
end of the year and are based on actual earnings of
the 500 companies during the year.

From 1935 on, the ratios are for the end of each
quarter; aggregate earnings are converted to an annual
rate by taking the average earnings for the quarter for
the stocks in the index, adjusting these earnings for
seasonal variation, and multiplying that figure by 4.
From 1935 through the third quarter of 1950, aggre-
gate earnings are based only on those of companies re-
porting quarterly, but by the end of that period cover-
age had become almost complete. Beginning with the
fourth quarter of 1950, estimates of quarterly earnings
for the missing companies have been included. The
annual figures since 1935 are averages of the four
quarterly ratios.

Source: Standard and Poor's Corporation Security
Price Index Record, 1964 edition.

Preferred stock prices and yields. The series
for prices and yields of preferred stocks shown
in Tables 14 and 16 are from Standard and
Poor's Corporation.

The preferred stock price series, as with the bond
price series, does not represent averages of actual
prices since February 1928; since that time, the yield
series for preferred stocks described below has been
converted to a price basis assuming a $7 dividend.
For earlier years (January 1910-January 1928) the
monthly data are averages of monthly high and low
prices for 20 high-grade preferred stocks, the price
of each being first adjusted to represent a stock with
par value of $100 and an annual dividend of $7.

Before February 1928 the yield was computed
from the average price of 20 high-grade preferred
stocks computed as described above. Beginning with
February 1928 the preferred stock yield has been
computed for a single day each week by determining
the yield for each of 15 (14 in February 1964) high-
grade, noncallable issues, and using the arithmetic aver-
age of 9 (8 in February 1964) median yields to repre-
sent the entire group.

Source: Standard and Poofs Corporation Security
Price Index Record, 1964 edition.

Trading volume. Statistics on the number of
shares traded and the dollar volume of trading
in stocks on the N.Y. Stock Exchange appear

in Tables 17 and 18. Statistics on the volume
of trading on other exchanges are available
in reports of the SEC; in general, trading on
other exchanges has tended to fluctuate with
that on the N.Y. Stock Exchange, but is very
much smaller. Data on trading in the over-the-
counter market are not available.

Table 17 shows the volume of share trading
in round lots as reported by the Exchange
and on the Exchange ticker; it excludes "odd
lot" (generally less than 100 shares) and "cer-
tain minor" transactions, which are not re-
ported on the Exchange ticker. The weekly
averages for the period 1934-63, shown in
Table 17-B, have been computed by divid-
ing aggregate weekly trading volume by the
number of trading days in the week, each day
representing 5l/i hours of trading. On Septem-
ber 29, 1952, trading on the Exchange was in-
creased from a 5-hour to a 5lA -hour day Mon-
day through Friday, and the 2-hour trading day
on Saturday was discontinued. Weekly data for
the period before that date have been adjusted
to the current basis by assuming hourly trading
would have been the same regardless of the
length of the trading day.

Table 18 presents figures compiled by the
SEC on the total volume of shares traded on
the Exchange and the money value of these
sales. These figures include round-lot volume
as reported by the N.Y. Stock Exchange and
also trading in odd lots and "unreported"
round-lot transactions. They are compiled from
reports furnished by members of the N.Y.
Stock Exchange in connection with fees pay-
able under the Securities Exchange Act of
1934.

STOCK MARKET CREDIT

Since 1934 the Board of Governors has been
obligated by law to prevent excessive use of
credit for purchasing or carrying securities.
The Board was given power to limit the amount
of credit that can be extended for purchasing
or carrying stocks listed on national securities

exchanges. The limitations set by the Board
are known as margin requirements.

The following paragraphs describe margin
requirements as applied to brokers and dealers
and to banks and the various statistical
measures of stock market credit. Table 19
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shows the changes in margin requirements,
Table 20 the volume of stock market credit
extended to customers by member firms of the
N.Y. Stock Exchange and amounts borrowed
by firms that carry margin accounts for their
customers for the period 1938-63; Table 21,
more detail on selected balance sheet items of
such member firms for the years 1942-63; and
Table 22, borrowing by all member firms of
the N.Y. Stock Exchange for the period
1941-63.

MARGIN REQUIREMENTS

Margin requirements are set in accordance
with Regulations T and U, issued by the Board
of Governors pursuant to the Securities Ex-
change Act of 1934. Regulation T applies
to brokers and dealers. It limits amounts that
can be lent on corporate stocks and bonds that
are listed on a national securities exchange
and denies loan value entirely to corporate
securities that are not so listed. Regulation U
applies to banks. It limits lending for purchas-
ing or carrying corporate stocks registered on
a national securities exchange. Loans secured
by stocks that were not made for this purpose
are exempt. So too are loans for purchasing
or carrying unlisted stocks and loans on bonds.

The regulations limit the amount of credit
that may be extended by prescribing a maxi-
mum loan value for the security—a specified
percentage of the security's market value at the
time credit is extended. The margin require-
ments are the difference between the market
value (100 per cent) and the maximum loan
value. They indicate the percentage of the
purchase price of a security that the buyer
must cover with cash at the time of purchase.

The Board prescribes an initial margin only;
lenders may set up maintenance margins on
their own. Members of the N.Y. Stock Ex-
change are required to abide by a ruling of that
Exchange which sets the minimum percentage
of equity that a margin customer must main-
tain as his collateral (a "maintenance" margin),

and individual brokers may require even higher
margins than those prescribed.

The requirements under Regulation T, which
became effective October 1, 1934, were those
already established as a standard by the Secu-
rities and Exchange Act, which had placed
margin requirements on various issues of listed
stocks and bonds within a range of 25-45 per
cent, the requirement for each issue depending
on the relationship between its price at the
time of the loan and its lowest price since July
1, 1933. As of February 1, 1936, the Board
raised the upper limit of the range to 55 per
cent, and as of "April 1, 1936, it made the 55
per cent requirement applicable to all listed
stocks and bonds regardless of previous price.

Effective May 1, 1936, Regulation U of the
Board of Governors made comparable margin
requirements applicable also to loans made by
banks on stocks for the purpose of purchas-
ing or carrying listed stocks. On November
1, 1937, margin requirements of 50 per cent
were applied to short sales of securities. On
the same date, lower margin requirements (25
per cent except for loans on securities sold
short, which required a 35 per cent margin)
were set for special omnibus accounts and
special loans to brokers and dealers; these
represent borrowings by brokers and dealers on
securities from banks or other brokers to
finance their customers' transactions. Effective
February 5, 1945, such accounts and loans
were exempted from margin requirements, and
since then margin requirements for short sales
have been the same as those prescribed for
regular transactions.

All changes in margin requirements have
been effective as of the opening of business on
the dates shown in Table 19 except for changes
on February 20, 1953, and January 4, 1955.
Those were made effective after the close of
business.

STATISTICAL MEASURES OF CREDIT

Table 20 presents monthly data for the major
types of security credit extended to customers
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and for the principal sources of funds of
brokers and dealers who are member firms of
the N.Y. Stock Exchange carrying margin
accounts for the period January 1938 through
1963. Table 21 presents detailed debit and
credit balances and related balance sheet items
for the same firms for June 30 and December
31, 1942-56, and for June 30, 1958-63. No
data were collected in 1957. Table 22 presents
monthly data on borrowings for all member
firms of the N.Y. Stock Exchange. The data
for those firms carrying margin accounts are
the same as those in Table 20; they are pre-
sented in both places to make comparison with
the other data easier.

Described below are the two major types of
credit—customer and dealer—and technical in-
formation on the data used.

Customer credit. The series on stock mar-
ket credit extended to the ultimate customer
combines credit extended by brokers and deal-
ers (customers' debit balances) and credit for
purchasing and carrying securities extended by
banks to others than securities brokers and
dealers. Both components exclude credit ex-
tended on U.S. Government securities except
for periods when these figures were not sepa-
rately available. Bank loans to brokers and
dealers are excluded from the customer credit
total because the portion of such loans used by
brokers to lend to their customers has already
been included in the debit balance data. The
remainder represents funds that brokers and
dealers use in carrying on their other business.

Although the statistical measure of total
stock market credit to customers probably re-
flects the principal changes in the amount of
such credit outstanding, it is not complete. (1)
Security loans extended by others than brokers,
dealers, and banks are not included because no
statistical information on such loans is avail-
able. (2) The data on bank lending, composed
of loans explicitly classified as being for the
purpose of purchasing or carrying securities,
include only those loans made by weekly re-
porting member banks. However, scattered

benchmark data indicate that these banks ac-
count for the bulk of all such lending by com-
mercial banks. (3) The data on customers' debit
balances include only credit extended by N.Y.
Stock Exchange members, but the amount
extended by other brokers is probably very
small. On the other hand, total customer credit
includes some lending on bonds, particularly
during periods when lending on U.S. Govern-
ment securities can be excluded only in part
or not at all.

Broker and dealer credit. Brokers and deal-
ers borrow principally to obtain funds to lend
to their customers; but they also borrow to
finance their own holdings of securities, which
they acquire in performing their functions as
dealers for their own account and as under-
writers of new offerings of securities. This sec-
tion presents two sets of figures on borrowing
by brokers and dealers.

Tables 20 and 22 show the amounts of
credit outstanding to brokers who are members
of the N.Y. Stock Exchange, and who also carry
margin accounts, from the two sources for
which data are available monthly. These
principal sources are banks and customers' net
free credit balances left on deposit with brok-
ers and dealers. Borrowing from other sources
is legally restricted, and data are shown for less
frequent intervals in Table 21.

Table 22 shows borrowings by all member
firms of the N.Y. Stock Exchange from banks
and other lenders, except borrowing from other
members of national securities exchanges. And
as indicated earlier, it shows amounts bor-
rowed by firms that do not carry margin
accounts as well as amounts borrowed by
those that do. Only their total borrowings
are shown before March 1943, but thereafter
the totals are subdivided into borrowings on
U.S. Government securities and borrowings on
all other securities. Beginning with April 1955,
borrowings on other securities by firms carry-
ing margin accounts are broken down further
into borrowings on customer collateral and
borrowings on other collateral—that is, firm
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and partner collateral. The data for this table
were collected by the Exchange from member
firms and are for the last trading day of the
month for the period 1941 through May
1955 and for the last Wednesday of the month
thereafter.

DEFINITIONS AND COVERAGE

A "debit balance" arises when a customer bor-
rows from a broker to purchase securities.
The purchase price of the security is debited
against the customer's account, with the secu-
rities held in the account. Cash paid to meet
margin requirements of the purchase is credited
against the account. The resulting debit bal-
ance represents the amount actually loaned to
the customer. A "credit balance" represents
cash deposits and the proceeds of stock sales
or dividends not withdrawn by the customer
or used to reduce any outstanding indebted-
ness. If there are no offsetting liabilities, such
as a short sale, this balance could be withdrawn
by the customer; hence it is called a "free"
credit balance.

In tabulating these figures, member firms of
the N.Y. Stock Exchange consider the net
position of each customer by combining bal-
ances if he has more than one account (for
example, cash, margin, and commodity ac-
counts) and arrive at separate totals for those
customers whose combined accounts net to a
debit position and for those in net credit status.
Both debit and credit balance totals exclude
balances of the firm, its partners, or other
firms that are members of a national securities
exchange but include the temporary debits and
credits associated with cash transactions.

Figures for net debit balances and net free
credit balances in Table 20 are for the end of
the month. For the period 1938-July 1942,
and for June and December dates through
1944, they are ledger-account figures for all
member firms of the N.Y. Stock Exchange
carrying margin accounts, as collected by the

Federal Reserve. Figures for months other
than June and December for the period August
1942-February 1945 are estimates prepared
by the Federal Reserve on the basis of reports
from a small number of large firms. Beginning
with March 1945, the data are those reported
to the N.Y. Stock Exchange by all member
firms carrying margin accounts. Also begin-
ning with March 1945, net debit balances were
reported separately for U.S. Government secu-
rities and other securities.

Data on "money borrowed" through 1940
are those collected by the Federal Reserve;
beginning with January 1941, the N.Y. Stock
Exchange has collected this information, which
is identical with that shown in Table 21 for
firms carrying margin accounts as described on
page 19.

Until 1938, banks reported their loans on
securities on a "collateral" rather than on a
"purpose" basis. In 1938 the Federal Reserve
began to obtain from the banks in its weekly
reporting member banks series, figures for bank
loans to others than brokers and dealers for
purchasing and carrying securities. These fig-
ures are shown for the last Wednesday of the
month in Table 20. Through 1943, loans on
U.S. Government securities are included with
loans on other securities, but the two are shown
separately for the period 1944-63. The figures
for loans on U.S. Government securities are for
all weekly reporting member banks for the
period 1944-52 and again beginning with July
1959. In the interim (January 1953-June 1959)
data on such loans are for New York and Chi-
cago weekly reporting member banks only; at
other weekly reporting banks, figures for these
loans are included with those for loans on other
securities. The level of this series has also been
affected by changes that were made in July
1946 and July 1959 in the number of banks
covered.

Table 21, "Detailed Debit and Credit Bal-
ances and Related Items of Member Firms of
the N.Y. Stock Exchange Carrying Margin
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Accounts," summarizes selected balance sheet
data reported to the Federal Reserve System in
connection with its responsibilities under the
Securities Exchange Act of 1934. In addition
to data on net debit balances, net free credit
balances, and money borrowed, this table pre-
sents considerably more detailed information
on money balances as shown in the debit and
credit entries on the ledgers of these firms
as of the end of the specified month. Corre-
sponding items are identical conceptually with
those presented in Tables 20 and 22 but differ
somewhat because of minor differences in re-
porting, statistical discrepancies, and for

"money borrowed" after May 1955 a differ-
ence in reporting date, that is, the last Wednes-
day versus the end of the month.

It should be noted, however, that these sum-
mary figures do not disclose the "financial con-
dition" of reporting firms. (1) They do not
show either the values of securities carried by
the reporting firms for customers or the current
market values of securities owned by the firms
themselves. (2) The amount reported against
the item "net balance in capital and profit
and loss accounts and partner's drawing ac-
counts" does not represent actual net capital.
(3) They do not include such assets as ex-
change seats.

SECURITIES ISSUES

Governmental units, corporations, and other
organizations obtain new external funds from
several sources. They may issue debt securities
with either long- or short-term maturities. They
may borrow from banks. In still other instances
they may sell mortgages, or they may increase
their equity base through sale of stocks.

Sales of new issues in capital markets are
one of their major sources of funds. The tables
in this section show the amounts of long-term
debt and equity financing. Although they omit
sales of short-term bonds and notes, the data
are a measure of specific types of demands for
funds in the capital markets.

Governments sell only debt instruments
(bonds, notes, debentures, and so forth)—with
a fixed rate of return and a specified date for
redemption. Corporations, on the other hand,
may sell either debt instruments or stocks.
A preferred stock—like a debt instrument—
has a fixed rate of return (dividend), but it is
junior to debt, and it does not have a specified
maturity. Common stock has neither a fixed
rate of return nor a specified maturity.

Security financing may be measured in terms
of gross proceeds, net proceeds, or net
changes in outstanding securities. Gross pro-

ceeds are derived by multiplying the offering
price by the number of units (except for State
and local government issues for which principal
amounts are used). Net proceeds represent
gross proceeds less estimated costs of flotation
—that is, underwriting compensation, legal ex-
penses, and so forth.

For certain purposes—for example, for
analyzing the immediate impact of new offer-
ings on security markets—the gross and net
proceeds figures may be more useful. For
other purposes—for example, for analyzing
longer-run relationships between saving and
investment—the figures for net change in secu-
rities outstanding may be more appropriate.
Data on proceeds (whether gross or net) meas-
ure the amount of funds raised by sales of secu-
rities in a particular period without taking into
consideration redemptions during the same
period of securities sold earlier by the same or
other corporations or governmental units. Data
on net changes in outstanding securities, calcu-
lated by deducting from gross new issues the
total of all securities redeemed during the same
period, are a measure of the net volume of
funds raised. The series on issues for new capi-
tal provides something more in the nature of an
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