
Total Credit Flows and the 
Financing of Private 
Investment 

The net flow of credit through domestic markets was at an unprece-
dented rate in 1971, both in dollar amounts and in relation to eco-
nomic activity. Net funds reached a total of $151 billion, about 50 
per cent more than in any previous year. The total was 14 per cent 
of GNP, well above the 1968 high of 11 per cent and the 10 per 
cent average for the 1960's. 

This record volume of credit consisted mainly of a combination of 
heavy Federal borrowing to cover the year's deficit, a volume of pri-
vate financing that was large relative to capital outlays, and State 
and local government borrowing well in excess of fiscal needs. For-
eign borrowing in U.S. markets was also sharply higher than in 1970 
and earlier years, but it remained a small part of the total. 

SOURCES OF CREDIT SUPPLY 

The financing of such large credit flows was accomplished with mar-
ket interest rates declining somewhat over the year, although sizable 
fluctuations in such rates occurred during the year. Rates in short-
term markets were unusually low relative to long-term rates—such 
as those for mortgages and corporate bonds—and savings institutions 
that lend predominantly in long-term markets offered yields on de-
posits that were very attractive relative to money market rates. In 
view of this rate advantage, time and savings deposits grew by an 
unprecedented 17 per cent in 1971, and these institutions were a 
dominant source of funds to credit markets. 

An important element in short-term markets and in the forms of 
credit flow in 1971 was the very large volume of U.S. Government 
securities purchased by foreign official reserve holders; sizable ac-
quisitions of Treasury bills by foreign central banks accounted in 
part for the decline in the Treasury bill rate relative to other market 
rates. During the year these institutions bought $27 billion of U.S. 
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Government securities, more than total Treasury borrowing; over the 
same period domestic private holdings of Treasury issues decreased. 
In the absence of these outflows, private investment in U.S. markets 
would have been larger and foreign official acquisitions of U.S. 
Treasury securities smaller. 

Purchases by foreign official accounts were the counterpart of the 
weak current-account position in the U.S. balance of payments and 
the large volume of private capital outflows. The capital outflows 
took a variety of forms, such as bank repayment of foreign borrow-
ings, loans to foreign borrowers, and liquidation of dollar assets held 
by private foreigners. Some of the borrowing, both foreign and do-
mestic, shown in Table 7 reflects the strong demand for foreign ex-
change, but there is a great deal of uncertainty as to the form of 
much of the outflow. 

The relation of foreign inflows to U.S. credit markets is indicated 
in Table 8, where the sharp increase from 1970 in U.S. Government 
borrowing is more than offset by larger foreign purchases. Private 
domestic lending in credit markets increased less sharply than total 
borrowing, and all of the domestic credit supply was in the form of 
private loans and securities. 

Although private domestic lending increased less, proportionately, 
than total borrowing from 1970 (Table 8), the $112 billion flow 
from the private sector was sharply higher in relation to activity and 
income than in any other year of the preceding two decades. More-
over, the flow originated entirely in banks and nonbank financial in-

Table 7: FUNDS RAISED I N CREDIT MARKETS BY N O N F I N A N C I A L 
SECTORS 

A m o u n t Percentage o f G N P 

Sector In bi l l ions o f dol lars Percentage 
change, 1966- 1971 

1970 1971 
1970 to 

1971 
70 avg. 1971 

To ta l 1 97.5 151.1 55.0 10.1 14.4 
12.8 25.5 99.2 .9 2.4 
12.2 18.7 53.3 1.1 1.8 
2.6 5.4 107.6 .3 .5 

Households and nonf inancia l busi-
69.9 101.5 45.2 7.8 9.7 69.9 

1 Inc ludes net issues o f co rpo ra te equit ies. 
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Table 8: TOTAL FUNDS RAISED A N D PRIVATE DOMESTIC CREDIT 
SUPPLY 

A m o u n t Percent-
( in b i l l ions o f dollars) age 

Sector, or supplier change, 
1970 to 

1969 1970 1971 1971 

A. Funds raised in credit markets by nonfinancial sectors . 90.4 97.5 151.1 55.0 
B. U.S. Government - 3 . 6 12.8 25.5 99.2 
C. Other 1 93.9 84.7 125.6 48.3 

Funds supplied directly by: 
D. Foreign 1.3 10.9 28.4 160.6 
E. Public agencies, n e t 2 6.9 9.4 11.0 17.0 

F. Private domestic lenders (A — D — E) 82.2 77.2 111.7 44.7 
G. To : U.S. Government 4.6 5.8 - 6 . 0 - 2 0 3 . 4 
H. Other 77.6 71.4 117.7 64.8 

I. By: Commercial banks 12.2 31.3 47.5 51.8 
J. Savings inst i tut ions 10.4 14.7 40.8 177.6 
K . Other finance 19.7 24.2 27.9 15.3 
L. Nonf inancial investors 3 39.8 7.1 - 4 . 5 - 1 6 3 . 4 

1 Inc ludes corporate equit ies. 
- U.S. Government , federal ly sponsored cred i t agencies, and f e d e r a l Reserve System. Ne t 

of secur i ty issues by sponsored agencies. 
1 Households , nonf inanc ia l business, and State and loca l governments . 

stitutions; nonfinancial investors liquidated holdings of credit market 
instruments, net, over the year. The extent to which the domestic 
credit supply was intermediated was as unprecedented as the size of 
the flow for a period as long as a year, and it indicated the yield ad-
vantage of deposits over money market instruments as liquidity hold-
ings during the period. 

As indicated earlier in this report, the flow into time and savings 
accounts supplied an unusually large volume of funds to lenders who 
specialize in mortgage credit. Thus, it provided a strong financial 
base for the high and rising rate of housing construction, which con-
tinued through the year, and also for some forms of business invest-
ment. Savings institutions were the source of 60 per cent of total 
mortgage funds supplied in 1971, a higher proportion than in the 
1961-65 period of rapid deposit growth, and mutual savings banks 
also bought one-fifth of the net new corporate bond issues, and sav-
ings and loan associations repaid borrowings from the Federal home 
loan banks. Commercial banks were also substantial lenders in mort-
gage markets, with loans on real estate absorbing a fourth of total 
bank credit flows. 
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PRIVATE DOMESTIC FINANCING 
Funds raised by households and nonfinancial business in credit and 
equity markets were far larger than would have been expected, based 
on past relationships to private saving or capital investment. Both 
net residential mortgage financing and business credit flows were up 
sharply from recent years in relation to capital spending (Table 9) , 
and the ratios for both types of financing were well above those for 
any other year of either the 1950's or the 1960's. During the 1960's 
total external financing by households and business had stayed within 
a fairly narrow range of 31 to 34 per cent of total capital outlays on 
an annual basis, in spite of wide variations in credit conditions and 
in the relation between saving and capital spending. The 41 per cent 
relationship in 1971 is a sharp departure from this experience. 

The upward pace of residential mortgage flows in 1971 accompa-
nied a sharp upsurge in outlays for construction of both single-family 
and multifamily housing units. However, not all of the increase in 
net flows of such credit reflected new lending to finance the record 

Table 9: E X T E R N A L F INANCING BY HOUSEHOLDS AND 
N O N F I N A N C I A L BUSINESS 

I tem 
(in bi 

1966-70 
avg. 

A m o u n t 
l ions o f dc 

1970 

)llars) 

1971 

Percent-
age 

change, 
1970 

to 
1971 

N E T F U N D S R A I S E D : 
A . Residential mortgages 17.5 18.7 33.8 80.7 
B. Percentage of residential construction 61 62 83 

C. Corpora te equities 1 2.7 6.8 13.5 98.5 
D. Corporate bonds 1 14.0 20.3 18.3 - 9 . 9 
E. Business loans and nonresident ial mortgages 20.7 14.9 19.6 31.5 
F. To ta l nonresidential business 37.4 42.0 51.4 22.4 
G. Percentage of nonresidential business capital expenditure 40 43 50 

H. Other external financing 2 12.5 9.2 16.4 78.3 
I . To ta l external financing 67.4 69.9 101.5 45.2 
J. Percentage of total capital outlays 3 33 32 41 

C A P I T A L O U T L A Y S : 
K . Residential const ruct ion 28.5 30.4 40.6 33.6 
L . Nonresident ia l business p lant and equipment outlays 

and net inventory change 92.7 97.6 103.1 5.6 
M . Consumer durable goods and nonprof i t - inst i tu t ion plant 

and equipment 86.1 93.9 105.8 12.7 

N . To ta l 207.3 221.9 249.5 12.4 

1 N o n f i n a n c i a l co rpo ra t i ons on ly . 
- Consumer cred i t , po l i c y loans, and b o r r o w i n g by nonpro f i t ins t i tu t ions. 

C a p i t a l ou t lays inc lude those f o r consumer durable goods and nonpro f i t - i ns t i t u t i on p lan t 
and equ ipmen t . 
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pace of construction. Much of it derived from borrowing on existing 
houses, following an extended period in 1969 and 1970 when trans-
actions in older houses were particularly difficult to finance because 
of the limited availability and exceptionally high cost of mortgage 
credit. 

The increase in business financing was dominated by corporate 
equities, which supplied almost one-fourth of net new funds for non-
financial business. Beginning in 1966, the gross flow of new equity 
capital had risen steadily and rapidly from a $3 billion annual rate 
in the first half of the 1960's to $13.5 billion in 1971; the growth in 
such offerings not only compensated to some extent for the relative 
decrease in retained earnings as a source of corporate funds but also 
helped to slow the growth in debt ratios. Through some of this pe-
riod the growth of new offerings was offset by sizable retirements of 
equities in mergers. But more recently these retirements have fallen 
off sharply—from a 1968 rate of $7 billion to less than $1 billion in 
1971—and net equity funds available to business have risen even 
more sharply than gross offerings. As in recent years, most of the net 
funds supplied to corporations through equities in 1971 came from 
pension funds and life insurance companies, which together increased 
their purchases over the 1970 total by almost as much as the rise in 
net issues. 

Net new bond issues were close to the very high rate established 
in 1970—reflecting the continued strong demand by corporations for 
long-term credit even though interest rates on bonds remained rela-
tively high. One-fifth of this net flow represented purchases by mu-
tual savings banks; life insurance companies increased their net buy-
ing sharply, but purchases by individuals were significantly reduced 
from the very high 1970 levels. Commercial mortgages, another form 
of long-term credit, increased from a net flow of $5 billion in 1970 
to $9 billion in 1971; almost all of the increase represented loans 
from commercial banks and savings institutions. 

The net amount of new long-term financing through equities, 
bonds, and commercial mortgages accounted for a dominant part— 
80 per cent—of the total funds raised by business in 1971. These 
long-term funds reduced sharply the importance of short-term credit 
in business debt structures and brought short-term debt ratios back 
to their pre-1969-70 levels. Business loans at banks grew moderately 
during 1971—except in the third quarter when international devel-
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Table 10: PRIVATE DOMESTIC SAVING AND INVESTMENT 

I tem 

Amoun t Relative to G N P 

Item 

In bill ions of dollars 
Percent-

age 
change, 
1970 to 

1971 

Per cent Change 
(percent-

age 
points), 
1966-70 
avg. to 

1971 

I tem 

1970 1971 

Percent-
age 

change, 
1970 to 

1971 
1966-70 

avg. 
1971 

Change 
(percent-

age 
points), 
1966-70 
avg. to 

1971 

Households and nonfinancial business: 
A . Gross saving 245.5 276.4 12.6 25.5 26.4 .9 

B. Capi ta l expenditures 222.0 249.5 12.4 24.1 23.8 - . 3 
C. Less: External financing 69.9 101.5 45.2 7.8 9.7 1.9 
D. Equals: Internal financing (B —C). 152.1 148.0 - 2 . 7 16.3 14.1 - 2 . 2 

E. Net financial uses o f funds (A — D ) . . 93.4 128.4 37.5 9.2 12.3 3.1 

State and local governments: 
F. Net current surplus - 6 . 0 - 4 . 0 - 3 3 . 3 - . 5 - . 3 .2 
G. External financing 12.2 18.7 53.3 1.1 1.8 .7 
H . Net financial uses o f funds (F + G) 6.2 14.7 137.1 .5 1.4 .9 

Private financial investment: 
I . To ta l net financial uses of funds 

( E + H ) 99.6 143.1 43.7 9.7 13.6 3.9 
J. Currency and deposits 61.1 93.0 52.2 4.4 8.9 4.5 
K . Credi t marke t instruments 7.1 - 4 . 5 - 1 6 3 . 4 1.8 - . 4 - 2 . 2 
L . Other, net 31.4 54.6 73.9 3.5 5.2 1.7 

opments generated a temporary surge in loans. There was very little 
growth in commercial paper or in loans from nonbank financial insti-
tutions. 

SAVING AND INVESTMENT 

The high rates of external financing by households and business in 
1971 relative to capital outlays were matched, for the group as a 
whole, by comparably large flows into financial assets. Private sav-
ing increased by a somewhat larger amount than capital expenditures 
from 1970, but cach continued to have approximately the same rela-
tion to GNP as the average for 1966-70 (Table 10). Because the in-
crease in external financing was larger in absolute amount than the 
increase in outlays, financial uses of funds rose to an unprecedented 
46 per cent of gross private saving, as compared with an average of 
36 per cent for 1966-70. 

State and local government financing was also very large in 1971 
relative to the total need for funds. Municipal borrowing had picked 
up sharply after mid-1970, when commercial banks increased their 
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purchases of tax-exempt securities, and by the end of 1970 the li-
quidity of State and local governments had recovered from a low posi-
tion at the beginning of the year to a level that was more normal in 
relation to expenditures. Early in 1971, however, net issues of mu-
nicipal securities increased even further. Banks were able to absorb 
most of the increase in offerings during the year, and there was little 
incremental buying of such securities by nonfinancial investors. 

With households, businesses, and State and local governments all 
active during the year both as borrowers and as lenders, their total 
financial uses of funds increased sharply from 1970 in dollar amount 
and to a new high level in relation to GNP. Of total financial uses, 
the flow into money, time deposits, and savings accounts was about 
65 per cent—a higher proportion than for 1970 and also above the 
1961-65 average, when institutional flows were also a large compo-
nent of total credit flows. 

Direct purchases of credit market instruments by private domestic 
investors were negative in 1971, as was mentioned earlier. "Other" 
financial uses of funds, however, were extremely large. These "other" 
uses are to some extent unidentified in the statistics, and they proba-
bly include part of the private capital outflows to foreign countries, 
both recorded and unrecorded, which rose to such large proportions 
in 1971. Capital outflows were an important counterpart of foreign 
official purchases of Treasury securities during the year. 

LIQUID ASSETS 

The total liquid asset position of the domestic private nonfinancial 
economy increased slightly during 1971 as a result of the unusual 
size and structure of flows. On the basis of a simple measure of liq-
uid assets—holdings of money, time and savings accounts, U.S. 
Treasury and agency securities, and commercial paper—the 1971 
year-end total was slightly more than 83 per cent of GNP (Table 
11). This represents a departure from a narrow range of 82 to 83 
per cent of GNP, a level that has been maintained for well over a 
decade, except in the two tight-credit periods of 1966 and 1969. 

The deposit component of liquid assets rose sharply as a result of 
institutional flows in 1971 and reached a level well above preceding 
peaks. This rise was partly offset, however, by the decrease in hold-
ings of Government securities and of commercial paper. 
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Table 11: PRIVATE L IQUID ASSET HOLDINGS 

End-of-year figures as a percentage o f fourth-quarter G N P , seasonally adjusted annual rate 

Year Tota l Currency 
and deposits 

U.S. Gov t , 
securities 1 

Commercial 
paper 

1959 82.0 59.7 22.1 .2 

1965 82.8 66.3 15.6 .9 
1966 80.6 64.0 15.5 1.1 
1967 82.5 66.9 14.4 1.2 
1968 82.4 66.7 14.1 1.6 
1969 80.4 63.2 14.8 2.4 

1970 82.5 66.8 13.5 2.1 
1971 83.3 70.2 11.2 2.0 

1 Inc ludes Fede ra l agency issues. 

This measure of liquid assets probably understates to some extent 
the 1971 position of private holders. As mentioned earlier, "other" 
financial uses of funds by this group undoubtedly included part of 
the unrecorded private capital flows that occurred in 1971. Insofar 
as those funds were placed abroad in liquid forms for higher yields 
and/or to await readjustments in exchange rates, they are statis-
tically a missing component of private liquidity; they will appear in 
the totals whenever they are returned to U.S. markets. 

I f allowance is made for unknown assets held abroad, it is proba-
ble that the large scale of private borrowing and lending during 1971 
was sufficient to l i f t liquidity holdings of the nonfinancial economy 
even further out of the narrow range of recent years. The heavy em-
phasis by business on long-term financing also reduced sharply the 
position of short-term debt in business capital structures. Both of 
these developments have put the private economy in a favorable 
position for further growth of activity. • 
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