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Bank Lending 
to 

Farmers 
Nu~rnEn OF MAJOH dcvc1opments iufln-
encing the volume and characteristics 

of farm loans have been significant in recent 
years. Technological developments have 
caused the number of workers on farms to de
cline and the investment per worker to in
crease. Rapid increases in the use of special
ized machinery and equipment, irrigation, 
fertilizer, improved feeding techniques, and 
numerous other developments have influenced 
the kinds and amounts of capital needed hy 
farmers and, presumably, their 11scs of credit. 
In addition, cost-price relationships and 
drought in large areas have accentuated the 
adjustments farmers must make. 

These trends have been influencing the size 
and number of farms, the resources needed on 
individual farms, and the resources needed for 
the industry as a whole. Changes of this sig
nificance in an industry obviously have an in
fluence on the amount, kinds, and terms of 
credit that banks are called upon to extPnd. 
Such changes also are responsible for bankers 
varying their techniques in order to service 
the monetary and credit needs of modern 
agriculture most effectively. 

In view of these developments, a study of 
loans made by the major agencies that finance 
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tit(' agril'ulturnl industry was con<lnctcd as of 
June 30, 1956. The Federal Heserve System 
assumed responsibility for supervising the 
study of commercial banks. It was assisted by 
the American Bankers Association and the 
Federal Deposit Insurance Corporation. The 
subsequent analysis will be based on estimates 
for the Tenth Federal Reserve District that 
have been derived from data provided by a 
random sample of 189 insured commercial 
banks. Each of these banks reported detailed 
information on a samp1c of their farm loans. 

As of midyear 1956, commerdal banks in 
the Tenth District had $694 million of farm 
credit outstanding. Farm loans made by banks 
varied substantially by size, purpose, secmity, 
and characteristics of the individual borrower. 

·ze of Loans 

Analysis of the data collected indicates that 
on June 30, 1956, commercial banks in the 
Tenth District held 390,368 notes made by 
225,390 farm borrowers. This amounts to an 
average of H notes and $3,080 worth of com
mercial bank credit for each borrower. An 
analysis of the data by outstanding bank debt 
per borrower category indicates there was 
substantial variation in the average amount 
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Bank Lending to Farmers 

NUMBER OF BORROWERS AND NUMBER OF NOTES BY 
TOTAL OUTSTANDING BANK DEBT PER BORROWER 

(June 30, 1956) 
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DEl3T PER BORROWER 

of bank credit used per borrower. About 13 
per cent of the borrowers had an outstanding 
bank debt of less than $250. The average debt 
per borrower for this group was $140. The 
group accounted for only slightly more than 
one half of 1 per cent of the total dollar volume 
of farm loans outstanding. At the other ex
treme, slightly more than one tenth of 1 per 
cent of the borrowers ha<l an outstanding debt 
in excess of $99,999 per borrower. The average 
debt per borrower was $190,410 for this group, 
which accounted for about 9 per cent of the 
total dollar volume of loans outstanding. The 
largest number of farm borrowers were in the 
$2,000-$4,999 category. The average debt per 
borrower for this group was $3,107, and this 
category accounted for 22 per cent of all bor
rowers and also for 22 per cent of the out
standing dollar volume of farm loans in the 
Tenth District. 

As would be expected, borrowers with a 
large average debt tended to have more notes 
outstanding per borrower than did those with 
a small average debt. Borrowers with a debt 
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of $250 or less had an average of 1.1 notes, 
while those with a debt of $100,000 and over 
had an average of 8 notes. Borrowers with out
standing debts of $2,000-$4,999, making up 
the most prevalent group, had an average of 
2.1 notes. 

Size of note also varied substantially ac
cording to the chief purpose of the loan. Notes 
written for purchasing feeder livestock were 
the largest-averaging $5,461 per note. Other 
major purposes and the average size loan for 
each were: to buy farm real estate, $4,936; to 
consolidate or pay other debts, $2,606; to pur
chase other livestock, $2,50 l ; to improve land 
and buildings, $1,7~)9; for purposes other than 
Jjstecl , $1,601; to purchase machinery, trucks, 
etc., $1,315; for current operating and family 
living, $1,040; and for purchase of auto an<l 
other consumer durables, $633. 

Purpose and Maturity 
A rapidly changing technology in agricul

ture would be expected to influence the pur-

MAJOR PURPOSE FOR WHICH BANK CREDIT 
WAS USED 

(Outstanding on June 30, 1956) 

Number Average 
Amount Per Cent of Size of 

Major Purpose Outstanding of Total Notes Note 

Current operating 
and family living $214,957,662 31.0 206,692 $1,040 

Purchase feeder 
livestock 175,058,139 25.2 32,054 5,461 

Purchase other 
livestock 90,730,057 13.1 36,274 2,501 

Purchase machinery 
trucks, etc. 76,180,847 11.0 57,917 1,315 

Purchase farm 
real estate 64,332,911 9.3 13,034 4,936 

Consolidate or 
pay other debts 41,753,918 6.0 16,020 2,606 

Improve land and 
buildings 14,973,264 2.1 8,323 1,799 

Purchase auto or 
other consumer 
durables 10,375,178 1.5 16,382 633 

Other 5,870,660 0.8 3,668 1,601 

Total, all purposes 1$694,232,636 100.0 390,368 $1,778 



pose for which funds are borrowed as well as 
the quantity borrowed. Although comparable 
benchmark data from previous studies are not 
available for comparative uses, this survey was 
prepared to show the current amount of out
standing bank debt by major purpose. These 
data are useful as guides for determining the 
major credit requirements of agriculture and 
the relationships between purpose and other 
loan characteristics such as maturity. 

Current operating or family living expenses 
accounted for 31 per cent of the dollar volume 
of hank Joans to Tenth DistriC't farmers. 
Slightly more than 2,5 per ('('Ill or tl1(' volnnw 
was rnadc for p11r('hasi11g fc<·dcr livc'stock. 
0th r major purposes for whi('h form n<'dil 
was used were to purchase other livestock; 
purchase machinery, trncks, etc.; purchase 
farm real estate; consolidate or pay other 
debts; improve land and buildings; and fi
nance other projects. 

Number of notes outstanding was used in 
the preceding table rather than number of 
borrowers, since an individual borrower fre
quently had notes outstanding for more than 
one purpose. It is of interest to note that more 
than half of al1 hank notes ot1tstancling to 
farmers were made to pay current operating 
and family living expenses. The av<'rage size 
of this type note, however, was relatively 
small. The only type of notes that were smaller 
in size, on an average, were those made for 
purchasing autos or other consumer durables. 

The notes that averaged largest in size on 
June 30, 1956, were those made for purchas
ing feeder livestock. The face amount of notes 
written for this purpose averaged Jarger than 
those written for purchasing real estate. Al
though the number of notes for purchasing 
feed r 1ivestock was relatively small, their 
large average size caused the amount of bank 
·credit extended for this purpose to be rela
tively large. 
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The purpose for which farmers borrow 
money also tends to have a significant influ
ence on the maturity of the note. Loans made 
for paying current operating and family living 
expenses and for purchasing feeder livestock 
tend to he short-term loans. Those made for 
purchasing farm real estate tend to be long
term loans, while those made for most other 
purposes may require intermediate-term fi
nancing. 

About 68 per cent of the total volume of 
hank loans to farmers were written with ma
turities varying from demand note's to 7)~ 
,nonlhs. Appro\:imatcly 18 pC'r C'cnt were writ
tc-11 with lllaturil ics of 7)~ months to I :3)~ 

months, 10 per C<'nl with maturities from 13)~ 
to 67 months, and 4 per cent with maturities 
in excess of 67 months. 

Practically all of the notes written for pur
chase of feeder livestock and current operat
ing and family living were written with ma
turities of one year or less. This is as would 
be expected, since income from financing this 
kind of loan practically always would he an
ticipated within a year. Since 56 per cent of 
the clol1ar volume of commercial hank loans 
to farmers were written for these pt1rposes, 
commercial bank loans to formers tend to have 
short-term maturities. 

Notes written for purchasing farm real es
tate tended to have longer-term maturities. 
Only about a third of these notes were writ
ten with maturities of less than two years. 
Furthermore, almost all of the notes written 
for purchase of farm real estate with maturi
ties of less than two years were not ~,ecured 
hy farm real estate. This would indicate that 
these short-term loans to purchase farm real 
estate were made: ( 1) to individuals with sub
stantial amounts of liquid assets; ( 2) as inter
mediate loans while other financing was being 
arranged; and ( 3) as temporary loans while 
other a~<.;cts were being converted into c::ish. 
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Practically all of the two thirds of the dollar 
volume extended for purchase of farm real 
estate that was secured by farm real estate 
was written with maturities of more than two 
years. 

About 16 per cent of the farm notes wdtten 
for purposes other than purchase of feeder 
livestock, current operating and family living, 
and purchase of farm real estate had maturi
ties of two years or more. This category would 
include most of the fmm notes written for pur
poses which requir intermediate-term credit. 
However, much of the crc>dit extended in this 
catC'gory was extcrnlc-(l as short-term credit. 
Banks frequC'lltly wrill' farm J10t< s with short
term maturities with th' understanding that 
they will b ren wed if the :financing continues 
to be needed on the du date. In this connection, 
it is interesting to note that almost 50 per cent 
of all borrowers had been in debt continuously 
with the bank for at least l½ years. It also should 
be noted that commercial banks, because of 
the way in which they are organized, tend to 
emphasize short-term financing rather than 
long-term financing. They frequently provide 
for the longer-term financing requfremcnts of 
their customers by suggesting other agcncic's 
that are in a better position to do long-term 
financing. 

ecurit 

Financing institutions must emphasize safety 
in extending credit. Consequently, they usually 
require a financial statement and frequently 
ask for some type of security. In cases where 
the borrower has a good financial statement 
and is otherwise favorably known to the bank
er, credit often is extended without s curity. 
In most other instances, some type of security 
is r quired. 

More than half of the notes written were 
secured by chattel mortgages. These notes 
averaged $2,120 in size and account d for 61 
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BA L T PS B TY 
{Outstanding on June 30, 1956) 

Average 
Dollar Volume Number Size of 

Type of Security Outstanding of Notes Note 

Unsecured $155,032,900 149,999 $1,034 
Endorsed or co-maker 17,741,670 15,952 1,112 
Chattel mortgage 425,795,034 200,804 2,120 
Real estate mortgage, no 

Government guarantee 74,286,589 16,903 4,395 
Real estate mortgage with 

Government guarantee 6,246,768 2,254 2,771 
Other security 15,129,675 4,462 3,391 

Toto I $694,232,636 390,368 $1,778 

per cent of th<' dollar arno1111l of all hank loans 
cmt<;tanding to fanners. A large n11mlH'r of 
farm notes also w r writtc'n on an llllS<'<·nn'cl 
basis. They averaged $1,0.'34 in size ancl ac
counted for 22 per cent of the dollar amount 
of all bank loans outstanding to farmers. 
Loans secured by farm real estate accounted 
for 12 per cent of the outstanding dollar vo1-
ume of all farm loans. The average size of note 
when secured by real estate without Govern
ment guarantee was $4,395. 

0 Wor 

Th re was substantial variation in the net 
worth per borrower among th• individuals 
that had bank loans outstanding at midyear. 
About 1m per cent of the borrowers had net 
worths of less than $3,000, while almost 4 per 

BAN F ~E S B {0 TH 
(Outstanding on June 30, 1956) 

Average 
Net Worth Dollar Volume Number of Amount Per 
of Borrower Outstanding Borrowers Borrower 

Under $3,000 $ 20,659,447 25,812 $ 800 
$3,000 - $9,999 103,475,717 70,193 1,474 
$10,000 - $24,999 145,606,422 64,712 2,250 
$25,000 - $99,999 248,328,025 49,995 4,967 
$100,000 and over 172,313,555 8,529 20,203 
Unknown 3,849,470 6,149 I 626 

Total $694,232,636 225,390 $ 3,080 



cent had net worths of $100,000 or more. The 
largest number of borrowers had net worths 
of from $3,000 to $9,999. Almost a third of the 
borrowers were classified in this net worth 
group. However, the largest amount of debt 
outstanding was held by the $25,000 to $99,-
999 net worth group. This is accounted for by 
the fact that borrowers in this net worth group 
were relatively numerous and, on an average, 
were using substantially more bank credit 
than were borrowers in the other groups 
where borrowers were more numerous . 

AQc of Borrower 

Fann horTowc·rs '15 years of age· and ov<'r 
accom1ted for a major proportion of the dollar 
volume of hank loans outstanding to farmers. 
About half of all farm borrowers were in this 
age group. Since the average debt per bor
rower in this group was substantially larger 
than for any other age group except corpora
tion farms, 56 per cent of the dollar volume of 
outstanding farm loans was accounted for by 
this age group. The age groups 35 - 44 and 
25 - 34 also were important insofar as number 
and dollar volume were conccrnC'd. However, 
both the number of borrowers and average 
size of loan decreased with the lower age 
groups. Although the amount of hank loans 
to farmers under 25 years of age was rela
tively unimportant, several factors contrihnte 
to this situation. In a number of instances, 
borrowers under 25 had co-signers for their 
notes and in this case the age of the older 
signer was used in summarizing the data. 
Furthermore, the number of farmers in this 
age group is small. Those that are in this age 
group frequently borrow small amounts or 
borrow from their fathers. 

It should be pointed out that net worth per 
borrower tends to he related to age. Farmers 
under 25 years of age have not had much of 
an opportunity to build up substantial net 
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bAN LOA c; 0 i-ARMEk:5 BY AG 
(Outstanding on June 30, 1956) 

Average 
Dollar Volume Number of Debt Per 

Age 

Under 25 
25 - 34 
35 - 44 
45 and over 
Corporation farming 
Unknown 

Total 

Outstanding 

$ 8,622,243 
86,552,151 

181,875,234 
391,557,236 

21,776,302 
3,849,470 

$694,232,636 

Borrowers 

7,237 
37,189 
63,489 

111,120 
206 

6,149 

225,390 

Borrower 

$ 1,191 
2,327 
2,865 
3,524 

105,710 
626 

$ 3,080 

worths. Although a few farmers in this age 
group We're listed as having a net worth of 
from $2.5,000 to $99,999, none' were• listed as 
having a net worth in excess o[ $100,000. On 
the other hand, fannc•rs 45 years of age and 
over accounted for ahout 82 per cent of the 
net worths of $100,000 and over. Most of the 
remaining 18 per cent were in the 35 to 44 
age group. 

The average interest rate charged for all 
loans made by banks was 6.11 per cent. Rates 

n 
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Bank Lending to Farmers 

charged tend to vary with size of loan, secur
ity, method of repayment, purpose, the vari
ous characteristics of the individual borrower, 
availability of credit, and, perhaps, several 
other influences. The interest rate charged by 
commercial banks for loans secured by real 
estate averaged 5.18 per cent. Those not se
cured by real estate averaged 6.24 per cent. 

Rates varied by size of note from an average 
high of 9.57 per cent for loans secured by real 
estate in the $250-$499 category to an average 
low of 4.5 per cent for loans sccurC'd hy real 
estate in the $100,000 and over category. The 
rates for loans not secured by real estate varied 
from an average high of 7.74 per cent for the 
$250-$499 category to an average low of 4.95 
per cent for the $100,000 and over group. 

If the loans made by commercial banks are 
grouped by major purpose, the rates charged 
varied from a low of 5.08 per cent for loans 
made to purchase real estate to a high of 6.77 
per cent for loans made for intermediate-term 
purposes. It should be noted that it is difficult 
to determine causes of variation in rates. For 
example, the rate on loans made to purchase 
real estate may be low because of size, se
curity, and factors other than purpose. 
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Co11clusion, 

Commercial banks in the Tenth District 
were providing slightly more than two and 
one half times as much credit to farmers in 
mid-1956 as they did at the time of a similar 
survey conducted in mid-1947. Although the 
number of notes outstanding to farmers as of 
mid-1956 was somewhat larger than in mid-
1947, a major part of the increase in volume 
was accounted for by the increased average 
size of note. Comparisons on a per borrower 
basis cannot be made, since such data were 
not obtained in the 1947 survey. 

Although it is difficult to make speeific 
comparisons he ausc of <liffcrenc s in the two 
surveys, it is apparent that commercial hanks 
are continuing to write a major proportion of 
their farm loans as short-term loans. However, 
the fact that nearly 50 per cent of their custom
ers had been in debt with the bank continuously 
for more than l¾ years, as of mid-1956, indi
cates that longer-term credit needs are being 
met by renewal of notes. Interest rates in mid-
1956 were almost the same for nonreal-estate 
loans ( 6.2 per cent as compared with 6.1 per 
cent) as they were in mid-1947. For real-es
tate loans, rates averaged one half of 1 per 
cent higher in 1956 ( 5.2 per cent as compared 
with 4. 7 per cent). 



Fi deral I V t nt Funds 
in the 

Money Market 
rn PAST 20 YEAHS have witnessed rapid 
clcvelopnwnl of an important institutional 

huycr of Trc·asury scrnritics tlw U. S. Cov
crnmenl 1 nvcslnwnt Accounts. AL the end of 
fiscal 1936, U. S. Government Agencies and 
Trust Funds held $1,959 mi1lion in Treasury 
issues, less than 6 per cent of the total out
standing. This figure had grown to over $53 
billion, almost 20 per cent of the total out
standing, by June 1956. 

The old-age and survivors insurance ( OASI) 
trust fund is now the largest of the accounts, 
holding more than $22 billion in Government 
securities on June 30 of this year. RC'ccnt esti
mates indicate a prospective growth in this 
fund which appears to ensure continuing ('11-

largement of the combined Investment Ac
counts during the remainder of the century. 
The 1955 annual report of the OASI Board of 
Trustees indicated that, under legislative pro
visions as of June 30, 1955, OASI reserves 
would reach $99 billion by the year 2000 if 
intermediate-cost estimates were employed. 

This figure reflects a favorable Congres
sional attitude towards the development of a 
sizable invested reserve fond , the income from 
which may be uti1izcd to defray future liabili
ties under the OASI system. This is not the 
only method of providing for paymC'nt of hene
fits in the future. For example, Congress could 
elect to finance expanding benefit outlays en-
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tircly thr011gh a gradual progression of con
trih11tio11 rat('s. And il must he recognized that 
Co11gr<"ssio11al policy govcrni11g the fi11ancial 
basis of th<' OASI system is subject to change. 
Barring fundamental changes of this charac
ter, the Fe<leral Investment Funds may absorb 
a material proportion of the total supply of 
Federal debt obligations at least over the next 
four or five decades. 

So rapid has been the growth of the Invest
ment Accounts that the volume of Federal se
curities available for public ownership has 
declined since 1945, despite a post-World War 
TI c'.pansio11 in the total volume outstanding. 
Growth in the security holdings of the Tnvest
nwnt Funds from June 194,5 to June 1956 was 
more than twice the increase in the total 
supply of Federal securities. Future variations 
in Federal debt obligations available for pub
lic ownership will, of course, depend upon 
changes in the total Federal debt as well as 
upon growth in the Investment Funds. Never
theless, assuming a given total volume of 
Federal debt issues, acquisitions by the In
veshncnt Accounts serve to reduce the supply 
in public hands. 

With absorption of Government securities 
takin g place on this scale, it is of interest to 
consid<'r the possible impact of Investment Ac
count transactions on the money and capital 
marlf' ts, particularly with respect to thP struc-
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ture of interest rates on Treasury and other 
securities. Indicating the nature of these effects 
is the principal purpose of this article. This 
analysis requires that attention be given to 
such factors as the influence of Investment 
Account buying on the supply of money and 
bank reserves, the types of securities pur
chased for the Accounts, and the impact 
of growth in the Accounts on the volume of 
saving. 

Preliminary to discussing the operations of 
the Investment Funds, it may be helpful to 
look at the general nature and relative sizes 
of the individual accounts and to indicate the 
source of growth in investments during recent 
years. Government security holdings of the in
dividual accounts ranged from $20.6 billion in 
the OASI trust fund on June 30, 1955, down 
to $1,000 held by the U. S. Naval Academy 
museum fund on the same date. The bulk of 
the issues held is concentrated in eight ac
counts; the accompanying table itemizes the 
size of these eight at the end of selected fiscal 
years. Growth in the security holdings of these 
eight accounts has dominated the increased 
holdings of all Investment Funds over the 
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past 15 years, and since 1945, expansion of the 
OASI trust fund has accounted for 55 per 
cent of the increase in total holdings . 

Most, but not all, of the funds available for 
investment are administered by the Secretary 
of the Treasury as managing trustee for the 
accounts. Virtually all of these funds are used 
to purchase obligations of the Treasury. A few 
of the accounts hold guaranteed securities of 
Federal agencies, although these have been a 
small and diminishing proportion of total in
vestments in recent years, amounting to only 
$12 million at the end of 1955. An insignifi
cantly small volume of oth('r sccuritiC's nlso is 
Jwld. 

Most of these security hoklings- such as 
those of the OASI, unemployment, and civil 
service retirement trust funds-represent in
vestment of reserves accumulated for the pay
ment of benefits, and are comparable in this 
respect to the reserves of an insurance com
pany. Security holdings of some of the smaller 
trust accounts represent more or less perma
nent investments, the income from which is 
utilized to defray operating expenses of the 
instih1tions or persons for whom the fund was 

FEDERAL SECURITY HOLDINGS OF GOVERNMENT 
CC. TS 

(Par value in millions) 

¥ j ' June 30 June 30 June 30 June 30 
Funds and Accounts 1940 1945 1950 1955 

Federal old-age and 
survivors insurance $1,738 $6,546 $12,639 $20,579 

Unemployment trust 1,710 7,307 7,413 8,443 
Civil service retirement 

and disability 550 1,848 3,801 6,152 
National service life 

insurance 3,187 5,342 5,346 
Railroad retirement 79 501 2,058 3,486 
Postal Savings System 1,218 2,575 3,038 1,997 
Federal Deposit 

Insurance Corp. 346 835 1,276 1,711 
Government life 

Insurance 828 l, 141 1,292 1,233 
All other 622 990 969 1,591 

Total $7,091 $24,930 $37,828 $50,538 

SOURCE: U. S. Treasury Department. 



created. Holdings of a third group, those 
of Government agencies such as the Federal 
Deposit Insurance Corporation and the Fed
eral home loan banks, reflect the investment 
of reserve balances to meet potential claims, 
and other funds not immediately employed 
elsewhere. 

T, nr r• • - D --

The types of securities purchased for the 
major Investment Funds are controlled by 
legis]ative provisions which may he illustrated 
by rcfrn'ncC' to regulations governing invest
ments for the two largest accrnmts, the OASI 
and 11n<'mploynwnl trust f,mcls. 

In the Social Security Act Amendments of 
1939, whid1 established the OASI trust fund, 
the Secretary of the Treasury as managing 
trustee was instructed to purchase for the fund 
either Treasury issues or securities guaranteed 
by the United States. Public issues could be 
acquired either on original issue or in the 
market at prevailing prices. Alternatively, spe
cial obligations could be issued to the fund 
with a yield approximately equal to the aver
age rate of interest on the entire interest-hear
ing Federal cleht at the time of issuance. 
(Under the 1956 amendments to the Social 
Security Act, the yield on special issuC's will 
henceforth be determined by the average in
terest rate on marketable Treasury obligations 
with an original maturity of five years or 
more.) Special obligations, however, were to 
be issued to the fund only if the trustee de
termfoed that purchase of public issues ,vas 
not in the public interest. Investments of the 
unemployment trust fund, the second largest 
account, may consist of either special or puhlic 
issues, with the restriction that pu hJic issues 
purchased must provide an investment yield 
not less than the yield on special ohJigations. 
Special obligations issued to this fund have a 
yield approximately equal to the average rate 
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of interest on the Federal debt. 
Regulations governing investment opera

tions of the other Investment Accounts vary 
somewhat from those noted above. For the 
two largest accounts, however, it seems ap
parent that the Treasury has considerable 
flexibility in formulating investment policies. 
The decision to invest OASI reserves in special 
or public issues rests on questions of public 
interest. These are obviously complex ques
tions which arc open to a variety of possible 
interpretations. For the unemployment trust 
fund, the allocation of invcstih1e balances be
tween sp<'cial and pnhlic issues is also left 
lo tlic discretion o[ the Tr<'asnry. The choice 
among types of pu hlic issues purchased 
for the unemployment trust fund is somewhat 
limited, being confined to issues with a yield 
equal to or greater than the average interest 
rate on the Federal debt. Investments of the 
0 A.SI fund, on the other hand, are not cir
cumscribed in this respect. 

On June 30, 1955, the OASI trust fund held 
$18.2 billion in special issues and $2.3 bil
lion in public obligations, all long-term 
marketable or convertible bonds. Holdings 
of public issues were quite stable over the 
previous seven years, while ownership of 
special obligations expanded $10.5 bi1lion. 
This distribution evidently indicates that 
large purchases of public issues have been 
regarded as contrary to the public interest. 
Securities held by the unemployment trust 
fund are also predominantly special issues 
( $7.5 billion of the $8.4 billion total held on 
June 30, 1955) and holdings of public issues 
divided between long-term marketable and 
convertible bonds. Net acquisitions of pu hlic 
issues totaled $166 million in the seven years 
ending June 1955. The fact that public issues 
pnrcha1,ed for the OASI fund have been pre
dominantly long-term marketable or con
vertible bonds suggests that a high income-
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NET MARKET TRANSACTIONS IN FEDERAL SECURITIES FOR 
Y STivlr:NT Ai OUNTS HANDLED B', THE TREASURY 
(In millions of dollars; negative figures are net sales) 

Month 1947 1948 1949 1950 

January +0.1 -0.2 +a.a -6.6 

February - +176.9 -1.8 +13.5 

Morch -4.7 + 106.8 +5.1 +6.3 
April -61.3 - 12.1 +1.5 +1.1 
Moy -338.6 -30.4 - 54.7 -1.9 

June -359.2 +1.1 -88.4 +5.1 
July -609.1 +5.4 -0.1 +a.2 
August -308.1 +4.4 +3.8 -2.0 
September -123.1 +1.2 +4.6 +5.o 
October - 14.1 +0.1 - 1.7 +5.8 
November +221.0 - 0.8 ( 11.5 +10.7 
December +696.4 0 .2 0.1 +1.0 

SOURCE: U. S. Treasury Department. 

earning potential has been consi<lcrcd in for
mulating investment policies. This has not been 
the sole objective, however. The yield on the 
fund's assets could have been further in
creased by larger purchases of public issues 
similar to those held, while reducing the rate 
of acquisition of special obligations. 

The distribution of security holdings noted 
above typifies the investment operations of all 
the Investment Funds combined. Holdings 
are predominantly special issues; puh]ic issues 
purchased consist chiefly of long-term mar
ketable or convertible obligations. It is evi
dent, therefore, that transactions of the In
vestment Accounts in marketable issues are 
normally on a moderate scale. The accompany
ing table, showing market transactions of In
vestment Accounts handled by the Treasury, 
illustrates this point, but it also provides nota
ble exceptions to the rule. Unusually large 
sales of public issues occurred from May 
through September 1947. Purchases of market
able obligations exceeded the typical volume 
in November and December 1947, February 
and March 1948, February and March 1951, 
and more recently in December 1955 and June 
1956. Transactions in marketable obligations 
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1951 1952 1953 1954 1955 1956 

+36.8 +22.1 +24.6 +7.0 +23.0 -1.3 

H-261.2 +6.7 +a.a -4.0 +77.2 -9.8 

ft-482.7 + o.5 +12.9 - 22.4 +1a.9 +10.7 

+a.4 +19.9 +36.2 -2.9 +29.9 +46.7 

+11.4 +2.9 +35.9 +2.a +56.2 +s.1 

+3.5 +1.5 +20.1 - 45.5 +22.5 +398.8 

+0.2 +1.4 +7.9 -21.7 +74.8 +49.2 

+4.7 +1.9 +o.4 -17.2 +20.3 

+2.a +3.5 +38.4 - 10.0 +11.a 
+a.4 +16.5 +11.0 +21.1 - 30.7 
- 3.6 -j 11.7 - 1.1 +14.2 +1.9 

+29.0 I a.2 +o.6 +41.0 H-234.8 

on a larger-than-usual scale may reflect a re
allocation of investible balances for the pur
pose of increasing the income-earning poten
tial of a particular fund. They may also rep
resent decisions of the Treasury with respect 
to broader aspects of debt management policy. 
Thus, sales of public issues from the Accounts 
during the middle of 1947 and purchases in 
late 1947 and early 1948-involving switches 
between special and public issues-were re
ported by the Secretary of the Treasury, in 
his annual report for fiscal 1949, to have been 
designed to influence the market prices of 
long-term Government bonds. 

Money Supply, Bank Reserves, and 
Securities Outstanding 

Security purchases by the Investment Ac
counts represent the employment of funds 
which are not immediately disbursed in the 
form of current expenditures. Receipts of the 
Accounts are derived from interest earned on 
investments as well as from contributions of 
employers and employees under the social 
insurance system. In either case, these re
ceipts ultimately are derived from the public, 
since interest on investments represents funds 



obtained from the public through general tax 
collections or borrowing. The greater part of 
the Investment Fund receipts are channeled 
through the Treasury's accounting system, be
coming a part of the Treasury's general fund 
balance until such time as disbursements are 
made. 

Since receipts of the lnvesbncnt Accounts 
are chiefly checks drawn against privatc1y 
held deposit balances, there is a shift of funds 
from privately owned deposits to Treasury 
deposits at the commercial banks. If, then, 
these funds arc transferred hy the Treasury 
to thP H('scrvc hanks, commercial hank r<'
S<'rvcs arc also reduced. Dishurscmcnls from 
tll<' Investment Accounts in the form of c-ur
rent expenditures and security purchases occur 
simultaneously, however. If receipts of the 
Accounts are matched by current expenditures 
or purchases of outstanding public marketable 
issues, funds are returned to the public and 
redeposited in banks as rapidly as they are 
collected. Thus, neither the supply of money 
nor the supply of bank reserves is altered. In 
this respect, Investment Account transactions 
arc no different than other flows of funds 
through the Treasury involving tax collc,ctions 
and subsequent dishursements. It also is ap
parent that when outstanding public market
able issues are purchased by the Investment 
Funds, the supply available for public owner
ship is correspondingly reduced. 

It may not be readily apparent that pur
chase of special obligations, or marketable 
obligations at original issue, has parallel ef
fects on the money supply and on the volume 
of Federal debt issues in public hands. When 
such obligations are purchased for the Ac
counts, ear-marked funds are retained by the 
Treasury rather than returned to the public. 
As a consequence, the Treasury's cash bor
rowing requirements are smaller than if public 
issues had been acquired. Maturing public 
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issues may be allowed to run off rather than 
be refunded, or alternatively, the Treasury 
may raise less cash by new borrowing. The 
excess of Investment Account receipts over 
current expenditures in this case is returned 
to the public indirectly through a subsequent 
reduction in Treasury indebtedness to the pub
lic. This means, in addition, that the volume 
of securities available for public ownership 
also declines. 

In summary, the growth of Investment Ac
count security holdings has no effect on the 
money supply or bank reserves other than 
that neatcd hy temporary changes in the size 
or lo<"alion of the Treasury's g<'ncral fund 
hat.wee. Tlwref orc, security transactions by 
the Invesbncnt Funds should not be expected 
to provide a general easing or tightening of 
the money and capital markets, such as ac
companies open market operations of the Fed
eral Reserve banks. Securities available for 
public ownership are reduced immediately if 
the Investment Accounts purchase outstanding 
marketable issues, and ultimately through a 
reduction in Treasury borrowing from the 
public when special obligations, or marketable 
obligations at original issue, arc acquired by 
the Accounts. 

Priv,.,.c 11,-1 Government Saving 

Accumulated balances in the Investment 
Accounts, it was noted previously, represent 
an excess of receipts from the public over ex
penditures by the Accounts. Because dispos
able income available for spending and saving 
is thereby reduced, growth of the Investment 
Funds may to some degree decrease the vol
ume of private saving in relation to dispos
able income. It is possible, in addition, that 
the provision of social insurance benefit pay
ments during an individual's later years may 
also impair the motive for private saving. 

Although the social security system ha. heen 
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in operation for over 20 years, and reserve 
funds have increased greatly, experience has 
revealed little concerning the effect on private 
saving. To examine the question empirically is 
virtually impossible, since the impact of the 
social insurance system cannot readily be iso
lated from the many other factors influencing 
private saving habits over the past two dec
ades. It may be observed, of course, that pri
vate saving has continued to increase as the 
economy has expanded, yet the rate of private 
saving might have been somewhat higher in 
the absence of the social security systc·rn. 

It sh011ld be noted, however, that any de
cline in private saving crcatC'd by growth of 
the Investment Funds tC'nds to be offset hy 
enlarged Government saving. Growing social 
insurance reserves are a part of the total vol
ume of current saving. As these reserves are 
invested in Government securities, the volume 
of Treasury issues held by individual and in
stitutional lenders is reduced, and the capac
ity of these investors to acquire other securi
ties is increased. Loanable funds thus placed 
in the money and capital markets become a 
part of the total supply of current savings 
available to all borrowers. It is possible, there
fore, that growth of the Investment Accounts 
may alter the form, but not the amount, of 
total saving, thereby leaving the over-all 
supply of loanable funds and the level of in
terest rates unchanged. 

That part of total saving represented by the 
accumulation of social insurance reserves has 
a tendency to vary directly with the demand 
for loanable funds, so that purchases of Gov
ernment obligations by the Investment Ac
counts are likely to be largest during periods 
in which heavy demands on the capital mar
kets are depressing the prices of outstanding 
securities. Cyclical variations in the growth 
of the Investment Accounts are explained by 
the fact that receipts and benefit payments of 
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the two major trust funds-the OASI and un
employment trust funds-reflect activity levels 
prevailing in the economy. Receipts of both of 
these accounts are based on a percentage of 
payroll of covered persons, expanding as em
ployment and income rise in the economy, and 
contracting in periods of recession. Benefit 
payments under the unemployment insurance 
system ( and to a minor extent under the 
OASI system) arc inversely correlated with 
the level of economic activity, rising as em
ployment declines. 

The Structur ~ of Interest Rat s 

A part from its impact on total saving and 
on the level of interest rates, growth of the 
Investment Fun<ls may have the effect of alter
ing the structure of yields on outstanding 
securities. Such an effect is suggested by the 
fact that Investment Account purchases re
duce the supply of Treasury issues that would 
otherwise be available for public ownership. 
This argument is inconclusive, however, un
less it can be shown that security acquisitions 
by the Accounts elevate the total demand for 
a given total supply of Federal debt issues. 

Saving through the meclium of incrc,1scs in 
the size of the Investment Acco11nts initially 
creates a demand exclusively for Government 
securities. If this volume of saving had entered 
the market through private channels-for ex
ample, through purchases of life insurance 
policies or shares in savings and loan associa
tions-it seems improbable that the institutions 
receiving the funds would have elected to 
place all of these funds in the Government 
securities market. Rather, it is more likely that 
these institutions would have added a variety 
of securities, both public and private issues, 
to their investment portfolios. For this reason, 
the growth of the I nvcstment Funds, assum
ing an unchanged rate of total saving, may 
create a net increase in the demand for Gov-



ernment issues at the expense of a decline in 
the demand for other debt obligations. This 
argument implies that although the existence 
of growing Investment Accounts may not af
fect the over-all cost of credit, borrowing costs 
of the Treasury may decline relative to inter
est costs paid by other borrowers. 

This influence on the structure of interest 
rates woukl be gradual, since yearly increases 
in the size of the Accounts are moderate. The 
quantitative significance for the structure of 
interest rates over the long run is, moreover, 
open to question. The ahsorption of Govern
ment securities hy the Investment Funds has 
lwen vc•ry material in the past clccaclc, yd th<' 
existence of an upward trend in the yield dif
ferential between Treasury and other securi
ties is not clearly apparent. Of course, other 
factors may have been operating simultane
ously to reduce this differential. However, it 
seems justifiable to conclude that acquisition 
of Government securities by the Accounts has 
not unduly affected the borrowing costs of 
the Treasury relative to other borrowers. 

Another possibility is that Investment Ac
count transactions may have at least tempo
rary effects on the maturity strncture of yields 
on Treasury issues. When Treasury securities 
acquired by the Accounts are predominantly 
special issues, there is not a disproportionately 
strong impact on prices in any particular sec
tor of the Government securities market. 
·when public marketable issues are acquired, 
on the other hand, price effects are immedi
ately felt in that sector of the maturity spec
trum in which purchases are made, and the 
yield curve in the Government securities mar
ket may he affected materially. 

As indicated previously, marketable issues 
acquired by the Accounts usually have been 
long-term bonds, and the volume of market 
transactions is normally on a modest scale. 
However, regulations governing investment 
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policies of the Accounts are not such as to pre
clude sizable transactions in marketable is
sues, nor are acquisitions of Treasury securi
ties strictly confined to long-term bonds. 
\Vithin the past year, for example, the Invest
ment Accounts have been active buyers of 
short-term issues. From June 30, 1955, through 
May 31, 1956, the Accounts acquired $968 
million in marketable issues. Of this total, all 
but $2 million were in bills, certificates, and 
notes. These purchases included $371 million 
for accounts handled by the Treasury and the 
remainder for other accounts. The Investment 
F1111ds were particularly active around the 
date of the De cmbC'r 19,15 refrn1Cling of ma
turing notes and certificates. Holdings of the 
n w issues on December 31 were about $275 
million more than the volume of the maturing 
issues held on October 31. 

Summary 

The prospective growth of the Federal In
vestment Funds indicates that they may con
tinue to acquire a large volume of Govern
ment securities over the remainder of the cen
tury. Security purchases by the Accounts, un
like open market operations of the Federal 
Reserve banks, have only transitional effects 
on the privately held money supply and on 
bank reserves. The excess of current receipts 
over expenditures of the Accounts is part of 
the total volume of saving. These funds flow 
back into the money and capital markets and 
become a source of loanable funds to a variety 
of borrowers. While the concentration of Gov
ernment securities in the hands of the Invest
ment Accounts may to some degree affect the 
yield differential between Treasury and other 
securities, it is not clear that this influence is 
of material significance. Security purchases by 
the Accounts in any short time period, how
ever, may have an impact on the maturity 
struchire of interest rates on Treasury issues. 
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TOTAL RED MEAT PRODUCTION, BY WEEKS 
United States 

MILLION POUNDS 
600 FEDERALLY INSPECTED 

Ml LL ION POUNDS 
600 

500 500 

400 400 

300 300 

200.....____.__.__.......__......___.__..,__---L._ ...l.----l..-....L.....-....Jl-~200 
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BANKING IN THE TENTH DISTRICT 

District 

and 

States 

Tenth F. R. Dist. 

Colorado 

Kansas 

Missouri* 

Nebraska 

New Mexico* 

Oklahoma* 

Wyoming 

Loans ;t 
Reserve 

City Country 

Member Member 

Deposits 

Reserve 

City 

Member 

Banks 

Country 

Member 

Banks Banks Banks 

September 1956 Percentage Change From 

I Aug. Sept Aug Sept Aug. Sept. Aug. ept. 

1956 6 1955 1956 1955 1955 1956 1955 195 

- -

0 +1 0 +9 

0 +13 0 +2 

-3 0 0 +13 

+1 +s +1 +1 
- 3 +2 +1 +1 

** * * 0 +11 

+1 +9 0 +u 

** ** 0 +1 

+ 

-
+ 

+ 

* 

+ 

* 

0 

2 

2 

4 

* 

+1 

-1 

-1 

0 

- 2 

** 

+7 

** 

+1 +2 

+3 0 

-1 +1 

+2 +4 

0 - 5 

+2 + 6 

+3 + 8 

+2 +s 

*Tenth District portion only. * * No reserve cities in this state. 
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MEMBER BANK DEPOSITS 
Tenth District 

MILLIONS OF DOLLARS MILLIONS OF DOLLARS 
7700 

MONTHLY AVERAGE OF DAILY FIGURES 7700 

7300 

TOTAL DEPOSITS;:( 
ALL MEMBER BANKS 

6900 

3600 

3200 
DEMAND DEPOSITS 

2800 

2400 
TIME DEPOSITS 

12001 -----800 11 I 1 1 I,, I, , I,, 

ALL MEMBER DANKS 

1954 1956 

7300 

6900 

3600 

3200 

2800 

2400 

PRICE INDEXES, UNITED STATES 

Index 
Sept. Aug. Sept. 

1956 1956 1955 

Consumer Price Index ( 1947-49= 100) 117.1 116.8 114.9 

Wholesale Price Index ( 1947-49 = 100) 115.3 114.7r 111 .7 

Prices Rec'd by Farmers (1910- 14 100 ) 236 237 235 

Prices Paid by Farmers ( 1910-14 - 100) 287 288 279 --r Revised. 

TENTH DISTRICT BUSINESS INDICATORS --
Value of Value of *Value of 

District Check Department Residential 

and Principal 
Payments Store Sales Buildina Permits 

Metropolitan Percentoc e chance 19.'il, from 1 o,;; 

Areas Year Year Year 
Sept. to date Seot. to date s .. nt. tn rln ♦a 

Tenth F. R. Dist. +1 +s -1 +3 -18 -29 

Denver - 1 +9 0 +1 +46 - 37 

Wichita - 5 - 2 +1 +2 +23 - 39 

Kansas City - 4 +3 - M - 2't - 9i - 12t 

Omaha - 6 + 1 - 4 - 3 + 66 +49 

Okla. City 0 +8 - 1 +5 - 51 - 39 

Tulsa +13 +10 +1 +4 - 44 - 27 

*City only. t Kansas City, Mo., only. tKansas City, Mo., and Kans. 


