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The Growth of Assets of Financial Intermediaries

The total assets of the financial intermediaries included in this
study increased from $18 billion in 1900 to 3432 billion in 1949.
The estimates in Table 1 may be regarded as representative of all
financial intermediaries since they cover all but a few types of
these institntions and the omitted types have relatively small
assets. Table 2 shows that adding the two most important types
of these omitted institutions would increase the totals of Table 1
by only 2 to § per cent for most benchmark dates. Although the
figures as a rule reflect book values, ncither the absolute amounts
nor the percentage of increase would be substantially different
were it possible to value all assets of financial intermediaries con-
sistently at their market prices.?

The average rate of increase for the entire period of almost
fifty years is about 614 per cent a year® a rate that hmplies a
doubling of assets every cleven years. The rate of growth during
the first three periods (i.c. from 1901 to 1912. 1913 to 1922, and
1923 to 1929) was close to this average, varying only between
614 per cent in the first and 9 per cent in the second period. After
a decline to a rate of nearly 4 per cent a year during the Great
Depression the growth of assets was resumed in the mid-tlnrties,

! This is due partly to the fact that the assets of investment companies and personal
trust departments, the two gronps in which the difference between book and markel
values is relatively largest, are already on the market value basis.

41f Federal Reserve banks are exclnded from the tabnlation for the reason that
their assets to a considerable extent duplicate those of the commercial banks, the
average rate of growth is slightly reduced (from 6.6 to 6.4 per cent), but the pattern
remains essentially unchanged. The discussion will, therefore, be limited to over-all
fignres. The figures excinding the Federal Reserve batnks —and such exclusion
would move than correct for duplication — can easily be calcnlated from the tables.
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mutual accident associations are also included amon
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¢ Dots, in this and subsequent tables. indicate unuvailability of
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TABLE 2

Total Assets of Financial Intermediaries: Broader Definition

Tnvestmend

[ttermediaries Dankers and
Included m Dealers in Finance
Table 1 Securitres Companies

. (bittions of dollars)

(1) () (3)
1900 $18.4 8.6 ..
1912 39.8 1.0 $.0
1922 924.3 4.0 3
1929 154.6 10.0 2.4
1933 133.4 2.5 1.2
1939 195.0 20 2.7
1945 375.3 3.0 1.2
1949 4321 27 7.0

1 From Table 1.

Total
€))
%19.0
40.8
98.6
167.0
1371
199.7
379.5
441.8

Proportion
of Securily
Dealers and
Finance
Companies
{per cent)

()

32
2.5
4.4
7.4
2.7
2.4
1.1
22

2 1000-1929:  Very rongh estimates based primarily on statisties of brokers’
borrowings (R. W. Goldsmith, A4 Study of Saving in the United

States [Princcton University Press. 1954, Table D-8).

1938.1949: Rough estimaes based on daia for brokers and dealers carrying
margin acconms (Federal Reserve Bulletin. varions issuesy and
balance sheets of incorpor:ucd secnrity dealers (Statistics of {ncome

“Sonrce Book™).
3 1912.1922:  Rongh estimates.

1929.1983: Based on assets of selected sales finance companies as shown in
W. C. Plummer and R. A. Young, Finance Companies and Their
Credit Practices (Naiional Burcaun of Economic Research. 1940),

p- 5.
1939. 1945:

disiinguished in the “Source Book.”

I'rom Statistics of Income “Source Book.” Figures include the iwo
subgroups of “sales finance” and “personal credit” companics

19049:  Based on trend of assets in five large finance companics which
acconnt for nearly 50 per cent of total of group.

Sum of columns 1 through 3.
5 Sum of columns 2 and 3 divided by column 4.

Lo

first at about the average rate of 614 per cent a year, but from
1939 to 1945 at onc as high as 111/ per cent. The rate of growth
in the relatively short period after World War I for which the
figures are available was the lowest on rccord except for the Great
Depression — 314 per cent a year. There is, however, no substan-
tial differcnce in the rate of growth between the three decades
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before 1930 taken together and the fifteen years since the end of
the Great Depression. In both cases the total assets of financiy]
intermediarics increased at an average rate of about 714 per cent
a year.

‘The figures for the total assets of financial intermediaries are,
like many cconomic series, considembly affected by the changc—s
in the purchasing power of the dollar during the last half century.
If these ave climinated by deflating all values by wmeans of ap
index of the general price level (i.c. the so-called 8TOss national
product deflator) ,? the rate of growth of financial mtermediaries,
measured by their total assets, is of course Consi(leral)ly lower he.
cause prices have tended upwards through most of the last fifty
years. Reduced to 1929 prices the total assets of fimancial inter-
mediaries increased from about 837 billion in 1900 to $287 billion
m 1949. The average annual rate of increase in 1929 prices is equal
to about 414 per cent, one-third less than the rate based on unad-
Justed figures.

Reduction to a stable price level ngt only sharply reduces the
average rate of growth, but als considerably changes the pattern
of growth over the past five decades. The first two periods running
from the benclunarks of 1900 to 1922, it is true, again show a rate
of growth very close to the average for the entire period. The
twenties, however, now stand out as a period of extraordinarily
rapid expansion of the assets of financia] imermediaries, the an-
nual rate of increase between 1922 and 1929 of 714 per cent being
60 per cent higher than that for the next rapid period of expan.
sion, that between 1933 and 1939. Deflation changes the slow de.
crease during the Great Depression into a small increase. It also
reduces the rate of growth during the period of World War 11 to
the average for the entire half century. Finally, it transforms the
relatively slow inerease after World War 17 into a very slight de-
cline, the only one in the series of deflated values, These differ-
ences in the pattern of growth between the unadjusted and
deflated values of the total assets of financia] intermediarics stand
out clearly in Chart 1. ‘The chart shows that the pattern of growtl

*See Dept. of Commeree, Survey of Current Business, Nationa] Income Supplement,
1951, Part v,
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cHart 1

Total Assets of All Financial Intermediaries

is considerably more regular for defiated than for current values
and that an extrapolation of the rate of growth observed between
1900 and 1922 for another quarter of a century would produce

500 —‘
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approximately the figures actually observed in the late forties.

The picture is not much changed it the total assets of financial
intermediaries are further reduced to a per head basis in order

s 40 (1904
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Bays

to take account of the growth in the scale of the American econ-
omy (Table 3). The annual rate of increase. on this basts, 15
reduced to slightly more than 234 per cent. The curve, however,
retains the essential features of that of aggregate deflated values,
i.e. it has its most rapid increase in the twenties, and the values
for the middle of the century lie reasonably close to an extrapola-
tion of the trend observed from 1900 to 1922.

Total assets of main #ypes of financial intermediaries

To understand the growth of the aggregate assets of all financial
intermediaries, it is necessary to look at it in at least two ways:
from the point of view of the growth of the total assets of the two
dozen main types of financial intermediaries and from that of the
growth of the aggregate of about ten of the main forms of assets
held by all financial intermediaries.

The rate of the growth of the different financial intermediaries
has been very uneven. Indeed, of the twenty-one intermediaries
for which separate totals are presented in this report, only eleven
were in operation —or at least of even small quantitative nn-
portance — in 1900. Two of them began operations or acquired
any quantitative importance between 1900 and 1912 — the Postal
Savings System and goverument lending institutions. Another
seven appear for the first time in the statistics of 1922 — Federal
Reserve banks, private pension funds, federal insurance funds,
credit unions, investment companies, investment installment con-
panies, and land banks. The first estimate for investment holding
conipanies is for 1929, although some of these companies operated
throughout, and in a few cases before, the twenties.

The total assets of the financial intermediaries that have been
operated throughout the last half century increased about seven-
teen times between 1900 and 1949, or at an average annual rate of
nearly 6 per cent. The aggregate growth (1949 assets divided by
1900 assets) for the different types, arranged in ascending order,
is as follows:1°

 In evaluating the muitiples shown in this and the following text tablc, as well
as the average rates of growth of assets calculated from them (using only the initial
(Continued on page 32)

31



R T et T

Mortgage companies 2.7
Mutual savings banks 8.8
Commercial hanks 15.7
Fire insurance companies 15.9
Personal trust deparuments 16.7

The 10 Groups 17.3+
Savings and loan associations 29.7
Mutual accident companics 31.6
Private life msurance comipan ies 31.2
Fraterual insurance organizations 79.3
Casualty and misc. insurance companies 87.9

* State and local trust funds omiitted since amount in 1900 was negligible.

The ten financial intermediaries thus fa]] fairly naturally into
four groups (see Chart 2) 11 There is, first, a group consisting of
mortgage companies and mutual savings banks. the growth of
which was considerably slower than the average for al] groups of
financial intermediaries already in operation 1900. A second
group, including commercia banks, their personal trust depart-
ments, and fire insurance companies show ap average annual rate
of growth close to the 6 per cent for the ten-group aggregate.
Three types of imcrmediarics, including private life insurance
companies and savings and loan associations, show an increase of
assets between 1900 and 1949 of about thirty times, which cor-
responds to an average rate of growth of 7 per cent a year. Two
smali groups — fraternal insurance organizations and casualty in-
surance companies — finally, have increased their assets in the Jast

and terminal year of the period and thus assuniing regular growth throughout it),
w0 considerations should he kept in nind, First, the initial and terminal year of
the period do not mark the beginning and the eng of the growth Process, hut only

concentrate attention on growth between two years selected partly for statisticay)

higher rates of growth are more likely when the base figure — assers in the injtial
year —is small in ahsolute amount than when j; g large, i.c. for smal rather than
for large Broups of intermediaries anq for groups in their early stage of develop-
ment rather than after reaching maturity,

" The corresponding ratio for investmen bankers ang security dealers, which can

be estimated only very roughly, is aboy 4.5, i.e. the second lowest in the group of
eleven,
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CHART 2

Growth of Assets of Main Typss of Financial Intermediaries

Temes 1900 assets

100
90¢+- 1
80 2
(o 1. Casualty and Miscellaneous Insurance Companies
60— 2. Fraternal Insurance Organizations
3. Private Life Insurance Companies
S50+ 4. Mutua! Accident Campanies
5. Savings ang Lcan Associations
40 6. All Groups
7. Persanal Trust Departments 3
s0l- 8. Fire Insu'ru'nce Companies g
9. Commerciai Banks
10. Mutval Savings Banks
11. Mortgage Campanies
20} -6
7
8
g
10+
9 —
81—
7 —
6 —
5
4
3 —
2 7/
1
1900 1349

Ratio scale
half century by between eighty and ninety times, which implies an

average annual rate of growth of about 9 per cent.
The ten groups which started operations after 1900 have alsc
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cHART 3

Growth of Assets of Selected Financial Intermediaries

— —_
- ————

Federal pension ang
retirement funds

|
|
|
|

J
1200 1912 1922 1929 1932 1939 1945 1949

34



D - e, 5

differed considerably in the speed of growth. The fast growers
among them include federal insurance funds, government lending
institutions, credit unions, and the Postal Savings System. Invest-
ment companics (except in the twenties) and land banks, on the
other hand, have grown rather slowly or have cven reached and
passed their peak within the period.!?

For most of the gronps of financial intermediaries the rate of
growth in the twenty years after 1929 has been considerably slower
than that in the preceding thirty years. Moreover, the ranking of
the different groups in accordance with their rate of growth is in
many cases different for the last twenty years than for the entire
period since 1900 or since they began operations.

For the period between 1929 and 1949, when the aggregate
assets of all twenty-one groups increased 2.8 times, those of a few
groups even declined; those of some others grew but little; while
some rose to ten or more times their 1929 size. These differences
in the rate of growth of the different groups of financial intermedi-
aries are evident from the following tabulation which indicates
the ratio of assets at the end of 1949 to those of 1929:13

Land batks 0.5
Mortgage companies 0.6
Investment holding companies 0.6
Investment companies 1.0
Personal trust departments 1.7
Savings and loan associations 2.0
Fire insurance companies 2.1
Mutual savings banks 2.2
Fraternal insurance organizations 2.3
Commercial banks 24

All groups 2.8

*This classification applies to the total for all types of investment companices.
It would alsc apply, and even more clearly so, to investnent liolding companies
and closed-end management investment companies. Open-end investment companies,
i.e. companies continnously issuing and redeeming their shares close to or at their
net asset value, as well as investment installment (face value certificate) companies,
on the other hand, would have to be classified among the groups growing rapidly, at
least after the Great Depression.

* The corresponding ratios may be roughly estimated at 0.3 for investment bankers
and seatrity dealers (lower than for any of the twenty-one groups listed above) and
at 2.9 for finance companies (slightly above the average for all groups).
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CHART 4

Growth of Assets of Twenty-Two Groups of Financial Intermediaries

Tires 1929 assets

50.0 \\‘Mhh_

- Government Lending Institutions 1
Federal Insyrance Funds

- Credit Unions 2
Postal Savings System /
Private Pension Funds

- State 8 Local Trust Funds
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- Casualty 8 Misc, Insurance Cos.

. Private Life Insurance Cos.
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- Savings 8 Loan Assns.

- Personal Tryst Depts. 7
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Mutual accident companies 3.2

Private life insurance companies 31
Casualty and misc. insurance companies 35
Investment instailment companics 5.6
Federal Reserve banks 8.3
State and local trust funds 95
Private pension funds 13.7
Postal Savings System 19.0
Credit unions 19.7
Federal insurance funds 35.4
Government lending institutions 42.0

There is, however, a second aspect of the differences in the rates
of growth of assets of the various types of financial intermediaries,
and one in which such differences show up more promptly and
conspicuously. This is the distribution of the change between two
benchmark dates in the aggregate assets of all intermediaries
among the different groups of mtermediaries as it is shown in
Table 4.14

The shares of the different groups in Table 4 naturally fluctuate
much more than those of Table 5, which are based on holdings
at benchmark dates. But both tables tell essentially the same story,
although Table 4 does it more dramatically and more appropri-
ately if interest is centered on the flow of funds over the period®
rather than on holdings at the start or end of the period. Table 4,
for instance, emphasizes the special character of the period after
World War II — the predominance of insurance organizations as
net suppliers of funds by financial intermediaries and the extraor-
dinarily small role of comnercial banks — much more than Table
5 does. Similarly, the high share of the banking system in the total

* Negative percentages in Table 4 indicate either a decline in the assets of one
group of intermediaries when aggregate asscts of all iniermediaries increase or, for
the period 1930-1933, an increase in a gronp’s assets while those of all intermediaries
decline.

**The changes between benchimark dates are, of course, not identical with the flow
of funds within the period — revaluations, accruals and other non-cash entries
preveni that —but they are in most periods (except for 1930-1933) a reasonably
satisfactory approximalion to it, particularly if it is not the ahsolute amount of
the flow of funds but only the relation between different groups of intermediaries
that is to be measured.
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TABLE 4

Distribution of Changes in Total Assets among Main Groups of Financial
Intermediaries Between Benchmark Dates (per cent)

1901- 1913- 1923 71930- 1934 7940-  1945.
1972 71922 1929 1933 1930 7945 1940

I Banking System

1 Federal Reserye - 2.6 3 ~7.5 195 143 1.0

2 Commercial 55.2 470 311 95.0 328 520 —47

3 Mutual savings 74 47 54  _—42 18 29 79

4 Postal Savings 1 2 .1 =5.0 1 -9 5
Total 62.7 61.6 37.0 783 542 702 47

1T Znsurance

1 Private life 125 78 146 —162 135 86 264

2 Fraternal .6 6 .6 —.5 4 2 .5

3 Private pcnsion funds . 2 7 -.9 .6 1.0 79

4 Federal | pens., retire- 2 14 56 39 99 20.3

ment, & soc.

5 State & local}scc. funds .0 2 .6 —-14 14 8 32

6 Fire and marine 1.7 1.6 24 4.0 1.0 8 41

7 Casualty and misc. 7 9 14 1.4 1.1 8 37

8 Mutual accident assoc. .0 1 1 1 .0 1 2
Total 156 114 219 —19.0 221 222 459

INY Misceliancous Financial Intey-
mediaries

1 Savings & foan assoc. 22 34 74 7.1 —11 1.9 105

2 Credit unions - 0 1 0 2 .1 7

3 Investment cos. - 2 47 8.2 3 50 1.0

4 Investment holding cos. e 7.2 124 -3 4 3

5 Investment installment cos. .. 0 A -1 .2 0 .1

6 Mortgage cos. 9 4 4 1.8 0 -1 K

7 Land banks ... 1.8 1.6 2 9 =7 -4

8 Govt. lending agencies 0 1.0 —~4 —127 73 —~1 g3
Total 30 68 21.2 17.0 7.5 21 215

IV Personal Trust Departments 18.7 202 199 236 162 5.5 8.8
Total 100.0 100.0 100.0 100.0 100.0 100.¢ 100.0

increase in assets of financial intermediaries during war inflatious,
or in the decrease during deep depressions, stands out more clearly.

The differences between the rates of growth of the various
groups of financial intermediaries have, of course, led 1o consid-
erable changes in the distribution of the total assets of all financial
intermediaries among the different grouvps (see Table 5) . These
shifts are summarized in Chart 5, below, which shows the trend
of the share of the four major groups — the banking system, jn-
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TAele 5
encial Distribution of Total Assets among Main Groups of Financial Intermediaries
{per cent)
1945- 1900 1912 1922 1929 1933 1939 1945 1949
1949 I Banking System
1 Federal Reserve e s.6 35 53 98 120 105
1.0 2 Commercial 545 549 50.4 429 346 340 427 364
—4.7 3 Mutual savings 132 101 7.0 64 81 61 45 50
7.9 4 Postal Savings . A A A R 7 .8 8
-5 Total 67.7 650 63.1 529 488 505 60.0 527
4.7 I Insurence
1 Private life 95 111 92 113 157 150 119 138
26.0 2 Fraternal hife 2 4 5 5 1 6 4 5
.5 3 Private pension funds 1 3 5 5 8 1.6
7.0 4 Federal | pens,, retire- 1 6 16 23 60 79
20.3 5 State & ;ment, & soc.
local )sec. funds 1 0 2 3 6 9 8 11
3.2 6 Firc and marine 22 19 17 20 17 1.5 1.1 15
4.1 7 Casualty and imisc. 3 .5 7 10 9 1.0 9 13
3.7 8 Mutual accident assce. A 1 A 1 0 0 1 1
2 Total 123 141 125 162 218 219 220 27.7
65.0 111 Miscellancous Financial
Intermediarits
1 Savings & lcan assoc. 27 24 30 48 44 27 23 34
10.5 2 Credit unions 0 0 o a1 1 .2
g 3 Investment cos. e e 1019 9 7 6 7
1.0 4 Investment holding cos. ... ... ... 28 13 8 6 .6
3 5 Investment installment
1 cos. 0 0- 1 A1 1 1
-6 6 Mortgage cos. 1.0 9 6 .5 3 2 0 1
—4 7 Land banks e e 10 13 14 3 3 2
8.8 8 Govt. lending agencies ... 0 .0 2 22 38 20 238
215 Total 36 33 53 115 107 97 6.0 81
8.8 IV Personal Trust Departments 163 176 191 19.4 187 180 120 11.6
00.0 Total 106.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
ns, surance, miscellaneous intermediaries, and personal trust depart-
rly. ments — in the aggregate for all financial intermediaries. Each of
ous the four groups shows a growth pattern of its own. The share of
id- the banking system has declined steadily except for an interrup-
ial tion during World War II. Personal trust departments show a
cse slight increase up to 1929, but declined during the last two decades,
nd particularly since World War 11. The miscellaneous group like-
in- wise has increased its share up to 1929, but has decreased it during
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CHART 5

Distribution of Totql Assets among Main Groups of Financial Intermediaries
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most of the following twenty years. The share of insurance organ-
izations, on the other hand, has been rising fairly steadily, particy-
larly in the twenties and after World War 1.

These Mmovements, anq g more the ups and downs in (he
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result of manifeld forces, both those peculiar to one group of
institutions and those of more general scope. One of these general
forces deserves particular stress — the influence of inflation and
deflation. The share of the banking system in the total assets of
financial intenmediaries increases — compared to its secular down-
ward trend — during war inflation and declines particularly rap-
idly during deflation. This is not mmexpected since the main
characteristic of inflation and deflation is a particularly sharp ex-
pansion and contraction of money and credit, i.e. essentially the
assets and liabilities of the banking system. These movements are
reflected, but as a rule only in attenuated form, in the assets and
liabilities of the other types of financial intermediaries. The in-
fluence of inflation and deflation is slowest and least pronounced
for those intermediaries whose liabilities are predominantly the
result of a stock of old contracts and who invest their funds in
assets with a value not fluctuating widely in accordance with the
general price level. Insurance organizations are the outstanding
representatives of this type of financial institution. As expected,
their share declines, or remains unchanged, during inflations (see
the behavior for the periods 1913-1922 and 1940-1945 in Chart 5)
and increases rapidly during dcpressions. Personal trust depart-
ments might be excepted to increase their share during infla-
tion and decrease it during deflation because of the relatively
high share of common stock among their assets. These movements
are not visible in Chart 5, apparently because they have been offset
by long-terin movements, particularly the low rate of growth —
relative to other types of financial intermediaries — of personal
trust departments sice 1929.

A different type of basic movement is reflected i the trend of
the share of public intermediaries, shown in Table 6. They re-
mained insignificant until 1929 if the Federal Reserve banks are
excluded, their share not exceeding 2 per cent at any benchmark
date. Even if the Federal Reserve banks are included, the share
of public intermediaries untl 1929 was only up to 7 per cent.
From then on the increase is sharp. The share is already above 11
per cent in 1933; it jumps to 18 per cent by 1939; and by 1949
reaches 23 per cent. If the Federal Reserve banks are excluded,

41



TABIE &

Privaie and Pyblic Financial Intermediaries, Total Assets

Share of
Public Dntermediurres Pubhy Intermedianiss

ZTotal Privety Ind. 1;:1'51 . 1‘71(.‘1 . Exl.
Intermedianes Intermediaries FRB I'RB I'RB FRD

(brtlions of dollars) B (per cent)

[0} (2) (3) @ 6 ()

1900 $19.0 $19.0 $.0 8.0 .0 .0
1912 40.8 40.7 .1 .1 2 .2
1922 98.6- 91.7 6.9 1.7 7.0 1.7
1929 167.0 158.3 8.7 3.2 52 1.9
1933 137.1 121 4 157 8.6 11.5 6.3
1939 199.7 163.4 36.3 17.3 18.2 8.7
1945 3795 297.6 81.9 37.0 216 9.7
1949 441.8 340.9 100.9 55.5 228 12,6

Colump

I Includes investment bankers and finance Companies. (From Tahle 2.)

2 Colunm | minus colump 3,

3 Federal Reserve and Postal Savings Systems; Federal Lang Banks; government
pension, retireinent and social security funds; government lending institutions,
(From Table deducting from ine IIL7 assets of joint-stock land banks.)
Column § excluding Federa) Reserve banks, (From Table 1)
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the share rises from 2 per cent in 1929 to 9 per cent in 193¢ and to

Main types of assefs of all financial intermediaries

Between 1900 ang 1949 none of the main types of assets declined
in absolute amount, i.e. in curreng dollars unadjusted for price
level changes (see Table 7) . Differences in the rate of growth were,
hevertheless, Very pronounced. Against an average growth of total
assets during the half century of 24 times, S0me types of agsets

* The assets of public intermediaries do not inclyge any foreign loans made directly
by the United States government .
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government sccurities) multiplied by as .mm'h as 270 li.mcs‘ The
wide range of rates of growth is evident fmm.thc following table,
which shows all holdings of the main types ol assets at the end of
1949 as multiples of those of 1900 and breaks the increase down
into that occurring before and after 1929,

1919 jo20 e

1900 1900 1929

Cush 24.6 6.0 4.1
Miscellancous assets 13.2 9.7 1.4
Short-term loans 8.8 6.1 1.4
Mortgages 12.8 8.5 1.5
United States government securities 269.9 12.8 21.1
State and local government securities 15.3 7.6 2.0
Corporate and foreign bonds 15.0 9.0 1.7
Stocks 33.4 228 1.5
Tangible assets 4.3 52 8
Total Assets 23.5 84 2.8

Only one of the main types of assets — United States govern-
Inent securities — increased more rapidly than the aggregate both
from 1900 t0 1929 and from 1929 t0 1949. On the other hand, three
types of assets lagged in both periods behind the rate of growth in
aggregate assets: short-term loans, state and local government secy-
rities, and tangible assets. Mortgages, corporate and foreign bonds,
stocks, and the heterogeneous miscellaneous assets increased more
rapidly than total assers before 1929 bug fess rapidly in the last
twenty years. Cash, finally, lagged behind the growth of aggregate
assets in the first period but exceeded it considerably in the second.

The differences in the rate of growth of the various assets are,
of course, reflected iy changes in the distribution of total assets of
financial intermediaries. These chauges result from two forces,
changes in the structure of assets of given groups of financial in-
terimediaries an differences in the relative growth of total assets
of the various groups. No attempt wil] be made to separate the
effect of these two forces in the discussion, They can, of course, be
isolated by 3 study of the basic tables.

Uutil the benchmark of 1929, changcs m the structure of assets
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of all financial intermediaries, as derived from their combined
balance sheet shown in Table 8, were rather small. Cash and mis-
cellancous assets acconnted for about one-sixth of total assets.
It is, of course, the distribution of the remaining five-sixths whi'r.h
is of primnary economic interest. Among them the only substantial
change was the increase in the share of United States government
securities to 9 per cent of total assets in 1922 from only a few per
cent beforc World War I Short-term loans accounted for over
one-fourth of total assets at the three benchmark dates of 1900,
1912, and 1922; morigages for about one-fifth; and corporate bonds
for approximately one-seventh. These three main outlets thus
absorbed about three-fifths of total assets and nearly threc-quarters
of the non-cash assets of all financial intermediaries. Stocks and
state and local government securities each accounted for between
5 and 8 per cent at the three benchmark dates, while the share of
tangible assets — primarily the buildings in which the intermedi-
aries conducted their business — declined from 5 to 3 per cent.
The first considerable shifts in the structure of assets occurred
in the twenties. The most important was the decline in the share
of short-term loans between 1922 and 1929 from 26 to 22 per
cent. It was even more pronounced in short-term business loans,
from 20 to 14 per cent. In the same period, loans on securities and
consumer loans actually increased their share of total assets from
6 to 8 per cent. United States government securities fell sharply
from 9 to 6 per cent as holdings acquired during World War 1
were liquidated. These declines were offset by increases in the
proportion of total assets represented by stocks and by mortgage
loans. The increase in the share of stocks from 8 to 14 per cent of
total assets reflected both rising stock prices!” and the entry of
several groups of financial intermediaries which invest mainly in
stocks: investment and investment holding companies. It is little
influenced by an increase in the proportion of stocks among the
assets of the oldest and largest financial institutions, particularly

"It will be recalled that the assets of those groups of financial intermediaries which
held the largest amounts of stock, ie. personal trust departments and investment
companies, are valued at market prices. If stock held by other intermediaries, par-
ticularly property insurance comnpanies, were revalued at inarket prices, the increase
in the proportion of asseis represented by stocks would be stil] more pronounced.
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commercial banks and life insurance companies. The rise in the
share of mortgage loans from 18 to 20 per cent of total assets is a
reflection of the building boom of the twenties,

Changes in the structure of assets during the Great Depression
were In part a continuation of the trends begun in the twenties,
primarily the further decline in the share of short-term loans from
22 to 17 per cent. The reduction in the proportion of total assets
represented by stocks from 14 to 10 per cent reflects mostly the
fall in stock prices. The increase in the share of United States
government securities from 6 to 12 per cent — well above the level
of 1922 and possibly the highest point up to that time — and in that
of state and local government securities from 5 to 7 per cent are
both expressions of the tendency to shift into the most liquid and
least risky interest-bearing assets available. The rise in the share
of tangible asscts from 3 to 5 per cent, on the other hand, is not
the result of deliberate investment policy but of the necessity of
foreclosing mortgaged properties.

The decline of the share of short-term loans continued between
1933 and 1939. At the end of the period they represented as little
as 10 per cent of total assets, less than one-half of their share in
1922. Mortgages, whose share had held up fairly well until the
early thirties, now declined sharply from 20 to 14 per cent of total
assets, partly the result of the exchange for Home Owners' Loan
Corporation and Federal Farm Mortgage Corporation bonds. The
trend towards liquid and safe assets continued and was evidenced
in the increasing share of United States government securities
and cash. The share of corporate bonds declined, though only
slightly, and that of stocks remained stationary because the abso-
lute increase in these holdings did not keep pace with the growth
of total assets.

World War II produced sharper changes in the structure of
assets of financial intermediaries than had been experienced in
any previous period. At its end United States government securi-
ties alone had come to represent 50 per cent and United States
government securities plus cash almost 70 per cent of total assets.
The share of all other assets necessarily declined sharply. In the
four years after the end of 1945, there were clear indications of a
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tendency to return, or at least to get nearer. to the prewar st?ucfurc
of asscts. It may therefore be preferable to compare the distriby.
tion of assets in 1949 with that of 1939 without regard to the in-
tervening benchmark of 1945, Fven then there remam.s.a sharp
increase in the share of United States government securities from
less than 20 to 40 per cent of total assets, which is only offsct to 4
small extent by the reduction of cash from 22 to i6 per cent.
The share of short-term loans reinained at approximately olle-
tenth of total assets. That of stocks declined only moderately from
10 to 7 per cent, the resistance being due to the rise in stock prices.
Reductions also occurred in the share of lortgages, corporate
bonds, state and local govermuent sccurities, acl tangible assets,
the decline in the latter case reflecting the liquidatiou of the hold-
ings of foreclosed properties.

Cousidering the entire period of nearly haif a century, five main
trends appear:

L. A decline, substautial and reasonably steady since the early
twenties, of the share of short-term loans, particularly those to
business.

2. A less pronounced and ratlier irregular decline in the share of
mortgage holdings.

3. A sharp increase, particularly since the Great Depression, in
the share of assets invested in United States government securities,

4. A decline, though generally beginning ouly with thie thirtjes,
in the share of corporate bonds aud state aud local government
securities,

9. A concave trend in the share of corporate stock, increasing
up to 1929 and declining over the ast two decades.

‘These movements reflect two forces. The first chauge is in
the investment policies of financial intermediaries, which may be

methods of operations or to management decisions reflecting judg-
Mments on prospective yield rates, asset prices, and default risks,
While this report is not concerued with any of these changes and
their effects on the asset structure of financia} intermediaries, some
may come under scrutiny in the main study. The secoud set of
forces is the aggregate supply of the different types of assets. Again
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it is not within the purview of this report to analyze the factors
that have determined the supply of these assets in the economy but
only to comparc the holdings of financial institutions with the
total supply. This task will be taken up in the next section.
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