
Comparative Asset Structures of Selected 
Financial Institutions

The financial sector of our economy is made up 
of various types of institutions that collectively serve 
the varied needs of businesses and individuals. Since 
each type of institution has characteristic sources and 
uses of funds, one can distinguish among the various 
types by studying their respective balance sheets. 
This article will compare the asset side of the balance 
sheets of some major types of financial institutions 
and examine the reasons for these different asset 
structures. Also, the reactions taken by the dif
ferent institutions in response to changing credit 
conditions will be discussed.

Mutual Savings Banks Mutual savings banks 
are included in the broad classification of thrift in
stitutions, since their main source of funds is deposits 
of small individual savers. These funds are invested 
and loaned out by the mutual savings banks within 
a framework of legal and supervisory controls.

All savings banks are state-chartered and there
fore are subject to state laws and to examination by 
appropriate state banking authorities. Some mutual 
savings banks have voluntarily joined the Federal 
Home Loan Bank System and must therefore meet 
certain standards set by the Federal Home Loan 
Bank Board. Those savings banks insured by the 
FDIC must also follow the regulations of this 
agency. Most states in which mutual savings banks 
operate have established so-called “ legal lists.” 
These “ legal lists,”  which vary somewhat from state 
to state, place limitations on the investments and 
loans of mutual savings banks by specifying the types 
of loans and investments that may be held as assets. 
Specific loan and investment categories may also be 
subject to ceilings expressed as percentages of total 
assets or total deposits for each individual bank. In 
Maryland and Deleware savings banks are not sub
ject to “ legal lists” but rather to the “ prudent man” 
rule. This rule, in effect, tells the trustees of savings 
banks that they are expected to lend and invest their 
savers’ funds as would any prudent man in handling 
funds intrusted to him. While this rule gives them 
broad investment powers in theory, in practice they 
are restricted to high-grade investments. Moreover, 
Federal income tax laws affect the asset composition 
of mutual savings banks, as they do those of most 
financial institutions.

The investment powers of mutual savings banks 
are more circumscribed than those of commercial 
banks and life insurance companies but broader than 
those of savings and loan associations. Investment 
powers granted to mutual savings banks allow for 
investment in mortgage loans (both conventional and 
federally guaranteed), U. S. Government securities, 
federal agency securities, state and local government 
bonds, and certain high-grade corporate securities. 
The investment powers of mutual savings banks 
have been gradually broadened and made more 
flexible over the years. These broadened powers 
allow mutual savings banks to grant out-of-state 
mortgages as long as they are FH A  or V A  approved, 
to invest a certain percentage of their funds at their 
discretion, and to obtain special permission from 
supervisory authorities to invest in certain securities.

Like most financial institutions, mutual savings 
banks held a large proportion of their assets as U. S. 
Government securities at the end of W orld W ar II. 
This was the result of massive acquisitions of U. S. 
Government securities to help finance the war. 
After the war, savings banks disposed of a huge 
volume of Governments and invested the resulting 
funds in mortgages, corporate securities, and mu
nicipal bonds. The most dramatic change has been 
the increase in mortgage loans from 25% of total 
assets at the end of 1945 to 73% of total assets at 
the end of 1970. This large increase in the propor
tion of assets held as mortgage loans can be at
tributed to several factors, including the sharp post
war increase in the demand for housing, the enact
ment of legislation allowing savings banks to acquire 
out-of-state mortgages, and the relative attractive
ness of mortgage yields.

Mutual savings banks hold a much larger share 
of assets in mortgages than commercial banks or 
life insurance companies but a smaller proportion 
than savings and loan associations. Mortgage lend
ing by savings banks is mainly in the nonfarm resi
dential mortgage market. Mutual savings banks 
exhibit more interest in federally underwritten mort
gages than do other types of financial institutions 
and, in fact, rank first in the amount of dollar hold
ings of F H A  and V A  approved mortgages.

States requiring legal reserves of mutual savings 
banks count cash assets or, in some instances, cash
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assets and certain securities, as legal reserves. Gov
ernments, which now comprise about 4%  of total 
assets, are included in liquid assets or secondary re
serves, depending upon their terms to maturity. The 
desired amount of liquid assets, as are the desired 
holdings of other types of assets, are affected by 
prevailing monetary conditions.

Monetary policy, through its effects on interest 
rates and overall money and capital market con
ditions, influences both the inflow of funds to mutual 
savings banks and their asset structure. By studying 
the period since 1966, one can clearly see the sig
nificant impact monetary policy exerts upon the 
portfolio management of mutual savings banks. 
During the “ credit crunch” of 1966 and the re
strictive monetary conditions of 1969, the percentage 
of assets held as corporate bonds increased relative 
to the percentage held as mortgage loans. This re
sponse took place as the interest rates on mortgages 
became noncompetitive with rates on other capital 
market instruments. As credit conditions eased 
between these periods of tight money, mortgages 
were acquired at a faster rate than corporate bonds 
because of the higher yield on mortgages. In some 
periods of credit ease, corporate bonds have been 
sold by savings banks to provide funds for increased 
investment in mortgage loans.

Mutual savings banks have shown a fairly flexible 
investment policy over periods of changing credit 
conditions. This ability to adjust the flow of funds 
into the various investment channels has allowed 
savings banks to achieve adequate earnings, which 
in turn has kept them competitive with other types 
of financial institutions.

Savings and Loan Associations Savings and 
loan associations are similar to mutual savings banks 
in that they are also classified as thrift institutions 
and normally hold the largest proportion of their 
assets in the form of mortgages. Nevertheless, asset 
structures of these two types of institutions typically 
differ as a result of divergent regulations and dis
similar investment policies.

Federally chartered savings and loan associations 
are required to be members of the Federal Home 
Loan Bank System and thus are subject to super
vision and examination by the Federal Home Loan 
Bank (F H L B ) Board. This agency also regulates 
state-chartered associations that have voluntarily be
come members of the System. All state-chartered as
sociations are subject to supervision and examination 
by the appropriate state authority. In addition, all 
associations insured by the Federal Savings and Loan

Insurance Corporation (F S L IC ) are required to 
meet the standards and requirements of this regu
latory agency.

Member associations must maintain liquidity re
serves equal to a certain percentage of total savings 
and borrowings payable in one year or less This re
quired percentage of liquidity reserves set by the 
FH LB Board must be within the range of 4%  to 
10%. Acceptable liquidity reserves include cash 
assets, U. S. Government securities, government 
agency obligations, bankers’ acceptances, and cer
tificates of deposit.

Federal taxation of savings and loan associations 
also affects the asset structure of these institutions. 
Under present laws, a savings and loan association is 
penalized for failure to maintain at least 82% of its 
assets in residential mortgages, cash, government 
securities, and passbook loans. This penalty takes 
the form of deductions from an association’s allowable 
tax-exempt additions to its loss reserves.

Although the investment powers of savings and 
loan associations are not as broad as those of some 
other types of financial institutions, several per
missible channels of investment are open. Invest
ment outlets, besides those prevously mentioned, are 
loans for higher education, repair and modernization 
loans, state and local government general obligations 
(not revenue obligations), stock in corporations 
wholly owned by savings and loan associations (up 
to 1% of total assets), and direct investments in 
real property in urban renewal areas (up to 2%  of 
total assets). Member associations are also required 
to hold stock in their respective Home Loan Banks.

Savings and loan associations hold approximately 
85% of their total assets as mortgage loans. Unlike 
mutual savings banks, savings and loan associations 
have traditionally favored conventional mortgages. 
During the period 1960-1970, conventional mortgage 
loans consistently exceeded 90% of total mortgage 
loans granted by savings and loan associations. 
These institutions have been quite successful in de
veloping and marketing conventional home mort
gages, thus making it unnecessary for them to invest 
heavily in federally underwritten loans.

Although assets of savings and loan associations 
have always consisted predominantly of mortgage 
loans, the composition of assets has shown some 
sensitivity to changing credit conditions. In periods 
of tight money, holdings of U. S. Government se
curities, cash, bank deposits, and real estate have 
either stabilized or declined, depending upon the 
degree of monetary restraint, while mortgage loans 
have increased. This response by savings and loan 
associations is necessitated by the disintermediation
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that generally takes place during periods of tight 
money. Disintermediation, induced by a reordering 
of interest rates, is the process whereby savers in
crease their investments in direct market instru
ments and reduce their additions to savings and 
time deposits in financial institutions. Savings and 
loan associations were confronted with disintermedia
tion during 1969, which forced them to sell some of 
their assets to obtain funds for mortgage loans.

Because the assets and liabilities of savings and 
loan associations are unmatched with respect to 
maturities, the profitability of these institutions 
fluctuates significantly with varying monetary con
ditions. Since most funds are obtained on a short
term basis (savings deposits), the cost of funds to 
associations varies with the general level of interest 
rates. Long-term loans (mortgages) are granted at 
fixed interest rates, thus resulting in the varying 
spread between the cost of funds and the return on 
assets. Despite this susceptibility to oscillating 
profits, the investment policy of savings and loan 
associations has enabled them to achieve good rates 
of earnings.

Life Insurance Companies Life insurance com 
panies have a greater degree of freedom in their in
vestment operations than commercial banks, mutual 
savings banks, or savings and loan associations. Life 
insurance companies are not only subject to the laws 
of the state in which they are chartered but also to 
the laws of any state in which they write insurance. 
State laws regulate or set standards for the size of 
a company’s policy reserves, the amount specifically 
allocated by a company for the fulfillment of its 
policy obligations. State laws require each com 
pany to maintain “ admitted assets” at least 
equal to the amount of its policy reserves. “ Admitted 
assets” are those assets that meet the state’s invest
ment standards. State insurance examiners review 
the loans and investments of insurance companies to 
determine if they qualify as “ admitted assets.”

Life insurance companies invest their funds to 
attain the dual goal of meeting future obligations to 
policyholders and achieving an adequate rate of re
turn on their investments. Life insurance companies 
have a significant advantage over some other types 
of financial institutions in investment planning. 
Although the cash inflows of life insurance com
panies are cyclically sensitive, they are more stable 
than the cash inflows of mutual savings banks, sav
ings and loan associations, or commercial banks. 
This relative stability enables them to act as long
term investors and to plan and project future invest
ment policy with accuracy and confidence. In the

determination of premium rates for life insurance 
policies, a minimum rate of return on investments is 
taken into account. This assumed minimum rate of 
return is calculated from the previous earning rates 
on a company’s portfolio, among other things.

Life insurance companies have been allocating an 
increasing proportion of their assets into such 
higher yielding investments as conventional mort
gages and corporate stocks and bonds. Like other 
financial institutions, life insurance companies held 
a large proportion of their assets as U. S. Govern
ment securities at the end of W orld W ar II. As 
their holdings of Governments declined during the 
postwar period, mortgages and corporate securities 
became the main investment outlets for life insurance 
companies. Policy loans, made by insurance com
panies to policyholders on the security of their 
policies’ cash value, have increased in importance 
over the past decade. Largest increases in this asset 
category have occurred during periods of high in
terest rates when rates on policy loans are usually 
lower than those available at other financial insti
tutions. Miscellaneous assets, such as due and de
ferred premiums, due and accrued investment in
come, leaseback arrangements of real property and 
equipment, and cash, have remained a fairly constant 
proportion of total assets. Life insurance companies’ 
portfolios are more diversified than those of some 
other financial intermediaries. At the end of 1970, 
mortgages and corporate bonds accounted for more 
than 70% of total assets. Other important assets 
were policy loans, corporate stocks, and Government 
securities. Because life insurance companies have 
long-range investment plans, short-term adjustments 
in their portfolios, in response to changing mone
tary conditions, are not as marked as those of other 
financial institutions. However, some reactions to 
changing monetary conditions can be detected. For 
example, during periods of tight money, the rate of 
investment by life insurance companies in mortgage 
loans generally declines, while the proportion of 
assets held as policy loans usually increases.

Commercial Banks Commercial banks are often 
called department stores of financial services because 
of their broad range of operations in both the ac
quisition and investment of funds. Commercial 
banks are subject to numerous regulations and to 
supervision and examination by regulatory au
thorities. These regulations limit bank lending 
operations and restrict their investments. The par
ticular regulations and supervision to which a given 
commercial bank is subject depends upon the type 
of charter (national or state), membership or non
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membership in the Federal Reserve System, and 
whether or not the bank is insured with the FDIC. 
All national banks are under the authority of the 
Comptroller of the Currency, the Board of Governors 
of the Federal Reserve System, and the FDIC. Each 
of the fifty states has a supervisory agency to regulate 
state-chartered banks. The prime concern of all 
supervisory authorities is the safety of depositors’ 
funds.

Investments by member banks in bonds and other 
debt instruments are made under rules established 
by the Comptroller of the Currency. One basic law

regarding investments limits the investment in debt 
instruments of any one obligor to 10% of a bank’s 
capital stock and surplus. This law assures a suitable 
degree of diversification in a bank’s investment port
folio. Investments in the obligations of the Treasury, 
federal agencies, state and local governments, Fed
eral Home Loan Banks, and the Federal Housing 
Administration are exempt from this 10% rule. 
Commercial banks are expected to avoid bonds or 
debt instruments that are distinctly speculative. 
Member banks are subject to strict limitations on 
stock ownership; however, some stock holdings are

r  a
Chart 4

ASSETS OF COMMERCIAL BANKS (ALL INSURED)

TOTAL ASSETS (Dec. 31, 1970) =  $572.7 BILLION

Commercial and
Industrial Loans 19.5%

U. S. Govt. Securities 10.7%

Cash Assets 16.2%

Loans to Financial 
Institutions 3.2%

Agricultural Loans 1.9%

Other Loans 3.0%

Other Assets 3 .8%

Federal Funds Sold 2.8%

Other Securities 2.8%

State and Local Govt.
Securities 12.1%

Real Estate Loans 12.6%

Consumer and  Personal 
Loans 11.4%

Source: Federal Reserve Bulletin, July 1971, pp. A22-A24.

Chart 1

ASSETS OF MUTUAL SAVINGS BANKS

TOTAL ASSETS (Dec. 31, 1970) = $7 9 .0  BILLION

M ortgages 73.1%
Conventional and other 37.7%  
FHA 20.3%
V A  15.1%

U. S. Govt. Securities 4 .0%  

Obligations of Federal 
Agencies 2 .4%

Cash and Bank Deposits 1.6% 

Corporate Stocks 3.1%

Other Bonds, Notes 
and Debentures 10.7%

Other Loans and Discounts 2.9% 

Other Assets 2.1%

Source: National Fact Book of Mutual Savings Banking 
1971, pp. 10-11.

Chart 3

ASSETS OF LIFE INSURANCE COMPANIES

TOTAL ASSETS (1970) =  $207.3 BILLION

Mortgages 35.9%  

Corporate Bonds 35.3%  

Govt. Securities 5 .3%  

Corporate Stocks 7 .4%  

Policy Loans 7.8%

Real Estate 3.0%

Misc. Assets 5.3%

Source: 1971 Life Insurance Fact Book, p. 68.
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permitted. Specifically, member banks may hold 
stock in subsidiary and service corporations estab
lished for certain specified functions, such as owning 
and maintaining the building occupied by the bank. 
Other allowable holdings include stocks of sub
sidiary corporations that engage in a safe deposit 
business, foreign banking, or bookkeeping and sta
tistical services for the bank. Also member banks 
may hold stock in the Federal National Mortgage 
Association (F N M A ) and in small business invest
ment companies. Investments in the above mentioned 
stocks are limited to stated percentages of a bank’s 
capital stock and surplus.

Commercial banks are expected to give top 
priority to safety in their lending activities. A  10% 
rule applies to loans as well as to bonds. With few 
exceptions, banks must not lend an amount exceeding 
10% of capital stock and surplus to any person, 
partnership, association, or corporation. In addition 
to the legal restrictions placed on commercial bank 
lending and investing, the attitudes and criticism of 
bank examiners play an important role in the loan 
and investment policies of commercial banks.

Bankers generally look upon lending activities as 
the principal function of commercial banks. This 
philosophy is borne out by the higher proportion of 
total assets in loans than in investments. Tra
ditionally, banks were expected to specialize in short
term self-liquidating business loans. This philosophy 
was known as the “ real bills doctrine” in England 
and as the “ banking school theory” in the United 
States. While this type of loan is still looked upon 
with favor by commercial bankers, many other types 
of bank loans have developed over the years. Banks 
now offer loans of varying maturities and for dif
ferent purposes to meet the new and changing needs 
of the economy. Term loans to businesses have be
come more important in banks’ loan portfolios. 
Also, consumer, personal, and mortgage loans have 
shown a growing importance in the assets of com
mercial banks throughout the postwar period. One 
reason for these changes in the loan policies of com
mercial banks is the appearance of aggressive com
petitors in lending activities.

Overall, business loans continue to dominate bank 
loan portfolios, accounting for over 33% of all com
mercial bank loans. Mortgage loans follow in im
portance, comprising about 25% of total loans. 
Commercial banks prefer conventional mortgages to 
insured mortgages because of their higher rate of 
return. The third most important loan category by 
volume is consumer installment credit. The emphasis 
on this type of lending varies significantly from one

bank to the next. This sort of lending activity, which 
used to be looked upon with disfavor by commercial 
bankers, has become an acceptable activity for com
mercial banks and also one of the most profitable 
areas of loan operations.

Commercial banks are allowed to hold bonds of 
various obligors. They are expected to invest in only 
high grade securities, which include the obligations 
of federal, state, and local governments, foreign gov
ernments, public utilities, and some industrial cor
porations. Commercial banks are attracted to U. S. 
Government securities, particularly because of their 
gilt-edge quality. State and local government obliga
tions also play a major role in commercial bank in
vestment policies because of certain tax advantages 
these instruments offer.

Commercial banks generally exhibit characteristic 
responses to changes in monetary conditions. Since 
the reserve position of the commercial banking system 
is the focal point of monetary policy, changes in 
monetary conditions desired by the Federal Reserve 
Board are directly related to the reserve positions 
of commercial banks. When the reserve positions of 
banks tighten, banks tend to reduce their holdings of 
U. S. Government securities and cut back on their 
acquisition of other securities in order to obtain funds 
to meet loan demand. The desire on the part of 
bankers first to meet the loan demands of business 
borrowers is sometimes at the expense of mortgage 
borrowers. Acquisitions of state and local govern
ment securities proceed at a slower rate through 
periods of relatively tight reserve positions. During 
periods of slack business activity, when the reserve 
position of commercial banks tends to loosen, mort
gage loan activity and purchases of U. S. Govern
ment, state, and local obligations generally increase.

Summary The types of financial institutions 
discussed in this article exhibit a wide range in the 
degree of asset specialization. At one end of the 
spectrum are savings and loan associations, which 
are highly specialized in mortgage loans, and at the 
other end are commercial banks, whose assets are 
dispersed among various types of loans and invest
ments. By looking at the asset side of financial in
stitutions’ balance sheets, one can determine the 
manner in which savings and investments are al
located, depending upon the type of institution with 
which a person places his funds. Also, a knowledge 
of the characteristic responses of financial institutions 
to changing monetary conditions aids in explaining 
the differential impact of monetary policy on the 
various sectors of our economy. John W . Scott
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