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U.S. Balance of Payments in 1961

THE OVER-ALL DEFICIT in the U.S. bal-
ance of payments was much smaller in the
first half of this year than the large deficits in-
curred in the three preceding years. Smaller
net gold and dollar transfers to foreign
holders reflected an increased trade surplus
and smaller capital outflows than late in
1960.

During the latter part of 1960, concern
over drains on the gold stock and over the
future payments position of the United States
had contributed to exceptionally large out-
flows of capital. The outflows diminished
early this year after the U.S. Government
made clear its determination to defend the
international value of the dollar. Neverthe-
less, outflows of short-term credits and vol-
atile capital remained large and added to
the over-all deficit in the first half of
the year.

A near-record trade surplus in the first
half of 1961 owed much to cyclical condi-
tions favorable to the balance of payments.
Continued strong demands in industrial
countries abroad helped to sustain the high
rate of U.S. exports, while decreased im-
ports reflected a reduced level of industrial
activity in this country. Imports began to
rise again this summer, after expansion in
U.S. economic activity resumed. In part
because of the increase in imports, the over-
all deficit was larger during the summer than
it had been in the spring.

Reasonable equilibrium in the U.S. bal-
ance of payments will be attained when defi-
cits under cyclically unfavorable condi-
tions are by and large offset by payments

surpluses under favorable conditions. Some
progress toward this goal has been achieved
since 1959, but the continued deficit early
this year, at a time when imports were de-
pressed, is indicative of the need for further
adjustments in the balance of payments.

U. S. FOREIGN TRADE

Annual rates Billions of dollars

EXPORTS

IMPORYTS

Note.—Three-month centered moving averages of Bureau of
the Census seasonally adjusted monthly data, weighted one-two-
one. Exports exclude shipments under military aid programs.
Latest figures shown, June-July-August average.

Orderly adjustment of payments imbal-
ances both here and abroad may be dis-
rupted by large movements of volatile capi-
tal such as those experienced over the past
year. A number of measures to strengthen
the world payments system against disturb-
ances, including capital flows, are currently
being explored.
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TRADE SURPLUS

Merchandise exports exceeded imports in
the first half of 1961 by $6 billion at a
seasonally adjusted annual rate. This rate
was the highest in the past decade except for
the months following the Suez crisis and was
more than $1 billion higher than in 1960.

From mid-1959 to mid-1960 the trade
surplus had been enlarged by a marked ex-
pansion of exports. The still higher trade
surplus in the first half of 1961, however,
resulted mainly from a drop in imports. Ex-
ports leveled off after mid-1960 at an annual
rate of close to $20 billion.

Merchandise exports. The main element
in the leveling off of total exports after mid-
1960 was a cessation of increases in exports
to Europe. By the summer of 1960, ship-
ments to Europe had reached an annual rate
of $6 billion and were 50 per cent above
the low in the spring of 1959.

European economic activity has con-
tinued to grow over the past year but the

U. S. EXPORTS

Annval rates Billions of dollors

LATIN
| AMERICA [y

1957 1959 1961 1957 1959 1961

Note.—Bureau of the Census data, adjusted for seasonal
variation by Federal Reserve. Exclude special category exports
for which details are not available by destination. Adjusted
to exclude in the third quarter of 1959, and to include in the
fourth quarter, shipments accelerated in anticipation of the
port strike in October 1959. Dots indicate July-August rates.
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pace of expansion has been slower. Indus-
trial production in June was 6 per cent
above a year earlier compared with a rise of
more than 10 per cent in the preceding 12-
month period. Rapid increases in consumer
incomes have continued, but in many coun-
tries shortages of labor have impeded growth
in output. Rising expenditures to enlarge
and modernize industrial capacity have been
a major underlying force in the European
expansion.

In the latter part of 1960 slower growth
of industrial output in Europe and expan-
sion of productive capacity in steel and other
metals contributed to smaller purchases for
additions to inventories, including purchases
from the United States. By the spring of this
year U.S. exports of metals to Europe had
been reduced 40 per cent from year-earlier
levels. Also, U.S. exports to Europe in mid-
1960 included heavy deliveries of com-
mercial jet aircraft and by this summer a
major part of these deliveries had been com-
pleted. Reduced purchases by Britain ac-
counted for a large part of the decline in
both metals and aircraft; by mid-1961 total
exports to Britain were down nearly 40 per
cent from a year earlier.

Heavy demands for machinery have
helped to sustain total exports to Europe
and have contributed to further expansion
of exports to Japan. Total machinery ex-
ports this summer were 10 per cent above
both those a year earlier and the previous
record rates of 1957. New export orders
for machinery advanced sharply further this
spring, and existing order backlogs point to
further increases in machinery exports.

A recession in Canadian economic ac-
tivity led to declines in exports to that coun-
try beginning in the spring of 1960. Al-
though recovery began in Canada early this
year, U.S. exports to Canada remained low
into the summer. In June the exchange rate
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of the Canadian dollar was allowed to fall
by about 5 per cent, tending to raise prices
of U.S. goods in Canada.

Declines in shipments to Venezuela and
Cuba have reduced exports to Latin
America over the past year. Very large ex-
ports to other nonindustrial countries late
in 1960 and early this year resulted mainly
from heavy shipments of grains to India and
some other countries under Government aid
programs.

Fluctuations in cotton shipments con-
tributed heavily to a dip in total exports this
spring. After a rapid rise until early this
year, cotton exports fell sharply as ship-
ments were delayed pending an increase in
the export subsidy beginning August 1.
Cotton exports since August 1 have been
at a much higher rate than in the spring.

Merchandise imports. Imports fell sharply
late last year by about 10 per cent to an
annual rate of $13.5 billion. The reduction,
accompanying declines in output in this
country, was much larger than in the 1958
recession. Decreases in imports of ma-
terials were roughly comparable to earlier
cyclical experience but, in contrast to 1958,
imports of manufactures also declined last
year, as shown in the chart.

Declines in imports in the early part of
1960 were mainly in steel, after settlement
of the 1959 steel strike, and in automobiles.
Steel imports showed little further change
after mid-1960, but declines then occurred
in a wide range of commodities. Automobile
imports continued to fall until early this year
as inventories of foreign-made cars were re-
duced because of lower sales.

Merchandise imports in the spring of
1961 were less than 2.7 per cent of gross
national product, a smaller ratio than at the
corresponding recession lows in 1954 and
1958. In recent years this ratio has in-
creased during recovery periods, but it ex-

http://fraser.stlouisfed.org/
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U.S. IMPORTS

Annual rates Billions of dollors
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Note.—Three-month centered moving averages of Bureau of
the Census monthly data on imports for consumption, adjusted
for seasonal variation by Federal Reserve. Latest figures shown,
June-July-August average.

ceeded 3 per cent to a significant extent only
in late 1959, when total imports were swol-
len by heavy arrivals of steel and automo-
biles. The ratio rose this summer when im-
ports increased sharply to about $15 billion
at an annual rate.
CURRENT AND LONG-TERM
CAPITAL TRANSACTIONS
The balance on current account, long-term
capital, and Government aid is a measure of
the payments position that is useful in ana-
lyzing developments over the past year.
Movements in this balance reflect gradual
long-run changes as well as large cyclical
swings in demands for goods and investment
capital but exclude, for the most part,
changes in short-term financing and capital
movements of a volatile nature.

In the first half of 1961 the surplus on
current account totaled $5 billion at an an-
nual rate. Besides a trade surplus of $6
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billion, there were net receipts on com-
mercial services of $2.5 billion and net pay-
ments of $2.5 billion on military transac-
tions and of $1 billion on remittances and
pensions. The sum of net outflows of private
long-term capital and of Government aid
less normal debt repayments was about
equal to the current account surplus.

U.S. BALANCE OF PAYMENTS

Annugl rotes Billions of doliars
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]
e N\ TRADE BALANCE 7

BALANCE ON CURRENT
ACCOUNT, LONG-TERM
CAPITAL, AND‘ AID

Av/\ MA 0
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SHORT-TERM U.S. CAPITAL AND
UNIDENTIFIED TRANSACTIONS

| | j { ; 5

NET GOLD AND
DOLLAR TRANSFERS
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1957

1959 1961

NorTe.—Department of Commerce seasonally adjusted data,
excluding military aid. Excludes subscription of $1,375 million
to International Monetary Fund in second quarter of 1959.
Net gold and dollar transfers represent foreign gold purchases
(—) from the United States, recorded net increases (—) in
foreign holdings of short-term assets in the United States and
of long-term U.S. Government securities, and beginning in 1961,
changes in holdings by the Exchange Stablhzatlon Fund of
convertible foreign currencies. Beginning with 1960, net gold
and dollar transfers exclude, and U.S. short-term capltal in-
cludes, net changes in liabilities to foreigners of nonfinancial
concerns. Latest figures shown, second quarter (preliminary).

The near balance on these transactions,
together with large extraordinary debt re-
payments on U.S. Government loans, re-
sulted in a surplus in the balance on current
account, long-term capital, and Government

http://fraser.stlouisfed.org/
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aid in the first half of the year. This sur-
plus compares with a deficit of $5 billion
at an annual rate in the first half of 1959.
The change over this period roughly paral-
leled the increase in the trade surplus, as
shown in the chart.

Government economic aid. Net nonmil-
itary Government grants and loans were re-
duced this spring by large advance loan re-
payments, particularly by Germany. Ex-
cluding these special receipts, net outpay-
ments for Government economic aid in the
first half of 1961 were at an annual rate of
$3.2 billion compared with $2.6 billion in
the corresponding period of 1960.

Government aid payments abroad are
now rising again after showing little net
change in the last five years. To a larger
extent than in earlier years, Government
grants and loans must now be used to pur-
chase U.S. goods and services. But to the
extent that increased aid is not accompanied
by increased exports, prospective increases
in these expenditures will add to the adjust-
ments required in other international trans-
actions if equilibrium in the balance of pay-
ments is to be achieved.

Private long-term capital. Net outflows of
U.S. and foreign long-term capital were at
an annual rate of $1.8 billion in the first half
of this year. This rate was about the same as
the average outflows of 1959 and early 1960,
but was lower than in late 1960 when the
total was swollen by a single large direct
investment in Britain.

Early this year there were large repay-
ments on medium-term credits extended by
U.S. banks, and new issues of Canadian and
other foreign securities in this country were
small. On the other hand, outflows of direct
investment capital in the first half of 1961
were considerably larger than a year earlier,
in part because of the continued rise in U.S.
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investments in European manufacturing
activity.

Additions to foreign direct investments in
the United States and net foreign purchases
of U.S. corporate securities totaled nearly
$300 million in the first half of this year.
In the latter part of 1960, there had been
a net movement of foreign funds out of these
investments.

OTHER CAPITAL MOVEMENTS

The over-all deficit in the U.S. balance of
payments as measured by net transfers of
gold and liquid dollar assets to foreigners
would have been at an annual rate of more
than $1.5 billion in the first half of 1961
except for advance repayments received on
Government loans. This rate of deficit con-
trasts with the near balance achieved on
current and long-term capital transactions.
The difference is accounted for by move-
ments of short-term and volatile capital.

In the U.S. balance-of-payments accounts,
most of these capital movements have shown
up as increases in recorded short-term
claims and in the residual category of un-
identified transactions. There is normally
a net outflow of recorded U.S. short-term
capital. Until 1960 this outflow had varied
within fairly narrow limits as conditions in
money and capital markets changed. On the
other hand, unidentified transactions have
usually shown net receipts. Before 1960
these receipts generally counterbalanced re-
corded short-term capital outflows.

In the last half of 1960 recorded short-
term capital outflows increased sharply to
more than $2 billion at an annual rate, while
unidentified transactions resulted in net out-
payments at an annual rate of about $1 bil-
lion. The striking shift from net receipts to
large net payments on unidentified trans-
actions presumably represented unrecorded
outflows of U.S. and foreign capital.

http://fraser.stlouisfed.org/
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NoTe.—Department of Commerce seasonally adjusted data.
Net outflows (—) of private U.S. short-term capital include,
beginning with 1960, net changes in liabilities to foreigners of
nonfinancial concerns. Unidentified transactions in the balance
of payments are the difference between net gold and dollar
transfers and net recorded transactions. Latest figures shown,
first half (preliminary).

Underlying these large capital movements
have been the persistent payments surpluses
of Germany and some other European coun-
tries and the persistent tendencies toward
deficits in the balances of payments of the
United States and the United Kingdom. Out-
flows of capital from the United States late
last year reflected growing concern over the
long-run payments position of the United
States, political and exchange-rate uncertain-
ties, and easier conditions, including lower
interest rates, in U.S. credit and capital mar-
kets, than in a number of countries abroad.
Recorded outflows of short-term capital
from the United States in the last half of
1960 were mainly to Britain and Japan, but
reserve changes of major European coun-
tries indicate that there were also large un-
recorded capital movements to Europe.
Movements of domestic and foreign private
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capital from the United States led to accruals
of dollars to European central banks, many
of which normally hold large proportions of
their international reserves in gold. Declines
in the U.S. gold stock may have stimulated
further capital movements.

Speculative capital flows from the United
States appear to have diminished early this
year after the President pledged the entire
U.S. gold stock, together with other inter-
national resources, to defend the present ex-
change value of the dollar if necessary.
Though smaller than they were in late 1960,
outflows of recorded short-term and unre-
corded capital have remained large in 1961.

Continued large outflows of recorded
short-term capital in the first half of 1961
resulted mainly from further borrowings by
Japan. By midyear, U.S. short-term bank-
ing claims on Japan totaled $1.3 billion and
were $500 million higher than at the end
of 1960. Japanese imports have continued
to rise rapidly this year while exports have
changed little since late 1960. Despite large
borrowings abroad to finance increasing im-
ports, Japanese reserves fell sharply this
summer, and the Japanese authorities took
several measures to restrain domestic de-
mand. These included increases in the dis-
count rate of the Bank of Japan in July and
in September.

In the last half of 1960 inflows of capital
into Britain more than offset a large deficit
in current payments, and British reserves in-
creased. After speculative pressure against
the dollar eased early this year, however,
large amounts of funds moved from Britain
to other European countries, particularly
after the upward revaluations of the German
mark and the Netherlands guilder in March.
British reserves were supported during the
spring by substantial assistance from various
European central banks.

Federal Reserve Bank of St. Louis
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At the end of July the British Government
undertook a comprehensive series of meas-
ures to correct the payments deficit and ob-
tained a large drawing from the Internationatl
Monetary Fund. These measures included
higher sales taxes and an increase in the
discount rate of the Bank of England from
5 to 7 per cent. Since then there have been
new flows of funds to Britain. In October
the discount rate was reduced to 6% per
cent to help check further capital inflows.

In other European countries, inflows of
capital over the past year supplemented re-
serve increases arising from surpluses in cur-
rent international payments. These inflows
added to domestic liquidity at a time when
the monetary authorities were attempting to
restrain expansion of bank credit and the
money supply in the face of boom condi-
tions. Beginning in the fall of 1960 in-
terest rates were reduced and other measures
were taken in Germany, Switzerland, and
the Netherlands to discourage further in-
flows of capital. In March 1961 Germany
and the Netherlands raised the external
value of their currencies to help reduce the
surpluses in their external transactions.

Uncertainties in foreign exchange markets
continued during the spring and were
heightened this summer by international
political tensions. In recent months cap-
ital has moved out of Germany, and Ger-
man reserves have declined despite a con-
tinued large current surplus in the balance
of payments.

Correction of the underlying imbalances
in international payments should in time
reduce the potential strains on the world
payments system arising from possible large
movements of capital. Meanwhile, how-
ever, volatile capital movements may inter-
fere with orderly readjustments in payments
positions. Even when a greater measure of
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equilibrium in international payments is
achieved, large capital movements may oc-
cur from time to time.

Means of reducing disequilibrium in inter-
national payments and of enabling the world
payments system better to withstand the
effects of large capital movements have been
major topics of international consideration.
A primary purpose of the recently formed
Organization for Economic Cooperation and
Development is to provide a forum enabling
policy formulation in the member countries
to take more adequately into account the
needs of international equilibrium. In
September, at the annual meeting of the
International Monetary Fund, agreement
was reached in principle on arrangements
by which the Fund’s resources might be
temporarily augmented, when necessary, to
enable the Fund to meet possible interna-
tional financial strains.

EQUILIBRIUM IN THE
U.S. BALANCE OF PAYMENTS

The near balance on current and long-term
capital transactions in the first half of 1961
resulted from essentially temporary factors.
In particular, the conjunction of strong de-
mands in industrial countries abroad and
reduced demands in this country led to a
near-record trade surplus.

As economic activity expands in this
country and as imports continue to rise in
response to increasing output and incomes,
the over-all deficit in the U.S. balance of
payments is likely to increase. Such an in-
crease, however, would not necessarily mean
a deterioration in the underlying balance-of-
payments position. That position is deter-
mined by the more fundamental longer run
trends in trade and payments around which

Federal Reserve Bank of St. Louis
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the large shorter term swings take place.
U.S. gold reserves are large enough to cover
prospective payments deficits if fluctuations
from year to year are not widely viewed as
fundamental changes and if progress con-
tinues toward ultimate adjustment of the
balance of payments.

Attainment of reasonable equilibrium in
the U.S. balance of payments requires an
enlargement of the U.S. trade surplus and
other current receipts sufficient to cover U.S.
net outpayments for private investment and
for Government aid and expenditures
abroad. Developments since 1959 have
been conducive to the achievement of the
fundamental adjustments in trade and pay-
ments necessary to reach this objective.

Major markets abroad have been expand-
ing, and there have been further relaxations
of restrictions on trade and payments. In
this country prices of many products im-
portant in U.S. foreign trade have been
stable for more than two years; this con-
trasts with sharp increases in earlier years
and compares favorably with recent price
developments in several major competing
countries. In many lines domestic producers
are meeting foreign competition more suc-
cessfully than before.

The adjustments thus far—both in the
United States and in other countries—have
nevertheless been insufficient, as evidenced
by the continued deficit in the U.S. balance
of payments this year. In this country the
need for greater equilibrium in the balance
of payments underlines the importance of
maintaining a high degree of over-all price
stability and of continuing vigorous efforts to
improve the competitive position of U.S.
goods in world markets as economic activity
expands.
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Survey of Finance Companies, Mid-1960

QOVER THE PAST FIVE YEARS the shares of
consumer financing accounted for by the
different types and sizes of finance com-
panies, the relative importance of the kinds
of credit extended, and the sources of financ-
ing have been shifting. By mid-1960 retail
automobile financing, the traditional spe-
cialty of sales finance companies, had fallen
to less than half of their estimated total
loans. At the same time, their loans to busi-
nesses had increased to about one-third of
the total. Over the past year a further shift
occurred as automobile credit at finance
companies declined. On the other hand,
consumer finance companies, which ex-
panded steadily between 1955 and 1960,
have increasingly concentrated on personal
loans. Both the sales and consumer finance
groups have shifted toward borrowing at
long-term.

This article and its supplementary tables
present information obtained in a survey of
the assets and liabilities in mid-1960 of all
companies engaged in financing consumers
and business under specialized financing
plans. Some comparisons are made with
data from a similar survey in the consumer
credit area in mid-1955. The main pur-
pose of the survey was to provide bench-

'The survey of finance companies was conducted
by the Consumer Credit and Finances Section of the
Board’s Division of Research and Statistics, under the
direction of Mona E. Dingle, with the cooperation
and assistance of the Federal Reserve Banks and of
industry trade associations. This article was prepared
by Francis R. Pawley. Edwin J. Swindler and Elsie
T. Nelson assisted the author in organizing the
survey and in processing the results.

2 “Survey of Finance Companies, Mid-1955,” Fed-
eral Reserve BULLETIN, April 1957.

mark data for the Federal Reserve statistics
on consumer credit. It was also designed to
provide more comprehensive data on flows
of credit to and from the various types of fi-
nance companies, and thus it included com-
panies financing business as well as those
financing consumers.

In the survey, information was sought
from all sales finance, personal finance (in-
cluding consumer finance), and business fi-
nance companies, an estimated total of about
6,400 companies. Reports were received
for about 4,500 companies accounting for
an estimated 96 per cent of the aggregate
outstanding credit held by all of these in-
stitutions. The methods used in developing
estimates for nonreporting companies are
described in the technical note appended to
this article. The data obtained are being
used to make necessary revisions of the con-
sumer credit statistics, which will be pub-
lished in a later issue of the Federal Re-
serve BULLETIN. The questionnaire used
is reproduced at the end of this article, and
the data obtained are shown in detail in the
supplementary tables.

TYPES OF FINANCE COMPANIES

Specialized finance companies were grouped
in four types according to the kind of credit
in which they tend to specialize.

Sales finance companies are engaged prin-
cipally in purchasing instalment paper which
arises from retail sales of passenger auto-
mobiles or other consumer goods or from
outlays for residential repair and moderniza-
tion.

1140
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Consumer finance companies are engaged
principally in making personal loans under
State small loan laws.

Other personal finance companies are en-
gaged principally in making personal loans
not covered by State small loan laws. The
group includes, for example, many indus-
trial Joan companies, cooperative credit as-
sociations, or loan funds operated by
churches, fraternal orders, or others.

Business finance companies include
commercial finance companies and factors
engaged principally in financing or fac-
toring business accounts receivable. This
category also includes companies special-
izing in financing sales of commercial, in-
dustrial, and farm equipment.

The classifications are necessarily some-
what arbitrary because many of the com-
panies extend several kinds of credit. For
example, sales finance companies, in addi-
tion to purchasing consumer goods paper,
generally extend wholesale credit to dealers
to finance their inventories and purchase re-
tail paper arising from sales of commercial
vehicles. Some also extend personal loans
through subsidiaries. A few of the larger
companies are heavily engaged also in fi-
nancing or factoring business accounts re-
ceivable or financing sales of commercial,
industrial, and farm equipment. Consumer
finance companies and business finance
companies tend to be less diversified.

In the survey, all companies were clas-
sified on the basis of the largest amount of
their loans outstanding, as shown in their
consolidated balance sheets. On this basis,
the total number of these specialized finance
companies estimated for each type as of
June 30, 1960, was approximately as fol-
lows: sales finance, 2,000; consumer fi-
nance, 2,200; other personal finance, 1,600;
and business finance, 600, as Table 1

Federal Reserve Bank of St. Louis

shows. Total combined assets of all the com-
panies were estimated at about $25 billion.
As a group, sales finance companies have
a much larger amount in loans outstanding
than any other type of finance company.

TABLE 1
FinancE CoMPANIES SURVEYED, JUNE 30, 1960

[Amounts in millions]

Number Amount
Type of company Total

Com- ot Total

panies | Offices 1%:;51: assets

Sales finance........... 2,021 6,431 815,969 [$16,242
Consumer finance. ...... 2,165 8,947 3,497 3,862
Other personal finance..| 1,630 3,205 850 1,384
Business finance........ 608 782 3,365 3,490
Alltypes............ 6,424 19,365 ($23,681 '$24,978

Note.—Estimates for all companies based on the survey of finance
companies as of June 30, 1960,

They held about two-thirds of the total value
of loans of all types, while consumer finance
and business finance each held one-seventh.
Consumer finance companies, which serve
small borrowers wherever they are located,
operated the largest number of offices per
company; business finance companies,
heavily concentrated in metropolitan cen-
ters, operated the fewest.

SIZE OF COMPANY

Except for the mixed group of “other
personal finance companies,” the largest
companies as a group had by far the largest
share of the total business, as indicated in
Table 2. Those with $25 million and over
in consumer loans accounted for 85 per cent
of total loans of sales finance companies and
69 per cent of the total for consumer finance
companies, although only 34 sales finance
companies and 14 consumer finance com-
panies were in this group. Business financ-
ing was similarly concentrated in the larger
companies; 21 companies with $25 million
and over in business loans held 74 per cent
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TABLE 2

TotaL Gross Loans aANpD NUMBER OF COMPANIES,
BY Size oF CompaNy, JUNE 30, 1960*

$25 Under
HTh $5-825
million " $5
and over miltion million

Type of company All sizes

Gross loans (per cent):

Sales finance......... 100 85 7 8
Consumer finance. .. .. 100 69 10 21
Other personal finance. 100 27 15 58
Business finance...... 100 74 15 1
Companies (number):
Sales finance......... 2,021 34 87 1,900
Consumer finance....| 2,165 14 34 2,117
Other personal finance.{ 1,630 3 11 1,616
Business finance...... 608 21 43 544

1 Size of company is based on consumer loans outstanding for
sales, consumer finance, and other personal finance companies, and
based on business loans for business finance companies.

of the total loans for that type of company.

The larger size classes accounted for a
larger proportion of total assets in 1960 than
in 1955. The $25 million and over size
group held 85 per cent of the total assets of
sales finance companies in 1960 compared
with 73 per cent in 1955. For the consumer
finance group, the proportion was 70 per
cent in 1960 against 51 per cent in 1955.

The expansion has reflected somewhat
different factors for the two types of busi-
ness. For sales finance companies, 5 of the
12 percentage-point increase in the propor-
tion were accounted for by the organization
of five large new subsidiaries, four in the
mail order and retail appliance store fields.
Another 5 points reflected an expansion of
individual companies reporting in the $25
million and over size group in both years.
The remaining 2 points were accounted for
by companies moving up from smaller size
classes in 1955.

For the consumer finance group, 15 of the
19 percentage-point increase in the share of
total assets held by the $25 million and over
group were accounted for by an expansion
of companies reporting in that size class in
both years. Companies moving up from

Federal Reserve Bank of St. Louis

smaller size classes in 1955 accounted for
the remainder.

CHANGES IN KINDS OF LOANS

Total gross loans of all sales finance com-
panies are estimated to have increased about
70 per cent, from $9,400 million in 1955 to
$16,000 million in 1960, as indicated in
Table 3. For consumer finance companies,
the increase was 40 per cent, from $2,500
million to $3,500 million.

While all types of loans at sales finance
companies have increased in amount since
1955, the proportion accounted for by retail
automobile loans has declined and that ac-
counted for by other consumer goods paper
and business loans has risen, as indicated
in Table 3.* The share of retail automobile
paper fell from more than three-fifths in
1955 to less than half in 1960, reflecting in
part fewer automobile sales and increased
competition from banks. Mainly as a re-
sult of the large new financing subsidiaries,
the proportion of paper on other consumer
durable goods rose from 10 to 15 per cent.
The proportion of personal loans to total
loans increased from 4 per cent to 6 per
cent.

The reduction in the proportion of auto-
mobile loans and the increase in the pro-
portion of business credit was concentrated
in the holdings of the larger companies.

3 The increase in the proportion of business financ-
ing by sales finance companies shown in Table 3 is
somewhat overstated because the 1955 survey did not
include certain large finance company subsidiaries
engaged in business financing which were included
in 1960. On a comparable basis, total business
financing of the sales finance group in 1955 would
have been about 25 per cent of total loans instead of
22 per cent. The proportion of total consumer loans
would be correspondingly reduced to 75 per cent, from
78 per cent. Comparable data for 1955 would have
increased the proportion of business equipment financ-
ing to 6 per cent of total loans from 5 per cent and
that of “business loans” (mainly accounts receivable
financing) to 4 per cent from 2 per cent.
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TABLE 3
LoaNs OUTSTANDING, JUNE 30, 1960 aND 1955
{Amounts in millions])
Amount Per cent
Type of foan Sales finance Consumer finance Bﬁl:;iﬁgzs Sales finance Consumer finance I:i;saigzzs
1960 19551 1960 1955 1960 1960 19551 1960 1955 1960
Retail automobile paper......... $7,353 $5,976 $152 $148 $ 4 46 63 4 6 l.......
Other consumer durable goods
E-Y L 2,452 897 362 272 44 15 10 10 11 1
Repair and modernization loans2. 125 23 11 1 1 S I S I O
Personal loans.................. 989 421 2,922 1,977 10 6 4 84 79 looieai...
Total consumer loans.......... 10,919 7,317 3,447 2,398 59 68 78 98 96 2
Commercial, industrial and farm
EQUIPIENE. . v .v et enrennnenann 1,802 452 10 6 1,277 11 b P T 38
Wholesale paper on automobiles. .} 2,039 1,176 12 16 175 13 12 ... 1 5
Other wholesale paper on con-
sumer goods.... oo 333 95 5 2 72 2 S T 2
Business loans3.,................ 755 222 9 52 1,744 5 2 e 2 52
Other accounts and notes receiv-
abled. . .o 121 16t 15 22 38 1 2 1 1 1
Total business loans........... 5,050 2,106 50 98 3,306 32 22 2 4 98
Total loans (gross). ......... $15,969 $9,423 $3,497 $2,496 $3,365 100 100 100 1060 100

... . indicates zero or less than .5 of 1 per cent.

1 Not fully comparable with 1960 data; see text.

2 Includes minor amounts of business loans.

3 Item 1,h. of questionnaire. Consists mainly of business accounts

Automobile credit grew slightly more rapidly
than most other types of credit at companies
with consumer loans of less than $5 mil-
lion. In the $25 million and over class,
however, retail automobile loans declined
from 66 per cent of the total in 1955 to 45
per cent in 1960, while business credit rose
from 23 per cent to 35 per cent. The share
of the total accounted for by other consumer
goods paper rose for most size classes.

As a result of the slower growth of auto-
mobile credit for the larger companies, there
was a decline in the share of consumer loans
accounted for by those companies with $25
million or more in consumer loans in both
1955 and 1960. The 19 sales finance com-
panies in this size class in both years in-
creased their consumer loans by 40 per cent
while their total assets increased by 70 per
cent, and their share of the total consumer
loans of all sales finance companies declined
from 75 per cent to 71 per cent.

Federal Reserve Bank of St. Louis

receivable financing.

4Item 1.i. of questionnaire., This may include a small amount
of consumer loans not separately identifiable.

NoTtE.~~Details may not add to totals because of rounding.

As a group, consumer finance companies
have not diversified their loans in the past
five years. The proportion of personal loans
to total loans for these companies increased
from 79 per cent in 1955 to 84 per cent in
1960. The proportion of total consumer
loans rose only slightly, however, as the
share of automobile and other consumer
durable goods paper fell. A small part of
the $1 billion increase in receivables re-
sulted from the inclusion of data for Alaska
and Hawaii and the passage of small loan
laws in Alabama, Kansas, and Montana.

The business finance companies, which
were not covered in the 1955 survey, in
1960 held about two-fifths of their total
loans in paper financing commercial, indus-
trial, and farm equipment, and about half
in “business loans” mainly financing ac-
counts receivable. With a few important
exceptions, different companies conduct
business equipment financing, farm equip-
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ment financing, and accounts receivable fi-
nancing. Equipment financing and accounts
receivable financing can be roughly distin-
guished by the maturity of the loans, which
generally ranges from 2 to 5 years or more
for equipment financing and probably aver-
ages less than 60 days for accounts receiv-
able financing.

CHANGES IN OTHER ASSETS

Changes between 1955 and 1960 in the
distribution of assets other than loans, shown
for sales and consumer finance companies
in Table 4, suggest that both groups are now
operating with relatively less cash. While

TABLE 4

ASSETS OF SALES AND CONSUMER FINANCE COMPANIES,
June 30, 1960 anp 1955

{Per cent)

Sales finance Consumer finance

Type of asset

1960 1955 1960 1955

Total loans (gross)...... 98.4 93.5 90.6 86.4
Less: reserves.......... 8.4 7.9 8.7 5.1
Total loans (net)........ 90.0 85.6 81.9 81.3
Investments............ 2.9 5.7 8.3 7.3
Cash and bank balances. 5.3 6.6 6.4 8.0
Other assets............ 1.8 2.1 3.4 3.4
Total assets.......... 100.0 100.0 100.0 100.0
Total assets (millions)...| $16,242 | $10,077 | $3,862 $2.891

i

the amount of cash and bank balances held
by both types of companies increased, the
ratio of cash to total assets declined. This
change appears to reflect both cyclical in-
fluences and the expansion of companies
with lower ratios.

The sales finance group increased the pro-
portion of its loans, both gross and net,
mainly by reducing the proportion of its in-
vestments, which was exceptionally large in
the $1-$5-million size class in 1955. Gross
loans at consumer finance companies rose
in relation to total assets, but the ratio of
net loans to assets showed little change.
Many of the larger consumer finance com-

Federal Reserve Bank of St. Louis

panies appear to have changed their method
of accounting in this period, as now per-
mitted under many State small loan laws,
and value their receivables on a gross rather
than a net basis. Their reserves for un-
carned income have been correspondingly
increased.

SOURCES OF FUNDS

Differences in the sources of funds avail-
able to different types of finance companies
can be seen through a comparison of rela-
tionships: (1) the ratio of capital and sur-
plus to total resources, (2) the ratio of
short-term debt to total resources, and (3)
the ratio of short-term debt obtained from
banks to that obtained from commercial
paper and other sources of short-term debt.

The lower a company’s ratio of capital to
debt, the greater is its borrowing power (the
smaller the risk imputed to the business) and
the greater the leverage factor which tends
to increase the rate of return on the capital.
The ratio of short-term to long-term debt
generally depends on the amount of short-
run variability in the volume of loans, the
average maturity of the loans extended, and
the ease or difficulty of access to the various
markets for debt. The ratio of bank to other
short-term debt depends partly on the avail-
ability and relative cost of bank credit to
finance companies under prevailing mone-
tary policy and on whether the companies
have access to the market for commercial
paper.

Sales finance companies as a group had
the lowest ratio of capital to total resources
in 1960, with 14 per cent of total funds
supplied by capital and surplus, as may be
seen in Table 5. The consumer finance
group, whose business is less concentrated in
the larger companies and which has a larger
proportion of unsecured loans, had a capital
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TABLE 5
Sources OF Funps, SALES AND CoNSUMER FINANCE CoMPANIES, JUNE 30, 1960 anp 1955
Business FINANCE CoMPANIES, JUNE 30, 1960
{Amounts in millions)
Amount Per cent
Type of source Sales finance Consumer finance %:;235 Sales finance Consumer finance I:i-lisa‘?fczs
1960 1955 1960 1955 1960 1960 1955 1960 1955 1960
Short-term:
Short-term notes payable to
ANKS. . oviieeeiiiiiiieanns $2,875 | $2,521 $ 83 |§ 706 | 31,218 18 25 22 24 35
Commercial paper and other
short-term notes............ 3,866 12,317 201 1294 479 24 123 5 110 14
Total. e oovviuininiiniinn.. 6,741 | 14,838 1,037 | 11,000 1,697 42 148 27 134 49
Other current liabilities . . ... 1,120 1531 281 1139 261 7 15 7 15 7
Long-term:
Long-term notes payable to
BANKS. ourvenn i 353 230 47 98 72 2 2 1 3 2
Other long-term debt2......... 4,149 2,222 1,123 604 539 25 22 29 21 5
Subordinated debentures....... 1,548 758 343 194 314 9 8 9 7 9
Total..ovvvviviinniiniinas 6,050 3,210 1,513 896 925 36 32 39 31 26
Total debt................ 12,791 8,048 2.550 1,896 2,622 78 80 66 65 75
Other liabilities. .............. 120 |1........ 45 [f........ 66 1 oo 1 | 2
Capital and surplus............ 2,211 1,498 986 856 540 4 15 25 30 i5
Total liabilities and capital...|[$16,242 {$10,077 | $3,862 | $2,891 | $3,490 100 100 100 100 100

Mot saxieely sompardnis with 196D data; see text,
ratio of 25 per cent. The capital ratio for
business finance companies was 15 per cent.

Business finance companies as a group
obtained about half of their funds from
short-term debt, compared with about two-
fifths for sales finance companies and slightly
more than one-fourth for the consumer fi-
nance group. These differences reflect in
part the high proportion of short-term busi-
ness loans extended by many of the larger
business finance companies and by the sales
finance companies that engage in business
financing, and the fluctuations in volume of
such loans. Loans of consumer finance
companies, in contrast, are mostly extended
for intermediate maturities, and their vol-
ume varies less than that of the business
and sales finance companies.

The business and sales finance groups
had widely different sources of short-term
debt. Commercial paper placed directly

Federal Reserve Bank of St. Louis

;Igig]-lfgegt:ﬁsb c;:;l}i]nz;etda(dlgb:: tt‘cl;;zsl's because of rounding.

with lenders or sold through commercial
paper dealers, together with other short-term
notes, constituted about one-fourth of the
sales finance group’s sources of funds, com-
pared with one-seventh for the business fi-
nance companies, mainly because of the
large amount of directly placed paper of the
large sales finance companies. Direct bank
loans, including those due in more than one
year, provided one-fifth of the sales finance
funds compared with nearly two-fifths for
the business finance group. Direct bank
loans accounted for a little less than one-
fourth of the funds of consumer finance
companies, but commercial paper and other
short-term notes provided only one-
twentieth.

In all three types of companies, capital
and surplus tended to account for less of
total funds in the larger size groups than in
the smaller, and long-term debt for a sub-
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stantially larger share. The proportion of
long-term debt for the largest sales finance
company group in 1960 was more than
twice as large as that for the smaller com-
pany groups, and their capital ratios were
less than half as large. Short-term bank
debt was most important for the middle size
groups. Commercial paper was most im-
portant for the large sales finance and busi-
ness finance companies but was relatively
unimportant for all size groups of consumer
finance companies.

CHANGES IN SOURCES OF FUNDS

Shifts in sources of funds between 1955
and 1960 have reflected trends and cyclical
changes in the structure of loans and vary-
ing conditions in the money and capital
markets. Both the sales and consumer fi-
nance groups increased the proportion of
their resources obtained from long-term
debt, making them less dependent on short-
term funds. Both groups also reduced the
share of funds obtained from direct bank
loans and from capital and surplus.

Changes between 1955 and 1960 in the
aggregate sources of funds of the sales and
consumer finance companies necessarily are
heavily weighted by changes in the sources
of funds of the larger companies. However,
the changes also reflect the movement of in-
dividual companies from one size class to
another as well as changes in the financing
sources of companies that remained in the
same class. For sales finance companies,
they also reflect the organization of large
new financing subsidiaries.

Sales finance companies. Sales finance com-
panies obtained a much smaller proportion
of their funds through direct bank borrow-
ing and a slightly higher proportion through
the market for commercial paper and other
sources of short-term debt, as shown in

Federal Reserve Bank of St. Louis

Table 5. Their direct bank loans dropped
from more than one-fourth of total assets in
1955 to one-fifth in 1960, while the ratio of
commercial paper and other short-term debt
increased to one-fourth.* The proportion of
total long-term debt increased considerably.
The capital ratio decreased slightly, but the
proportion of subordinated debentures,
which contain indenture provisions making
them junior to bank loans and other senior
debt, increased by a corresponding percent-
age. On both dates, capital and subordinated
debentures were slightly less than one-fourth
of total assets. Many of these changes oc-
curred in all three size groups separately, as
shown in Table 6.

Consumer finance companies. Consumer
finance companies, as a group, like sales fi-
nance companies, increased the proportion
of their long-term debt and reduced their
capital ratio from 1955 to 1960, as shown
in Table 5. Long-term debt increased from
31 per cent of total resources in 1955 to 39
per cent in 1960, while the capital ratio de-
creased to 25 per cent from 30 per cent. The
proportion of short-term bank loans de-
creased slightly and the share of commercial
paper financing and other short-term debt
also decreased.” The proportion of direct

* Current certificates of investment for certain indus-
trial loan companies in the sales finance group were
included in “other current liabilities” in 1960 and in
“commercial paper and other short-term indebtedness”
in 1955. Including these in the commercial paper
category in 1960 would raise that percentage of total
resources to 25 per cent, from 24 per cent, and
correspondingly reduce the proportion of other current
liabilities in 1960 to about 6 per cent, from 7 per cent.
Also, other liabilities in 1955 included a small amount
of noncurrent liabilities. See the technical note.

® Transferring current certificates of investment for
certain consumer finance companies, to make the 1960
data more comparable with 1955, would increase the
1960 proportion of commercial paper and other short-
term notes from 5 to about 8 per cent, and correspond-
ingly reduce the 1960 proportion of other current
liabilities from 7 to 4 per cent. See technical note for
differences in reporting “other liabilities.”
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TABLE 6

SOURCES OF FUNDS. SaLES aND CONSUMER FINANCE COMPANIES, BY SIZE OF COMPANY, JUNE 30, 1960 aND 1955

[Per cent]
Sales finance companies Consumer finance companies
Type of sor $25 million $5-%25 Under $25 million $5-$25 Under
ype ot e and over million $5 million and over million $5 million
1960 1955 1960 | 1955 1960 | 1955 1960 1955 1960 1955 1960 1955
Short-term:
Short-term notes payable 1o banks. .. 15 19 40 50 27 37 17 18 40 35 28 28
Commercial paper and other short-
termnotes. ... ... ... 27 227 8 29 10 213 4 21t 5 211 9 29
Total. .. 42 246 43 259 37 250 21 229 45 246 37 237
Other current liabilities. 6 25 7 26 10 27 9 25 ] 3 25 3 2
Long-term:
Long-term notes payable to banks.... 2 2 3 3 5 4 ... 4 o, 2 5 4
Other long-term debt?.............. 29 28 8 8 6 7 38 32 13 12 7 8
Subordinated debentures.. ........ 10 8 8 7 7 4 7 4 16 11 13 8
Total...... 41 38 19 18 18 15 45 40 29 25 25 20
Total debr. . 83 E 84 67 77 55 65 66 69 74 71 62 57
Other liabilities..  ..{...... LI 3l LI I U2 LR 2 2.,
Capital and surplus. . 1 i1 ‘ 23 17 30 28 24 26 23 24 33 39
Total liabilities and capital........ 100 100 100 100 100 100 100 100 100 100 100 100
Total liabilities and capital (millions). ..1$13,765] $7,309| $1,211 $836; $1,266; $1,932[ $2,686] $1,473 $394]  $555! $782] $863
Number of companies . 34 20 87 61 | 1,900 | 2,539 14 10 34 48 | 2,117 | 3,122

.. indicates zero or less than .5 of 1 per cent.

1 Size of company is based on consumer loans.

2 Not entirely comparable with 1960 data; see text.
short-term bank loans increased or was
maintained for each of the two smaller
groups, while it decreased nominaily for
those in the $25 million and over group and
for all of the consumer finance companies

3 Excluding subordinated debentures. X
Note.—Detaiis may not add to totals because of rounding.

combined, as shown in Table 6. Companies
in each of the three size classes increased the
proportion of long-term debt sources and
reduced the capital ratio. All three groups
increased the proportion of subordinated
debentures.

TECHNICAL NOTE

The survey was designed to collect data
on the major asset and liability items of all
finance companies engaged in making short-
and intermediate-term instalment loans to
consumers, and all finance companies en-
gaged in financing sales of business and farm
equipment and in financing or factoring
business recetvables. It did not cover other
types of financial institutions; specifically ex-
cluded were banks, credit unions, savings
and loan associations, investment com-

Federal Reserve Bank of St. Louis

panies, production credit associations, and
pawnbrokers. Mailing lists were developed
from those used in the similar survey in
1955 (based in turn partly on 1950 registra-
tions under Regulation W), from trade as-
sociation rosters, reports of State super-
visory agencies, and from miscellaneous
sources. Names of new companies not other-
wise reported were obtained from records of
the Bureau of Old-Age and Survivors Insur-
ance of the Social Security Administration.
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Report forms were mailed to head offices
of all companies and to subsidiaries and
branches if the corporate structure of the
company was not known. The form, a copy
of which appears on page 1152, requested
information on the consolidated assets and
liabilities of each company. Subsidiaries
and branches were asked to report the name
and address of their parent company or head
office instead of filling out the form. The
total mailing included approximatety 15,000
names.

A second request, using the same form,
was mailed to all companies that did not
reply to the first. Additional efforts were
made to obtain information from the few
large companies that did not answer either
the first or the second request and, for the
few not reporting, estimates were made on
the basis of partial data.

About 10,600 replies (and returns from
the post office) were received from the two
mailings. Sixty per cent of these were from
branch offices or subsidiaries of reporting
companies or were from companies or in-
dividuals out of business or not in the busi-
ness of making consumer or business loans
at the survey date. Post office returns were
included in the 60 per cent.

METHODS OF CLASSIFICATION

Finance companies were classified by
type of company on the basis of the largest
amount of their consolidated receivables.
They were classed as business finance if they
had more than half of their total receivables
in the business receivable items l.e.-1.h. in
the report form. The remaining companies
were classed as sales finance if they had
more than half of their consumer receiv-
ables (items l.a.-1.d. in the report form)
in automobile or other consumer goods
paper (l.a. or Lb. of form) or in repair and

Federal Reserve Bank of St. Louis

modernization loans (l.c.) and if less than
half of their total consumer receivables had
been extended under State small loan laws.
Conversely, companies not in the business
finance classification were classed as con-
sumer finance if more than half of their con-
sumer receivables had been extended under
State small loan laws; and as other personal
finance if they had half or more of total con-
sumer receivables in item l.d. (personal
loans) and less than half had been extended
under State small loan laws. There was one
exception to this classification system. One
large company that is generally identified as
a sales finance company was arbitrarily clas-
sified as such, mainly to retain compara-
bility with 1955 data, although more than
half of its total receivables, including dealer
inventory financing, fell in the business fi-
nance category.

Classification of companies by size was
based on total consumer loans (items l.a.-d.)
for sales finance, consumer finance, and
other personal finance, and on business re-
ceivables (items l.e.-h.) for business finance
companies. Tabulations were also made for
sales, consumer, and business finance com-
panies on the basis of total receivables, but
differences were minor.

ESTIMATES FOR NONRESPONDENTS

To provide a basis for extending the data
in the reports received to an estimated total
population of finance companies, the 12
Federal Reserve Banks made an extensive
check of a random 10 per cent sample of the
approximately 4,400 nonrespondents from
the total mailing. Efforts were made to
locate the sample companies through tele-
phone and city directories, chambers of
commerce, local banks, State supervisory
authorities, and other sources. About 15
per cent were found to be out of business at
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the survey date, 7 per cent were branches
or subsidiaries of respondents, and 12 per
cent were no longer extending consumer or
business credit. Another 15 per cent could
not be located and were assumed to be out
of business or otherwise outside of the scope
of the survey.

Of the approximately half of the sample
of nonrespondents found to be within the
scope of the survey on June 30, 1960, about
30 per cent each were identified by the Fed-
eral Reserve Banks as sales finance, con-
sumer finance. and other personal finance
companies, and 10 per cent as business fi-
nance companies. Complete survey forms
were obtained for one-third of these com-
panies, and the assets and liability items of
the remainder were estimated from data ob-
tained by the Federal Reserve Banks for
total receivables or total assets, using the
asset and liability distributions reported by
respondents of the same type and size of
business from the two original mailings.
Usable reports obtained or partly estimated
for the companies in the Reserve Bank
sample were added to the total of original
respondents and increased by a factor of 9
to estimate the number of total nonreporters
within the scope of the survey and their asset
and liability items by type of business and
size class.

The total number of companies so esti-
mated for each type of business, and their
total gross loans, are shown in the accom-
panying table. Of the total estimated finance
company population of about 6,420 com-
panies on June 30, 1960, about 4,460, or
70 per cent, were respondents. These com-
panies accounted for approximately 96 per
cent of the total estimated finance company
consumer and business loans. Most com-
plete coverage was obtained for sales finance
companies; reports received accounted for
about 98 per cent of the estimated loans out-
standing held by all of these companies. The
table shows the extent of the survey cover-
age estimated for each type of finance
company.

MAJOR DIFFERENCES
IN SURVEY METHODS IN 1960 AND 1955

The heavy concentration of most types of
finance company business in a relatively
small number of companies, together with
a practically complete response from the
larger companies in the industry, justifies
confidence that the aggregate dollar values
provide reasonably accurate estimates of the
industry totals in both 1960 and 1955.
Somewhat less confidence may be justified,
however, for the estimates of the number of

REPORTING AND NONREPORTING FiNaNCE CoMPANIES, NUMBER,

AND AMOUNT OF ToTaL Gross Loans OutsTanDING JUNE 30, 1960

{Dollar figures in millions]

Total Reporting Nonreporting ! Repo"g‘ﬁg: a[iuer cent
Type of company
Number Total loans Number Total loans Number Total loans Number Total loans

Sales finance. ... . 2,021 $15,969 1,472 $15,579 549 $390 73 98
Consumer finance... ...... 2,165 3,497 1,580 3,330 585 167 73 95
Other personal finance. 1,630 850 1,009 663 621 187 62 78
Subtotal consumer......... 5,816 20,316 4,061 19,572 1,755 744 70 96
Business finance. .. 608 | 3,365 401 3,169 207 196 66 94
All types. . .. 6.424 $23,681 4,462 $22,741 1,962 $940 70 | 96

1 Estimated.

Federal Reserve Bank of St. Louis
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companies in the smaller size classes and
particularly in changes in these numbers be-
tween 1955 and 1960. Consumer lenders
include a number of small unincorporated
businesses, some carrying on other types of
business as well, which may not advertise
in directories, join an association, or take
other action which would make their names
readily available for mailing lists. The
problem of comprehensive coverage of the
number of companies, therefore, becomes
progressively more difficult for the smaller
size classes. Comparisons of the numbers
of companies operating in the smaller size
classes in 1955 and 1960 are also influenced
to some extent by certain changes made in
the survey and estimating methods.

Returns were received from a smaller
proportion of the initial mailing list in 1960
than in 1955, but information was available
from the sample of nonrespondents in the
various categories. The lower response
rate in 1960 undoubtedly reflected in part
the presence of firms on the mailing list
that had gone out of business in the period
1955-60. It may also have been affected
by the use in 1955 of a short-form follow-up
which many small companies filled out.
Estimates of the number and size of non-
reporters that belonged in each of the cate-
gories in 1955 were on the basis of miscel-
laneous information. A detailed description
of methods used in the 1955 survey is in-
cluded in the Federal Reserve BULLETIN
for April 1957.

There were a number of differences in the
instructions and in the definitions of asset
and liability items between the 1960 and
1955 surveys, which may be seen by com-
paring the detailed questionnaire instruc-
tions for each survey. Most of these were
for purposes of clarification rather than in-
tended as changes in concept. The major dif-

Federal Reserve Bank of St. Louis

ference in the questionnaire and instructions
was in the request to report consolidated
data including domestic business financing
subsidiaries in 1960. The 1955 question-
naire, on the other hand, asked that data for
such subsidiaries not be consolidated in the
individual asset and liability items, and that
the parent company interest in them be
shown instead as an investment.

This change in instructions causes an ap-
preciable discrepancy in comparisons of
sales finance company data for 1960 item
1.e. (retail paper on business and industrial
equipment, commercial vehicles, trucks,
taxicabs, and farm equipment) with the
parallel 1955 item 2.e. (retail paper on com-
mercial vehicles, trucks, taxicabs, and farm
equipment) and also in comparisons of
“business loans” (item 1.h. in 1960 and 2.h.
in 1955), as well as in total loans and in
investments. It is estimated that if the few
large business finance subsidiaries not con-
solidated in the 1955 data had been in-
cluded, item 2.e. would have been increased
by approximately $130 million and item
2.h. increased by approximately $150 mil-
lion, thus increasing total 1955 business
loans and total loans by about $280 million.

Another important difference between the
two surveys results from the inclusion of a
separate item in the 1960 questionnaire for
“other current liabilities,” which were re-
ported in the 1955 survey mostly in “other
liabilities” and to a smaller extent in “com-
mercial paper and other short-term indebt-
edness.” The current liability items affected
by the difference in form and instructions
included accrued tax and interest liabilities
and dealer reserves, reported in other liabil-
ities in 1955 and in other current liabilities
in 1960; and current certificates of invest-
ment arising from operations of certain com-
panies under industrial loan laws, which
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were reported in commercial paper and
other short-term indebtedness in 1955 and
in other current liabilities in 1960. It is
estimated that such current certificates of
investment amounted in 1960 to approxi-
mately $140 million in the sales finance
group and $115 million in the consumer
finance group. The item “other liabilities”
in 1955 consisted largely of current items
not reported elsewhere and also included a
minor amount of noncurrent liabilities for
certain types and size classes of companies.

Federal Reserve Bank of St. Louis

In the 1955 survey, business finance com-
panies on the mailing list that reported hold-
ing consumer loans were classed in types of
companies financing consumers. In the
1960 survey, such companies, having most of
their loans in business paper, were classed as
business finance companies as noted above.
Forty-two of these companies reporting in
1955, holding an aggregate of $5 million of
consumer loans, would have been classed as
business finance if the 1960 method of clas-
sification had been used.
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CONFIDENTIAL Form 125a
Form Approved
Budget Bureau No, 55-6001

ASSETS AND LIABILITIES OF FINANCE COMPANIES
AS OF JUNE 30, 1960

Name of company .

Location

(Street address) (City) (State)

Number of offices covered in this report

IMPORTANT: In the following items include the consolidated domestic operations of the parent company and all
subsidiaries engaged in consumer and business financing activities, whether wholly or partly owned. Exclude domestic
subsidiaries engaged in insurance or manufacturing and all foreign subsidiaries. For other instructions, see reverse side.

Amount in dollars
Item (omit cents)

Assets ‘ ‘
1. Accounts and notes receivable-—total (before deducting reserves for unearned
income and losses) § .
(If the following breakdown is not available from your accounting records,
please estimate.)
. Retail passenger automobile paper.........coovieiiiiiiiiiiiiiiiiis
. Other CONSUMET G0O0AS PAPET. ..t vvvvrrrrttrererrrerreeccnnnoannnnasse
. Residential repair and modernizationloans. .. ........cooiviuiiann,
B 0T (1 8 Lo T
. Retail paper on business and industrial equipment, commercial vehicles,
trucks, taxicabs, and farm equipment........... .o iiiiiiii i,
Wholesale paper on automobiles......ovvviiiiiiiiiiiiinnnii i
. Other wholesale paper on consumer g00ds. .. ...vvvviiinvrrreeenrnenen..
. BUSINESS L0ANS. ot vt vet it it r it i e e
Other accounts and notes receivable. .. .. .oovieiiii e,
Less: reserves for unearned income and losses. .........c.oovvenii . ( )

000 g

ToreTee

. Other loans and investments (include investment in subsidiaries excluded from

ThiS StALEIMEIL). ¢ v o vt ee e ettt e e e e
.Cashand bank balances. ... ... ... i ittt i ittt
B 1 1 o 1T PP

DN [\

Liabilities, Capital and Surplus

6. Short-term notes payable to banks (exclude commercial paper)...............
7. Commercial paper and other short-term notes payable......................
8. Other current labilities. . . ........... ittt ittt
9. Long-term notes payable t0 DanKs. . ..o vt irteeireenneennroeneneeennnn.
10. Other long-term indebtedness (exclude subordinated debentures)..............
11. Subordinated debentures Or Notes. . ......ovt it i e
12, Other Habilities. . vvveee et it ie et aeraneiee e eeninaen
13, Capital and SUTPIUS. ..o v it ettt it it et
14. Total liabilities, capital and surplus (sum of items 6 through 13)...............

15. Amount of loans outstanding made under State small loan license $

16. The amount of indebtedness maturing within one year included in items 9, 10, and 11. $___

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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. Short-term notes payable to banks.

. Other current liabilities.

. Long-term notes payable to banks.

INSTRUCTIONS

Assets

1. Accounts and notes receivable.

a. Retail passenger automobile paper. Both direct
loans and purchased paper arising from the
retail sale of new or used passenger auto-
mobiles. Do not include loans on commercial
vehicles, trucks, taxicabs, or farm equipment.

b. Other consumer goods paper. Both direct loans
and purchased paper arising from the retail
sale of furniture, household appliances, radio,
television sets, mobile homes, trailers, boats,
musical instruments and other consumer goods
or from automobile repairs. Include revolving
account retail paper.

c. Residential repair and modernization loans.
Direct loans and purchased paper to finance
alterations or improvements in existing resi-
dential properties occupied by the borrower.
Do not include loans secured by real estate
mortgages.

d. Personal loans. Secured and unsecured loans
(not included in items la, b, ¢) made to indi-
viduals for household, family or other personal
expenses, including any such paper purchased
from other institutions. These loans may be
unsecured or secured by life insurance policies,
automobiles already paid for, or other collateral.
Do not include investments, or loans for busi-
ness or farm purposes.

e. Retail and lease paper on business and industrial
equipment, commercial vehicles, trucks, taxi-
cabs, and farm equipment. Paper or loans
arising from the sale or lease of all types of
commercial vehicles and farm equipment.

f. Wholesale paper on automobiles. Paper arising
from transactions between manufacturers and
dealers or other floor plan loans secured by
passenger automobiles or commercial vehicles.

2.

o
¢

5.

g. Other wholesale paper. Paper arising from
transactions between manufacturers or jobbers
and dealers or other floor plan loans secured by
consumer goods other than automobiles.

h. Business loans. Other loans against collateral
other than consumer goods such as cargoes,
warehouse stocks, commercial accounts re-
ceivable, advances against factoring receivables,
wholesale paper (floor plan loans) on business
and industrial equipment (other than commer-
cial vehicles), etc.; loans on open credit; dealer
capital loans. Include small loans used pri-
marily for business or farm purposes.

i, Other accounts and notes receivable. All ac-
counts and notes receivable not included in
items la-h above. Include 30-day charge
account credit.

J. Reserves for unearned income and losses. All
unearned income on accounts and notes re-
ceivable and all reserves for bad debts, un-
allocated charge-offs and other valuation
reserves,

Other loans and investments. All U. S. Government
obligations, bonds, stocks, mortgages and other loans
and investments not included in item 1 above. In-
clude investment in subsidiaries not otherwise in-
cluded in the statement of assets and liabilities.

Cash and bank balances. All currency, bank checks,
drafts, postal money orders, etc., and all demand
or time deposits with banks or other financial
institutions.

Other assets. Land, buildings, office equipment,
deferred charges and all other asset items regularly
carried in balance sheet statement but not included
in items 1-3.

Total assets. Sum of items 1-4 minus 1j.

Liabilities, Capital and Surplus

All loans and
notes payable to banks with original maturities of less
than one year. Exclude commercial paper.

. Commercial paper and other short-term notes payable.

Include all commercial paper whether sold to banks
or others, and all short-term notes or loans payable
to individuals or companies other than commercial
banks.

Include accounts payable,
tax liabilities, dealer reserves, deposit liabilities or
certificates of deposit or investment with original
maturities of less than one year, and all other current
liabilities (not reported in items 6 and 7) except long-
term indebtedness due within one year.

All loans or
notes payable to commercial banks with original
maturities of one year or more.

Federal Reserve Bank of St. Louis

10.

14,

. Subordinated debentures or notes.

. Other liabilities.

. Capital and surplus.

Other long-term indebtedness. All loans or notes or
other indebtedness with original maturities of one
year or more. Include certificates of deposit or
investment with original maturities of one year or
more. Exclude subordinated debentures.

Debt which in-
cludes specific provisions in the indenture subordina-
ting it to bank borrowing or other senior debt.

All liabilities not included in items
6-11, inclusive. Do not include reserves for unearned
income and losses, which should be entered in item 1j.

All common and preferred
stock and other capital or surplus accounts.

Total liabilities, capital and surplus. The sum of

items 6-13.

15.

Do not include loans made under industrial or dis-
count loan acts or sale finance acts.
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SUPPLEMENTARY TABLE 1
ASSETS AND LIABILITIES OF SALES FINANCE COMPANIES, BY SIZE OF COMPANY

{ln millions of dolars]

Size of company
(consumer loans outstanding, in thousands of dollars)
Balance sheet item Total
100,000 | 25,000- | 5,000- | 2,500- | 1,000 500 250~ 100~ Under
and over| 99,999 | 24,999 4,999 2,499 999 499 249 100
Assets
Consumer 10ans. . .....ooueviiiiiiiinn, 10,919 | 7,789 | 1,118 954 292 354 178 151 57 23
Retail passenger automobile paper........| 7,353 5,673 525 551 129 212 119 96 34 14
Other consumer goods paper............. 2,452 1,555 399 194 118 83 39 39 18 6
Residential repair and modernizationl..... 125 17 4 62 11 15 7 5 2 2
Personal 1oans. ......oovvvivinneinnn...s 989 544 190 147 34 44 13 11 3 i
Business loans,..........ccoiiiiiiniiaiionnn 5,050 | 4,501 230 138 54 57 30 24 7 6
Retail paper on business equipment2...... 1,802 1,701 49 22 10 7 5 6 2 1
‘Wholesale paper on antomobiles.......... 2,039 1,829 87 67 18 22 8 5 1 1
Other wholesale paper on consumer goods.. 333 251 58 11 5 4 1 ) N
Businessloans3........covveiieiiiiennnn 755 688 25 17 12 8 2 1 1 1
Other accounts and notes receivable4 .. .. .. 121 32 11 21 9 16 14 11 3 3
Total loans—gross.........ooovvviinuvann.. 15,969 | 12,290 | 1,348 | 1,093 346 413 208 176 65 29
Less: Reserves for unearned income and
JOSSES. ot v et e 1,342 954 132 125 38 45 21 17 6 2
Investments.......oovvevenereenirnnnnnnns 465 298 42 91 7 9 7 6 2 2
Cash and bank balances. .. ...........ooes 862 578 105 112 23 19 10 8 4 3
Other assetS......ocouvvrivrineienineianninas 289 165 24 40 13 19 1 9 4 4
Total assetS. ... vniivinirnnnenns o] 16,242 ) 12,377 1,388 1,211 351 415 214 183 68 35
Liabilities and capital
Short-term notes payable to banks.......... 2,875 1,573 471 493 114 116 53 40 12 3
Commercial paper and other short—term notes.| 3,866 3,426 221 91 36 48 18 19 6 2
Other current liabilities . Ceeeaareean .ol 1,120 767 140 83 57 34 20 14 4 1
Long-term notes payable to banks feene 353 212 45 33 10 28 12 10 2 1
Other long-term indebtedness (excludmg sub-
ordinated debentures),........c.iiiennin. 4,149 3,796 189 91 5 32 14 14 5 2
Subordinated debentures............... ..., 1,548 1,238 120 101 35 33 11 6 2 1
Other liabilities........... P, PN 120 2 21 36 24 18 8 8 3 1
Capital and surplus, cuoeeevrnnneiineeninnn. 2,211 1,363 182 282 70 105 79 72 34 25
Total liabilities and capital, .............. 16,242 | 12,377 1,388 1,211 351 415 214 183 68 35
Number of companies.......ccoeveeerene.. 2,021 12 22 87 79 225 250 429 364 553
Number of offices. . ....covvviiienaeneraes 6,431 2,287 900 825 177 441 363 495 378 565
.... indicates zero or less than $500,000, 3 Represents financing of business accounts receivable and certain
1 Includes minor amounts of business loans. other business loans. See instructions for questionnaire item 1h
2 Represents retail and lease paper on business and industrial 4 May include minor amounts of consumer loans.
equipment, commercial vehicles, and farm equipment. Note.—Details may not add to totals because of rounding.

Digitized for FRASER
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SUPPLEMENTARY TABLE 2

ASSETS AND LIABILITIES OF CONSUMER FINANCE COMPANIES, BY S1zE oOF COMPANY

[In millions of dollars]

Size of company
(consumer loans outstanding, in thousands of dollars)
Balance sheet item Total
100,000 | 25,000~ | 5,000- | 2,500- | 1,000- 500 250- 100- Under
and over| 99,999 | 24,999 | 4,999 2,499 999 499 249 100
Assets
Consumerloans................. ... .. 3,447 2,121 262 356 95 159 143 165 114 29
Retail passenger automobile paper........ 152 53 14 19 12 13 11 16 11 3
Other consumer goods paper............. 362 235 17 39 14 19 14 12 9
Residential repair and modernization!..... 1 | I P P I 5 1 3 2 PN
Personalloans.............. ...t 2,922 1,833 231 298 69 122 117 134 92 24
Businessloans.......ooovniiii i 50 16 3 6 2 5 6 3 6 | 1
Retail paper on business equipment?...... i0 2000 ... 4 ..., .. 1 I O 1
Wholesale paper on automobiles.......... 12 7 | I PO 1 1 ) S O
Other wholesale paper on consumer goods. . 5 2 I [P O OO 1........
Business loansd........... ... i 9 3 1 | I 2 e 2
Other accounts and notes receivable4. ... .. 15 2 e, 1 1 1 4 2 3
Total loans—gross. ..........ooovviviiinnn. 3,497 | 2,138 266 362 97 164 149 169 120 32
Less: Reserves for unearned income and
1OSSES .+ vttt e 335 231 26 28 8 11 13 10 6 1
Investments..............ccoiiiiiiinnnen. 322 298 4 2 2 3 3 1
Cash and bank balances................... 249 135 24 42 9 13 8 9 6 2
Otherassets. ..ot 129 67 11 16 4 6 8 2
Totalassets. .......oeviinnnn. o] 3,862 | 2,407 279 394 104 176 154 181 131 36
Liabilities and capital
Short-term notes payable to banks.......... 836 366 96 157 41 61 44 46 21 4
Commercial paper and other short-term notes. 201 97 18 18 4 11 16 21 14 2
Other current liabilities. . .................. 281 242 6 12 1 5 5 3 5 1
Long-term notes payable to banks,.......... 47 {ooeeenns i 2% SR 2 18 11 6 6 1
Other long-term indebtedness (excluding sub-
ordinated debentures)............. .0 1,123 971 49 50 5 7 10 14 13 4
Subordinated debentures 4 135 41 64 23 28 20 19 11 2
Other liabilities. .. .oovvv v, 45 28 3 1 1 2 3 3 3 1
Capitaland surplus. ... ............ e 986 569 63 92 26 44 45 68 58 21
Total liabilities and capital . .............. 3,862 | 2,407 279 394 104 176 154 181 13t 36
Number of companies. .................... 2,165 8 6 34 26 104 212 485 708 582
Number of offices. ... 8,947 | 4,133 572 1,058 286 487 388 607 810 606
. ... indicates zero or less than $500,000. 3 Represents financing of business accounts receivable and certain
1 Includes minor amounts of business loans. other business loans, See instructions on questionnaire item 1h.
2 Represents retail and lease paper on business and industrial 4 May include minor amounts of consumer loans.
eguipment, commercial vehicles, and farm equipment. Note.—Details may not add to totals because of rounding.
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SUPPLEMENTARY TABLE 3

ASSETs AND LiABILITIES OF OTHER PERSONAL FINANCE COMPANIES, BY SiZE OF COMPANY

[In millions of dollars)

Size of company
(consumer loans outstanding, in thousands of dollars)
Balance sheet item Total
25,000 | 5,000- | 2,500- | 1,000~ 500~ 250~ 100- Under
and over | 24,999 4,999 2,499 999 499 249 100
Assets
Consumer loans....... v 767 213 124 98 119 " 65 51 26
Retail passenger automobile paper 50 8 8 10 6 4 5 5 3
Other consumer goods paper............. 52 20 3 7 6 5 5 4 t
Residential repair and modernization!..... 17 5 2 4 1 2 2 1 1
Personalloans........coveeeviiniinnn.t. 649 180 301 77 106 60 53 41 21
Business loans. ......... F N 83 12 7 4 14 8 6 10 22
Retail paper on business equipment?...... 4 Fooeeea b Y I PR 1
Wholesale paper on automobiles.......... 4 fooooe 1 B R AP 1
Other wholesale paper on consumer goods. P2 Y B P
Business loans3.....oooiveiiiiiiiiiain, 30 11 3 1 2 1 1 1 10
Other accounts and notes receivablet. ... .. 43 1 3 e 10 7 4 9 10
Total 10ans—gross. . .o.ovvviuireveannnionn. 850 225 131 102 133 79 71 61 48
Less: Reserves for unearned income and
JOSSES . o vttt 88 23 16 12 9 10 8 6 4
Investments,........ N 189 19 7 17 17 12 38 22 59
Cash and bank balances. 83 23 11 5 12 4 10 7 9
Other asSetS..vevvnnnrvvonaneronneeninn.s 350 137 5 28 70 14 27 27 42
Total assets.vuuvneviunnieinnn.n ..o 1,384 38t 138 140 223 99 138 111 154
Liabilities and capital
Short-term notes payable to banks.......... 233 50 42 21 35 14 32 16 22
Commercial paper and other short-term notes. 96 16 26 4 10 14 13 7 5
Other current liabilities. . .o .ot 96 9 13 18 19 9 13 6 9
Long-term notes payable to banks.......... 15 1o, 2 2 3 1 2 4
Other long-term indebtednesss............. 265 77 11 22 58 19 21 19 37
Subordinated debentures................... 75 14 16 15 4 5 10 6
Other liabilities..........oovoviiiiie .. 275 173 3 30 36 7 12 8
Capital and surplus...ocoveenn. .. e 329 43 25 27 59 29 38 47 62
Total liabilities and capital............... 1,384 381 138 140 223 99 138 111 154
Number of companies..................... 1,630 3 11 34 69 106 183 348 876
Number of offices.,vvu v 3,205 350 222 232 318 435 304 392 952
.... indicates zero or less than $500,000, 3 Represents financing of business accounts receivable and certain
1 Includes minor amounts of business loans. other business loans, See instructions for questionnaire item 1h.
2 Represents retail and lease paper on business and industrial 4 May include minor amounts of consumer loans.
equipment, commercial vehicles, and farm equipment. 5 Excluding subordinated debentures.

NoT1e.—Details may not add to totals because of rounding,
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SUPPLEMENTARY TABLE 4

ASSETS AND LIABILITIES OF BusiNEss FINANCE COMPANIES, BY SiZE oF COMPANY

{In milions of dollars}

Size of company
(business loans outstanding, in thousands of doilars)
Balance sheet item Total -
100,000 | 25,000~ | 5,000- | 2,500~ | 1,000~ | 500- 250- 100- Under
and over| 99,999 | 24,999 | 4,999 2,499 . 999 499 249 100
Assets
Consumer loans. .......................... 59 ). ... 17 1 29 4 1 3 4 10.......
Retail passenger automobile paper........ 41 | I SR, ! 1 1 I D
Other consumer goods paper............. 44§, 14 25 3 1 R O PN
Residential repair and modernization...... | S P DN F R O PR N S
Personalloans...............oooviinns 1f........ 3 3 { 1 1 2 oo
Business loans................. ... ... . 3,306 1,840 643 482 79 112 63 60 23 5
Retail paper on business equipment!. .. ... 1,277 878 215 125 19 17 8 10 4 !
Wholesale paper on automobiles.......... 175 165 |........ 4 5 P 2
Other wholesale paper on consumer goods.. T2 0.0 ol 58 1 8 2 2 ) S RN
Business loans2, ... .ooiiiiii i, 1.744 793 424 283 45 86 52 41 17 3
Other accounts and notes receivable?. ... .. 38 4 4 12 9 1 1 5 1 i
Total 10ans—gross. ...coovuev v enna.. 3,365 1,840 660 511 83 113} 66 64 23
Less: Reserves for unearned income and ]

JOSSES, 2 o v et e 236 129 51 30 6 10 | 4 4 i
Investments. ........oooviiiniinenenannnn 49 8 2 21 2 4 7 3 | N
Cash and bank balances. .................. 246 112 55 52 7 7 5 6 2 1
Other assetS. . ..vvevrvieniiineroneennans 66 13 16 12 3 10 5 4 20

Total assets. ........coovvvnnn.. 3.490 1.844 682 566 89 124 | 80 73 28 6

Liabilities and capital ’ Z

Short-term notes payable to banks.......... 1.218 574 253 263 4. 42 23 14 4
Commercial paper and other short-term notes, 479 337 55 53 11 4 8 9 1]......
Other current liabilities. . .................. 261 110 59 63 {2 6 6 |
Long-term notes payable to banks........... T2 o0 50 7 ........ 1 2 i 1Tho.o......
Other long-term indebtedness (excluding sub-

ordinated debentures).................... 539 425 70 18 4 i1 4 6 1 1
Subordinated debentures 314 152 79 49 2 15 7 6 2 e
Other liabilities. .............. 66 32 11 5 2 10 2 2 1 1
Capital and surplus. ... 540 214 105 97 20 29 27 30 15 4

Total liabilities and capital . .............. 3,490 1,844 682 566 89 124 1 80 73 28 6
Number of companies. .................... 608 7 14 43 20 74 i 84 136 117 113
Number of offices.................ooooon. 782 73 28 59 23 98 | 106 151 130 114

. indicates zero or less than $500,000.

! Represents retail and lease paper on business and industrial
equipment, commercial vehicles, and farm equipment.

Federal Reserve Bank of St. Louis

2 Represents financing of business accounts receivable and certain
See instructions for questionnaire item 1h.

3 May include minor amounts of consumer loans.
NoTte.—Details may not add to totals because of rounding.

other business loans.
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SUPPLEMENTARY TABLE 5

DISTRIBUTION OF ASSETS OF FINANCE COMPANIES, BY SIZE AND TYPE OF COMPANY

{In per cent]

Size of company
(consumer joans outstanding, in thousands of dollars)
Type of company, and type of asset Total
100,000 | 25,000~ | 5,000~ | 2,500- | 1,000~ 500~ 250~ 100- Under
and over| 99,999 | 24,999 | 4,999 2,499 999 499 249 100
Sales finance compaanies
Loans:
CONSUMIET. . . vt vntteeieeaneeannasnn 67.2 62,9 80.6 78.8 83.2 85.7 82.8 83.4 83.8 63.9
Business, ........... e e 3t.1 36.4 16.6 11.4 15.4 13.8 14.0 13.3 10.3 16.7
Less: Reserves for unearned income and
JOSSES. .t v vvieviv i 8.3 7.7 9.5 10.3 . 10.9 9.8 9.4 8.8 5.6
Investments. . .....oviieniiiiiiiiiiiiinnn 2.9 2.4 3.0 7.5 2.0 2.2 3.3 3.3 2.9 5.6
Cash and bank balances. . .. 5.3 4.7 7.6 9.3 6.5 4.6 4.6 4.4 5.9 8.3
Other assetS. ...c.vvuuveiiiunesnnnnsienens 1.8 [.3 1.7 3.3 3.7 4.6 5.1 5.0 5.9 11.1
Total assetS. .o .ovvurrneiinnnniieennnn 100.0 100.0 100.0 100.0 100.0 100 100.0 100.0 100.0 100.0
C a
Loans:
CONSUMET. . ¢ o eettinnnneenieenneenns 89.3 88.1 94.2 90.4 91.3 90.9 92.2 92.2 87.0 85.3
Business,........ e e 1.3 0.7 1.1 1.5 1.9 2.9 3.9 1.7 4.6 2.9
Less: Reserves for unearned income and
losses..... FS 8.7 9.6 9.3 7.1 7.7 6.3 8.4 5.6 4.6 2.9
Investments. .. ..ooviiiinnnnnnnennns 8.3 12.4 1.4 0.5 1.9 1.7 1.9 2.2 3.1 2.9
Cash and bank balances................... 6.4 5.6 8.6 10.6 8.7 7.4 5.2 5.0 4.6 5.9
Other assetS. . ..vvvvvrnrrrnnnanrenenasins 3.4 2.8 4.0 4.1 3.9 3.4 5.2 4.5 5.3 5.9
Total assets. .. vvevnveninerniinnnns 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Other personal finance
Loans:
CONSUMET. . .+ . it v enieviinaieinaaans 55.4 55.9 90.9 70.0 53.3 71.7 47.1 46.0 16.8
BUSIIESS ¢ 4 vt ieiieiinreanaeeiaanes 6.0 3.4 4.2 2.9 6.3 8.1 4.3 9.0 14.3
Less: Reserves for unearned income and
JOSSES. vttt e s 6.4 6.0 11.5 8.6 4.0 10.1 5.8 5.4 2.6
Investments. ...oovveneriiiienninnneneennn 13.7 4.8 4.8 12.1 7.6 12.1 27.5 19.8 38.3
Cash and bank balances. ... 6.0 6.2 8.0 3.6 5.4 4.0 7.3 6.3 5.9
Other assets............... e 25.3 35.7 3.6 20. 31. 14.2 19.6 24.3 27.3
Total aSsetsS. .o uvveiin i, 100.0 100.0 100.0 100.0 100.0 100.0 100.0 | 100.0 100.0
Size of company
(business loans outstanding, in thousands of dollars)
Business finance companies i )
Loans: i
COonSUMET. . oo vttt v e iinennrnnaneneannss .7 |.o..onn 2.5 5.1 4.5 0.8 5.0 5.5 3.6 ...
BUSINESS . oo vviiitennneniinsiiinranns 94.7 99.8 94.3 85.2 88.8 90.3 78.8 82.2 82.2 83.3
Less: Reserves for unearned income and
JOSSES. s e s st e ran ettt i, 6.8 7.0 7.5 5.3 6.8 8.1 5.0 5.5 3.6 |........
Investments, . ...covvvuiinniininnieeninens i.4 0.4 0.3 3.7 2.2 3.2 8.8 4.1 3.6 16.7
Cash and bank balances 7.1 6.1 8.1 9.2 7.9 5.7 6.2 8.2 2% T PR
Other assetS. ..o vvrveieinieiiiinnins 1.9 0.7 2.3 2.1 3.4 8.1 6.2 5.5 /2% U ORI
TOtal ASSEIS .+ + v vvireineenseneaninnas 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0
i I

. indicates zero or less than .05 of 1 per cent.
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SUPPLEMENTARY TABLE 6

DisTrRiBUTION OF LoaNs oF FINANCE COMPANIES, BY SizE AND TYPE OF COMPANY

{In per cent]
Size of company
(consumer loans outstanding, in thousands of dollars)
Type of company and type of loan
Total |100,000¢ 25,000 | 5,000~ [ 2,500- | 1,000~ | 500- 250 100- Under
and over| -99,999 | 24,999 | 4,999 | 2,499 999 499 249 100
Sales finance companies
Consumer 10ans. ........ooviveni .. 68.4 63.3 82.9 87.4 84.3 86.1 85.2 86.1 88.8 84.2
Retail passenger automobile paper. . ...| 46.0 46.2 38.9 50.4 37.2 51.4 57.1 54.3 53.0 50.5
Other consumer goods paper............. 15.4 12.7 29.6 17.8 34.1 20.3 18.7 22.2 27.6 22.2
Residential repair and modernization loans! 0.8 .1 .3 5.7 3.2 3.7 3.2 3.1 3.2 6.9
Personalloans.......................... 6.2 4.3 14.1 13.5 9.8 10.7 6.2 6.5 5.0 4.6
Business loans. ............cocciiieiiinaan. 31.6 36.7 17.0 12.6 15.6 13.9 14.8 13.8 11.3 15.7
Retail paper on business equipment2. .. ... 11.3 13.9 3.6 2.0 2.8 1.8 2.4 3.2 2.7 2.0
Wholesale paper on automobiles.......... 12.8 14.9 6.5 6.1 5.1 5.3 4.0 3.0 2.0 1.9
Other wholesale paper on consumer goods.. 2.1 2.0 4.3 1.0 1.6 1.0 0.6 0.6 0.6 0.6
Businessloans3. .. ...... .. il 4.7 5.6 1.8 i.6 3.4 1.9 1.0 0.8 1.9 2.2
Other accounts and notes receivable4. .. ... 0.7 .3 .8 1.9 2.7 3.9 6.8 6.2 4.1 9.0
Total 1oans—gross. ... ....coveeeriiinnnnns. 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 } 100.0 | 100.0
Reserves for unearned income and losses. .. 8.4 7.8 9.8 11.4 10.9 11.0 10.3 9.7 10.0 6.8
Ci fi ies
Consumer }0ans. ...........coevunvinnnnn.. 98.6 99.3 98.9 98.4 97.8 96.8 95.7 97.6 95.0 93.5
Retail passenger automobile paper........ 4.3 2.5 5.4 5.3 12.5 8.0 7.3 9.4 8.9 9.1
Other consumer goods paper............. 10.4 11.0 6.5 10.7 13.9 11.6 9.3 7.3 7.7 7.1
Residential repair and modernization loans! 0.3 f........ Lt I 2.8 0.4 1.6 1.8 1.3
Personalloans.......................... 83.6 85.8 86.8 82.4 71.4 74.4 78.7 79.3 76.6 76.0
Business 10ans..........c.oviiiaiiiaaiiian 1.4 0.7 1.0 1.5 2.1 3.4 4.3 2.3 5.1 6.5
Retail paper on business equipment?. ... .. 0.3 0.1 {........ 1.2 |........ 0.8 0.5 0.3 0.9 0.7
Wholesale paper on automobiles,......... 0.3 0.3 0.5 feervunn.. .9 0.8 0.6 0.3 {........ 0.3
Other wholesale paper on consumer goods.. 0.1 0.1 [+ 2072 I 0.2 0.2 0.3 0.2 0.3
Business loans3.........ooviiiiiinnn 0.2 0.1 0.3 0.1 0.2 1.0 0.1 0.2 1.5 1.2
Other accounts and notes receivabled. .. ... 0.5 0.1 |..... e 0.2 1.0 0.6 2.9 1.2 2.5 4.0
Total 10anS~—8r0SS. .o« oo ovvvvrireeanninn 160.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0
Reserves for unearned income and losses. .. 9.6 10.8 9.7 7.7 8.6 6.7 9.0 6.0 5.0 3.6
Other personal finance companies
Consumer foans. ........... .. ... 90.2 94.2 95.6 95.7 89.2 88.7 92.7 83.2 55.3
Retail passenger automobile paper........ 5.8 3.9 6.3 9.2 4.2 5.2 7.2 8.3 6.9
Other consumer goods paper. . ........... 6.0 8.8 2.5 7.2 4.6 6.2 6.6 6.8 3.1
Residential repair and moderization loans! 2.1 1.9 1.3 3.9 0.8 2.5 2.7 2.2 1.1
Personal loans.......................... 76.3 79.6 85.5 75.4 79.6 74.8 76.2 65.9 44.2
Busimessloans............. i iiiiiiil. 9.8 5.8 4.4 4.3 10.8 11.4 7.2 16.8 44.6
Retail paper on business equipment2...... L T A 1.7 0.1 0.3 0.8 0.5 1.7
Wholesale paper on automobiles.......... 0.5 Joeiiiiiiiinanann. 0.1 0.7 1.4 0.4 0.2 0.5 1.8
Other wholesale paper on consumer goods.. 0.2 Jooovieveeende 0.3 0.3 0.2 0.1 0.3 0.6
Business 10ans3. .. oviieniennnenna. 3.5 5.1 2.4 1.4 1.3 1.8 1.1 1.5 20.4
Other accounts and notes receivable4. . .. .. 5.1 0.4 1.9 0.2 7.7 8.7 5.0 14.0 20.1
Total 10ans—gross. . .......ooveeveueennens 100.0 100.0 100.0 | 100.0 | 100.0 | 100.0 | 100.6 | 100.0 | 100.0
Reserves for unearned income and losses. ..} 10.4 10.1 12.1 i1.3 6.9 12.3 12.1 10.0 8.2
Size of company
(business loans outstanding, in thousands of dollars)
Business finance
Consumer Ioans. .....ooovivevinetnnona, 1.7 |........ 2.5 5.7 4.0 0.7 3.9 5.7 4.1 6.8
Retail passenger automobile paper........ 0.1 |...ouoiifenns e 0.1 t........ 0.1 1.4 2.1 2.1 3.1
Other consumer goods paper............. 1.3 J.....oln 2.1 5.0 3.3 0.2 1.0 0.9 0.3 0.3
Residential repair and modernization loans1.}........ ..o ou]ovnnen P P DN DN 0.5 0.3 0.5 0.1
Personalloans. .................oiuinn, 0.3 ...l 0.4 0.6 0.7 0.4 1.0 2.4 1.2 3.3
Businessloans............... ... iiiiiinnn 98.3 99.9 97.3 94.3 96.0 99.1 96.1 94.4 95.9 93.2
Retail paper on business equipment2...... 38.0 47.7 32.6 24.4 22.9 15.3 12.3 16.4 15.3 20.7
Wholesale paper on automobiles.......... 5.2 8.9 ereaes 0.7 5.6 {........ 0.2 2.7 0.8 5.1
Other wholesale paper on consumer goods.. 2.2 b 11.4 0.9 6.9 3.5 3.6 2.0 4.1
Business loans3. . .......c.cooiuiiiinnennnn 51.8 43.1 64.1 55.5 55.3 76.4 78.8 63.8 72.4 50.2
Other accounts and notes receivablet. ... .. 1.1 0.2 0.6 2.3 11.3 0.5 1.3 7.9 5.4 13.1
Total 10ans—2r08S. .. ... o0 vviuiiaarnr i inns 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 100.0
Reserves for unearned income and losses. . . 7.0 7.0 7.8 5.8 7.1 8.8 6.5 6.7 4.8 5.6
. indicates zero or less than .05 of 1 per cent. 3 Represents financing of business accounts receivable and certain
1t Includes minor amounts of business loans. other business loans. See instructions for questionnaire itern th.
2 Represents retail and lease paper on business and industrial 4 May include minor amounts of consumer loans.

equipment, commercial vehicles, and farm equipment.
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SUPPLEMENTARY TABLE 7

DiSTRIBUTION OF LIABILITIES OF FINANCE COMPANIES, BY SIZE AND TYPE OF COMPANY

{In per cent]
Size of company
(consumer loans o utstanding, in thousands of doflars)
Type of company, and type of liability Total - - :
100,000 | 25,000- | 5,000- | 2,500~ | 1,000- | 500- . 250- : 100~ | Under
and over! 99,000 | 24,999 4,999 2,499 . 999 499 | 249 100
| i
Sales finance companies ! »
Short-term notes payable to banks. ......... 17.7 12.8 33.9 40.8 32.4 28.1 24.6 2i.9 17.3 8.7
Commercial paper and other short-term notes.} 23.8 27.7 15.9 7.5 10,2 11.4 8.4 10.4 8.5 4.8
Other current liabilities. . .................. 7.0 6.1 10.1 6.9 16.2 8.1 9.1 7.7 6.4 3.2
Long-term notes payable to banks........... 2.2 1.7 3.3 2.7 2.8 6.7 5.6 5.6 2.9 3.6
Other long-term indebtedness {excluding sub-
ordinated debentures)............... .. ... 25.5 30.7 13.6 7.5 1.6 7.8 | 6.4 7.3 8.1 5.1
Subordinated debentures. .................. 9.5 10.0 8.6 8.3 10.0 8.1 5.2 3.3 3.3 2.0
Other liabilities. ............ ..ot 0.7 Lo....... 1.5 3.0 6.7 4.4 4.0 4.4 3.8 2.1
Capitaland surplus.............. ool 13.6 11.0 13.1 23.3 20.1 25.4 36.7 39.2 49.7 | 70.5
Total liabilities and capital......... ...} 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
G &
Short-term notes payable to banks.......... 21.6 15.2 34.2 40. 39.4 34.8 28.6 | 25.6 15.7 1.2
Commercial paper and other short-term notes. 5.2 4.0 6.4 4.5 3.6 6.3 10.6 @ 117 10.7 5.9
Other current lLabilities .. 7.3 10.1 2.2 3. 1.4 2.9 3.3 1.9 3.9 2.3
Long-term notes payable to banks 1.2 |........ 1.2 ... 2.1 10.2 6.8 3.4 4.7 3.1
Other long-term indebtedness (excluding sub-
ordinated debentures) . 29.1 40.3 17.7 12.8 5.1 3.8 6.5 7.5 9.9 11.8
Subordinated debentures . 8.9 5.6 14.8 16.2 22.4 15.7 13.1 10.6 8.7 4.5
Other liabilities. ................. . ..o, 1.2 1.2 0.9 0.2 0.7 1.2 1.8 1.7 2.5 3.6
Capital and surplus. ... ... 25.5 23.6 22.6 23.3 25.3 25.1 29.3 376 , 439 57.6
Total liabilities and capital........... -} 100.0 1100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 ! 100.0 | 100.0 | 100.0
Other personal finance companies ' i
Short-term notes payable to banks.......... 16.8 12.9 i 30, i5.1 i5.5 i 14.3 | 23.9 i4.4 14.4
Commercial paper and other short-term notes. 6.9 4.2 19.3 3.2 4.6 139 | 9.6 6.1 3.5
Other current liabilities. . .................. 6.9 2.5 9 13.0 8.7 9.1 | 9.3 5.3 5.9
Long-term notes payable to banks........... L U I 1.5 0.8 3.3 1.0 1.7 2.7
Other long-term indebtedness (excluding sub- |
ordinated debentures)................ ... 19.2 20.2 8.3 16.0 26.3 18.83 | 15.3 17.2 23.8
Subordinated debentures................... 5.4 3.7 12.0 10.6 1.6 5.1 | 4.4 1 8.6 3.8
Other liabilities. ...........coovvinoa, 19.9 45.4 2.3 21.5 16.2 67 | 88 [ 52 5.1
Capitaland surplus..................ooe 23.8 i1 18.0 19.1 26.3 28.8 i 27.7 41.5 40.8
Total Liabilities and capital . . ... 100.0 100.0 100.0 100.0 100.0 100.0 E 100.0 100.0 100.0
Size of company
(business loans outstanding, in thousands of dollars)
Business fi ’
Short-term notes payable tobanks.......... 34.9 1.1 37.1 46.5 51.9 33.6 29.2  18.4 16.1 10.9
Commercial paper and other short-term notes.{ 13.7 18.3 8.0 9.4 12.3 3.6 10.3 : 12.3 4.1 3.3
Other current liabilities. ...........coocuuun 7.5 6.0 8.6 11.2 4.1 9.6 7.3 | 8.0 5.3 4.0
Long-term notes payable to banks........... 2.0 fo....... 7.3 29 | 1.0 ¢ 3.0 ; 1.2 1.8 1.9
Other long-term mdebtedness (excluding sub- ; :
ordinated debentures). cooooveviniiaait. 15.5 23.0 10.3 3.2 4.9 9.0 , 4.4 7.9 5.1 9.1
Subordinated debentures 9.0 8.3 i1.6 8.7 2.6 12,2 8.4 t 8.8 8.1 5.4
Other liabilities. ..........coi it 1.9 1.7 1.7 0.9 1.9 7.9 3.0 l 2.8 5.1 7.2
Capitaland surplus..............cooooen... 15.5 1.6 15.4 17.2 22.3 23.1 34.4 [ 40.6 54.4 58.2
Total liabilities and capital . .............. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 ’ 100.0 100.0 : 100.0

. indicates zero or less than .05 of | per cent.
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Liquidity and Public Policy

by STEPHEN H. AXILROD

LiQuipiTy is a term that has taken on
many different meanings in writings on eco-
nomics. This is partly because research,
discussion, and controversy have not pro-
gressed far enough to yield a generally
agreed upon definition. And judgments
differ, sometimes sharply, about the kinds of
relationships that are involved in the con-

by the amount of cash assets and of assets
that are convertible into cash at short no-
tice, such as savings deposits and shares,
or with comparatively little risk of capital
loss, such as short-term prime marketable
paper. It is also affected by the extent to
which public policy, custom, or shifts in eco-
nomic forces make other assets more or less

cept of liquidity. The diffi-
culties in reaching agree-
ment are compounded by
the fact that, so far as
spending units in the econ-
omy are concerned, liquid-
ity is a subjective state; and
its attributes may vary from
person to person or from
business to business.

This paper represents a
further attempt to describe
the nature of liquidity and

TAFF PAPERS—In addi-

tion to its regular contents,
the Federal Reserve Bulletin
from time to time includes spe-
cial papers on economic and
financial subjects. These pa-
pers, prepared originally for
the information of the Board
of Governors by individuals on
its staff, are selected for pub-
lication because of their gen-
eral interest. The authors are
responsible for the analyses

readily convertible to cash
and make loanable funds
more or less readily avail-
able as an alternative to
liquidation of assets. Li-
quidity can be enhanced,
for example, by an increase
in the volume of money and
near-money assets (whose
combined total will be re-
ferred to as “liquid assets”)
in the hands of the public,
by an increase in the con-

to specify some of the di-
verse elements that shape
it. The term “liquidity” will be used to
refer to the whole complex of factors that
determine the extent to which assets are
readily convertible into money or to which
financial resources can be readily obtained
through borrowing. Measures of liquidity
should embody a variety of relationships.
These would be indicative of the amount
of readily convertible assets the public holds
in relation to income, spending, or other
needs; the amount of debt already incurred
that might have to be balanced against those
assets; and how readily credit is available
from financial institutions and others.
Thus, the economy’s liquidity is affected

and conclusions set forth.

vertibility into cash of the
stock of assets already in
existence, or by broader availability of credit.
Similarly, liquidity can be reduced through
decreases in the volume of liquid assets, re-
ductions in the convertibility of existing as-
sets into cash, or by increases in the volume
of indebtedness that may be regarded as an
offset to or early claim on cash holdings.
The liquidity of an economy can be said
to be one of the influences on decisions
to spend or save and therefore on the pace
of economic activity. It is not the only
influence, of course, nor is it necessarily
the most important one. Anticipated prof-
its, current and expected personal income,
price trends, and interest rates also affect

1161
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economic activity. But in advanced indus-
trial countries with complex and expanding
financial markets liquidity seems to play a
significant role.

Monetary measures, and also debt man-
agement, influence the economy partly
through their effects on liquidity. On the
other hand, the public may have sufficient
liquidity to be able at times to limit or blunt
the influence of monetary actions. Thus an
understanding of what liquidity may encom-
pass, how it may arise, and how it may af-
fect spending and lending is essential in
framing public policy and in evaluating the
adequacy and relevance of monetary and
other public policy measures.

Such questions have been much discussed
in the past few years, often in connection
with the findings and views contained in the
“Radcliffe Report.” * And many studies of
this country’s monetary and financial system
have in one way or another stressed the im-
portance of liquidity, more particularly the
bearing on liquidity of factors other than
the supply of money.*

Some writers have noted the long-term
increase in the amount and kind of near-
money assets, such as time deposits at com-
mercial and mutual savings banks, savings
and loan shares, savings bonds, and short-
term U.S. Government securities. Others
have emphasized the development of non-
bank financial institutions and the possibil-
ity that they can expand or contract their
lending so as to offset the impact of mone-
tary measures on the availability and cost of
credit. Still others have pointed to the be-

* Report, Committee on the Working of the Mone-
tary System, London: H.M. Stationery Office, 1959.
For background on some of the thinking that went
into the Radcliffe Report, see R. S. Sayers, “Monetary
Thought and Monetary Policy in England” (Economic
Journal, Dec. 1960, pp. 710-24).

2See for example, E. S. Shaw and J. G. Gurley,
Money in a Theory of Finance (Washington: Brook-
ings Institution, 1960).

Federal Reserve Bank of St. Louis

havior of businesses, which have come to
finance relatively more of their investments
from currently generated ianternal funds or
from accumulated holdings of cash and short-
term assets rather than from external credit
and to make increasing amounts of short-
term credit available to their customers.
These differences in approach serve to
emphasize the wide variety of phenomena
encompassed by the term “liquidity.” As an
economy expands, liquidity tends to grow
also and to diffuse through the economic
system; and, in doing so. it takes many
forms. Diversity in financial markets and in-
struments has historically accompanied in-
creases in the amount and variety of goods
and services. Thus, a broadening of liquid-
ity is a consequence of, if not a precondi-
tion to, economic growth. Like many eco-
nomic variables it is both cause and effect.

OUTLINE OF THE DISCUSSION

Diverse and changing elements go into
determining an economy'’s state of liquidity.
Therefore, no single measure can adequately
represent this state throughout the economy,
though some measures, such as total liquid
assets, which can be related to the value of
output to indicate the adequacy of liquidity,
may at times serve as rough guides. In
brief, the characteristics of liquidity differ
for various economic groups and also ac-
cording to institutional, cyclical, and devel-
opmental changes in the economy.?

* Although his analysis does not have the same
focus as the discussion in this paper, Roland McKean
emphasized the heterogeneity of over-all liquidity in
his article, “Liquidity and a National Balance Sheet,”
(Journal of Political Economy, 57, 1949, p. 522).
“Thus the variety of possible influences and the com-
plexity of their interrelationships suggest that no single
index (such as the quantity of money, the real value of
the stock of money plus government bonds, or the
ratio of aggregate liquid assets to aggregate private
debt) can tell us as much as we need to know about
liquidity position. A study of the national balance
sheet as a whole, using several ratios or indexes, along
with national income and expenditures, is more likely
to throw light on fluctuations.”
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The first part of the present paper de-
scribes significant elements that should be
taken into account in a disaggregative ap-
proach to liquidity analysis. This involves
a sector by sector analysis of the elements in
liquidity. Such an approach is needed for
two reasons: first, because the attributes and
significance of liquidity vary among eco-
nomic transactors; secondly, because short-
term assets held by one sector are short-term
debts of another, and they would tend to
cancel out unless considered separately.

The state of liquidity is influenced by
liquid assets in the hands of spending
units, principally consumers and businesses.
Many liquid assets, however, such as savings
and loan shares, are used to hold long-term
savings in addition to funds for contin-
gencies and operating purposes. Moreover,
the importance ascribed to particular liquid
assets varies from holder to holder. And
the suitability of various assets as reposi-
tories for liquidity varies with changing eco-
nomic circumstances.

The liquidity of spenders is also influ-
enced by the extent to which they have
already incurred debt, especially at short-
term, and by the availability of new credit
to them. Credit conditions, in turn, are in-
fluenced by the liquidity of banks and of
nonbank financial institutions.

In the second part, the discussion turns
to the impact of public policy, particularly
monetary measures of the Federal Reserve,
on elements of liquidity. Whether such
measures will continue to be effective will
depend on the extent to which changes in
ways of financing economic activity, with
consequent changes in the state of liquidity,
may make the economy less susceptible to
control.

The emergence of short-term and re-
deemable Government securities and savings

Federal Reserve Bank of St. Louis

and loan shares has indeed added new assets
in which liquidity can be kept, ones that can
be readily used to increase spending and
that are not directly subject to conventional
monetary control. But money is still the
most liquid of assets: it is in fact indispen-
sable as an ultimate means of payment. And
time and savings deposits are also important
elements of liquidity.

Monetary authorities thus can exercise a
good deal of influence over liquidity because
they can bring about variations in the quan-
tity of currency and bank deposits in re-
sponse to economic fluctuations and to shifts
in the public’s preference for other assets and
for liquidity in general. As for credit avail-
ability, monetary measures can influence the
terms and conditions on which credit is sup-
plied through their impact on the lending
potential of banks, and banks have strategic
roles in such important cyclically sensitive
markets as those for business short-term
credit, mortgages, and U. S. Government
securities. The direction and intensity of
monetary actions are influenced. however,
by the use made of near-monies and of the
lending potential of nonbank financial insti-
tutions.

THE STATE OF LIQUIDITY

The expansion of liquid assets and of non-
bank financial institutions has brought the
problem of liquidity more to the foreground
in recent years, but these factors do not ade-
quately represent all changes in the state of
liquidity that are relevant to useful analysis
of current economic conditions. For one
thing, the definition of liquid assets involves
complex problems because assets come into
being for different reasons and are used dif-
ferently by different sectors of the economy.
For another, liquidity is affected by the ex-
tent to which individuals and businesses
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have incurred or repaid debt, mainly short-
term, as an alternative to drawing down or
to building up liquid asset holdings.

These factors can be taken into account
in a sector by sector approach. Evaluation
of the economy’s state of liquidity will then
depend on liquidity positions of different
spending and lending units. In the following
sections, the liquidity of important spend-
ers—consumers and business—will be dis-
cussed in terms of first their assets and sec-
ondly their short-term debt. This will be
followed by a discussion of the liquidity of
key lending units—banks and nonbank
financial institutions—for their liquidity in-
fluences the terms and conditions on which
credit is available to the spenders.

The economy’s liquidity can be, and for
many practical purposes should be, analyzed
in terms of even more detailed components
than those indicated here. Its distribution
can be an important influence on the level
and pattern of economic activity. Such an
analysis involves more than just distinguish-
ing between consumers and business or be-
tween banks and other financial institutions.
It requires analysis of liquidity by, say, in-
dustrial groupings or income classes of con-
sumers. An increase in industries that are
not expanding will have different implica-
tions for economic activity than a rise in
liquidity of rapidly growing industries.*
Such a detailed analysis, however, is not
attempted here.

Liquid assets of spenders. A liquid asset is

* Within some range a business concern’s liquidity
may have little to do with its investment plans, how-
ever, because markets in industrial countries are ordi-
narily sufficiently flexible to permit those with surplus
liquidity to lend, directly or indirectly, to groups in
less favorable positions. Although she did not take
sufficient account of the mobility of financial re-
sources, Joan Robinson, in “General Liquidity” (The
Banker, Dec. 1960, pp. 790-95), stressed the distribu-
tion of liquidity by enterprise or industry.

Federal Reserve Bank of St. Louis

an asset with certain technical features—
small or no fluctuation in capital value and
ready convertibility into cash-—that make it
an attractive lodgment for the operating and
contingency funds, and sometime the longer
term savings, of individuals and businesses.
Currency and demand deposits, savings de-
posits and shares, and short-term market-
able paper of the highest quality are highly
liquid assets. Shares in credit unions and
deposits with the Postal Savings System are
also liquid assets though quantitatively less
important. Moreover, U. S. savings bonds,
because of their ready redeemability, can
also be considered a liquid asset.

The classification of some assets as liquid
and some as not raises problems, however,
because all assets are liquid in some degree
through market sale or transfer of owner-
ship in exchange for cash, and a cut-off
point must be selected on grounds that are
partly arbitrary. Such a classification also
tends to blur the distinction between liquid-
ity and liquid assets, so that they come to be
considered the same thing. Not only is
liquidity made up of more elements than
liquid assets, but the liquidity of such assets
is only a part of their value to holders. A
further difficulty is that as time passes some
assets may become less liquid and others
more $o.

Liquidity and liquid assets. Liquid assets
are repositories not only for savings related
to liquidity objectives but also for savings
related to long-term objectives. Savings for
liquidity would consist of funds needed for
current operating purposes—for example, to
bridge the expected time interval between
expenditures and receipts of income; funds
needed for contingencies such as sudden ill-
ness or unusual business losses; and funds
needed to take advantage of unusual oppor-
tunities for purchases of goods and services
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and of securities.” Liquid assets, however,
are also outlets for long-term funds that are
intended to be used at some point in the
future for such expenditures as education, a
house, retirement, or expected medical costs.
A distinction between savings that are
primarily for liquidity and savings that are
related to longer run objectives is important
even though it involves subjective consider-
ations that entail differences in degree and
difficulties in quantification. While growth
of assets that compete with money may com-
pound the difficulties of carrying out an ef-
fective monetary policy, the actions of the
holders may indicate that some liquid assets
are less competitive with money as a store
of liquidity and more competitive with assets
that are primarily a store of long-term sav-
ings. If this is true, the importance of cur-
rency and bank deposits as forms in which
the public holds liquidity has not fallen as
far as might be suggested by the increase in
holdings of other liquid assets over the past
60 years or even over the past decade.
Some notion of the relative importance of
the liquidity component in selected liquid
assets may be gained by a comparison of
their turnover rates. For example, the turn-
over rate of U.S. savings bonds (Series E
and H) averaged slightly more than .10
in the 1955-60 period, or more than once
every 10 years, the lowest rate for liquid
assets to be considered here.® This lends
weight to the view that holdings of these
bonds have a heavy long-term savines com-
ponent and a comparatively small liquidity

See J. M. Keynes, General Theory of Employ-
ment, Interest and Money (New York: Harcourt,
Brace and Co., 1936, pp. 194-96), for a discussion
of the income, business, precautionary, and specula-
tive motives for liquidity. By liquidity, however,
he means cash holdings only.

%Some other assets sometimes considered to be
liquid, such as the cash value of life insurance policies,
would probably have a lower rate of turnover.
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component. Many low income groups or
conservative investors, for instance, consider
their bonds as a repository for some part of
their long-term savings. On the other hand,
savings bonds, particularly some of those ac-
quired as gifts or through payroll deduction
plans, to some extent do represent a store
of liquidity that people will use to increase
their current spending or to take advantage
of investment opportunities. During the war
and for some years after, the liquidity com-
ponent was surely larger than at present.

The longer a savings bond has been held,
the less likely is the holder to consider it
as part of his liquid funds and the more
likely as part of his long-term savings. Un-
like marketable securities, whose yields gen-
erally decline as they approach maturity and
become more like a liquid asset, the effective
yield of a savings bond rises. Consequently,
if a savings bond has been held for some
time, the yield that would be lost if it were
redeemed before maturity may be large
enough to make holders unwilling to liqui-
date their investment.

Savings and loan shares also are likely to
have a substantial long-term savings com-
ponent. It is generally assumed that prac-
tically all savings and loan shares are held
by individuals, many of whom view these
deposits as an important part of their life-
time savings. This is also true, although
perhaps to a lesser extent, for savings de-
posits at banks.

Time deposits are held by businesses and
by State and local governments and foreign
banks and are more likely to be used for
meeting current commitments or as outlets
for working funds. Acceptance of a lower
yield on time and savings deposits than that
received on savings and loan shares can be
regarded as a cost holders are willing to bear
to obtain liquidity or convenience.
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The turnover of time and savings deposits
in banks and of shares in savings and loan
associations can be estimated by comparing
withdrawals over the year with the average
level of balances during the year. From
1955 through 1959, the turnover of savings
and loan shares was nearly .30; that is, sav-
ings shares on the average turned over some-
what less than once every three years. In
the 1950-54 period, turnover was slightly
lower.

The turnover of deposits in mutual sav-
ings banks in the last half of the 1950’s was
.26, about the same as for savings and loan
associations. Although no comprehensive
information is available for commercial
banks, the turnover of their time and sav-
ings deposits was probably more frequent,
ranging perhaps from once every two
years to once a year.” In contrast, demand
deposits outside leading financial centers
turned over on the average from 20 to 26
times a year in the 1955-59 period.

Another type of asset, short-term market-
able securities, such as short-term U. S.
Government securities and prime short-term
commercial paper, is an important outlet
for liquid funds. Short-term Government
securities are particularly important for
business. As of the end of 1960, corporate
nonfinancial businesses held almost $20
billion of Government securities. About
three-fourths of their holdings matured
within a year, and a high proportion were
Treasury bills.?

“ About all the evidence that has been published
is summed up in the footnote on page 33 of Debits
and Clearing Statistics and Their Use (Washington:
Board of Governors of the Federal Reserve System,
1959), by George Garvy. His latest reference is to a
Chicago Federal Reserve Bank study which reported
that savings deposits at commercial banks in the Mid-
west turned over about once every two years in 1956.
Business holdings of time deposits, which probably

turnover more often, were not included.
8 Based on Treasury Survey of Ownership data.

Federal Reserve Bank of St. Louis

A rough estimate of the turnover of the
nonbank public’s holdings of such securities
can be obtained by comparing sales by the
nonbank public (other than brokers and
dealers) reported by dealers with average
holdings of the public. In the 1-year period
ending August 1961, the turnover rate was
about .70. This represents a lower limit
since it excludes cash redemptions and other
transactions that did not go through dealers.

If a liquid asset series is used to represent
one aspect of the state of liquidity, it may be
desirable to make the series reflect as closely
as possible those assets with the highest
liquidity content. One possibility would be
to limit the series to such items as currency,
commercial bank deposits, the shortest term
Government and private securities (3 to 6
months or possibly going out as far as 1
year), and perhaps some fraction of savings
and loan shares, mutual savings bank de-
posits, and U. S. savings bonds. Because
the use of such a fraction is likely to create
more problems than it solves, however, it is
probably better either to include or exclude
all such assets. If they are included, it
should be recognized that the amount of
liquidity held in such assets and of changes
in it will be overstated.

The growth in importance of liquid assets
can be illustrated by the fact that the
nonbank public’s holdings of such assets,
as here measured,” rose from an average
of about 55 per cent of the value of gross

* For illustrative purposes, readily available meas-
ures have been used in this comparison. Total liguid
assets include currency, demand deposits, time and
savings deposits, U. S. savings bonds, and marketable
Federal obligations (after 1950 only those maturing
within a year). This measure contains items, such as
long-term Federal obligations during the 1920’s and
1930’s, that should be excluded and excludes items,
such as prime short-term commercial paper and, dur-
ing the late 1920’s, stock market call loans made in
large amounts by corporation and other nonbank
lenders, that should be included.
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LIQUID ASSETS rise faster
than GNP since 1900
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national product in the 1900’s to almost 85
per cent in the 1950’s. At the end of 1945
they had risen to about 120 per cent of gross
national product. But in the postwar years
the public used liquidity that was excess
relative to income to buy goods and services
and new long-term securities issued by cor-
porations and by State and local govern-
ments, all items that were in short supply
during the war years. Also the liquidity of
a large volume of securities was reduced
after the Federal Reserve in 1951 discon-
tinued supporting the price of U. S. Gov-
ernment securities, a policy which it had fol-
fowed during the previous decade.

Not only has the total amount of liquid
assets expanded since the early years of the
century, but also the composition of the
total has changed. Savings bonds and short-
term U. S. Government securities, assets that
either did not exist or were comparatively
unimportant before World War 1, have be-
come widely held. The proportion of sav-
ings and loan shares in the total has also
risen. But perhaps more important for

Federal Reserve Bank of St. Louis

MONEY SUPPLY grows less than other
liquid assets during the past decade
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liquidity, much of the new investment was
by persons who regarded the shares as near-
money claims rather than as long-term in-
vestment in real estate credit. This was re-
lated to the advent of Federal insurance of
savings shares.

Particularly during the postwar years,
currency and demand deposits—the money
supply as ordinarily defined—grew less
rapidly than other liquid assets, as shown in
the chart. Thus, they became a smaller pro-
portion of all liquid assets. On the other
hand, the relative amount of time deposits
at commercial banks rose, partly offsetting
the decline in the other public claims on the
banking system, as shown in the table on
the following page.

In analyzing the behavior of liquid asset
holdings by the nonfinancial public, how-
ever, consumers and businesses should be
treated separately, for at least two reasons.
First, some assets (e.g., savings shares) are
unimportant for businesses, and others (e.g.,
short-term securities) are comparatively un-
important for consumers. Second, the two
sectors differ in the importance they attach
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TaBLE 1

CoMPOSITION OF THE PUBLIC’S HOLDINGS OF SELECTED
LiQuiD ASSETS'

(Percentage distribution ; year-end dates)

Type of asset 1946 1950 1955 1960
Currency and demand deposits...| 45.2 41.9 40.7 35.6
Time deposits in commercial banks] 13.8 13.7 14.7 17.3
Deposits in mutual savings banks2. 8.3 8.6 9.0 9.3
Savings and loan shares......... 3.4 5.0 9.1 14.9
U. S. savings bonds............. 20.4 20. 17.3 9.2
Short-term U. S. Government
securities3. ... ... ..ol 8.9 10.0 9.2 10.9
Total...ooovvviivineniinnn 100.0 | 100.0 | 100.0 | 100.0
Total (billions of dollars)........ 240.1 | 275.1 | 334.5 | 400.8

1 The holdings of banks are not inciuded.

2 And also deposits in Postal Savings System.

3 Securities maturing within a year.

NoTE.~—Details may not add to totals because of rounding.

to liquid asset holdings, in their responsive-
ness to changes in them, and in the extent
to which other factors, such as debt posi-
tions, have also to be considered in analysis
of their liquidity positions.

Also, the significance of changes in liquid
asset holdings depends on how and under
what conditions the change in holdings

CONSUMERS spend less and add more
to liquid assets during recessions
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comes about. As shown in the chart, consum-
ers’ holdings of liquid assets typically rise
in relation to income during recessions and
fall in expansions. Much of the rise results
from a tendency for consumers to place
more of their funds in liquid assets during
recessions, partly at the expense of spend-
ing. Although this tends to increase liquid-
ity and thereby helps prepare the way for
recovery, the increased preference for liquid-
ity also contributes to the recession.

Changing liquidity of assets. The liquidity
of an instrument and thus its suitability as
a repository for contingency and operating
funds 