to bother to find out how well they performed in terms of suggested loan pat-
terns propounded by an officially recognized group of prominent commercial
bankers. Presumably, some of the banks did not want to admit that they had
been making loans that could be categorized as speculative, non-productive or
diversionary.

At the time of this writing (early Deceémber 1974), the Federal
Reserve Board is developing a questionnaire for the purpose of
compiling periodic information on the nature of bank accommo-
dation to the. Federal Advisory Council statement on commercial
bank lending policies. Perhaps these surveys will be more successful
than the JEC inquiry.

(b) MANDATORY GUIDELINES: THE ALTERNATIVE

In reporting on the aforementioned JEC study, the American
Banker obtained statements from several of the large commercial
banks that did not supply the requestéd information. They in-
cluded the following:#

Morgan Guaranty Trust Company.—We have not considered the council’s
statement as intending that extensions of credit made in the normal course of
a-bank’s business be quantified in this way.

Chase Manhattan Bank.—While we share in the objectives of the program,
we regretfully are not in a position to supply information requested since we
maintain no such detailed compilation of purposes of loans on our books.

Manufacturers Hanover Trust Company.—We respectfully request that you
accept our assurance and representation that we have conducted our lending
activities in compliance. :

2 American Banker, December 6, 1974, p. 16.
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First National City Bank.—As we understand these guidelines, they were’
‘contemplated to be essentially prospective in nature.

These statements reflect an unwillingness on the part of large
commercial banks to face up to the realities of today’s economic
situation. Worried by the deepening recession and troubled by the
disaster that hit the housing industry, neither the Congress nor the
critical sections of the general public are likely to be calmed by
“business as usual” statements,  assertions that the purposes of
loans made are unknown or by assurances that better credit allo-
cations will be observed in the future. In commenting upon the
poor response rate to the JEC survey, Congressman Henry S. Reuss
declared :® :

With inflation running at 12 percent and unemployment climbing to its highest
level since the Great Depression, we can no longer afford to waste credit on non-
productive and speculative uses—from empty Florida condominiums to gam-
bling in foreign. exchange—while uses that provide jobs and expand supplies—
low- and middle-income housing, and productive capital investment, for ex-
ample—go begging. ’
- Failure to develop meaningful responses to such critical com-
mentary could lead to the imposition of mandatory credit controls,
which are already authorized by existing Federal law. Under the
Credit Control Act,? upon authorization by the President the Federal,
Reserve Board can institute a broad range of credit control measures.
It can prescribe maximum amounts of credit that may be extended,
maximum Interest rates and repayment periods, minimum down-
payments, methods for determining purchase prices or market
values and various reserve ratios, and it can ‘‘prohibit or limit any
extensions of credit under any circumstances the Board deems
appropriate.”’

In a speech on December 5, 1974, Mr. George. A. Le Maitre, a.
Director of the Federal Deposit Insurance Corporation, observed
that the best case bankers will have against mandatory -credit al-
location is to demonstrate that they can allocate loans themselves
equitably, rather than arguing that controls interrupt free market
forces. He said: :

In the present political and economic environment the failure to make that’
case will and should sooner or later lead to further Federal intervention.2s

To conclude, the private financial community has an opportunity
to forestall mandatory credit controls by demonstrating conclusively
that that it is meeting 'all of the high priority national and local
credit needs at moderate interest rates -and that it has sharply cut
back, if not terminated, credits for speculative or non-productive
or diversionary purposes. It can do so by establishing clear guide-
lines for lending policies and by cooperating with Federal surveys
designed to quantify the degree of compliance by banks and other
financial institutions, .

If these private financial institutions are unable or unwilling to
monitor voluntarily their credit operations and to curb speculative
loans, anticipatory borrowing and other non-productive activity,
then some form of credit controls can be expected. If they do occur,
the banks and other financial institutions will have no one to blame
but themselves. ‘

23 American Banker (November 26, 1974), p. 10,
24 Title I of Public Law 91-151, approved December 23, 1969.
25 Speech before the Virginia Bankers Association’s Committee on Bank Management. (See Amerjcan

Banker, December 6, 1974, p. 1.)




CrapTER III. InTEREST CosT CONSIDERATIONS

The primary objective of Federal Reserve monetary and-credit
policies is to provide a financial environment that sustains contin-
uing economic growth without excessive increases in prices or levels
of unemployment. In pursuit of this objective, the Federal Reserve
credit authorities employ various credit policy instruments to expand
the money supply and to adjust credit conditions commensurate
with the needs of the economy. If the economy expands too quickly
and inflationary pressures reach disturbing proportions, the credit
authorities invariably initiate credit tightening policies, which are
quickly manifested by increase in interest rates. Alternatively, if
the economy slows down and unemployment rises to intolerable
levels, the Federal Reserve takes steps to loosen credit, which are
soon reflected by lower interest rates.

Since they are so easily recognizable, interest rate  adjustments
are generally regarded as the bellwether of credit conditions. In
the economic literature many learned studies have been written
about how changes in interest rates serve as the mechanism by
which equilibrium is restored' to credit markets. So long as the econ-
omy is relatively “inflation free,” the interest rate changes need
not be too large to accomplish their intended objective, as evidenced
by the U.S. experience in the 1950’s and early 1960’s. But in an
“mnflation-prone’’ economy such as prevailed in the past two years,
the interest rate changes were of massive proportions.

Consequently, during the past year, interest rates in virtually
all credit market séctors rose to historically high levels. These large
increases were deemed necessary as a means of allocating credit in
an economy beset by inflationary expectations that led to antic-
ipatory borrowing by those who feared further rises in prices and
interest rates and insistence on the part of lenders for an “inflation
premium’ to compensate for the declining purchasing power of
their loan funds. Despite these record levels of interest rates, bor-
rowing continued to grow via short-term credits, as detailed in
Chapter 1.

In relying upon high interest rates to screen out less urgent and
“marginal” credit demands, the Federal Reserve credit authorities
apparently were reflecting the conventional wisdom regarding the
effiacy of interest rates as the mechanism for restricting credits.
But interest rate theory does not allow sufficiently for the ‘real
world”’ considerations entertained by borrowers and lenders. Both
are heavily influenced by tax considerations. The borrower thinks
in terms of how much of his interest cost can be shared with Federal
and State tax-collectors through deductibility of interest costs and
the lender thinks in terms of how much of his interest income can
be sheltered by outright tax exemption or by various tax prefer-
erences. Business borrowers are also motivated by a belief that
higher interest costs can always be passed on as part of their costs
of production.

(47)
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This chapter deals with these “real world” considerations. It
consists of four sections. Section one examines the unequal burdens
of rising interest costs because of tax factors and seeks to measure
the extent to which the recent historically high interest rates are,
in reality, being borne by the U.S. Treasury. Section two invest-
igates the effects of higher interest rates on the Consumer Price
Index. Section three reviews the debate on the impact of high in-
terest Tates on the general price level and Section four analyzes the
effects of higher interest costs on housing. :

1. Tax Considerations

Under existing tax law, interest costs are regarded as a necessary
cost of producing business income and they are, therefore, deductible
from taxable income as a business expense. For individuals filing
personal income tax returns, interest paid on their home mortgage
loans, consumer debt or other borrowings is also deductible from
taxable income. Although individuals and businesses are treated
equally with respect to the deductibility of interest costs, in reality
the tax impacts differ materially.

For the business corporation with a taxable income over $25,000,
an additional dollar of interest cost will involve an after tax outlay
of around 45 cents since its marginal tax bracket under the Federal
income tax is 48 percent and its tax bracket under State income taxes
averages around 7 percent. For moderate income families with four
persons and a taxable income of $4,300, an additional dollar of
interest cost will involve an after tax outlay of around 84 cents
since it is in the 14 percent tax bracket under the Federal income
tax and its State income tax bracket is about 2 percent. Families
with incomes too low to pay income taxes would have to pay the
entire amount of any increase in interest costs.

Over the years, in response to credit tightening policies, lenders
raised interest rates on their new loans and investors were able to
obtain higher yields on the new securities being issued. According to
economic theory, higher interest rates are supposed to reduce credit
demands of those unwilling or unable to pay the increased rates so
that they are brought into line with the available supply to achieve
a ‘“new equilibrium.” However, business corporations can disregard
a substantial part of any increase in interest rates since they bear
less than half of the higher interest cost as a result of the deductibility
of interest payments mn calculating income tax liability. Households
also can deduct interest payments in calculating income tax liability.
But since most homeowners and consumers are in the lower tax
brackets (below 20 percent), they bear the brunt of any competitive
escalation of interest rates and they fall hopelessly behind in trying
to outbid the business, foreign and financial sectors for the available
supply of loan funds.
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Not only does the U.S. Treasury, and ultimately the American tax-
payer, bear nearly half the interest costs paid by corporate borrowers,
but they also bear the entire cost of higher interest rates on the

ublic debt. Moreover, when interest rates rise, the U.S. Treasury
Eears the cost of additional tax revenues foregone on account of .the
tax exemption accorded to the interest on municipal securities. In
effect, the Federal Government, in one way or another, pays! for a
large share of the rise in interest costs occasioned by the higher level
of interest rates produced by severe credit restraints.

The extent of such ““interest cost sharing’” has been quantified in
Appendix B. Briefly, this Appendix measures the additional interest
costs that were paid, or contracted for, during the 12 months of
October 1973 through September 1974 as a result of the record levels

. of interest rates in this period. For each identifiable group of borrowers,

the Appendix shows the amount of ‘‘incremental interest costs” it was
required to pay and the extent to which these incremental interest
costs were probably shifted to the U.S. Treasury because of deduc-
tions permitted under the Federal income tax. The Appendix then
distributes these incremental interest costs among the financial insti-
tution groups that made the loans or acquired the securities, and
assesses the extent to which they paid Federal income taxes on the
resultant “incremental interest income.”

For the purpose of this analysis, incremental interest costs paid by
each borrowing group represent the amounts it borrowed in the past
year multiplied by an interest rate differential reflecting the difference
between the interest rates it actually paid, or contracted to pay, and
the rates it would have paid had the interest rates prevailing in the
preceding year been in effect.? To facilitate the computations, all of
the calculations were applied to quarterly interest rate and credit
extension data, which were then aggregated to provide the annual
figures summarized in Tables IT1-1 and I1I-2.

According to the statistics presented in Table III-1, the “addi-
tional” interest costs paid by U.S. borrowers for funds borrowed

" during the year October 1973 through September 1974 aggregated

$17.6 billion. Of this amount, $2.6 billion represent incremental
interest costs paid by the U.S. Treasury on Treasury securities
issued in this period. Of the remaining $15.0 billion, it is estimated |
that about $6.0 billion were shifted to the U.S. Treasury through
deductibility of interest costs so that the private borrowers involved
paid, on an after tax basis, only about $9.0 billion of their incremental
Interest costs.?

t Including larger payments under interest subsidy programs.

3 As explained in Appendix B, only thé amounts borrowed in this 12 month period are relevant to this
analysis. While the interest rate differentials could have been calculated for any other prior 12 months, the
rates prevailing in the immediately preceding year seemed to be most appropriate for this comparison.

2 Between $.5 billion and $1.0 billion of this $9.0 billion were' probably shifted to State governments
because of the deductibility of interest costs under State income taxes.
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TABLE 111-1.—WHO PAID INCREMENTAL INTEREST COST ON CREDITS EXTENDED TO U.S. BORROWERS DURING
YEAR ENDING SEPTEMBER 1974

{Dollar amounts in millions]

Incremental interest cost

- Borrowers’
Paid by Paid by  marginal tax
Economic sector (loan category) Total paid borrower Treasury rate (percent)
(¢3] @ @ (O]
A. Housing sector:
1. Mort%age loans:
to 4 famil $673 $511 $162 24
Multifamily 114 62 52 46
2. Construction loa 573 310 263 46
B. Agriculture sector:
1. Farm ownership foans_ ... . .. oooeae.ao 37 30 7 20
2. Farm operation loans_.._. ... .. ._..... 260 208 52 20
C. Consumer sector:
1. Installmentloans_. ... . ... ... .. 425 357 68 16
2. Noninstallment loans_... .. __..__.___... 10 8 2 22
D. Federal Government sector:
1. Short-term marketable______________..__._. 1,523 o eooe.. 1,523 ‘]
2. Long-term securities. .. 266 266 0
3. Other securities. .. .. 811 0
E. State and local government s
. Bonds_.. - 0 0
2, Notes__. . [\] 0
F. Industrial-commercia
1. tong-term securities. . 281 152 129 46
2. tong-term loans____. - - 3,186 1,720 1, 466 46
. 3. Short-term credits_ .. ... 4,776 2,579 2,197 46
G. Financial sector: .
1. Federal agencies.___ . ... . o _..._. 477 421 56 e eecamaaae
FNMA________ .- (117) (61) (56) 48
Other agencies - (360) (360) 0
2. State housing finance agencies. - 22 22 (10) 0
3. Advancest0S. & L."s_ . .. 234 164 70 46
4. Credits to banks and finance companies___... 2,362 1,275 1,087 46
5. Loans to other financial institutions_.__._____ 850 654 196 46
H. Other credits:
1. Stock market. 277 150 127 46
2. Land loans._. 109 59 50 46
i Total . oo e 17,630 8, 046 8,584 ...

Source: App. B.

As detailed in Table II1I-2, of the $17.6 billion of the incremental
interest income accruing to lenders and investors, about $.4 billion
constituted tax exempt interest on obligations issued by State and
local governments. Of the remaining $17.2 billion, approximately
$2.6 billion were received by investor groups that are exempt from
the Federal income tax* and another $.6 billion were received by the
Federal Reserve Banks (that are assumed to transfer about 95 percent
of it to the U.S. Treasury). The balance of $14.0 billion was received
by lenders-investors subject to the Federal income tax who paid
about $6.2 billion of taxes on this incremental interest income.

Thus, in terms of additional interest paid on the public debt and
tax revenues foregone on account of deductibility of interest costs,
the higher interest rates prevailing during October 1973 through
September 1974 cost the U.S. Treasury about $8.6 billion. However,
the Treasury recouped $6.8 billion, including $6.2 billion of tax
receipts and $.6 billion via payments from the Federal Reserve Banks.
The net effect of these costs and payments was an apparent net cost
to the U.S. Treasury of $1.8 billion. Added to this amount would be
another $.2 billion representing tax revenues foregone on account

¢ Federal and State credit agencies, State and local governments, U.S. Investment Accounts, foreign
oﬂIiEcIirz}l,institutions, other foreign investors, private pension and public retirement funds, credit unions and
S. .
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of tax exemption accorded to the interest income on State and local
government securities.? . :

TABLE H1-2.—WHO RECEIVED INCREMENTAL INTEREST INCOME ON CREDITS EXTENDED TO U.S. BORROWERS
DURING YEAR ENDING SEPT. 30, 1974

[Dollar amounts in millions}]

Incr tal interest i . tenders
marginal
) Total Retained Paid to tax rate?
Lender-investor group received by lender Treasury (percent)
Total incremental interest. .. ... oo mocoaeceanas . $17,630 $10, 823 $6,806 . .o
Tax exemptinterest. . ______ . ..o.... 386 386 0 0
Taxable interest_ _- . e 17,244 10, 437 6,807 _ooo.
Distribution of taxable interest:
A. Tax freeinvestors?. . oo eoeoa 2,573 2,573 0 0
B. Federal Reserve banks..._..._..._.......__... 646 32 614 (95)
C. Tax benefit lenders:3 .
1. Mutual savings banks_.__._ A, 173 138 35 20
2. Savings and loan associations. 603 452 151 25
3. Life insurances companies....._.._._.__ 239 210 29 12
Subtotal-..-.-_-._________ ........... 1,015 800 25 ..
D. Fully taxable lenders: i
: 1. Commercial banks 10,181 5, 498 4,683 46
2. Individuals (savings bonds) 28 21 24
3. Other lenders . 2,801 1,513 1,288 46
Subtotal ... 13,010 7,032 5,978 .

1 Based on advice from knowledgeable sources. . o

2 Federal credit agencies, State credit agencies, State and local governments, U.S. Investment Accounts, foreign official
institutions, foreign investors, private noninsured pension funds, State and local government retirement funds, credit
unions, real estate investment trusts. .

3 The marginal tax rates shown for these *‘tax benefit”” lenders reflect the special tax treatment accorded to thrift institu-

tions and life insurance companies.

4 nvestors of Treasury savings bonds tend to-be in the lower tax brackets. .

s Mortgage ies, fi panies, retail outlets, nonfinancial corporations, fire and casualty insurance com-
-panies, personal trusts and estates, individuals and others.

Source: Tables B5a-B5h.,

This total of $2.0 billion should be regarded as the minimum net
‘cost to the U.S. Treasury resulting from the record levels of interest
rates during the 12 months ending September 1974. As a practical
matter, commercial banks (which received $10.2 billion of the $17.6
billion of incremental interest income) are known to shelter most of
their income from taxes so that their average effective tax rate comes
to about 16 percent.® Allowing for comparable tax savings by ‘“‘other
lenders,” including large non-financial corporations,” the Treasury
might have lost another $3.0 billion via tax revenues foregone, bringing
the total net cost to the U.S. Treasury to about $5.0 billion, or around
28 percent of the incremental interest costs. :

The perverse effects of high interest rates during an inflationary

eriod are beginning to be recognized by some economists and others.
or example, in a paper presented in September 1973, Professor Ezra

5 Assuming that the average marginal tax rate of investors who acquired tax exempt securities was 44
percent.

8 According to data tabulated by Donald J. Mullineau, “The Taxman Rebuffed: Income Taxes at Com-
mercial Banks,”” Business Review of the Federal Reserve Bank of Philadelphia (May 1974), p. 13, the average
effective tax rate for commercial banks was 16.8 percent in 1972. Knowledgeable observers advise ithat the
commercial banks have improved their tax sheltering efficiency so that their average tax rate in 1974 was
about 16 percent.

7 A study by the Joint Committes on Internal Revenue Taxation found that 143 major corporations
(including banks) paid an effective Federal income tax rate of 23.6 percent in 1973 (reported by the Waill
Street Journal on December 19, 1974).
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Solomon (a former member of the Council of Economic Advisers)
observed:

Increases in interest rates, which are wholly or largely due to inflation itself, do
not serve to reduce the demand for credit in a world of tax-deductibility. Indeed
in some situations their effect can be perverse. Assume for example that the
nominal rate of interest is 5 percent in a world that perceives zero inflation. At
a 50 percent tax rate the real cost of interest is 2.5 percent. Assume that expected
inflation rises to 4 percent per annum and that the nominal interest rate rises
to 9 percent. The after-tax nominal cost would be 4.5 percent, but the real after
tax cost falls to 0.5 percent.®

To deal with these perverse effects, some observers have proposed
radical changes in the Federal income tax law. One would have the
U.S. Treasury disallow 50 percent of deductible interest costs in excess
of a 9 percent rate paid by corporate borrowers on loans in excess of
$2 million as a means of lessening ‘‘the demand for money, particularly
for t;hc}ajl purpose of inordinate inventory accumulation and speculation
as such.

A second would deny the deductibility of corporate borrowing
costs on loans to finance inventory, with such inventory financing
loans being identified by comparing unit inventory to sales ratios to
increases in corporate borrowings.°

In view of the impracticality of amending the Federal income tax
law along these lines, the above-described perverse effects of high
interest rates in an inflationary period are likely to continue. This
prospect, coupled with the fiscal burdens * occasioned by high interest
rates and the tax inspired inequalities in the competition for loan
funds, raises some serious questions regarding efficacy of raising
interest rates as part of a policy designed to curb inflation. These
disquieting factors should be viewed in the context of the fact that
the high interest rates of the past year were accompanied by an overall
increase in credits, rather than the commonly supposed decrease.

2. Effects on Consumer Price Index

Households are directly affected by interest rate changes whenever
they buy on credit. Because of their heavy cost relative to family
income, most home purchases are financed by mortgage loans.
Similarly, a substantial portion of household purchases of automobile
and other. durable consumer goods are financed by installment loans.
Households also utilize personal loans, single payment loans, charge
accounts and service credits to finance a variety of purchases and
family needs.

Of these household credits, the financing charges of only two are
explicitly covered in the Consumer Price Index compiled by the Bureau
of Labor Statistics of the Department of Labor. One is the mortgage
interest cost for homeownership, for which statistics are compiled and
the other is automobile financing charges, which are imputed from
automobile purchase costs. By far, the most important is the mortgage
interest cost for home purchase.

8 Ezra Solomon ‘“Monetary Policy and Credit Allocations— The Basic Tssues,” Credit Allocation Techniques
and Monetary Policy, conference sponsored by the Federal Reserve Bank of Bosten in September 1973
(Conference Series No. 11) p. 11. .

? Ralph M. Gomar, letter to the Financial Editor of the New York Times (printed in the Business and
Finance Section of the July 28, 1974 issue), p. 2.

10 Panl J. Sherman, letter to the Editor of the New York Times (printed in the October 11, 1974 issue).

11 Which tend to be regressive because the tax brackets of most taxpayers who wind up paying for the above
described net costs to the U.S. Treasury are appreciably lower that the tax brackets of lenders, investors and
of those who hold deposits.
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Table III-3 traces the relative importance of homeownership
mortgage interest in the Consumer Price Index between December
1963 and September 1974. As will be noted, the ratio of home mortgage
interest cost to total consumption expenditures has fluctuated within
this period from 2.82 percent in December 1964 to 4.22 percent in
September 1974. Significantly, this ratio rose sharply each time there
was a pronounced Increase In mortgage interest ratio.

Thus, in 1966 when mortgage interest rates increased by 12.5
. percent the relative importance of home mortgage interest costs to
total consumption expenditures rose from 2.84 to 3.09 percent, or 9
percent higher. Ins1968, mortgage rates went up 12 percent, while
the relative importance ratio increased by 11 percent and in 1969
mortgage rates advanced 11 percent, while the relative importance
ratio grew by 12 percent. In 1970, the ratio rose another 12 percent,
while mortgage interest rates increased by 7 percent. In 1964, 1967,
1971 and 1972 mortgage interest rates declined and the relative
importance of mortgage interest costs decreased by comparable
percentages. B

TABLE 111-3.—RELATIVE IMPORTANCE OF HOMEOWNERSHIP, MORTGAGE INTEREST IN CONSUMER PRICE INDEX !

Home mortgage interest

Cost as

percent of all  Annual growth
Date - expenditures of rate 2
2.83 -1

2.82 -

2.84 .

3.09 12,

3.04 —.

3.38 11,

3.79 11

4.17 6.

3.75 =11

3.70 —.

4,05 14,

24,22 47,

NNOODWSNOOMWON

1 Dollar amount of mortgage interest cost (reflecting interest rate and size of loan) as related to total consumption
expenditures used in calculating Consumer Price Index.

2 Annual growth rate of mortgage interest rate from December to December.

3 Estimated for September 1974,

¢ Growth rate for 9 months. N -

Sources: Bureau of Labor Statistics *‘Relative Inportance of Comp ts in the C Price Index,” printout on
mortgage interest rates. o .

During the 21 months of January 1973 through September 1974,
mortgage interest rates jumped 22 percent, while the relative import- -
ance of mortgage interest costs to total consumer expenditures ad-
vanced from 3.70 percent to 4.22 percent, an increase of 14 percent.
In effect, in September 1974, the proportion of the monthly expendi-
ture budget of urban wage earners and clerical workers to pay for
home mortgage interest costs was 50 percent more than they allocated
in December 1964, when the relative importance ratio was 2.82
percent. o

It should be noted that these relative importance ratios are largely
due to the way the Consumer Price Index is constructed. Since the
quantities and qualities of the goods. and services priced for the
Index are kept essentially unchanged, any movement in the Index
is due to changes in prices. This necessitates periodic (annual) adjust-
ments of the value weights and corresponding relative importance
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ratios by the different rates of price change among the various items
included in the Index. For those items with price increases greater
than the average price increase, the relative importance ratios are
expanded, while for those items with price increases less than the
average the relative importance ratios are reduced.

In other words, when home mortgage interest rates rise more rapidly
than the average of consumer prices, as has been the case in each of
the recent periods of tight credit, those families who purchase homes
in such periods have to allocate a larger share of their consumption
expenditures for mortgage interest costs. This greater importance
attributed to mortgage interest costs, in turn, contributes further to
the upward movement of consumer prices. In this sense, rising interest
rates can be regarded as inflationary.

3. Effects on General Price Level

If higher interest rates paid by consumers can be considered to be
inflationary, does it follow that higher interest rates paid by business
companies are also inflationary, as contended by Congressman
Wright Patman, Chairman of the Joint Economic Committee, and by
spokesmen for organized labor? They argue that since interest is one
of the costs of doing business, higher interest rates, like higher wages
tend to raise rather than lower prices.

In their assessment of this contention, Professors Lawrence S.
Ritter and William L. Silber comment:

Higher interest rates do increase costs, and thereby push up prices from the
supply side. They also do result in large incomes for lenders, owners of savings
deposits, and bondholders, enabling them to increase their spending, thereby
pulling prices up from the demand side * * *, Higher interest rates do raise costs
and incomes and thereby generate cost-push and demand-pull inflationary
pressures.!? )

They point out, however, that neither wage increases (in excess of
productivity gains) nor interest rate increases alone could fully ex-
plain either cost-push or demand-pull inflation. They note that if
inflation is to be maintained for any sustained period of time, the wage
increases or the interest rate increases must be accompanied by
continued injections of new money. As they put it: :

Permissive increases in the money supply are a necessary condition for the
continuation of inflation, If the central bank does not increase the money supply,
or actually reduces it, inflation will sooner or later peter out, regardless of the
strength of unions or the monopoly power of business.”®

As will be noted, Professors Ritter and Silber distinguish between
the short-run cost and income after effects of higher interest rates,
which they conclude are inflationary, and the subsequent effects of
further increases in prices, which may or may not occur depending
upon what happens to the money supply. Hence they argue that
rising interest rates resulting from monetary restriction:

Should be equated not with higher wages plus an enlarged money supply, which
is typically the equation that is implied, but with higher wage rates accompanied
by a constant or lower money supply—as if every time wages increased by so
many percent, the central bank automatically cuts back the rate of growth in the
money supply a similar percent. For this, in general terms, is what happens when
interest rates rise during a period of tight money."*

12 Lawrence S. Ritter and William L. Silber Money (New York: Basic Books, Inc. 1973) pp 85-86. Virtually
the same language also appears in the textbook by Ritter and Silber Principles of Money, Banking and
Financial Markets (New York: Basic Books, Inc., 1974) pp 202-204. .

33 Jbid, p. 86.

1 Ibid, p. 87.
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s

They conclude: S

. With a constant or lower money supply, -further increases in the price level
would be difficult to finance, the higher interest rates will choke off some spending,
and sooner or later total expenditures will stop rising. At that point the inflation
process will grind to a halt, regardless of the higher costs, as a result-of tight
monetary policy.* C .

- The remarks of Professors Ritter and Silber are quoted at length
because they succinctly set forth the conditions under which higher
interest rates, after the initial cost and income effects, are not further
inflationary. They are not further inflationary only when money
supply is constant or contracted. As detailed in Table IIT-4, during
each of the 12 months running from October 1973 through September
1974 the seasonally adjusted money supply under the three commonly
accepted definitions experienced increases, with one exception.'®

TABLE 1i{-4.—MEASURES OF THE MONEY STOCK

[All figures seasonally adjusted in billions of dollars]

M; Ma M3
1973
$265.5 $556.8 $873.5
266.6 561.9 880. 3
269.2 567.3 887.7
271.4 572.1 894.8
270.6 575.1 $00.1
273.1 581.2 908. 3
275.2 585.0 914.6
276.7 588.5 919.9
277.8 591.0 923.1
. 279.6 596. 2 929.2
280.0 598.9 932.9
280.6 602.0 936. 4
280.7 603.1 938.4

Note: Composition of the money stock measures is as follows: .

M, : Averages of daily figures for (1) demand deposits of commercial banks other than domestic interbank and U.S.
Government, less cash items in process of collection and Federal Reserve float; (2) foreign demand balances at Federal
Reserve Banks; and (3) currency outside the Treasury, Federal Reserve Banks, and vaults of commercial banks.

M3: Averages of daily figures for M; plus savings deposits, time deposits open account, and time certificates other
than negotiable CD's of $100,000 of 1arge weekly reporting banks.

Ms: M2 plus the average of the beginning- and end-of-month figures for deposits of mutual savings banks and for
savings capital of savings and loan associations.

Source: Federal Reserve Bulletin (November 1974), p. A-14,

M, (currency in circulation plus demand deposits) increased from
$265.5 billion in September 1973 to $280.7 billion in September 1974, a
growth of 5.7 percent. M, (M, plus savings and time deposits at
commercial banks, excluding large negotiable certificates of deposit)
advanced from $556.8 billion in September 1973 to $603.1 billion in
September 1974, an expansion of 8.3 percent. M (M, plus deposits at
mutual savings banks and savings capital of savings and loan associ-
ations) rose over the same period from $873.5 billion to $938.4 billion,
an increase of 7.4 percent.!”

In view of the foregoing, coupled with the fact that short-term
business credit extensions expanded considerably throughout this year,
it would appear that the relatively high interest rates paid by busi-
nesses on loans obtained during the year served to raise business prices,
thereby contributing to the inflationary spiral.

18 Ibid, p. 87. However, unless there is a decline in prices, the price increases reflecting the higher interest
costs remain. .

18 M, decreased by 3/10 of one percent in January 1974.

17 Federal Reserve Bulletin (November 1974), p. A 14,



56
4. Effects on Housing

Housing is a unique commodity in that it is both a consumer good
and a capital good. As a consumer good, along with food and clothing,
housing is one of three basic necessities for human sustenance. Unlike
the other necessities, housing has several unique characteristics. First
of all, satisfaction of the need for a housing unit can be postponed for
one household by doubling up with another household. Still, the need
cannot be eliminated entirely, for an American family simply must
have shelter. In some nations, such as India, it is recognized that
there is not enough housing for all so that it has become accepted
that many families will have to live in the streets. However, since the
standards of this country will not tolerate such a situation, housing
is considered a necessity for even the poorest family. Moreover, a
wealthy country such as the United States seems prepared to go an
extra step and say that decent shelter is a necessity, not a luxury.

Housing is unique also in terms of its high cost in relation to family
income. When a home is purchased, it is likely to be the largest
single expenditure ever made by a single household, generally re-
quiring a long-term loan to help pay for the purchase. Rent for an
apartment unit also looms importantly in a family’s budget, with
the leasing arrangement usually extending over periods of one year
or more. Whether for a home or an apartment, housing cost is a
fairly rigid part of a family’s budget, unlike food and clothing which
are more flexible items on which expenditures can be reduced.

There is a certain minimum cost below which no housing is avail-
able. It is not purchasable “a little at a time’’ such as food and cloth-
ing; and unless one is prepared to change his address or place of
abode daily, weekly or even monthly it is not very practical to rent
dwellings for short periods of time. The housing commodity is not
portable, nor is it as easily transferable from one person to another
as are other commodities. This quality has important implications
in a mobile society—the housing commodity must not only be avail-
a‘{)le in sufficient quantity, but 1t must also be available in the right
places. :

Housing is particularly vulnerable to increases in interest rates.
Not only does an upward movement of mortgage interest rates
make long-term mortgage loans more costly, but the usually con-
current rise in interest rates on marketable securities serves to attract
funds out of thrift institutions—the major source of residential
loans. Higher interest rates on commercial bank credits to mort-

age companies and other loan originators make it more expensive
?or them to hold an inventory of unsold mortgage loans. Higher
interest rates also increase the cost of construction of new housing
units and the cost of holding land awaiting construction.

Thus, in periods of high interest rates the combined effects of dis-
intermediation (withdrawal of funds from thrift institutions for
investment in marketable securities), more expensive warehouse
credits to mortgage loan originators, and more costly construction
loans to homebuilders, coupled with the increased rates on long-term
mortgage loans to finance the purchase of homes and apartment
houses (newly constructed or existing units), lead to pronounced
reductions in sales of new and existing homes and in the construction
of new dwelling units.
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The credit sensitivity of ‘housing is clearly portrayed by chart 1,
which traces the relationship of permits issued to authorize housing
construction with a composite of short-term interest rates during the
years 1970-1974.'8 This chart clearly demonstrates the inverse rela-
tionship between an important housing construction indicator and
interest rates. However, the casual relationships between the two are
much more complex than are implied by this simple chart.

CREDIT SENSITIVITY OF HOUSING -
Relationship Between Permits and Selected
INTEREST 1 . PERMITS
RATE !ntereSt Rates IN MILLIONS
11.07 \ [\ [ 24
A / \’\
10,0 /\ [/ L 55
[\, \
90- b/ -
! N ‘ 2.0
’\ BUILDING PERMITS |
[} SEASONALLY ADIUSTED \
8.04 ANNUAL RATE \I
A | (Right Scale) \ 13
7.0- I \
-1.6
-] INTEREST RATE |
6.0 /(Left Scale) | ﬁ
’ i 14
r {\
r \/ \
/ v,
4,04 / \ ’
s \
30 \ 1.0
1970 | 19717 ] 1972 | 1973 | 19M
3 Ave(age of “Prime Commercial Paper 4 10 6 Mcmhs'f; “Prime Bankers Acceptances'’; “%deva] Funds
Effective Rate’; "U.S. Government 3 Month Government Bills.””
SOURCE: Bureau of the Census, U.S. Department of Commerce, Construction Reports,
Housing Siarts, Series C20; Federal Reserve Board, Federal Reserve Bulletin.

Building permits for new housing construction decline when home-
builders become doubtful of their ability to sell the homes either before
or after construction completion. Their doubts are engendered by
heavy inventories of unsold newly constructed homes, declining sales
and indications of buyer interest in new homes and rising construction
costs.that make new housing units more expensive to produce. These

18 This chart was included in the testimony by Dr. Michael Sumichrast, chief economist of the National
Association of Home Builders, presented to the Joint Economic Committee on October 2, 1974.
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factors, in turn, stem in large part from the increasing non-availability
of funds in the mortgage and construction markets and the rise in
interest costs. |

Table ITI-5 shows the increasing importance of interest costs in
the cost structure of new single family homes. As will be noted, whereas
the total construction cost increased by 40 percent between 1969 and
1974, the financing cost jumped by 100 percent. Land costs rose by 59
percent, reflecting both higher interest costs and larger lot size. In
effect, the importance of financing costs in relation to total costs in-
creased from 7 to 10 percent, while the share for land costs advanced
from 22 to 25 percent. Contrariwise, the proportion of home con-
struction costs accounted for by labor and materials dropped from
54 to 48 percent.

TABLE 111-5.—SHARE OF MAJOR COST ITEMS, TYPICAL SINGLE FAMILY DETACHED HOMES

1969 1974
Percent
Item Percent Dollars Percent Dollars increase
22 $5,630 25 $8,950 59
7 1,790 10 3,580 100
13 3,330 12 4,300 29
1,020 5 1,790 75
54 13,830 48 17,180 24
17 4,430 15 5,370 21
37 9, 400 33 11, 810 26
100 25,600 100 35, 800 40

Sources: Bureau of the Census, U.S. Department of Commerce, “New l-Famiiy Homes Sold and for Sale,” series €25,
May 1974; Michael Sumichrast, ““Long-Term Cost Relationship of Land, Onsite Labor, and Materials’* (unpublished paper
prepared for National Association of Home Builders, April 1973).

In September 1974, the average newly built home financed by a
conventional mortgage loan had a purchase price of $42,400.° The
average loan closed to finance this home totaled $31,100, or 73.3
percent of the purchase price, so that the borrower’s downpayment
came to $11,300. The loan, repayable over 26 years at approximately
9 percent interest, required & monthly debt service payment of
$258.35. In addition, the borrower had initial fees and charges for
the mortgage loan amounting to about $400, raising his payments
at closing to $11,700 plus settlement costs.

For an existing (previously occupied) home financed by a conven-
tional mortgage loan in September 1974, the average purchase price
was $35,400. The average loan closed in September to finance such
an existing home amounted to $24,600, or 69.5 percent of the pur-
chase price. This loan, amortized over 23 years at about 9% percent,
required a monthly debt service payment of $213.44. The borrower’s
closing costs included a downpayment of $10,800, initial fees and
charges relating to the loan of $268 plus settlement costs.

Assuming that debt service payments should not exceed 20 per-
cent of a family’s income, a monthly debt service payment of $258.35
requires an annual income of $15,500 and a monthly debt service of
$213.44 requires an annual income of $12,800. In 1973, the median
family income (with 2 or more persons) in the United States was

1 All statistics in this and the next paragraph are derived from the Federal Home Loan Bank Board
releases on mortgage interest rates.
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$12,051 or 8.1 percent above the median income in 1972.2° Assuming
a further growth of 8.1 percent in 1974, family median income in
1974 is estimated at $13,027. This is two percent above the income
required to support the average mortgage loan closed in Septem-
ber 1974 to finance the purchase of an existing home and 16 percent
below the income required to carry a conventional loan -closed in
September for a newly constructed home.

Put another way, only about half of the families in the United
‘States could have afforded to finance the purchase of .an existing
home 'by borrowing at ‘the interest rate and other terms that were
in effect for a conventional mortgage loan closed in September 1974.
‘Slightly over 40 percent of the families could have afforded to finance
the purchase of a new home by borrowing via a.conventional loan
in that month. In effect, the combination of high mortgage interest
rates, coupled with the upsurge in the price of homes during the year
‘ending in September 1974, put homeownership beyond the financial
reach of most American families.

‘In an inflation-prone economy it is difficult to single out any cost
element to explain the sharp rise in home mortgage debt service
payments. Nevertheless, it is interesting to note that between Sep-
tember 1973 and September 1974 the contract interest rates for con-
ventional home mortgage loans increased from about 8 percent to
9 percent, a rise of 12.5 percent. This growth rate was larger than
11.1 percent increase in the sales price of newly built single family
homes (which reflect the high interest rates on construction loans).”
It was also greater than the 11.5 percent increase: in the sales price
of previously occupied homes.”” In other words, high interest rates
contributed importantly to the escalation of monthly housing
expenses.® o

5 210 Bures)au of the Census, Family Money Income in 1973 (Current Population Reports Series P-60, No. 93,
uly 1974), p. 1. .
31" Bureau of the Census New One Family Homes Sold and For Sale (C25-74-10).

2 National Association of Realtors Ezisting Home Sales Series..

23 Over the same period, the average purchase price of previously occupied homes financed by conventional
loans rose from $32,800 to $35,400, an increase of 8 percent, while the average price of conventionally financed
new homes advanced from $37,200 to $42,400, a growth of 14 percent.

4739275 5.




AppENDIX A. DATA SOURCES AND METHODS OF ESTIMATION—V OLUME
oF LENDING ACTIVITY .

As explained in the foregoing text, measurement of the supply of
credit provided and securities issued during a particular period requires
quantification of the volume of credits extended (made or originated)
by lenders and securities sold by issuers during such period. Informa-
tion on the amount of loans or securities outstanding at the beginning
and end of a period and the net change of the amounts outstanding
do not measure lending activity or security issuances. Instead, they
describe the balance sheet liabilities (or net worth) of the borrowers
and issuers.

By the same token, aggregate statistics for particular financial
institution groups on their loan and investment holdings at the
" beginning and end of a quarter or a year are balance sheet measure-
ments of asset holdings. Calculations of the respective net change of
holdings figures quantify the change of holdings between two dates,
but they do not indicate the volume of loans made or the securities
acquired (net of security sales) by the financial institution group
during the period. Such financial activity can only be measured by
statistics on credit and security transactions, which give rise to their
asset holdings after allowance is made for loan repayments and
security retirements. '

Statistics on financial transactions during a period involving bor-
rowers and security issuers permit comparisons with financial trans-
actions during earlier corresponding periods in order to determine
whether the amounts obtained have grown or decreased. These
financial activity statistics can be converted into constant dollar
figures to allow for price changes by dividing the current dollar sta-
tistics by the appropriate GNP implicit price deflator. Financial
transaction data can be related to corresponding economic activity
statistics, i.e., construction loans made can be related to value of
construction put in place or State and local government borrowing
can be related to State and local government capital outlays. In
addition, these gross lending and security issuance statistics facilitate
analysis of relative market shares for financial institutions and impact
of interest rate changes on new borrowing.

Despite the many advantages of “gross flow’’ financial statistics,
most of the financial aggregates that are published in the Federal
Reserve Bulletin and other prominent financial journals are presented
in terms of loans and securities outstanding or held by particular
financial institution groups, as of specified dates. But, as detailed
below, a great deal of financial activity data are already available,
even though many of them do not appear in the prominent financial
journals. Other statistics can be estimated on the basis of limited
samples or by inference from other available information. While these
estimated figures are by no means as good as the statistics compiled
through actual surveys (based on reporting by an entire universe or

(60)
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by a fully representative sample), they, nevertheless, provide a rea-
sonable approximation of what has taken place in the capital and
credit markets during the past five years.

This Appendix describes the procedures employed to develop the
statistics presented in Tables 1-1—I-13 for the period 1970-1974.
For purposes of this presentation, the economy has been divided into
eight sectors, seven that are ‘“ultimate users” of funds and a financial
sector that serves as intermediaries between the suppliers of funds

" "(savers and investors) and the*iltimate users. The seven” ‘“ultimate

user”’ sectors are: housing, agriculture, consumers, State and local
governments, Federal government; industrial-commercial businesses
and foreign entities (foreign governments, businesses, banks and inter-
national organizations).

It should be noted that the statistics developed are not all inclusive
in that they do not include (a) “churning” financial transactions
(purchases and sales of securities and loans among investors and
lenders, transactions in the Federal funds market, Federal Reserve
Bank loans to banks, and transactions between the U.S. Treasury
and the U.S. Investment Accounts), (b) trade credits (between
businesses), (¢) internal funds generated by businesses (capital con-
sumption allowances and undistributed profits), (d) loans by individ-

-uals. for. real: estate, agriculturé ‘and consumption, (¢) equity invest-
"“ments that are not reflected by the sale of securities, and (f) minor

sources and uses of credit.

By -and large, these financial transactions do not compete directly
with residential mortgage credits for a place in the portfolios of
financial institutions that ordinarily provide funds for housing
construction and long-term mortgage loans.

1. Mortgage Credits to Housing Sector

The loan origination statistics presented in Tables I-1—I—4 on
residential construction and long-term mortgage loans represent the
summations of quarterly loan origination data for 11 lender groups
published by the Department of Housing and Urban Development.
As detailed in Tables A-1—A-4, the principal mortgage lending
groups include: commercial banks, mutual savings banks, savings
and loan associations, life insurance companies, private non-insured
pension’ funds, mortgage companies, real -estate ;investment trusts,

"State. and; local governmentiretirement funds; Federal credit. agencies
““(including Government sponsored -agencies), mortgage pools financed

by GNMA guaranteed securities plus blocks of loans insured by the
Farmers Home Administration, and State plus local government
credit agencies.

The statistics reflect the latest revisions of the statistics published
by HUD through a monthly release that report on surveys of loan
origination activity for each of the 11 lending groups, coupled with
the statistics appearing in the HUD publication, The Supply of
Mortgage COredit, 1970-1972, and unpublished HUD estimates for
mortgage company transactions .during 1970-1973. These sources
also provide the farm mortgage and non-residential mortgage lending
activity data discussed below.




- % "7 7 TABLE A-L--QUARTERLY ORIGINATIONS OF LONG;TERM LOANS ON 1-4 FAMILY HOMES .

{in millions of dollars]

State

; - Mutual "Savingsand Life - . . ) Federal
Commere savings . loan  insurance Pension”. Mortgage : Retirement credit” ‘GNMA credit
. cial banks banks assns.  companies funds companies - REIT's funds ° agencies . .pools agencies
" w .- e - Q- L@ . ® T ® m. - ® @ Q10)- an (2
w0 - - . : : - : - @

$1,420 $355° $2,476 $78 $3 $2,026 0 $ $232 0 $30- $6, 624

2,215 493 3,493 68 4 , 339 0 401 0 3l 9,048

2,164 639 . 4,610 . 87 2 2,113 0 9 333 0" . 30 9,987

1,913 ¢ 635 - 4, 23§ w2 . 0 "3 2,428 0. 8 400 0 . 49 9,773

2,014 ‘581 4,142 o 66 1 2, 896 0 9 350 0 1 10,105

3,359 . - 906 7,053 79 1 3,084 0 14 477 0 - 37 15, 010

, 871 - 1,072 8,279 96 1 3,141 $3 24 483 0 43 17,018

3,375 925 7,128 93 7 3, 366 2 35 488 0 61 15, 480

3,180 © 807 6,643 ) R 3,406 10 14 447 0 67 14,671

5136 . 1,287 9,619 o119 -0 3,434 6 20 436 0 187 20,244

5,473 1,602 10,924 107 6 3,398 2 31 574 0 110 22,227

4,654 1, 500 © 9,553 84 1 3,088 28 17 587 0 . 100 19,614

3,834 1,281 9,078 ‘106 N 3,082 4 30 695 0 105 18,176

5,190 1,764 ©12,195 - .75 .2 3,510 3 54 658 0 80 23,531

5,408 ,736 10,511 -93 - 2 . 3,283 6 35 449 0 . 162 21,691

3, 982 - 1,160 ° 6, 657 m 5 3,028 14 1 549 - 0 228 . - 15,738

3,260 762 6,785 . . 57 12 3,092 2 18 463 0 -150 14, 602

4,643 1,420 10, 336 72 13 - 3,484 1. 632 0 - 128 20,557

4,440 1,283 8,340 D132 3. 3164 T4 13 645 0 100 18,126

SOQ'rceg': ﬁépaé@néﬁt df HUD, Sup_ply of Mortgage c‘rer‘]it,'1970—72, ménth}y HUD releasés reporiinﬁ results of morlgage gross flow surveys, mortgage company data estimated by HUD staff.

]
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"TABLE A-2. ,OR'I'GIN'ATIVQNS OF LONG-TERM LOANS ON MULTIfAMILYlRESIDEN}TIAL PROPERTIES '

) o {in millions of dollars] ;

R R SR T ARt S it ¢ NS+ SR !

Commer- Mutual Savings : - Lifé " { P ARetire-‘ Federal ** State. -

cial savings and loan ° insurance Pension . Mortgage ment credit GNMA ; credit
sevyen oo o bankss o . banks.-assogiations ! cgmpt_);nigs‘ funds _.‘.,companies" REIT’s funds agencies pools: agencies Total
[¢}] @ @ ] - (4)"; RO {5),4 ’ ¢ ® - @ - (10) an 12
1970: e R : g ’
| I $92 $426 $351 + $38 . $145 $15 $30 $215 0 $57 * $1,866
1. 87 523 436 ' 36 203 20 116 322 0 55 b2, 14
. 554 1 159 - 22 22 272 -0 88 o 1,861
1971I.V... ; ¢ 93 - 4203 w518 14 233 35 18 268 0 80 . 2,357
TR 05 " 198 Fsgg 9 . 120 25 20 280 0. 2 oLl
1. : 1,009 . 102 34 83 311 0 71 ¢ 2,599
1" 1,053 13, 279 55 - 54 333 0 157 bo2,910
1972! ........... 1,064 10 .. 243 - 54 36 443 0 67 v 3,019
T 1,000 2 .67 24 353 0: 190 | 2,88
[| D 1,400 , 182 58 ° 25 357 0 131 » 3,419
| L RS 1, 366 14 331 93 6 370 0, 77 . 1 3,489
T et 1,520 =4 446 3 18 363 0 55 i 4,095
TR 1,206 22 70 0 490 0 150 3,209
... 1,207 21 ;78 162 5 938 0 - 104 - 3,858
.. 962 4 = - 278 213 6 569 0; 125 1 3,435
1974I ........... 194 t6 364 151 5 621 0 172 3,588
: ] H . - -
[, 779 ! - 212 110 5 741 0 145 3,012
i 1,132 7 218 - IT 2 698 0 -75 3,360
[ 1] T, . . 5030 T .8 154 - 55 1 756 0 88. 2,820
L S BT LR T A [ L i I : 2
k. : S . F -

Sources: Departm_pn og HUD, Supply of Mortgage Credit, 1970-72, monthly HUD refeases reporting results of mor{gage g,rgss_f_low;u_gveys, mortgage company data gsp_mated by HUD staff. 3

i 3 2
w2
; K . i
H . :
. B [T .
' 1 f :
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TABLE A-3.—QUARTERLY CONSTRUCTION LOANS FOR 1-4 FAMILY HOMES
[1n millions of dollars}

Savings  Life in- Mort-
Commer- Mutual: and loan-  surance gage- Retire- State
cial savings associ- com- com- ment credit .
banks banks ations panies Panies REIT’s funds agencies Total
@ @ @) (O] ) ®) (4] ® 9)
$83 $920 $1 $600 $98 0 0 $2,606
7 1,027 3 528 137 0 0. 2,751
54 1,010 2 605 123 0 $1. 2,783
101 1,632 1 629 158 . 0 0. 3, 866
113 1,636 1 660 102 0 2 4,043
122 1,540 1 731 162 [1} 0. 4,215
97 1,414 3 619 204 $16 3 4,038
150 2,055 2 611 171 1 11 5,101
153 1,994 2 704 . 181 1 2 5,335
148 1,757 1 806 211 1 3 5,.056
129 1,908 1 882 208 0 0 5,186
165 2,411 13 509 234 1 2 5,702
195 1,821 4 719 549 1 0 5,720
169 1,190 3 518 356 1 12, 4,519
121 1,375 0 533 271 0 8 3,546
172 2,085 2 554 188 1 8; 4,508
151 1,46 1 504 193 1 1 4,063

Source: Department of HUD, “Supply-of Mortgage Credit, 1970-72,"" monthly HUD releases reporting results of mortgage
gross flow surveys, mortgage company data estimated by HUD staff.

TABLE A-4.—QUARTERLY CONSTRUCTION LOANS FOR MULTIFAMILY RESIDENTIAL
{in millions of doliars}

Life
Savings  insur- Mort-
Commer-  Mutual and loan ance, gage Retire- Federal - St:ge
cial savings  associ- com- com- ment  credit- credit-
banks banks  ations  panies  panies REIT's funds agencies- agencies Totali
Q) @ ()] (O] ® (6) m ® ® @10
$425 $73° $580 34 $505 $256 b2 $21
319 85 ™ 2 309 34 3 13
409 n 589 0 365 318 3 12:
511 118. 963 0. 546 401 1 7
614 133~ 708 2. 317 a1z 2 6
651 169 765 48 31 505 2 3
640 113 626 9 498 493 4 -3
679 _ 1142 .:881 i15. 554, - . 624, . -3 -3
836 - 168 768 ‘a1 506 600 - 3 2,
941 175 791 14 525 863 1 1
780 107 534 6 868 590 2 2
979 157 577 8 949 1,021 3 0
1,005 164 450 9 1,141 974 2 1
1,071 172 231 14: 957 914 2 1
778 % 27 17, 68 855 2 0
m 95. 434 18, 529 689 1 1
683 70: 214 14: 449 558 2 0

Source: Department of HUD, *‘Supply.of Mortgage Credit, 1970-72,"" monthly HUD releases reporting resufts of mort-
gage gross flow-surveys, mortgage company data estimated by HUD staff;
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2. Credits to Agriculture Sector

Figures on the volume of farm mortgage loans originated since the
third quarter of 1970 were obtained from the above-described mort-
gage credit statistics and.are detailed. by. lender group in Table A-5.

Farm operating loans are made largely by commercial banks,
Eoduction credit associations (with fumfs obtained from the Federal

termediate Credit Banks), Banks for Cooperatives, the Commodity
Credit Corporation (storage facilities-loans), and-the Farmers Home
Administration. Statistics on the volume of loans made by the last
four were obtained from the Farm Credit Administration, Commodity
Credit Corporation and the Farmers Home Administration. The
quarterly volume of farm operating:loans made by all: commercial
banks! was estimated by Ca.lt:ulatin% quarterly repayment rates
(repayments/beginning of quarter holdings) for production credit
assoclations ans applying these ratios to commercial bank holdings
of “agriculture loans’’ at the beginning of the corresponding quarter.

1 Since the statistics on mortgage credits, Treasury and Federal agency borrowing State and local gov-
ernment security sales and corporate security sales relate to the 50 States plus outlying parts of the United
States (Puerto Rico, Guam, Virgin Islands, etc.), the commercial bank credit dats described in this Ap-

ndix have the same geographic coverage, except when. reference is made. to “large commercial banks.”

ata for “all commercial banks” are the figures obtained-from the semiannual Aassels and Liabilities of
Commercial and Mutual Savings Banks" issued by the Federal Deposit Insurance Corporation, which' detail
the asset holdings of all commereial banks as of June 30 and December 31, te?ectlvely. Figures for March 31
and September 30 were estimated by “blowlng up” the Federal Reserve Board estimates of comparable
figures for banks in the 50 States and Washington, D.C. (presented in its monthly report, Bankifig aud
Monetary. Developments).



TABLE A-5.—QUARTERLY ORIGINATIONS OF LONG-TERM LOANS ON FARM PROPERTIES
{In millions of dollars] '

Mutual Savings Life . oL . -+ Federal
Commercial savings and loan insurance Pension Mortgage : Retirement - credit State credit
banks banks associations  companies funds  companies REIT's funds agencies GNMA pools agencies Total
(¢)) @ ) *) %) ® . ® ()] .(10) () 2)
$238 0 $26 $67 0 $t 0 $2 - $303 0. s $651
355 0 10 83 0 1 0 0 351 0 17 817
345 0 14 92 0 2 0 0 - 440 0 14 907
481 $1 32 136 0 2 0 0 503 0 14 1,169
377 6 21 126 0 4 0 11 479 0 15 1,039
405 21 25 124 0 3 0 9 498 0 17 1,101
523 34 37 154 0 2 X 2 632 0 21 1,405
612 3 28 175 0 8 0 0 713 0 16 1,557
242 2 26 149 0 20 0 1 672 0 1 , 332
587 4 31 199 0 27 0 0 750 0 8 1,610 g
551 0 7] 214 0 13 6 0 "8l 0 1 1,819
693 1 45 238 0 88 0 3 898 0 16 , 076
464 3 20 241 0 34 0 0 827 0 16 1,608
392 0 13 279 0 25 0 6 862 0 ll. 1,590
557 0 17 255 0 1 0 0 1,077 0 15 1,923
584 0 11 269 0 1 1 0 1,223 0 14 2,103
464 0 10 214 0 0 0 0 1,11 0 18 1,819
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Until recently, commodity loans-made by the. Commodity Credit
Corporation were not regarded as credits in the usual sense. Instead,
they were essentially commodity purchases by C.C.C. since the market
price for the crop was less than the amount of the loan. Beginning in
mid-1972, market ptices'for C.C.C. supported crops have been above
the loan smounts so! that the -C.C.CI.) loans are now being repaid.
Accordingly, beginning with the third quarter of 1972, C.C.C. loans
made-are included in Table A—6, which details-farm operating-loans
made by commercial banks and the yvarious Federal credit agencies:

v . TABLE A-6.—VOLUME OF FARM OPERATING LOANS MADE 2

{in mittions of dolars]

Y : Production Farmers  Commodity t
i Commercial - .t credit Banks for home ..... credit

banks!  associations cooperatives administration  corporation © Total
o) @ ® ® G ®
1 $4, 820 $2, 354 - $572 $178 $2 17, 920
3,790 1,918 484 . 53 2 .6, 250
3,740 1,610 ' 623 33 10 6,020
4,790 2,395 -+ 797 114 5 8,100
5,090 2,694 752 167 1 8,700
4,160 2,224 591 89 4 7,070
4,030 , 84 - 570 66 26 , 54
5,520 2,658 816 94 74 9,160
5, 860 3,032 837 v 18y ' 11 9,930
4,950 . 703 -99 10 8,260
4,530 2, 02 803, . JL 343 7,770
6, 600 2,900 1,031 142 873 11, 559
7,690 3,576 1,686 510 332 13,790

6,150 , 929 71,397 ;290 .34 , 10,
6,180 2,75 T 1,562 61 v 267 10, 830
8,460} ' 3,776 1,522 103 749 14,610
8,990 4, 068 2,275 2394 210 15,780

6770 .., 3408 , L1 . .21 ... 30 .
5,370 B 2,762 1,952 - { R § (' TR (- I ) 10, 360

Xl MRS

o l"Es!ifnafé‘d asexplainedintext.  ? Fighres rounded tonearést $10,000;00b.

** Sources: Data'furnished by Com‘mt‘)dit'y Credit Corporation, Farm Credit Adiinistration, and Farmers Home Administra-
tion;.Federal Deposit Insurance Corperation: Semiannual report *‘Assets,and Liabilities of ‘Commercial and Mutual Savings
‘Banks'’; Federal Res_e‘rve Board; ‘‘Banking and Monetary Developments."”’ vt ’

BT R B .
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s 10 -8, Credits to Consumer Sectort 't v oo T

e i L Ly .. ] oo . . [
Loans made to the consumer sector have been grouped under two
headings—installment credits :(loans.for automobile purchase, other
consumer goods, home improvements and personal loans) and non-
installment : credits  (single pajyment loans; chargé accounts (retail
outletsand credit ‘¢ards), service credit and lifé! insurance policy
loans). Figures on loans exténded forinstallment credits are published
moénthly*in the-Fedéral Reserve 'Bulletin. Figures on life nsurance
policy loansimsde weré obtained from the Tdlly Sheet issued ‘monthly
by the Institute of Life Insurance and from the Veterans Administra-
tion (with respect'to the life insurance programs administered by VA).
et PV DeaTe, WATO V. : R oo
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TABLE A-7.—EXTENSIONS OF NONINSTALLMENT CONSUMER -CREDITS
{in miltions of dotiars]

Charge
Single accounts Iinsurance Veterans’
payment and service company Administration
foanst credits?  policy loans  policy toans Total
a @) (&) (O] ®)
134,870 1$5,070 $1,157 $50 1 811,150
4,780 5,150 1,096 48 11,070
4, 840 5,210 985 43 11, 080
4,820 6, 150 911 a3 11,910
4,840 5,250 843 33 10, 970
4,89% 5, 890 846 33 11,660
5, 060 5,580 824 33 , 500
5,170 6, 560 832 29 12,590
5,290 5,130 825 31 11, 280
5,420 ‘6, 200 823 32 12,
5,590 5,830 813 36 12,270
5,770 7,420 813 28 14,030
‘6,130 'S, 940 901 32 13, 000
6,270 7,150 1,008 33 S
6, 500 6, 200 1,435 42 14,180
6, 540 8 110 1,165 35 3
6,620 5,520 1,034 32 13,210
6, 590 1,570 1,388 38 15, 590
6, 660 6, 850 1,513 46 15,070

1 Credit extensions estimated as explained in test.
2 Rounded to nearest $10,000,000.

bSources: ‘‘Federal Reserve Bulletin,"” Institute of Life Insurance *Tally Sheet,’” data furnished by Veterans’ Administra-
n.

For single payment loans, it is assumed that they have an average
maturity of six months, or a turnover rate of twice a year. For charge
accounts and service credits, it is assumed that they resemble install-
ment loans for “other consumer goods paper” with respect to average
maturities and quarterly repayment rates (quarterly repayments/
beginning of quarter balance). Consequently, the volume of loans
made in each quarter for charge accounts, service credits and single
payment loans were estimated by calculating guarterly repayments
and adding them to the quarterly net change of holdings figures.
Table A-7 depicts the quarterly amount of loans extendecgl for each
of the five components of non-installment consumer credits.?

4. Credits to State and Local Government Sector

Bonds sold by State and local governments are tabulated monthly
by the Securities Industry Association (Municipal Statistical Bulletin)
and the Daily Bond Buyer, with the latter also compiling the monthly
volume of short-term note sales by such governments. -Since the
SIA data on bond sales cover more issues, they have been used in
preparing Table I-7.

Included in these municipal security sales are the bonds and notes
issued by State and local government housing finance agencies. These
agencies are, in reality, financial intermediaries because they channel

1 Some egollcy loans are used for business purposes, but there are no data to indicate what proportion
&re S0 used.
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funds from the.tax-exempt municipal securities market into the
mortgage market, mainly for housing, but also for non-residential
and farm purposes. Since the loans by State housing finance agencies
are already counted in the housing, commercial and agricultural sec-
tors, there would be double counting if they were also counted in the
State and local government sector. Hence, the quarterly volume of
bond and note sales by State (and local) housing finance agencies
(culled from the Weekly Bond Buyer Bond Sales Section) have been
subtracted from State and local government bond and note issues
and included in the statistics on funds raised by financial interme-
diaries (see Section 8 below).

5. Credits to Federal Government Sector ;

The U.S. Treasury debt may be classified under five headings: (a)
Short-term marketable securities, (b) long-term marketable securities,
'(¢) non-marketable savings bonds, (d) non-marketable foreign series
securities (issued to official institutions of foreign countries), and (e)
non-marketable special issues sold to the U.S. investment accounts.
Data on the volume of Treasury securities issued for the first four
groups during each quarter in 1970-1974 were tabulated from the
Treasury Bulletin and are detailed in Tables A-8 and A-9. Excluded
from the tables are the issuances of non-marketable special Treasury
debt to the U.S. investment accounts that are largely offset by almost
daily redemptions so that social security, pension and other expendi-
tures can be paid. ’

TABLE A-8.—-LONG-TERM GOVERNMENT DEBT ISSUES

[In millions of dollars]

. Treasury debt
Federal

Marketable Savings agency .
issues bonds ¥ debt? Total
[¢)] - (2) ) (C))
$5, 952 $1,191 $100 $7,243
18,734 1,179 100 20,013
8,783 1,132 .- 9,
9,053 05 (-7 I 1217
16, 068 1,374 253 17,695
8, 968 LAl . 10,379
7,720 1,389 100 9,209
15,736 1,303 150 17,189
4,999 1,640 150 6,789
6,074 1,607 150 7,831
11, 857 1,527 150 13,534
, 1,462 150 8,815
6,114 1,752 100 7,966
7,956 1,773 150 9,873
5, 621 , 438 150 7,210
4,410 1,306 100 5,816
4,858 1,875 100 6,933
7,285 1,808 100 9,193
6,434 1,628 ... 8, 058

1Savings bond sales—all series. ) .
2Securities issued by Postal Service, Tennessee Valley Authority.

Source: “Treasury Bulletin,” Federal agency data.
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TABLE A-9.—SHORT-TERM GOVERNMENT MARKETABLE SECURITY ISSUES
[In milfions of dollars]

Regutar Treasury bills

Short-term
91 days 182 days 9 months 12 months Other billst  TVA notes Tota!
M) @ ) (€] ® () (&)
$23,415 $16, 129 $1, 502 $3, 404 , 511 230 48, 191
23,4 16, 935 1,501 3,602 _____ ﬁ ..... s240 s45: 689
23,433 17,426 1, 502 -3,608 4,777 320 51, 066
25, 861 19, 621 1,503 3,603 4,620 360 55, 568
23,532 440 49, 340
26,513 520 56, 704
32,120 540 60, 163
29,926 470 63, 368
30, 517 400 61, 296
oo 3 Saom
3 , 636
30, 805 380 66, 430
31,209 330 60, 756
32,120 320 60, 553
32,510 260 63,130
32,515 260 69, 509
32,538 240 65, 657
33,221 490 66, 059
4, 501 50 70,210

1 Tax anticipation bills, strip bills.
Source: “Treasury Bulletin,”” Tennessee Valley Authority data.

The vast array of Federal agenices, including “in budget” agencies,
“off budget” agencies and Government sponsored agencies have
been divided into three groups: (@) Those performing essentially
Federal Government functions (U.S. Postal Service and Tennessee
Valley Authority), (b) those serving as financial intermediaries that
raise funds by selling securities and using the proceeds to make or
purchase loans (the various credit agencies discussed in Section 8),
and (c) those that facilitate borrowing by private companies by
guaranteeing their securities (Maritime Administration guarantees
of ship mortgage bonds and Department of HUD guarantees of new
community bonds). Debt issues of the first group are included in
the Federal Government sector and their quarterly security issues
are detailed in Tables A-8 and A-9.

6. Funds Provided to Industrial-Commercial Sector

To facilitate this presentation, the funds provided to the industrial-
commercial sector (i.e., non-financial business) have been grouped
under three headings: (a) Long-term securities, (b) loans over one
year, and (c) short-term credits. With respect to the long-term se-
curities shown in Table A-10, the figures on corporate bonds and
stock issues (excluding issues by financial and real estate corporations,
which are counted in the financial intermediaries sector) are tabu-
lated monthly by the Securities and Exchange Commission. Data
on Federally guaranteed corporate bonds (ship mortgage and new
community) were obtained from the respective Federal agency.
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TABLE A-10.—LONG-TERM SECURITIES ISSUED. FOR INDUSTRIAL-COMMERCIAL SECTO

[in millions‘of dollars) L . : L
‘Federally *  Other '
guaranteed *+. . corporate Corporate -
bondst bonds 2 stock? . Total
(6] @ @ (C)]
$37 $5,307 $1,732 $7,076
2 7,4 1, 451 A
76 6, 051 1, 265 7,392
104 7,602 2,228 9,934
36 8,248 1,924 10, 208
114 6, 543 2, 864 , 521
37 4,958 3,631 8,626
144 5,780 2,330 8,254
231 4,364 2,308 6,903
155 5,755 3,152 9, 062
200 4,291 2,711 7,202
164 4,832 2,762 7,758
127 2,202 1,504 3,833
68 4,786 1,762 6,616
67 3,965 1,342 5,374
166 4,965 2,684 7,815
124 5, 409 1,597 7,130
128 6, 817 1, 407 8,352
249 4,779 1,2 6, 251

t Ship mortgage bonds guaranteed by Maritime Administration plus new commuaity bonds guaranteed by Department
of Housing and Urban Development. i .
2 {ssued by corporations, excluding finance and real estate corporations.

Sources: Data furnished by Maritime Administration, Department of HUD and tabulations by Securities and Exchange
Commission.

TABLE A-11.—LOANS OVER 1 YEAR FOR INDUSTRIAL-COMMERCIAL SECTOR
{In millions of dollars]

. Commercial Bank loans Finance

Bank term mortgage . to company Federal credit
loans 1 loans? individuals 3 loans 4 agencies & Total
» ® @ o ®
¢ $10, 670 852,750 T $1,120 NA " $307 ¢ NA
, 410 , 870 1,210 NA 420 NA
21,130 3,210 1,230 $2,735 - 428 $28,740
20, 150 3,420 1,160 2,513 403 27, 650
25,780 ' 3,480 1,010 2,498 396 ‘ 33‘ 160
20, 320 4,740 1,060 2,660 632 29, 440
17, 500 4,640 , 620 2,390 488 26, 640
19, 910 5,460 1,620 3,232 565 30, 790.
17, 900 5,340 1, 650 2,930 557 28,380
16,210 3 2,030 3,203 673 28,490
17,170 5, 350 1,840 3,327 1,191 . 28,870
17, 350 7,890 1,830 3,702 1,149 31,920
20, 250 6,010 2,170 3,648 899 32,980
19,170 7,140 2,680 4,048 871 33,910
16, 740 7,010 2,480 3,784 805 30, 820
16, 880 7,220 - 2410 - 4,309- 748 31,570
19,030, - 6190 . . 2,330  © -a,043 607 . 32,200
18,740 - 6,290 2,910 4,197 . 824 © . 32,90
16, 950 5,480 2,570 3,908 598 - 729,510

! Commercial and industrial loans by all commercial banks with maturities over 1 yr, excluding loans to foreign cor-
porations. o X
.3 Long-term mortgage foans for nonresidential properties by 11 iender groups.
3 Loans to individuals by all commercial banks where proceeds are used for business purposes.
4 Finance company loans to business (retail auto, business, industrial, and farm eguipment).

§ Business loans by Small B Administration, Economic Development Administration, Rural Electrification. Ad-
ministration, Rural Telephone Bank. . o L A
6 Figures rounded to neares_tKSIO,OOO,OOO...‘ -, : PR .

Sources: ‘‘Federal Reserve B'ullétin," FederalﬂDeposit Insurance Corporation *Report of“Condition-For Commercial.
Banks;"" Department of HUD: monthly releases on mortgage lending, Federal Reserve board releases on loans made by
finance companies; tabulations by SBA, EDA, and REA; plus calculations explained in text.

47-392—75——8
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Table A-11 shows the loans maturing in over one year that were
made to the commercial and industrial business sector. Figures on
loans made are readily available for three of the five categories shown—
(a) mortgage loans for commercial properties (data obtained from
Department of HUD releases), (b) business loans by finance com-
panies * (data obtained from Federal Reserve Board releases and
tabulations), and (¢) business loans made by Federal credit agencies
(data furnished by Small Business Administration, Economic De-
velopment Administration, Rural Electrification Administration,
Rural Telephone Bank). For the other two—commercial bank
“term loans’ and bank loans to individuals where the proceeds are
used for business purposes—loan activity data were estimated as
described below.

Table A-12 lists six categories of short-term credits to the in-
dustrial-commercial business sector. For two—finance company
loans and construction loans for commercial properties—statistics
on loan activity were obtained from FRB and HUD releases. For the
other four—commercial paper, commercial bank ‘“‘commercial and
industrial loans,” commercial bank loans to individuals and bankers
acceptances—the loan activity was estimated as explained below.

TABLE A-12.—SHORT-TERM CREDITS TO INDUSTRIAL-COMMERCIAL SECTOR

[In millions of dollars]

Bank com-

Finance mercial and Commercial Bank loans Bankers

Commercial company  industrial  construc- to indi- accept-
paper? loans ? loans3 tion loans+ viduals 8 ances ¢ Total
(¢Y] @ @) ) ®) (O] O]
7$14, 490 NA 7§78, 460 NA 794,120  7$12,490 “NA
, 620 NA 108, 050 NA 4,280 24,070 NA
16, 670 $12, 845 111, 320 $1,906 4,370 26, 260 $173, 370
16, 850 12,674 90, 260 1, 958 4,220 27, 360 153,320
17,530 16,271 116, 050 1,844 4,460 12, 040 168, 200
17,270 16,933 104, 410 2,595 4,980 8,720 154, 910
16, 000 16, 316 86, 270 2,726 4,950 21,410 147, 670
15,760 17, 802 91,790 3,211 4,270 21,990 154, 820
15, 660 17,372 90, 770 2,109 5,210 11, 060 142,180
18, 680 18, 022 99, 400 2,001 5,780 9,770 153, 650
19, 950 16, 241 98, 760 3,140 5, 860 12, 600 156, 550
19, 380 21,510 109, 360 3,568 6, 040 21,130 181, 000
17,370 23, 389 135,630 2,811 5,900 17,990 203, 090
16, 310 24,693 127,140 3,398 6, 050 24, 560 202, 150
17,190 21,034 130, 290 3,961 6, 160 12, 050 190, 690
20, 420 24,154 143,930 3,459 5,990 27,130 225, 080
26, 010 20, 688 161, 180 2,995 5,700 27,590 244,170
30, 320 22, 890 163,270 3,172 6, 080 41,230 266, 960
32,600 22,729 142,780 2,898 6, 000 50, 340 257, 350

1 Commercial paper issued by nonfinancial companies.
2 Finance y loans to busi wholesale auto, accounts receivable, other business credit).

3 Commercial and industrial foans by all ¢ial banks, excluding bankers pt: andloansto foreign companies.
4 Construction loans for nonresidential properties.

s Loans to individuals by all commercial banks where proceeds are used for business purposes.

6 Acceptances for account of U.S. borrowers.

7 Figures rounded to nearest $10,000,000.

Sources: ‘‘Federal Reserve Bulletin,”” FDIC “*Report of Condition of Banks,”” Department of HUD releases reporting
on ‘npntgw sturvteys of mortgage lending, Federal Reserve Board rel on fi company loans, plus calculations
explained in text.

s Loans for retail automobiles, business and farm equipment are considered to be loans
maturing over one year. All other business loans by finance companies are treated as
short-term credits,
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(a) BANKERS ACCEPTANCES

Total end of quarter outstanding bankers acceptances (reported in
the Federal Reserve Bulletin) were distributed: between (1) for account
of foreign companies (reported in the Treasury Bulletin) and (2) for
account of domestic companies (the balance). On the basis of weekly
statistics issued by the Federal Reserve Bank of New York that show
‘new loans made during the week” and loans eutstanding at the end
of the week, quarterly repayment ratios (repayments/beginning of
quarter holdings) were calculated from derived repayments (new
loans made minus net change of loans outstanding). These ratios
were used in ‘“gross flow’” calculations for-total foreign acceptances*
and total domestic acceptances, respectively. For each total the
relevant New York ratios were applied to beginning of quarter out-
standing amounts to estimate ‘repayments.” These repayments,
when added to the net change of outstanding balances, result in
estimated ‘‘new loans made.”’ :

(b) FOREIGN COMMERCIAL AND INDUSTRIAL LOANS

For the-purpose of these estimates, it is assumed that all commercial
and industrial loans made by U.S. banks to foreign companies are
made only by the large commercial banks that report weekly to the
Federal Reserve Banks. (They are best equipped to make foreign
business loans in terms of financial resources and personnel qualified
to judge foreign credit risks.) It is further assumed that the outstand-
ing amounts of such foreign business loans are depicted by the amounts
reported in the Federal Reserve Bulletin in the Tables ‘“Commercial
and Industrial Loans of Large Commercial Banks” and ¢ “Term’
Commercial and Industrial Loans of Large Commercial Banks.” 5
Subtraction of the foreign ““term loan” figures from the total foreign
loans outstanding results in “short-term’’ commercial and industrial
loans to foreign companies.

Turning again to the weekly statistics compiled by the New York
Federal Reserve Bank, quarterly repayment ratios were calculated for
short-term (under one year) and ‘“‘term’ (over one year) commercial
and industrial loans to foreign companies, respectively. These ratios
were then applied to the respective beginning of quarter outstanding
balances for short-term and “term” commercial and industrial loans
made by all large commercial banks to foreign companies to estimate
“loan repayments.”’ The sum of these estimated quarterly repayments
and..the quarterly net change of outstanding balance-gives rise to
estimated total ‘“new loans made’” by all large commercial -banks to
foreign’companies. ) ‘

(C) DOMESTIC COMMERCIAL AND INDUSTRIAL LOANS

End of quarter total commercial and industrial loans by all com--
mercial banks (weekly reporting large banks plus all other commercial
banks), as reported by the FDIC ¢ were distributed between “term’”

4 Although bankers acceptances for the account of foreign companies and foreign commercial and industrial
loans are attributed to the foreign sector, they are discussed at this point because of their relevance to the
estimation for domestic commercial and industrial loans.

5 Conceivably, the unclassified commercial and industrial loans by the large banks may include loans to
foreign companies.

¢ Semi-annual report Assets and Liabilities of Commercial and Mutual Sevings Banks. These outstanding
balances may include holdings of commercial paper, but there is no information on how much.
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loans and short-term commercial and industrial loans on the basis
of the following: For the weekly reporting large banks that classify
their C&I loans in this manner, ratios of term loans/total C&I loans
were calculated for each quarter for banks in New York City, the
Chicago FRB District and for banks in all other Federal Reserve
districts. The ratios calculated for banks in all other Federal Reserve
districts that classified their C&I loans were assumed to apply to the
weekly reporting large banks that did not classify their loans.

~ For all other commercial banks, it was assumed that their ratios of
term loans/total C&I loans were ten percentage points less than the
ratios found for the respective quarter for the large banks outside of
New.York and Chicago.. _

. The foregoing -calculations give rise to estimated end of quarter
holdings of total ‘‘term” commercial and industrial loans and total
“short-term” commercial and industrial loans by all commercial
banks. Holdings of “term’’ loans to foreign borrowers, bankers accept-
ances and ‘“short-term’” C&I loans to foreign borrowers were then
subtracted from the respective total figures to obtain holdings of
commercial and industrial loans to domestic companies, distin-
guishing between “‘term’” loans and “short-term’ C&I loans. Turning
once again to the weekly statistics compiled by the New York Federal
Reserve Bank, quarterly repayment ratios were calculated for “short-
term’’ and ‘‘term’” commercial and industrial loans to domestic
companies. The resultant repayment estimates, when added to the
corresponding net change of holding figures, give rise to estimated
new loans made, as shown in Tables A-11 and A-12, respectively.

(d) BANK LOANS TO INDIVIDUALS

About 20 percent” of commercial bank loans to individuals are
characterized by the Federal Reserve Board as ‘‘being used for
business purposes,” that is, they are not classified as consumer credits.
Some 60 percent to two-thirds of these ‘“implied” business loans are
single payment loans, that are assumed to have an average maturity -
of six months. The other “implied” business loans are for automobile
purchase, home improvements and personal loans, each with a repay-
ment period exceeding one year.

To estimate’ the quarterly volume of new loans made for these
business loans, the Federal Reserve figures on commercial bank con-
sumer loans.were subtracted from the FDIC figures for commercial
bank loans to individuals for the respective end of quarter dates.
The balances were then distributed between single payment loans

'1At the end of 1973, commercial bank loans to individuals totaled $100.8 billion, whereas commercial
bank consumer credits aggregated $81.2 billion. . . bemmet .
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and the other loan categories. Using repayment ratios derived from
the consumer credit calculations, quarterly loan repayments were
estimated, which when added to the quarterly net change of holdings
for the corresponding quarter, result in estimated-new loans made
(see Tables A-11 and A-=12).

. (&) COMMERCIAL PAPER

By virtue of a recent recalculation of commercial paper statistics
by the New York Federal Reserve Bank,® data are now available
on’ the amount of outstanding commercial paper issued by (1) finan-
cial companies and (2) non-financial corporations (industrial and
commercial companies). Although there are no available statistics
on the volume of new issues, they can be approximated from infor-
mation on average maturities of commercial paper. According to an
officer of a large dealer, in recent years, average commercial paper
maturities have ranged between 20 and 35 days, with somewhat
longer maturities for industrial paper and slightly shorter maturities
for finance .company paper.

Based on this advice and figures obtained on average maturities,
annual and quarterly turnover rates were calculated for industrial
and finance company commercial paper. These turnover rates were
applied to beginning of quarter outstanding balances to estimate
repayments, which when combined with caleulated net changes of
outstanding balances, result in estimated “‘new issues.” The ﬁgures
for industrial commercial paper are shown in Table A-12 and the
figures for finance company commercial paper are presented in
Table A-16. o :

7. Funds Provided to Foreign Sector

_ Bonds and stocks sold by foreign governments and corporations
in the U.S. capital market are tabulated by the SEC. Data on credits
extended -by the Export-Import Bank and the Agency for Interna-
tional Development ‘were ‘obtained from the réspective Federal
c¢redit agencies. The resultant figures are presented in Table A-13.

Estimates of new commercial bank ‘“‘term’” commercial and .in-
«dustrial loans made to foreign companies and..of short-term C&I
loans made to ‘foreign borrowers were calculated in the manner
described - above. Similarly, the method for estimating new bankers
acceptances for the ‘account of foreign companies was explained
above. The estimated quarterly amounts of such credits are detailed
in Tables A-13 and A-14. ° : : -

_VAs announced in a release issued by the New York Federal Reserve Bank on September 12, 1974,
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TABLE A-13.—LONG-TERM FUNDS PROVIDED TO FOREIGN ENTITIES

[In millions of dollars|

Securities sold

Ex-im Bank Bank

Foreign Foreign Bank AID term loans to
bondst stocks * loans {oans loans 3 government ¢ Total
(03} @ 3 @ ®) 6) (@)
$388 $17 $278 $41 53380 5$40 5$1,140
83 - 10 804 360 250 60 1,570
457 4 247 247 170 ... 1,130
365 61 520 82 430 (-10) 1,450
1,336 6 486 227 710 (—50) 2,720
19 586 178 820 (—10) 1,970
441 5 384 265 330 1,540
106 29 386 152 600 150 1,420
525 47 719 29 190 70 1,580
486 46 807 110 520 140 2,110
60 6 291 299 600 110 1,370
593 2 547 65 1,010 120 2,340
485 6 519 300 1,240 180 2,730
287 4 1,058 204 500 120 2,170
256 40 664 94 140 (—20) 1,170
%3 28 892 40 1,240 390 3,130
1,206 101 779 80 1,040 130 3,340
257 53 1,647 40 810 420 3,230
196 4 737 171 560 (—280) 1,390

1 Bonds sold by foreign governments, foreign companies, international organizations in the United States.
2 Foreign stocks sold in the United States. -
 Commercial and industrial loans by large commercial banks to foreign companies.

4 Loans to foreign governments by large commercial banks.

6 Figures rounded to nearest $10,000,000.

Sources: Tabulations by Securities and Exchange Commission, Export-lmport Bank, Agency for International Develop-
ment and ‘‘Federal Reserve Bulletin'' (statistics of loans by weekly reporting large commercial banks), data calculations

explained in text.
TABLE A-14.—SHORT-TERM CREDITS TO FOREIGN BORROWERS!

[n millions of dollars]

Commercial Loans to

Bankers and industrial foreign
acceptances 2 loans3 banks Total
0} @ 6} @
$17,670 $480 $710 $18, 860
, 730 . 730 33,120
33,170 1, 000 700 34,870
30,570 990 900 32, 460
15, 490 1,440 540 17,470
11,130 2,100 1,050 14, 280
22,980 1,920 . 1,750 26, 650
22,410 1,980 1,700 26, 030
13,170 2, 840 1,180 17,190
11,110 2,090 1,530 14,730
11,670 , 300 1,460 14, 430
17, 460 8 1,7 21, 560
16, 320 3,220 3,540 23,080
25, 960 , 200 2,5 0, 740
13,040 2,230 2,100 17,370
22,890 2,960 2,830 28,680
24,900 4, 500 3,280 32, 680
43,520 3,570 3,430 50, 520
66, 350 4,690 3.460 74,500

1 All figures rounded to nearest $10,000,000.

2 Acceptances for account of foreign borrowers.

3 Short-term credits (under 1 year) to foreign commercial and industrial borrowers by large commercial banks.
4 Loans to foreign banks by large commercial banks.

) ?outtces: “Treasury Bulletin'' (international finance statistics), *‘Federal Reserve Bulletin,’" data calculations exptained
in tex
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According to officials of large commiercial banks, commercial bank
loans to foreign governments in recent years have had maturities of
around five years, while loans to foreign commercial banks have had
maturities of about six months. Based on this advice, corresponding
repayment rates have been assumed, which when applied to the data
on loans held by the weekly reporting large commercial banks ®
result in estimated repayments of such foreign loans. The sum of the
estimated quarterly repayments plus the calculated quarterly net
change of holdings give rise to estimated quarterly new loans made by
the large commercial banks to foreign governments and foreign banks,
respectively. These estimates are depicted in Table A-13 and A-14.

8. Funds Provided to Financial Sector

Although financial institutions obtain a large part of their new
funds (as distinguished from loan repayments and security retire-
ments) from deposits, insurance and pension fund premiums, Interest
income and other earnings, they augment their resources by borrowing
or issuing securities. Similarly, Federal, State and local government
credit agencies sell securities or obtain loans and use the proceeds to
make loans to individuals or entities in the other seven economic
sectors. The funds raised by these financial intermediaries (financial
institutions and agencies that acquire funds for the purpose of making
loans and investments) are detailed in Tables A-15, A-16 and A-17.

The long-term securities issued by financial institutions and agencies
(shown in Table A-15) include corporate bonds and stocks sold by
financial and real estate companies (data tabulated by SEC), bonds
sold by State (and local) housing finance agencies (compiled from the
Weekly Bond Buyer) and the securities issued by the Federal credit
agencies, particularly those active in the mortgage and agriculture
credit markets (statistics obtained from the respective Federal
agencies).

The short-term securities issued by financial institutions and
agencies (depicted in Table A-16) include the notes issued by the
State housing finance agencies and Federal credit agencies and com-
mercial paper issued by finance companies. The commercial paper
issuances were estimated by converting average maturities into

- turnover or repayment rates and applying them to the quarterly out-

standing balances compiled by the New York Federal Reserve Bank.

Table A—17 details the loans made by financial institutions to other
financial institutions. They include (¢) Federal Home Loan Bank
advances to savings and loan associations, (b) loans made by all
commercial banks to personal and sales finance companies, (c) loans
made by all commercial banks to other non-bank financial institu-
tions (mortgage companies, REIT’s, savings and loan associations,
Federal agencies), and (d) loans made by all commercial banks to
domestic commercial banks (loans to all commercial banks less loans
to foreign banks by large commercial banks).

8 It is assumed that smalier commereial banks do not make loans to foreign governments and foreign banks.
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TABLE A-15.—LONG-TERM SECURITIES ISSUED BY FINANCIAL INSTITUTIONS AND AGENCIES
[tn millions of dollars}

Federal
Corporate Corporate Municipal agency

bonds 1 stock ! bonds 2 securities 3 Total
[¢)) @ 3) (O] %)
$532 $405 $80 $4,722 $5,739

36 .- 3, 54 ,
849 394 104 4,213 5,620
1,672 462 203 4,764 7,101
1,637 382 290 3,998 6,307

1,760 520 40 4,379 '
1,410 449 194 6,191 8,244
1,794 862 379 4,790 7,825
2,549 543 102 4,260 7,454
1,662 639 139 4,077 6,516
1,770 427 303 4,156 6,656
2,472 496 109 3,635 6,712
2,147 2,367 127 3,840 8,481
1,43 265 7,883 10,219
64! 393 236 6,472 7,750
2,119 430 778 7,087 10,414
2,058 172 140 5,818 8,188
816 130 232 7,497 8,675
1,258 156 583 9,286 11,283

1 Issued by *“financial and real estate’’ companies.
2 Issued by State and local government housing finance agencies (excludes public housing, urban renewal and other
nonhousing credit purposes).

_ 3 Issued by Federal National Mortgage Association, Federal Home Loan Banks, Federal Home Loan Mortgage Corpora-
tion, Federal Land Banks, Federal Intermediate Credit Banks, Banks for Cooperatives, Export-Import Bank, Federal Hous-
ing Administration and Small Business Administration, plus notes insured by Farmers Home Administration and mortgage-
backed securities guaranteed by Government National Mortgage Association.

Sources: ‘‘Federal Reserve Bulletin'’, ““Weekly Band Buyer,’ bond sales section, data obtained from respective Federal
credit agencies,

TABLE A-16.—SHORT-TERM SECURITIES ISSUED BY FINANCIAL INSTITUTIONS AND AGENCIES
[In millions of dollars)

Federal
Municipal ~ Commercial agenc

notes 1 paper 2 securities 3 Total
® @ 3) O]
$94 4384, 400 $6,678 4391, 200
158 , 5,703 97, 300
206 . 87,500 5,912 93, 600
135 . 76,700 4,479 92,100
131 70, 500 3,014 73,600
335 66, 700 4,557 71, 600
117 65, 800 3,743 69, 700
252 © 67,100 3,523 70, 900
53 71,100 2,897 74,100
254 72,700 3,618 76, 600

153 3,079
300 76,600 4,485 81, 400
38 86, 500 3,486 90, 000
321 94,900 4,314 99, 500
349 : 106,900 6,034 113,300
466 112, 500 4,609 117,600
439 115, 500 4,349 120, 300
323 150, 800 6, 082 157, 200
288 138, 500 9,088 147, 900

! Issued by State and local government housing finance agencies (excludes public housing, urban renewal and other
non-housing credit purposes).

2 Issued by financial companies.

¥ Issued by Banks for Cooperatives, Federal Intermediate Credit Banks, Federal Land Banks, Federal Home Loan Banks,
Federal National Mortgage Association, Student Loan Marketing Association, Federal Fi ing Bank.

4 Rounded to nearest $100,000,000.

Sources: ““Weekly Bond Buyer’* Bond sales section, New York Federal Reserve Bank special tabulation, data furnished
by respective Federal credit agencies, plus calculations described in text.
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TABLE A-17.—LOANS TO FINANCIAL INSTITUTIONS

[In miltions of doflars)

Commercial bank loans to—

FHLB -
advances Other

to Savings  Commercial Finance financial .
.and loans 1 banks? ‘companies3 . institutions+ . Total
(¢5] @ ® O3 ®
$1,275 $1, 050 $6,110 . 53830 . -.5$9,270
93 1,080 7,280 2,570 11,860
627 1,010 ~ 8330 , 440 11,410
482 1,070 8,690 2,140 380
479 960 . 8,040 1,750 11,230
524 1, 140 8,700 2,930 13,290
. 1,000 1, 530 7,2100 . 2,120 11,920
1,162 1, 600 7,760 3,020 .13,540
500 1,860 7,360 2,550 12,310
1,000 2,190 7,690 3,530 14, 410
1,342 2,310 7,160 4,040 . 14,850
1,976 3,490 8,920 5, 510 19, 900
1,579 4,810 8,770 4,900, 20, 060
3,260 4,820 9,630 6, 310 24,020
3,860 4,43 8,590 5,390 2,270
3,019 5,120 10, 300 6,070 24,510
3,468 5, 630 9,410 4,900 23,410
5,839 6, 860 10,770 © 1,760 31,230
3 6,410 10, 590 6, 400 29,190

1 Federal Home Loan Bank advances to savmgs and foan assomahons

2 Loans made by all cial banks to cial banks.

2 Loans made by all commercial banks to personal and sales finance companies.

4 Loans made by all commercial banks to other nonbank financial institutions (mortgage panies, REIT's, savings and
foan associations, etc.) .

& Rounded to nearest $10,000,000.

Sources: Federal Home Loan Bank Board data, Federa) Deposit Insurance Corporation **Assets and Liabilities of Com-
mercial and Mutual Savings Banks,"" ‘‘Federal Reserve Bulletin,”” plus calculations explained in text.

Data for the’' FHLB advances were obtained from the Federal Home
Loan Bank Board (in the form of advances made gross of renewals).
Loan activity figures for the three categories of commercial bank credit
were estimated as follows: Based on a canvass of a number of large
commercial banks that make such loans, average maturities were
assumed for each type loan (90 days each for loans to commercial
banks and to personal and sales finance companies, 12 months for
loans to.“other non-bank financial institutions”). These were converted
into annual turnover rates, which give rise to quaiterly repayment
rates. Applying these rates to beginning of quarter holdings result in
estimated ‘quarterly loan repayments, which when added to ‘quarterly
net change of holdings, equal loans made in the quarter.




ArreEnDIX B. MEASUREMENT OF INCREMENTAL INTEREST CosTs

This Appendix seeks to quantify the additional interest costs that
were paid or contracted for during the 12 months of October 1973
through September 1974 as a result of the record levels of interest
rates that prevailed during this period. It endeavors to ascertain for
each identifiable group of borrowers the amount of ‘“incremental
interest costs” they were required to pay and the extent to which
these incremental costs were, in reality, shifted to the U.S. Treasury
because of deductions permltted under the Federal income tax.
Finally, this Appendix tries to determine which investor or lender
groups received the additional interest income and the extent to
which they paid Federal income taxes on this interest.

The Appendix consists of five sections: 1. Measurement Spemﬁca—
tions, 2. Interest Rate Differentials, 3. Incremental Interest Costs,
4. Who Paid Incremental Interest Costs, and 5. Who Received
Ineremental Interest Income.

1. Measurement Specifications

The record high levels of interest rates prevailing during the year
October 1973 through September 1974 affected only those borrowers
who obtained new loans, renewed or refinanced outstanding loans,'
issued new securities or refunded outstanding securities during this
period. Debtors who had borrowed before October 1973 at fixed
interest rates paid in 1973-1974 only the amounts they had contracted
to pay, even though market interest rates had since risen. On the
other hand, those who did borrow (including renewals, refinancings
and refundings) in the 12 months ending with September 1974 were
required to pay interest costs reflecting the higher interest rates that
prevailed throughout this period. Had they elected to borrow at
some earlier date when interest rates were lower, presumably their
interest costs would have been correspondingly lower

The resultant higher interest cost is termed “‘incremental interest
cost,”” which is measured by multiplying the amounts borrowed
durlng October 1973-September 1974 by an interest rate differential.
This differential is the difference between the effective interest rates
(yields) prevailing in the 12 months ending September 1974 and the
rates prevailing in a corresponding period some time earlier. For the
purpose of this analysis, the earlier period chosen is the immediately
preceding year, that is, the 12 months extending from October 1972
through September 1973. This period appears to be most directly
comparable to the period under review.?

1 Loans with variable interest rates (where there are no renewals or refinancings) would also be affected,
but there are no statistics on the amount of such loans that are cutstanding,
2 In terms of recency. A similar analysis could be made by comparing earher periods when interest rates
were still lower,
(80)
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The incremental interest costs are for a 12 month-period. For long-
term credits the costs are, in effect, the first year’s interest costs.
For short-term credits, an adjustment factor was employed to achieve
annual interest costs that are comparable to the annual interest costs
for loans repayable over periods longer than one year. For example, if
the average maturity of a loan category was three months, the interest
cost figure was divided by four.

Since foreign governments, businesses and banks domiciled or
operating abroad are not subject to the Federal income tax, their
borrowings in the United States have been excluded from the analysis.
Consequently, the analysis deals with the interest costs borned by U.S.
borrowers. For these borrowers, quarterly data were compiled on the
a-nllounts they borrowed and on the interest rates they paid as described
below.

2. Interest Rate Differentials

For the purpose of this analysis, it is assumed that the sums bor-
rowed during each of the quarters in the 12 months ending with
September 1974 were at the effective interest rates prevailing in the
respective 1973-1974 quarter for the particular loan or debt security
category. These effegtive interest rates are presented in the lower
half of Tables B-la through B-lk. The upper half of each table shows the
effective quarterly interest rates for the loan category for the corres-
ponding quarter in the preceding year.

To the extent that statistics are available, separate interest rate
data are shown for each distinctive component within a loan category,
especially where there are significant interest rate differences for
individual components. In those instances where there were no
interest rate data available for a particular component, they were
approximated by reference to an interest rate series for similarly con-
stituted loans. : :

TABLE B-1a—COMPARISON OF INTEREST RATES ON MORTGAGE AND CONSTRUCTION LOANS

[Percent}

Home:  Multifamily Home Multifamily
mortgage mortgage  construction construction
loans loans loans loans
1972: V... e 7.70 8.45 7.75 7.75

1973: _ . . . . . - .
7.70 8.51 8.00 8.00
7.75 8.65 9.25 9.25
8.04 9.3 10.75 10.75
8.56 9.52 11.75 11.75
8.66 9.34 11.00 11.00,
8.70- -0 9:60 12,50 12.50,
4 9.16 10.28 14.00 14:00

" S - - DATA SOURCES

M 1]
1. Mortgage loans:.(a) 1 to 4 family homes: effective rate on conventional loans for purchase of previously occupied’
homes—Federal Home Loan Bank Board series; (b) muitifamily residential: going rate-on multifamily conventional loans—
Federal Home Loan'Mortgage Corporation series. R - EREE R - S
2. Construction loans: (3) 1 to 4 family homes: prevaiting prime commercial loan rate plus 2-points (prime loan rate is
model rate during.quarter based on table in_*‘Federal Reserve Bulletin’’; (b) multifamily residential: same. . * .

PR 34
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TABLE B-1b.—COMPARISON OF INTEREST RATES ON FARM MORTGAGE LOANS

[Percent]

‘ Farmers Home  Commercial Life
Land banks Administration " banks :.° insurance
7,50 5.00 .79 - 8.26

7.50 5.00 7.81 8.39

7.50 5.00 7.88 8.29

7.50 5.00 8.16 8.49

.75 5.00 8.43 8.70

8.00 5.00 8.44 9,01

8.00 5.00 8.53 9.22

8.50 5.00 8.82 9.35

DATA SOURCES

(a) Federal land banks: Data furnished by Farm Credit Administration.
(b) Farmers Home Administration: Data furnished by agency. . 5 i
8 (cz Commercial banks: Averages of farm ownership loan rates, compiled by Chicago and Minneapolis Federal Reserve
anks.
(d) Life insurance companies: Rates on farm mortgage loans closed, compiled by Economic Research Service, Depart-
ment of Agriculture. .

: TABLE>B~1c.—COMPARISON OF INTEREST RATES ON FARM. OPERATING LOANS
[Percent]

°

Production Farmers Commodity
- Commercial credit . Home Credit
banks association  Co-op banks Administration . Corporation

7.76 7.00 6.25 5.88 3.25

7.81 7.50 6.00 5.88 3.25
7.95 8.00 7.00 6.75 5.50
8.41 8.50 8.50 8.75 5.50
8.76 9.00 9.50 8.75 5.50
8.75 9.50 9.25 8.75 5.50
8.99 9.25 9.00 8.75 7.25
9.41 9.75 9.50 8.75 7.25

DATA SOURCES
(a) Commercial banks: Averages of farm operating loan rate compiled by Chicago and Minneapolis Federal Reserve

Banks plus Federal Reserve Board G.10 series. .
(b) Production credit associations: Data furnished by Farm Credit Administration.
(c) Banks for cooperatives: Data furnished by Farm Credit Administration,
(d) Farmers Home Administration: Data furnished by Federal agency.
(e) Commodity Credit Corporation: Data furnished by Federal agency.

TABLE B-1d.—COMPARISON OF IN:I'EREST RATES ON CONSUMER INSTALLMENT LOANS

[Percent]
Other Home
consumer Personal  improvement
Auto loans goods foans 0ans
11.04 15.68 17.81 11.29
11.00 15.73 17.92 - 11.28
11,06 15,70 17.56 11.36
11.28 15.72 17.46 11.58
11.53 15.79 17, 11.76
11.49 15.81 17.58 11.79
1160 15,90 17,54 11,74
12.05 16.27 12.76 12.49

DATA SOURCES

Instaliment loans: All statistics appear in “Federal Reserve Bulletin.”
ga) Agtomo)biles: Weighted average of rates charged by commercial banks (new cars) and finance companies (new
and used cars).
(b) Other consumer: Weiﬁhted average of rates charged by commercial banks and finance companies.
?:) Personal fonas: Weighted average of rates charged by commercial banks and finance companies.
h d)lHome improvement: Weighted average of rates charged by commercial banks and finance companies en mobile
omel oans.
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TABLE B-1e.—COMPARISON OF INTEREST RATES ON NONINSTALLMENT CONSUMER-LOANS

[Percent]

. Life VA
© Charge Single insurance policy
accounts payment policy loans

17.23 17.81 5.25 5
17.18 17.98 5.25 5
17.22 17.56 5.25 5
17.22 17.46 5.25 5
17.23 17.60 5.25 5
17.24 17.58 5.25 5
17.24 17.54 5.25 5
17,19 17.76 5.25 5

DATA SOURCES

- (a) Single payment: Weighted averages calculated for personal loansas statistics appear in ““Federal Reserve Bulletin.”
8 (llla)tpharge accounts: Rates charged by commercial banks for credit card plans a sstatistics appear in “Federal Reserve
Bulletin.'* - ' - ¢ (. . - o .
(c) Life insurance company policy: Data furnished by American Life Insurancé:Association. - 4 A
(d) VA policy loans; Data furnished by Veterans’ Administration,

TABLE B-11.—COMPARISON OF INTEREST RATES ON TREASURY BILLS

.iPercent] [ -
] . Lo e ~ * LT “Other Treasury bills
8l-day .- 182-day. . 12-month . . Under3... .. .3to6 - .- . - -
. . hills . bills | bills months months 273 days

1972: 0V il 4.8 5.15 5.30
1973;
o 5.67 '5,94 6.22

6.59 6.78 6.89 ___

8.41 .. 8.46 8

7.49 7.53 1.24

7.61 7.46 6.73

8.28 8.30 8.21

8.32 8.52 8.58

S e DATA SOURCES Se T
" Short-term marketable: All data appear in “‘Treasury Bulletin”". (a) 91-, 182-day bills: average of weekly average fate

of bids accepted; (b) 12-month bills: average of monthly “‘equivalent average rate’’; (c) other short-term: average of rates
reported, where differential not ascertainable, used nearest 91, 182, or 365 day (ate differential.” - - - ! e

TABLE B-1g—COMPARISON OF INTEREST RATES.ON OTHER TREASURY AND AGENCY SECURITIES : .,

{Percent]

Treasury securities Federal agency securities
Marketable Savings Foreign Short-term - Long-term
bonds bonds series notes bonds
}g;g v 6.04 5.50 4.90 5.15 6.27
) 6.63 5.50 5.65 6.06 6.46
6.94 5.50 6.63 6.93 6.93
7.88 5.50 8.37 9.01 7.85
7.17 5.67 8.00 7.86 7.09
7:13 6.00 7.45 71.74 7.09
8,42 6.00 8.20 9.04 8.07
8.69 6.00 9.07 9.71 8.96

DATA SOURCES

1. Treasury securities: All data appear in “Treasug Bulletin'’: (a) marketable bonds: averages of rates of bonds
sold in quarter; (b) savings bonds: data furnished by Savings Bond Division, Treasury Department; (c) Foreign series:
modal averages of securities sold in quarter; (d) investment accounts: Treasury computed annual interest rate on non-
marketable Government account series. B

2. Federal Agency securities: (a) agency notes: 1-year yields, Salomon Brothers series; (b) agency bonds: average
of 1-, 5-, and 10-year yields, Salomon Brothers series,
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TABLE B-1h.—COMPARISON OF INTEREST RATES ON MUNICIPAL SECURITIES AND CORPORATE BONDS
[Percent]

Municipal securities
Corporate Guaranteed

Bonds Notes bonds bonds
5.10 2.92 7.54 7.25
5.21 3.25 7.68 7.50
5.16 3.93 7.1 7.60
5.30 4.48 8.17 8.25
5.13 4,16 8.C0 8.00
5.39 3.93 8.38 8.00
5.91 5.35 9.34 8.80
6.75 .. 5.9 10.31 9.75

DATA SOURCES

1. State and local government securities: (a) bonds: new Aa rated municipal bonds, tabulated by Securities Industry
Association and published in ‘“Treasury Bulletin’'; (b) notes: prime 1-year notes, Salomon Brothers series.
Long-term corporate bonds: (a) corporate bonds: new Aa rated corporate bonds, Treasury Department series;
(b) guaranteed bonds: data furnished by Marsitime Administration.

TABLE B-1i.—COMPARISON OF INTEREST RATES ON LONG-TERM BUSINESS LOANS

[Percent]
‘Finance -Commercizal
company Bank mortgage Loans to
loans ‘‘term loans"’ loans individuals REA loans SBA loans
1972: V... _. 8.75 6.67 848 7.15 2.29 5.50
9.00 .1 8.4 7.48 2.30 5.50
10.25 7.66 8.52 1.79 2.41 5.50
11.75 - 9,85 8.60 9.65 3.24 5.50
12.75 10. 68 8.5 10,45 3.38 5.50
12.00 10. 16 8,60 10.42 3.83 5.50
13.50 11.41 8.81 10.82 3.8 5.50
15.00 11.74 9.06 11.85 3.9 6.13
DATA SOURCES

(a) Bank term loans: Rates on long-term business foans, all sizes (*'Federal Reserve Bulletin'’), where two report dates
occur in same quarter, averages calculated.

(b) Commercial mortgages: Rates on commitments for loans for income property mortgages (American Life Insurance
Assaciation weighted average series); data lagged 9 months.

(c) Loans to individuals: Rates on business loans, $10,000 to $39,000 size (*‘Federal Reserve Bulletin"").

(d) Finance comFany loans: Prevailing prime loan rate plus 3 points.

(e) Rural Electrification Administration : Data furnished by Federal agency.

(f) Small Business Administration: Data furnished by Federal agency.
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y . TABLE B-1j.—COMPARISON OF INTEREST RATES ON SHORT-TERM BUSINESS LOANS

[Percent] - .

- T

. Bank loans . . P

to com- ot .
Commercial Finance merce and Loans to Bankers Commercial
paper companies, industry individuals  acceptances construction
1972: IV__. 5.30 - 8.75 ©6.33 7.10 5.07 ' 7.75
1973: . L f
6.26 9,00 6.52 7.29 6.19 8.00
7.47 10.25 7.35 7.85 7.37 9.25
9.91 1L.75 9.24 9.25 9.85 10.75
197 9.08 12,75 * - 10.08 10.14 8.91 11.75
8.40 12.00 - 9.91 10.09 8.33 11.00
10. 58 13.50 11.15 11.06 ' 10.36 12,50
11.61 15.00 12.40 12.34 11.67 . 14,00

(a) Commercial paper: Average of yields on 90 to 119 days and 4 to 6 months prime commercial paper.
(b) Finance company loans: Prime loan rate plus 3 points. X

(c) Bank commercial and industrial loans: Rates on short-term business loans, all sizes.

(d) Loans to individuals: Rates on business loans, $10,000 to $99,000.

(e) Bankers acceptances: Prime bankers acceptances, 90 days.

(f) Commercial construction loans: Prime loan rate plus 2 points.

TABLE B-1k.—COMPARISON OF INTEREST RATES ON CREDITS TO FINANCIAL INSTITUTIONS

[Percent]

Loans to
finance Loans to ! Federal
Commercial FHLB companies financial Federal .  Reserve
paper advances and banks institutions funds loans
5.20 6.04 6.75 1.75 5.14 4.50
6.07 6.33 7.00 ' 8.00 6.54 5.25
.17 6.983 8,25 9.25 7.82 6.00
9.07 8.14 9.75 10.75 10.56 7.50
8.38 8.50 10.75 11.75% 10.00 7.50
7.9 8.07 10.00 11,00 7.50
4 8.73 11.50 12,50 11.25 8.00
10. 06 9,42 13.00 14,00 12.09 8.00

DATA SOURCES

(a) Commercial paper: Weighted average of yields on 90 to 119 days prime commercial paper and finance company
paper directly placed (‘‘Federal Reserve Bulletin'’).

(b) FHLB advances: Average rate on advances made by Federal Home Loan Banks to savings and foan associations
(*'Federal Home Loan Bank Journal’). N i i .

(c)'Loans to finance company and banks: Prime commercial rate plus 1 point.

ﬁd) Loans to other financia! institutions: Prime commercial rate plus 2 points.

'e) Federal funds: Average of Federal funds rates (*‘Federal Reserve Bulletin™).

, ' DATA SOURCES
All data in “‘Federal Reserve Bulletin.” N
|
-(f) Federal Reserve loans: Federal Reserve rediscount rate (“‘Federal Reserve Bulletin'"). |




86

Sources of the interest rate statistics aie cited in the notes to
each table. If a particular interest rate series was compiled monthly
or weekly, simple averages were calculated. For those loan categories
where there are two or more interest rate series, either simple or
weighted averages were calculated, depending upon the nature of
the data. Where the mass of interest rate data made such averaging
unwieldy (Treasury foreign series securities), “modal averages’”
were calculated.

3. Incremental Interest Costs

As noted above, the incremental interest costs were calculated by
multiplying the quarterly amounts borrowed in each of the four
quarters in the year October 1973-September 1974 by the interest
rate differential for the respective quarter for each loan category or
significant - component. The results of these calculations are sum-
marized in Table B-2. : I :

Column one of Table B-2 shows the annual sums * borrowed by
each sector in terms of loan categories and- relevant components
(with significantly different interest rates) during the 12 months
ending September 1974. Column two depicts the range of interest
rate differentials for each loan category or component derived from
the effective interest rates presented in Tables B~1a to B-1k. Column
three lists the assumed maturity for the loans or securities (12
months for long-term. and fewer months for short-term) and column
four shows the annual incremental interest costs (the sum of the
four quarterly figures calculated). : _ ,

Owing to their importance, the incremental interest costs for
Federal Funds and Federal Reserve Bank loans have been included in
Table B-2, even though the related borrowings are not covered in
Appendix A. Also included are stock market credits and land loans
which are discussed in Chapter IT.

4. Who Paid Incremental Interest Costs?

Table B=3 summarizes the incremental interest cost figures detailed
in Table B-2 and then shows the extent towhich these incremental
costs are likely to be shifted to the U.S. Treasury by virtue of the
deductibility of interest costs under the Federal income tax. The
amounts shown as “‘paid by Treasury” for each economic sector and
loan category were calculated by multiplying the total incremental
interest cost paid by each economic sector or component by its
“marginal tax rate.” The marginal tax rate percentages were obtained
from Treasury Department staff.

For corporate borrowers, although the maximum tax rate is 48
percent, a 46 percent figure is used to allow for the fact that a number
of small companies do not have taxable income in excess of $25,000,
the minimum amount to which the maximum corporate tax rate
applies. The lower percentages for homeowners, farmers and con-
sumers reflect information developed from income tax returns by the
Treasury Department.

3 Average of interest rates for largest amounts borrowed in the quarter.
¢ Bum of quarterly data presented in Appendix A.
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TABLE B-2.—INCREMENTAL INTEREST COST DURING YEAR ENDING SEPTEMBER 1974 RESULTING FROM HIGHER
LEVEL OF INTEREST RATES IN THAT YEAR

Amount  Interest rate Assumed Incremental
borrowed  differential maturity  interest cost
) (billions) (percent) (months) - (millions)
Economic sector (Joan category) 1) ) 3) )
A. Housing sector:
1. Mortgage Loans:
Ttod family o ..oooooo ... $69.0 0.86-1.12 12 $673
Multifamily . oo 11.8 .83-1.07 12 114
Subtotal oo s 80,8 L iemeieel 787
2. Construction loans: :
1tod family .. ....__. JR . 16.7 3.00-4.00 6 283
Multifamily ...l ...l 1.3 3.00-4.00 ) 9 290
) Subtotal ool 280 il 573
B. Agriculture sector:
-1. Farm ownership loans:
Federal land banks ... __.__....._._. 3.7 .25~ .50 12 22
Farmers Home Administration.__ .6 [ S
Commercial banks1___._._._.. 2.1 .63- .66 12 10
_ Life insurance Company_._...._._.____. 1.0 4 86 A12
Subtotal____... o emeemannn B 37
2. Farm operations loans: ‘
Commercial banks._____.___...____.__. 29.6 .94-1.04 .4 a7
Production credit iati - 14.0 1.25-2.00, [} 77
Banks for c0-0ps.........___. i 7.2 1.00-3.25 | .4 €8
Farmers Home Administration__ - .7 2,00-2.87 . 6 . 5
Commodity Credit.CO(poratipn....-.._;.. 1.2 1.75-2.25 6. 13
Subtotal .o Lieene- 73 B - 260
C. Consumer sector: ~
© 7 1. instaliment loans: 2 N '
Automobile. ..o all 44.3 .49-.77 10 211
Mobhile homes_._._.._ 4.9 .38-.91 12 12
Other consumer___.__ 65.6 08- .55 12 156
Homie improvement.___ 4.9 38-.91 12 27
Personal 10anS . o ovecmocecacccaer s 47.9 3 6 18
ubtotal........ --- .- 168.5 e imceciee 425
2. Noninstaliment loans:
Single payment.__ ©:26.4 £30
Charge accounts._ 28.1 0
Life insurance policy 5.1 0
VA policy loans.._..... [ S, .2 0
Subtotal__.._..__ SN —annn 59.8 i eeimaaes 10
D. Federal Government Sector:
1. Short-term marketable: -
91 day bills_______ e ememmmeaa 132.8 1.69-2.65 . 3 514
182 day bills___ 95.9 06-2.38 6 647
v 12 inonth bills_ 25.2 30-1,94 . 263
Ll Under 3 months 6.6 1.69-2.65 115-2 16
4 to 10 months_ 7.8 .23-2,55 - 4-10 72
Agency notes_ ..ol .. 1.0 .70-2.71 11
Subtotal ... i 269.3 e ieecea 1,523
2. Long-term: ' :
Marketable bonds 23.1 .50-1,48 - 12 235
Savings bonds___ 6.6 17~ .50 12 28
: Agency bonds - 3 .3 63-1.06 - 12 3
-« .. -Subtotal......... et damma e vemen 3000 e 266
3. Other:
Foreign series. ... .occocmomooimacoanna 41, 70-3.10 . 3 205
Investment accounts........._. S 2.2, .54 12 , 606
SUbLOtAL - meeeee e eeeeaees 153.2 cooeeeeememeemeeeeenen 811

See footnotes at end of table.
47-392-75~—T
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TABLE B-2.—INCREMENTAL INTEREST COST DURING YEAR ENDING SEPTEMBER 1974 RESULTING FROM HIGHER
LEVEL OF INTEREST RATES IN THAT YEAR—Continued

Amount  Interest rate Assumed Incremental
borrowed differential maturity interest cost
(billions) (percent) (months) (millions)
Economic sector (foan category) ) @ 3) ()]
E. State and local government sector:
L Bonds. il 21.8 .03-1.45 12 114
2. Notes . o el 26.9 L51-1.11 9 250
Subtotal . L. T 364
F. Industrial-commercial sector:
1. Long-term securities:
Corporate bonds. ... ... .o.... 22.0 .46-2,14 12 274
Guaranteed bonds___.__________._.__.__ 7 .50-1,50 12 7
Subtotal . .. 22,7 e eaiaaae 281
2. Long-term loans:
Bank term loans. _ ... _....._._..... 71.6 1,89-4.01 12 2,280
Commercial mortgages. ... _.__._..___. 25.2 .06- .46 12
Loans to individuals. .. ____.____._.__._. 10.2 2.20-3.30 12 291
Finance company loans................. 16.5 3.00-4.00 12 556
REA loans. . . o ool 10 0 12 e
SBA 08NS <o o 1.8 3.63 12 2
Subtotal . .. 126.3 Lo iees 3,186
3. Short-term credits:
Commercial paper._ ... ... ... cooo-.. 109.4 1.70-3.78 S; 238
Finance company loans.._ 90.5 3.00-4.00 338
Bank C. & 1. loans__..__ 611.2 3.16-3.80 2 3,612
Commercial construction 12.5 3.00-4.00 9
Loans to individuals__ 23.8 2.80-3.21 ) 144
Bankers acceptances.__.___._..._._._... . 146.3 1.82-3.84 ® 125
Subtotal. ... 993.7 L iceiiiacs 4,776
G. Financial sector:
1. Federal agencies: .
29.7 .82-1.14 12 283
24.1 .70-2.71 6 194
X 2 - N 477
1.7 03-1. 45 12 10
1.5 68-1.48 9 12
3.2 a2 22
3. Private lenders—Special tax rates:
Advancesto S. & L.’s_ ... 18.1 1.28-2.46 9 234
Loans to other financial institutions______ 25.1 3.00-4.00 12 850
Subtotal . 43,2 e 1,084
4, Banks and finance companies:
Corporate bonds. .. ocooo oo 6.3 .46-2.14 12 64
Commercial paper__._ 517.3 .97-3.14 (10) 688
Loans to banks._._._..._. 24,0 3.00-4.00 3 200
Loans te finance companies. _ 41.1 3.00-4.00 346
Federal funds......_.._____ 429.7 1,53-4. 86 1 1,034
Federal Reserve loans___________....... 12.6 .50-3.00 12) 30
Subtotal . ... 621.0 . 2,362
H. Other credits:
Stock market credits. .o oo eeiemaaeaaa 8.2 3.00-4.00 ™) 277
Land foans . ... iimieaes 6.7 3.00-4.00 6 109
Uincludes other lenders.
2 Not seasonally adjusted.
3 3d quarter. - .
4 Holdings on September 1973 plus 1% of net change to September 1974,
& Treasury computed.
635 days.
745 days. .
870 days. ..
912 days. .
10 23 days.

111 to 3 days.
121 to 15 days.
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" As will be notéd, the full amount of the incremental interest cost
for the Federal Government is shown as ‘“paid by Treasury’ which is,
in fact, what happens. Alternatively, the full amount of the incre-
mental interest cost for State: and local governments:'is shown as
“paid by borrower.” However, as explained previously in the text,
the Treasury forgoes tax revenues from such interest income because
of ‘the tax exemption accorded to the interest on State and local
government -obligations. - A

In the case of the Federally sponsored agencies, it is noted that
each of them is exempt from the Federal income tax except the Féderal
National Mortgage Association. Accordingly, Table B-3 delineates
the incremental interest cost attributed to FNMA and shows the
portion shifted to the U.S. Treasury by virtue of its deductions of
interest cost from its taxable income. '

TABLE B-3.—WHO PAID INCREMENTAL INTEREST COST ON CREDITS EXTENDED TO U.S. 'BORROWERS DURING
: YEAR ENDING SEPTEMBER 1974

" [in miilions of dollars]

Incremental interest cost : Borrowers’
- marginal
. X Paid by Paid by tax rate
Economic sector (loan category) . Total paid borrower Treasury (percent)
[¢)] @ - (3) (O}
A. Housing sector:
1. Mortgage loans:
1-4 family._ - 3673 $511 $162 24
Multifamily. 114 62 52 46
'2. ‘Construction loan: 573 310 263 46
B. Agriculture sector: '
- 11, Farm ownership loans.__ ..o .ooeoooo- ) 37 30 7 20
2. Farm operationloans.._._. .. ...........L 260 208 52 20
C. Consumer sector: =
1. Installment loans. ... .o o omocaaaaae ) 425 357 68 16
2. Non-installment loans___ .. .........._. .- 10 8 2 22

D. Federal Government sector:

1. Short-term marketable_ . . ... .... 1,523 . 1,523 0
2. Long-term securities. : 266 - 266 0
3. Other securities__._. gir - 0
E. State and local government s
- 1. Bonds. 50 0
2. NoteS. e ieeemeiioines 110 . 0
f. Industrial-com
1. Long-term securities 129 46
2. Long-term loans_.___ 1, 466 46
3. Short-term credits. ..o .. i eooao-. 2,197 46
G. Financial sector: :
1. Federal agencies ..o ooooooaoiaanaoon 56 Lo
FNMA e 117 61 56 48
Other agencies . .o cooo oo aoaacaaas - 360 ---360 . 0 - 0
2. State housing finance agencies. . . 22 22 10 0
3, Advances to S&ULs__.___.___. 234 164 70 46
4. Credits to banks and finance com - - 2,362 1,275 1,087 46
5. Loans to “‘other financial institutions"".____._ 850 -654 196 46
H. Other credits: : : :
1. Stock'market. . .o icmeaianaan 277 : 150 127 46
C 2, Lland10ans. ... oilecooooiiooioooa- 109 - -59 .50 46
[ b 1| R 17,630 -- 8,046 8,584 _ ... _._.

5. Who Received Incremental Interest Income?

The incremental interest payments aré, of course, interest income to
the recipients of these payments. Such interest income was distributed
among significant lender and investor groups on the basis of their
market shares of the loans made or acquired and the securities issued
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during the year October 1973 through September 1974. The methods
of obtaining such market shares are described below.

(a) NONFARM MORTGAGE AND CONSTRUCTION LOANS

Table B—4a details the acquisitions of construction loans and long-
term mortgage loans for 1-4 family homes, multifamily residential and
non-residential properties during the 12 months ending September 1974
by the 11 lender groups covered by the HUD coordinated surveys of
mortgage lending. Loan acquisitions (loan originations plus loan pur-
chases less loan sales) provide a better measure of market shares of
interest income than loan origination data since they relate to lenders
and investors who acquire loans for investment purposes. In contrast,
loan origination data include loans made in anticipation of sales to
investors (by mortgage companies, some commercial banks and savings

and loan associations).
(b) AGRICULTURAL LOANS

Data on acq{lisitions of farm mortgage loans are detailed in Table
A-5. Originations of farm operating loans are shown in Table A—6.

TABLE B-2a2.—ACQUISITIONSt OF NONFARM MORTGAGE AND CONSTRUCTION LOANS, OCTOBER 1973 TO
' SEPTEMBER 1974 )

[Dollar amounts in millions]

Loans acquired Market shares (percent)

1- to 4- Multi- 1- to 4- Muti- .
family family Nonresj- family family " Nonresi-
homes residence  dential homes residence - dential
(¢)) @ ©)] [C)) ®) ®

Construction loans:
Federal agencies._.. . .oooo oo $2 .1
REIT's____.__.. e $1,008 3,013 . 6 19.4
Retirement funds. . 7 .1 .1
Commercial banks . . 6,152 3,309 6, 654 27.8 28.2 54.2
Savings banks__________._.___ .- 613 436 314 2.8 3.9 2.6
Savings and loan associations._ _ __ .- 6,110 1,158 1,214 27.6 10.2 9.9
Life insurance companies..._.._. . 63 202 .. ... .6 1.6
Mortgage companies. . . 8,219 2,583 1,480 37.1 22.8 12.1
State agencies..... . 29 747 ... P .1 6.6 ...
Total e 22,140 11,318 12,270 100.0 100.0 100.0

Mortgage loans:

Federal agencies_ __ ... .oo oo __._ 7,480 3,154 524 10.9 24.3 1.9
Pension funds____.___ ... ___ ... _____ 50 A4 91 .1 .3 .3
REIT's e el 36 402 908 ... - 31 3.3
Retirement funds. - 247 60 265 .4 .4 1.0
GNMA pools..._.. . 5024 208 o 7.3 1.6 _i......
State agencies.... - 751 489 174 1.1 3.8 .7
Commercial banks_ . . 15,295 633 12,022 22.3 4.9 43.9
Savings banks..._...... 5,532 1,914 2,152 8.0 14.7 7.9
Savings and loan associati 34,096 3,672 4,223 43.6 28.3 15.4
Life insurance companies 558 2,365 6,932 .8 18.2 25.3
Mortgage companies. . ) —360 53 91 ~.5 .4 .3
Total ool - 68,710 12,994 27,396 100.0 100.0 100.0

1 Loan originations plus loan puri:hases less loan sales,
Source: Derived from monthly releases issued by Department of Housing and Urban Development reporting on the
surveys of mortgage lending. . K
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(¢) CONSUMER CREDITS

Table B-4b depicts a breakdown of consumer installment loans
made during the year ending September 1974 by the four lender
groups covered by the Federal Reserve surveys. The Federal Reserve
figures for “miscellaneous lenders” were further broken down into
(a) credit unions, and (b) other thrift institutions on the basis of
information obtained from the National Credit Union Administra-
tion regarding the distribution of credit union loans by purpose.
Mobile . home loans were distinguished from other consumer goods
loans because they bear different interest rates. Extensions of single
payment loans (Table A-7) were distributed between commercial
banks and finance companies on the.basis of ratios derived from
their respective holdings, as reported in the Federal Resérve Bulletin.

-(d) MARKETABLE SECURITIES

|
s

Although there are no statistics presently available on acquisitions
of marketable securities by identifiable ‘financial institution groups,
they can be reasonably’approximated by ‘‘gross flow’’ calculations
such as those appearing in Tables B-4c through B-4g. Fundamental
to these estimates are.(l) data on securities held by identifiable
financial institution groups, (2) statistics on aggregate securities ac-
quired (which are equal to the amounts issued), and (3) an assump-
tion that the rate of repayments for individual groups is similar to
the rate of repayments for all investors.

.The reality of this assumption improves if short-term credits can
be distinguished from long-term credits (original maturities over one
vear) for each kind of security.® Accordingly, the data on Tables
B—4¢ through B-4g delineate short-term debt from long-term debt
for Treasury, municipal,. corporate and.Federal agency securities,
respectively. For Treasury marketable and Federal agency securities,
the delineations ‘are based on ratios computed from. the monthly
Treasury sample surveys of ownership- of such securities. These
ratios were applied to the respective investor group’s total holdings of
these securities, as of September 30, 1973 -and September 30, 1974.
Data on total holdings of such securities were obtained from various
Federal agency and private trade association reports detailing loan
holdings by individual financial institution groups.t = . - . -

Commercial bank holdings of short-term municipal securities were
estimated on the basis of FDIC and Federal Reserve: statistics and
nonfinancial corporation holdings of short-term municipal securities
were estimated from Treasury Department (statistics of income),
SEC and FTC data. Holdings of commercial paper and bankers
acceptances weré derived from Federal Reserve “flow of funds” data.

§ Such a deline'ation reduces #he degree of differences in maturity distx"ibutions of lender group portfolios,
which bear materially on rates of payment.
& Listed in Table B=4h. : . C o o :
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TABLE B-4b.—CONSUMER INSTALLMENT LOANS EXTENDED, OCTOBER 1973 TO SEPTEMBER 1974

[In millions of dollars]

Other consumer goods

Home
Auto Mobile improve- Personal
loans homes Other ments loans
Commercial banks__._______________________..__ $27,119 $2, 500 $22, 505 $2,624 $16, 046
Finance companies_ 8, 983 1,753 12,094 773 19, 551
Credit unions________ 7,801 479 1,117 958 7,895
Other thrift institutions 1 ___________ U 282 (] 573 4,374
Retaitoutlets____.______.________ T 360 0 29,817 .
Total . 44,263 5, 014 65, 533 4,932 47, 866
Market shares (percent):
Commerciabbanks. _..______________________ 61.3 49.9 34.3 53.2 33.5
Finance companies_ 20.3 35.0 18.5 15.7 40.8
Credit unions__._____ 17.6 9.5 1.7 19.5 16.5
Other thrift institetions*.____________ T .7 5.6 e 11.6 9.2
Retail outlets__.________________J_ T 777" 8 s 5.5 .
Total. o 100.0 100.0 100.0 100.0 100.0

1 Savings and loan associations and mutual savings banks.

Sources: Federal Reserve Board: G-20 series (for fi [ ies), unpublished data for other lenders; figures for
credit unions estimated on basis of ratios obtained from National Credit Union Administration; figures for *‘other thrift
institutions™” calculated as residuals.

TABLE B-4c.—ANNUAL GROSS FLOW OF TREASURY MARKETABLE SECURITIES, GCTOBER 1973 TO SEPTEMBER 1974

[Dollar amounts in millions]

Securities held

_— Market
September  September Net Repay-  Securities share
1973 1974 change ments acquired (percent)
1) @ @) “) ) ©)
Treasury bills:

Federal Reserve banks___________ $34,100 $38, 219 $4,119 $88, 660 $92,779 34.4
Investment accounts_____________ 1,008 514 —494 2,621 2,127 .8
Private pension funds_ __________ 1,419 1,148 2711 3,689 3,418 1.3
State and local government_______ 13,186 12,172 —1,014 34,284 33,270 12.3
Public retirement funds__________ 472 270 —202 1,227 1,025 -4
Foreign official institutions_______ 21, 464 26, 551 5, 087 55, 806 60, 893 22.6
Commercial banks______________ 6, 670 4,240 —2,430 17, 342 14,912 5.5
Other institutions  _ 567 517 -50 1,474 1,424 .6
Non-financial corp.. 4,000 3,800 ~200 10, 400 10,200 3.8
Other investors_ . _.._._.________ 186, 876 22,167 5,291 43,961 49,252 18.3
Total oo - 99, 762 109, 598 9, 836 259, 464 269, 300 " 100.0

Notes and bonds:
Federal Reserve banks.____._____ 42, 065 42, 816 751 5, 889 6, 640 28.7
Investment accounts__ - 19,872 20,930 1,058 2,782 3,840 . 16.6
Private pension funds___ - 1,321 1,332 11 185 196 .9
State and local governments_ . 13,028 15, 428 2,400 1,824 4,224 18.3
Commercial banks_______ - 48,910 46, 850 -2, 060 6, 847 4,787 | 20.7
Savings & loan associations_ _____ 5,683 6, 581 ¢ 898 796 1,638 7.3
Life insurance companies_ _ . 3,491 3,178 -313 489 - 176 .8
Non-financial corporations._ 3, 800 3,500 -300 532 232 1.0
Other investors. . ... .______. 24,424 22,395 -2,029 3,340 1,31 5.7
Total_.._____. [, 162, 594 163, 010 416 22,684 23.100 100.9

! Mutual savings banks, savings and'foan associations, and life insurance companies,
NOTE. Rate of repayments: Treasury bills, 2.60; notes and bonds, 0.14.
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TABLE B-4d.—ANNUAL GROSS FLOW OF MUNICIPAL SECURITIES,: OCTOBER 1973 TO SEPTEMBER 1974

[Dollar amounts in millions]

Securities held

September  September Repay-  Securities Market
1973 1974 Netchange ments  acquired! share
(percent)
(¢)] @ 3) (C)) ) (6)
Short-term notes: '

Commercial banks.____..___.__. $10, 065 $9, 720 —$345 $15, 442 $15, 097 53.2
Nonfinancial Corporations. - y 4, 006 —803 7,379 6,576 28.8
Individuals and others......_..__ 1,959 5,668 3,709 3,007 6,716 18.0
) Total. s 16, 833 19, 394 2,561 25,828 28,389 100.0

Long-term bonds: i
Commercial banks____.________. 81,937 88, 940 7,003 3,589 10, 592 45.0
Fire and casualty insurance_._.._. 29, 398 30, 904 1,506 1,282 , 788 11.9
Personal trusts__ . __.__.._.____. 15,934 16,934 1, 000 698 1,698 7.2
Life insurance Company. . 3,439 3,596 157 151 308 1.3
Federal agencies___._________... 5,670 5, 960 290 248 538 2.3
State and local governments_____. 2,100 2,260 160 92 252 1.2
Other investors___.._..._.._..- 37,794 43,488 5,694 1,656 7,350 3.2
Total ... 176, 272 192, 082 15, 810 7,716 23,526 100. 00

1Securities issued by State and local governments and State housing finance agencies.
NOTE: Rate of repayment.—Short-term notes, 1.534 percent; municipal bonds, 4.38.

TABLE B-4e.—ANNUAL GROSS FLOW OF CORPORATE AND FOREIGN BONDS, OCTOBER

{Doltar amounts in millions)

1973 TO SEPTEMBER 1974

Securities held

Market
September  September Repay-  Securities share
1973 1974 Net change ments acquired (percent)
(¢)] ) 3) ® ®) ®)
Tax free investors:

Pension funds______.______..... $29, 830 $33, 520 $3, 690 $1,159 $4, 849 15.6
Retirement funds___.__ 43,902 50, 318 6, 416 1,704 8,120 26.1
State and local government. 5, 450 7,188 7,738 211 1,949 6.3
Foreign investors..._____........ 8,313 9,294 981 323 1,304 4.2
Subtotal. . oo 87,495 100, 320 12, 825 3,397 16, 222 52.2

Taxable investors: :
Commercial banks___._.____.... 5,476 6, 667 1,191 212 1, 403 4.5
Savings banks____._. 13, 522 13,927 405 525 930 3.0
Life insurance company._. 95, 021 100, 677 5, 656 3,690 9, 346 30.0
Fire and casulaty insurance. 7,670 . 7,800 130 298 428 . 1.4
- Personal trusts_._.__.... 14, 586 16, 000 1,414 566 1,980 6.4
Other investors. .. ____....______ 36,924° 36, 281 (—643) - 1,434 791 ) 2.5
Subtotal ... e 173,199 181,352 8153 6,725 14,878 47.8
Tota! eceemccccacnncacaioae 260,694 281,672 20,978 - 10,122 131,100 100.0

1 Bonds sold by nonfinancial cosporations, finance and real estate corporations, foreign governments and corporations,

and federally guaranteed bonds.
Note: Rate of repayment: 0.0388,
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TABLE B-4f.—ANNUAL GROSS FLOW OF FEDERAL AGENCY ! SECURITIES, OCTOBER 1973 TO
SEPTEMBER 1974

[Dollar amounts in millions]

Securities held

September  September Market
. 1973 1974 Net Repay-  Securities share
change ments acquired (percent)
1) 2) @) “) (6)) ®

Short-term securities: 2 '
Federal Reserve banks3_________ $195 $152 ~3$43 $412 - $369 15
State and local gevernments 3,623 3,265 ~358 7,662 7,304 29,0
Private pension funds_.____ 198 415 217 419 636 2.5
Other tax free investments 4 510 500 —10 1,079 1,069 4,2
Commercial banks..... 3,250 2,536 -714 6,874 6, 160 24.5
Savings banks_._____..__ 325 233 —92 687 585 2.4
Savings and Joan associations_ 680 469 =211 1,438 1,227 4.9
Otherinvestors. . ....._.._...._. 1,833 5,775 3,942 3,876 7,818 31.0
Total oo ieeaees 10,614 13,345 2,731 22,447 25,178 100.0

Long-term securities: .

Federal Reserve banks__..._._.__ 1,540 3,859 2,319 234 2,553 8.5
Investment accounts 1,964 1,996 32 298 330 1.1
State and local governments_.__ __ 7,097 8,918 1,821 1,077 2,898 9.7
Private pension funds.. _.__..__. 2,345 2,685 340 56 696 2.3
Other tax free investments______. 7,761 7,567 —194 1,177 983 3.3
Commercial banks...._._..._.__ 23,610 29, 564 5,954 3,582 9, 536 31.8
Savings banks.___....._...____. 4,129 3,930 —199 626 1.4
Savings and loan assotiations.____ 9,325 11,714 2,389 1,415 3,804 12,7
Life insurance companies_._.___. 865 1,030 165 131 296 1.0
Other investors. ___.._..._._._._ 12,224 18,835 6,611 1,854 8, 465 28.2
L] | 70,860 90, 098 19,238 10,750 29,988 100.0

! Federal agency, federally sponsored agency, GNMA guaranteed securities, FHDA insured notes.
2 Short-term securities (original maturity up to 1 year) issued by TVA, FICB, FNMA, Banks for Coop.
b 3 ell short-term securities held by U.S. Investment Accounts and Federal Reserve banks attributed to Federal Reserve
anks.
4 Includes credit unions, State, and local government retirement funds and foreign official institutions.

Note. Repayment rate: Short-term, 2.115 percent; long-term, 0.1517.

‘ TABLE B-4g. —ANNUAL GROSS FLOW OF OPEN MARKET PAPER! OCTOBER 1973 TO SEPTEMBER 1974

[tn millions of dolfars]

Securities held

Market

September September Net Repay- Securities share

Investor groups 1973 1974 change ments acquired (percent)
(1) @) @ (¢ ] ) %)

Federal Reserve banks. .. $57 $490 $433 $938 $1, 421 0.2
Commercial banks.._._. 5,989 6, 540 551 103, 759 104, 310 11.2
Savings banks__.______. 2,498 2,370 —128 43,278 43, 150 4.6
Life insurance companies. 3,928 4,548 620 68, 053 68, 673 7.4
Nonfinancizl corporation. 31, 809 38, 001 6,192 551, 091 557, 283 59.9
Other investors__....... 8,281 20, 587 12, 306 143, 468 185,774 16.7
Total__...___._. 52, 562 72,536 19,974 910, 636 930,611 100.0

t Commercial paper issued by finance companies and non-financial corporations plus bankers acceptances.
Note, Rate of repayment, 17.325.
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TaBLE B-4h.—DaTs SoURCEs For HoLDINGS OF MARKETABLE SECURITIES

1. Federal Reserve Banks.—Federal Reserve Bulletin (consolidated statement of
condition of all Federal Reserve Banks).

2. U.S. Investment Accounts.— Treasury Bulletin (Tables FD-1, FD-3).

3. Private Pension Funds—Securities and Exchange Commission quarterly
survey of assets held by private, non-insured pension funds; distribution of U.Ss.
Government securities between Treasury and Federal agency debt based on
Treasury survey of ownership of Treasury and Federal agency securities.

4. Public Retirement Funds—Census Bureau annual survey of State and local
government retirement funds, Census Bureau quarterly survey of 100 largest
retirement funds; holdings of Federal agency securities estimated by ‘blowing
up”’ figures from Treasury survey of ownership. . ,

5. State and Local Governments.—Census Bureau Governmental Finances (asset
holdings of all State and local governments less asset holdings of State and local
government retirement funds) ; quarterly holdings of Treasury and Federal agency
holdings of Treasury and Federal agency securities estimated by ‘blowing up”’

figures from Treasury survey .of ownership; quarterly holdings of municipal

securities estimated by extrapolation; quarterly holdings of corporate bonds
estimated by subtracting estimated holdings of Federal agency securities and
mortgage loans from estimated holdings of ‘‘total other securities.”

6. Foreign Official Instituttons.—Treasury data. :

7. Foreign Investors—Holdings of corporate bonds estimated from annual data
appearing in Survey of Current Business. : '

8. Credit Unions.—Data obtained from National Credit Union Administration
on year-end holdings of Treasury and Federal agency securities and quarterly
holdings of Treasury securities; quarterly holdings of Federal agency securities
estimated by interpolation and extrapolation.

9. Commercial Banks—Federal Deposit Insurance Corporation Assets and
Liabilities—Commercial and Mutual Savings Banks for June 30 and December 31
figures, March 31 and September 30 figures estimated by interpolations and
extrapolations based on Federal Reserve Board estimates and weekly survey
data; holdings of corporate bonds derived from Federal Reserve Board flow of
funds data. ' )

10. Mutual Savings Banks.—Monthly release issued by National Association of
Mutual Savings Banks.

11. Savings and Loan Associations.—Holdings of Treasury and Federal agency
securities estimated by ‘‘blowing up’’ figures obtained from Treasury survey of
ownership and adding estimated holdings of GNMA guaranteed securities.

12. Life Insurance Companies.—Monthly Tally release issued by Institute of
Life Insurance. .

13. Non-Financial Corporations.—For Treasury and Federal agency securities:
Securities and Exchange Commission ‘‘current assets and liabilities of non-finan-
cial corporations;’”’ blown up by benchmark from ‘“Statistics of Income’; distri-
bution between Treasury and Federal agency securities based on Treasury survey
of ownership; for municipal securities: SEC-Federal Trade Commission survey of
large manufacturers, blown up by benchmark from ““Statistics of Income.”

. 14. Fire and Casually Insurance Companies.—Quarterly survey by Securities

and Exchange Commission, September 1974 estimated. by extrapolation.

15. Personal Trusts and Estates—Federal Deposit Insurance Corporation
Trust Assets of- Commercial Banks, September data estimated by interpolations,

- extrapolation. -

16. Total Securities Ouistanding— )

(a) Treasury Marketable Securities: Treasury Bulletin..

(b)) Municipal Securities: :
Dept. of HUD staff estimates based on Census Bureau fiscal
year data extrapolated on basis of bond -and note sales.

(¢) Corporate and Foreign Bonds: Federal Reserve Board ‘“flow of

: funds” data. ) i : .
(d) Federal Agency Securities: Treasury Bulletin plus figures obtained
from GNMA on mortgage backed securities. . .
(¢) Open Market Paper: Federal Reserve Board ‘““flow of funds’ data.
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Statistics on aggregate ‘‘gross flows’” for Treasury, Federal agency,
municipal and corporate long-term and short-term securities are
detailed in Appendix A and also in Chapter I. Figures on total amounts
of securities outstanding were obtained from the Treasury Bulletin
(for Treasury and Federal agency debt), Governmental Finances (for
State and local government debt) and the Federal Reserve “flow of
funds” (for corporate debt).?

(e) OTHER LOANS

The volumes of loans extended by commercial banks, finance
companies and various Federal credit agencies to the industrial-
commercial and financial intermediary sectors are shown in
Appendix A.

The foregoing market share proportions were applied to the respec-
tive categories of interest income to calculate the amounts of the
incremental interest income attributed to each financial institution
group. These amounts are detailed in Tables B—5a through B-5h
that cover each loan category. ‘

As will be noted, to facilitate the analysis presented in the main
text, each table groups the financial institutions shown under two
headings, “Tax Free Lenders” (lenders that are exempt from payment
of Federal income taxes) and ‘“Taxable Lenders” (those required to
pay taxes). The residual groups that are shown in most tables are
classified as “Taxable Lenders,” even though they may include tax
free organizations such as college endowment funds, nonprofit founda-
tions, labor unions, welfare funds, religious and other eleemosynary
institutions, '

TABLE B-5a.—DISTRIBUTION OF INCREMENTAL INTEREST INCOME FROM NONFARM MORTGAGE AND
CONSTRUCTION LOANS

{In millions of dollars]

Mortgage loans Construction loans
1tod Muiti- Non resi- ito4 Multi- Non resi-
Lender group family family dential family family dentiat
A. Tax free lenders:
Federal agencies. ..o ooo___ $55 $21
GNMA pools____ : 49 2
State agencies 7 4
REIT's.._.... 4 4
Other e
Subtotal. ... i15 31 4 13 97 62
B. Taxable lenders:
Commercial banks.___.. . _.ooooooe . 150 6 25 79 85 173
Savings banks.___._.__.__._._ €3 17 - 5 8 11 8
Savings and loan associations.. 333 32 9 78 29 32
Life insurance companies. ... 21 14 . 2 5
MOortgage COMPANIES. .. - - - oo oo e et mm 105 66 39
FNMAZ el 18 2P
Subtotal ... e 558 83 53 270 193 257
C. Total. o eeeeeicemeeaaas - 673 114 57 283 290 319

+ Noninsured pension funds, State, and local retirement funds. :
2 Assumed at 25 percent of incremental interest income attributable to all Federal credit agencies.

7 Appropriate interpolations and extrapolations were employed to estimate figures, as of September 30,
1973 and September 30, 1974, when they were not available from the foregoing sources.




97
TABLE B-5b.—DISTRIBUTION OF INCREMENTAL INTEREST INCOME FROM AGRICULTURE LOANS

{In millions of dollars]

- - . Farm .. Farm
mortgage operating
loans loans

A. Tax free lenders: )
Federal credit agencies ! ___..._._...- $86
Production credit associations 7
SUbtotal - e e imceeceamcceemmmmeem————eee 163

B. Taxable lenders:
Commercial banks__ ... .......
Life insurance companies
Subtotal . - e cceaeaae

C. TOal - oo e emammmcpemeac—ecammmameamommeeeececcaammm—mes

U includes FHDA blocks of loans, State credit agencies, State and local retirement funds, Federal Land Banks, Farmers
Home Administration, and Commodity Credit Corporation.

TABLE B-5¢.—DISTRIBUTION OF INCREMENTAL INTEREST INCOME FROM CONSUMER CREDITS

[in mittions of dollars]

. i Home
. Mobile Other .improve-
Auto home consumer ment  Personal
Single payment loans loans foans loans lcans loans
i. Installment loans:
A. Taxfree lenders:
Credit UnioNS. .o oo i e cccacceemaae $37 $1 $3 $5 $3
B. Taxable lenders:
Commercial banks. .. oo 129 6 53 15 6
Finance companies._..__._. 43 4 29 4 8
Other thrift institutions Y ..o 1 - 3 2

Retail otulets. oo vnoo e cceame e 2 _.

11. Noninstallment loans:
Commercial banks. ... .o eiiianeieas
Finance companies. ... .oooceccooocmaseranmcanans

1 Savings and loan associations and mututal savings banks.

TABLE B-5d.—DISTRIBUTION OF iNCREMENTAL INTEREST INCOME FROM U.S. TREASURY SECURITIES

['n miilions of dollars]

‘Marketable securities

Non-
Treasury Notes and  marketable
bills bonds ebt
A. Tax-free investors:
U.S. investment 8CC0UNES. oo oo eieaiccecanenaae $12 $39 $662
Foreign official institutions. . . aniiiiicaaas M2 - 130
State and local government. ... i 186 43 ..
Other 1 e emccccceccmmcccccmcmmmemmeeemecemnm——menn= 26 2 19

Subtotal .. e e meeemmmemeemcammeemmmma—————

B. Federal Reserve banks. . . ooiiaoccoeiemmmmccememcccceccceeemmmmeen

C. Taxable investors:
Commercial Danks. - o« e ecemicccaneneaan
Savings and loan associations...................
Life insurance COMPANies.. o ..cceccommmacamennann
Nonfinancial corporations—.. . ... ooooaaoooo-
{ndividuals (savings bonds). . ... ... oiooo..n
Other inVeStOrS . o e e cececmmceccccceecccmemaaeaes

Subtotal. - e ce e cce e cccctcasemmasaemmcmeemcmmcmmnaee
D. B (17 PR 21,512 2235 839

t Private, noninsured pension funds and State and local government retirement funds.
3 |nterest on TVA and Postal Service debt included in Federal agency debt shown in table B-5g.
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TABLE B-5¢.—DISTRIBUTION -OF INCREMENTAL INTEREST INCOME FROM STATE AND LOCAL GOVERNMENT
SECURITIES !

[tn millions of dollars

Municipal Municipal
bonds notes

A. Taxfree investors:
Federal credit agencies.._____.______________..____ ...
State and local government___ ... _
Savings and loan retirement funds

Subtotal. .o e [

B. Taxable investors:
Commercial banks._..___..____.______________
Life insurance companies. ___________  CTITTTTTTTTITTImTT TN
Fire and casualty insurance

Personal trust funds. .. _____
Nonfinancial corporations .
Individuals and others._.._____ __ T 1T TITTTITITTTmmmmmmmm
Subtotal. .. e 1290 262
C. L U 124 262

Llssued by State and local governments and State housing finance agencies.

TABLE B-5f.—DISTRIBUTION OF INCREMENTAL INTEREST INCOME FROM CREDITS TO INDUSTRIAL-COMMERCIAL
SECTOR

{n millions of dollars}

Bond tong-term  Short-term Short-term
issues 1 loans loans securities 2

Tax free lenders:
Federal credit agencies. ... ... ___.________..____ .. _____
Private pension funds_____.
State and local government._
Public retirement funds_______
Foreign investors_...__ . ____ 71T TTTTTTTTTTT

Subtotal .

Federal reserve banks. __..______ ..

Taxable lenders:
Commercial banks____._ ...
Finance companies_._._:
Savings banks. ... .. 11 7TTTTC
Life insurance companies________.____ ...
Fire and casualty insurance
Personal trusts_____..__ .. ______ __1lTTTTTTTC
Nonfinancial corporations. .. _________22°°777CTO T TTT
Otherlenders_ ... . ... . ... . .. T TC

1 Corporate bonds, federally guaranteed bonds, plus bonds issued by finance and real estate companies.

2 Commercial paper issued by finance companies and by nonfinancial corporations plus bankers acceptances.
3 ““Term" commercial and industrial loans plus loans to individuals for business purposes.

4 Short-term commercial and industrial loans plus leans to individuals for business purposes.

Note. Construction and mertgage loans for commercial properties shown in table B-4a.




99

TABLE B-5g.—DISTRIBUTION OF INCREMENTAL INTEREST INCOME FROM CREDITS TO FINANCIAL SECTOR

"{In millions of dollars]

Federal agency securities t

Short-term
Long term Short term loans

Tax free lenders:
Federal credit agencies

U.S. investment accounts._. - 33
State and local government. .. _: o e 28
Private pension funds_ . . .o 7
Other tax free investors. ... oo m e 9
Subtotal e 47
Federal reserve banks_ ... oo imcaas 24

Taxable lenders:
Commercial banks_...
Savings banks._._.
Savings and loan associations..
Life insurance companies.....
Other investors

1 Securities issued by financial intermediary agencies and agencies classified in Federal Government sector (TVA,
Postal Service).

2 Federal Home Loan Bank advances to savings and loan associations.
3 Loans to commercial banks, finance companies, “‘other financial institutions’” and Federal funds.

NOTE. State housing finance agency securities shown in table B-4e. Commercial paper issued by finance companies
shown in table B-4f.

TABLE B-5h.—DISTRIBUTION OF INCREMENTAL INTEREST INCOME FROM OTHER CREDITS

{in millions of dotlars]

Stock Land
market loans3
Tax {ree lenders:
Real estate investment trust. . L es $20
Taxable lenders:
Commercial banks . . . e ceceneneaa- $122 53
Savings and foan association. e memecimmeeseecmmcmmmececcan 18
Mutual Savings banks_.. ..o ceieamcacacmacccccncctesmemnmmnmmmmmm—m—m———a 2
MoOrtgage COMPANIES. coe v n o oo oo ccmmmacccmaaccmc—me—eeememmam—mmme————esaas 16
BIOKEIS . - e oo e ceacc oo ececaceecamcmcmrmnnem—maemnem——— 155 fommecmooons
Subtotal.. e eeucecioaneas i 217 89
Total.. : ' P37 109

1 Distribution based on loan holdings data reported in ‘‘Federal Reserve Bulletin."
2 Distribution based on loan acquisition data shown in table 11-2.

O



