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MONETARY POLICY, INTEREST RATE CEILINGS, AND THE ACCESS OF 
STATE AND LOCAL GOVERNMENTS TO THE CAPITAL MARKETS 

By 
Andrew F. Brimmer* 

I n 1969, f o r the f i r s t time i n a decade, a s i g n i f i c a n t decl ine 

occurred i n the volume of long- term borrowing by Sta te and l o c a l govern-

ments. On the basis of p r e l i m i n a r y da ta , such borrowing may have t o t a l e d 

j u s t under $12 b i l l i o n l a s t year . This l e v e l represents a drop of $4 -1 /2 

b i l l i o n from the $16.4 b i l l i o n recorded i n 1968. I n 1960, about $7.2 b i l -

l i o n of long- term munic ipal bonds were sold; and i n a l l except one year 

o f the decade, the volume rose s t e a d i l y . Whi le an i n t e r r u p t i o n i n the 

uptrend occurred i n 1966, the decrease i n t h a t year was only 5 per cent - -

compared w i t h a drop of over one-quar ter l a s t year . 

The r e l a t i v e dec l ine i n the p a r t i c i p a t i o n of S ta te and l o c a l 

governments i n the c a p i t a l market l a s t year can also be t raced i n the 

Federa l Reserve Board's f low of funds s t a t i s t i c s . According to our 

p r e l i m i n a r y es t imates , the net volume of funds ra ised by a l l nonf inanc ia l 

sectors i n 1969 amounted to about $85.6 b i l l i o n , a decrease of $11.8 b i l l i o n 

^Member, Board of Governors o f the Federa l Reserve System. I am 
g r a t e f u l to severa l persons on the Board's s t a f f f o r assistance i n 
the p repara t ion of these remarks. Miss Eleanor P r u i t t coordinated 
the c o l l e c t i o n and ana lys is of data on s t a t u t o r y i n t e r e s t r a t e 
c e i l i n g s and borrowing experiences of S ta te and l o c a l governments. 
Mr. Darwin Beck d id the p r e l i m i n a r y ana lys is of member bank hold-
ings of S ta te and l o c a l s e c u r i t i e s i n se lected S t a t e s . Mr. Peter J . 
Feddor designed and c a r r i e d out the computer programming which 
permi t ted t h i s ana lys is of the banks' hold ings. I n each Federa l 
Reserve Bank, at l e a s t one s t a f f member made an in formal survey of 
the most important l o c a l governments to obta in in format ion on 
s t a t u t o r y i n t e r e s t r a t e c e i l i n g s and recent borrowing exper ience. 
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(or 12 per cent) from the l e v e l i n the previous year . However, t h i s 

dec l ine i n the t o t a l was more than accounted for by the change i n the 

p o s i t i o n of the Federal Government. I n calendar year 1969, the l a t t e r 

made net repayments of $5 .4 b i l l i o n - - compared w i t h net borrowings of 

$13.4 b i l l i o n i n the previous year . So the y e a r - t o - y e a r change was a 

decrease of $18.8 b i l l i o n . 

Al lowing for the experience of the Federa l Government, t o t a l 

funds r a i s e d by other n o n f i n a n c i a l sectors i n 1969 amounted to $91 .0 b i l -

l i o n , represent ing an expansion of $6 .9 b i l l i o n (or 8 per cent) over the 

l e v e l r a i s e d i n 1968. However, the net amount of funds ra ised by Sta te 

and l o c a l governments i n 1969 shrank by $ 1 . 1 b i l l i o n , (or by 11 per c e n t ) . 

I n c o n t r a s t , net funds ra ised by them rose by $2 .2 b i l l i o n (or by 28 per 

cent) i n 1968. Moreover, the decrease of $ 1 . 1 b i l l i o n i n net funds 

ra ised by S ta te and l o c a l u n i t s l a s t year represented more than four -

f i f t h s of the dec l ine of $1 .3 b i l l i o n i n net debt f inanc ing i n the 

c a p i t a l markets. I n f a c t , S ta te and l o c a l government s e c u r i t i e s were 

the only issues among the three p r i n c i p a l types of c a p i t a l market i n s t r u -

ments to r e g i s t e r a s i g n i f i c a n t dec l ine i n 1969. Despi te the extreme 

t ightness i n the mortgage market , t o t a l mortgage debt showed a small 

ga in (o f $200 m i l l i o n ) to $27 .2 b i l l i o n . Mortgages on r e s i d e n t i a l 

p roper t i es rose by $1 .2 b i l l i o n ( to $19.9 b i l l i o n ) , w i t h the gain d iv ided 

between $300 m i l l i o n on o n e - t o - f o u r fami ly homes and $900 m i l l i o n on other 

types of residences. Net funds ra ised through sales of corporate and 
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f o r e i g n bonds showed a modest dec l ine of $100 m i l l i o n i n 1969. However, 

t h i s dec l ine centered e n t i r e l y i n the issues of domestic corpora t ions , 

where net funds ra ised through corporate bonds alone dec l ined by $200 

m i l l i o n to $12.7 b i l l i o n . 

I n terms of the r e l a t i v e access to c r e d i t f a c i l i t i e s , the 

share of State and l o c a l governments i n net funds r a i s e d by a l l non-

f i n a n c i a l sectors (excluding the Federal Government) dec l ined to about 

10 per cent i n 1969 from about 12 per cent i n the previous year . The i r 

r e l a t i v e p o s i t i o n i n the c a p i t a l markets, however, was not susta ined 

q u i t e as w e l l ; t h e i r share of net funds ra ised through c a p i t a l market 

instruments shrank from j u s t under 20 per cent i n 1968 to j u s t over 

16 per cent l a s t year . 

Thus, whether measured by f low of funds da ta or by the volume 

of long- term bond sa les , the access of State and l o c a l governments to 

the c a p i t a l markets weakened considerably i n 1969. This weakening can 

be a t t r i b u t e d to a number of f ac tors . Undoubtedly, the decrease ( t o 

38 per cent) i n the propor t ion of borrowing proposals approved by vo te rs 

and the record l e v e l of borrowing costs were both c o n t r i b u t i n g develop-

ments. However, s t a t u t o r y i n t e r e s t r a t e c e i l i n g s appear to have been 

of p a r t i c u l a r importance. As municipal bond y i e l d s rose to an average 

of 5 .72 per cent l a s t year - - from an average of 4 . 4 5 per cent i n 1968 - -

these r a t e l i m i t a t i o n s became operat ive for the f i r s t t ime i n many 

wide ly sca t te red areas of the country. Although a number of these 

j u r i s d i c t i o n s took steps to modify appl icab le c e i l i n g s , the moves 
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g e n e r a l l y came too l a t e to have much impact on t h e i r a b i l i t y to 

borrow. 

Of course, the experience of S ta te and l o c a l governments i n 

the c a p i t a l markets l a s t year i s not a t a l l s u r p r i s i n g . Given the 

need on the p a r t of the Federal Reserve System to pursue a po l i cy of 

s u b s t a n t i a l r e s t r a i n t as par t of the f i g h t against i n f l a t i o n , a 

shrinkage i n the general a v a i l a b i l i t y of c r e d i t - - i n the face of a 

cont inu ing strong demand for c r e d i t - - would obviously lead to a 

s i g n i f i c a n t r i s e i n the l e v e l of market i n t e r e s t r a t e s . Under these 

circumstances, i t was to be expected t h a t S ta te and l o c a l governments, 

along w i t h other borrowers, would encounter d i f f i c u l t i e s i n t h e i r 

e f f o r t s to r a i s e funds. But these d i f f i c u l t i e s were c l e a r l y aggravated 

because of the r i g i d i t i e s imposed by s t a t u t o r y l i m i t a t i o n s on the r a t e s 

of i n t e r e s t many of them could pay on long- term debt . 

The de t r imenta l e f f e c t s of these r a t e c e i l i n g s can be t raced 

i n severa l ways: 

The leading commercial banks (which normal ly 
provide a major o u t l e t ) turned away to a 
s i g n i f i c a n t degree from the munic ipal bond 
market l a s t year . This was e s p e c i a l l y t rue 
i n those States w i th the lowest c e i l i n g s . 

The displacement of Sta te and l o c a l issues 
reached a record l e v e l , and here also the 
impact was propor t ionate ly g rea te r among States 
under the strongest r a t e l i m i t a t i o n s . 

S ta te and l o c a l governments had to search v i g o r -
ously for a l t e r n a t i v e sources of funds: shor t -
term borrowing jumped sharply and a number of 
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borrowers r e l i e d more heav i ly on revenue bonds 
or other sources where r a t e c e i l i n g s d i d not 
apply i n p a r t i c u l a r cases. 

I n some instances, spec ia l steps (or s p e c i a l 
persuasion) were undertaken to induce buyers 
( p a r t i c u l a r l y commercial banks) to purchase 
newly issued o b l i g a t i o n s . 

But, despi te these d iverse e f f o r t s , i t appears 
tha t some j u r i s d i c t i o n s may have c u r t a i l e d 
current expenditures, and t o t a l c a p i t a l spend-
ing by Sta te and l o c a l u n i t s seems to have 
moderated i n 1969. 

I n l i g h t of these developments - - and g iven the prospect of 

a continued strong demand for funds by State and l o c a l governments - -

the need to e l i m i n a t e the e x i s t i n g s t a t u t o r y c e i l i n g on i n t e r e s t r a t e s 

remains as pressing as ever . This need assumes even g r e a t e r urgency 

when the expanding demand fo r funds i s set against the dec l ine i n the 

r e l a t i v e a t t r a c t i v e n e s s of tax-exempt s e c u r i t i e s to commercial banks. 

Before examining more c lose ly the behavior of S ta te and l o c a l 

governments i n the c a p i t a l market l a s t year , i t would be h e l p f u l to 

analyze the c o n f i g u r a t i o n of i n t e r e s t r a t e c e i l i n g s . 

S t ruc ture of S ta tu to ry I n t e r e s t Rate Ce i l ings 

At the beginning of t h i s year , the 50 Sta tes were almost 

evenly d iv ided w i t h respect to the presence or absence of s t a t u t o r y 

l i m i t a t i o n s on the ra tes of i n t e r e s t they could pay on long- term debt . 

However, the s i t u a t i o n was qu i te d i f f e r e n t a year ago: not only d id 

a s i z a b l e m a j o r i t y of States have such c e i l i n g s but the average l e v e l 

of maximum ra tes payable was also considerably lower . During the 
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course of 1969, about a dozen States e i t h e r removed, suspended or 

r a i s e d the e x i s t i n g c e i l i n g s , and at the end of l a s t month another 

h a l f - d o z e n Sta tes had l e g i s l a t i o n pending or were planning steps to 

r e l a x these c o n s t r a i n t s . I n a number of instances, changes were also 

made l a s t year i n the c e i l i n g s appl icab le to ob l iga t ions of l o c a l 

government u n i t s . 

To o b t a i n a b e t t e r apprec ia t ion of the s t ruc tu re of i n t e r e s t 

r a t e c e i l i n g s and t h e i r e f f e c t s on borrowing a t the l o c a l l e v e l , the 

Federa l Reserve Banks were asked i n January to make an in formal survey 

of the s i t u a t i o n i n t h e i r D i s t r i c t s . The r e s u l t s of t h a t canvass, 

when combined w i t h in format ion published by the D a i l y Bond Buyer, 

provide a f a i r l y good descr ip t ion of the status of s t a t u t o r y i n t e r e s t 

r a t e c e i l i n g s a t the beginning of t h i s year . The in format ion i s shown 

i n some d e t a i l i n Table 1, at tached. The Table d is t ingu ishes between 

c e i l i n g s a p p l i c a b l e to State governments and those app l icab le to l o c a l 

u n i t s ; i t a lso d is t ingu ishes among general o b l i g a t i o n s , revenue bonds 

and agency issues. The States are l i s t e d according to the l e v e l of 

the c e i l i n g app l i cab le to the S t a t e ' s general o b l i g a t i o n s . As a 

r u l e , the l o c a l c e i l i n g s p r e v a i l throughout the S t a t e , but i n some 

cases l a r g e c i t i e s have spec ia l c e i l i n g s . A few of these are also 

shown s e p a r a t e l y . 

For convenient re ference , the d e t a i l s i n Table 1 can be 

summarized as fo l lows: 
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State Governments Local Governments 
Level of C e i l i n g 
(January, 1970) 

General 
Obl igat ions 

Revenue 
Bonds 

Sta te 
Agency 

General 
Obl igat ions 

Revenue 
Bonds 

Local 
Agency 

No C e i l i n g 24 23 22 19 21 19 

7 per cent and over 9 7 7 14 13 14 

6 to 7 per cent 11 11 11 15 13 11 

Under 6 per cent 4 4 3 2 0 1 

Var ies 1 1 3 0 1 1 

Not issued 1 4 3 0 1 2 

Not author ized 0 0 1 0 1 2 

To ta l 50 50 50 50 50 50 

This summary points up severa l s t r i k i n g fea tures : Whi le almost 

h a l f the States have no c e i l i n g s on general o b l i g a t i o n s , almost one- th i rd 

of them have c e i l i n g s below 7 per cent - - and in four of the l a t t e r the 

l i m i t is below 6 per cent . As f a r as States are concerned, the s i t u a t i o n 

appears to be approximately the same w i t h respect to the range of c e i l -

ings on a l l three types of o b l i g a t i o n s . But among l o c a l governments, 

somewhat more v a r i e t y i s ev ident . A s l i g h t l y l a r g e r number of States 

have es tab l ished maximum i n t e r e s t r a t e c e i l i n g s on the main types of 

long-term debt issued by l o c a l j u r i s d i c t i o n s . On the other hand, the 

average l e v e l of the c e i l i n g s appears to be somewhat h igher . 
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Impact of I n t e r e s t Rate Ce i l ings 

I f we look behind the summary, however, we can begin to see 

the in f luence of the r a t e l i m i t a t i o n s on the c a p i t a l market behavior 

of State and l o c a l governments. The experience of three of the four 

States w i th c e i l i n g s of less than 6 per cent on general ob l iga t ions 

i s e s p e c i a l l y i n s t r u c t i v e . C a l i f o r n i a - - w i t h a 5 per cent l i m i t - -

i s the most dramatic example of a Sta te tha t has suf fe red because of 

a low c e i l i n g . I t topped the l i s t of States i n the volume of bonds 

displaced i n 1969, and one banker est imates tha t C a l i f o r n i a was able 

to s e l l only one- tenth of the bonds needed to f inance publ ic p r o j e c t s 

i n tha t year . I n Arkansas, where the r a t e v a r i e s between 5 and 6 per 

cent and where s e c u r i t i e s must be sold a t par , i t is reported tha t 

v i r t u a l l y no buyers can be found for c i t y , county and other governmental 

agency bonds. I n f a c t , i t i s reported t h a t - - fo r a l l p r a c t i c a l 

purposes - - these l o c a l u n i t s i n Arkansas have been out of the c a p i t a l 

improvement business fo r some t ime. I n Kansas, w i t h a 5 - 1 / 2 per cent 

c e i l i n g , the number and d o l l a r volume of issues are both reported to 

have decl ined s i g n i f i c a n t l y i n 1969 compared w i th the l e v e l s reached 

i n the preceding year . I t i s also repor ted tha t both C a l i f o r n i a and 

Kansas are planning to rev ise t h e i r i n t e r e s t r a t e c e i l i n g s i n the near 

f u t u r e . 

The most s t r i k i n g f a c t about the e leven States w i t h c e i l i n g s 

on general ob l iga t ions between 6 and 7 per cent i s t h a t about h a l f of 

them (Colorado, I l l i n o i s , Oklahoma, Utah and V i r g i n i a ) have l e g i s l a t i o n 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 9 -

pending to r a i s e the l i m i t . I n the meantime, the adverse e f f e c t s of 

the e x i s t i n g c e i l i n g s have been s u b s t a n t i a l . For example, i t is 

repor ted t h a t M i s s i s s i p p i i s f i n d i n g i t almost impossible to s e l l 

bonds at the 6 per cent c e i l i n g . Apparent ly some dealers i n the State 

w i l l take the issues at tha t r a t e - - i f the government w i l l agree to 

l e t them have the use of the funds for a s p e c i f i e d amount of t ime. I n 

Alabama, the c i t y of Birmingham is said to be r e l y i n g h e a v i l y on 

revenue bonds which do not have a c e i l i n g . I n I l l i n o i s , the c i t y of 

Chicago has found the i n t e r e s t r a t e c e i l i n g s p a r t i c u l a r l y d i s r u p t i v e . 

U n t i l r e c e n t l y , the 6 per cent l i m i t was suspended u n t i l Ju ly 1, 

1971, and during t h i s per iod the C i t y can t r y to s e l l issues a t 

7 per cent . Even so, Chicago i s reported to be having considerable 

d i f f i c u l t y s e l l i n g i t s o b l i g a t i o n s to the banks. The Chicago school 

system has been h i t p a r t i c u l a r l y hard . 

About h a l f of the States which now have c e i l i n g s of 7 per 

cent or more on genera l o b l i g a t i o n s only r e c e n t l y ra ised t h e i r l i m i t s 

to t h i s l e v e l . Included i n t h i s group are Michigan, M i s s o u r i , Oregon 

and Pennsylvania . Moreover, Michigan and Pennsylvania have only 

temporary a u t h o r i z a t i o n f o r the h igher c e i l i n g s . Undoubtedly, some 

borrowers which do not have high-grade ra t ings f i n d i t d i f f i c u l t to 

borrow even a t these l i m i t s - - unless they are w i l l i n g to l i m i t them-

selves to r e l a t i v e l y short m a t u r i t i e s . For ins tance , i t was reported 

t h a t l o c a l governments i n Kentucky are having t roub le s e l l i n g bonds 
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at 7 per cent and are r e l y i n g h e a v i l y on one-year bond a n t i c i p a t i o n 

notes. 

F i n a l l y , for a number of State and l o c a l governments w i t h 

no o f f i c i a l c e i l i n g s , the s i t u a t i o n i s not as f i r m as i t may seem. 

For example, i n both New York and New Jersey, the c e i l i n g was suspended 

f o r about one year , and by mid-1970 the c e i l i n g s are scheduled to 

r e t u r n to the previous l e v e l s of 5 per cent and 6 per cent , respec-

t i v e l y . Moreover, i n some States which may or may not have o f f i c i a l 

c e i l i n g s , the State usury laws o r d i n a r i l y apply. Thus, i n some cases 

even where no s p e c i f i c c e i l i n g i s s e t , there a c t u a l l y may be an e f f e c -

t i v e l e g a l l i m i t to i n t e r e s t ra tes tha t can be paid on munic ipals . 

Consequently, i f market y i e l d s were to continue to r i s e as they d id 

over the l a s t year , a f a i r l y la rge number of States would have to 

r e w r i t e t h e i r usury laws as w e l l . 

Before c los ing t h i s par t of the d iscussion, we should pause 

b r i e f l y to take note of the State of Mary land ! s experience - - although 

the f a c t s are wide ly known. I t w i l l be r e c a l l e d tha t u n t i l l a s t 

December the c e i l i n g on the S t a t e ' s general o b l i g a t i o n s was 5 per cent . 

However, since i t s issues were ra ted Aaa, Maryland had experienced no 

d i f f i c u l t y i n s e l l i n g bonds u n t i l i t attempted to market $40 m i l l i o n 

of const ruct ion bonds i n l a t e November of l a s t year . At t h a t t ime, 

high-grade municipal bond y i e l d s were r a p i d l y approaching 6 - 1 / 2 per 

cent . Maryland was faced w i t h the a l t e r n a t i v e s of h a l t i n g const ruct ion , 

borrowing from the cur rent operat ing surplus (a shor t - run s o l u t i o n a t 
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b e s t ) , or changing the c e i l i n g . As i t happened, a s p e c i a l session of 

the l e g i s l a t u r e was c a l l e d which - - among other act ions - - removed the 

5 per cent c e i l i n g a l t o g e t h e r . But before tha t a c t i o n could be taken, 

the Sta te had to face an extremely d i f f i c u l t s i t u a t i o n - - and (as 

mentioned below) some of the temporary moves which were made i n the 

i n t e r v a l are prime examples of the r e a l burdens imposed by i n t e r e s t 

r a t e c e i l i n g s . 

The conclusions which can be drawn w i t h respect to the 

s t ruc tu re and impact of s t a t u t o r y i n t e r e s t r a t e c e i l i n g s on Sta te 

and l o c a l government debt can be stated succ inc t l y : wh i l e the 

existence of c e i l i n g s remains rather widespread, a la rge number of 

States ra ised or suspended such l i m i t a t i o n s dur ing the l a s t year or 

are now consider ing such increases. I n f a c t , i n some cases, States 

which l i f t e d t h e i r r a t e c e i l i n g s l a s t year may w e l l have to do so 

again i f bond f l o t a t i o n s remain heavy. With the except ion of 

C a l i f o r n i a (which must submit a proposed r a t e change to the vo te rs i n 

a general e l e c t i o n ) , every major borrower ra ised or suspended c e i l i n g s 

l a s t year . I f they had not taken these steps, they would have been 

unable to s e l l bonds under the market condit ions p r e v a i l i n g dur ing 

most of the l a s t twelve months - - and many of them ( e s p e c i a l l y 

C a l i f o r n i a ) are s t i l l encountering obstacles. 

Decl ine i n Commercial Banks1 Demand for State and Local 
Government Debt 

As i s w ide ly known, the commercial banks have t r a d i t i o n a l l y 

provided the p r i n c i p a l o u t l e t for municipal issues. This strong 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 1 2 -

demand undoubtedly r e f l e c t e d the advantage of tax-exempt income to the 

banks. I n a d d i t i o n , however, many banks also seemed to have accepted 

an o b l i g a t i o n to ass is t t h e i r own Sta te and l o c a l governments w i t h 

t h e i r f i nanc ing problems, and th is w i l l i n g n e s s to ass is t was f requent ly 

enhanced by the deposit of publ ic funds. But i n 1969, a conjuncture 

of adverse circumstances - - inc luding reduced bank resources, low 

i n t e r e s t r a t e c e i l i n g s , and u n c e r t a i n t i e s over Federal income tax 

reform - - brought about a sharp dec l ine i n commercial banks1 p a r t i c i p a -

t i o n i n the munic ipa l bond market. 

Last year , net purchases of State and l o c a l government issues 

by commercial banks amounted to only $1 .2 b i l l i o n - - i n contrast to 

$8 .7 b i l l i o n i n 1968 and $9 .0 b i l l i o n i n 1967. The dec l ine was even 

more dramat ic when the changes in commercial banks1 holdings are 

compared w i t h the net funds ra ised by these governments. Last year , 

the banks1 share represented only 14 per cent of the t o t a l . I n 1967, 

the banks expanded t h e i r holdings by an amount g rea te r than the t o t a l 

r i s e i n l i a b i l i t i e s of State and l o c a l governments: the t o t a l rose by 

$7 .7 b i l l i o n and bank holdings by $9 .0 b i l l i o n . I n 1968, the banks 

absorbed n e a r l y 90 per cent of the t o t a l increase. 

Of course, as ind ica ted above, some par t of the commercial 

banks1 lessened demand for municipal issues can be a t t r i b u t e d to the 

g e n e r a l l y reduced a v a i l a b i l i t y of c r e d i t a t these i n s t i t u t i o n s l a s t 

year . But t h i s i s by no means the e n t i r e s to ry . There c e r t a i n l y was 
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a sharp dec l ine i n 1969 i n the volume of funds advanced by commercial 

banks to a l l borrowers. Last year , t h i s t o t a l was about $9 .6 b i l l i o n , 

compared w i t h $39.3 b i l l i o n i n 1968 and $36.5 b i l l i o n i n 1967. Even 

so, Sta te and l o c a l governments got a s u b s t a n t i a l l y reduced share i n 

1969 - - only 1 2 - 1 / 2 per cent of the t o t a l , compared w i t h 25 per cent 

i n 1967 and 22 per cent i n 1968. 

As I stressed above, I be l i eve a good par t of the lessened 

tas te of commercial banks for municipal o b l i g a t i o n s r e f l e c t s the 

adverse e f f e c t s of the low l i m i t s on i n t e r e s t r a t e s which many S ta te 

and l o c a l j u r i s d i c t i o n s can pay. To t e s t t h i s conclusion, we have 

made a spec ia l ana lys is of the year - to -year changes i n S ta te and l o c a l 

government s e c u r i t i e s held by weekly repor t ing member banks i n a dozen 

States dur ing the three years 1966-1969. For the most p a r t , these 

States (on the average) have been the leading borrowers through the 

issuance of long- term s e c u r i t i e s over the l a s t f i v e years . The d e t a i l s 

of the analys is are shown i n Tables 2 and 3, a t tached. 

Among the twelve Sta tes , there were four ( C a l i f o r n i a , Maryland, 

New York and North Caro l ina ) which had i n t e r e s t r a t e c e i l i n g s of 5 per 

cent or less on general ob l iga t ions through much of 1969. As i n d i c a t e d 

i n Table 2, the ac tua l holdings of State and l o c a l s e c u r i t i e s by banks 

i n these four States dec l ined from the end of 1968 to the end of 1969. 

The average dec l ine for t h i s group was about 10 per cent . For a l l 

weekly r e p o r t i n g member banks, holdings of munic ipal o b l i g a t i o n s also 

decl ined - - but by only 7 per cent. Banks i n a l l of the other States 
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shown (except those i n Pennsylvania) recorded moderate increases over 

t h i s per iod . The decl ine in holdings by Pennsylvania banks may be 

expla ined by the f a c t that the r a t i n g of Ph i l ade lph ia bonds was 

reduced sharply by p r i v a t e r a t i n g agencies i n l a t e 1967, 

Table 3 shows r a t i o s of member banks1 holdings of State and 

l o c a l o b l i g a t i o n s to t o t a l s e c u r i t i e s held . Again, i t i s c lear tha t 

banks i n those States subject to low i n t e r e s t r a t e c e i l i n g s have 

adjusted t h e i r investments i n a way t h a t i s i n sharp contrast to the 

experience of banks i n States not under i n t e r e s t r a t e l i m i t a t i o n s . 

I n genera l , the r a t i o of State and l o c a l ob l iga t ions to t o t a l secu-

r i t i e s has been r i s i n g for a l l banks from the end of 1966 to the end 

of 1969. However, from the end of 1968 to the end of 1969, the 

increase i n the r a t i o at banks in States not subject to low i n t e r e s t 

r a t e l i m i t a t i o n s has been much greater than i n those States where 

such i n t e r e s t r a t e l i m i t a t i o n s apply. I n f a c t , the r a t i o for t h i s 

l a t t e r group has been about unchanged. For example, the change i n 

t h i s r a t i o for banks i n the four States which were subject to a 5 per 

cent i n t e r e s t r a t e l i m i t a t i o n ranged from - 2 . 2 to 2 .9 w i t h a mean of 

0 .5 from the end of 1968 to the end of 1969. The range i n t h i s r a t i o 

fo r banks i n those Sta tes , i n our sample, not subject to such l i m i t a -

t ions was 3 . 4 to 7 .9 w i th a mean of 6 . 1 , or more than ten times greater 

than the r a t i o fo r the low i n t e r e s t r a t e S ta tes . (This comparison 

excludes banks i n Pennsylvania for the reasons s ta ted above. However, 

i n c l u s i o n of these data would not change the r e s u l t s i g n i f i c a n t l y . ) 
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I t i s hazardous to i n f e r too much from these data since the number of 

banks r e p o r t i n g from each Sta te v a r i e s apprec iab ly . Nevertheless, the 

p a t t e r n seems too c lose ly c o r r e l a t e d not to r e f l e c t some common port -

f o l i o adjustment by banks i n States where low i n t e r e s t r a t e l i m i t a t i o n s 

are i n e f f e c t . 

A l l of the rough c a l c u l a t i o n s presented above show banks i n 

States w i t h low i n t e r e s t r a t e c e i l i n g s holding r e l a t i v e l y fewer State 

and l o c a l ob l iga t ions than do banks i n States where no such const ra in t 

e x i s t s . I n a d d i t i o n , i t can be i n f e r r e d from the data tha t the market 

for State and l o c a l o b l i g a t i o n s , at l e a s t so f a r as the banking system 

i s concerned, i s segmented, and i n la rge p a r t such s e c u r i t i e s are not 

r e a d i l y traded on an i n t e r s t a t e bas is . I f these s e c u r i t i e s were more 

e a s i l y t raded, one would expect to see more uniform movement i n the 

p o r t f o l i o adjustments of banks as the ob l iga t ions of some States come 

under i n t e r e s t r a t e c o n t r a i n t s . That i s , banks i n States w i t h low 

i n t e r e s t r a t e c e i l i n g s would s u b s t i t u t e ob l iga t ions from t h e i r home 

Sta te fo r the s e c u r i t i e s of States w i th higher r a t e s . On the basis 

of the data a v a i l a b l e , such s u b s t i t u t i o n does not appear to take place 

i n a s i g n i f i c a n t volume. 

The holdings of Sta te and l o c a l s e c u r i t i e s by banks located 

i n the State of Maryland appear to fo l low the general p a t t e r n of banks 

located i n States w i t h low i n t e r e s t r a t e c e i l i n g s . (The change i n the 

Maryland law came too l a t e i n the year to have much e f f e c t on the hold-

ings of banks i n the S t a t e . ) Holdings of such s e c u r i t i e s by Maryland 
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banks dec l ined almost 11 per cent from the end of 1968 to the end of 

1969, about i n l i n e w i t h the experience of other banks i n States 

where low i n t e r e s t r a t e c e i l i n g s were i n e f f e c t . The r a t i o s of S ta te 

and l o c a l s e c u r i t i e s to t o t a l s e c u r i t i e s a t Maryland banks r e i n f o r c e s 

the above p a t t e r n . This r a t i o was about unchanged from the end of 

1968 to the end of 1969, increas ing only 0 . 6 per cent , compared to the 

average increase of 6 . 1 for banks i n States w i t h higher i n t e r e s t r a t e 

c e i l i n g s . 

I n summary, the data fo r weekly r e p o r t i n g member banks show 

tha t from the end of 1968 to the end of 1969 la rge banks seem to have 

fol lowed a consistent p a t t e r n of reducing the importance of S ta te and 

l o c a l o b l i g a t i o n s i n t h e i r p o r t f o l i o s . The data also show t h a t a t 

banks i n States where i n t e r e s t r a t e c e i l i n g s permi t ted on general 

o b l i g a t i o n s e c u r i t i e s are out of l i n e w i t h market ra tes of i n t e r e s t 

the p o r t f o l i o adjustment was much more d r a s t i c than i n those States 

where such c e i l i n g s d id not apply. 

Market Displacements and the Search fo r A l t e r n a t i v e Sources of Funds 

With the t r a d i t i o n a l commercial bank market for Sta te and 

l o c a l government issues f a l l i n g away, these j u r i s d i c t i o n s have been 

forced to search v igorously fo r other means of ad jus t ing to s t r i n g e n t 

c a p i t a l market condi t ions . I n many instances, these a l t e r n a t i v e s have 

been unwieldy and o f t e n more expensive than publ ic market borrowing 

based on the f u l l f a i t h and c r e d i t of the issuing agency. 
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I n the f i r s t p l a c e , though, many would-be borrowers simply 

had to stand aside from the market a t the time they o r i g i n a l l y planned 

to s e l l bonds. A rough i n d i c a t i o n of the ex ten t of t h i s i n t e r r u p t i o n 

i n plans i s g iven by the volume of displacements as repor ted by the 

Bond Buyer. I n t h i s s e r i e s , displacements inc lude issues which were 

postponed, on which no b id was rece ived , or on which a l l b ids were 

r e j e c t e d . At the beginning of January, 1970, the cumulat ive t o t a l 

of munic ipa l displacements (cumulat ive from September 3, 1968, when 

the ser ies was s t a r t e d ) was $2,836 m i l l i o n . Although t h i s i s a large 

backlog of displacements, one should be caut ious i n i n t e r p r e t i n g i t s 

meaning, since i t probably underestimates the a c t u a l volume of issues 

put aside — a t l e a s t t empora r i l y . Moreover, the ser ies cannot 

capture those issues which were never i n i t i a t e d because l o c a l o f f i c i a l s 

knew i t would be useless and c o s t l y to adver t i se bonds, g iven the 

p r e v a i l i n g l e v e l of y i e l d s . 

S ta te and l o c a l o f f i c i a l s — faced w i t h r e s t r i c t e d access 

to the long- term c a p i t a l markets because of c e i l i n g s on genera l 

o b l i g a t i o n s — have r e l i e d more h e a v i l y on revenue bonds, shor t - t e rm 

borrowing, increased taxes or cur ta i lment of expendi tures . I n 1969, 

a s u b s t a n t i a l number of government u n i t s resor ted to one or more of 

these measures. Revenue bonds or issues of s p e c i a l a u t h o r i t i e s 

o f t e n have more l i b e r a l i n t e r e s t r a t e c e i l i n g s than those on Sta te 

genera l o b l i g a t i o n bonds. There fore , a number o f governments use 
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spec ia l b u i l d i n g a u t h o r i t i e s which can issue revenue bonds and then 

lease the f a c i l i t i e s back to the school or l i b r a r y o f f i c i a l which 

cannot market t h e i r own bonds. This i s not a new device, of course, 

but i t i s reported t h a t a number of j u r i s d i c t i o n s ( p a r t i c u l a r l y school 

d i s t r i c t s ) r e l i e d on such spec ia l a u t h o r i t i e s much more f requen t ly i n 

1969. 

Shor t - te rm borrowing by Sta te and l o c a l governments increased 

sharply l a s t year . P r e l i m i n a r y est imates suggest tha t the t o t a l may 

have reached about $11.9 b i l l i o n , a r i s e of $3 .2 b i l l i o n over the 

amount recorded i n 1968. At t h i s l e v e l , shor t - t e rm borrowing would 

represent more than h a l f of the $23.4 b i l l i o n of t o t a l new issues 

o f f e r e d i n 1969. This was a record propor t ion by a l a rge margin. The 

1968 share of shor t - t e rm issues i n the t o t a l ( j u s t over o n e - t h i r d ) was 

about the average fo r the decade of the 1960 f s . I n many cases, how-

ever , there are l e g a l l i m i t a t i o n s .on re funding shor t - te rm o b l i g a t i o n s , 

so t h i s means can provide only a temporary s o l u t i o n to the f inanc ing 

problems of most u n i t s . 

A number of S ta te and l o c a l governments have also found i t 

necessary to take spec ia l steps (or to engage i n spec ia l persuasion) 

to induce buyers — p a r t i c u l a r l y commercial banks - - to purchase newly 

issued o b l i g a t i o n s . A good example of t h i s i s repor ted from Chicago. 

The lead ing banks i n t h a t c i t y agreed to take $45 m i l l i o n of a 

proposed $145 m i l l i o n tax a n t i c i p a t i o n borrowing a f t e r the S ta te 0 f 
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I l l i n o i s agreed to place $15 m i l l i o n i n n o n - i n t e r e s t bear ing deposi ts 

w i t h those banks. Another example of banks1 response to spec ia l 

appeals i s found i n the Sta te of Maryland. Late l a s t y e a r , when 

d i f f i c u l t i e s i n s e l l i n g bonds arose because of the then e x i s t i n g 

5 per cent r a t e c e i l i n g , the State Treasurer negot ia ted w i t h s ix 

l a rge Maryland banks and obtained commitments from them to lend $12 

m i l l i o n to the Sta te fo r a few months u n t i l the L e g i s l a t u r e could act 

a t i t s regu la r session i n February. The banks agreed to lend the 

money a t 5 per cent , w e l l below the prime r a t e . I n passing, i t 

should be noted tha t at l e a s t some of these banks he ld a s i z a b l e 

amount of pub l i c deposits - - which undoubtedly was a f a c t o r i n t h e i r 

cons idera t ion of the appeal to p a r t i c i p a t e i n the loan pool f o r the 

S t a t e . 

S t i l l other examples of the a l t e r n a t i v e s on which S t a t e 

and l o c a l governments have depended to r a i s e funds could be c i t e d . 

However, they a l l t e l l the same s tory : low i n t e r e s t r a t e c e i l i n g s 

g r e a t l y l i m i t e d the access of many of these u n i t s to the c a p i t a l 

market i n the l a s t year of sharply r i s i n g market y i e l d s . 

E f f e c t s on S ta te and Local Government Expenditures 

Because we have only incomplete data on c a p i t a l out lays by 

S ta te and l o c a l u n i t s , i t i s d i f f i c u l t to assess the impact of these 

borrowing problems on t h e i r l e v e l of spending. Surveys conducted by 

the Federa l Reserve System i n 1966 (a year i n which long- te rm 
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borrowings by these governments were $1.4 b i l l i o n lower than o r i g i n a l 

plans) did not show a s ign i f icant decl ine i n cap i ta l spending as a 

r e s u l t of the reduced a v a i l a b i l i t y of c r e d i t . However, there was no 

long period of ready a v a i l a b i l i t y of funds between the c red i t stringency 

of 1966 and the end of 1968 which would have permitted these govern-

ments time to bu i ld up the i r l i qu id assets and increase the borrowing 

f l e x i b i l i t y . Moreover, the s h o r t - f a l l between planned and actual 

long-term borrowing in 1969 was undoubtedly much greater than the 

$1.4 b i l l i o n estimated for 1966. While we have no d i r e c t measure of 

th is gap for l a s t year, the decline of over $4 b i l l i o n i n long-term bond 

sales i n 1969 compared wi th the volume i n the previous year c e r t a i n l y 

does suggest tha t i t was quite large. 

Therefore, i t i s expected that the impact on construction 

spending i n 1969 was more severe than i n the e a r l i e r period. The 

l a t e s t State and loca l government construction f igures ava i lab le ( fo r 

the t h i r d quarter of 1969) suggest that an adverse impact of reduced 

municipal long-term borrowing was already appearing by the end of 

l a s t summer. I n the twelve months ending l a s t September, State and 

loca l outlays for new construction rose by 7 per cent; i n the same 

period a year e a r l i e r , the r i s e was close to 9 per cent. Moreover, 

in the most recent period, expenditures on educational f a c i l i t i e s 

showed no change, whereas i n the previous year such outlays rose by 

3 per cent. 
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Local governments, which f inance almost t w o - t h i r d s of t h e i r 

c a p i t a l out lays by means of long- term borrowing, w i l l probably be 

a f f e c t e d more severe ly i n t h i s respect than S ta te governments, which 

r e l y on long- term bonds to f inance about h a l f o f t h e i r const ruc t ion 

expendi tures. Given the present emphasis on c o n t r o l of the Federa l 

budget, i t i s u n l i k e l y t h a t Federal grants to the Sta tes and subdiv is ions 

w i l l expand enough to take up the s lack . 

Thus, i f these governmental u n i t s are to f i n d r e l i e f - - and 

i f t h e i r c a p i t a l investment i s not to be hampered cont inuously - - they 

must have g rea te r access to the c a p i t a l markets. Removal of low i n t e r e s t 

r a t e c e i l i n g s on t h e i r debt i s one necessary step i n the r i g h t d i r e c t i o n . 

Outlook fo r S ta te and Local Government Borrowing 

Try ing to assess the outlook for S ta te and l o c a l governments 

i n the c a p i t a l market i s obviously very d i f f i c u l t . Furthermore, t h i s 

d i f f i c u l t y i s compounded by the need on my p a r t to avoid making any 

suggestion about the probable fu ture course of monetary p o l i c y . Never-

t h e l e s s , a number of elements underly ing such an out look can be marshal led . 

I n 1969, long- term o f f e r i n g s of s e c u r i t i e s by S t a t e and l o c a l 

governments averaged between $800 m i l l i o n and $900 m i l l i o n per month, 

and the monthly average was smaller i n the second h a l f than i t was i n 

the f i r s t h a l f of the year . I n January, i t i s est imated t h a t the volume 

was about $1 .3 b i l l i o n . The sale of these issues was f a c i l i t a t e d by a 

dec l ine i n munic ipal y i e l d s through mid-month, and the lower i n t e r e s t 

ra tes also induced the r e o f f e r i n g of several issues p rev ious ly 
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postponed. The improved market condi t ions i n the f i r s t par t of 

January were i n t u r n helped by a strengthened dea ler inventory 

p o s i t i o n , and a la rge percentage of the January o f f e r i n g s was of 

a h igh q u a l i t y w i t h shor ter - te rm m a t u r i t i e s . I n recent weeks, how-

e v e r , the calendar of a n t i c i p a t e d long- term f inanc ing has b u i l t up 

to a s i z a b l e volume, whi le purchases have been concentrated r e l a t i v e l y 

more on shor ter m a t u r i t i e s . The r e s u l t has been a rebound i n long-

term tax-exempt y i e l d s . 

Given the s t e a d i l y expanding backlog of displacements and 

the continued bui ldup i n the forward calendar , the volume of munic ipal 

f l o t a t i o n s may remain very large fo r a number of months. Over the 

longer run, the need to f inance a high - - and even r i s i n g - - l e v e l of 

c a p i t a l format ion i n State and l o c a l j u r i s d i c t i o n s w i l l almost c e r t a i n l y 

become more - - r a t h e r than less - - pressing. 

Against t h i s prospect, i t would seem i m p r a c t i c a l fo r publ ic 

o f f i c i a l s to put o f f the removal of outdated i n t e r e s t r a t e c e i l i n g s 

i n the hope t h a t market ra tes w i l l soon dec l ine to l e v e l s comfortably 

w i t h i n present c e i l i n g s . I n add i t ion to the expected volume of newly 

generated issues , the supply of municipal s e c u r i t i e s has been 

a r t i f i c i a l l y suppressed, and i s p o t e n t i a l l y anywhere from the $2 .8 

b i l l i o n recorded i n the Bond Buyer1s displacement ser ies to the 

est imated $4 - $5 b i l l i o n s h o r t f a l l i n planned borrowings i n 1969. 

C e r t a i n l y no one would argue that the need for schools, housing, 
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u t i l i t i e s , t r a n s p o r t a t i o n , and other publ ic f a c i l i t i e s w i l l be any 

less . 

I n the meantime, the major element of u n c e r t a i n t y i n the 

i n t e r e s t r a t e p i c t u r e is the demand for tax-exempt s e c u r i t i e s . The 

reduced purchases by commercial banks and the chal lenge to the tax-

exempt market among i n d i v i d u a l s which was ra ised by tax reform 

l e g i s l a t i o n l a s t year both depressed demand for municipal s e c u r i t i e s 

so much tha t even the sharp f a l l i n volume i n 1969 could only be 

absorbed a t the cost of sharply r i s i n g market y i e l d s . 

I n d i v i d u a l buying w i l l undoubtedly pick up again i f there 

are no f u r t h e r moves by Congress to e l i m i n a t e the tax exemption 

p r i v i l e g e . Commercial bank purchases obviously w i l l depend on general 

c r e d i t market condi t ions , but i t would seem u n l i k e l y tha t there would 

be s u f f i c i e n t demand by banks to absorb the p o t e n t i a l supply which 

would come to market i f municipal ra tes were to ease s i g n i f i c a n t l y . 

This impl ies t h a t , even i f municipal y i e l d s dec l ine somewhat from 

t h e i r present high l e v e l s , they probably w i l l not r e t u r n to pre-1966 

l e v e l s i n the near f u t u r e . While f low of funds data suggest tha t 

corporat ions increased t h e i r holdings of municipals s u b s t a n t i a l l y 

during 1969, i t appears t h a t most of t h e i r purchases were of short -

term s e c u r i t i e s . Thus, i t would be extremely unwise fo r S ta te and 

l o c a l governments to count on these f i rms as a l a s t i n g o u t l e t for 

t h e i r o b l i g a t i o n s . 
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Ins tead , they should r e a l l y set to work t r y i n g to improve 

t h e i r access to the long- term c a p i t a l market. While t h i s e f f o r t must 

go forward on a number of f r o n t s , the removal of outdated s t a t u t o r y 

l i m i t s on the i n t e r e s t ra tes they can pay on long- term debt i s a 

necessary move - - which ought to be made wi thout f u r t h e r de lay . 
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Tab le 1. S t a t u t o r y I n t e r e s t Rate C e i l i n g s on S t a t e and L o c a l 
Government S e c u r i t i e s , by S t a t e and Type o f O b l i g a t i o n , 
January , 1970 

S t a t e Governments L o c a l Governments 

Area and L e v e l o f C e i l i n g 
G e n e r a l 

O b l i g a t i o n s 
Revenue 

Bonds 
S t a t e 
Agency 

Genera l 
O b l i g a t i o n s 

Revenue 
Bonds 

L o c a l 
Agency Comments 

Under 6 per cent 
(On Genera l O b l i g a t i o n s ) 

A r i z o n a 5 5 5 6 6 None 

Arkansas V a r i e s Not i ssued V a r i e s 6 6 6 S t a t e : U s u a l l y 5 per c e n t . 

C a l i f o r n i a 5 V a r i e s 5 5 V a r i e s 7 S t a t e : Some agencies have 7 per 
cent c e i l i n g . 

Kansas 5 - 1 / 2 6 5 - 1 / 2 5 - 1 / 2 6 5 - 1 / 2 

Montana 5 - 1 / 2 5 - 1 / 2 6 6 6 6 

Between 6 and 7 per cent 
(On Genera l O b l i g a t i o n s ) 

Alabama 

Birmingham 

6 6 V a r i e s None 

6 - 1 / 2 

None 

None 

None 

V a r i e s 

L o c a l : 8 per c e n t usury l i m i t 
a p p l i e s . 

A l a s k a 6 6 6 None None None 

H a w a i i 6 None Not a u t h . 7 6 Not a u t h . 

I l l i n o i s 
Chicago 

6 6 6 6 
7 

6 
None 

6 
None L o c a l : Chicago l i m i t suspended 

u n t i l J u l y 1 , 1971 
I 

Iowa 6 7 Not issued 7 7 6 

Kentucky 6 - 1 / 2 6 - 1 / 2 6 - 1 / 2 7 7 7 
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S t a t e Governments L o c a l Governments 
G e n e r a l 

O b l i g a t i o n s 
Revenue 

Bonds 
S t a t e 
Agency 

G e n e r a l 
O b l i g a t i o n s 

Revenue 
Bonds 

L o c a l 
Agency Comments 

Between 6 and 7 per cent 
(On G e n e r a l O b l i g a t i o n s ) 

( c o n t i n u e d ) 

M i s s i s s i p p i 6 6 6 6 6 6 

New Mexico 6 4 6 6 None 6 

N o r t h Dakota Not i ssued 6 - 1 / 2 Not issued 6 6 Not au th . 

Oklahoma 6 5 V a r i e s 6 Not a u t h . None 

Utah 6 6 6 None None None 

V i r g i n i a 6 6 6 6 6 6 

7 per cent and over 
(On G e n e r a l O b l i g a t i o n s ) 

Colorado 7 None None 6 6 6 

F l o r i d a 7 7 7 7 - 1 / 2 7 - 1 / 2 7 - 1 / 2 

M i c h i g a n 8 8 8 8 8 8 

M i s s o u r i 8 8 8 8 8 8 

Nevada 7 Not issued 7 7 7 7 

Oregon 
P o r t l a n d 

7 Not issued Not issued I 7 
6 

7 
Not i ssued 

7 
Not issued L o c a l : P o r t l a n d c e i l i n g i n 

C i t y C h a r t e r . 

P e n n s y l v a n i a 

P h i l a d e l p h i a 

7 
None 

7 
None 

7 
None 

From 6 d u r i n g J u l y 1, 1969 to 
J u l y 1, 1970 
E x c e p t i o n : 6 on p o r t , 
t r a n s i t and s t r e e t bonds. 
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S t a t e Governments L o c a l Governments 
Genera l 

O b l i g a t i o n s 
Revenue 

Bonds 
S t a t e 
Agency 

G e n e r a l 
O b l i g a t i o n s 

Revenue 
Bonds 

L o c a l 
Agency Comments 

7 per cen t and over ( c o n t ' d ) 

South C a r o l i n a 7 7 7 7 7 7 

Tennessee 10 10 10 10 10 10 

No c e i l i n g s 
(On G e n e r a l O b l i g a t i o n s ) 

C o n n e c t i c u t None None None None None Not i ssued 

Delaware None 6 6 6 6 6 

G e o r g i a None None None None 7 7 

Idaho None None None None None None 

I n d i a n a None None None None None None 

L o u i s i a n a 
New Or leans 

None None None None 
None 

None 
6 

None 
6 

Maine None None None None None V a r i e s 

Mary land None None None None None None 

Massachuset ts None None None None None None 

Minnesota None None None None None None 

Nebraska None None None None None None L o c a l : 9 per cent usury l i m i t 
a p p l i e s . 

New Hampshire None None None None None None 

New Jersey None None None None None None L i m i t suspended, J u l y l , 1969 
t o June 30 , 1970 
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S t a t e Governments L o c a l Governments 
G e n e r a l 

O b l i g a t i o n s 
Revenue 

Bonds 
S t a t e 
Agency 

Genera l 
O b l i g a t i o n s 

Revenue 
Bonds 

L o c a l 
Agency Comments 

No c e i l i n g s ( c o n t ' d ) 
(On Genera l O b l i g a t i o n s ) 

New York None None None None None None L i m i t suspended, A p r i l 15 , 1969 
t o A p r i l 15 , 1970. 

N o r t h C a r o l i n a None None None None None None 

Ohio None None None 8 8 8 

Rhode I s l a n d None None None 6 Not a u t h . 6 

South Dakota None Not i ssued 6 6 Not issued 6 

Texas None None None None None None L o c a l : 10 per cen t usury 
l i m i t a p p l i e s . 

Vermont None None None 6 6 Not i ssued 

Washington None None None 8 8 8 

West V i r g i n i a None 6 6 6 6 6 

Wiscons in None None None 8 8 8 

Wyoming None None None None None None 
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Tab le 2 . S t a t e and L o c a l Government S e c u r i t i e s He ld by 
Weekly R e p o r t i n g Member Banks i n S e l e c t e d S t a t e s 

(Amounts i n m i l l i o n s o f d o l l a r s ) 

S e c l e c t e d Dates C a l i f . - / 
M a r y -
lancF-' 

New 
Y o r k ! / 

N o r t h 
C a r o l i n a i ' F l a . I l l i n o i s 

M i c h -
i g a n 

New 
Jersey Ohio 

2 / 
P a . - ' Texas Va. 

A l l 
Weekly 
R e p o r t e r s 

December 2 8 , 1966 3 , 7 5 9 183 6 , 5 7 1 433 217 1 , 5 9 0 1 , 2 6 5 584 1 ,473 1 , 3 4 2 907 297 2 3 , 4 1 0 

December 27 , 1967 4 , 7 4 0 284 8 , 2 0 2 511 221 1 ,673 1 ,563 728 1 , 9 3 0 1 , 9 5 0 1 ,043 362 29 ,407 

December 3 1 , 1968 5 , 3 7 6 280 9 , 4 4 8 620 310 2 , 1 1 1 1 , 8 2 1 825 2 ,127 2 , 4 3 4 1 , 2 8 6 424 3 4 , 5 0 0 

December 3 1 , 1969 4 , 8 8 0 250 8 , 3 1 9 560 315 2 , 1 5 3 1 , 9 0 1 856 2 ,134 2 ,087 1 , 2 0 6 428 3 1 , 9 7 4 

Changes: ( p e r c e n t ) 

1966 - 1967 2 6 . 1 5 5 . 2 2 4 . 8 1 8 . 0 1 . 8 5 . 2 2 3 . 6 2 4 . 7 3 1 . 0 4 5 . 3 1 5 . 0 2 1 . 9 2 5 . 6 

1967 - 1968 1 3 . 4 - 1 . 4 1 5 . 2 10 .7 4 0 . 3 2 6 . 2 1 6 . 5 13 .3 1 0 . 2 2 4 . 8 2 3 . 3 1 7 . 1 1 7 . 3 

1968 - 1969 - 9 . 2 - 1 0 . 7 - 1 1 . 9 - 9 . 7 1 . 6 2 . 0 4 . 4 3 . 8 0 . 3 - 1 4 . 3 1 . 5 0 . 9 - 7 . 3 

( 1 ) S t a t e s w i t h i n t e r e s t r a t e c e i l i n g s o f 5 per 
through most o f 1969. 

cent o r less on g e n e r a l o b l i g a t i o n s 

( 2 ) The r a t i n g o f p h i j * a £ e l p h i a bonds was reduced s h a r p l y by p r i v a t e r a t i n g 
agenc ies i n l a t e 1968 , and t h i s may have had an adverse e f f e c t on bank 
h o l d i n g s of these s e c u r i t i e s . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Tab le 3 . R a t i o o f S t a t e and Loca l Government to T o t a l S e c u r i t i e s He ld by 
Weekly R e p o r t i n g Member Banks i n S e l e c t e d S t a t e s (Per c e n t ) 

S e l e c t e d Dates C a l i f . ! / 
Mary -
l a n d i ' 

New 
Y o r k ! ' 

N o r t h 
C a r o l i n a i ' F l a . 111. 

M i c h -
i g a n 

New 
J e r s e y Ohio Pa. 2 / Texas Va. 

A l l 
Weekly 
Repor te rs 

December 28 , 1966 4 4 . 9 4 0 . 9 4 8 . 0 5 5 . 5 3 9 . 8 4 4 . 6 4 3 . 1 5 3 . 0 4 6 . 2 47 . 7 4 3 . 8 5 0 . 3 4 5 . 5 

December 27 , 1967 5 1 . 3 4 9 . 9 5 0 . 5 5 6 . 5 3 5 . 4 4 1 . 4 4 5 . 4 5 5 . 3 4 8 . 0 51. 3 4 4 . 6 5 1 . 3 4 7 . 6 

December 31 , 1968 4 9 . 6 4 8 . 4 5 2 . 7 5 9 . 9 4 3 . 8 4 4 . 6 4 6 . 4 5 4 . 7 5 1 . 4 57. 9 4 7 . 6 5 4 . 6 5 0 . 5 

December 31 , 1969 5 2 . 5 4 9 . 0 5 3 . 4 5 7 . 7 5 1 . 7 5 0 . 2 5 2 . 6 6 1 . 1 5 7 . 3 59 . 8 5 5 . 0 5 8 . 0 5 3 . 6 

Changes i n R a t i o 
(Percentage P o i n t s ) 

1966 - 1967 6 . 4 9 . 0 2 . 5 1 . 0 - 4 . 4 - 3 . 2 2 . 3 2 . 3 1 . 8 3 . 6 0 . 8 1 . 0 2 . 1 

1967 - 1968 - 1 . 7 - 1 . 5 2 . 5 3 . 4 8 . 4 3 . 2 1 . 0 - 0 . 6 3 . 4 6 . 6 3 . 0 - 3 . 3 2 . 9 

1968 - 1969 2 . 9 0 . 6 0 . 7 - 2 . 2 7 . 9 5 . 6 6 . 2 6 . 4 5 . 9 1. 9 7 . 4 3 . 4 3 . 1 

JL/ Same as Tab le 2 . 
2 / Same as Tab le 2 . 
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