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Who’s Buying the Ex
panding Federal Debt?

The net federal debt, which is the total of federal 
debt held by Federal Reserve Banks and private 
investors, including foreign investors, has tripled since 
1981. Because the Office of Management and 
Budget (OMB) projects large federal budget deficits to 
persist at least through 1996, some analysts are 
wondering who will purchase this new debt. Particu
lar concerns have arisen over future debt purchases by 
two of the largest private holders of federal debt, 
foreign investors and state and local treasuries. The 
potentially higher returns associated with investments 
in the former Eastern bloc countries could reduce the 
amount o f U.S. debt purchased by foreign investors. 
Similarly, dwindling state and local budget surpluses 
imply that fewer funds will be available for invest
ments in federal debt. If investments by both groups

decline, some analysts conclude that interest rates will 
rise and pressure will be placed on the Federal Re
serve to take up the slack and “monetize” the debt.

Arguments that focus on particular holders of 
federal debt, however, often mask the reality that a 
rising level of debt and shifting shares of ownership 
can occur simultaneously. For example, analysts in 
1981 might have predicted that tripling the federal 
debt in the 1980s would be impossible without higher 
interest rates or debt monetization unless commercial 
banks and individuals continued to be major purchas
ers of the debt. The table shows, however, that 
commercial banks and individuals, which combined 
held over 28 percent of the federal debt in 1981, 
reduced their joint share of total holdings by nearly 12 
percentage points over the last decade. In contrast, 
other private investors, in particular, state and local 
treasuries, expanded their holdings to more than offset 
the decline of banks and individuals. Over the same 
period, the share held by the Federal Reserve declined 
by nearly 6 percentage points.

-Michael T. Belongia

OWNERSHIP SHARES OF MAJOR HOLDERS OF NET FEDERAL DEBT

Holder of net federal debt 1981 1986 1991

Federal Reserve Banks 15.6% 11.2% 9.7%
Private investors17 84.4 89.2 90.7

Commercial banks 14.6 11.4 7.6
Insurance companies 3.4 5.4 5.8
State and local treasuries 12.0 18.9 18.1
Individuals 13.7 9.3 8.9
Foreign 17.2 14.7 16.4

v Shares o f  private investor categories do not add to the total for private investors because only major shares are listed.
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