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. . . Inflation is costly enough, but people’s 
expectations and uncertainties about infla
tion may do even more damage to the econ
omy. The author surveys the last 30 years.
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A PLACE FOR CEILINGS?
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. . . If the aim is to protect the little guy, im
posing interest ceilings won’t work in most 
conventional mortgage markets, though it 
might be useful where there’s FHA or VA 
backing.
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Inflation 
Expectations 

in the U.S.: 
A Brief Anatomy

by Donald J. Mullineaux*

Those who cannot remember the past are 
condemned to repeat it.—George Santayana.

Were Santayana an economist, he might 
have said: those who do not predict the fu
ture are destined to forfeit it. Indeed, a host 
of economic decisions—such as what job 
to take, what stocks to buy, what school 
courses to attend, and so on—depend on 
our expectations of what lies ahead. For all 
of us, forecasting is inescapable. And it’s 
only necessary to consider the stock mar
ket to recognize that those who make the 
best forecasts usually earn the biggest re
wards. Though attempts to divine the fu
ture are a fact of life, economists typically 
have found it difficult to account for the role 
they play.

*Donald J. Mullineaux, Research Officer and Econo
mist at the Philadelphia Fed, joined the staff upon re
ceiving his Ph.D. from Boston College in 1971. He 
writes on financial institutions and markets as well 
as on monetary theory and policy.

Partly, this reflects the fact that expecta
tions are hard to measure. One way to find 
out whatpeople are forecasting fortheinfla- 
tion rate and the stock market, for example, 
is to ask them. But since surveys are costly 
ventures, few individuals or agencies have 
seen fit to conduct systematic inquiries of 
people’s expectations. One exception is 
Joseph A. Livingston, a journalist with the 
Philadelphia Inquirer. His findings have 
been employed by several economists in 
their attempts to measure inflation expec
tations.

The measurement problem is not the only 
reason why economists have foundered on 
the shoals of expectations. Another is the 
somewhat curious view that economic anal
ysis has little to say about how people 
forecast. Keynes, for example, avers that: 
“Most, probably, of our actions to do some
thing positive, the full consequences of 
which will be drawn out over many days to 
come, can only be taken as a result of ani
mal spirits—of a spontaneous urge to ac
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tion rather than inaction, . . . Only a little 
more than an expedition to the South Pole, 
is it based on an exact calculation of bene
fits to come.”1 Faced with the prospect of 
explaining and measuring changes in ani
mal spirits, many economists opted for fi
nesse as a strategy for dealing with expec
tations. (In scientific parlance, to finesse 
an issue is to shadowbox with it rather 
than tackle it head on.]

Recently, economists have begun to 
bring inflation expectations out of the 
closet and into the mainstream of their 
analysis of overall economic behavior. 
The key to this renaissance is a simple 
idea: that in generating expectations of im
portant economic concerns such as infla
tion, forecasters are likely to consider the 
factors that determine actual inflation. 
This innocuous looking assumption has 
spawned an enormous amount of research 
in recent years under the label of the ra
tional expectations  approach to forecast
ing. One of the more interesting and contro
versial findings in these inquiries is the 
suggestion that governments cannot con
duct successful stabilization policies if 
people form inflation expectations ration
ally.2 Hence, it is important to determine 
whether people do forecast rationally, and 
the Livingston survey results can be used 
to conduct a test.

There is yet another question that can be 
addressed with the help of the Livingston 
data: how much uncertainty surrounds the 
inflation outlook? This is a much under-

’John Maynard Keynes, The General Theory of  Em
ployment, Interest and Money (New York: Harcourt, 
Brace and Company, 1936), pp. 161-162. It should be 
noted that Keynes distinguished between short-term 
and long-term expectations, emphasizing that it was 
the latter category which was principally subject to 
the affects of “animal spirits” and other psychological 
factors. See Chapter 5 for further discussion.

2See Donald J. Mullineaux, “Money Growth, Jobs, 
and Expectations: Does a Little Learning Ruin Every
thing?” Business Review, Federal Reserve Bank of 
Philadelphia (November/December 1976) for a discus
sion of the issues.

rated issue that analysts and policymak
ers alike have tended to gloss over. Yet un
certainty may turn out to be the most costly 
aspect of our current bout with inflation, as 
well as the most difficult one to subdue.

LIVINGSTON S DATA ON PRICE 
EXPECTATIONS

Since 1947, Livingston has conducted a 
semiannual survey of about 50 economists 
in the business and academic worlds. He 
asks these presumably knowledgeable ob
servers of the state of the U.S. economy to 
forecast a number of key economic vari
ables, including the level of the consumer 
price index (CPI). Livingston publishes the 
results of his survey every six months.

Recognizing that Livingston’s long his
tory of survey data might prove useful as 
measures of inflation expectations, some 
economists began to employ his results in 
studies of the way expected inflation is re
lated to interest rates as well as to wage 
behavior.3 But, using the published results 
of the Livingston surveys to calculate an 
expected rate of inflation turns out to be a 
rather tricky process. In particular, one 
must be careful in specifying (1) the time 
horizon over which forecasters are predict
ing the CPI and (2) the most recent informa
tion available on the actual level of the CPI 
when the forecast is made. These bits of in
formation are crucial because if research
ers identify either of them incorrectly, they 
will err in calculating the expected rate of 
inflation. In a thorough study, John Carlson 
recently analyzed the procedures utilized 
by these early researchers with the Living
ston data.4 He concluded that their ap
proach had some shortcomings.

3For examples, see William E. Gibson, “Interest 
Rates and Inflationary Expectations: New Evidence,” 
American Economic Review 62 (1972), pp. 854-865 
and Stephen J. Turnovsky and Michael L. Wachter, 
“A Test of the Expectations Hypothesis Using Di
rectly Observed Wage and Price Expectations,” Re
view of Economics and Statistics 54 (1972), pp. 47-54.

4See John A. Carlson, "A Study of Price Forecasts,”
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Fortunately, Carlson has obtained the 
original responses to the Livingston sur
veys and has calculated the expected rate of 
CPI inflation over 8-month and 14-month 
horizons. He presumes that forecasts are 
generated in May and November of each 
year and that the CPI levels of the previous

Annals of Economic and Social  Measurement 6 (1977), 
pp. 27-55.

months (April and October) are the most re
cently available information at the time of 
the forecast. Carlson’s calculation of the 
expected rate of CPI inflation over an 
8-month horizon is shown graphically in 
Figure 1 along with the actual inflation rate 
over the forecast period.

How Accurate Were These Forecasts? 
Figure 2 shows the difference between ac
tual and expected inflation, for which we’ll

FIGURE i
ACTUAL INFLATION TYPICALLY OUTSTRIPS EXPECTATIONS

Inflation Rate

1948 1950 1952 1954 1956 1958 1960 1962 1964 1966 1968 1970 1972 1974
SOURCE: John A. Carlson, “A Study of Price Forecasts,” Annals of Economic  and Social Measurement 6 
(1977), pp. 27-55. First measurement June 1948, last measurement December 1975.
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Surprise Inflation
(percent) SURPRISE INFLATION = ACTUAL RATE - EXPECTED RATE

1948 1950 1952 1954 1956 1958 1960 1962 1964 1966 1968 1970 1972 1974

SOURCE: Carlson, “A Study of Price Forecasts.”

use the label ‘surprise inflation’. Over the 
29-year horizon of the Livingston surveys, 
surprise inflation usually has been posi
tive. In other words, forecasters typically 
have underestimated the pace of CPI infla
tion. Indeed, surprise inflation was nega
tive (inflation was overpredicted) on only 
13 occasions out of the 58 surveys. The 
graph indicates also that inflation sur
prises are larger when forecasters under
predict than when they overpredict. The 
largest surprise inflations are associated 
with the onset of the Korean War in 1950

and the so-called shortage inflation of 
1973-74. The average surprise inflation for 
the whole horizon 1947-75 equals 1.8 per
cent. Because surprise inflation is highly 
variable, however, we’re not able on statis
tical grounds to reject the hypothesis that 
the true inflation forecast error is zero.

The same sorts of characteristics hold 
true for inflation forecasts over longer peri
ods (14 months and 18 months). Indeed, the 
consensus expected inflation rates on giv
en dates have been remarkably similar 
over different forecast horizons. This

6
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means that forecasters seldom envision a 
significant acceleration or deceleration of 
inflation when forecasting more than one 
period ahead.

The variations in expected inflation rates 
between surveys are somewhat larger than 
variations over different horizons as of a 
given survey date. Nevertheless, the be- 
tween-survey changes seldom are abrupt. 
The advent of wage-price controls prior to 
the survey in 1971 was accompanied by a 
reduction in expected inflation of less than 
a percentage point, for example. And some 
reduction was likely to have occurred any
way, since actual inflation was decelerat
ing prior to controls.

The results of the Livingston surveys for 
expected inflation as measured by the 
wholesale price index (WPI) are broadly 
consistent with the CPI results. The major 
exceptions are: (1) WPI inflation forecast 
errors (surprise inflations) are more fre
quently negative, though they remain posi
tive on average; and (2) WPI forecasts are 
more volatile from one survey date to the 
next than the CPI predictions. The latter re
sult isn’t surprising, since actual WPI in
flation is more variable than CPI price rises.

The fact that these inflation expectations 
frequently are off the mark need not imply 
that forecasters are using information inef
ficiently in forming predictions. To gauge 
their efficiency requires some considera
tion of how people generate predictions. 
This is precisely the issue addressed in 
the rational expectations literature.
ARE INFLATION FORECASTS 
RATIONAL?

For economists, the notion that people 
are rational serves much the same purpose 
as a teddy bear in the nursery: it gives them 
something to cling to when floundering in 
the dark. For a long while, economists were 
reluctant to address the issue of how peo
ple form expectations of things that matter 
in the economic realm, such as inflation, 
interest rates, or government policies.

Their feelings were that since expectations 
were psychological phenomena, they were 
best left to psychologists or mystics. Un
fortunately, this meant that Zen buddhists 
seemed better able than economists to ex
plain things like long-term interest rates. 
To remedy this anomaly, economists began 
to consider the question of how people gen
erate forecasts. Their answer: people are 
rational, and rationality requires that their 
predictions be based on the things that de
termine whatever they’re forecasting. If to
day’s price depends on yesterday’s rain
fall, then people will chart rain today to 
predict tomorrow’s price. But that’s not the 
whole ballgame. Most economic doings are 
affected by dozens of factors. It’s not clear 
which are the most important and, further
more, it’s costly to collect and process in
formation. Presumably people will mine 
additional information only as long as the 
benefits of doing so (as reflected in a 
smaller forecast error) exceed the costs.

What set of information do people use to 
forecast inflation? One cheap source of data 
is the past history of inflation itself. For 
example, if past inflation patterns suggest 
that a surge in inflation typically tends to 
persist for a lengthy period, people might 
project recent behavior into the future. Al
ternatively, if past information shows that 
inflationary bursts are followed quickly by 
a return to some normal rate, then infla
tion forecasts presumably would take ac
count of this. Indeed, a rational inflation 
forecast is defined as one that has the same 
relationship to the information set (the 
past history of inflation, in our example) 
as does the actual rate of inflation.

The suggestion that people make rational 
inflation forecasts is easy to test. All we 
need to do is estimate the relationship be
tween surprise inflation (the forecast er
ror) and the information used to forecast 
(by assumption, the recent history of infla
tion). If forecasts are rational, we should 
find no relationship at all between surprise 
inflation and past inflation rates. For the
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period 1959-69, this is exactly what was 
found in our statistical tests.5 Hence the 
evidence is consistent with the view that 
inflation forecasts were rational in their 
use of information on the past history of in
flation, over this 10-year period at least. 
Though forecasters underpredicted infla
tion on average, their errors do not reflect 
misuse of available inflation information.

The tests described above are quite re
strictive since they assume that forecast
ers consider only the past history of infla
tion when they estimate future inflation. 
Yet looking at inflation history is the fore
casting mechanism most frequently em
ployed by economists. More research 
needs to be done to determine whether fore
casters use other information, such as data 
on the state of the economy or on current or 
anticipated monetary and fiscal policies, to 
form inflation predictions.6 If the evidence 
continues to suggest that expectations ra
tionally incorporate relevant information, 
the message will be that the scope for effec
tive countercyclical stabilization policies 
is much smaller than many people have 
thought.7

The rationality issue relates to the ques
tion of whether forecasters accurately an
ticipate the inflation rate. In particular, it is

5For a discussion of the tests, see Donald J. Mulli- 
neaux, “More on the Rationality of the Livingston 
Price Expectations Data,” Research Paper No. 26, Fed
eral Reserve Bank of Philadelphia, June 1977.

6Some preliminary tests indicate that the Living
ston forecasters have incorporated money-growth 
information in their predictions. See Donald J. Mul- 
lineaux, “Inflation Expectations and Money Growth: 
Some Empirical Tests,” Research Paper No. 28, Fed
eral Reserve Bank of Philadelphia, forthcoming. For a 
description and discussion of other tests for ration
ality in expectations formation, see Marcelle Arak, 
“Rational Price Expectations: A Survey of the Evi
dence and Implications,” Research Paper No. 7716, 
Federal Reserve Bank of New York, March 1977.

7Some scope remains, however, if prices cannot ad
just to changes in supply and demand. For discussion, 
see Stanley Fischer, “Long-Term Contracts, Rational 
Expectations, and the Optimal Money Supply Role,”

concerned with the accuracy of point fore
casts of future inflation. (A point forecast 
is a single number that summarizes a fore
caster’s best guess about future inflation.) 
But accuracy isn’t the only issue. There are 
important reasons for economists and pol
icymakers to worry about how firmly peo
ple hold their inflation expectations.
UNCERTAINTY AND INFLATION 
FORECASTS

The world works one way when people 
are perfectly  certain that next year’s infla
tion will be 5 percent. It works another way 
when their best guess is for 5 percent, but 
they suppose that any rate between 0 per
cent and 10 percent also is quite possible. 
One method economists use to measure the 
degree of uncertainty in people’s inflation 
expectations is to calculate the standard 
deviation of the probability distribution 
that describes their outlook (see Figure 3). 
A larger standard deviation means that 
people are more uncertain about future in
flation and hence regard their forecast (the 
mean or average value of the same proba
bility distribution) as more shaky.

Livingston’s survey data are used to cal
culate such a measure for the expected rate 
of CPI inflation eight months ahead in Fig
ure 4. There was much more disagreement 
about future inflation soon after World War 
II than there has been in more recent years. 
Comparing Figures 2 and 4 we see that un
certainty heightens during periods when 
surprise inflation increases. The periods 
1969-70 and 1973-75 dramatically illustrate 
this point. Indeed, the only period involv
ing relatively little uncertainty about future

Journal of Political Economy 85 (January 1977), pp. 
191-205. Completely inflexible prices seems an un
realistic assumption. If firms adjust prices slowly 
because price changes are costly, then the rational 
expectations argument concerning the effectiveness 
of policy still holds. See B. T. McCallum, “Price-Level 
Stickiness and the Feasibility of Monetary Stabiliza
tion Policy with Rational Expectations,” Journal of 
Political Economy 85 (June 1977), pp. 627-634.
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Probability of 
Occurrence

FIGURE 3
INFLATION UNCERTAINTY IS MEASURED BY DISPERSION

This illustration shows two different probability distributions—A and B—which might characterize 
inflation forecasts. The value of inflation expectations (Pe) is read off the horizontal axis; the probability 
of occurrence of these values (p) is on the vertical axis.

Both distributions have the same mean value (Pe); hence the point forecast for inflation is the same in 
both cases. Distribution B has a larger dispersion about the mean, measured by the standard deviation 
( a ), than Distribution A. Hence B represents a more uncertain forecast than A. An unbiased estimate of 
a  is obtained by summing the squared deviations of Pe from the mean value of the sample and dividing 
by the number of observations less one.

For purposes of illustration, uncertainty is assumed to be symmetric around the point estimate in this 
figure. Actually, however, the nature of the distribution has tended to shift over time. See Paul Wachtel, 
“Survey Measures of Expected Inflation and their Potential Usefulness,” Research Paper No. 75-13, New 
York University Graduate School of Business Administration, February 1975.

inflation was 1960-65, when unanticipated 
inflation was quite small by historical 
standards.

What are the consequences of increased 
uncertainty about the outlook for inflation? 
Since people appear to dislike uncertainty 
of almost any kind, they are automatically 
worse off when future inflation becomes

more problematical. How much so no one 
knows, since economists have yet to gauge 
people’s distaste for uncertainty. But be
sides affecting our sense of well-being, in
creased uncertainty also prompts us to 
behave differently and hence weighs on the 
pace of economic activity. For example, a 
more ambiguous inflation outlook produces
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Standard Deviation 
(percentage points)

FIGURE 4
INFLATION UNCERTAINTY HAS BEEN ON THE RISE

1948 1950 1952 1954 1956 1958 1960 1962 1964 1966 1968 1970 1972 1974

SOURCE: Carlson, “A Study of Price Forecasts.”

higher long-term interest rates8 * as well as 
greater variability in interest yields re
gardless of maturity. The higher level of 
interest rates reflects the fact that people 
demand higher rewards for holding longer 
term securities when they’re more uncer
tain of the net return after adjusting for in
flation. The greater variability in yields is

8There is evidence to support this contention. See 
Eugene Fama, “Inflation Uncertainty and Expected Re
turns on Treasury Bills,” Journal of Political Econ
omy 84 (June 1976), pp. 427-448.

explained by the fact that heightened ambi
guity about the inflation outlook generates 
increased activity in financial markets. 
The increased volume of trading will cause 
interest rates to fluctuate more than when 
uncertainty is minimal. If these develop
ments affect investors’ perceptions or ex
pectations of the inflation-adjusted inter
est rate (the real interest rate, in econo
mists’ jargon), then the pace of production 
in the economy will be influenced. Though 
the evidence is scant, many economists be
lieve that aggravated uncertainty in the in
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flation outlook does reduce spending on 
plant and equipment. Indeed, some have in
terpreted weakness in investment spend
ing in the current recovery to be a reflection 
of the equivocal prospects for future infla
tion. The smaller stock of productive equip
ment in turn spells lower production and a 
reduced rate of economic growth.

Heightened uncertainty about future in
flation is likely to affect the composition of 
investment and savings as well. Both ac
tivities become more speculative in charac
ter, as firms use their inventories to play 
the market and savers turn to commodity 
or real estate speculation. To the extent 
that resources ultimately are devoted to 
less productive uses, the economy suffers. 
Nor is this the end of the tally sheet. Infla
tion uncertainty also increases the cost of 
contracting over longer periods and reduces 
the effectiveness of the price system as a 
resource-allocation device. The former ef
fect means that buyers and sellers must 
devote more time and energy to negotiating 
and transacting, so that less time is avail
able for production. The latter result stems 
from the fact that when the price level is 
highly variable, it is difficult to recognize a 
shift in relative prices (the price of one 
good compared to another). But it is changes 
in relative prices that are supposed to sig
nal shifts in resources toward more highly 
valued activities. In his Nobel lecture, Mil- 
ton Friedman suggests that the conditions 
produced by increased uncertainty about 
future inflation—such as more frequent 
contract adjustments and reduced efficiency 
of the price system—are likely to bring on 
a higher unemployment rate.9

There are, of course, ways to reduce 
some of the costs associated with inflation 
uncertainty. The so-called indexed con
tract in which, say, wages or interest rates 
are changed automatically to reflect shifts

9See Milton Friedman, “Nobel Lecture: Inflation and 
Unemployment,” Journal of Political Economy 85 (June 
1977), pp. 415-472.

in some overall measure of inflation is one 
example of such a device.10 But establish
ing and maintaining an indexing program is 
itself a costly venture and would not be 
necessary if inflation were highly predict
able.

This menu of costs associated with in
flation uncertainty is by no means exhaus
tive. And the Livingston survey data sug
gest that, on average, inflation uncertainty 
from late 1973 to 1975 has more than tripled 
relative to that of the early 1960s.11 This 
suggests that the dollar costs involved 
probably are quite large and that policy
makers need to proceed cautiously so as 
not to aggravate the situation. For while 
some of the heightened uncertainty reflects 
uncontrollable factors such as the OPEC 
oil price increase, part of it no doubt is re
lated to a recent increase in the variability 
of the rate of money growth. To keep people 
from expecting higher inflation and to re
duce their uncertainty about inflation will 
prove a very delicate task. It will require 
not only a reduction in the average rate of 
money growth, but also a slackening of the 
variability of the money-growth rate. In
deed, the surest way to prevent variations 
in money growth from being a source of in
flation uncertainty would be to set a con
stant growth rate for money and stick to it. 
Indeed, this is just the policy prescription 
proposed by rational expectations theo
rists who contend that varying the money- 
growth rate has no systematic effect on the 
overall rate of production or on unemploy
ment.

10For discussions of the pros and cons of indexing, 
see H. Giersch et. at., Essays on Inflation and Indexa
tion (Washington, D. C.: American Enterprise Insti
tute, 1974).

' ‘Recall that these forecasters are presumed to pos
sess more expertise than the average person. For the 
general public, inflation uncertainty no doubt typi
cally exceeds that which pertains among more knowl
edgeable forecasters. In addition, the increase in un
certainty among the public at large over the period 
1973-75 probably was greater than what we observe 
for the experts.
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A SUMMARY VIEW

Economists owe a debt of gratitude to 
Mr. Livingston for his efforts to measure 
price expectations over a long period of 
time and to John Carlson for investigating 
the problem of how to use these data to cal
culate inflation expectations. While these 
measures are, at best, flawed estimates of 
the public’s true inflation expectations, 
they do permit us to analyze some impor
tant issues.

Inflation expectations are not, in Sou
they’s phrase “a perfect nonplus and a baf
fle to all human understanding.” Rather, 
they vary over time in a somewhat predict
able fashion and seem to reflect in a ra
tional way all the information available in 
the past history of inflation rates. Whether 
forecasters use other information to gauge 
the inflation outlook is a question that de
serves additional research.

Mushrooming inflationary expectations, 
however, are only part of our problem. The 
inflation outlook itself has become consid

erably more cloudy. This increase in uncer
tainty has been little publicized relative to 
the behavior of expectations, but its social 
costs surely are quite substantial.

Policymakers face the colossal predica
ment of trying to sway the public to become 
less perplexed about future price increases 
while they simultaneously combat high un
employment and inflation. Those who be
lieve that expectations are rational have 
recommended a policy course: since ex
pected money growth affects only inflation 
and not unemployment, the Federal Re
serve should announce a much lower 
growth-rate target for money and forever 
stick to it. The Fed has adopted an alterna
tive course—one of gradually reducing 
money growth so as not to aggravate unem
ployment. The key test will come when 
either unemployment or interest rates be
gin to rise significantly. If the Fed aban
dons its money-growth strategy, it’s hard 
to imagine much further progress being 
made against inflation or against uncer
tainty about inflation’s future.

12

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



FEDERAL RESERVE BANK OF PHILADELPHIA

The Mortgage 
Market: 

A Place For 
Ceilings?

By Helen Frame Peters*

Each month, Pennsylvania’s Secretary of 
Banking announces the state’s ceiling on 
mortgage interest rates. This is one of his 
duties under the law, but there is some 
debate over whether, in discharging it, he is 
doing the state’s citizens a favor. The issue 
is not how a state regulator should ad
minister ceilings, but whether this ceiling 
performs its function well enough to be 
worthwhile. The function? To help mort
gage borrowers get loans at reasonable 
rates.

Pennsylvania is not alone in regulating 
its mortgage market. The other two states 
in the Third Federal Reserve District— 
New Jersey and Delaware—do it, too. In 
fact, only four states in the union do not 
impose ceilings on conventional loans. 
What’s more, the Federal government puts 
a ceiling on FHA and VA loan rates.

*The author, a Philadelphia Fed Economist since 
1976, specializes in financial market theory.

Usury regulations to limit interest rates 
have been around ever since the states 
were colonies. But today, many people are 
questioning the role of the state and the 
Federal government in the mortgage mar
ket. Does that market need ceilings to make 
it work, or are they merely a cultural hold
over from the days when lending money for 
profit was considered immoral? The eco
nomic approach to mortgage ceilings in
volves weighing the costs created by ceil
ings against the benefits they produce. Will 
borrowers pay less if there are ceilings, or 
could they perhaps pay more? And what 
happens to the supply of mortgage money? 
Are more mortgages written when there are 
ceilings, or do lenders shut their doors to 
the average borrower and put their money 
into other kinds of investments? The an
swers to these questions indicate that in 
some segments of the mortgage market 
ceilings may be workable and appropriate. 
The first step in identifying where mort
gage ceilings may be effective is to deter
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mine how they affect the price borrowers 
pay for their mortgages.

THE PRICE OF MORTGAGE MONEY

In a free market economy, buyers and 
sellers jointly determine the prices of 
goods sold. The two sides, armed with as 
much information as they can muster, look 
for the best available deals. It’s a compli
cated process; but goods of different 
grades do get priced. The most attractive 
goods command the highest prices, and 
less attractive goods go for lower prices.

Credit Like a Commodity. The mortgage 
market is much like any commodity mar
ket. The buyers and sellers are borrowers 
and lenders, the price is the mortgage inter
est rate, and the quality grade of the mort
gage is determined by the risk that the 
borrower may not repay on schedule.

The price each borrower pays for mort
gage money is determined, for the most 
part, by the forces of supply and demand in 
local credit markets. Lenders compare the 
cost of the money they propose to lend with 
the price borrowers are willing to pay for it. 
They check to see what price the competi
tion is charging and whether there are 
other, more profitable outlets for their 
money. Once they’ve assessed the supply 
and demand conditions, they have a fair 
idea of the average interest rate they can 
charge. And then they can figure how much 
more or less than average to charge on an 
individual mortgage loan, depending on 
their expectation of that loan’s costs to 
them. While lenders have some important 
administrative costs, their primary costs 
are associated with risk.

The Element of Risk. Estimating risk is 
serious business for lenders. In their ef
forts to decide whether an individual loan 
will turn out to be profitable, they base 
their risk assessments on certain known 
characteristics of borrowers and mort
gages. The proposed mortgage terms, the 
borrower’s financial history, and the value 
of the property are among the most impor-

MANY STATES HAVE 
FIXED MORTGAGE 
INTEREST CEILING 

RATES £;.*

State Rate (percent)
Alabama 8
West Virginia 8
New York 8Vz
Iowa 9
South Carolina 9
North Dakota 9V2
Arizona 10
Arkansas 10
District of Columbia 10
Georgia 10
Florida 10
Idaho 10
Kansas 10
Louisiana 10
Maryland 10
Mississippi 10
Missouri 10
New Mexico 10
Oregon 10
South Dakota 10
Tennessee 10
Texas 10
Utah 10
Nebraska 11
Hawaii 12
Nevada 12
Washington 12
Wisconsin 12
Maine 16f
Colorado 18 j
Indiana 18 j
Oklahoma 18 j
Wyoming 18 j
Rhode Island 21 j

*As of 1 June 1977.

■ (These ceilings are so high that they ordi-
narily have no effect on the supply of mort-
gage credit.
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. . .  BUT SOME STATES 
HAVE MOVED AWAY 

FROM THE FIXED 
CEILING APPROACH

Alaska
Illinois

Minnesota
Ohio

Montana
Vermont

have joined the Third District states in 
floating their ceilings.

California
Connecticut

Kentucky
Michigan

have only selective ceilings.
North Carolina 
Massachusetts 

New Hampshire 
Virginia

have no ceilings at all.

SOURCE: Office of the State Legislative 
Counsel, American Bankers Association. 
This is a summary table prepared by Phila
delphia Fed researchers and does not reflect 
the many exceptions and other provisions 
associated with state ceilings.

tant characteristics.1
In evaluating the information they gath

er, lenders are looking for the answers to 
two crucial questions: What is the chance 
that a borrower will be unable to make 
timely payments on his mortgage? And if 
the borrower cannot meet his payments at 
all, will he sell his house and pay off the re
maining mortgage balance, or will he de

:Many studies evaluate the risk on home mortgage 
loans. See, for example, John P. Herzog and James S. 
Early, Home Mortgage Delinquency and Foreclosure 
(New York: NBER, General Series 91, 1970) and 
George Von Furstenberg, “Default Risk on FHA-In- 
sured Home Mortgages,” Journal of Finance 24 (1969), 
pp. 459-477.

fault and thus force the lender to initiate a 
costly foreclosure? Lenders’ estimates of 
these probabilities, and of expected losses 
in case of delinquency or default, are the 
basis for the interest differential charged 
for risk. As long as borrowers differ with 
respect to the risk characteristics of their 
mortgages, some will pay higher rates than 
others.

This picture of the mortgage market, 
with risk accounting for interest rate levels 
in a competitive setting, represents the 
market as a smoothly functioning machine. 
But some people don’t think it functions 
nearly so smoothly. Instead, they see fric
tions that make it sputter along, over
charging some borrowers and undercharg
ing others.
FLAWS IN THE MORTGAGE MARKET?

Market critics focus on two conditions 
that could keep the market from function
ing efficiently—lack of information and 
lack of competition. They contend that lim
ited knowledge weakens the ability of 
some mortgage bidders to get as low a rate 
as they might. And they argue that, where 
mortgage markets are not competitive, 
lenders may be tempted to take advantage 
of the situation and tack on an extra inter
est charge.

Information on Mortgage Prices. It’s not 
easy to find out how much to pay for a mort
gage. One of the biggest hindrances is the 
mortgage contract itself, whose variety of 
terms, options, and clauses can confuse 
the average borrower. When lending insti
tutions offer different arrangements, many 
borrowers are at a loss to compare them. A 
borrower may be offered a 30-year mort
gage at one lending institution and, at 
another, a 25-year mortgage at a slightly 
lower rate but with a higher down payment 
and a prepayment penalty (for paying off 
the mortgage before it matures). Deciding 
which is the better deal takes a lot of care
ful figuring.

The practice of charging extra fees
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makes the calculation even more compli
cated. Many lenders charge a fee for origi
nating the loan, appraising the property, 
and obtaining a credit report on the bor
rower. Such charges can make a big dif
ference in the effective interest rate the 
borrower pays. (The effective interest rate 
or true price of the mortgage includes all 
money payments, both fees and contract 
interest.)

Truth-in-lending laws require that bor
rowers be informed of the effective interest 
rate when the loan is settled, but lenders 
are not required to make complete disclo
sure at the time of application. Thus, if the 
borrower does not know how to translate 
fees and contract rates into effective inter
est rates, he might not learn the exact price 
he is paying for his mortgage until the 
mortgage contract is ready to sign. At that 
point, the borrower has invested so much 
time and money that he may have little in
centive to start shopping again.

Institutional loyalties also may keep 
borrowers from seeking price competition. 
Many borrowers talk only to financial in
stitutions with which they’ve done busi
ness in the past. Sometimes this is advan
tageous to both parties, but sometimes the 
borrower fails to realize that lower rates 
are available elsewhere. Other borrowers 
may let their real estate brokers recom
mend or even arrange financing with a 
lending institution. They may not recognize 
that brokers, though generally good 
sources of information about where money 
can be borrowed, have an incentive to get 
the best rate for the lender, since the lender 
can return the favor by guaranteeing a 
steady flow of financing in tight money 
times.

Thus, although the information on mort
gage interest rates is out there somewhere, 
borrowers ordinarily have to work to get it. 
And many of them can’t or don’t make the 
effort.

The Competitive Picture: Not Very Clear.
When borrowers don’t know how to look

out for their own best interests, lenders 
will not feel the pressure to offer competi
tive rates. And in areas that are serviced by 
only a few lending institutions, there may 
be little incentive indeed. Lenders could 
take advantage of the situation and charge 
some borrowers relatively high prices for 
mortgage money.

Thus, at its worst, the mortgage market 
could be a fairly tough battleground for 
some prospective homeowners. But ex
actly how many borrowers are being taken 
advantage of in today’s market? Are un- 
competitve situations common? Or are 
they only occasional?

Unfortunately, there are no recent mea
sures of the competitiveness of mortgage 
markets. Older studies pointed toward 
lack of competition.2 But in the years since 
those studies were done, many attempts 
have been made to educate and protect the 
mortgage consumer. Truth-in-lending 
laws, the Real Estate Settlement Proce
dures Act,3 the Fair Credit Reporting Act, 
and the Equal Credit Opportunity Act have 
given the borrower much more clout. It is 
possible that local mortgage markets have 
become more competitive than they used to 
be. But we can’t be sure.

Thus, in short, some borrowers never get 
the information that would help them nego
tiate the lowest available effective interest 
rate, and they may be the victims of uncom
petitive practices. In an effort to remedy

2Studies of the mortgage market unfortunately are 
quite old. See, for example, Leo Grebler and Eugene 
Brigham, Savings and Mortgage Markets in California 
(Pasadena: California Savings and Loan League, 
1963); William Conrad, Jr. “The Mortgage Market of 
Middletown, Connecticut,” Land Economics 32 (1956), 
pp. 183-188; and Paul M. Gregory, “Imperfect Compe
tition in the Mortgage Market,” Southern Economic  
Journal 10 (1944), pp. 275-291.

3A good source of information on the effect of these 
laws on borrowers’ rights is the HUD pamphlet “Set
tlement Costs and You.” Lenders are required under 
the Real Estate Settlement Procedures Act to present 
this booklet, or a similar one with the same informa
tion, to mortgage applicants.
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these problems, legislators have turned for 
help to ceilings on mortgage interest rates.
THE TIME-HONORED SOLUTION: 
MORTGAGE RATE CEILINGS

A mortgage interest rate ceiling sets the 
maximum allowable interest rate that can 
be charged on certain kinds of mortgages. 
The purpose of the ceiling is to keep 
lenders from overcharging unwary bor
rowers. But are ceilings successful in 
protecting borrowers, or do they get in the 
way of the pricing mechanism, causing 
more harm than good?

How They Work. The impact of an inter
est ceiling on mortgage market operations 
depends on how high the ceiling is with re
spect to going market rates. A ceiling set at 
75 percent would affect most markets 
hardly at all, since even loan-sharks ordi
narily wouldn’t be charging that high a rate. 
An annual rate of 1 percent, which is well 
below even the current inflation rate, would 
destroy the present-day mortgage market, 
because lenders would look for more at
tractive investments elsewhere (see Box).

In the past, most state legislatures wrote 
the level of the ceiling rate into their usury

BOX

ADAM SMITH FAVORED INTEREST CEILINGS 
TO DRIVE MORTGAGE BORROWERS OUT OF THE MARKET
The mercantile countries of the eighteenth century regulated their colonial trade to increase 

their own national wealth. Not all economists of the age, however, favored such regulation. 
Adam Smith, for example, called for market pricing and for the removal of restrictions that 
impeded the flow of resources.

Smith saw an automatic mechanism in the marketplace—an invisible hand which fostered 
economic prosperity if left free of governmental intervention. In his day, the operations of the 
money market were clear examples of intervention: interest ceilings assured that capital 
would flow only to low-risk ventures and that projects requiring a higher rate of return to 
compensate for risk simply wouldn’t be funded.

Yet even Adam Smith favored interest-rate ceilings, and low ceilings to boot. His reason? 
Because low ceilings on interest rates would eliminate the mortgage market!

Smith wanted money to be lent for industrious and profitable uses. He believed that when 
an individual borrows capital for immediate consumption, “he acts the part of a prodigal and 
dissipates in the maintenance of the idle, what was destined for the support of the industri
ous. . .. The only people for whom stock (money) is commonly lent, without being expected to 
make a profitable use of it are country gentlemen who borrow upon mortgage.” Interest 
ceilings were not to protect the mortgage borrower but to keep him out of the market!

According to Smith: “When interest rates are fixed close to the lowest market rate [the 
prime rate], sober people [blue-chip commercial borrowers] are universally preferred to 
prodigals and projectors [mortgagors and entrepreneurs]. The person who lends money gets 
nearly as much interest from the former as he dares to take from the latter, and his money is in 
safer hands.”

Smith understood that mortgage loans require a higher risk-adjusted rate of return since 
they are riskier than the obligations of prime-rate customers. If the government imposes 
ceilings, money won’t be lent to high-risk borrowers.

It’s curious that recent arguments against ceilings are based on economic principles de
veloped by a man who vehemently favored ceilings, while arguments for ceilings are held by 
those who show little faith in the invisible hand.
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statutes. Changing the laws and thus the 
ceilings under this system was such a 
time-consuming maneuver that the rate 
seldom was changed until well after it had 
lost touch with market conditions. Too of
ten, rigid ceiling rates strangled the mar
ket. When interest rates on comparable 
investments were hitting seven and eight 
percent, lenders had little interest in mak
ing mortgages at a ceiling rate of six per
cent. Borrowers were caught in the squeeze. 
The ceiling rates were meant to guarantee a 
low mortgage rate. But what good is a low 
rate to someone who doesn’t get a mortgage 
at all?

To relieve this squeeze, some ceiling 
rates have been made more flexible. Many 
legislative bodies have taken the ceiling 
rate out of the usury statutes and given 
the job of setting it to a government agency. 
In some states, such as New Jersey, an 
agency has discretionary control over the 
level of the ceiling. In others, a formula 
must be followed. Pennsylvania and Dela
ware, for example, tie their mortgage ceil
ings to other interest rates. Pennsylvania 
uses the yield on long-term U.S. govern
ment bonds, and Delaware takes its bear
ings from the Federal Reserve discount 
rate.4 The states of the Third Federal Re
serve District are not alone in moving 
towards flexible ceilings. Many other

4Pennsylvania and Delaware laws require that the 
State Banking Commissioners use set formulas for 
calculating their interest-rate ceilings. In Pennsyl
vania, the ceiling is calculated every month by adding 
2.5 percentage points to the long-term U.S. government 
bond rate for the second preceding month and round
ing to the nearest one-quarter of a percent. Delaware 
also calculates its ceiling monthly. The Philadelphia 
Federal Reserve Bank Discount Rate (the interest rate 
charged on loans to member banks) plus 4 percentage 
points equals the Delaware ceiling.

The levels of the ceiling rates in the three states are 
not necessarily comparable. The exclusion of fees, 
various loan amounts, and other important criteria 
could change the effective interest ceiling in a state. 
The State Banking Commission in Pennsylvania and 
corresponding agencies in other states are the 
sources of information on this subject.

states either have changed or are in the 
process of reviewing their methods for set
ting interest ceilings.

The Third District states have been ap
plauded for revising their methods for set
ting ceilings. But many people still are 
discontent. They contend that praise for 
more flexible ceilings may obscure the 
underlying questions: Should a govern
ment agency—either state or Federal—reg
ulate the mortgage market? And if it 
should, are ceilings the best way to do it? 
To answer these questions, it’s necessary 
to take account of the diversity of the 
market.

CEILINGS MIGHT HURT SOME 
MARKETS BUT HELP OTHERS

Although some people speak as if there 
were a single, unified, well-organized mort
gage market, the fact is that there are many 
small local markets. The number of lend
ers, the ability of borrowers to price-shop, 
and the kinds of mortgages available differ 
sharply from market to market.

Borrowers Aren’t All Alike. If all mort
gage borrowers were alike—if they had the 
same expected income and credit rating, 
bought similar houses, and wanted the 
same mortgage terms—then a mortgage 
ceiling set at the competitive market rate 
would ensure a fair interest rate for all. But 
borrowers are not all alike, so when the 
ceiling is set at an efficient rate for one 
group of borrowers, it will be too high or too 
low for all the rest. Set the ceiling at the low 
end of the rate spectrum and the blue-chip 
borrower is assured a competitive rate, but 
no one else will get a mortgage. Increase the 
ceiling and you increase the number of ac
ceptable borrowers, but you also could in
crease the chance that the lower risk bor
rower will be overcharged. In fact, the lower 
risk borrower might be worse off than he 
was in an unregulated market. A ceiling 
might even inhibit competition, if all lenders 
ended up charging the government-sanc
tioned ceiling rate.
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As long as borrowers and mortgage con
tracts differ in their characteristics, a ceil
ing rate will interfere with the pricing 
mechanism of the mortgage market. The 
more diverse the characteristics of the bor
rowers and of the mortgage terms they 
want, the more harm a given ceiling rate 
will cause. Setting more than one ceiling 
rate could improve the situation, and set
ting a ceiling for every borrower and mort
gage characteristic that deserves a differ
ent rate could eliminate the problem. But 
even the most ingenious ceiling adminis
trators have yet to find a way to match 
every loan characteristic with a ceiling 
rate.

Further, lenders may deal in two kinds of 
residential mortgages—conventional mort
gages and government-insured mortgages. 
The substantially different features of 
these mortgages segregate the market for 
single-family home mortgages into two 
main subdivisions. And on these features 
may depend the appropriateness of a mort
gage interest ceiling.

Conventional Mortgages at Odds With 
Ceilings. Conventional mortgages are 
mortgages issued by financial institutions 
without benefit of Federal Housing Admin
istration insurance or Veterans Adminis
tration guarantees. The bulk of mortgage 
credit is granted through conventional 
loans. The percentages change each year, 
but conventional loans usually account for 
about 65 percent to 70 percent of all out
standing mortgages.

Broad-based ceilings on conventional 
loans are likely to reduce the availability of 
mortgage money. The conventional mort
gage portfolio of a typical lender may reveal 
wide variations among borrower histories, 
house values, and mortgage terms. These 
are important risk characteristics; and 
when borrowers are not similar in their 
riskiness, a ceiling rate can interfere with 
the pricing and availability of mortgages. If 
the ceiling is set low enough to protect 
most unwary borrowers, those that require

higher rates than the ceiling won’t get mort
gages, while lower risk borrowers may be 
overcharged. Thus the conventional mar
ket doesn’t seem to be an appropriate place 
for ceilings.

FHA and VA Mortgages: More Compat
ible With Ceilings. The Federal Housing 
Administration and Veterans Administra
tion mortgage programs generally offer 
borrowers the option of lower down pay
ments and longer maturities than are avail
able on conventional mortgages. For many 
high-risk borrowers, the government mort
gage programs may be the only sources of 
funds. Lending institutions are willing to 
accept riskier mortgages under these pro
grams, since the lender is insured or guar
anteed against serious loss if the borrower 
is unable to meet future mortgage pay
ments. What about ceilings for this mar
ket?

There is less rate variability among 
mortgages written under the government 
programs than among conventional mort
gages. FHA and VA mortgage borrowers 
are more similar to one another in terms of 
their income levels, house values, down 
payments, and desired maturities than are 
conventional borrowers. But more impor
tant, the lending institution bears little 
risk on these mortgages. If a borrower de
faults, the Veterans Administration or Fed
eral Housing Administration reimburses 
the lender for most of the foreclosure ex
penses. Since lenders are protected against 
serious losses, they need not charge the 
riskier borrower a higher interest rate. The 
overall result is that rates on FHA and VA 
loans differ less than rates on conventional 
loans, so imposing a ceiling that closely 
tracks market rates is much less likely to 
disrupt the supply of mortgage credit to 
FHA and VA borrowers.

Whatever yield spread remains in the 
FHA market results from differences in the 
sizes of loans.5 Since the same ceiling ap

5Actually, since FHA insurance covers only two-
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plies from the smallest loan to the maxi
mum ($45,000) on single-family houses, 
fixed costs make it impossible for lenders 
to do as well with smaller loans as with 
larger ones when they lend at the ceiling 
rate.6 The market in small loans could be 
improved by authorizing separate ceilings 
for different loan amounts. Under a tiered 
ceiling system, lenders would be more 
eager to originate smaller loans, since the 
higher interest rates on smaller loans 
would offset the proportionally higher ad
ministrative costs.7

For FHA and VA loans, then, a ceiling 
rate may be appropriate if and where local 
markets are uncompetitive. But there still 
may be room for overall improvements in 
administering the FHA-VA rate ceiling. 
The ceiling presently is set and monitored 
by a Federal government agency. Many 
people fear that this assignment of respon
sibility could lead to disruption of the mar

thirds of the foreclosure expenses, the mortgage con
tract still imposes some risk on the borrower, and so 
there may be a narrow residual yield spread even here.

6In Alaska, Hawaii, Guam, and the trust territories 
of the Pacific, the limit is $67,500. Under a bill pending 
before Congress, the $45,000 limit that holds in the 
contiguous states would be raised to $60,000 and the 
limit in the other jurisdictions to $90,000—1.5 times 
the ceiling in the contiguous states.

7In the FHA and VA markets, equity considerations 
also may influence a decision on ceilings. An FHA or 
VA borrower should receive a lower interest rate
since the insurance feature makes the loan a better 
risk.

In the case of VA loans, the guarantee fee is paid by 
the Federal government. If the lending association 
fails to charge the VA borrower the rate appropriate 
for a low-risk loan, the government program ends up 
subsidizing the lending institution! In contrast, most 
FHA borrowers pay for the insurance themselves. But 
FHA still is a government-sponsored program. If a 
few lending institutions charge FHA borrowers ex
ceptionally high rates, it may appear that the govern
ment has sanctioned such treatment. Our legislative 
bodies are much too sensitive to public interpreta
tions of economic issues to accept such insinuations 
passively. As a result, the pressures to enforce mort
gage rate ceilings are stronger in the government- 
insured market than in the conventional market.

ket if the rate committee failed to react 
quickly enough to changing market interest 
rates. Tying the ceiling to another market 
rate, such as the yield on secondary market 
transactions, could help to meet this objec
tion.8

There are two markets for FHA and VA 
loans—primary and secondary—and the 
secondary market is well developed. (A 
newly written mortgage is a primary mar
ket transaction. The resale of a mortgage to 
another investor or lending institution is a 
secondary market transaction.) The FHA 
and VA secondary markets are active be
cause mortgage buyers don’t have to worry 
about the underlying risk on individual 
mortgages when these mortgages are 
backed by the Federal government. But the 
secondary market for conventional mort
gages is much less active. Purchasers of 
conventional mortgages must look more 
carefully at the borrower’s financial his
tory and the quality of the underlying 
property, since they bear the risks asso
ciated with the mortgage.

The advantage of using data from the 
FHA secondary market to set interest ceil
ings comes from this market’s competi
tiveness. The market is national in scope 
and has a large number of knowledgeable 
participants. The buyers and sellers usu
ally are institutions that operate in finan
cial markets every day, not single-family 
homeowners who might transact a mort
gage three to five times in a lifetime.9 The

8This proposal was developed by Professor Jack 
Guttentag of the Wharton School. Readers who want a 
more technical and more thorough treatment of the is
sues presented here are encouraged to read Guttentag, 
“Changes in the Structure of the Residential Mortgage 
Market: Analysis and Proposals,” in Study of the 
Savings and Loan Industry [Washington: Federal 
Home Loan Board, 1969).

9Another compelling reason for placing the ceiling 
rate close to the yield on secondary market transac
tions is that it would minimize discount points in the 
market. The paying of discount points—a charge im
posed by the lender when a mortgage is written—often 
is expected when ceiling rates are low relative to the 
lender’s expectation of the going market rate.
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secondary market yield represents the 
forces of the market itself rather than 
someone else’s view of how a market ought 
to work. Thus, tying a ceiling to this yield 
can achieve the social objective of protect
ing borrowers in the primary FHA-VA 
mortgage market while assuring a continu
ous availability of credit in that market.

CEILINGS: NO CURE FOR MARKET ILLS
Thus a case can be made for retaining 

ceilings in the FHA and VA mortgage pro
grams. But even a ceiling with the strong 
qualities of secondary market yield will 
have little effect on basic conditions in the 
market. If local mortgage markets are seri
ously noncompetitive, for example, they 
will remain so, despite ceilings, unless the 
causes of noncompetitiveness are tackled 
directly.

In the conventional mortgage market, the 
cards are stacked heavily against mort
gage interest ceilings. But state legisla
tors, who continue to impose ceilings, ap
pear to believe that their local mortgage

markets are not competitive enough. Do the 
facts support this belief, or has it just been 
around for so long that nobody bothers to 
question it?

Much research remains to be done on 
these topics. If uncompetitive practices are 
found, it’s better to get to their source than 
to cover them up with ceilings. Changing 
the state branch banking laws might spur 
competition, if competition is lacking. 
Standardizing the mortgage contract and 
informing the public about how to interpret 
it also might help. Many initiatives have 
been suggested, and some of them may be 
worth a try.

No one can guarantee that a more active 
approach to increasing competition would 
eliminate the need for ceilings. But while 
ceilings are likely to impose costs that will 
have to be shared by everyone, competition 
is likely to reduce borrowers’ costs. Thus 
it appears that the first step in helping the 
borrower is to improve competition, and 
only if that doesn’t work to put a ceiling on 
some segments of the market.

21

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



BUSINESS REVIEW JULY/AUGUST 1977

THE FUTURE OF
AMERICAN

THOMAS BRADLEY 

ANTHONY DOWNS 

MARTIN MEYERSON 

ANITA SUMMERS 

DONALD RAIFF

LENNOX MOAK

CARLA HILLS

Last October, as part of the Philadelphia Fed’s Bicentennial celebration, these seven 
authorities on urban economics and finance gathered here to discuss the future of American 
cities. The proceedings of that conference now are available.

To get your free copy of The Future o f  American Cities, write to the Department of Public 
Services, federal Reserve Bank of Philadelphia, Philadelphia, Pennsylvania 19106.
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The Fed in Print
Business Review Topics, 

Third and Fourth Quarters
1976 ,

Selected by Doris Ziminermann
Articles appearing in the Federal Re

serve Bulletin and in the periodic reviews 
of the Federal Reserve banks during the 
third and fourth quarters of 1976 are in
cluded in this compilation. A cumulation of 
these entries covering the years 1973 to 
date is available upon request. If you wish 
to be put on the mailing list for the cumu
lation, write to the Department of Public 
Services, Federal Reserve Bank of Phila
delphia.

To receive copies of the Federal Reserve 
Bulletin, mail two dollars for each to the 
Federal Reserve Board at the Washington 
address on page 31. You may send for pe
riodic reviews of the Federal Reserve 
banks free of charge by writing directly to 
the issuing banks, whose addresses also 
appear on page 31.

ACCOUNTING
Current accounting practices and 
proposals for reform—

Bost Sept 76 p 3

BALANCE OF PAYMENTS 
WHAT IS THE BALANCE OF 
PAYMENTS? available—

Bost July 76 p 41
A lower profile for the U.S. balance of 
payments—

Phila Nov 76 p 11

BANK CAPITAL
Bank capital adequacy—

Chic Sept 76 p 2
BANK CRIMES

The economics of bank security—
Phila Sept 76 p 3

BANK DEPOSITS INTEREST
Regulation Q amended July 26, 1976— 

FR Bull July 76 p 601
BANK EARNINGS

Earnings plunge in 1975—
Atlanta July 76 p 96

Bank profits and interest rates: 1975— 
Chic Aug 76 p 13

Member bank income in 1975—
FR Bull Aug 76 p 658

Income and expenses of Eighth District 
member banks: 1975—

St Louis Aug 76 p 2
Characteristics of high performance 
banks, 1969-1975—

Cleve Fall 76 p 12
BANK EMPLOYEES

Growth of District member bank 
employment, offices and salaries— 

Atlanta Oct 76 p 135
BANK FAILURES

FDIC policy toward bank failures—
Rich Sept 76 p 3

BANK HOLDING COMPANIES
Effects of holding company affiliation on 
de novo banks—

Chic July 76 p 11
THE IMPACT OF HOLDING COMPANY 
AFFILIATION ON BANK 
PERFORMANCE . . .  available—

Atlanta Aug 76 p 113
MBHCs: Evidence after two decades of 
regulation—

Chic Dec 76 p 3
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BANK LIQUIDITY
Southeastern banking in recession and 
recovery—

Atlanta Oct 76 p 141 
BANK LOANS

Commercial bank loans and the money 
supply—

Kansas City Nov 76 p 3
BANK LOANS—BUSINESS

Bank financing of the recovery—
St Louis July 76 p 2

The weakness of business loans in the 
current recovery—

NY Aug 76 p 208
BANK LOANS—CHARGE OFFS 

Loan losses surge in 1975—
Atlanta Nov 76 p 157

BANK PORTFOLIOS
Banks reduce municipal holdings— 

Atlanta Sept 76 p 128
BANK SUPERVISION

A probabilistic approach to early 
warning of changes in bank financial 
condition—

NY July 76 p 187

BANKING—FOREIGN BRANCHES 
Overseas branches assets and 
liabilities—

FR Bull Sept 76 p 812

BANKING—FOREIGN BRANCHES IN 
U.S.

Recent growth in activities of U.S. 
offices of foreign banks—

FR Bull Oct 76 p 815

BANKING HISTORY
The origins of commercial banking in the 
Fourth Federal Reserve District—

Cleve Win 77 p 5
BICENTENNIAL

A BICENTENNIAL CHRONOLOGY 
available—

Chic Aug 76 p 8

BLACK BANKS
Performance characteristics of 
high-earning minority banks—

Rich Nov 76 p 3
BURNS, ARTHUR F.

Statement to Congress, June 30, 1976 
(business forecast) —

FR Bull July 76 p 575
Statement to Congress, July 27, 1976 
(monetary policy) —

FR Bull Aug 76 p 668
Statement to Congress, August 23,1976— 

FR Bull Sept 76 p 765
Statement to Congress, November 11, 
1976 (monetary policy) —

FR Bull Nov 76 p 906
BUSINESS CYCLES 

The economic outlook: Cause for 
optimism?—

Rich July 76 p 3
The upswing retains momentum—

Chic Aug 76 p 3
Economic activity in ten major industrial 
countries: Late 1973 through mid-1976— 

St Louis Oct 76 p 8
Moderate economic expansion—

Atlanta Dec 76 p 167
BUSINESS FORECASTS AND REVIEWS 

The forecasting performance in the early 
1970s—

Bost July 76 p 29
District conditions—

Minn July 76 p 1
Domestic financial developments in the 
second quarter of 1976—

FR Bull Aug 76 p 651
An evaluation of economic forecasts: 
Extension and update—

Bost Sept 76 p 30
Domestic financial developments in the 
Third Quarter of 1976—
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FR Bull Nov 76 p 885
Outlook 1977—a tenuous balance— 

Kansas City Dec 76 p IT
Economic pause—some perspective and 
interpretation—

St Louis Dec 76 p 2
BUSINESS INDICATORS 

A retail sales indicator for the 
Southeast—

Atlanta July 76 p 86
The unemployment rate as an economic 
indicator—

St Louis Sept 76 p 2
CAPACITY

New estimates of capacity utilization: 
Manufacturing and materials—

FR Bull Nov 76 p 892
Measuring capacity utilization in 
manufacturing—

NY Win 76 p 13
CAPITAL EXPENDITURES

Capital spending upswing ahead—
Chic Nov 76 p 3

CAPITAL MARKET
Inflation and the efficiency of capital 
markets—

San Fran Sum 76 p 17
CARIBBEAN BASIN 

ECONOMIC SURVEY NEWSLETTER 
available—

Atlanta Aug 76 p 113
COLDWELL, PHILIP E.

Statement to Congress, June 28, 1976 
(banks-atomic attack) —

FR Bull July 76 p 574
COMMERCIAL POLICY 

Promoting U.S. exports through DISCs— 
Chic Oct 76 p 3

CONSUMER ADVISORY COUNCIL 
Meetings November 10-11 and list of 
members—

FR Bull Nov 76 p 974

Organization effective November 1, 
1976—

FR Bull Dec 76 p 1038
CONSUMER CREDIT

Rebound in installment credit—
Chic Nov 76 p 6

CONSUMER PROTECTION
Unfair or deceptive acts or practices— 

FR Bull Oct 76 p 850
CORPORATE FINANCE 

Equity shares and the financial 
markets—

San Fran Sum 76 p 25
Recent shifts in corporate financing 
patterns—

FR Bull Sept 76 p 733
CROPS

Reshuffling 1976’s planted acreages to 
increase crop production expenditures— 

Atlanta July 76 p 91
DEBT MANAGEMENT 

The financial markets—
NY Win 76 p 31

DEMAND DEPOSITS 
The future of demand deposits—

Cleve Fall 76 p 23
DISCOUNT OPERATIONS 

Discount window—seasonal borrowing 
privileges liberalized—

Dallas Nov 76 p 9
DISCOUNT RATES 

Change in discount rate approved 
November 22, 1976 and November 26, 
1976—

FR Bull Dec 76 p 1061
ECONOMIC DEVELOPMENT 
THE MYSTERY OF ECONOMIC 
GROWTH available—

Phila Nov 76 p 18
ECONOMIC STABILIZATION 

New perspectives on stabilization 
policies—

San Fran Fall 76 p 3
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ELECTRIC POWER INDUSTRY 
Utilities look to increased use of coal and 
nuclear energy—

Dallas Sept 76 p 1
FARM EXPORTS

U.S. agricultural exports—a boon to 
farmers—

Kansas City July 76 p 3
INTERNATIONAL TRADE AND 
AMERICAN AGRICULTURE 
available—

Kansas City July 76 p 23
FARM OUTLOOK 

District conditions—
Minn July 76 p 1

The agricultural outlook for the 
bicentennial year plus one—

Kansas City Dec 76 p 3
FARM PRODUCTION 

Agricultural highlights: 1976—
Chic Aug 76 p 9

FEDERAL RESERVE BANKS— 
EMPLOYEES
The Federal Reserve System’s Equal 
Employment Opportunity Program, 
1971-1975—

FR Bull Aug 76 p 665
FEDERAL RESERVE BANKS— 

OPERATIONS
Financial statement—

Cleve Win 77 p 34

FEDERAL RESERVE BOARD 
Reorganized October 29, 1976—

FR Bull Dec 76 p 1035

FEDERAL RESERVE DISTRICTS 
Change in boundaries January 1, 1977— 

FR Bull Dec 76 p 1061

FEDERAL RESERVE SYSTEM 
PUBLICATIONS 
BANKING AND MONETARY 
STATISTICS, 1941-1970 availab le—

FR Bull Sept 76 p 813

FIFTH DISTRICT FIGURES available— 
Rich Sept 76 p 26

ANNUAL STATISTICAL DIGEST 
available  —

FR Bull Oct 76 p 882
RESEARCH PAPERS available—

Phila Nov 76 p 19
REPRINT SERIES available—

St Louis Nov 76 p 23
FISCAL POLICY 

Large Federal budget deficits: 
Perspectives and prospects—

St Louis Oct 76 p 2
FOREIGN EXCHANGE 

Foreign exchange market—
Cleve Fall 76 p 3

FOREIGN EXCHANGE RATES 
Would fixed exchange rates control 
inflation?—

Phila July 76 p 3
The U.S. dollar in international markets: 
Mid-1970 to mid-1976—

St Louis Aug 76 p 7
FOREIGN TRADE

U.S. international trade and financial 
developments in 1976—

St Louis Dec 76 p 8
FUEL

NEW ENGLAND AND THE ENERGY 
CRISIS availab le—

Bost July 76 p 42
The energy situation: Ninth District 
energy—

Minn Oct 76 p 4
America’s current energy situation— 

Minn Oct 76 p 8
GARDNER, STEPHEN S.

Statement to Congress, August 31, 1976 
(foreign branches in U.S.) —

FR Bull Sept 76 p 769
Statement to the National Commission on
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Electronic Funds Transfers, November 
11-12, 1976 (role of government) —

FR Bull Nov 76 p 912
GAS INDUSTRY

The deregulation of natural gas: Its 
potential impact on New England—

Bost Sept 76 p 45
GRAIN

Grain supplies—issue of a reserve stock 
program for the United States—

Dallas Nov 76 p 1
GROSS NATIONAL PRODUCT 

Has the money-GNP relationship fallen 
apart—

San Fran Sum 76 p 34
HOUSING

Housing: A cyclical industry on the 
upswing—

St Louis Aug 76 p 15
HOUSING FINANCE 

Urban development—a new approach— 
Dallas Oct 76 p 1

INCOME
The concept of private income—

Kansas City Nov 76 p 11
INDIVIDUAL RETIREMENT ACCOUNTS 

Effect of Regulation Q—
FR Bull Aug 76 p 688

Board statement on ceiling rate—
FR Bull Aug 76 p 729

INDUSTRIAL PRODUCTION INDEX 
New Louisiana index dominated by 
mining—

Dallas July 76 p 8
DATA REVISION, 1976 available—

FR Bull Sept 76 p 812
1976 REVISION available  for the period 
1954-75—

FR Bull Oct 76 p 882
INFLATION

Some current controversies in the theory 
of inflation—

Rich July 76 p 8
Forecasting inflation: Does the method 
make a difference?—

Phila Sept 76 p 9
ECONOMICS OF INFLATION 
availab le—

Phila Nov 76 p 10
A monetarist model of world inflation 
and the balance of payments—

Rich Nov 76 p 13
The welfare cost of inflation—

St Louis Nov 76 p 9
INSURANCE, UNEMPLOYMENT 

Unemployment insurance Part III: A 
critique—

Kansas City July 76 p 14
INTEREST RATES 

An explanation of movement in short
term interest rates—

St Louis July 76 p 10
Federal deficits, inflation, and monetary 
growth: Can they predict interest 
rates?—

Rich Sept 76 p 13
U.S. government securities reflect no 
increase in uncertainty—

Dallas Oct 76 p 6
Interest rate behavior in the current 
economic recovery—

NY Win 76 p 33
JACKSON, PHILIP C.

Statement to Congress, July 29, 1976 
(consumer credit) —

FR Bull Aug 76 p 674
Statement to Congress, September 16, 
1976 (Truth in Lending Act) —

FR Bull Oct 76 p 833
Statement to Congress, November 23, 
1976 (consumer protection) —

FR Bull Dec 76 p 1012
LABOR FORCE

The changing compositon of the labor
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force—
NY Win 76 p 24

LIQUIDITY
Liquidity, and the role of monetary policy 
in consumer durable demand—

Bost Nov 76 p 31
MONETARY POLICY 

Effectiveness of alternative approaches 
to monetary control—

Dallas Aug 76 p 1
Monetary growth objectives—

Atlanta Dec 76 p 175
MONETARY THEORY 

The contributions and limitations of 
“monetary” analysis (Volcker) —

NY Oct 76 p 251
MONEY SUPPLY

Money growth, jobs, and expectations: 
Does a little learning ruin everything?— 

Phila Nov 76 p 3
Derivation of the monetary base

s t  Louis Nov 76 p 2
MORTGAGES

New mortgages designs for stable 
housing in an inflationary environment— 

Bost July 76 p 43
Home mortgage disclosure—

FR Bull July 76 p 592
REVISED DEBT INFORMATION 
available—

FR Bull Sept 76 p 813
MORTGAGES, VARIABLE 

Variable rate residential mortgages: The 
early experience from California—

San Fran Sum 76 p 5
Advantages of innovations in variable- 
rate mortgages—

Dallas Dec 76 p 1

MUNICIPAL FINANCE 
A fresh look at the municipal bond 
market—

Phila July 76 p 11

A New York City Budget: Anatomy of a 
fiscal crisis—

NY Win 76 p 1

NEGOTIABLE ORDER OF WITHDRAWAL 
Effects of “now” accounts on costs and 
earnings of commercial banks in 1974- 
75—

FR Bull Sept 76 p 741
Recent developments in the NOW account 
experiment in New England—

Bost Nov 76 p 3
The diffusion of NOW accounts in 
Massachusetts—

Bost Nov 76 p 20
PENSION PLANS 

Do-it-yourself pension plans—
Chic Oct 76 p 10

PETROLEUM INDUSTRY 
Development of the Texas oil industry— 

Dallas July 76 p 1

POLLUTION
Capital spending for pollution 
abatement—

Atlanta Aug 76 p 110
PORTS

Southeastern ports—
Atlanta Nov 76 p 151

PRICES
Prices in recession and recovery—

FR Bull July 76 p 557
MEASURING PRICE CHANGES: A 
STUDY OF THE PRICE INDEXES 
available—

Rich Nov 76 p 23
PRODUCTIVITY 

Productivity and change in the 
Southeast’s manufacturing sector— 

Atlanta Sept 76 p 118
REGULATION A

Extension of credit amendment, August 
25, 1976—

FR Bull Sept 76 p 787
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REGULATION AA
Effective September 28, 1976—

FR Bull Oct 76 p 879
REGULATION B

Amendment July 30, 1976—
FR Bull July 76 p 607

Amendment July 30, 1976—
FR Bull July 76 p 646

Requirement extended on September 2, 
1976 to November 1, 1976—

FR Bull Sept 76 p 811
REGULATION C

Exemptions December 9, 1976—
FR Bull Dec 76 p 1061

REGULATION D
Reserves of member banks interest on 
deposits—amendments, July 26, 1976— 

FR Bull July 76 p 601
Interpretation—

FR Bull July 76 p 605
Amendment July 26, 1976—

FR Bull July 76 p 646
Reserves management strategy and the 
carry-forward provision—

Atlanta Aug 76 p 102
REGULATION F

Amended November 15, 1976—
FR Bull Oct 76 p 880

Amended to conform to SEC rules—
FR Bull Nov 76 p 928

REGULATION G
Amendment August 6, 1976—

FR Bull July 76 p 608
Amendment August 20, 1976—

FR Bull Aug 76 p 687
Amendment August 20, 1976—

FR Bull Aug 76 p 729
REGULATION Q

Reserves of member banks interest on 
deposits amendments, July 26, 1976— 

FR Bull July 76 p 601

Interpretation—
FR Bull July 76 p 604

Amendment July 26, 1976—
FR Bull July 76 p 646

Temporary suspension of early 
withdrawal penalty June 6, 1976 through 
December 31, 1976—

FR Bull July 76 p 648
Amended November 8, 1976 [Keogh 
plans) —

FR Bull Nov 76 p 973
Amended November 6, 1976—

FR Bull Dec 76 p 1034

REGULATION T
Amendment August 6, 1976—

FR Bull July 76 p 608
Interpretation—

FR Bull Sept 76 p 790
Amended January 1, 1977—

FR Bull Oct 76 p 849
Amended January 1, 1977—

FR Bull Oct 76 p 880

REGULATION U
Amendment August 6, 1976—

FR Bull July 76 p 608
Form U-l adoption postponed until 
January 1, 1977—

FR Bull Nov 76 p 949

REGULATION Y
Amended October 13, 1976—

FR Bull Oct 76 p 880
Amendment on bank underwriting 
deferred October 19, 1976—

FR Bull Nov 76 p 28
Amended October 13, 1976 [automobile 
leasing) —

FR Bull Nov 76 p 930
Action deferred on amendment October 
20, 1976—

FR Bull Nov 76 p 973
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REGULATION Z
Amended March 23, 1977—

FR Bull Oct 76 p 881
Amended March 23, 1977 (Consumer 
Leasing Act 1976) —

FR Bull Nov 76 p 944
Supplement December 13, 1976—

FR Bull Dec 76 p 1061

RESERVE REQUIREMENTS
Structure an impediment to monetary 
control?—

Dallas Dec 76 p 9

SOCIAL SECURITY
The future of Social Security—

Bost July 76 p 3

SOURCES AND USES OF FUNDS
Nonbank thrift institutions in 1975 and 
1976—

FR Bull Dec 76 p 979 

STATE BANKS
State-owned banks: New wine for old 
bottles?—

Chic July 76 p 3

STOCK MARKET
Money and stock prices—

Kansas City Sept 76 p 3
SUBSIDIES

The Federal subsidy picture: A blurred 
image—

Kansas City Sept 76 p 12
SWAP ARRANGEMENTS

Swap network operations 1962-1976— 
NY Win 76 p 42

Swap operations 1962-1976—
FR Bull Dec 76 p 1006

TRANSFER OF FUNDS
Electronic funds transfer: An 
introduction—

Minn July 76 p 7
A primer on electronic funds transfer— 

Minn July 76 p 7
Development of electronic funds transfer 
systems—

St. Louis Sept 76 p 10
WALLICH, HENRY C.

Statement to Congress, November 19, 
1976 (investment policy) —

FR Bull Dec 76 p 1012
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