CHAPTER 5
Tae DeEMAND ForR CORPORATE STOCK IN THE PosTwaArR PERIOD
(By Mahlon R. Straszheim, Harvard University)

1. INTRODUCTION

The demand for corporate equity is influenced by the preferences of
households for investing their wealth, by the financial market struc-
ture through which intermediation occurs, and by the investment be-
havior of financial institutions. Financial institutions have assumed
an ever increasing role in the market for corporate stock. The causes
are twofold—a gradual shift in household preferences away from
direct holdings of stocks in favor of indirect holdings through mutual
fund shares and pension savings, and a change in the investment
strategy of institutions in favor of stocks.

Household preferences for financial savings are discussed in Section
2 below. Households may choose among a wide range of alternative
means of holding financial assets, each with different attributes (ex-
pected return, variance of return, marketability, negotiability). Fi-
nancial intermediation has grown increasingly complex in the postwar
period; considerable specialization has arisen as particular types of
nstitutions adapted to meet the needs of specific borrowers and lend-
ers. Fund flows to financial intermediaries are dominated by rather
strong trends. However, in the short run there are notable fluctuations
in the flows of household savings to different types of financial inter-
mediaries in response to changes in income, prices, interest rates, and
stock prices. These time profiles in fund flows to financial institutions
in turn influence institutions’ investment decisions.

The investment strategies of financial institutions differ widely.
Historically, institutional considerations have been the most impor-
tant determinant of investment portfolios. For example, there are
statutory restrictions on the types of investments that some institutions
may make. Fiduciary trustees operate in a context established by
statute, the courts, and traditions. This institutional environment has
evolved very slowly, and hence investment portfolios of financial insti-
tutions in the postwar period are characterized by rather stable trends.
Changing stock market prices or rates of return on other financial
assets appear to exert a relatively minor influence on institutions’ port-
folio decisions. The most dramatic shift in the demand for corporate
equities occurred only near the end of the period, since 1967, when life,
fire and casualty insurance companies, state and local retirement funds,
and corporate pension funds all very sharply increased their share of
new funds invested in corporate stock. The investment decisions by
financial institutions, particularly their decisions regarding common
stock, are discussed in Sections 3 and 4.
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2. FINANCIAL SAVINGS BY THE HOUSEHOLD SECTOR

a. Issues in Model Specification and E'stimation

Household financial saving has shifted over the period of several
decades from real assets (residential housing, farms, unincorporated
businesses, etc.) to financial assets. This trend has continued in the
postwar period. Continued industrialization, a longer life span, and
greater reliance on group over self insurance have all been contributing
causes.® In addition, the value of corporate stock increased much more
than income as a result of the increase in price-earnings multiples dur-
ing the 1950’s. Thus, while saving as a percentage of income has been
constant, household holdings of financial assets have grown more
rapidly than income in the postwar period. As shown in Table 5-1, the
ratio of household financial assets to income has risen from slightly
less than 2 in 1950 to 234 in 1968.

There are both trends and short-run fluctuations in household
choices among financial assets. The long-run changes are evident in
Table 5-1. Most notable is the huge rise in the value of corporate stock
holdings, from $155 billion in 1951 to $873 billion in 1968. This ac-
counts for most of the increase in household holdings of marketable
securities. Households have only moderately increased their net pur-
chases of bonds and other fixed income securities. While the value of
their corporate stock holdings has continued to rise, households have
shifted from being a net purchaser of corporate stock to being a lar
net seller over this time period. The increase in household stockhol%l-
ings in spite of households’ net sales in recent years is attributable to
increases in equity prices.

Conventional portfolio theory provides the conceptual framework
for empirically analyzing the interrelationships between alternative
forms of financial asset holdings and their changes. Portfolio theory
stresses the level and variation in relative prices and income as the
important determinants of wealth holdings and saving decisions.? De-
sired holdings of asset type ¢ in time ¢ can be related to expected returns
and the variances and covariances of all asset types, i.e.,

(1) Au=f(Ml’M2y . e Mky 0'12; 0'22y e o'lczy G « o Y) W)

where M,=expected return of asset type i, o°=variance of return
on asset type 2, oi; the covariance between ¢ and j, ¥ is income, and
W represents wealth.

The following types of household financial assets are included in
the model below :

DD = demand deposits (millions of dollars),
SD = savings deposits,
LI = life insurance contracts,
PF = pension fund reserves,
F = fixed income securities (public and private bonds, mortgages),
§ = corporate stock, and
MF = mutual fund holdings.

1 Raymond Goldsmith, The Flow of- Capital Funds in the Postwar Economy, New York,
NBER, 1965.

2 Harry Markowitz, Portfolio Selection, New York; Wiley, 1959 ; Donald Farrar, The
Investment Decigion Under Uncertainty, Englewood Cliffs, N.J.; Prentice-Hall, 1962;
Hester & Tobin, (eds.), Studies of Portfolio Behavior, Cowles Foundation Monograph 20,
New York, Wiley, 1967.
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Annual data from the Federal Reserve System, Flow of Funds Ac-
counts 1952-1968, are used. The distinctions between the several types
of assets in the class “fixed income securities” are relatively insign-
ficant in the context of a general model representing aggregate finan-
cial savings decisions. The one significant component of household
savings and financial asset holdings not included is that of “unin-
corporated business investment.”

In the anlysis below, income and expected returns on assets, as
reflected in current and lagged market yields, were employed as ex-
planatory variables. The sample size was too small to yield significant
estimates of the effects of change in the variance of returns on port-
folio choices. Independent variables used in the equations included
income, interest rates, and stock yields. Definitions and data sources
are as follows:

Y = personal money income ($ billion); (Federal Reserve Sys-
tem, Flow of Funds Accounts).
RB = rate of return on three to five year government securities
(Economic Report of the President).
RS = rate of return on cquity; price appreciation plus dividends
for NYSE 500 Index. (NYSE Fact Book, 1969).
t = time trend (assumed values 1,2, . . . , 17 for this sample.)

Since the short-run variations in the several popular stock market
indices are highly correlated, there is little or no advantage statisti-
cally in using a different equity price index. Nor was more than one of
the several available interest rates series included, while the yield
curve does fluctuate in the short run, most interest rate variables are
highly correlated with each other in the annual data. For example,
time series data on saving deposit yields are highly correlated with
bond rates. Thus, in the equations below, the bond rate variable is a
proxy for all interest rates; the variable denoting the annual change
in interest rates on bonds serves as a proxy in the model for changing
credit market conditions generally.

Several different explicit formulations might be employed to relate
stocks or flows of financial assets to the independent variables. Con-
ventional portfolio theory has generally focused on the stocks of
financial assets, in particufar, on the shares of total wealth held in the
form of any given type of assets (A4:/3;4;), or the ratio of asset hold-
ings of two different forms of assets (4:/A4;). Such measures of asset
shares can be related to the price of asset ¢, its price relative to the price
of alternative forms of asset holdings, or the level of wealth. For
example, the ratio of corporate stock holdings to total financial wealth
or to the value of other financial asset holdings varies widely as stock
prices change (and to a lesser extent bond rates, whose fluctuation
alters the market value of outstanding bonds). However, correlating
stock holdings or the share of total wealth held in stocks to stock price
changes sheds little light on household financial behavior; the corre-
lation between prices for financial assets and household holdings of
those assets largely reflect changing bond and stock yields, which al-
ters the market vaf’ue of these assets, rather than revealing any signif-
icant change in households’ disposition of new funds. Household re-

53-940 0—71—Pt. 6——14
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actions to rather large changes in stock prices or the value of their
wealth holdings, sometimes 20 percent in a year, in fact have proven to
be rather modest ; for example, flow of funds in or out of stocks by all
households together in any year is generally less than 1 percent of
total individual stock holdings or of national income.

It is therefore far more useful to concentrate on flow relationships
and the decision to withdraw or invest additional funds. Conventional
portfolio theory relates “desired” stocks of assets to income (and
variables such as asset prices). If actual stocks are continuously ad-
justed to “desired” levels, implied flow equations will include changes
1n income as the independent variable. For example, if households de-
fine asset targets as a simple scale multiple of income, net flows by asset
type will be positively related to changes in income :

(2) A;=8Y,
dA;, . dY,
(3) Tit__ﬁ' 3

The common upward trends in income and the accumulation of finan-
cial assets are such that this type of equation statistically accounts for
a significant share of the total variance in financial flows. However,
while taking full advantage of the common trends, this specification
poorly represents the short-run variations in flow of funds. The above
formulation implies that flows of funds are zero if income does not
change, and change sign when income changes sign. Aggregate data
for the accumulation of most financial assets do not substantiate this
formulation. Typically, net accumulation of most types of assets con-
tinue even when income falls.

The equation formulation employed below assumes that financial
flows by asset type are linearly related to income, rather than to changes
in income. Because of the strong upward trends in all these variables,
the dependent variable was expressed in ratio form, the ratio of net
purchases (or sales) of each asset type to income. The explicit form
1s shown in equation (4), linear in the independent variables x;:

4) (%%/Yz =at+23¢jxj
i

An equation for each asset type ¢ was estimated independently. Since
the total marginal propensity to save varies over any several year
period, it is inappropriate to constrain the estimates of the individual
equations to a constant saving rate. However, decisions about several
forms of savings are interrelated; these interrelationships between
types of savings are analyzed below, in equations which relate ratios
of one asset type to another (or the sum of several others) to income
and interest rates.
The above formulation of the flow equations implies that the ratios
of stocks of asset holdings to income may assume different values, de-
ending on initial conditions and the estimated flow equations. This
goes not preclude the possibility that the ratio of the value of particu-
lar asset holdings or the value of total wealth to income may be rele-
vant as an explanatory variable in the flow equations. Changes in in-
terest rates or stock market prices appear in most of the flow equations;
these changes are highly correlated to the value of corporate stock or
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fixed income security holdings. Thus, while market prices or yields are
included in the flow equations rather than wealth-income ratios, there
is no statistical basis for determining whether the correlation of mar-
ket prices with flows represents households’ reaction to changes in
rates of return or to cﬁanges in the market value of their asset
holdings.

This illustrates a general problem encountered in the statistical
estimation ; many of the variables of interest are intercorrelated and
often trend dominated. This high intercorrelation arising from trends
in income, interest rates on fixed income securities, and financial wealth
often makes it impossible to determine statistically the real causal fac-
tors underlying the long trends in financial flows. On the other hand,
the econometric analysis does shed some light on the short-run changes
in saving flows.

The model below also assumes that actual asset holdings in any time
period coincide with desired levels of such holdings. The use of dy-
namic stock-adjustment models in which there are Tags in the adjust-
ment process i1s popular in econometric estimation, especially for
durable goods. There are several reasons why no attempt was made
to specify such lagged adjustment processes in the model below.
First, the costs of entry into the capital markets are generally quite
low, and “indivisibilities” would not appear to have large effects
on transactions costs in the relevant ranges in adjustments of most
assets. How transactions costs greatly reduce the likelihood that
desired and actual asset holdings will diverge, especially as reflected
in annual data. Also, for annual data aggregated for theentire house-
hold sector, there is likely to be little variation over time in the nature
of adjustments of actual holdings to desired levels, and certainly little
or no prospect of specifying such differences econometrically with
annual time series data.

Finally, the equations assume that causation runs from income
or capital market conditions, as represented by interest rates or stock
prices, to household savings rather than vice versa. The implicit causal
assumption in the analysis below is that monetary and fiscal policies
interacting with private demands for goods and services determine
income and interest rates. These in turn affect household saving flows.
This is not to deny the important interdependencies between de-
cisions regarding financial asset holdings and income or credit market
conditions. However, the available evidence suggests that the lags are
long. Changes in household saving decisions, in fiscal or monetary
polictes, or in private demand affect the level and composition of in-
come and the credit markets only after a lag. Econometric models have
made little progress to date in describing the interrelationships be-
tween the processes of financial intermediation and real economic
activity.

b. Empirical Estimates of the Model

(1) Demand Deposits—The concept of household preferences for
money balances has been a cornerstone of macroeconomic theory and
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the subject of a considerable theoretical literature.® Several empirical
formulations of such demand functions have been ecstimated.* The
controversy revolves around the clasticity of interest rates.

Annual data for the period 1952-68 were used to test the competing
hypotheses. The early postwar years were excluded for two reasons—
households had acquired unusually large amounts of liquid assets dur-
ing World War IT which affectecl their decisions concerning financial
asset holdings, and the capital markets were substantially affected
by the Federal Reserve System’s policy to fix the interest rate on long-
term treasury securities at a low level. This policy was abandoned
with the Accord of 1952. The dependent variable in the cquation is
the share of income which households used to add to their demand
deposits holdings.

5) (b_D_D)=—99.00+.4807(t)—43.63 RB, +13.60 Y,
Y /, (@33 (1.76) (191)RB,_, (1.58) Y,

R*=.4970
DW.=215

where DD, represents demand deposits (millions of dollars), ¥; in-
come (billions of dollars), and £B the bond rate (three-to-five-year
government securities).

The explanatory variables reflect the transactions demand for
money, as evidenced by the significance of the time trend and income
terms, and short-run changes 1n interest rates. The negative coefficient
of BB./RB,., indicates that households economize on their holdings of
demand deposits as interest rates rise in the short run. The positive co-
efficient of ¥,/Y;_; implies that one of the responses in the short-run to
changes in income is a more than proportionate increase in demand
deposits. As will be seen below, the sum of all financial savings in-
creases more than proportionally in the short run as income rises.
This is consistent with the econometric literature on consumption
functions, which employ distributed lag functions on income as the
explanatory variable® Efforts to express changes in income with
some form of distributed lag in the equation above were not successful.
The lags will, of course, be more evident in quarterly data.

3 Irving Fisher, The Purchasing Power of Money, New York. Macmillan, 1911 ; John M.
Keynes, The General Theory of Employment, Interest and Money, London, Macmilian,
1936: W. J. Baumol, “The Transactions Demand for Cash: An Inventory Theoretic
Approach,” Quarterly Journal of Economics, November 1952, pp. 545556 ; Milton IFried-
man, ‘‘The Qunntliy Theory of Money-—A Restatement,” in The Optimum Quantity of
Money and Other Essays, Chicago, Aldric, 1969 ; James Tobin, “Liquidity Prefecrences ns
Behavior Toward Rish;’ Review of Economic Studies, February 1958, pp. 65-68; James
Tobin, “The Interest Elasticity of the Transactions ﬁemnnd for Cash,” Review of FEco-
nomics and Statistics, August 1956, pp. 241-247.

¢ Allan Meltzer, “bDemand for Money : The Evidence from Time Series,”” Journal of
Political Economy, June 1963, p;}){. 219-246 ; Milton Friedman, '“The Demand for Money :
Some Theoretical and Empirical Results,” Journal of Political Economy, August 1959, pp.
327-351; Karl Bruner and Allan Meltzer, “Predicting Velocity,” Journal of Finance, Muy
1963, pp. 319-334 : Gregory Chow, “On the Long-Run and Short-Run Demand for Money,”
Journal of Political Economy, April 1966, pp. 111-131.

5 M, Friedman, 4 Theory of the Consumption Function, Princeton, 1957; A. Ando and
F. Modigliani, “The Life Cycle Hypothesis of Savings: Aggregate Implications and Tests.”
American Economic Revicw, March, 1953. LIII, pp. 55-84; H. 8. Honthakker & L.D.
Taylor, Consumer Demand in the United States, Harvard Univ. Press, 1966 ; N. Leviatan,
“Estimates of Distributed Lag Consumption Functions from Cross Section Data,” Review
of Economics & Statistics, XLVII. Feb.. 1965, pp. 44-53 ; F. Modigllani & A. Ando, “The
Permanent Income and the Life Cycle Hypothesis of Savings Behavior: ComBnrlsons and
Tests,” in Proceedings of the Conjerence on Consumption & Saving, Vol, 2, Philadelphia,
1960; J. Simon and D. Algner, “‘Cross Sectlon and Time-Series Tests of the Permanent-
Income Hypothesis,’” American Economic Review, LX, June, 1970, pp. 341-351,
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(2) Savings Deposits—A. similar equation fitted for savings de-
posits includes both the level of interest rates and their short-run
changes. Short-run changes in income did not prove statistically
significant.

©6) (bS—YQ> 1=81.22-47.308 RB,—70.60 %’4
(3.38) (3.86) (2.89) BB -1
R?= 5574

D.W.—1.67

The negative coefficient on the interest rate change variable reflects
the process of disintermediation, households switching from savings
accounts to fixed income securities when interest rates rise sharply.
Interest rate regulation on commercial banks, mutual savings banks,
and savings and loan associations and other institutional considera-
tions are such that interest rates on savings deposits rise less rapidly
than bond rates during periods of tight credit. As a result disinter-
mediation occurs and households switch to bonds. For example, dur-
ing the period 1963 through 1965 households added an average of
$24.4 billion to their savings deposits each year and acquired an
average of $4.2 billion of public and private bonds and mortgages.
During the tight money period of 1966, households acquired $12.9
billion of these fixed income securities while increasing their savings
deposits by only $19.0 billion. In 1967, when market rates on bonds
had fallen rapidly relative to savings deposits rates, the pattern was
reversed; savings deposits were increased by $32.5 billion, fixed in-
come securities by $3.5 billion. This pattern occurred throughout the
postwar period and is the fundamental source of the countercyclical
pattern in mortgage lending and hence in residential construction.

(3) Pension Fund Holdings—Pension programs have grown
rapidly in the postwar period. The reasons for this growth have been
extensively described elsewhere.® Since the Supreme Court ruled in
1948 that fringe benefits were a proper part of labor contract negotia-
tions, coverage of pension programs has grown enormously, and both
contributions and benefit payments have risen sharply. Public pension
plans for state and municipal employees also grew rapidly during the
1950’s, as did union and other multiemployer plans.” Pension retire-
ment plans for self-employed individuals received tax free status in
1962 with the Smathers-Keough Act, which permitted individuals to
contribute sums (limited to $2,500 annually) to a common trust to be
managed on a pooled basis. Liberalization in 1968 resulted in many
more such plans being initiated, 100,000 plans registered in 1968 as
compared to about half that number over the previous four years.?

Net fund flows to pension programs are the stablest of all forms of
household financial savings. The equation for pension fund flows, in-
cluding a logarithmic trend and the short-run change in income, is

8 Daniel M. Holland, Private Pengion Funds: Projected Growth, Occasional Paper 97,
New York, NBER, 1966 ; Philip Cagan, The Effect of Pension Funds on Aggregate Savings:
Kvidence from a Sample Survey, Oceasional Paper 95, New York, NBER, 1965 : and Roger
I*. Murray, Hconomic Aspects of Pensions: A Summary Report, New York, NBER, 1968.

7 H. Robert Bartell, Jr.,, and Elizabeth T. Simpson, Pension Funds of Multiemployer
INt%lIlzgrtl(;)lﬁgroups, Unions, and Nonprofit Organizations, Occasional Paper 105, New York,

IR, .

8 Arthur Weisenberger Services, Investment Companies: Mutual Funds and Other Types

1969 edtion, p. 00, © ? yes
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quite simple. Changes in interest rates or stock prices proved to be
statistically insignificant.

M I (a—I;,E> —2.444.0271(H)+.1610 - R2=.8378

(27.69) (8.40) (1.76) Y1 D.W.=1.80

That short-run increases in income raise the share of income de-
voted to pension reserves may be attributed to several factors. Periods
of prosperity extend the coverage of pension fund programs at a rate
above the long-term trend by employing the marginal work force.
More liberal pension agreements may be realized in times of prosperity
and vice versa. Finally, there is a growing percentage of workers whose
benefits are based on final compensation. 'This implies that short-run
increases in income will lead to a higher share of income devoted to
pension funds.

(4) Life Insurance Reserves—Life insurance companies provide
a guaranteed fixed-dollar payment to their customers, with premiums
based on rather conservative investment assumptions. Life Insurance
was the first form of nonbank financial intermediation serving a wide
market. Coverage has grown extensively throughout the twentieth
century, so that by 1965 83 percent of all households had at least one
member insured.® Currently about 15 percent of insurance company
assets are held to cover the liabilities of insured pension funds. His-
torically, insured pension funds were the predominant form of pension
savings, but insured pension plans have grown much less rapidly dur-
ing the postwar period than uninsured plans.

A very small share of life insurance reserves is accounted for b
variable annuity plans. Since 1963 some states have permitted life
Insurance companies to establish so-called “separate accounts” in
which they invest pension reserves in equities. These are essentially
equivalent to the common trust funds which commercial banks use to
collectively manage small pension accounts. To date most variable-
annuity offerings are oriented toward serving those who qualify under
the Keough Act; there are few variable annuity plans that are not
sheltered.

The growth of life insurance reserves net of policy loans exhibits
both a trend and short-run variations. While the trend in fund flows
is positive, the share of income that households devote to life insurance
has steadily fallen.

®)
(LIL,I) =5.574—1.526 RB,—9.794 I%EL+19.16 -.z‘—— .0349 RS,
t (2.80) (5.99) (1.86) =1 (1.98) F -1 (1.94)
R*= 7469
D.W.=1.96

The cause for the downward trend in life insurance premiums as
a share of income is the growth of alternative forms of savings yield-
ing higher returns—corporate pension plans and mutual funds. Each
yields higher returns by being more heavily invested in corporate
equities. In addition, pension savings are tax free. It seems likely that

° Life Insurance Fact Book, Institute of Life Insurance, 1966, p. 7.
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life insurance contracts defined by current premiums and fixed pay-
ment obligations will continue to receive a lesser share of the consumer
savings dollar. Insurance companics might enhance their product by
offering variable annuity plans as an inflation hedge or by reducing
the premiums on straight life and term insurance, either of which
requires that insurance companies become more active in the equity
market. Life insurance companies appear to have chosen another al-
ternative, that of entering the mutual fund business, In 1968 and 1969,
there was a large scale merging and comingling of insurance com-
panies and mutual fund management and equity. By the third quar-
ter of 1969, 153 mutual funds were linked to 79 insurance companies
or groups; $8 billion of mutual fund shares was involved, 16 percent
of the industry.’® The economics of mass marketing both insurance
and mutual fund shares are obvious. It would appear that life insur-
ance Fremiums will continue to be based on fixed income investments
and that the trends in household choices for fixed obligation insurance
described in equation (8) are likely to persist.

Short-term fluctuations in fund flows to life insurance have become
significant since the middle 1950’s. These variations are highly corre-
lated with changes in money markets; in particular, life insurance
flows are negatively correlated with short-run changes in interest rates.
In each period of tight credit and rising interest rates since 1957, life
insurance fund flows as a share of household income declined more
than would be indicated by the long-run downward trend in the share
of household savings devoted to life insurance. There are several
exijlanations. Life insurance companies are committed to lending to
policy holders at fixed rates of interest ; these lending terms inevitably
become very attractive when market interest rates rise sharply and
credit rationing occurs. While the 1966 credit crunch was the first in
which this mechanism received much public attention, the negative
coefficient on the term for changes in interest rates in equation (8)
suggests that it has been operative and of empirical significance for
some time. An additional explanation for the significance of the change
in interest rate variable is simply that rising rates of interest are at-
tracting household savings into fixed income market securities. This
isdiscussed further below.

_Stock prices also are significant in the equation, the negative coeffi-
cient implying that rising (stock) prices attract funds from life insur-
ance. In the subsequent equations for household purchases of stock,
stock prices appear to influence stock purchases with a one-year lag.
Thus, the exact relationship between life insurance and net stock pur-
chases, particularly the timing of such switches in asset holdings, re-
mains unclear.

(8) “Fimed Interest” Long-Term Claims: Bonds and Mortgages.—
No trend is evident in the share of income devoted to fixed income
securitles, but there are very considerable cyclical variations. Additions
to bond holdings are negatively correlated with short-run changes
in income. Reductions in the growth rate of income or in its absolute
amount, other things equal, induces an increase in fund flows into fixed
Income securities. In recession years the actual share of savings devoted

10 Mutual Aflairs, Weisenberger Financial Service, Inc., IX, November 1969, pp. 104.
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to fixed income securities falls, The equation below suggests that this
negative income effect is more than offset by interest rate effects.

The response of fixed income security holdings to short-run changes
in interest rates is very pronounced ; households substitute bonds for
savings deposits during periods of tight credit. This substitution is
made largely by upper income households. Holdings of marketable
securities other than stock are more concentrated among wealthy
households than any other form of investment assets. In 1963, the top
tenth of the income distribution held 45 percent of total wealth. and
80 Iirercent of total investment in marketable securities other than
stock.™

Stock prices are also significant in the equation for bond holdings,
and are positively correlated when a one year lag is allowed. As will
be seen below, households react to stock prices after a lag, switching
out of stocks after the stockmarket declines; the equation below sug-
gests that some of these funds are finding their way into bonds and

mortgages,

©) (E%V) =96.16-+74.51 201609 T -+ .2129 RS,.,
t (1.56) (3.29) =1 (2.38)" -1 (2.48)
Ri=.6068
D.W =166

where F'=holdings of fixed income securities, and RS, ;=return on
stock with a one year lag.

Data for 1969 have only recently become available. Extrapolation
with the above equation provides an estimate of the impact of tight
credit during 1969. Based on the 22.5% increase in interest rates
during 1969, equation (9) predicts households will devote 1.7% of
their income to fixed income securities, compared with a mean level
of about one-half of a per cent during the postwar period. The actual
percentage was 2.5 per cent. The $23.1 billion invested in bonds was
nearly double the rate during the 1966 credit crunch; 1969 was clearly
a year of extraordinary participation by the household sector in the
bond markets.

The tradeoffs between fixed income securities, savings deposits, and
life insurance reserves, all sensitive to short-run changes in interest
rates, deserve brief summary.

_or__,_ BB,
(10) SrsD) = 725 9208 (g
Ri=.1857
D.W.=1.32
oF RB
(11)  s—arp— t=—.9885—.0360(RB)+1.276 ‘)
F+SD+LD " (3.18) (1.46) (4.06) BB
‘ R?=.5407
D.W.=1.74

1 Dorothy 8. Projector and Gertrude 8. Welss, Survey of Financial Oharacteristics of
Consumers, Board of Governors of the Federal Reserve System, 1966, pp. 14-15.
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asSD RB:)
12) ool 4 1.6894.0667(RB)—1.257 (ot
U g@rsprIn (5.71)+(2.83)( : (4.19)\BB
R= 5845
D.W.=185
oLl RB,
13 O 4 0801—.0476(RB)+.2859 ( ot
= O(LI+SD) " ( g¢) (6.47)( )+(3.05) RBH)
R?=.7525
D.W.=1.76

Equations (10) and (11) reveal the shift into fixed income securities
as interest rates rise in the short run. Equation (13) indicates that life
insurance reserves fall less rapidly than do savings deposits when credit
conditions are tightened and disintermediation occurs.

The sum of savings by fixed income holdings, savings accounts, and
life insurance as a per cent of income is increasing over time, the
increase in holdings of fixed income securities and savings deposits
having more than offset the decline in life insurance savings. This trend
is reflected in a positive coefficient on interest rates in equations (14)
and (15).

(14) M—J}@ t=—116.614.808(RB)—158.3 YL>
(1.39) (2.70) (1.65) et

R? =.6060

D.W.=1.38
(15) MIMt=—95.Z4+3.681RB+130.5 ;’—‘
(1.29) (2.12) (1.79) \L =1

R? =.5385

D.W.=1.12

While changes in income also appear in these equations, the significant
autocorrelation reduces the statistical significance of the estimated
coefficients. Conspicuous by its absence in these equations is the short-
run change in interest rates, which proves statistically insignificant.

This suggests that the reduced fund flows into life insurance and
savings deposits associated with increasing market interest rates in the
short run is essentially offset by higher flows into fixed income holdings.

(8) Corporate Stock and Mutual Fund Shares.—Ownership of cor-
porate stock is not nearly as widespread throughout the income dis-
tribution as pension funds, life insurance, or savings deposits. In 1963
one person in six held stocks,’? and the wealthiest 10 percent of the
population held 62 per cent of the equity in publicly traded stock 12
A trend toward a more even distribution of corporate stock ownership
has prevailed throughout the twentieth century. From 1952 to 1956
the median money income of stock holders actually declined from
$7,100 to $6,200, or 15 per cent, while for the populace as a whole
median income rose by about that same percentage. However since
the early 1960’ this trend has been altered due to the growth in mu-

12 Pact Book, New York Stock Exchange, 1968, p. 40. The next survey will be conducted
in 1970. There Is no evidence on how the distribution of dollar amounts of stock held by
income class is changing.

13 Projector and Weiss, op. cit., p. 15.
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tual funds. Mutual funds provide a relatively inexpensive means for
the small investor to diversify. As a result, direct investment in cor-
porate stock is being displaced by investment in mutual funds. Both
the 1962 and 1965 C'ensus of Stockholders revealed the same propor-
tion of the population holding corporate stock directly. During this
three year period median household income of shareowners increased
16 per cent, the same median household income generally.’* At the
same time, mutual fund growth has been rapid and ownership increas-
in‘gily widespread. Mutual funds had 9.1 million accounts by 1968 year-
end versus 300,000 in 1940.

Two other characteristics of mutual fund purchasers deserves men-
tion. In very recent years, the median family income of mutual fund
holders has accelerated, rising from $8,100 in 1963 to $11,350 in 1966,
an increasc well in excess of the rise in income for the population gen-
erally. Also, the average age of those in accumulation plans rose
sharply, from 42.8 to 46.4 years. This suggests that mutual funds are
becoming an increasingly important means of providing retirement
savings for middle and upper income households.*

Second, household acquisttions of mutual funds has shifted in favor
of those with greater risk. In 1958, the share of the investment in
mutual funds in funds classified as “diversified common stock funds”
was 60 percent; a decade later that figure had risen to 80 percent.
“alanced” funds, with 20 to 50 percent of their assets invested in fixed
dollar holdings, saw their share of the mutual fund market decline
from 26 to 14 percent.’® As will be seen below, mutual fund market
performance approximated the return achieved by the market averages
until 1965. Since 1965 the performance of the growth funds has im-
proved substantially. y accepting higher risk, the growth funds were
able to earn a significantly higher return, though accompanied by a
higher variance. Whether households will continue to exhibit this
preference for more risk remains to be seen.

Household annual acquisitions of corporate stock (both direct hold-
ings and the sum of direct holdings and mutual fund shares) have
turned from a marginal plus to a rather large negative amount during
the postwar period. Households sold $12 billion 1n stocks (other than
investment company shares) in 1968 and nearly $11 billion in 1969.
One striking feature about this series is that its magnitude is very
small, a tiny fraction of 1 percent of either total personal income or
the total valuation on stock held. Nor does it change much when stock
prices change dramatically. A sizeable portion of stock holdings is
very inactive. A 1965 survey indicated that only one-half of all house-
hold stockholders acquired any stock that year, and that only one in
eight made as many as five transactions. The average income of that
small share who were more active in the market was very much higher
than for all shareholders generally.*” ~

There are several explanations for the downward trend in net ac-
quisitions. One is the long-run shift in relative prices in favor of fixed
income holdings. Bond rates have risen over these two decades, while

4 Fact Book, NYSE, p. 40.

18 Mutual Fund Fact Book, Investment Company Institute, 1969, p. 47.
18 Investment Companics: Mutual Funds and Other Types, pp. 42—44.
17 Public Transactions Survey, New York Stock Exchange, 1965.
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returns on stock were lower in the 1960’s than 1950’s; for the period
1950-59 the compound rate of growth (price appreciation plus divid-
ends) for the Standard and Poor’s 500 Index of stocks was 20.3 per-
cent, versus 10.9 percent from 1958 to 1968.1* Another explanation is
the rise in pensions as an alternative means of savings. The declinin
share of income or the share of financial savings devoted to direct stoc
investment plus mutual fund shares combined is represented by equa-
tion (16), revealing a negative correlation with the bond rate.

(16) (M) =16.83—4.165 RB R =.7476
t (7.69) D.W.=1.41

The bond rate is essentially a trend proxy in this equation, reflecting
the long run shift in relative prices of bonds versus stocks. Neither
short-run changes in interest rates, bond prices, nor a distributed lag or
weighted average of current and past stock prices proved statistically
significant in this equation.

isaggregation of direct and indirect stock holdings reveals more
about household investment behavior. Both strong trends and short-
run variations are apparent in household acquisitions of mutual funds.
The rate of return 1n the stock market is correlated with net mutual
fund sales (sales less redemptions) after allowing for a lag. The sharp
stock market declines in 1962 and 1966 resulted in much lower mutual
fund sales a year later. The following equation was fitted.

(17) (%£>=.00053—|—.2537(t)-—.0179RS,_, R =.8137
¢ (8.76)  (1.68) D.W.=1.74

Short-run changes in income or interest rates did not prove statistically
significant. It would appear that there exists a distinct trend in mutual
fund sales that was not influenced by interest rates or the prices of
other securities and was interrupted only by sharp variations in stock
prices.

Direct corporate stock acquisitions and sales present a different
picture. In addition to a downward trend, represented by a significant
coefficient on the bond rate, short-run changes in income and interest
rates are also significant. Short-run increases in income coincide with
a lower share of income devoted to stock purchases. The positive co-
efficient on changes in bond rates indicates that rate increases attract
more money into stocks. This is not easily explained. As noted, fixed
income securities also attract funds during periods of rising interest .
rates. There have been several periods when stock prices fell as interest
rates moved up. However, attempts to include stock prices in the equa-
tion for net acquisition of stock, in either current or lagged terms, or
by a weighted average, proved unsuccessful. The explanation for the

sitive correlation of net stock purchases with short-run changes in
Interest rate remains unclear.

(18) (%,‘g) =20.52—6.301 RB—26.17 -YL-+27.90 —RZ%B—‘
' (13.95)  (1.57) £+1 (3.55) [P
R*=.9210
D.W.=2.14

18 Fact Book, NYSE, 1969.
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Disaggregation of households’ net stock purchases provides further
insight. Odd-lot transactions are made largely by the small investor,
primarily in the household sector. Net purchases by odd-lots on the
NYSE amounts to about one-fifth of the total household sector’s net
flows. An equation for the ratio of odd-lot net purchases to income is

(19) (a—Y—S‘> —7.555— 8987 RB,—10.79 .-
H

(4.98) (1.66) ¥ -1
+7.525 RR—;‘—+.0220 RS..,
2.30) BBt (2.03)
R*=.7035
D.W.=1.21

where S,=net odd-lot purchases on NYSE. Stock prices enter with a
one year lag, while current stock prices were not statistically signifi-
cant. Odd-lot purchases thus behave much like mutual fund net pur-
chases. Households appear to react in belated fashion to stock prices,
increasing their net selling of direct holdings and their redemption
of mutual funds after stock prices decline. This is testimony to the
familiar cliche that “ths odd-lotters are always wrong.” The most
recent illustration is their actions during the 196667 market decline
and recovery. Household mutual fund redemptions and net sales of
direct stock holdings were much higher than usual in 1967, following
the sharp market drop in 1966. The stock market was staging a huge
recovery in 1967. While annual data is not suited to a determination of
the precise timing of this phenomena, the general outlines are clear.

The same equation for round lot net purchases (i.e., all household net
purchases less those in odd-lots) is similar, but stock prices in this case
do not prove statistically significant.

(20) (E—’I‘Eﬁ) —54.65—4.8971 RB,—58.536 —t+21.967 ]—g;—'
¢ (2.10) (8.85) (1.96) L1 (2.68) 1B

R*=.9043

DW.=234

The “household” sector in the flow of funds accounts is an agglom-
eration of several types of accounts, including personal trust and
estates, colleges and universities, and nonprofit foundations. At year-

end 1968 colleges and nonprofit foundations held $25 billion in cor-
porate stock, while personal trusts held $95 billion. Together this was
nearly one-eighth of the stock held by the “household” sector as defined
in the Flow of Funds Accounts. Trusts and foundations are likely to
behave differently than households, but unfortunately no flow of
funds data are available on their actions. y making explicit assump-
tions about the annual price appreciation of stock holdings by each
group, the flow of money into or out of corporate stocks can be esti-
mated. Together with reported asset holdings at the beginning and
end of the year, estimates of flows of new funds into stocks (or with-
drawals) can be derived. That estimate will only be as reliable as the
assumptions about portfolio appreciation. It was assumed that port-
folio appreciation for personal trusts, colleges, and foundations
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equalled the rate of price appreciation plus dividends for the Dow
Jones Industrial Average (DJIA). While this assumption is a reason-
able approximation over the long run, the estimates for any given
year are subject to some error. The error is probably largest when stock
price changes are largest. Excluding estimated “fund flows” of per-
sonal trusts, colleges, and foundations from round lot net purchases,
the relationship is

(21) (a—Y*%) =—27.68—8.048RB,+49.92 RZ;B ‘ { 4050RS,
‘ (4.00) (1.78) £58:-1(3.50)
R*=.7864
D.W.=2.59

where S;=net purchases by “household” sector less odd-lots on NYSE,
and less estimated net purchases by personal trusts and estates, colleges
and universities, and foundations. The significance of the stock price
term is by no means unambiguous since it may reflect misspecification
in the net fund flows by personal trusts and estates.

Estimated net purchases by personal trusts and estates as a share
of income reveal neither trend nor short-run responsiveness to income
or interest rate changes. However, stock prices are negatively cor-
related with net flows.

(22) (‘%} —2.715— 2048RS, R*=.3097
, (2.41) DW.—271

where P7'=net purchases of stocks by personal trusts and estates. The
coefficient on stock prices is subject to two different interpretations:
stock price declines may attract funds of personal trusts into stocks or
their past holdings of stocks may fluctuate less in vaiue than the DJIA,
the assumption used to derive net flows.

(7) Summary.—Short-run increases in income raise the share of in-
come devoted to financial savings, indicating that the short-run mar-
ginal propensity to consume is below its long-run level. Higher interest
rates in the short run also induce households to devote a higher share
of income to financial savings and to shift from life insurance and sav-
ings deposits into direct bond holdings.

Over the long run households are reducing their direct participation
in the equities markets, while at the same time increasing their indirect
holdings, by investing in mutual funds and uninsured pension funds.
Currently, the increase in pension fund holdings and mutual fund
shares is more than offsetting the decline in household sales of stock.
Short-run variations in stock prices affect household investment deci-
sions; stock market declines hasten the liquidation of the households
direct holding and reduce their willingness to buy mutual bonds, in
each case the reaction occurring after a time lapse.

3. THE STOCK INVESTMENT POLICIES OF THE MANY TYPES OF
FINANCIAL INSTITUTIONS

An overview of the trends in the holdings and net purchases and
sales of corporate stock by financial institutions in the postwar period
was given in Section 5 of Chapter 3. Also in that section was a sum-
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mary of the relationship of these holdings and transactions to total
acquisition of financial assets by financial Institutions, to total net
issues of corporate stock, to total volume of trading in corporate stock
on exchanges in the U.S., and on the velocity of turnover of the stock
portfolio of financial institutions. The present section reviews, still
very summarily, the policies followed by the main types of financial
institutions and their relation to other uses of their funds using a
standard table (e.g., Table 5-2), and summarizes the scarce available
information on the structure of the stock portfolios of these
institutions.*®

a. Uninsured Pension Funds

Net fund flows into pension funds are growing rapidly, are un-
usually stable, and can be easily predicted on an actuarial basis given
assamptions about employee contributions, rates of retirement, and
benefit payments. Pension funds therefore do not face a liquidity prob-
lem arising from sudden changes in fund flows.

Originally, the investment objective of pension funds was that of
achieving a return to meet a dollar target payment at some future
point. Until about 1950 private pension funds were about equally di-
vided between insured and uninsured plans. Insured pension funds
were very conservatively invested, life insurance companies being
severely lmited in their opportunity to acquire corporate stock. In the
decade following World War II, corporate treasurers gradually
adopted the investment strategy of maximizing return rather than
that of investing simply to meet a specified target based on particular
conservative actuarial assumptions.

Accordingly, uninsured pension funds quickly sold off the govern-
ment securities they accumulated during World War IT and invested
primarily in corporate stocks and bonds, a process that can be fol-
lowed in Table 5-2. In the immediate postwar years, the interest rates
on long-term government bonds (pegged at 214 per cent) kept interest
rates on private bonds at similar low levels. The higher return on com-
mon stock investments was strong inducement for bank trustees to in-
vest an increasing share in stocks. This change was made possible by
a revision in the New York State law allowing trustees to invest up to
35 percent of a fund in stocks.? The largest companies with estab-
lished records were the obvious investment vehicle. A steadily rising
trend in the share of fund flows invested in corporate stock has oc-
curred throughout the postwar period.

There is no statistical correlation between this change in pension
funds’ portfolio composition shown in Table 5-2 and changes in rates
of return on stocks or bonds. An important qualification must be
made in interpreting this result. Aggregated data for all pension
funds may conceal relationships that exist at the individual firm
level. If fund managers have different bases for forming price or in-
terest rate expectations or if they respond at varying speeds to change
in relative rates of return, aggregated data on portfolio composition
will reflect the sum of these behavioral effects. For example, the gradual

19 It is expected that these matters will be analyzed in the commissions’ own report in
much greater detail for the last four years on the basis of new primary data specifically
collected for this purpose.

2 Murray, op. cit., pp. 72-80.
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shift to stocks appearing in the aggregate data may reflect a series of
decisions, each made at a fairly discrete point in time by each corpor-
ate treasurer (and their bank trust department advisors) that their
funds should be more heavily invested in corporate stock. Many
pension funds adopt a fixed percentage of fund flows as their target
for corporate stock investment, which they do not change for many
years. If the decision by different firms to change that target occurs
at different points through the sample period (for example, in re-
sponse to changes in expected rates of return on stocks versus bonds,
each fund employing very different lags in forming those expecta-
tions), aggregated data on portfolio composition may be trend dom-
inated even though relative prices on stocks and bonds are important
to the decision.

While aggregation in the data may conceal the role of relative
prices in decisions regarding portfolio composition, it is likely that
the real effects of changing interest rates or stock yields in portfolio
decisions are not great. The predominant focus in most trust agree-
ments is on long-term growth. As will be noted in Section 4, bank
trustees have tended to mvest conservatively, essentially placing stock
funds in medium and large companies with long-term growth potential.
Turnover rates on pension funds are well below those of mutual funds

(see Table 5-3). riefly, short-run variations in business conditions
and interest rates do not appear to affect decisions regarding the share
of the portfolio devoted to stocks. Since trust departments manage a
huge volume of assets, with Jarge new fund flows, it is not easy to
pursue an aggressive investment policy which is responsive to short-run
changes in bond and equity markets.

The future course of pension fund investment has been the subject
of considerable speculation. The direction of future fund flows will
reflect rates of return on alternative credit instruments. A recent sug-
gestion that the flow of funds into corporate stock might stabilize or

eak at about 60 percent, and similarly the suggestion that pension

unds would increase their involvement in mortgages, is contradicted
by the 1967-68 experience.?* Corporate stock accounted for approxi-
gnatelyf; 85 percent of fund flows 1n 1967 and 1968 and for 75 percent
1n 1969,

A limited number of pension accounts have adopted a riskier mar-
ket strategy since 1967. Aggregate turnover rates for pension funds
are up significantly since that date. Some pension accounts have been
switched from bank trust departments or self-management to private
investment advisers or brokers managing special equity funds. These
managers are generally offering a level of expected yield and asso-
ciated risk that lies between the traditional conservative bank trust
department philosophy and the high risk startegy represented by the
smaller “performance” oriented mutual funds. Bank trust departments
have also responded in a limited way to their treasurers interest in
assuming more risk, by creating pooled equity funds within the bank
that ave oriented toward a higher turnover, high “performance” objec-
tive. A modest share of individual pension accounts are invested in
such accounts, at the discretion of the corporate treasurer (often lim-

2 Ibid., pp. 92-97.
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ited to 10 per cent). In one instance, such a pooled equity fund con-
stituted $800 million of the banks total trust assets of $12 billion.z
How much risk corporate treasurers will assume in managing their
pension funds in the future is difficult to predict.

b. State and Local Retirement Funds

The characteristics of fund flows and investment objectives of state
and local retirement funds are not unlike those of private pension
funds. However, political factors to date have resulted in a rather con-
servative investment strategy—a large share of funds invested in pub-
lic securities and a very small share in corporate stock (Table 5-3).
Public retirement funds have generally been managed by state or
municipality treasurers. Funds have been gradually shifted from U.S.
government and state and local securities into corporate bonds and,
more recently, into mortgages. The share invested in stocks has been
quite small, less than 5 percent of new funds up until the middle 1960’s.
Throughout this period the performance on such portfolios has been
disappointingly low.» A weak negative correlation exists between
changes in interest rates and the share of funds devoted to corporate
stock. For the period 1948-68, the share of funds devoted to stock by
state and local retirement funds can be represented as follows:

(E% =.1728-+.0042(f) —.1651 [gB) R?=.3955
(1.52) (3.3¢) (148 88—1  pw. =186

where § is stock purchases, 7'4 is total assets, and BB is the interest
rate on three to five year government bonds. Stock prices were not
statistically significant in the equation.

The investment policies of public retirement programs appear to
be changing rather dramatically in very recent years. Since 1967,
the share of funds devoted to corporate stock has been rising rapidly;
in 1967 and 1968, 15 to 20 percent of net fund flows were allocated to
corporate stock versus below 5 percent in earlier years. While the
process of liberalizing legal restrictions and political constraints on
the investment of such funds is likely to progress in an uncertain
fasion, there appears to be a potential for a further rather dramatic
shift to corporate equities. In 1969, Oregon pionecred a new approach,
that of allowing outside professional managers to handle a portion of
equity funds with fnll discretion. Other states appear headed in the
same direction.?* It seems likely that state and local government re-
tirement funds will devote a much larger share of their funds to cor-
porate stocks, as corporate pension funds have already done.

¢. Life Insurance Companies

Life insurance companies have historically been very conservative
investors, on the presumption that their fundamental objective should
be the safety of the principal. As a result over three-fourths of all
life insurance assets have been invested incorporate bonds and
mortgages (Tables 5-3 and 5-4). A variety of statutory and institu-

2 Robert L. Donerstein. “Bankers Trustman Furnum Has Most of the Answers,” Finance,
Vol. 88, Feb., 1970, pn. 10-15,
23 Murray. op. cit., pp. 102-110.
1:f‘Ox'eg:on Blazes the Pension Trall,” The Institutional Investor, February 1970, pp.
7.
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tional considerations reduced the investment alternatives in corporate
stock which were available to life insurance companies; state laws pro-
vide very strict limitations.?® Most life insurance company assets are
held by companies licensed in New York. Originally, New York State
law prohibited investment in corporate stock. Relaxation of this re-
striction in 1951 allowed life insurance companies to invest up to 3
per cent of total assets in common stock ; an amendment in 1957 raised
the limit to 5 per cent. The law also prescribes limits on the type of
company whose stock is eligible. A company must have paid a dividend
in each of the previous ten years, and dividends must not have ex-
ceeded earnings in any year. Obviously, these restrictions severely
limit the choice of stocks open to life insurance companies.

The extent to which statutory limitations have reduced the share of
fund flows that life insurance companies devoted to equities is the
subject, of some dispute. Brimmer noted that in 1951 when the first
significant liberalization in the New York State law occurred, life
insurance companies invested 40 per cent less in stocks than in the year
before.?® A survey of the industry in 1959 revealed that an overwhelm-
ing majority opposed substitution of the prudent man rule in place
of statutory limitations. However, more than half the industry wanted
the New York State law liberalized, to allow 10 per cent of a portfolio
to be invested in stocks.?” In general, the investment policy of life
insurance companies through 1965 was quite conservative, reflecting
an ingrained tradition focusing on protecting the principal.?® Annual
acquisition of common and preferred stock since 1958 are shown in
Tables 5-5 and 5-6.

The rules for valuation of assets constitute the second major deter-
rent to stock investment by life insurance companies. Most life insur-
ance companies are mutual companies and are required by law to
return profits in excess of a stated level of net policy liabilities. Deter-
mining asset values is thus critical in affecting a company’s cash flow
and has been the subject of dispute in the industry almost since its
beginning.? Valuation of stocks is required to be at market value,
though in 1957 some modification was made for preferred stocks. This
in turn is the basis for determining the reserves from which dividend
payments are made. “Overvaluation” of assets due to temporary price
increases leads to higher dividend payments, while “undervaluation”
by using temporarily depressed security prices produces huge paper
losses. In actual practice, valuation rules are often changed and often
suspended when large changes occur in securities prices. Fraine’s
study of the effect of valuation policy and practices suggested that the
industry’s valuation procedures may have reduced real solvency.*® For
})resent purposes, the most significant consequence is that the rules
1ave discouraged investment in securities with above average risk,

% For a review of gstate laws and their effects, see Life Insurance Companies as Financial
Ingtitutions, Monograph for the Commission on Money and Credit, Englewood Cliffs, N.J.,
Prentice-Hall, 1962, pp. 75-159.

% Andrew Brimmer, Life Insurance Companies in the Capital Markets, E. Lansing,
Michigan State University Press, 1962, pp. 340-341,

o I'bid., pp. 347-357.

5 Hart, ‘“Life Insurance Companies and the Equity Capital Market,” Journal of Finance
(1965), pp. 362-367.

”11;“(()_1‘ 1117§00d historical review, see Life Insurance Companies as Financial Institutions,
ph. =173,

% Harold G. Fraine, Valuation of Security Holdings of Life Insurance Companies, Home-
wood, Ill,, Richard D. Irwin, 1962, pp. 20-21.

53-940 0—71—Pt. 6——15
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in both common and preferred stock.* The disincentives to invest in
preferred stock have cost the industry a substantial amount since their
return in the long run has been well above corporate bonds.* The op-
portunity cost of largely remaining out of the equity market in com-
mon stocks is even greater.

d. Nonlife Insurance Companies

The growth of fire and casualty insurance companies has been much
more sporadic than that of life insurance companies, and short-run
changes in fund flows tend to be substantial. From 1946 through 1965,
net fund flows fluctuated from $600 million to $1,800 million yearly,
with little evidence of trend or business cycle effects. Since 1966
growth has been much more rapid; in both 1966 and 1967 fund inflows
exceeded $2 billion, and in 1968 they were over $3 billion.

Instability in fund flows has induced nonlife insurance companies
to invest significant amounts in government securities which serve
largely as a hedge against uncertainty. The observed short-run varia-
tion in government security holdings largely reflects variation in
claims (cf. Table 5-7). As with other financial institutions, govern-
ment securities made up a large share of their assets after World War
IT. These were sold in the postwar period. Government securities have
now been reduced to about one-tenth of the asset holdings of nonlife
insurance companies.

Nonlife company investment portfolios exhibit several distinct
trends and tradeoffs. First, a large share of funds is invested in state
and local securities; unlike pension funds, nonlife companies are sub-
ject to corporate income tax and hence the tax-free status of municipal
securities has proven attractive. However, their share in total funds
has fallen over time while investments in corporate bonds and mort-
gages has risen, even though the after-tax yield on state and local
‘government securities has been considerably higher. Relative rates of
return are not,statistically significant in explaining this tradeoff, nor
are short-run changes in interest rates, However, during periods of
declining fund flows the share of funds devoted to bonds falls, while
conversely an increasing share is devoted to state and local securities.
The following equations using annual data for the postwar period
illustrates these tradeoffs. Net fund flows were defined exclusive of
variation in government security holdings, which approximates the
portion of assets that may be invested with a longer time horizon.

dSLG (TA-@),
24 —OoZT — 9701 —.0714(RB)—.1838 oL
CY Fmacar ey sy (@ae) 0TAG)
Ry= 4008
D.W.=1.54
3B 3(TA-G,
25 e = 1120 +.0797(RB) +.1874 o1
(29) STA-0)t ~ 3.30) '(2.7098)( B)+(5§27§4) HTA=G) -
R= 4065
D.W.=1.82

sl Lawrence D. Jones, Investment Policies of Life Insurance Companies, Division of
Reselzalg:hl,gmdunte School of Business Administration, Harvard University, Boston, 1968,
pD. —145.

32 Alden C. Olson, The Impact of Valuation Requirements on the Preferrcd Stock Invest-
ment Policies of Life Insurance Companies, Oceassional Paper No. 13, Graduate School of
Business Administration, Michigan State University, 1964.
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where B=bonds, SLG=state and local government securities, and
T A-G=total assets less government securities.

Finally, there is no statistical explanation for the share of funds
devoted to stocks. Neither fund flows, relative rate of return, or short-
run changes in the capital markets appear relevant. The most notice-
able occurrence is the rise in the share of funds devoted to corporate
stock since 1967. This may be the result of a change in investment
strategy or it may simply reflect the more than doubling of net fund
flows over this two-year period.

e. Mutual Funds 3

Investment strategy varies among different types of mutual funds,
though only those most interested in safety of principal or income hold
any appreclable part of their funds outside of stocks. In the aggregate,
the industry invests 85 per cent of fund flows in corporate stock. The
industry’s “portfolio response” to changes in interest rates or stock
prices in the aggregate is to alter marginally (by a few per cent) its
cash holdings.

The most significant change in investment strategy by mutual funds
occurred very recently. Many furds have increased the risk they are
willing to take, placing greater emphasis on short-run performance. A
much larger share of assets have been invested in smaller companies
and unlisted securities. Also, turnover rates have increased sharply,
from their long-run norm of about 20 per cent through 1965 to levels
twice that high in 1968 (Table 5-8). K recent survey indicated that
the funds expect their turnover rates to remain at these high levels in
1975.5¢ These changes are discussed below.

An adequate analysis of the portfolio structure of investment com-
Eanies and changes 1n portfolios for the entire postwar period would

ave gone far beyond the scope of this study. Moreover, such a study
has been made for limited periods in the 1950’s (the Wharton Study),
and one for recent years is now being undertaken by the Security and
Exchange Commission’s Institutional Investor Study. It may there-
fore suﬂ‘%ce to indicate in Table 5-9 the industrial breakdown of stock-
holdings of open-end investment companies at a few benchmark dates
between 1952 and 1968 and to compare it with a similar breakdown of
all common stocks listed on the New York Stock Exchange. The com-
parison will indicate the industrial sectors favored or neglected by
open-end investment companies. Thus, for instance, mutual funds have
always held a considerably smaller proportion of their portfolio in
stocks of public utilities, railroads, automobiles and chemicals than
corresponds to those industries’ share in NYSE listings or total stock
outstanding.®® On the other hand, mutual funds have invested more
heavily in electronic,”* drug and building material companies than
corresponds to the relative supply of shares of this type.

8 Investment Company Institute, Management Investment Companies, Englewood Cliffs,
N.J., Prentice-Hall, 1962 ; University of Pennsylvania, Wharton School of Finance and
Commerce, A Study of Mutnual Funds (House Report No. 2274, 87th Congress, 2nd Sesslon),
Philadelphia, 1962; U.S. Securities & Exchange Commission, Public Policy Implications of
Investment Company Growth (Report to the House Committee on Interstate & Foreign
Commerce). Washington, D.C., ,1966.

3 Danfel Nordby and George DeVoe, “Secret Sales Tools for Researching Tomorrow’s
Institutional Buyer.” Finance, December 1969. p. 26.

8 The apparently high share of stock of financial companies in mutual fund portfolios
glti’ cﬁl;rss% reflects the fact that only relatively few companies in this sector are listed on

e NYSE.,

3 The comparison should be made for the sum of lines 1 and 2 in Table 5—-9 because of
apparent differences in industrial classification of identical companies (probably including
IBM) in the two sources used in the comparison.
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f- Personal Trusts and Common Trusts

Systematic data on the investment portfolios of personal and com-
mon trusts unfortunately are unavailable. Common trust funds were
initiated in the 1930’ as a means by which banks could exercise fidu-
ciary responsibility for small trusts at low costs. After the passage
of the Keough Act in 1962, common trust fund assets have grown from
$3.6 billion in 1962 to $9.5 billion in 1968.3" Generally a conservative
investment strategy has been followed. Turnover rates have histori-
cally been well below other institutional investors; during the 1960-
64 period, one study showed that over half of the equity common trust
funds surveyed had turnover ranging from 3 to 9 percent.®® During
this period only half of the funds outperformed the DJIA and only
one-fourth exceeded the S&P 500 Index.* More recent studies for
the period 1961-68 indicate that the fund performance has becn
comparable to the S&P 500.%° During this period a gradual evolution
occurred toward investing a higher percentage of funds in corporate
stock, as is evident in Table 5-10. Compared to other institutional
investors, common trust funds have kept a relatively large part of
their stock portfolio in conservative preferred and utility stocks
(see Table 5-11).

Much less is known about the investment decisions of personal
trusts. The share of total assets held in stock has risen over the post-
war period, from 48 percent in 1951 to 70 percent as shown in 1968
(see Table 5-12). As noted earlier, fund flows can only be derived
from reported changes in asset holdings at year-cnd and, hence, in-
vestment decisions regarding new commitments cannot be accurately
determined. It appears that trustees have pursued very conservative
policies; one survey indicated that turnover rates during the week
October 21-25, 1963, on private trusts were 2.5 percent, a level well
belowthat of pension accounts.®

9. Commercial Banks and Thrift Institutions

Commercial banks and savings and loan associations are prohibited
by law from holding corporate stock. Mutual savings banks are per-
mitted to hold stock, but have to date chosen to make little commit-
ment in this area. Even in 1968, stocks represented less than 3 percent
of their assets although net stock purchases in 1967-68 accounted for
5 percent of total fung uses (Table 5-13). Stock portfolios are concen-
trated on preferred shares and common stocks of banks and an invest-
ment company jointly owned by a number of savings banks (Table
5-14). It seems unlikely that banks will become active participants in
the equities market.

k. Summary

The shift of institutions into stocks over the postwar period does not
lend itself to any complex econometric explanation. Rates of return
on equity have been much above bond rates throughout the period. The
shift to stocks appears a belated and long process of adaptation to
these circumstances.

8 Bdwin W. Hanczaryk. Bank Trusts: Investments and Performance, Department of
Banking and Economic Research, Office of the Comptroller of the Currency, 1970, p. 34.

3 Frank L. Voorheir, “Bank Administered Pooled Equity Funds for Employee Benefit
P]%lés,” Graduate School of Business Administration, Michigan State University, 1967,

p. 53.

0 Ibid., pé). 60-72,

“ Edward Gill, “Equity Common Trust Funds,” Trusts & Estates, February 1969,
pp. 109-200 : Hanczaryk, op. cit., pp. 52~56.

1 NYSE, Institutional Sharcownership, 1965, p. 41.
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4. THE RETURN ON EQUITY AND INSTITUTIONAL
INVESTMENT SINCE 1967

The sharp shift to stock by all major institutional investors in 1967
and 1968 occurred at a time when returns on equity were less attrac-
tive relative to bonds than any time throughout the postwar period.
Institutions appear to have changed their expectations regarding the
future return on equity investment in response to the high return
earned by a segment of the mutual fund industry. “Growth funds”
have increased the proportion of their asset holdings in medium-sized
and smaller companies and have assumed more risk, a strategy which
contrasted sharply to the traditional practice followed, e.g., by most
bank trust departments. The publicity about growth funds” “perform-
ance” and their approach to investment since 1967 apparently induced
some pension ang other trusteed accounts to assume more risk, and
inflated expectations of many institutional investors.

a. The Return on Equity

Several indices which measure the return (price appreciation plus
dividends) on different groups of equity investments are shown in
Table 5-15. Dividend yields have been falling relative to capital gains
throughout the postwar period. Rising tax rates, the provision for
lower capital gains taxation, and the advantages to corporations of in-
ternal financing seem to be the principal reasons for this change.

The explanations for the trends in stock prices and much of their
short-run fluctuation lie in rather fundamental economic factors, which
affect the expectations of all actual and potential corporate stockhold-
ers. The value of stock prices in turn responds to these changes in ex-
pectations. Price-earnings ratios are the best single measure of in-
vestors’ expectations concerning the further return on equity invest-
ments. A doubling of price-earnings ratios occurred from the end of
World War II to their peak in 1961 (see Table 5-16). The upward re-
vision in these ratios during the 1950’ suggests the increasing belief
of investors that equity investments were undervalued relative to bonds
in that decade. This increase in multiples accounted for over half of
the growth in stock prices during this period, which increased at an
annual rate of about 20%. Since 1961, multiples have fluctuated in the
13-20 range. The 10 percent annual rate of increase in stock prices
from 1960 through 1968 essentially mirrors the growth in after-tax
corporate profits. _

In addition to these changing trends, the composition of returns
among companies has changed. While the indices of stock prices are
highly correlated, the more broadly based averages, the Standard &
Poor’s 500 Index or the New York Stock Exchange Index of all stocks
on the Exchange, have a higher long term growth rate than the Dow-
Jones Industrial Average (DJIA), which is made up of thirty of the
larger, more established companies. From 1950 through 1959 the com-
pound rate of growth was 19.5 percent for the DJIA, versus 20.3 per-
cent for the Standard and Poor 500 index. From 1959 through 1968,
the rates of increase were 9.2 percent and 10.9 percent respectively.
From 1967 through 1969 the differences between these two indices be-
came even more pronounced, about 4 percent annually. The indices of
American Stock Exchange stocks and of industrial stocks traded over
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the counter (Table 5-15), which are based primarily on the shares of
smaller, younger companies, also illustrate this growing differential
between large and small companies. From 1965 through 1968 the
American Stock Exchange Index rose 120 percent, and over the
counter stocks rose 83 percent, against 24 percent for the S&P index.

The basis for this ever-increasing gap between the DJIA and the
broader-based averages reflects a long run shift in the pattern of eco-
nomic growth. A systematic examination of growth by corporations
in the United States economy would go well beyond the scope of this
study. However, a brief review of the experience of the Fortune 500
indicates that the smaller companies are growing the fastest. (The
Fortune 500 is the 500 largest manufacturing firms, comprising 63.7%
of all manufacturing sales in 1969. Statistics for the “Second 5007
largest firms, first compiled by Fortune for 1969, revealed that this
group accounted for 6.5% of sales). The fifty largest manufacturing
firms in the Fortune 500 have sustained a slower growth rate since
the beginning of the economic expansion in 1961, through periods
of both rapid and slower growth. In 1969, sales by the 50 largest
firms rose 6.5 percent over the previous year, while the sales growth
of the entire 500 was 9.7 percent. Sales growth for the “Second 500"
firms was 11.7%. In earnings, the top 50 registered a decline of 4 per-
cent in 1969 compared to a rise for the 500 of 2 percent and a rise
of 8.6% for the “Second 500.” 4

Much the same pattern appears in earnings per share and stock
price appreciation; for the decade 1956-66, the average growth rate
In earnings per share for the 50 largest firms was 7.0 percent, while for
the bottom 50 of the Fortune 500 the average was 8.2 percent.* (If
Westinghouse is excluded, the mean for the top 50 drops to 6.5 percent.
Westinghouse rose 51.3 percent from an extraordinarily depressed
level. This was the highest rate of growth of any company in the
500; furthermore, only three other firms had growth rates exceeding
30 percent.) In the more recent five year period, 1964 to 1968, 22 of
the 100 firms with the highest stock price appreciation over this period
had a market capitalization of $1 billion at the end of 1968; of the
100 at the opposite end of the scale, 31 were firms with a capitalization
of $1 billion. For the entire decade 196069, the largest 50 firms achieved
an average growth rate in earnings per share of 5.949% ; for the entire
500 the growth rate was 7.01%, and for the smallest 50 firms of the
“Second 500” it was 10.21%.% In short, the highest growth in sales,
earnings, and opportunities for equity investment has generally been
outside the largest companies.

b. Bank Trust Department E quity Management

As noted earlier, there are two major money management groups
in the financial community, bank trust departments and the mutual
fund organizations. In recent years the differences in management
strategy of these two groups have become pronounced, as have the
results. Examination of these differences is important in analyzing the
current flow of institutional funds to the equity market and in pre-
dicting likely trends in the future.

 Fortune 500 Directory, 1967, p. 1.

4 Fortune, May 1970. pp. 182-183 ; Fortune, June 1970, pp. 982-99.

“ Ibid., May 1969, pp. 63-72.

4 Fortune 500 Directory, May 1970, pp. 182-183 ; Fortune, June 1970, pp. 98-116.
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A trust agreement is an arrangement by which the trustee assumes
fiduciary responsibility for managing assets for the benefit of another.
The agreement typically defines that responsibility, the degree of dis-
cretion of the trustee and the rules for distributing benefits of the trust.
The definition of fiduciary discretion has many dimensions; often it
limits the extent of corporate stock and other types of investments; it
may impose limits on the share of funds that may be invested in a
single company ; and it may lay out guidelines, indicating which com-
panies are eligible. Also, state laws and state courts interpret the
nature and limits of trustee discretion differently. In some cases the
trustee is limited to selecting from a “legal list” of eligible investments
maintained by many states. Within the agreed upon limits of fiduciary
reslponsibility trustees typically are limited by the “prudent man”
rule.*

Trust agreements and investment policies vary for different kinds
of accounts. For example, the uncertainty associated with the liquida-
tion date of many personal trusts forces the trustee to be more attentive
to liquidity and short-run changes in portfolio values. Tax considera-
tions also matter; for example, corporate pension funds are tax free
and hence are not invested in state and local government securities.
However, despite these differences the percentage of assets invested
in stocks by these three groups in 1968 was nearly identical : 64.1 per-
cent by employee benefit accounts, 63.8 percent by personal trusts and
estates, and 59.6 percent equity management for employee pension
accounts.*® :

Historically the investment strategy for investing in stock on behalf
of pension funds has been conservative, with most funds invested in
large companies and with turnover rates on such holdings well below
those of mutual funds. The first comprehensive survey of pension fund
holdings was conducted in 1955 by the New York State Banking De-
partment. The survey revealed that the stock portion of pension funds
trusteed by New York banks were mainly concentrated in the largest
stocks. As of December 31, 1954, almost 61 percent of pension fund
investments were in stocks of companies whose capitalization had a
market value in excess of $500 million and 14 percent in stocks of com-
panies with valuations under $200 million ; the comparable figures for
all outstanding common stock were 52.6 percent and 25 percent respec-
tively.# The 1956 Fulbright Committee investigation of thirty large
pension funds revealed the same concentration of stock investments
in a few large, well-established companies. From 1953 to 1955, almost
25 percent of the equity investment of corporate pension funds was in
25 leading companies. In contrast, such companies attracted only 15
percent of mutual fund investment during that period.®®

Trust departments gradually diversified their equity investment
during the 1950’s. The survey of the portfolios of ten large bank

¢ Cf, Austin W, Scott, The Law of Trusts, 3rd ed.. Boston, Little Brown & Co., 1967. For
anplication to pension funds, see Pension Plan Guide, Commerce Clearing House, Ine.,
Chicago. 1964,

47 Harvard College versus Amory (1835).

4 Hanczaryk, op. cit., p. 21.

® George A. Mooney. Pension and Other Employee Welfare Plans: A Survey of Funds
Held by State and National Banks in New York State, New York, 1955; and Norman C.
Miller. “Concentration in Institutional Common Stocks Portfolios,” Journal of Finance,
XVI. March 1961, pp. 40-41.

S U.S. Senate, Committee on Banking and Currency, Institutional Investors and the
Stock Market, 1953-1955, Washington, 1956.
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trust departments for 1958-1959 bore this out: only 16.5 percent of
purchases were in the abovementioned group of 25 companies.’* This
process of diversification has continued into the 1960’s. However, turn-
over rates have remained relatively stable, about 12 percent, in the
decade through 1965, less than half the level of mutual funds.

The aggregate return on trusteed pension funds can be inferred from
various sources. A questionnaire survey of the largest 200 firms among
the Fortune 500 revealed that the common stock portfolios of these
pension funds appreciated at a compound rate of 7.2 percent from
January 1, 1957, to December 31, 1962.52 During that same period the
average annual increase (price appreciation plus dividends) of the
DJIA was 9.1 percent; for the S&P 500 indices, 10.9 percent. Dietz
found similar results in his examination of the return on six large
pension funds for 1953-62. The average annual appreciation for the
funds was 12.0 percent over the period versus 13.1 percent for the
DJTA and 13.6 percent for Standard and Poor’s Index of 425 Indus-
trials. There were no subperiods during which the performance of the
funds differed appreciably from the averages. He also found no evi-
dence that these pension funds attempted to shift the share of funds
devoted to equities in response to market conditions.

The results are little different for more recent years. A recent survey
of some.894 profit-sharing pension trusts records of asset appreciation
during the period 1959-66 reveals much the same result.* The asset
size of these funds ranged from under $50,000 to over $25 million;
taken together they had assets valued at $4.1 billion at year-end 1961,
equal to 12 percent of all uninsured pension fund accounts. About one-
half of these funds made their own investment decisions, while the
other half relied on a trustee. Most of the trust agreements did not
restrict the trustee to the “legal list.” Generally bank and trust com-
panies were the trustees, hence this sample should reflect the experi-
ence of a wide group of bank trustees.

For the 46 largest of these profit-sharing trusts, i.e., all those with
assets in excess of $10 million, the average overall return for the period
1959-63 was 8.4 percent.*® At the end of 1961 these profit-sharing
trusts held 64 percent of their funds in common stock. Assuming a
return on the nonequity portion of their investments in the range of
3 to 4 percent, these funds were earning 10.9 to 11.5 percent, on their
equity investments. This return is slightly above the return on the
DJTA, which rose 7.3 percent in price over this period and yielded
slightly over 3 percent in dividends. Within this group of 46 profit-
sharing trusts, there is a distinct correlation between rate of return
and share of funds held in equities.’® As one might suppose, in the
1966 market decline the portfolios of these funds declined more than
the aggregate of all pension funds, 7.9 per cent versus 5.7 per cent,
though much less than the market averages.”

51 Roger F. Murray, ‘“Economic Aspects of Pensions: A Summary Report,” New York,
NBER, 1968, pp. 81-82,

82 F, Willlam Graham II and Richard D. Bower, ‘“Corporate Responsibility in Pension
Fund Management,” Graduate School of Business Administration, Harvard University,
unpublished monograph, Exhibits 13 and 14.

o Peter 0. Dietz, Pension Funds: Measuring Investment Performance, New York, Gradu-
ate School of Business Administration, Columbia University, and the Free Press of Glen-
coe, 1966, pp. 80-83.

5 Bert L. Metzger, “Investment Practices, Performance, and Management of Profit
Shs%rli;l% Tru;%OFunds,” Profit Sharing Research Foundation, Evanston, INinois, 1969.

id., p. R
% I'bid., pp. 372-375.
57 I'bid., pp. 427—428.
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Finally, the return on all uninsured pension funds for the period
1959-66 has been estimated to be 5.8 percent.’® With roughly 50 percent
of the portfolio in nonequity investments yielding from 3 to 4 percent,
the implied return on the equity portion of the investment is 7.5 to 8.5
percent. During that period the rate of return on an unmanaged port-
folio made up of the DJIA stocks exceeded 10 percent.

In short, it appears that historically the average appreciation of
equity investments of the bank trust departments is not significantly
different from that realized by the more conservative stocks of com-
panies with large capitalizations, as represented e.g., in DJIA. What
appears to have occurred as a result of the diversification in trust
department investments in the late 1950’s and early 1960’s is that
average performance now is better approximated by the more compre-
hensive stock price indices. As noted above, concentrating stock invest-
ments in the stocks of the companies with the largest capitalization is
likely to result in lower rates of return. This difference in growth rates
has widened since 1966, as evidenced by the increasing gap between
the DJTA and the more comprehensive stock market indices.

¢. The Investment Record of Mutual Funds

The investment record of the mutual fund industry has been scruti-
nized several times.® In every case asset appreciation of the mutual
funds was essentially the same as that of the relevant securities price
averages.® In the Wharton School examination of the period 1953-58,
it was concluded that the mutual funds had not outperformed the
DJIA. The same conclusion could be reached in 1964. However, since
1965 the performance of the “growth funds” has been distinctly better
than that of all the popular averages. This is evident in Table 5-17. As
a result, the cumulative appreciation of an investment in the growth
funds over the ten-year period 1960-1969 was well above that realized
by the averages, about 145% versus 60% for the DJIA. The mutual
funds stressing safety of principal or yield (growth and income or
income funds) have also appreciated at a rate somewhat above the
DJIA.

The higher rate of assets appreciation by the growth funds is the
result of adopting a higher-risk strategy, diversifying to smaller
companies and small-capitalization stocks. This strategy, of course,
leaves the growth funds more susceptible to downside risk as well.
These funds sustained sizable losses during the 1969-70 stock market
decline, as shown in Table 5-17. During 1969 the growth funds de-
preciated 15.8 percent, comparable to the decline in the DJIA but
slightly more than that in the broader averages, e.g., the NYSE in-
dex. In 1970 the performance of the growth funds relative to the
market worsened ; during the first six months of 1970, they had fallen
31.0 percent, while the NYSE index declined about 23 percent. How-
ever, for the two and one-half year period January 1, 1968, to June 30,
1970, the growth funds, decline was just comparable to that of the
NYSE index; given their much superior performance relative to the
market from 1965 to 1967, their cumulative appreciation since 1965

58 Ibid., p. 359.

6 7J.8. Securitles and Exchange Commission, Investment Trusts and Investment Com-
panies, 1939 : Wharton School of Finance and Commerce, A Study of Mutual Funds, House
Report No. 2274, 87th Cong., 2nd sess. (1962) ; SEC, Public Policy Implications of Invest-
ment Company Growth, House Report No. 2337, 89th Cong., 2nd sess. (1966).

® This was first noted in the SEC study of the period 1927-37 (Investment Trusts and
Investment Companies, Part 1I, Chapter VI and Appendix J.)
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still greatly exceeds that of the market. The mutual funds’ gains rela-
tive to the market when stock prices were rising more than offset their
disproportionate losses in the market decline.

These comparisons were made as of June 30, 1970, the last date for
which data are available. Because of the higher-risk strategy assumed
by the growth funds, the low point of a “market cycle” provides the
worst possible basis for comparing their performance to the averages.
It seems unlikely that further stock market declines will be of suffi-
cient size to invalidate the conclusion that the growth funds can sig-
nificantly “outperform” the averages, though at the same time they
raise the variance on returns.

Nor is this conclusion necessarily invalidated by the speculative
market environment of 1967, which contributed to the very high
rates of return of the smaller growth funds. The equities markets did
provide unusually large rewards to speculative investment in small
1ssues during 1967 and 1968. While the NYSE index increased by 23.1
percent in 1967 and 9.7 percent in 1968, the increases on the American
Exchange were 76.5 percent and 33.2 percent, and those for the Na-
tional Quotation Bureau’s Over-the-counter Index were 54.0 and 20.8
percent. Also, the performance figures of many funds were inflated by
the acquisition of “letter stock,” unlisted stock (which the company
would list at a subsequent registration or offering) purchased from a
company at below the market price and valued by the fund each
quarter at the current market price. Acquisition of letter stock was a
source of large gains by the purchasing fund if the market price of
the company’s stock continued up and there was a market for its sale
after public listing.

On the other hand, it is always hazardous to make too much of
“extenuating circumstances” in the stock market. The opportunit
for speculative investment in 1967 was by no means unprecedented.
The downside risk associated with speculative investment, e.g., in “let-
ter stock,” may well be fully reflected in the losses sustained by the
growth funds 1n 1969-70. In essence, the higher gains by the growth
funds over the entire period since 1965 reflect their realization that
market opportunities were shifting away from the most highly capita-
lized companies. It is their wider diversification and their greater
flexibility enabling them to more rapidly adjust their portfolios that
has produced the very sharp contrast in rates of appreciation on equity
investments compared to the bank trust departments.

These and subsequent comparisons of mean returns do not include
specific measures of the risk element. It is clear that the growth funds
have raised the variability of returns together with raising their ex-
pected value. oth the expected return and its variability need to be
mcluded in measuring portfolio performance.®* The proper measure
of risk remains the subject of some controversy; ® most analysts em-
ploy either the standard deviation or the mean absolute deviation.
Abstracting from an explicit risk measure in this discussion is not
critical since there is a high correlation between portfolios’ expected

ot Jack_Treynor, “How to Rate Management of Investment Funds,” Harvard Business
Review, XXXXIII, Jan.—Feb., 1965, pp. 63-79; William F. Sharpe, “Market Fund Per-
formance,”” Journal of Business, XXXIX, Supplement, June, 1966, pp. 119-130; Ira
Horowitz, “The Reward to Varlability Rates and Mutual Fund Performance,” Journal of
Business, XXXIX, Oct. 1966, np. 485—488.

2 Fama, ‘“Risk and the Evaluation of Pension Fund Portfollo Performance,” Bank
Administration Institute, Park Ridge, Ill., 1969,
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returns and portfolio performance measures which include both ex-
pected return and risk. That expected returns dominate most measures
of overall portfolio performance arises because much stock price varia-
bility is associated with general market risk which is not mitigated by
company selection or diversification.®® )

One other important dimension to mutual fund performance since
1967 is the interrelationship between fund performance and fund
size.* Neither the Wharton School study of the period 1953-58, the
SEC study for 1956-65, or Friend’s recent study of the 1964-68 period
revealed any correlation of mutual fund performance with size, after
stratifying funds by their different objectives.®® However, year to year
comparisons of the growth funds since 1967 reveal that “size” has
been significantly correlated with performance, the highest rates of
appreciation being achieved by the smaller funds.

Table 5-18 presents yearly performance of all growth funds, classi-
fied by size of assets in each year since 1964.° In 1965 the two funds
with assets in excess of $1 billion had a significantly lower average
gain than the rest, and in 1966 funds with less than $100 million sus-
tained below-average losses. Beginning in 1967, the size effects are
rather pronounced. Average fund appreciation declined markedly with
fund size, except for the Dreyfus Fund, the largest of all with assets
of over $2 billion. None of the ten funds with over $500 million in
assets achieved an increase equal to the mean level of gains by all 37
funds with less than $300 million of assets at the year’s end. In 1968,
the same inverse correlation of average performance and fund size
appears, again with the exception of the Ei)reyfus Fund and exclud-
ing one other entry, the Enterprise Fund, from the size class $500
million—$1 billion,%” In the 1969-70 market decline, the smaller funds
sustained the largest losses.®

There are several reasons for these relationships between assets
appreciation and fund size.®® First, important economies can be real-

8 John Lintner, “Security Prices, Risk, and Maximal Gains from Diversification,”
Journal of Finance, XX, Dec. 1965, pp. 611-612; B. F, King, “Market and Industry Factors
in Stock Market Behavior,” Journal of Business, XXXIX, Supplement, June, 1966, pp. 139—
140; Jack E. Gaumnitz, “Appraising Performance of Investment Portfolios,” Journal of
Finance, XXV, June, 1970, pp. 555-556.

& For the period 1930-55 the correlation between size and performance was significant
in only two of the years, and in those two the larger companies performed better than the
smaller ones ({bid., p. 474).

® Wharton Report, pp. 210-230; SEC Report, pp. 255-273; Irwin Friend, Marshall
Blume, and Jean Crockett, Mutual Funds and Other Institutional Investors, The Twen-
tieth Century Fund, New York, 1970, pp. 60, 156.

% The same analysis was conducted of funds classified as having the objective of “long-
term growth and income.” These funds represent a step toward a more conservative invest-
ment policy. The role of size in this class of funds would not be expected on a priori grounds
to be 80 important since the objective of a more stable return lends itself to investment in
high-capitalization stocks and implies a lower preminm for high turnover rates. There
were no size effects.

o7 The Enterprise Fund's performance of +44.3 per cent in 1968 is four times the
average of funds of its size (whose performances range from +0.4 to +14.3 per cent).
The mean value of this ten-fund group is ralsed from 7.1 to 11.5 per cent when Enterprise
is included. Enterprise’s performance has been exceptional; it grew from under 310
milllon in 1964, and has each year consistently outperformed its competitors of similar size.
(In 1969, it fell 26.4 per cent ; by contrast, other funds in its asset class fell 10.9 per cent).

% In the first 6 months of 1970, growth funds with assets from $25-100 million declined
30.57%, versus —26.769 for those with assets over $500 million (Arthur Lipper Service,
“Mutual Fund Performance Analysis,” June 30, 1970).

® Several reasons may explain why Friend’s recent study did not reveal these size
effects. First, his snmple was confined to 44 firms, those in existence in 1964 ; this excludes
many new smaller firms who tended to assume more risk. Second, data for the entire 1964-68
period may conceal the size effects which only appear since 1967. This tends to overstate
the growth of larger funds; many funds classified as large in 1967 were much smaller when
they achieved their highest growth. The typical experience in the mutual fund industry
during this period was for smaller funds with the highest rates of asset appreciation to
attract rather large fund inflows,
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ized by managing larger amounts. There are obvious administrative
and management economies in employing specialized personnel to
perform the rather diverse tasks of marketing, trading, research, ar. &
portfolio management. Also many cost items akin to overhead can be
spread as fund size increases; e.g., visits to companies being con-
sidered as potential investments are an important part of the insti-
tutional investors’ research which those managing small funds are
generally unable to afford. These economies have been well-docu-
mented. One study of mutual funds revealed that those funds with
assets over $400 million achieved per unit cost 50 per cent lower than
funds with assets below $5 million.™

There are other potential gains. For example, larger companies have
greater leverage in buying research or other market information from
brokerage houses because they generate large commissions. The ab-
sence of sufticient taper in commission rates for large transactions
provides an obvious opportunity for those making large block trades
to receive this sort of nonprice transfer in exchange for their com-
mission business. As in any regulated market where prices and costs
diverge, the competitive response is that of service or product compe-
tition and various nonprice transfers.

On the other hand, large funds have little or no size advantage in
dealing in low-capitalization stocks. The “size of the market” in any
stock will limit the amount of money any given investor can place in
a stock without reducing his own liquidity or the flexibility to sell his
position. The capitalization of the company and how closef,y the stock
is held help determine the size of the market in a stock. A large fund
may have to diversify its portfolio very widely when investing in small
companies. Large funds apparently enjoy no scale economies in invest-
ing small amounts in many 1ssues.

The potential economies and market advantage for large funds have
not been realized in practice, as has become evident from this review
of their investment record. Invariably those with large amounts to
manage (both mutual funds and bank trust departments) have con-
ceded some degree of market flexibility by reason of their size. One
common tendency is to deal in the larger companies, which reduces
average expected returns. The largest accumulations of funds have
also tended to be less active in the market. The much lower turnover of
trust accounts relative to the mutual funds was noted earlier. Amony
mutual funds, there is an inverse correlation of turnover rates with
fund size.”™ This is not to suggest high turnover as an end in itself,
but rather to indicate that the larger fund accumulations are pursuing
a different market strategy.

d. Summary and Concluding Observations

The contrast between investment practices and results of the bank
trust departments and those of the smaller, capital-appreciation ori-
ented mutual funds is striking. The trust departments are essentially
investing with limited risk and achieving results reflecting the rate of
equity price appreciation of the more established companies. The in-
vestment return in the largest companies has steadily fallen below
equity returns in the corporate sector generally, a difference which
has increased markedly since 1966.

70 SEC Report. p. 253.
7 Wharton Report, pp. 210-228 ; SEC Report, pp. 254-55.
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In sharp contrast, some of the mutual funds have assumed more risk,
and achieved records of price appreciation, even discounting “special
circumstances,” which are weﬁ) above the broadly based averages.
Moreover, these above-average rates of asset appreciation are not being
achieved by the largest funds, e.g., those with assets in excess of $1
billion, which perform essentially as the broader based market aver-
nges, or at best very marginally above that level.”? Large fund size
need not preclude asset appreciation above the “averages,” though this
has been the result to date. Given this experience among the mutual
funds, it is hardly surprising that the huge agglomerations of funds
managed by the bank trust departments, in some cases as much as $10
billion in a single bank, perform essentially as “the market.”

The long-term implications for institutional investment of these
very different investment strategies, a contrast which has been clearly
drawn only since 1967, remain to be seen. Risk preferences of insti-
tutional investors vary widely, and appear to be changing fairly rap-
idly over time. In addition, prices in the capital markets have changed
dramatically in recent years. Price inflation has produced long-term
bond rates of 99, a rate which compares favorably to returns in the
stock market in recent years, certainly during 1969-70. Moreover, the
losses sustained by the performance funds during the recent stock
market decline will surely be a reminder of the expected yield-risk
trade off, and has undoubtedly temporarily undermined the appeal of
a riskier market strategy.

However, reductions in the rate of inflation and resumption of eco-
nomic growth are likely to once again reward equity holders, raising
returns on equity above that of bonds. And unlike households, in-
stitutional investors’ preferences for stocks and their portfolio choices
have not been much influenced by previous stock market declines.
This suggests that the long run shift of financial institutions in favor
of equity investments is likely to continue.

How much risk institutional investors will assume in their equity
investments is more difficult to predict. A return on equity comparable
to the broad market averages will surely continue to be quite accept-
able to many corporate treasurers and other endowment and private
trust accounts. For those pension funds and trusts which are still
heavily invested in bonds, the gains from future shifts from corpo-
rate bonds to equity are themselves likely to increase performance
significantly. Nevertheless, if professional money managers are able
to show they can again achieve rates of equity appreciation better
than “the market,” as they did in the 1965-70 period, this will very
likely entice the owners of some pension fund and trust accounts.
Private investment advisers and brokers managing special equity
funds now offer a range of options to institutional accounts, allowing
them to choose a level of expected yield and associated risk premium
from a continuum ranging between the two extremes of a very con-
servative or a high-risk strategy, dealing in the stocks of the smallest
companies. The most attractive strategy for significant amounts of
pension and private trust money may well lie somewhere between these
two end points.

73 These observations are based on ‘“expectations” in the statistical sense; individual
large funds may perform better.
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Table 5-1

Asset Holdings and Net Fund Flows of Hvauseholds.ﬂJ '1951-1968

A. Absolute Fi

ures ($ bill.)

B. Distribution (percent)

1951 1960 1964 1968 1951 1960 1964 1968
(¢H) (©)) 3 (%) (5) (6 (@) ®)
Y. Financial Asset Holdings
1. Currency and demanl dep. 58.3 65.0 80.6 ; 109.7 12.1 6.8 6.1 5.9
2. Savings accounts 71.6 | 165.3 | 252.9 357.4 14.9 17.3 19.0 | 19.0
3. Life insurance reserves | 57.8 | 85.2 | 1011 [120.0 | 12.0 [ 8.9 [ 7.6 | 6.4
4, Pension fund reserves 27.5 90.7 | 137.3 | 202.9 5.7 9.5 10.3 | 10.8
5. Bonds 82,1 { 110.5 | 120.2 | 149.8 " 17.1 11.6 9.0 8.0
6. Corporate Stock 155.4 | 394.2 | 587.4 | 873.2 32.3 41,2 44.1 | 46.5
7. Other financial assets® | 28.4 | 46.2 | 52,0 | 63.5| 5.9 4.8] 3.9 3.4
8. Total financial assets ' 481.0 | 957.1 |1331.4 |1876.4 | 100.0 | 100.0 { 100.0 | 100.0
‘.
II, Net Fund Flows&

1. Currency and demand dep. 10.4 16.0 28.6 4,2 10.1 12.9
2, Savings accounts 97.9 87.7 | 105.7 39.6 55.7 47.6
3. Life insur. reserves 29.0 15.5 18.7 11.7 9.8 8.4
4. Pension fund reserves 61.1 38.5 55.9 24.7 24.4 25.2
5. Bonds 28.0 8.7 30.'6 11.3 5.5 13.8
6. Corporate Stock 11.1 4.5 15.5 4.5 2.9 7.0
7. Other financial assets 19.3 5.7 11.5 7.8 3.6 5.2
8. Total financial assets 247.4 ) 157.5 | 221.9 160.0 100.0 | 100.0

3 Including personal trust funds and nonprofit {nst{tutions,

b Excluding net investment in corporate business,

€ perfod ending with year indicated at top of column,

Source:

RWG/cc
June 11, 1970

Federal Reserve Boarxd Flow-of-Funds Accounts 1945-1968
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Table 5-2

.

Structurc of Assets and Transactions of

Private Uninsured Pension i'unas, 1951-69

(pcrcent)

1951 1955 1960 1965 1969
(1) (2) -3 (4) ()

I. Distribution of financial assets
1. Cash 3.8 2.2 1.3 1.2 1.7
2. U.S. govt. scc. 26.9 15.8 7.1 4.6 3.2
3. State & local govt. sec. - - - - -
4. Mortgages 1.3 1.6 3.4 4.5 4.1
5. Loans - - - - -
6. Corporate bonds 45.1 43.2 41.2 31.3 27.5
7. Corporate stocks ‘ 17.8 33.3 43.3 54.7 59.0
8. Misccllaneous assets 5.1 3.8 3.7 3.3 4.5
Total asscts
9, Percent 100.0 100.0 100.0 100.0 100.0
10. Billions of dollars 7.8 18.3 38.1 72.6 96.6
IXI. Distribution of net acquisition of financial assets?/
1. Cash 2.4 0.6 1.3 2.4
2. U.S. govt. sec. 10.8 -1.9 3.5 -1.2
3. Statc & local govt, sec. - - - -
4. Mortgages 1.2 5.6 8.7 2.7
5. Loans - - - -
6. Corporate bonds 53.0 48.4 30.3 15.7
7. Corporatec stocks 28.9 43.5 51.9 73.7
8. Miscellanecous assets 3.6 3.8 4.3 6.7
Total net acquisitioas
9. Percent 100.0 100.0 100.0 100.0
10. Billions of dollars 8.3 16.1 23.1 25.5

Sourcec: Flow-of-funds Accounts 1245-1968,

of the Yederal Reserve System, and ilbid., First Quarter 1970.

Board of Governors

3/period ending with year indicatcd at top of column; derived
from annual figurcs; henee, occasiornal small differences compared

to final differenccs between benchmark ycars.
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Table

. 5-3

Structure of Asscts and “ransactions of State

and lLocal Covernment HeEircment Funds, 195i-69
(percent)
1951° 1955 190 765~ " Y56y

I (1) 2 3 (4) (5)
I. Distribution of financial assets
1. Cash 1.8 1.9 1.0 0.9 0.9
2. U.S. govt sec. 51.8 43.9 30.3 23.6 15.5
3. State & local govt.scc. 30.4 25.2 22.6 7.9 4.3
4. liortgages 1.8 2.8 L 7.7 11.2 11.4
5. Loans - . - - - -
6. Corporate bonds 12.5 23.4 " 34.4 49.4 54.3
7. Corporate stocks - 0.9 2.1 4.8 11.4
8. Misccllaneous assets 1.8 1.9 2.1 2.1 2.2
Total assets
9. Percent 100.0 100.0 100.0 100.0 100.0
10. DBillions of dollars 5.6 10.7 19.5 33.0 51.0
II. Distribution of net acquicition of financial assets a/
1. Cash 1.1
2. U.S. govt sec. 36.7 13.6 14.7 0.6
3. State & local govt, sec. 20.4 19.3 -13.2 -2.2
4. Moxtgages 4.1 13.6 16.9 11.7
5. Loans - - - -
6. Corporate bonds 36.7 48.9 69.9 62.8
7. Corporate stocks - 4.5 9.6 23.9
8. Miscellancous assets 2.0 2.2 2.2
Total net acquisitions
9. Pexcent 100.0 100.0 100.0 100.0
10. Billions of dollars 4.9 8.8 - 13.6 18.0

Sourxce: Sanme as Tlable 5-2.

a . . . . . . .
—/Perlod ending vith year indicated at top of coluwan; derived
from annual figuces; hence, occasional small differences compared to
final differcnces between benchnark years.,
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Table 54

Structurce of Assets and Transacg}ogﬁ
of Life Insurance Comnanies,

(percent)

1951 ~ 1955 1960 1965 1969
(1) (2) (3) (1) (5)

I. Distribution of financial asscts

1. Cash 1.6 1.5 1.1 0.9 0.8
2 U.S. govt. sec. 16.5 9.8 5.6 3.3 2.1
3. State & local govt. sec. 1.8 2.3 3.1 2.3 1.7
4 Mortgages 28.9 33. 6 41.6 39.7 37.9
5. Loans 3.9 3.9 4.3 5.9 7.8
G. Corporate bonds 41.2 42,1 36.1 39.0 38.5
7. Corporate stocks 3.3 4.1 4.7 5.2 6.9
8. Miscellaneous assets 2.7 2.8 3.4 3.7 4.2
Total assets

9. Percent 100.0 100.0 100.0 100.0 100.0
10. Billions of dollars 66.7 87.9 115.8 154.0 190.0
IX. Distribution of net acquisition of financial assctsgé

1. Cash 1.0 - 0.5 -
2. U.S. govt. sec. -12.1 -8.1 -3.8 ~-3.6
3. State & local govt. sec. 4.8 5.5 -0.3 -0.8
4. Mortgages 48.¢ 45.2 50.0 33.8
5. Loans 3.9 8.1 7.1 19.0
6. Corporate bonds 46,9 41.2 35.2 33.2
7. Corporatc stocks 3.4 2.6 6.3 12.3
8. Miscellaneous assets 3.4 5.5 4.9 6.1
Total net acquisitions

9. Percent 100.0 100.0 100.0 100.0
10. DBillions of dollars 20.7 27.2 36.6 35.8

source: Same as Table 5-2.
a . . . R, s
/Pcrxod ending with ycar indicated at top of column; derived

from annual fiqgures, hence, occasional small differences cowpared
to final differcences belween benchmark years.

53-940 O - 71 - pt. 8 - 16



236

Table 5-5
Acquisition of Cormorate Stock bv Life Insurance COmnahiq§,
1958-58

(billions of dollars)

[P— e e e e e s r——— et e s bl o e et e

Preferred ___Cowron _______
Total Total Public Total Public
Utility?®/ Utilityd

LW L@ (3 . (4) (5)
1958 0.37 0.09 . 0.07 0.28 0.06
1959 0.51 0.15 0.10 0.36 0.06
1960 0.66 0.25 0.21 0.41 0.07
1961 0.92 0.31 0.21 0.61 0.10
1962 0.77 0.22 0.12 0.55 0.07
1963 0.79 0.26 0.16 0.53 0.08

1964 1.07 0.32 0.23 0.75 0.09 "
1965 1.46 0.48 0.31 0.98 0.13
1966 1.32 0.22 0.12 1.10 0.14
1967 2.07 0.38 0.21 1.69 0.20
1968 3.32 0.39 0.18 1.93 0.24

Source: Life Insurance Fact Book, Institute of Life
Insurance, 1969, p. 81l.

3/ Includes very small amounts of railroad stock (for 1958-68,
$35 million preferred and $82 million common).
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Table 5-6

Industrial Structure of Stockholdings

of Lifeé Insurancc Companics, 1951-68

(percent of all stocks)

Stoclk .
Lo T Pab. UL Othe

(7) (¢

15k 63.1 4.1 23.7 35.3 36.1 1.4 8.9 26.:

1552 60.6 4.3 24.3 32.0 39.4 1.6 10.1 27.¢
1953 59.5 4,0 26.0 29.6 . 40.5. 1.3 10.8 28.:
1954 53.0 3.0 26.4 23.6 47.0 2.0 11.8 33.:
1955 48.0 2.2 26,0 19.8 52.0 1.9 12.4 37.3
1956 46,3 1.8 24.8 17.7 55.7 1.6 12.8 A W
1057 ° 44,9 1.8 25,9 17.2 55.1 1.1 13.7 40,3
1053 38.0 1.5 22,7 13.8 62.0 1.4 15.0 45.€
1959 35.2 1.3 22.0 11.9 64.8 1.0 13.4 49,2
19¢€0 36.1 1.2 23.6 11.4 63.9 0.8 16.4 46.8
1961 32.5 0.9 21.7 9.9 67.5 0.7 16.8 50.1
1962 34,6 1.0 23.0 10.7 65.4 0.7 16.6 48.1
1963 32.5 0.9 21.9 9.7 67.6 0.6 16.1 50.9
1964 31 0.9 21.7 9.1 68.3 0.6 16.4 51:4
1965 3.4 0.9 21.9 8.6 68.6 0.7 14.8 53,2
2966 22.0 u.7 23.0 8.3 68.0 0.6 13.8 53.6
1967 28.2 0.6 20.2 7.2 71.8 0.5 1.6 59.7

1068 24.5 0.4 17.6 5.6 5.6 0.5 10.4 64,7
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Table 5-7

Structurc of Assets and Transactions
of Won-Life Insurance Companics, 1951-69.

(percent)

1957 1855 1960 1965 1969
(1) (2) (3) (4) (5)

I. Distribution of financial asscts

1. Cash 8.7 6.2 4.6 3.3 2.8
2, U.S. govt. sec. 39.9 28.9 19.9 15.2 8.4
3. State & local c¢ovt. sec. 10.1 19.9 28.8 28.5 82.3
4. Hortgages 0.7 0.9 0.4 0.3 0.4
5. Corporate bonds . 5.8 5.7 6.0 7.6 13.3
6. Corporate stocks 28.3 32,7 33.5 38.6 35.1
7. Miscellaneous assets 6.5 5.7 6.8 6.7 7.6
Total assets

8. Percent 100.0 100.0 100.0 100.0 100.0
9. Billions of dollars 13.8 21.1 28.1 39.6 49.8
I1. Distribution of net acquisition of financial assetsﬁ/

1. Cash 2.0 - - 0.9
2. U.S. govt. sec. 12.2 -7.0 4.6 -17.8
3. State & local govt. sec. 55.1 68.4 50.8 43.9

4. Mortgagces - - - -

5. Corporate bonds 6.1 8.8 18.5 33.6
6. Corporate stocks 16.3 15.8 13.8 29.0
7. lMiscellancous assets 8.6 14.3 12.3 10.3
Total nect acquisitions

8. Perxcent 100.0 100.0 100.0 100.0
9. Billions of dollars 4.9 5.7 6.5 10.7

Source: Same as Table 5-2.

E-/Period ending with year indicated at top of column;
derived fron annual figures; hence, occasional small differences
compared to final differences between benchmark years.
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Table 5-8

Structurc of asscts and Transactions of

Open-tind Investient Coavanics, 1951-69

(percent)
1951 1955 13¢0 19065 1969
(1} (2) (3) (4) (5)

I. Distribution of financial assets
1. cash?/ 2.9 21.5 2.4 1.8 6.0
2. U.S. govt. sec. 2.9 3.8 3.5 3.0 1.2
3. Corporatc bonds 8.8 6.3 7.1 7.8 7.0
4. Corporate stock 85.4 87.4 87.0 87.4 85.8
Total asscts
5. Pexcent 100.0 100.0 100.0 100.90 100.0
6. Billion of dollars 3.4 7.9 17.0 27.1 52.6
II. Distribution of net acquisition of financial assetsE/
1. cash?/ 4.8 3.7 10.2  31.2
2. U.S. govt. sec. 9.5 5.6 2.0 -2.8
3. Corporate bhonds 9.5 13.0 18.4 12.8
4. Corporate stocks 76.2 77,7 69.4 53.8
Total net acguisitions
5. Percent 100.0 100.0 100.0 100.0
6. Billions of dollars. 2.1 5.4 4.9 10.9

Source: Same as Table 5-2,

E/Includes opcn narket paper.

2/pPeriod ending vwith year indicated at top of colwn.



TABLE 5-9

Industrial Structure of Common Stock Portfolios
of Open-End Investment Companies
and of Common Stock Listed on NYSE,

1952-68
Holdings of Open-End Investment Cos. Listings on New York Stock Exchange
Dec. Sept. Dec. Dec. Dec. Dec. Dec. Dec. Dec.
1952b/ 1958b/7 1958 1965 1968 1952 1958 1965 1968
(1) (2) (3) (4) (5) (6) (7) (8) (9)
a/
I. Selected Industries with Substantially Rising Shares
Office equipment 1.2 2.6 3.3 5.0 9.4 1.0 2.8 1.3 1.8
Electrical equipment 3.4 2.5 3.5¢4 6.16/4 7.9/ 3.2 4.0 9.4 12.1
Drugs 1.8 3.6 4.79] 4.18] 5.6/ na na na 4.5
Building materials 2.0 2.2 3.7 1.3 4.0 1.2 1.6 1.0 1.4
Foods & beverages 2.6 1.8 1.6 2.5 3.5 3.8 3.1 4.0 4.5
II. Selected Industries Without Trendd/
Finance 9.0 9.2 | 10.5 | 10.5 | 8.4 2.68/1 2.38/| 2.48/| 4.0/
Retail trade 4.1 2.4 2.2 2.5 4.0 4.7 4.1 4.6 4.7
Mining 3.0 3.2 4,58/ 3.8f4 3.18/ 3.1 3.0 2.2 2.9
. III. Selected Industries with Substantlallg Declining Sharesd/
Utilities 17.0 12.7 13. l10.5 . 16.1 17.3 18.5 14.3
0il 14.8 14.1 15.8 10.0 12.8 18.6 16.7 13.7 14.6
Chemicals 8.7 7.3 7.0 6.5 7.0 14.2 14.5 15.0 9.3
Automobiles 3.3 2.9 2.3 4.6 2.2 8.1 7.0 7.9 5.5
Railroads 6.3 4.2 3.9 3.6 3.2 4.8 3.0 2.1 3.4
Rubber & tires 2.4 2.4 3.1 1.2 1.3 1.0 1.4 0.9 1.0
Steel 2.7 6.0 6.8 2.3 1.2 3.3 5.0 2.3 1.7

Sources: Cols. 1 and 2: A Study of Mutual Funds, 1962, p.71; cols. 3-5: Mutual Fund Fact
Book, 1969, p. 22; cols. 6-9: Department of Research & Statistics, NYSE.

Based on holdings of open-end investment companies
As a percentage of domestic stocks only; foreign stocks accounted for 2.4 percent in
1952 and 6.3 percent in 1958
Includes electronics
Includes cosmetics
Includes real estate
. Includes metals

Q-

ceer

0¥¢
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Table 5-12

Structure of Asscts and Transactions of Personal 'Yrust Funds

Aaministry o by Canks and Trust Conpanics,a/

(percont)

T 1951 155 1365 1966

(1) (2) (4) (5)
I. wistribution of financial assets
1. Cash 2.2 2.4 1.0 1.0 1.0
2. U.3. govt. sec. 23.8 12.2 5.9 7.2 5.7
3. State & Jocal govt. sec. 12.2 12.9 14.2 9.7 9.7
4. ortgages 2.7 2.1 1.4 1.2 1.5
5. Corporate bonds 4.4 5.5 5.2 5.7 6.3
6. Corporate stock preferred 4.2 3.5 2.2 1.7 1.9
7. Corporate stock common 44.5 56.8 65.3 67.5 67.5
8. Other asscts 6.6 4.6 4.8 6.6 6.4
Total assets
9., Percent 100.0 100.0 100.0 100.0
10. Billions of dollars 39.1 55.0 115.0 138.4
II. Distribution of net acguisition of financial assgjgﬂ?/
1. Cash 3.5 0 1.7 3.3
2. U.S. govt. sec. -3.4 3 12.7 -13.4
3. State & local govt. sec. 10.3 1 29.1 29.6
4. Mortgages 6.5 0 3.7 3.3
5. Corporatce honds 59.3 0 29.0 27.2
6. Cornorate stock preferred 24.5 2 0.1 2.0
7. Corporate stock common 4.9 4 22.8 46.0
8. Other assets -5.6 0 0.8 1.8
Total net acquisitions
9. Pecrcent 100.0 100.0 100.0

10. billions of dollars

Saurce: Aoppendix I.

a . -~ N .
9/1ncluuus common trust funds; separate figures for these are

shiown in ‘lable 5-11.

b/

Y Pexicd ending with year indicated at top of column.
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Table 5-10

Structure of MAsscts and Transactions of Common Trust Punds,
1952-68

(percent)

TGS, T Yess T 190w T I96% 1968
) (2) (3) (4) (3)

I. Distribution of financial asscts

1. Cash - 0.6 0.8 1.0 1.3
2, U.S. govt, sec. 30.2 17.2 7.9 9.2 5.2
3. State & local govt, sec. 1.7 1.6 14.9 16.3
4. Mortgayces % 7 1.1 1.6 2.4 2.4
5. Corporate & for. bonds 19.2 28.8 25.0 23.9
6. Corporate stock preferred 12.5 11.5 7.6 2.9 2.6
7. Corporate stocl common 40.1 48.7 51.7 44.2 47.7
8. Other assets 1.6 - - 0.2 0.6
Total asscts

9. Perccut 100.0 100.0 100.0 100.0 100.0
10. billions of dollars 1.10 1.87 2.81 7.53 9.5
II. Distributjon of net acquisitions of financial assets®/

1. Cash } -8.1 2.8 3.3
2. U.S. govt. sec. -314.3 -37.2 28.9 -3.0
3. Statce & local govt. sec. 47.6 6.5 17.6
4, liortgages 566.6 -1.5 2.5 5.8
5. Corporate & for. bonds . 10.7 15,2 22.1
G. Corpotate stock preferred 39.9 -5.0 2.8 5.4
7. Corporate stock common -188.8 80.3 11.2 39.2
8. Other assets -3.5 13.3 30.1 9.6
Total nct acquisitions :

9. Percent 100.0 100.0 100.0 100.0

10. Eillions of dollars

[5;]

Sourcc: 1952: R.W. Goldsmith, Flnanc1al Intcrw*alarles in

the Awmerican Lconomv since 19090, Prindcton University Dress for
National Burcau, 1958; 1Y55-667 Appendix I.

a/period cnding with year indicated at top of column.
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|¥3

able5-11

Induqtrlal Structurc of Stockholdings
of Common 1ru,\ Fundg, 1952-68

(percent)

Common Srock

Tt U TRak s Utidities | Otwer
Finance

. (1) 2 3) (4) )
1952 24,1 75.9 n.a. n.a. n.a.
1953 22.9 77.1 n.a. ConGdg. . n.a.
1954  20.2 79.8 9.2 16.8 53.7
1955 191 0.9 8.3 16.8 55.8
1956  17.5 82,5 7.6 16.9 58.0
1957 17.9 82.1 7.8 18.2 56.1
1958 14.6 85.4 8.4 19.0 58.0
1959 12.3 87.2 8.4 18.5 60.4
1960 12.8 87.2 8.6 21.3 57.3
1961 10.4 89.6 10,6 21,9 57.1
1962 12.0 88.0  10.0 22.8 55.1
1963 9.0 91.0 9.2 21.4 60.4
194 7.3 92.7 8.3 20.9 63.5
1003 6.2 93.8 7.6 18.% 67.3
1966 5.6 9%.6 8.1 19.2 67.3
1947 4.7 95.3 71 15.0 73.1
1903 5.2 4.8 3.0 14.3 72.6

Source: 1Y51-1953: Raymond V.. Goldsmith; Robert E. Lipsey,
and ”O)lig HMendelsoin, Studies in the ﬂat1c1\14,1lancu Sheet of the Uni-
tod sitalpglew York, MBER,” (963, T, T 123 1vud-1ee. s TFederal Boserve
Bul](.lnn, vavions issucs; L963-1904: N, L m,uLyI., ut)bnal

yanjxngm\ovxuw, 1965, p. 3065; 1907, p. 442,
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Table 5-13

structurc of Assets and Transactions
of Mutual Savings Banks, 1951-69

(pcrcent)

T e e FIE WS 1S TR T S - T
(1) (2) 3 (4) (5)

I. Digtribution of {’nancial assets

1. cash 3.8 2.9 2.0 1.7 1.2
2. U.S. govt. secc. 42.1 27.5 16.5 10.7 6.3
3. State & local govt, sec. 0.4 1.9 1.7 0.5 0.3
4. lortgages 42.1 55.9  66.7 76.9 75.3
5. Loans 0.9 0.6 1.0 1.4 2.6
6. Corporate bonds 9.4 8.3 9.4 5.0 9.3
7. Corporate stocks 0.9 2,2 2.0 2.4 3.1
8. Miscellancous assets 0.4 0.6 0.7 1.4 2.0
Total acscts

9. Percent 100.0 100.0 100.0 100.0 100.0
10. Dillions of dollars 23.5 31.3 40.5 58.1 74.4
II. Distribution of net acquisition of financial assetsg/

1. Cash 1.2 ~2.1 0.6 -0.6
2. U.S. govt. scc. -26.7 -19.8 -3.4 -10.1
3. State and local govt. sec. 6.8 - -2.3 -0.6
4. Mortgages 107.0 100.0 100.6 71.1
5. Loans - 1.0 2.3 6.3
6. Corporate bonds 5.8 14.6 4.5 25.8
7. Corporate stocks 4.7 3.1 3.4 5.0
g. Miscoellaneous assets 1.2 3.1 3.4 3.1
Total net acquisitions

9. Percent 100.0 100.0 100.0 100.0
10. #illions of dollars 8.6 9.6 17.7 15.9

Source: Same as Table 5-2.

a/, . . : S

-/Perlod cnding vith year indicated at top of column;
derived from annual figures; hence, occasiona{ small diffcrences
cowpared to final differences between benchmaryears.
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1

‘of jfutual Savings Banks, 1953-64,

Proforred Stoalt

(percent)

Comron Stock

Total  Convert. Straight  Total Banks Insur- Investment  Other
ance Cos.
(1) (2) " (3) (4) (5) (6) (7) (€)
———L =
n.a, ma n.a. n.a. 65 .9 2 n.a. n.a. 3.1 g:g
n.a. n.a. n.a. n.a. 56.2 n.a. n.a. 43.8
26.3 1.5 24.8 73.5 49.9 3.9 3.5 16,2
28,7 1.6 27.0 .4 47.5 4.1 3.8 16.0
29.0 1.3 27.8 71.) 46,7 3.8 5.2 17.3
30.8 1.4 2%.4 69.1 41.3 3.8 5.5 18.5
32.4 1.0 31.5 67.6 40.1 3.6 6.8 17.1
32.7 0.7 32.1 67.2 39.4 3.7 8.1 16.0
30,0 0.5 29,5 69.9 36.7 3.7 8.8 20.8
30.6 0.8 29.8 69.4 33.3 3.9 9.8 22,5
30.9° 0.9 29.9 69.1 31.5 3.5 10.2 23.9
29.8 0.8 29.0 70.3 2.0 3.5 9.8 24.9
29.3 1.60 27.7 67.4 30.7, 3.5 10.3 22.9
3.2 noa. n.a. 68.8  29.9 3.2 10.3 25.3
32,0 n.a. n.a. 68,1 26.9 2.5 11.6 27.2
30.1 2,00 28,1 69.9 25.0 1.2 13.1 30.5

Sources: 1
ciation of tiutual Savings Banks; 1961-68:
various issues.

a/

Includes

b/Includes

953-1960:

Unpublished data of the ilational Asso-
Savings Dank Journal,

both common and preferred.
all stock not held by comcrcial banks.
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Table 5-15

Price Appreciation Plus Dividend Yield:
Sellected Stock Market Indices,

1952-69
DJIA S&P 500 ._NYSE, AMEX Over the
Composite Counter &
1952 21.3 23.4
1953 14,2 17.7
1954 11.8 -1.2
1955 50.2 51.2
1956 7.0 6.4
1957 -8.5 -10.5
1958 38.6 42,4
1959 20.0 11.8
1960 -6.2 0.3
1961 22.4 26.6
1962 -7.6 -5.4
1963 20.6 22.5
1964 13,7 16.3
1965 14.2 12.3 9.5 39.5 30.1
1966 | -15.6 -10.0 -12.6 -6.6 -1.5
1967 18.9 23.7 _23.1 76.5 54.0
1968 7.4 11,1 9.7 33.2 20.8
1969 | -15.2 -11.4 -12.5 -19.7
Source: New York Stock Exchange, Fact Book.

a’/ 35 Industrials (National Quotation Bureau).
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Table 5716

Stock-liond Yield Differentials, 1952-68

(doliars in adllions)

ToT i BIieit Cerhorate

Common Stock Return B ~nd ____Yield Gap_____ - -

> . oy - L by 2 Tits
;13n':5"' Yield sone Cuu.ilf:‘)" '*(2?31{4) E%:)iz.‘{;auor P,;;iur
2 (3 (4) R 'C')E for G ‘Yaxes
0w (1958
n e 100)
£4orl
24
1952 35.60% 9.4% 17.8% 2.96% | 2.84% 14.8% 9.3% g7.5 $17.0
1953 5.80 -4.4 -1.2 3.20 2.60 -4.4 10.5 88.3 15.5
1954 4.95 4.0 57.2 2.90 2.05 43.3 9.7 89.6 16.0
1955 4.08 26.8 31.0 3.06 1.02 27.9 11.3 90.9 22,2
1956 4.09 2.6 6.4 3.36 .73 3,0 14.1 94.0 22,1
1957 4.35 -11.3 =10.5 3.89 .46 ~1l4.4 12.9 97.5 20.9
1958 3.97 34.0 42.4 3.72 .18 38.6 16.6 100.0 17.5
1959 3.23 7.3 11.8 4.38 -1.15 7.4 17.1 101.6 22.5
1960 3.47 -0.5 0.3 4.41 -.94 -4.3 17.1 103.3 20.6
1901 2.98 20.9 26.6 4.35 ~1.37 22.2 21.1 104.6 20.5
1962 3.37 ~9.4 -5.4 4.33 -.98¢ ~9.7 16.7 105.8 23.8
1963 3.17 17.5 22.5 4.26 -1.09 18.2 17.6 107.2 26.3
1964 3.01 12.9 16.3 4.40 -1.39 11.9 18.1 108.8 31.5
1965 3.00 8.3 12.3 4,48 -1.49 7.8 17.1 110.9 38.2
1966 3.40 ~-10.4 -10.0 5.13 -1.73 -15.1 14.9 113.9 41.1
1967 3.20 14,8 23.7 5.51 -2.31 18.2 17.5 117.6 38.1
1968 3.07 9.6 11.1 6.18 -3.11 4.9 17.2 122.3 40.0
1969 ~ 3.24 ~13.6, -9.8  7.03 -3.79  ~16.8 128.1 40.3

I
!
|
i
i
i
i

|
|
|
|

Source: Economis Report of the President, 1970.

a/

7500 stocks, Standard & Poor's Inde:.

p‘/Ycar—end to year-end percentage in Standard & Poor's
Stock_Indes.

S/1oody, AAA corporate bonds.



248

Table 5~17

Average Annual Return of Mutual Funds:
Capital Gains Reinvested, Dividends in Cash
(Pexcentage Change)

[ Growth Funds
Large: Small: Small: |Growth &| Growth & Balanced| Income

(1969 year |Maximum]Long TermICurrent Current Funds Funds

end assets| Capital Growth { Income Income, l

over $300m) Gain With

! l Relative

Year ! Stability
Annua1&
Change )
1960 + 6.4 4.8 1.9 1.4 2,7 5.1 0.8
1961 27.2 28,8 26.1 24.7 23.6 19.5 19.0
1962 ~-18.1 -19.4 -15.3 -12.0 - 8.1 - 5.4 - 3.6
1963 22.5 20.3 17.4 18.0 17.1 13.2 16.0
1964 15.0 11.6 12.5 15.1 14.3 12.2 14.4
1965 32.4 35.3 21.5 16.9 14.5 10.4 14.0
1966 - 1.6 - 2,4 - 4.1 - 6.7 - 6.5 - 5.5 - 6.5
1967 39.1 58.3 ©31.7 25.3 24,2 19.7 23.9
1968 10.1 21.1 14.1 15.0 17.4 14.4 21.3
1969 ~10.4 -16.3 -10.7 -11.4 -12.6 -11.3 -15.9
Percentage
Cunulative
Change
1960-64P +48.0 37.0 48.0 49.0 54,0 47.0 50.0
1965-692 78.3 91.4 53.4 37.0 35.7 25.7 33.0
1960-69a 148.0 144.3 112.4 97.0 99.4 80.0 90,9

Cumulative Change, DJIA: 1960-64, +46.6%; 1965-69, +9.2%; 1960-69, +60.1%.

Source: (a) Wiesenberger, Investment Companies: Mutual Funds and Other
Types, 1970 Edition, Wiesenberger Financial Services, New
York, pp. 124-131.

(b) Ibid., 1966 Edition, pp. 118-123.



TABLE 5-18

Performance of Growth Funds, by Asset Size:

Average Percentage Gain, 1964-69

(number of firms in parentheses)

Mean Level of

Asset Size at Year's End

Funds with:Assets | $10 Mill. $50 Mili, | $100 Mill,] $300 Mill,{ $500 Miil.| $1 Bill. $2 Bill
Over $300 Mill. on| But Under But Under But Under| But Under| But Under| But Under or
Year Dec. 31, 1968 $50 Mill.| $100 Mill. | $300 Mill,{ $500 Mill,| $1 Bill. | $2 Bill. More
1964 14.3% 13.9% 18.4% 13.4% 13.3% 14.5% None None
(1) (10) (4) (3)
1965 34.6 38.2 39.8 34.1 31.2 34.9 22.2 None
9) (6) 7) (6) (3) (2)
1966 -1.1 -1.1 -0.1 -3.3 -2.9 -2.0 -2.2 None
(12) 7 (6) (6) (4) (2)
1967 43.6 62.1 66.9 66.7 42,2 33.4 25.7 26.5
(9) (13) (7) (8) (6) (3) (1)
1968 8.3 19.1 18.1 205 7.3 7.18/ 4.7 11.6
(9) (10) us) (7) (10) 4) (1)
1969 N.A, -18.7 -24.0 -18.3 -22.1 -10.9 -11.0 -13.9
9) (11) (14) ) (10) (4) (1)
Cumplative
return,
1967-69 b/ 57.0 49,8 66.1 18.9 27.3 17.1 21.5

a/ Average excludes Enterprise Fund.

b/ By asset size as of December 31, 1967,

See text footnote 67.

6¥%C






APPENDIXES

INSTITUTIONAL INVESTORS AND CORPORATE STOCK—
A Backerounp StUDY *

(Raymond W. Goldsmith, study director)
(Appendices I—VII)
* Appennix I
Basic StaristicAL Data
(By Helen Stone Tice and Virginia Duff)

A. INTRODUCTION

The data used in this portion of the report were taken from the
flow of funds accounts wherever possible.! In three areas, however, we
found it necessary to supplement the flow of funds estimates. First,
the published accounts contain no data on the value of tangible assets;
we Incorporated such estimates as were available from the Office of
Business Economics and developed our own series for housing and
%‘f %ublic sector tangibles. The data are given in Tables TA-1 through

Second, there are several financial institutions which are not shown
explicitly in the flow of funds accounts; instead they are included in
other sectors, particularly in the household sector. In the interest both
of measuring more accurately the financial position of true households
and of being able to study the behavior of these institutions which are
rather important in the securities market, we created time series for
them. These estimates are shown in Tables TA-8 through TA-18.

Third, the focus of the Institutional Investors Study on the market
for corporate securities made us re-examine the flow of funds esti-
mates of the amounts outstanding of and transactions in such secur-
ities. In the case of corporate shares, the market value outstanding
series in the flow of funds was replaced by that developed in Ap-
pendix VI modified for investment company shares, although the net
1ssue series was rétained. In the case of corporate bonds, both the stock
and the flow series were replaced by series which, although still based
on par values, at least have the virtue of allowing households to hold

p *Su pllementary Volume II, Institutional Investors Study, Securitles and Exchange
ommigsion.

1 Board of Governors of the Federal Reserve System, Flow of Funds Accounts, 1945—
1968, Washington, D.C., March 1970.
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nonnegative amounts of such securities, a characteristic not shared b
their predecessors. These data are given in Tables TA-19 throug
TA-22.

Finally, these new estimates are combined with the flow of funds
estimates of financial assets and liabilities to produce the sector bal-
ance sheets shown in Tables IB-1 through IB-9.

B. ESTIMATES OF TANGIBLE ASSETS

1. Land.—The land estimates used in this Appendix are those given
in Milgram’s Appendix IT with a few exceptions. The land of finan-
cial corporations was estimated by multiplying the IRS estimates of
the book value of land of all financial institutions by the market-to-
book ratio developed in Appendix IT for “finance, insurance, and real
estate.” No adjustment was made for unincorporated financial insti-
tutions. These tend to be brokerage houses; and the land holdings of
the finance, insurance, and real estate aggregate for partnerships and
proprietorships are accounted for primarily by the holdings of real
estate firms.

The estimated value of farm land used here differs from that re-
ported in Appendix II. Although both estimates were made by sub-
tracting the value of buildings from the USDA'’s estimate of the value
of farm real estate, Appendix IT used the USDA’s estimates of struc-
tures, while we used the estimates described below.

Transactions were measured by first differences in the holdings,
since the net purchase data of Appendix IT were rather spotty.

2. Reproducible Tangible Assets.—All the estimates of depre-
ciable assets reported here were made using the perpetual inventory
method. This method involves the computation of a weighted sum of
a time series of gross investments in the asset in question; the weights
are determined by the particular life and depreciation assumptions
employed in the calculation. The difference between the gross invest-
ment of a given year and the change in the stock during that year is
by definition the depreciation which has occurred. To derive the re-
placement cost estimates used in this report, the calculation is first
made in terms of constant dollars, and then the stock and depreciation
cstimates are reflated to current year prices.

The gross investment series used for the estimates of the private
stock of depreciable assets are in all cases those used in the gross in-
vestment component, of the income and product accounts produced by
the Office of Business Economics at the Department of Commerce.
In the case of public sector estimates, the construction data and equip-
ment series were taken from the income and product accounts wher-
ever possible; data are regularly published, although the two Govern-
ment sectors are not credited with capital formation in the OBE’s
accounts.

a. Private Nonresidential Structures and E quipment

Stocks of plant and equipment for the private sector were obtained
from the OBE’s Capital Stock Study; the variant used was straight-
line depreciation at Bulletin F lives.2 This concept was selected both

2 For the most recent publication describing the OBE estimates see Robert C. Wasson,
John C. Musgrave, and Claudia Harkins, “Alternative Estimates of Fixed Business Capital
in the United States,” Survey of Current Business, April 1970, pp. 18-36.
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for comparability with the earlier NBER estimates and because there
is some presumption that in their own internal decision making, at
least, firms use a much less rapid write-off of their plant and equip-
ment than they demand for tax purposes. A theoretically preferable
present value measure of the stock of capital was not available. To
calculate such a measure would have necessitated the specification of a
discount rate parameter in addition to the life estimate; furthermore,
the OBE estimates embodied much more refined adjustments for the
retirement distribution and for asset categories than could have been
readily duplicated in calculations using the present value method.

The flow of funds estimates of corporate and noncorporate invest-
ment in plant and equipment are obtained from the OBE. Such esti-
mates were also used by Allan Young in his study of depreciation and
corporate profits which yielded stock estimates by legal form as a by-
product.® Although the data used in the Young study have not been
kept up to date by the OBE, we did attempt to incorporate the statisti-
cal revisions necessary to make the components consistent with revised
total stock and investment series. These series embodied both ordinary
statistical revisions and the adjustments in the estimates of assets
tranferred between the public and private sectors necessitated by a
shift from sales price to original cost valuation.*

Ordinary statistical revisions were assumed to keep relative shares
the same as they had been in the Young study. The valuation adjust-
ment for assets transferred between public and private ownership was
assumed to be 95 percent corporate for manufacturing equipment and
structures, 90 percent for manufacturing equipment, and 100 percent
corporate for nonmanufacturing structures.

Institutional structures were defined to be OBE’s “institutional
structures” plus one-third of the estimated stock of (or investment in)
“social and recreational structures.” Institutional investment in equip-
ment was estimated residually by subtracting the construction esti-
mates from the flow of funds series on “nonprofit plant and equipment”
expenditures; it was assumed to account for a share in the stock of
“nonfarm noncorporate manufacturing equipment” (as well as in the
depreciation on that stock) equal to its share in the comparable gross
investment estimates.

Estimates for farm nonresidential structures and equipment were
taken directly from the OBE. Nonfarm noncorporate plant and
equipment were the residuals after subtracting corporate farm and in-
stitutional plant and equipment from the total privately owned incor-
porating the valuation adjustment on assets transferred from public
to private ownership.

The subdivision of corporate investment into its financial corporate
and nonfinancial corporate subsectors was largely a judgmental pro-
cedure. We assumed that in 1948 the investment of financial corpora-
tions was split equally between structures and equipment, and that
the share allocated to structures steadily increased during the subse-
quent years, accounting for 55 per cent of the total in 1952 and 72 per
cent of the total by 1968. (This assumption was based largely on the
observed rapid growth in investment in structures by life insurance

3The allocation between corporate and noncorporate is hased on the study reported by
Allan Young in ‘Alternative Estimates of Corporate Depreciation and Profits: Parts I and
11, Survey of Current Business. April 1968, pp. 17-28, and May 1968, pp. 16-28.

¢ See Wasson, Musgrave and Harkins, op. cit., for a discussion of these valuation methods.
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com(?anies.) The annual percentages were then applied to the flow of
funds estimates of financial corporate investment in plant and equip-
ment, to obtain the structures and equipment components separately.
Nonfinancial corporate investment in structures and equipment are the
residuals. These were then depreciated at rates of 2 per cent for struc-
tures and 8.3 per cent for equipment, assuming a 50 year life for
structures and 12 for equipment.

b. Private Restdential Structures

The basc investment series are again taken from the national in-
come and product accounts as given in the flow of funds accounts.
Since OBE estimates of the stock of housing were not available at the
time at which this report was written, the investment series were de-
preciated exponentially in order to estimate the net stocks and associ-
ciated depreciation series.

For 1-4 family nonfarm housing a depreciation rate of 2.2 per cent
was used ; for multi-family housing a rate of 2.7 per cent, and for farm
housing a depreciation rate of 1 per cent was applied. Initial stocks
for the end of 1949 were selected from the estimates developed in
earlier work by one of the authors.® The criterion used in selecting
the initial stock and the depreciation rate were first, the consistency
with the results of the 1950 Census of Housing, and second, whether
or not its computational assumptions in combination with the gross
investment series described above yielded housing stocks consistent
with the 1960 Census of Housing.®

The stock of multi-family dwellings by sector was based on the flow
of funds allocation of such investment between corporate and non-
corporate purchasers. The 1949 stock was allocated between the two
sectors in the same proportion as in an earlier NBER study.’

¢. Public Sector Structures
(1) Introduction

In order to arrive at a total stock figure for public structures by
means of a perpetual inventory computation, we need an expenditure
estimate a,n(f a price index for each year as far back as necessary, given
the serviee life assumption. Our two major categories are Federal
construction and State and local construction. Each of these is divided
into several subcategories, which are:

FEDERAL STATE AND LOCAL
Residential Residential
Nonresidential Nonresidential
Highway Highway
Conservation and development  Conservation and development
Military Public service enterprises
Other Sewer and water

Other

5H. 8. Tice, “Depreciation, Obsolescence and the Measurement of the Agegregate Capltal
Stock of the United States,” Review of Income and Wealth, June 1967, pp. 119-154.

¢ The application of this test Is made more complicated by the fact that the Census esti-
mates measure the value of ‘“real estate,” and there exists little evidence on how these
estimates should be divided between land and structures. Unfortunntelg we have no inde-
pendent estimates of the value of residential land. In Appendix II the land underlying
multi-family dwellings is included in the IRS-based estimates of the land holdings of
business firms; the value of the land underlying 1-4 family structures was derived as a
fraction of the value of those structures.

7R. W. Goldsmith and R. E. Lipsey. Studies in the National Balance Sheet, Princeton :
Princeton University Press for the NBER, 1963, Vol. I, p. 260.
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The State and local government expenditures include Federally
aided expenditures. All calculations assume declining balance depre-
ciation. The average service life assumptions are: 50 years for Federal
civilian and State and local residential structures; 50 years for non-
residential buildings; 30 years for highways; 80 years for conservation
and development; 50 years for other Federal nonresidential struc-
tures; 67 years for sewer and water systems; 50 years for public serv-
ice enterprises; and 50 years for other State and local nonresidential
structures.

(2) Estimates for 19,6-1968

Figures for both Federal and State and local government expendi-
tures on structures during this time period were taken from unpub-
lished Commerce Department data. There were only two departures
from the OBE worksheets. Federal nonresidential expenditures in our
system were a combination of their “nonresidential® and “industrial”
expenditures. Also, the average of the price indices of these two cat-
cgories gave the price index used in our calculations for the over-all
category, nonresidential.

For State and local governments, between 1963 and 1968, the sepa-
ration of “other,” “sewer and water systems,” and “public service en-
terprises” disappears. In order to compute the stocks, we had to have
separate expenditure figures for these years. These were obtained by
totaling the three categories for each year over the previous five-year
period, and computing the per cent share of each in the total. The
percentages remained reasonably consistent (within 5 percentage
points over this time period), so we extrapolated forward, using the
mean per cent of the 1958-1963 total for each category, i.e.,

Percent
Sewer and Water Systems____ . 9.2
Public Service Enterprises_ oo e 67.2
Other ___ - 236

(8) Estimates for 1915-1946

All figures for expenditures were taken from Construction Volume
and Costs, 1915-1956 (page 10), a statistical supplement to Construc-
tion Review, by the Departments of Commerce and Labor.

The price indices for this period were derived in two different ways
for different time periods—1915-1928 and 1929-1946. In the later
period, indices were taken from a supplement to the Survey of Current
Business, “The National Income and Product Accounts of the U.S.,
19291965, Statistical Tables,” Department of Commerce, pages 164—
165. Indices in thisperiod are the same for both Federal and State and
local expenditures.

The indices for the period from 1915 to 1929 are derived from the
above indices with 1929 as the base year. In Goldsmith’s A Study of
Saving in the United States, Vol. I, Table R-20, pages 608-609, there
are several categories of indices with base year 1929=100. The cate-
gories are not as specific as our expenditure data call for, but since
they are all that is available, we used the category which was the
closest approximation to those needed. We took the 1929 figures from
the OBE, and extrapolated backward based on Goldsmith’s indices in
the following way:
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Coldsmith Goldsmit
Table R-20 Table R-20h
Federal Col. (0] State and Local Col. "
Residential..___ .. ... . ... ... 4)X.592 Residential
Nonresidential. ... . oo..i...l. 3)X. 343 Nonresidential
Highway . o e e cccmiaaeas 6)X.475 Highway
Conservation and development___ ... .. ......_ 3)X.402 Conservation and development..__...__...... .
Military . . e iies 7)X.380 Sewerand water_.____.....__........_.... 8)X.403
Other e aiiaiiaan 8)X.342 Publicservice_ .. ... .. ..ococoooo. 8)X. 403
Total. et 8)X. 413 Other . oiiiiiieaaa.s 8)X. 342

1 The numbers in this column are the price indices for each category in 1929 with base year equal to 1958. The formula
we used 18: X,pss=Goldsmith Index 1929 X Index for 1929 yos3.

The price indices for 1915 to 1946 are virtually the same for both
Federal and State and local.

(4) E'stimates for 1893-1915

(@) Federal—Figures for these early years were taken from the
Census Bureau publication, Historical Statistics of the United States—
1789-19456, Table H :27-32, page 169. The only available categories that
correspond to the categories we used for later years were:

Column
Total Federal . e 27
Nonresidential oo e 30
Conservation & Development_ . ____ oo 20
Mil Ty o e e e ————— 28

The figures which overlap with our data (i.e., 1915 to 1919) show
that the categories are not exactly the same, but are close enough to be
plausible.

The price indices for these early years were derived from the Gold-
smith indices in the same way as the later figures, described above.

(&) State and local—For State and local expenditures on structures,
the only available data were for total expenditures. This “total” num-
ber was computed from Goldsmith’s 4 Study of Sawving in the United
States, as the sum of columns (2) and (6), Table G-6, page 1,053, and
(3), Table G-15, page 1,067.

(8) Federally Aided State and Local Construction Ewxpendi-
tures, 1915-1966

From 1915 to 1956, the expenditure figures come from Construction
Volume and Costs, 1915-1956, a statistical supplement to Construc-
tion Review, by the Departments of Commerce and Labor.

For the years 1957 to 1966, expenditure figures are not available by
category. There is only a total Federal aid figure for each year. We
allocated this total among the components on the basis of the 1956 fig-
ures that were available from Construction Review (see above), using
the following proportions:

Public Service Enterprises =.014

Highways =.860
Nonresidential =.124
Sewer & Water Systems =.002

The same price indices were used for the Federal aid category as
were used for State and local government expenditures.
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d. Public Sector E quipment

Equipment stock figures were derived in the way described above for
structures. The perpetual inventory method for computing net stocks
and depreciation was applied to the investment series. Exponential or
declining balance depreciation and a 12 year average life are assumed
for all categories.

(1) Federal Government

The Federal equipment sector is broken down into “civilian” and
“military.” Military investment series, for the early years from 1929-
1946, come from Goldsmith’s National Wealth of the United States,
Table B-166, column (4), page 394. Data for the later frears, 1947-1968,
come from unpublished data from the OBE. The early civilian series,
from 1929-1946, comes from Goldsmith’s A Study of Saving in the
United States, Vol. I, Table F-16, column (8), page 1,009. The sum
of civilian and military investment figures gives the total of Federal
Government equipment.

(2) State and Local Government

State and local expenditures for early years, from 1929-1946, come
from 4 Study of Saving in the United States, Vol. I, Tables G-6, col-
umn (5), page 1,053, and G-15, column (3), page 1,067. Expenditure
estimates for 1947-1968 are unpublished Commerce Department data.

The total of all equipment, Federal and State and local, is available
as a control total for equipment. This “total” figure can be found in
OBE'’s publication, 7’he National Income and Product Accounis of the
United States, 1929-1965, and in the Survey of Current Business, July
issues, Table 1.4, line 5.

e. Private Consumer Durables

The gross investment series in both current and constant prices are
taken from the OBE’s Tables 2.5 and 2.6 “Personal Consumption Ex-
penditures by Type of Product,” published regularly in the Survey of
Current Business and in its supplements. Since the flow of funds con-
siders this to be capital expenditure rather than consumption, deprecia-
tion charges must be imputed to the household sector ; stock estimates
are a by-product of this calculation, although they are not published.

The flow of funds estimates differ both in life assumption and in ac-
counting convention from the earlier Goldsmith estimates. The flow
of funds uses double declining balance depreciation while Goldsmith
used straight-line depreciation; he assumed much longer lives than
does the flow of funds. The comparisons are summarized in Table I-1.
The flow of funds estimates were used (1) since they were readily
available, (2) since they have been incorporated into the set of social
accounts used elsewhere in the Appendix, and (3) since the rates seem
somewhat more typical of our present throw-away economy than do
Goldsmiths. Estimates in preparation at OBE were not available, even
in preliminary form, in time for inclusion here.
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Table I-1

CONSUMER DURABLES

"Jewelry and watches

Furniture, including
mattresses & bed-
springs

Kitchen & other household
appliances

China, glassware,
tableware & utensils

Other durable house
furnishings

Opthalmic products &
orthopedic appliances

New cars & net purchases
of used cars

Tires, tubes, accessories
& parts

Books and maps
Whell goods, durable toys,

sports equipment, boats
& pleasure aircraft

Radio & television receivers,
records & musical instruments

instruments

Service Life

Assumptions

Goldsmith Flow of ¢

(In years) funds
15 10
15 10
12 8
10 8
10 8
4 4
15% 8
5 3.3
6 4.76
10 8
10 8

F/F deprec-
iation

(in %)

.20

.20

.25

.25

.25

.50

.25

.60

42

.25

.25

* Nonlinear depreciation over this life.

Sources: (1) R. W. Goldsmith, The National Wealth of the United States
Princeton University

in the Postwar Period, Princeton:

Press for the NBER, 1962, Table B-31, p. 252.

(2), (3) Unpublished worksheets of
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f. Inventories
(1) Private Nonfarm Inventories

Private nonfarm inventories are from the national income and prod-
uct accounts. The levels are book values; the flows are the inventory
change component of GNP and thus are adjusted for inventory valua-
tion changes. The nonfinancial corporate and noncorporate business
components are presumed to account for the total; no attempt was
made to estimate inventory holdings for nonprofit institutions, house-
holds, and financial corporations.

(2) Farm Inventories

Like the estimates of nonfarm private inventory investment, the
change in farm inventories was also obtained from the OBE. Year-end
holdings come from the Balance Sheet of Agriculture, various issues;
this series is the sum of “livestock” and “crops stored on and off farms”
less “CCC loans” and “CCC backed loans” from the flow of funds
accounts.

(8) Federal Government Inventories

Federal inventory year-end levels are taken, for recent years, from
Treasury Department data. The Treasury Bulletin contains a quar-
terly balance sheet for “corporations and certain other business-type
activities.” The table ending December 31, which usually appears at
the end of the April Bulletin, was used for each year. From 1956-1968,
we took the total inventories for all corporations and subtracted from
them inventories of the Defense Department, assets of the Panama
Canal Corporation being considered civilian. We then added to this
figure Commodity Credit Corporation gross “loans receivable—U.S.
dollar loans” and the flow of funds figure for CCC backed loans. This
procedure gives total Federal inventory levels for each year.

From 1952-1955, this computation is made difficult by the fact that
the Treasury Department had a different balance sheet and different
categories during these years. Prior to 1956, defense assets are not in-
cluded in the table, and the “total inventory” figure is far lower than
the comparable total in the later years. Even with defense inventories
eliminated from the total in 1956, the 1955 “total” is half of the 1956
“total.” The difference is attributable in part to the fact that GSA and
Defense Department inventories are left out in the early years. Since
we did not want to include defense inventories, the addition of GSA
inventories was all that remained. The largest component of GSA in-
ventories was the category “strategic stockpiles.” Goldsmith’s esti-
mates of “strategic stockpiles® seem to correspond with GSA stra-
tegic stockpiles from the Treasury Bulletin for the years after 1955,
and were therefore, deemed adequate. To the sum of “total inventories”
and GSA “strategic stockpiles,” we then added both sets of CCC loans
to give the total Federal inventory figure for 1951-1955.

nnual flows are measured by changes in this stock so defined.

(4) State and Local Government Inventories

No estimates were made of the inventories of State and local gov-
ernments. Goldsmith’s earlier work was based on fragmentary evi-
dence which is even more out of date by now.

8 R. W, Goldsmith, The National Wealth of the United States in the Postwar Period, New
York, 1962, Table B-175(8), p. 405.
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C. NEW SECTORS

1. Investment Companies

Although the flow of funds accounts include those open-end invest-
ment companies which are members of the Investment Company In-
stitute, otﬁer investment companies are treated only implicitly, if at
all. Their retained earnings are included in the gross saving of the
flow of funds investment company sector since the national income
and product accounts do not make a distinction between open-end and
closed-end companies.

The estimates presented in this study distinguish between all open-
end companies and all other registered investment companies. The
general procedure employed was first to develop balance sheets for
the various types of companies, using the SEC series on total assets
as the basis for universe asset holdings and distributing this total
among the various asset categories on the basis of sample data. With
the exception of common stock, flows were taken to be the difference
in balance sheet values of the various assets. For stock, in cases where
direct flow estimates were not available, an attempt was made to sep-
arate unrealized capital gains from net purchases by means of the
Standard and Poor 500 stock price index. The flows thus derived were
used as a first approximation; some of them were later modified to
reconcile aggregate information from SEC and National Income
Accounts.

a. Open-end Companies—The Investment Company Institute data
form the basis of this sector. In the flow of funds accounts, these ICI
members are the only companies included. However, data from the
SEC on June 30 assets of active registered open-end companies are
somewhat larger than the ICI total. Goldsmith’s estimates for those
years for which the SEC series is not available indicate the same state
of affairs.? Therefore, estimates for non-ICI open-end companies were
made as follows. For years in which the SEC totals were available, the
June 30 ICI assets were subtracted and the non-ICI residual was moved
to a December 31 basis using the assumption that the June-to-Junc
increase in assets for non-ICI members took place over time in the
same pattern as did that of ICI members. For earlier years, Gold-
smith’s estimates of the end of year total were used to derive the non-
ICI total. It was further assumed that these non-ICI mutual funds had
the same portfolio composition as did the ICI members, and that their
net purchases of stock bore the same relationship to the change in
their holdings of stock as did the purchases of ICI members.1

The balance sheet for all open-end companies appears in Table TA-8;
their stock purchases are given in Table TA-22.

b. Other Investment Companies—Separate estimates were made for
closed-end companies, face-amount companies, and for unit trusts.

Estimates of total assets for closed-end companies were derived by
linking the Goldsmith series '* on total assets to the SEC total asset
series whose June 30 observations had been put on an end-of-year

R, W, Goldsmith and R. Lipsey, Studies in the National Balance Sheet, Vol. II, New
York, NBER, 1963. pages 168-169.

10In the case of portfolio composition and change, the flow of funds breakdowns of the
ICI data were used.

11 Goldsmith and Lipsey, op. cit., pp. 170-171.
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basis by interpolation. From this total were subtracted the assets of
Christiana Securities and, for the two years in which they existed,
the assets of dual-purpose funds.!? This residual estimate of the assets
of closed-end companies other than Christiana and the dual-purpose
funds was distributed among the various classes of assets on the basis
of portfolio composition data obtained from a sample of 30 com-
panies 13; to these estimates were added the assets of Christiana and
of the dual-purpose funds. With the exception of stock, net purchases
of all assets were taken to be equal to the observed change in the
balance sheet over the period; in the case of stock, this change was
adjusted to allow for appreciation as measured by the Standard &
Poor 500 stock price index. Stock transactions for Christiana were
taken directly from company statistics.

Face-amount companies are dominated by Investors Diversified
Services and Investors Syndicate of America. Therefore, the estimates
for this group consist of Moody’s reports on these two companies
blown up slightly to allow for the remaining five per cent of the
assets held by other companies. The flows were derived in the usual
way.

In order to estimate the assets of unit trusts, a total asset figure
was derived from the SEC June 30 observations. Since the SEC
Annual Report contains estimates of the fraction of these assets which
represent shares in other investment companies, these assets were con-
solidated out of this sector. The remaining assets were assumed to be
either tax-exempt bonds or common stock; a brief survey of the
various unit trusts represented in Moody’s Bank and Finance Manual
indicate that these companies exist for the accumulation of mutual
fund shares, for the accumulation of specific stock, and for the pur-
chase of tax-exempt securities. Estimates of the net issues of and
security purchases by tax-exempt bond funds were obtained from the
SEC; assets which were neither municipals nor investment company
shares were assumed to represent common stock. Net purchases of
the latter were estimated as described above for closed-end companies.

Liabilities and share values and issues were estimated in several
ways. Open-end companies have only short-term liabilities, and in the
ICI data, these are netted against cash; the value of mutual fund
shares is thus equal to the net asset value of the fund. Closed-end com-
pany shares typically trade at a discount (or premium) relative to net
asset value. Unit trusts distribute portions of the trust corpus as well
as paying out the earnings; the redemption value of units can also vary
with the market value of the securities. Prices of shares in IDS and
ISA also seem to be less than assets per share. This suggests that in
deriving an estimate of the market value of the shares of investment
companies other than mutual funds, some write down of their assets
should be made.

The debt of nonopen-end companies was taken from Moody’s reports
on IDS, ISA, and “Closed End Companies with Senior Capital.” Total
share issues are the SEC’s series on net issues of investment ompany
shares; the breakdown by type of company was supplied by the SEC.

12 These companies were first formed in 1967.

13 The data for the sample and for dual-purpose funds were taken from Moody’s Bank and
Finance Manual and from Arthur Welsenberger's Investment Companies, various issues
Information about Christlana came from Moody's.
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The balance sheet for the aggregate of these three investment com-
pany sectors is given in Table IA-9; stock purchases for this aggrega-
tion appear in Table TA-22.

2. Bank-Administered Personal Trusts and Estates

a. Introduction.—The estimates discussed here refer to the amount
and composition of the assets held in personal trusts or in estates
under bank management. Banks manage other types of accounts, and
in fact, these other accounts constitute the more important portion of
their business. Data exist on the activities of trust departments as a
whole, however, for only a small portion of the period under discus-
sion. The assets of those employee benefit accounts which are bank-
managed are presumably covered in the statistics on noninsured
pension funds, and the bank has somewhat less freedom in decision-
making for agency than for trust accounts.*

For the period for which data on activities of the entire department
existed, some rough estimates were made of the holdings of employee
benefit trusts and of agency accounts. These estimates were used as
checks on the reasonableness of the estimates of personal trusts and
estates. No attempt was made to derive a time series covering the entire
portfolio under bank management.

In Section b which follows we discuss the sources of information
available at the time the estimates were made. Section ¢ contains a
description of the estimating procedure used in the two periods into
which the nature of the source material available divides the estimates.
In this Section data are presented on common trust funds, the only
component of personal trusts and estates for which a continuous time
series is available for a long period of time.

b. The Nature of the Data—With the exception of the carly Federal
Reserve surveys of common trust funds, the only observations available
are of holdings at a point in time ; there are no turnover data other than
those for common trust funds from 1954 through 1962. Even the bal-
ance sheet data which do exist cannot be put together in a satisfactory
way to construct a time series; for they cover a different set of institu-
tions, they cover a different set of accounts within these institutions,
and the date of the observations varies from year to year. The available
material is as follows:

(1) American Bankers Association’s Surveys of Personal Trusts.'®
These contain the value of assets on June 30 for the years 1958, 1959,
1960, and 1963. They cover only personal trusts, whereas estates are
commingled with the personal trusts in subsequent bodies of data. Fur-
thermore, the sample used in these surveys has been questioned by some
researchers.

(2) Comptroller of the Currency’s Reports of the Trust Asscts of
National Banks. These surveys, which include all types of accounts,
cover the period 1963 through 1968, although portfolio detail by type
of account is available for only the last three years of the period. Some
estimates of the assets managed by state-chartered banks were made,

14 On the basis of the IRS tabulations of the 1962 Fiduciary Income Tax Returns, banks
account for only about one-half of the personal trust and estate business. See United States
Treasury Department, Internal Revenue Service, Statistics of Imcome—1962, Fiduciary,
Gift, and Bstate Tax Returns, Washington, 1965 ; and ibid., 1965, Washington, 1967,

15 American Bankers Association, Trust Division, National Survey of Pergonal Trust
Accounts, New York, 1959, 1960, 1961, 1965 (mimeo).
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but they are highly aggregative and impressionistic. These estimates
apply to the end-of-calendar years; some effort was made to adjust the
data for valuation date discrepancies.!®

(8) The Patman Report, “Commercial Banks and their Trust
Departments.” This report provides for the first time estimates of the
assets managed by the entire trust department for all banks as of the
end of 1967. The questionnaire, however, contained too little detail by
asset group, by account category, and by a cross classification in these
two dimensions to be useful for anything more than a broad check on
the estimates derived by other means.

(4) Trust Assets of Insured Commercial Banks. This survey, con-
ducted by the three bank regulatory agencies, gives universe estimates
for all banks as of the end of 1968 cross classified by asset and by type
of account. The portfolio breakdown, while not very detailed, is much
less aggregated than that provided by the Patman report.’® .

(5) The Goldsmith estimates reported in Volume II of Studies in
the National Balance Sheet, Princeton, 1963, consist of a merger of the
ABA surveys available at the time and of the earlier estimates of R. W.
Goldsmith and Eli Shapiro, “An Estimate of Bank Administered Per-
sonal Trust Funds,” Journal of Finance, March 1959. These figures
again may be presumed to cover only personal trusts, with no allow-
ance for either estates, agency accounts, or employee benefit accounts.

(6) Common Trust Funds have been surveyed both by the Federal
Reserve and by the Comptroller of the Currency. Although they ac-
count for only a small portion of the assets held in personal trusts and
estates, there exist time series of balance sheets and of transactions
data for these funds from 1954-1968. Some performance data are also
available.*

(7) Fiduciary Income Tax Returns. These triennially tabulated
returns gave some information on property income by type, on ex-
penses, and the like. There is also information on the fraction of fiduci-
ary income accounted for by estates as opposed to trust accounts, and
for 1962 it is possible to ascertain the fraction of fiduciary income
accruing on the property managed by banks.

¢. Estimating Procedure: Balance Sheets—From the discussion
thus far, it is clear that we have two periods with entirely different
data sets and capabilities. From 1963 on we have a fair amount of in-
formation about the assets managed by national banks; we even have

18 The results of these surveys were published in a series of articles in the National
Banking Review and in a recent paper by Hanczaryk. For further information the reader
should consult Stanley Sllverberg, “Bank Trust Investments: Their Size and Significance,”
The National Banking Review, June 1964 : “Growth and Performance of Common Trust
Funds in 1964,” The National Banking Review, June 1965: “Bank Trust Investments
in 1064,” The National Banking Review, June 1965; and “Bank Trust Investments in
1965.” The National Banking Review, June 1966, There are some additional papers by
Edwin W. Hanczaryk, “Growth and Performance of Common Trust Funds in 1966,” The
National Banking Review, June 1967 ; and Bank Trusts: Investments and Performance,
Department of Banking and Economic Research, Office of the Comptroller of the Currency.
Washington, 1970 (mimeo). Mr. Hanczaryk was kind enough to provide me with a copy of
the 1ast manuscript before its publication.

17 .8, Conlgret}s, House Committee on Banking and Currency, Commercial Banks and
Their Trust Activities: Emerging Influence on the American Economy, 90th Congress, 2nd
Session, July 1968, Washington, D.C.

8 Board of Governors of the Federal Reserve System, Federal Deposit Insurance Corpo-
ration, and Office of the Comptroller of the Currency, Trust Assets of Insured Commercial
Banks—1968, Washington, October 1969.

1* The estimates appear in the Silverberg and Hanczaryk articles cited previously for
1963-1068. Estimates for earlier years are found in articles with the general title, “Surve;
of Common Trust Funds,” which appeared in the Federal Reserve Bulletin of June 195 y
May 1958, May 1959, May 1960, May 1961, May 1962, and June 1963.
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some ideas about the variations in portfolio composition as a function
of account type. Given the universe estimates for 1968 and to a limited
extent for 1967, it is possible to derive estimates of the portfolios of
all bank trust departments by type of account for these years.

Since the longest real time series of annual observations is the series
on national banks which has resu'ted from the surveys of the Comp-
troller of the Currency, the procedure adopted was first to fill in the
missing cells on asset types by type of account for the years 1963-1965.
These figures were then expanded to a total for all banks on the basis
of the relationships between State and national banks from the 1968
survey, the Patman study, and some of Silverberg’s early estimates.

(1) National Banks, 1963-1968

Available data from 1966-1968 frequent’y take the form of port-
folio percentages; late and otherwise incomplete responses frequently
led to the reporting of total assets in dollars and a percentage distri-
bution of the portfolio which was observed. Since these portfolio
coefficients are somewhat easier to interpret than are dollar amounts
of assets, these coefficients were estimated directly. The only time
series of portfolio coefficients for the entire period is that for all trust
accounts, covering both personal and employee benefit accounts. The
total value of assets for all types of accounts is also known for the
entire period. The task is then to estimate a set of account coeflicients
such that when they are summed over all types of accounts, the results
will not conflict with the portfolio composition given for the entire
department,

One might first assume that these coefficients are the same for all
accounts and thus use the department portfolio as the model for both
personal trusts and estates and for employee benefit accounts. The
evidence available for 1966-1968, however, indicates that this assump-
tion is not likely to be true. One might also assume that the coefficients
for a particular type of account are constant or move in some simple
or regular way over time. Again evidence suggests that this is not a
very reliable assumption, and these ratios seem far from predictable
on the basis of the brief bit of history we have at our disposal. Finally,
we can look for some consistency in an accounts’ share in the depart-
ment’s holding of a particular asset. These ratios did in fact prove
stable, and this extrapolation was used to produce initial estimates of
these account-specific coefficients.

This method in effect assumes that over-all investment policy is set
for the department, and the managers of specific classes of accounts
attempt to maintain some relative share of total departmental holdings
of the asset in question. Any further adjustment in these portfolio
coefficients were made in order to meet the accounting constraints in
ways which were most consistent with external evidence and with
notions of reasonable portfolio policy dictated by the subsequent de-
velopment of the accounts involved. In particular, employee benefit
trusts were adjusted on the basis of some relationships observed be-
tween employee benefit trusts and existing data on private noninsured
pension funds which are largely managed by banks. These consider-
ations constrained the estimates for personal trusts and estates suffici-
ently to permit final estimates for national bank portfolio coefficients
shown in Table TA-10.
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(2) AUl Bank E'stimates, 1963-1968 :

The only detailed portfolio estimates by type of account which exist
are those for 1968. The Patman data for 1967 are too aggregated to
be of much use in the particular task of estimating the portfolio com-
position of personal trusts and estates. The early %ilverberg estimates
relied a bit too heavily on inferences from the portfolios of private
noninsured pension funds. Data on portfolio composition by account
type are not available even for national banks in those years. We have
decided, by default, to accept the time series from these sources on the
total assets under management by type of account for all insured
banks; but, with the exception of 1968, the earlier estimates of the port-
folio composition of these totals were used as checks on our results
rather than as given. Final estimates were obtained by stepping up
the national bank portfolio coefficients by factors derived as the 1968
ratios of all bank to national bank coefficients. These factors were
weighted so as to allow for differences over time in the relative shares
of personal trusts and estates in total trust assets for the two sets
of banks. The coefficients which result are shown in Table TA-11.

(8) E'stimates Before 1963

Before 1963 nothing is known explicitly about the employee benefit
accounts managed by banks. Existing personal trust estimates refer
only tc that category of account; thus, the series before and after
1963 are not really comparable, since it 1s impossible to separate out
estates completely from the latter numbers. There is also the problem
of converting June 30 data to a year-end basis. Evidence in recent
years suggests that most accounts are reviewed during the last quarter
of the year; therefore, giving the option of reporting assets at market
as of the last review date before June 30 would tend to produce esti-
mates of the market value of holdings as of the end of the preceding
year.

The ABA data also show “units of participation in common trust
funds” as a separate asset category, while the questionnaires of the
later period ask that the assets held by the common trust fund be dis-
tributed among the appropriate categories. Since the valuation date
for the common trust fund is somewhat more likely to have occurred
on June 30 than is the valuation date for the other accounts in the per-
sonal trust category, we first netted out common trust funds from the
ABA reports. éubsequently, the time series of end-of-year observa-
tions on common trust funds covering the bulk of this early period is
added to the end-of-year estimates of the other personal trust accounts.

The estimates for the period before 1963 were based in large measure
on the previous work of Goldsmith. His series on personal trusts other
than common trust funds was used through 1957; his procedures were
then used in interpolating between the ABA surveys, most of which
were not available to Goldsmith at the time his estimates were pre-
pared. In this procedure, one assumes that the ABA’s reported values
of assets other than corporate stock are an adequate measure of the
value of these assets on December 31 of the previous year. Holdings of
corporate stock were estimated by assuming that net purchases oc-
curred at a uniform rate over the period in question, and that the pat-
tern of the change in holdings not so accounted for followed the time
path of the Stanga,rd and Poor 500 stock price index.



266

Efforts to apply this method of allowing for price movements in
other assets proved less successful ; the results for common trust funds
did not recapitulate known net acquisitions for these funds. The diffi-
culties of using the existing bond price indices; the lack of detail on
the characteristics of the bond portfolios of these funds which made
it difficult to select among the price indices; and the poor results with
the common trust funds made 1t seem unwise to atempt to account for
any but the most obvious effects of security price movements, i.e., those
involved with common stock. The results of these manipulations are
shown in Table TA-12, panel A.

In order to make this series comparable with the estimates for later
years, three further steps were necessary. First, the series had to be
adjusted upward to include estates as well as trusts; this was accom-
plished by stepping up trust assets by a factor derived from IRS
statistics of fiduciary income. This factor is the reciprocal of the share
of income from trusts in total income paid by fiduciaries, adjusted for
differences in bank fiduciaries’ shares of the income from trusts and
from estates. Allowance was made for differences in portfolio compo-
sition between trusts and trusts and estates on the basis of the rela-
tionships prevailing in 1968, the year for which such data by type of
accmin]g existed. The results of this process are shown in Table TA-12,

anel B.

P The second step involved adding in the series on common trust
funds taken from the Federal Reserve Board’s surveys for all but the
first two years; these are from Goldsmith’s estimates. This series and
the results of the addition are shown in Table IA-12, panels C and D.
Finally, the large “other assets” category was allocated among time
deposits, real estate, and miscellaneous on the basis of the average con-
tribution of these three components to this sum in the years for which
the breakdown was available.

The final time series, covering the entire period 1951-1968, is given
in Table IA-14. The flows were taken to be equal to the first differ-
ences in this balance sheet for all assets except corporate stock. The
problems of measuring net purchases of stock will be discussed for
all the new sectors together in a later section of the Appendix.

3. Selected Nonprofit Institutions

This sector is constructed out of several disparate elements. The
estimates of income, fixed investment, and consumption expenditures
of nonprofit institutions are those appearing in the OBE’s national
income and product accounts. Appendix I1T’s estimates of the income,
outlay, and balance sheets of foundations, colleges, and universities
provided estimates of the financial assets of these institutions; these
were supplemented by the estimates of the financial assets of labor
unions in Appendix IV in order to yield the estimates of financial
asscts for the entire sector. Flow of funds accounts estimates of the
debt of nonprofit institutions were used on the liabilities side. Finally,
the estimate in Appendix IT was used for institutional land.

Thus, the estimates grouped under the label “selected nonprofit in-
stitutions” do not provide a reliable picture of the role of nonprofit
institutions in the economy, nor of the size of their assets. Presumably,
the estimates of tangible assets, of income, and of consumption cover
all nonprofit institutions. The estimates of financial assets cover only
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three institutional groups, however; religious organizations and hos-
pitals are obviously major exclusions. To assume that this collection-
of estimates constitutes a valid approximation of a nonprofit sector is
to assert that the holdings of the excluded institutions would make
relatively little contribution to the total financial assets of all non-
profit institutions.

It is therefore preferable to consider the aggregates listed under
“selected nonprofit institutions” as an attempt to collect known ele-
ments of assets, liabilities, and transactions which belong neither to
households proper nor to any other sector in the present scheme of
things, and which do pertain to nonprofit institutions.

The financial assets in the balance sheet were taken from the work
of Nelson and of Troy as reported in Appendices 11T and IV of this
report. In the case of foundations, estimates began only in 1953; for
colleges and universities, estimates were available only for 1953-1966.
Since the transactions estimates were based on first differences in the
balance sheets, a time series covering the years 1951-1968 was neces-
sary; and we extrapolated Nelson’s estimates after consultation with
him on the appropriate methodology. Troy’s time series on total assets
and total liabilities were used; the portfolio composition was taken
to be the same as that reported for the more limited aggregates; the
1962 breakdown was used for earlier years.

We have already suggested that the estimates of the transactions
in financial assets were derived from the change in balance sheet hold-
ings. This is true for all assets with the exception of corporate stock;
here an adjustment was made to allow for price movements, details
of which are given below in Section D2. No such adjustment was
made for the assets of labor unions, since the reported holdings are
valued at cost rather than at market.

4. Assets of Federal Life Insurance Companies, 1961-1968

The assets of fraternal life insurance companies in Table TA-15
are derived from accompanying Tables TA-16 and TA-17. Table TA-17
shows the percentages allocated to each asset in a given year by the 10
largest. fraternal life insurance companies.” Total assets for all fra-
ternal life insurance companies, shown in column 2 of Table IA-16,
come from the Life Insurance Fact Book. Table IA-16 also shows the
percentage which the assets of the 10 largest companies comprise of
total assets of all companies (column 3). In Table IA~15, the percent-
ages from Table IA-17 are applied to the total assets of all fraternal
insurance companies (Table IA-16, column 2) to arrive at the compre-
hensive breakdown of assets for all companies for the entire period.

The sector accounts for fraternal insurance presented in Appen-
dix I are based on these data. The composition of the bond account
was estimated for 1951 and 1952 in order to derive both flows and
balance sheets for 1952. Throughout the period covered, the “unallo-
cated bonds” were assumed to be an addition to “corporate and for-
cign bonds” held by the sector. Other assets were placed in the “unal-
located” category. By analogy with the flow of funds treatment of
private pension funds, their liability for policy reserves was taken
to be equal to the value of their assets.

2 The figures for these 10 largest companies come from survey reports and from Best’s
Life Insurance Report.

53-940 O - 71 - pt, 6 -
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With the exception of corporate stock, the flows are taken to be
.equal to the change in the holdings as shown on the balance sheet. For
stocks, an attempt was made to allow for the appreciation shown by
the Dow-Jones Industrial Index in defining net purchases.

5. Mortgage Bankers

These institutions are included in the finance company sector of the
flow of funds accounts; thus nothing else in the system is changed by
their inclusion or exclusion from explicit consideration. Such stock-
holdings as they may have are negligible. The data which are given in
Table IA-18, therefore, appear here only for the sake of completeness.

From 1951-1954, the estimates are those appearing in Saul B. Kla-
man, 7The Postwar Rise of Mortgage Companies, New York, NBER,
1959. The estimates for 1955-1968 are those of the Mortgage Bankers
Association; they appear in various issues of Mortgage Banking.

D. CORPORATE SECURITIES

1 .. Value of Corporate Bonds Outstanding

The present flow of funds series consists of Hickman’s estimate of
the part value of corporate bonds outstanding ** increased each year by
the SEC’s estimates of net change in corporate debt securities out-
standing.** Meiselman and Shapiro derived similar series for several
industrial groups of corporations, as well as for the aggregate of non-
financial corporations.? The latter differs from the flow of funds series
by amounts which vary from year to year. Since the Meiselman and
Shapiro series ends in 1958 and its divergence from the flow of funds
series seems to be the result of statistical revisions for the most part,
the flow of funds estimates must be used by default.

Unfortunately, the inclusion of the new institutional sectors for
purposes of this study adds reported institutional bond holdings for
some years in excess of the residually estimated flow of funds “house-
hold” bond holdings. Clearly the bond holdings of these new sectors
may be overstated. It is also the case, however, that the SEC net
change series has not been checked against a benchmark, since none
was available; and questions have been raised about the completeness
of the net change series for many years.

We, therefore, attempted to provide such a benchmark for 1966
and then to adjust the annual flows in such a way as to account for
the change in the par value of corporate bonds between the Hickman
study ang 1966. The new series is given in Table TA-19.

The resulting series is a par value series, as is the flow of funds series
which it replaces. It consists of the published series on the outstanding
debt of railroads and utilities, the flow of funds estimates of the out-
standing debt of financial institutions, and an estimate of industrial
bonds and notes consistent with the totals derived from summing in-
dividual company data for all relevant companies in Moody’s 1967
Industrial Manual. Each of these components is described below.

¢ an %.sgradgg;:k Hickman, The Volume of Corporate Bond Financing Since 1900, Prince-
on, 1953, p. ) .
2 SEC, E‘et Change in Corporate Securities Outstanding, Washington, D.C., 1966, and
Statistical Bulletin, various issues,

2 David Meiselman and Eli Shapiro, The Measurement of Corporate Sources and Uscs of
Funds, Technical Paper 18, New York, NBER, 1964.
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a. Regulated Industries

Data on long-term debt outstanding were taken from statistical re-
ports of regulatory agencies and trade associations. )

(1) Railroads: Data are those of the Interstate Commerce Commis-
sion, Statistics of Class I railroads, as reported in Moody’s 7'ranspor-
tation Manual 1969, pp. a49 and a50.The sum of “funded debt unma-
tured,” “equipment obligations,” and “long-term debt in default” was
adjusted upward to allow for switching and terminal companies and
other differences between Hickman’s estimates and the ICC series.

(2) Electric Utilities: Data were taken from the Federal Power
Commission’s Statistics of Privately Owned Electric Utilities in the
United States, various years. The series used was “bonds less bonds
reacquired” for class A and B electric utilities.

(8) Gas Utilities: Data were found in the American Gas Associa-
tion’s Historical Statistics of the Gas Industry, 1963, and Gas Facts,
various issues. The series used covers bonds and debentures of all
investor-owned firms in the gas utility and pipeline industries.

(4) Telephone & Telegraph: Data were obtained from the Federal
Communications Commission’s Statistics of Communzcations Common
Carriers, various years. Telephone bonds consist of “mortgage bonds,”
“debentures,” and “other funded debt” of annually reporting Bell
companies, annually reporting non-Bell companies, and “selected
large telephone carriers not subject to the reporting requirements of
the commission.” Telegraph bonds cover funded debt of both domestic
and overseas carriers.

b. Industrial Bonds and Notes

A 1966 benchmark was obtained by summing the long-term debt
exclusive of mortgages (bonds and notes including private placements)
for all domestic corporations listed in the 1967 edition of Moody’s
Industrial Manual, with some adjustment for the fact that end-of-year
data were not available for some companies. In addition, a similar
estimate was derived for nonrail transport, since such companies have
issued bonds and their debt was reportedly included in Hickman’s
benchmark for utilities in 1943. From this total was subtracted Hick-
man’s estimate for “industrial bonds” for 1947, augmented by the
difference between Hickman’s “utility” estimate and the sum of the
utilities estimates described above. The SEC series on net change in
industrial and nonrail transport debt outstanding was then stepped up
by a factor defined as the ratio of the benchmark difference to the sum
of cumulated net change from 1948 throngh 1966; and a series on out-
standings was derived using this revised investment series by the same
method used in the flow of funds estimate. No revision was made in
the net change series for 1967 and 1968.

¢. Finance
This series is taken directly from the flow of funds. It consists of
the bonds of banks and finance companies.
2. Carporate Stock

The value of outstanding domestic stock other than investment com-
pany shares shown in Table TA—20 is the series given in Appendix VI
of this Report with minor modifications occasioned by the substitution
of a more refined estimate of investment company shares elsewhere in
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the system. The estimates of foreign stock held by U.S. residents come
from the balance of payments statistics and are incorporated into the
flow of funds accounts.

The domestic total was redivided into the stock of nonfinancial
and all financial corporations on the basis of the data on the industrial
composition of outstanding stock appearing in Appendix VI. The
estimate of financial stock outstanding was interpolated and extrapo-
lated by the finance component of the NYSE stock price index. Net
issues are the sum of investment company net issues and the bank
issues from the flow of funds. The estimates for nonfinancial corpora-
tions were then derived residually.

The net issue series all come from the SEC series “net change in
corporate stock outstanding,” and these are shown in Table ITA-22. The
net purchases were taken from the flow of funds accounts, with the
exception of households, nonprofit institutions, and the newly created
financial institutions.

For all but households, the estimates of Table IA-22 were derived
from the holdings data of Table IA-21 and the indicated price index,
using the relationship

P
Az=(4z-1}ﬁ+Nz)pf

where A,=holdings at the end of year ¢
P,=price index at the end of year ¢
P,=mid-year price during year ¢, and
N,=net purchase during year ¢.

The resulting series are quite noisy; however, the attempt to use a
confidential SEC series on net purchases by all investment companies
produced an even more peculiar series for nonmutual funds when the
open-end purchases were netted out.

E. SECTOR BALANCE SHEETS

These balance sheets are the result of supplementing the flow of
funds accounts with the data discussed in Sections B through D of
this Appendix. The aggregate corporate stock and bond series were
replaced by those covered in Section D. The estimates of tangibles
from Section B were added to these modified flow of funds estimates
of financial assets and liabilities in order to produce the full balance
sheets of Tables IB-1 through IB-9.

The remaining differences between these estimates and the flow of
funds accounts come from two sources. One is the difference in sector-
ing which results from the exclusion of some nonhouseholds from
the household sector given here. The other is the differences in asset
categories which result from a higher degree of aggregation.

The entries for the NBER finance sector exceed the corresponding
flow of funds aggregates by an amount equal to the sum of the
holdings of personal trusts and estates, fraternal insurance companies,
and those investment companies not members of the Investment Com-
pany Institute. The holdings of the NBER’s household sector are less
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than the corresponding household holdings in the flow of funds
accounts by the amount of the holdings of these newly created finan-
cial institutions; in addition, the portfolios of nonprofit institutions
have been subtracted from the flow of funds household account as
well. Additional assets in the form of claims on life insurance and
personal trusts were given to the remaining household sector by anal-
ogy with the treatment of life insurance and pension fund claims in
the flow of funds accounts. Finally, since household holdings of cor-
porate bonds and stock are derived residually, the holdings reported
in Table IB-2 also reflect the difference between the series on corpo-
rate securities outstanding in the two systems.

The asset categories differ from the flow of funds categories in
several additional respects. Monetary reserves is the sum of flow of
funds categories gold, foreign exchange, and Treasury currency. Cur-
rency and demand deposits, time deposits, and short-term U.S. Gov-
ernment securities are equivalent in the two systems. Other short-
term claims consist of bank loans n.e.c., other loans, consumer credit,
security credit, trade credit, taxes payable, and interbank items.

The bonds entry in the present accounts covers all U.S. Govern-
ment and agency issues not included in the short-term claims, State
and local government securities, and corporate and foreign bonds,
the latter modified as described above. Mortgages covers all mortgages
in the flow of funds system; claims on life insurance, pension and
personal trusts consists of the flow of funds items life insurance re-
serves and pension fund reserves plus the total assets of fraternal
insurance and of bank administered personal trusts.

The estimate of corporate shares is the total discussed above in
Section D2. Equity in unincorporated business is equal to the sum of
the net worth of farm and nonfarm noncorporate business. Miscel-
laneous assets and liabilities are taken directly from the flow of funds
accounts; thus the category includes direct investment, other identi-
fiable claims, and various floats and unallocated items.

The totals shown here are those for all domestic sectors. In addi-
tion to the discrepancy for any instrument between total assets and
total liabilities introduced by removing the rest of the world sector
from the flow of funds accounts, there are some discrepancies in the
system as well. Bank and holder records differ on currency and demand
deposits; the trade credit and miscellaneous accounts both show dis-
crepancies in the flow of funds. These have been preserved in the bal-
ance sheet tables appearing below.
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Table IA-1

LAND ESTIMATES NOT APPEARING IN APPENDIX II

($ millions)

Land

Consumer Financial Nonfinancial
durables Farms ingtitutions hd corporate
1952 90,253 67,254 564 21,190
1953 95,603 65,227 659 25,395
1954 99,050 67,562 969 26,564
1955 107,890 70,616 1,044 32,173
1956 117,298 76,084 1,268 37,115
1957 126,533 80,582 1,632 42,123
1958 129,143 87,856 1,710 46,810
1959 136,447 92,540 1,863 53,054
1960 140,845 92,880 2,250 55,883
1961 143,292 98,684 2,681 61,313
1962 150,257 103, 940 3,188 66,448
1963 158,569 111,313 3,787 72,332
1964 169,771 119,168 4,412 78,252
1965 183,205 129,002 5,087 83,591
1966 196,879 136,483 6,287 90,190
1967 211,475 144,758 6,727 96,536
1968 233,817 152,599 7,171 102,878
Source: see text,



Table IA-2(a)

REPLACEMENT COST STOCK OF -RESIDENTIAL STRUCTURES

($ millions)

1952 1953 1956 1955 1956 1957 1958 1959
All sector total 289,514 301,341 317,300 346,681 373,932 391,757 412,021 439,165
Total public 7,562 8,193 8,586 8,852 9,111 9,506 10,345 11,343
-Federal Government 3,530 3,69% 3,789 3,715 3,657 3,737 4,075 4,580
State & local government 4,032 4,499 4,757 5,137 5,454 5,769 6,270 6,763
Total private 281,952 293,148 308,714 337,821 364,821 382,251 401,676 427,822
Households 237,260 247,40? 261,634 288,085 312,253 327,707 344,411 366,483
Farm 18,433 19,076 19,581 20,614 21,833 22,500 23,179 24,100
Nonfarm noncorporate 14,807 14,964 15,348 16,184 17,001 17,649 18,655 20,217
Corporate nonfinancial 11,449 11,702 12,147 12,941 13,727 14,413 15,447 17,019

€L%

Source: see text.



All sector total

Total public

Federal Government
State & local Government
Total private

Hougeholds

Farm

Nonfarm noncorporate

Corporate nonfinancial

1960
457,723
11,93
4,828
7,115
445,780
381,204
24,640
21,684

18,279

Table IA-2(b)

REPIACEMENT COST STOCK OF RESIDENTIAL STRUCTURES
($ millions)

476,723
12,662
5,059
7,603
464,061
395,480
24,943
23,837

19,795

502,157
13,580
5,242
8,338
488,577
413,697
25,549
27,387

21,939

1963
532,29
14,106
5,353

8,753

518,190 -

435,499
26,311
32,028

24,345

1964
561,620
14,832
5,531
9,301
546,788
455,888
26,911
27,357

26,623

1965
590,704
15,624
5,698
9,926
575,080
475,936
28,108
42,762

28,493

1966
627,501
16,689
5,914
10,775
610,812
502,130
29,886
48,441

30,575

1967
673,240
18,274
6,303
11,971
654,966
536,305
31,609
54,344

32,933

1968
715,569
19,368
6,518
12,850
696,261
567,055
32,860
60,987

35,527
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All sector total

Total public

Federal Government

State & local government
Total private
Institutional

Farm

Nonfarm noncorporate
Corporate financial

Corporate nonfinancial

Table IA-3(a)

REPLACEMENT COST STOCK OF NONRESIDENTIAL STRUCTURES
($ millions)

1952
286,743
145,207
44,579
100,628
141,536
15,035
10,848
8,426
2,496

104,731

1953
299,952
153,029
47,872
105,157
146,923
15,844
10,735
8,934
2,695

108,715

1954
314,471
161,766

50,716
111,050
152,705

16,869

11,029

9,487

2,991

112,329

1955
342,234
176,522
53,614
122,903
165,712
18,709
11,704
10,764
3,414

121,121

1956
378,428
195,185

56,925
138,260
183,243

21,025

12,505

12,598

3,890

133,225

1957
405,220
209,735

59,483
150,252
195,485

22,781

12,852

13,745

4,347

141,760

1958
425,242
222,559

61,683
160,876
202,683

24,155

13,358,

14,352

4,750

146,068

1959
445,774
235,995

63,983
172,012
209,779

25,530

13,529

15,659

5,236

149,825

Source: see text.
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All sector total

Total public

Federal Government

State & local government
Total private
Institutional

Farm

Nonfarm noncorporate
Corporate financial

Corporate nonfinancial

Table IA-3(b)

REPLACEMENT COST STOCK OF NONRESIDENTIAL STRUCTURES

1960
466,709
249,245

65,831
183,414
217,464
27,158
14,232
16,162
5,577

154,335

1961
493,634
266,539
68,395
198,144
227,095
29,370
14,329
17,508
6,069

159,819

1962
525,140
286,877

71,791
215,086
238,263

32,019

14,345

19,486

6,544

165,869

($ millions)

1963
557,603
308,833

75,401
233,432
248,770

34,762

14,497

21,386

7,298

170,847

1964
594,320
332,764

79,308
253,456
261,556

37,785

14,863

23,628

8,067

177,213

1965
642,981
361,839

82,69
279,145
281,142

41,498

15,422

27,040

8,913

188,269

1966
701,880
395,752
87,329
308,423
306,128
45,833
16,087
30,926
9,961

203,321

1967
762,306
431,548

93,438
338,110
330,758

50,297

16,706

34,846

11,128

217,781

1968
821,453
459,832
96,898
362,934
361,621
55,761
17,178
39,438
12,330

236,934

9.2



All sector total

Total public

Federal Government

State & local government
Total private
Institutional

Farm

Nonfarm noncorporate
Corporate financial

Corporate nonfinancial

Table IA-4(a)
REPLACEMENT COST STOCK OF PRODUCER DURABLES

($ millions)
1952 1953 1954 1955 1956
138,507 147,919 155,595 170,044 189,057
12,404 14,557 15,974 17,627 20,170
5,755 7,249 7,814 8,300 9,387
6,649 7,308 8,160 9,327 10,783
126,103 133,362 139,621 152,417 168,887
1,708 1,778 1,854 2,023 2,261
18,430 19,484 20,065 20,996 21,781
25,934 27,032 28,139 30,722 34,240
2,043 2,269 2,592 3,044 3,575

77,988 82,799 86,971 95,632 107,030
2

1957
204,492
22,187
10,038
12,149
182,305
2,39
22,583
36,290
4,099

116,937

1958
212,077
23,896
10,571
13,325
188,181
2,474
23,623
37,426
4,551

120,107

1959
220,232
25,414
11,047
14,367
194,818
2,532
24,215
38,272
4,995

124,804

Source: see text.
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All sector total

Total public

Federal Govermnment

State & local government
Total private
Institutional

Farm

Nonfarm noncorporate
Corporate financial

Corporate nonfinancial

1960
227,447
27,051
11,667
15,384
200,396
2,556
24,052
38,667
5,271

129,850

Table IA-4(b)

REPLACEMENT COST STOCK of PRODUCER DURABLES
($ millions)

1961
232,566
29,231
12,814
16,417
203,335
2,549
24,139
38,541
5,623

132,483

1962
240,189
30,936
13,481
17,457
209,251
2,534
24,419
38,316
5,938

138,044

1963
249,735
32,636
13,764
18,872
217,099
2,531
25,263
38,264
6,353

144,688

1964
264,133
34,213
13,783
20,430
229,920
2,577
25,983
38,950
6,738

155,672

1965
285,134
36,674
14,372
22,302
248,460
2,671
27,402
40,495
7,178

170,714

1966
314,277
39,710
14,866
24,844
274,567
2,849
29,412
43,301
7,766

191,239

1967
345,085
43,514
15,455
28,059
301,571
3,065
31,695
46,536
8,365

211,910

1968
376,982
47,329
15,796
31,533
329,653
3,278
34,069
50,024
8,974

233,308

8L



1952
1953
1954 »
1955
1956
1957
1958
1959

1960
1961
1962
1963
1964
1965
1966
1967
1968

All sector
total

110,867
114,042
114,645
123,258
130,036
135,045
140,662
142,852

146,954
148,983
155,833
160,719
165,247
178,575
194,397
200,690
216,173

Federal

Government

7,475
12,945
15,495
17,291
15,144
15,002
17,661
17,912

18,637
17,561
18,208
17,734
16,903
15,945
12,927
12,925
14,029

Table IA-5

INVENTORIES
($ millions)

Total
private Farm
103,392 23,174
101,097 18,647

99,150 18,462
105,967 17,859
114,892 18,514
120,043 21,193
123,021 26,199
124,940 22,748
128,317 22,962
131,422 24,305
137,625 25,487
142,985 24,888
148,344 23,159
162,630 26,667
181,470 28,373
187,765 26,476
202,144 29,451

Nonfarm
Noncorporate

14,116
14,539
14,386
15,143
15,836
16,259
16,513
17,272

17,596
17,785
18,372
18,407
19,061
20,178
21,155
21,786
23,403

Corperate

66,102
67,911
66,302
72,965
80,542
$2,591
80,309
84,920

87,759
89,332
93,766
99,690
106,124
115,785
131, 942
139,503
149,290

Source: see text.
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EXTENSION OF GOLDSMITH WEALTH ESTIMATES:

Table I1A-6{a)

PRIVATE SECTOR

(Millions of 1958 Dollars)

1952 1953 1954 1955 1956 1957 1958 1959 1960

1) Total residential structures 308,340 321,626 336,794 354,960 369,891 382,557 395,547 412,139 425,597

2) 1-4 family nonfarm 259,585 271,722 285,627 302,770 316,687 328,036 339,155 353,067 363,918

,3) Multi-family nonfarm 28,730 29,292 30,021 30,615 31,172 32,077 33,566 35,876 38,156
4) Noncorporate 16,201 16,436 16,756 17,009 17,243 17,667 18,371, 19,471 20,701

5) Corporate 12,527 12,853 13,261 13,601 13,922 14,428 15,212 16,396 17,451

6) TFarm residential structures 20,025 20,612 21,146 21,575 22,032 22,444 22,826 23,196 23,523

7) Total nonresidential struc. 156,438 162,155 168,052 175,003 183,763 192,164 198,863 205,248 212,813

8) Institutions 16,971 17,844 18,962 20,111 21,347 22,692 24,180 25,660 27,324

9) Noncorporate (nonfarm) 13,424 13,379 13,655 14,611 15,789 16,269 16,749 17,428 18,318

10) Corporate 114,825 119,346 123,518 128,102 134,147 140,472 144,971 149,010 153,864
11) Farm 11,218 11,586 11,917 12,179 12,480 12,731 12,963 13,150 13,307
12) Total producers’' durable 147,259 154,214 159,149 166,433 173,784 180,449 182,424 186,766 192,123
13) Institutions 1,914 2,005 2,069 2,164 2,259 2,346 2,372 2,428 2,498
14) Noncorporate (nonfarm) 36,347 37,067 37,203 37,854 38,757 39,072 39,326 39,597 39,869
15) Corporate 87,766 92,837 97,081 103,188 109,658 116,029 117,481 121,398 126,801
16) Farm 21,232 22,305 22,796 23,227 23,110 23,002 23,245 23,343 22,955
17) Total consumer durables 94,605 101,382 106,620 117,399 123,602 128,590 129,143 134,563 139,589
18) Total inventories 117,453 114,315 110,162 116,862 122,245 125,107 127,495 128,912 124,358
19) Noncorporate 15,500 15,900 15,700 16,300 16,500 16,700 16,600 17,300 17,600
20}  Corporate 77,300 78,300 76,000 81,400 86,500 87,000 84,800 89,000 91,900
21) Farm 24,653 20,115 18,462 19,162 19,245 21,407 26,095 22,612 14,858

Source: see text.
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Table IA-6(b)

EXTENSION OF GOLDSMITH WEALTH ESTIMATES:
(Millions of 1958 Dollars)

PRIVATE SECTOR

1961 1962 1963 1964 1965 1966 1967 1968
1) Total residential structures 438,489 453,265 468,744 483,281 496,970 508,119 517,980 530,566
2)  1-4 family nonfarm 373,647 383,408 393,405 402,195 410,821 417,572 423,957 431,878
3) Multi-family nonfarm 41,207 45,720 50,931 56,453 61,318 65,527 68,816 73,333
4) Noncorporate 22,509 25,382 28,933 32,958 36,912 40,284 42,960 46,449
5) Corporate 18,693 20,333 21,992 23,488 24,595 25,427 26,034 27,058
6) Farm residential structures 23,835 24,137 24,408 24,633 24,831 25,020 25,207 25,355
7) Total nonresidential struc. 220,265 227,896 235,221 243,547 255,046 267,937 278,862 289,565
8) Institutions 29,109 31,098 32,902 34,923 37,220 39,554 41,639 43,584
9)  Noncorporate (nonfarm) 19,558 20,959 22,786 24,795 27,166 29,779 31,832 33,769
10) Corporate 158,150 162,262 165,831 169,996 176,747 184,609 191,299 198,062
11) Farm 13,448 13,577 13,702 13,833 13,913 13,995 14,092 14,150
12) Total producers' durable 195,203 201,142 208,355 218,978 233,243 251,448 268,309 284,956
13)  Institutions 2,538 2,414 2,500 2,409 2,566 2,514 2,683 2,850
14)  Noncorporate (nonfarm) 39,649 39,538 39,369 39,758 40,244 41,836 43,637 45,672
15)  Corporate 130,200 136,374 143,140 153,066 165,834 181,294 195,061 208,588
16) Farm 22,816 22,816 23,346 23,745 24,619 25,804 26,928 27,846
17) Total consumer durables 142,437 149,064 157,937 169,095 183,941 199,270 210,632 227,007
18) Total inventories 135,532 141,835 146,212 151,044 162,117 176,892 176,054 190,99
19)  Noncorporate 17,800 18,400 18,300 18,900 19,600 20,000 20,200 20,700
20)  Corporate 93,500 98,100 103,200 109,100 116,500 130,100 130,900 143,200
21)  Farm 24,232 25,335 24,812 23,044 26,017 26,792 24,954 27,09
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Table IA-7(a)

PUBLIC SECTOR WEALTH ESTIMATES
(Millions of 1958 Dollars)

1952 1953 1954 1955 1956 1957 1958 1959 1960

Federal Civilian Structures 58,220 60,567 62,328 62,920 63,285 63,903 64,769 65,824 66,796
Residential 3,918 3,862 3,789 3,715 3,657 3,737 4,015 4,402 4,585
Nonresidential 54,302 56,705 58,539 59,205 59,628 60,166 60,754 61,422 62,211
Buildings 30,388 32,011 33,261 33,497 33,441 33,373 33,306 33,278 33,314
Highways 1,090 1,119 1,153 1,193 1,230 1,284 1,352 1,403 1,498
Conservation & Development 21,810 22,574 23,134 23,533 23,981 24,539 25,124 25,747 26,363
Other 1,014 1,001 991 - 982 976 970 972 994 1,036
Federal Equipment (Civilian) 6,938 8,656 9,194 9,321 9,902 10,160 10,467 10,820 11,422
Federal Inventories 7,952 13,964 16,679 18,553 15,742 15,154 17,571 17,805 18,507
State and Local Structures 119,495 125,304 132,396 140,103 147,947 156,595 166,786 177,671 187,721
Residential 4,468 4,959 5,220 5,394 5,564 5,802 6,169 6,498 6,771
Nonresidential 115,027 120,345 127,176 134,709 142,383 150,793 _ 160,617 171,173 180,950
Buildings 37,993 40,266 42,978 46,015 48,916 52,071 55,292 58,203 61,091
Highways 47,714 49,738 52,752 56,023 59,266 62,991 68,039 73,990 79,169
Sewer & Water Systems 17,940 18,786 19,685 20,637 21,725 22,811 23,872 24,935 25,958
Conservation & Development 1,733 1,787 1,846 1,939 2,078 2,211 2,316 2,428 2,553
Public Service Enterprises 6,527 6,618 6,717 6,865 7,138 7,409 7,734 8,147 8,622
Other 3,120 3,150 3,198 3,230 3,260 3,300 3,364 3,470 3,557
State and Local Equipment 8,016 8,726 9,601 10,474 11,375 12,297 13,194 , 14,072 15,061

Source: see text.
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Table IA-7(b)

‘PUBLIC SECTOR WEALTH ESTIMATES

(Millions of 1958 Dollars)

1961 1962 1963 1964 1965 1966 1967 1968

Federal Civilian Structures 67,973 69,193 70,418 71,743 ° 73,131 74,388 75,213 75,815
Residential 4,764 4,854 4,810 4,804 4,831 4,801 4,725 4,673
Nonresidential 63,209 64,339 65,608 66,939 68,300 69,587 70,488 71,142
Buildings 33,407 33,554 33,853 34,279 36,693 34,440 34,172 33,947
Highways 1,587 1,694 1,822 1,930 2,023 2,129 2,219 2,311
Conservation & Development 27,145 27,958 28,757 29,535 30,375 31,278 32,043 32,643
Other 1,070 1,133 1,176 1,195 1,209 1,740 2,054 2,241
Federal Equipment (Civilian) 12,539 13,185 13,403 13,311 13,682 13,810 13,981 14,104
Federal Inventories 17,508 18,099 17,681 16,819 15,556 12,207 12,182 12,906
State and Local Structures 198,475 209,284 221,208 233,791 246,610 259,874 270,606 281,782
Residential 7,153 7,689 7,890 8,138 8,363 8,659 9,015 9,326
Nonresidential 191,323 201,595 213,318 225,653 238,247 251,215 261,591 272,456
Buildings 64,113 66,914 70,156 73,598 77,362 81,657 86,198 90,628
Highways 84,674 90,315 96,731 103,203 109,348 115,505 118,713 122,088
Sewer & Water Systems 27,045 28,209 29,444 30,927 32,519 34,007 35,563 37,439
Conservation & Development 2,689 2,856 3,125 3,382 3,748 4,103 4,506 4,868
Public Service Enterprises 9,043 9,364 9,782 10,288 10,825 11,323 11,807 12,402
Other 3,759 3,937 4,080 4,255 4,445 4,620 4,804 5,031
State and Local Equipment 16,064 17,073 18,376 19,730 21,230 23,079 25,382 28,155

€8¢



1952
1953
1954
1955
1956
1957
1958
1959

1960
1961
1962
1963
. 1964
1965
1966
1967
1968

Table IA-8

ALL OPEN-END INVESTMENT COMPANIES

($.millions)

u.s.
Total Government Corporate & Corporate
assets Cash securities foreign bonds shares
3,990 135 . 132 347 3,376
4,290 161 133 352 3,644
6,251 159 158 449 5,485
7,989 121 260 482 7,061
9,170 140 280 676 7,995
8,831 135 281 : 790 7,510
13,399 204 406 946 11,812
16,479 251 579 1,136 14,447
17,804 271 647 1,304 15,482
24,054 365 723 1,668 21,297
22,706 346 787 1,726 19,576
27,022 412 780 1,916 23,670
29,584 483 835 2,341 25,797
37,959 578 874 2,754 33,262
37,460 570 1,545 3,136 31,130
49,034 748 924 3,251 43,051
57,725 880 1,254 3,736 50,494

Commercial
paper

65
79
115
31
66

100

271
264
128
491

1,079

1,060

1,361

Source: see text,
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Cash

U.S. Government securities

State & local government
securities

Corporate and foreign bonds

Corporate shares

Commercial paper

Mortgages

Miscellaneous assets

Total assets

Total liabilities

Bonds

Short~term loans
Miscellaneous liabilities

Net worth

Table IA-9(a)

ALL OTHER INVESTMENT COMPANIES
($ millions)

1952

20
128

85
3,165

363
32
3,793

49
15

7
27

3,744

1953

15
127

95
3,251
376
36
3,900

58
15

7
36

3,842

1954

16
123

161
4,725
372
35
5,432

68
15

7
46

5,364

6,417

222
5,237

348
6,062

110
23

80

5,952

366
5,925

263
56
6,757

161
17

138
6,596

1960

46

216 .

479
5,866

247
95
6,949

. 149
* 19

123

6,800

Source: see text.
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Table IA-9(b)

ALL OTHER INVESTMENT COMPANIES
($ millionsg)

1961 1962 1963 1964 1965 1966 1967 1968
Cash 73 108 24 74 44 72 97 150
U.S. Government securities 170 168 264 229 153 252 353 569
.State & local government i
securities 20 55 82 137 238 292 329 362
Corporate and foreign bonds 452 492 513 544 338 443 605 540
Corporate shares 6,640 6,469 7,601 7,757 6,941 6,499 8,675 9,422
Commercial paper - 27 3 44 38 7 6 8
Mortgages 242 239 268 289 301 317 330 312
Miscellaneous assets 115 139 146 154 164 160 187 207
Total assets 7,712 7,697 8,901 9,228 8,217 8,042 10,582 11,570
Total liabilitfes 195 218 237 255 272 - 296 306 311.
Bonds 23 16 21 25 4 25 24 20
Short-term loans 6 7 7 8 20 21 21 - 21
Miscellaneous liabilities 166 195 209 222 248 250 261 270

Net worth 7,517 7,479 8,664 8,973 7,95 7,746 10,276 11,259
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II.

IIL.

Iv.

PORTFOLIO COMPOSITION:

Asset Category

Bonds and notes

A. U.S. Government &
agency issues

B. State & local government
issues

C. Other bonds and notes

Corporate stock
A. Common

B. Preferred

Real estate & mortgages
A. Mortgages
B. Real estate

Cash and deposits
A. Time & savings deposits

1. Savings & loan
shares

2. Time deposits
a. Own bank
b. Other banks
B. Cash and demand deposits

Miscellaneous assets
Total (per cent)

Total assets ($106)

287

Table IA-10,

(In per cent)
Personal Trusts and Estates

NATIONAL BANKS

1963 1964 1965 1966 1967 1968
28.02 26.01 24.75 23.97 22.76 22.12
9.29 8.63 8.31 8.40 7.68 6.59
10.54 10.34 9.66 9.77 8.77 9.43
8.19 7.04 6.78 5.80 6.31 6.10
59.92 62.46 63.64 63.47 64.89 65.97
58.12 60.59 62.05 61.91 63.40 64.11
1.80 1.87 1.59 1.56 1.49 1.86
6.72 5.91 6.40 7.80 1.40 1.04
2.01 1.33 1.75 2.14 2.17 2.13
4.71 4.58 4.65 5.66 5.23 4.91
3.74 3.80 3.38 3.36 3.42 3.26
2.01 2.31 2.25 2.09 2.11 1.90
.37 .38 .40 .36 .33 .30
1.64 1.93 1.85 1.73 1.78 1.60
1.16 1.43 1.34 1.07 1.27 1.20
.48 .50 .51 .66 .51 .40
1.73 1.49 1.13 1.27 1.31 1.36
1.72 1.73 1.64 1.43 1.49 1.59
100.00 100.00 100.00 100.00 100.00 100.00
47,932 54,443 60,952 54,272 62,217 71,987

Source: see text.



II.

III.

Iv.

Iv.
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Table IA-11

PORTFOLIO COMPOSITION: ALL INSURED BANKS
(In per cent)
Personal Trusts ‘and Estates

Asset Category'

Bonds and notes

A. U.S. Government &
agency issues

B. State and local govern-
ment issues

C. Other bonds and notes

Corporate stock
A. Common

B. Preferred

Real estate & mortgages
A. Mortgages
B. Real estate

Cash and deposits
A. Time and savings deposits
1. Savings & loan shares
2. Time deposits
a. Own bank
b. Other banks
B. Cash & demand deposits

Miscellaneous assets
Total (per cent)

Total assets ($106)

1963 1964 1965 1966 1967 1968
23.00 22.31 21.99 23.30 22.15 21.64
7.84 7.42 7.21 7.23 6.62 5.72
10.82 10.52 9.69 10.08 9.03 9.67
4,34 4.37 5.09 5.99 6.50 6.25
68.07 68.76 69.17 67.28 68.58 69.30
65.84 66.91 67.44 65.65 67.02 67.37
2.23 1.85 1.73 1.63 1.56 1.93
&.47 4.38 4.66 5.52 5.32 5.11
1.01 .9% 1.21 1.50 1.54 1.53
3.46 3.44 3.45 4.02 3.78 3.58
3.24 3.30 2.96 2.89 2.90 2.80
1.77 2.02 1.97 1.85 1.83 1.67
46 .46 .48 W43 .39 .35
1.31 1.56 1.49 1.42 1.44 1.31
.88 1.11 1.05 .82 .98 .9
43 45 46 .60 46 .37
1.47 1.28 .99 1.04 1.07 1.13
1.20 1.2 1.20 1.01 1.06 1.15
' 100.00 100.00 100.00 100.00 100.00  100.00
101,200 105,443 114,952 113,000 126,223 138,368

Source: see text.



$10°
Total* Common Preferred State & Corporate U.S. Govt.
assets stock stock local bonds gecurities
A. Personal Trusts other than Common Trust Funds
1951 34,590 16,420 1,500 4,600 1,800 7,000
1952 34,880 17,850 1,470 5,260 1,390 5,590
1953 34,290 17,290 1,390 5,400 2,150 4,770
1954 42,080 23,740 1,680 6,100 2,650 4,680
1955 48,000 28,510 1,610 6,620 2,580 4,860
1956 48,860 30,650 1,450 7,210 2,460 3,690
1957 44,103 27,210 1,291 7,791 2,335 2,513
1958 53,355 36,017 1,274 7,787 2,589 2,552
1959 59,351 40,018 1,235 9,098 2,604 2,794
1960 60,723 40,873 1,244 9,182 2,717 2,932
1961 72,592 52,059 1,296 10,064 2,880 2,256
1962 72,975 49,499 1,316 11,644 3,033 2,773
B. Personal Trusts and Estates other than Common Trust Funds
1951 38,326 17,020 1,556 4,762 1,808 8,992
1952 38,647 18,686 1,541 5,500 1,410 7,252
1953 37,822 18,123 1,459 5,654 2,184 6,196
1954 46,246 25,059 1,775 6,431 2,711 6,123
1955 53,136 30,359 1,717 7,041 2,663 6,414
1956 54,528 33,156 1,571 7,791 2,579 4,948
1957 49,660 29,833 1,417 8,533 2,482 3,415
1958 60,665 40,034 1,418 8,646 2,788 3,516
1959 67,541 44,491 1,375 10,104 2,806 3,849
1960 69,103 45,420 1,384 10,192 2,926 4,038
1961 81,956 57,697 1,438 11,142 3,093 3,099
1962 81,659 54,167 1,442 12,727 3,217 3,761

PERSONAL TRUSTS AND ESTATES:

Table IA-12(a)

BALANCE SHEETS

Mort-
gages

690
710
810
930
280
830
671
738
772
831
886
942

794
793
906
1,048
1,114
958
786
876
916
985
1,048
1,100

640
690
580
410
970
680
385
475
496
530
536
552

828
899
757
539
1,286
916
526
657
687
734
739
752

Other*

assets

1,90
1,920
1,900
1,890
1,870
1,890
1,907
1,923
2,334
2,414
2,615
3,216

2,566
2,566
2,543
2,560
2,542
2,610
2,669
2,729
3,313
3,425
3,700
4,493

* 1Includes real estate.

Source:

see text.
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. $106
Total* Common Preferred State & Corporate U.S. Govt.
assets stock stock local bonds securities
C. Common Trust Funds
1951 820 310 110 *% 90 290
1952 1,040 410 130 10 130 340
1953 1,290 546 160 10 220 331
1954 1,596 748 190 26 289 318
1955 1,869 911 214 31 358 322
1956 1,974 985 209 39 - 417 278
1957 1,965 936 205 44 526 211
1958 2,434 1,292 221 47 647 174
1959 2,668 1,437 211 42 710 210
1960 2,812 1,454 215 45 810 220
1961 3,551 1,986 232 84 955 219
1962 3,576 1,753 239 152 1,090 258
D. All Personal Trusts and Estates
1951 39,146 17,330 1,666 4,762 1,898 9,282
1952 39,687 19,096 1,671 5,510 1,540 7,592
1953 39,112 18,663 1,6194 5,664 2,404 6,526
1954 47,841 25,807 1,965 6,457 3,000 6,441
1955 55,005 31,270 1,931 7,072 3,021 6,736
1956 56,502 34,141 1,780 7,830 2,996 5,226
1957 51,625 30,769 1,622 8,577 3,008 3,626
1958 63,099 41,326 1,639 8,693 3,435 3,690
1959 70,209 45,928 1,586 10,146 3,516 4,059
1960 71,915 46,874 1,599 10,237 3,736 4,258
1961 85,507 59,684 1,670 11,226 4,048 3,318
1962 85,235 55,920 1,681 12,879 4,307 4,019

PERSONAL TRUSTS AND ESTATES:

Tab

le 12-12(b)

BALANCE SHEETS

Mort-
gages

10
10
10
14
20
27
30
33
38
46
52
59

804
803
916
1,062
1,134
985
816
909
954
1,031
1,100
1,159

Cash

10
10
10
10
11
17
14
19
18
22
22
24

838
909
767
549
1,287
933
540
676
705
756
761
776

Other¥*

assets

* Includes real estate.

%% < .5 million.
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Table IA-13(a)

ASSET COMPOSITION OF ALL COMMON ‘TRUST FUNDS--END OF YEAR
(In per cent)

1954 1955 1956 1957 1958 1959 1960
Total Assets 1,595.7 1,868.7 1,974.4 1,965.5 2,434.4 2,666.7 2,812.6
Cash .7 .6 .9 .7 .8 .7 .8
U.S. Government securities 19.9 17.2 14.1 10.8 7.1 7.9 7.9
Marketable: € 1 year .2 .3 <3 .7 .5 .8 .7
Marketable: > 1 year 7.7 7.2 5.8 4.9 4.3 5.9 6.6
Other nonmarketable 12.0 9.8 8.0 5.2 2.4 1.1 .5
State & local govt. sec. 1.6 1.7 2.0 2.2 1.9 1.6 1.6
Corporate & foreign bonds 18.1 19.2 21.1 26.7 26.5 26.6 28.8
Domestic corporate 17.1 18.1 19.8 24.7 24.5 23.4 25.0
Other 1.0 1.1 1.3 2.0 2.0 3.2 3.8
Private placements n.a. n.a. n.a. n.a. n.a. n.a.’ n.a.
Mortgages .9 1.1 1.4 1.5 1.4 1.4 1.6
Preferred stock 11.9 11.5 10.6 10.4 9.1 7.9 7.6
Common stock 46.9 48.7 49.9 47.7 53.1 53.9 51.7
Bank & finance © 5.4 5.0 4.6 4.5 5.2 5.2 5.1
Utility 9.9 10.1, 10.2 10.6 11.8 11.4 12.6
Other” 31.6 33.6 35.1 32.6 36.1 37.3 34.0

* * * * * * *

Savings accounts
Other assets

162

N.A.: ©Not available.
* 1 £ .05%
Scurces: see page €.



Table IA-13(b)

ASSET COMPOSITION OF ALL CO'MMON TRUST FUNDS--END OF YEAR
(In per cent)

1961 1962 1963 1964 1965 1966 1967 1968
Total Assets 3,550.9 3,577.7 4,539.8 5,819.7 7,529.1 7,612.0 8,347.5 9,553.5
Cash .6 .7 .8 .7 1.0 .9 1.0 1.3
U.S. Government securities 6.2 7.2 11.0 10.9 9.2 8.9 6.2 5.2
Marketable: € 1 year .6 .8 1.6 1.1 1.0 1.1 .8 1.3
Marketable: '» 1 year 5.3 6.2 ____ o
Other nonmarketable .3 .2 9.4 9.8 8.2 7.8 3.4 3.9
State & local govt. securities 2.4 4,2 7.6 12.1 14.9 17.8 17.7 16.3
Corporate & foreign bonds 26.9 30.5 24.1 23.1 25.0 26.3 25.6 23.9
Domestic corporate 23.0 26.0 ____ 2.1 23.1 21.4 21.5 21.7 20.5
Other 3.9 4.5 ’ ’ : : o -
Private placements n.a. n.a. n.a. n.a. 3.6 4.8 3.9 3.4
Mortgages 1.5 1.6 2.0 2.3 2.4 2.7 2.6 2.4
Preferred stock 6.5 6.7 4.9 3.7 2.9 2.3 2.2 2.6
Common stock 56.0 49.0 49.4 47.0 44.2 40.5 44.3 47.7
Bank & finance 6.6 5.6 5.0 4.2 3.6 3.5 3.3 4.0
Utility 13.7 12.7 11.6 10.6 8.9 8.2 7.0 7.2
Other 35.7 30.7 32.8 32.2 31.6 28.8 33.9 36.5
Savings accounts * . 2 A .5 4 .6

Other assets

N.A.: Not available.
* : < .05%
Sources: see page €.
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Table IA-13(c)

Sources: 1954, Federal Reserve
1955-56, Federal Reserve

1957, Federal Reserve

1958, Federal Reserve

1959, Federal Reserve

1960, Federal Reserve

1961, Federal Reserve

1962, Federal Reserve

1963, 1964, Silverberg, National Bank Review, March

1965, page 365.

1965, Hanzaryk, National Bank Review, June 1967, page
1966-68, Hanzaryk, Unpublished manuscript.

Bulletin, August 1956, page 801.
Bulletin, June 1957, page 623.
Bulletin, May 1958, page 536.
Bulletin, May 1959, page 478.
Bulletin, May 1960, page 480.
Bulletin, May 1961, page 527.
Bulletin, May 1962, page 530.
Bulletin, June 1963, page 776.

442,
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Total assets
Cash
U.S. Government securities
State & local government
Corporate bonds
Mortgages
Preferred stock
Common stock
Total, other assets

Real estate

Time deposits

Miscellaneous

Table IA-14(a)

ASSETS OF PERSONAL TRUSTS AND ESTATES ($106)

1951 1952 1953 1954 1955
39,146 39,687 39,112 47,842 55,005
838 909 767 549 1,297
9,282 7,592 6,526 6,441 6,736
4,762 5,510 5,664 6,457 7,072
1,898 1,540 2,404 3,000 3,021
804 803 916 1,062 1,134
1,666 1,671 1,619 1,965 1,931
17,330 19,096 18,663 25,807 31,270
2,566 2,566 2,543 2,560 2,543
1,403 1,403 1,3% 1,399 1,390
720 720 713 718 713

443 443 440 443 440

5,226
7,830
2,996

985
1,780

34,141
2,611
1,428

732

451

3,626
8,577
3,008
816
1,622
30,769
2,669
1,459
749
461

1,639
41,326
2,730
1,492
766

472

1,586
45,928
3,313
1,811
929

573

Source: see text.
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Total assets
Cash
U.S. Government securities
State & local government
Corpotate~bonds
Mortgages
Preferred stock
Common stock
Total, other assets

Real estate

Time deposits

Miscellaneous

ASSETS OF PERSONAL TRUSTS AND ESTATES ($106)

Table TA-14(b)

1962

1963

85,235 101,200

776
4,019
12,879
4,307
1,159
1,681
55,920
4,696
2,458
1,261

777

1,491
7,930
10,953
4,390
1,027
2,258
66,626
6,524
3,506
1,802

1,216

1964
105,443
1,347
7,829
11,092
4,610
995
1,948
70,553
7,069
3,622
2,137

1,310

1965
114,952
1,143
8,292
11,142
5,851
1,386
1,986
77,518
7,633
3,967
2,292

1,374

1966
113,000
1,170
8,166
11,395
6,764
1,698
1,844
74,186
7,778
4,548
2,091

1,139
*
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TABLE IA-15(a)

PORTFOLIO OF FRATERNAL LIFE INSURANCE COMPANIES

($10%

Assets 1951 1952 1953 1954 1955 1956 1957 1958 1959
Mortgages 385.1 423.0 452.6 493.5 595.7 651.1 677.3 716.6 738.4
Corporate stocks 97.0 103.6 9.0 102.9 99.5 98.1 92.2 118.8 132.7
Total bonds 1,570.5 1,606.0 1,628.2 1,665.1 1,694.8 1,730.3 1,700.4 1,743.8 1,834.4

Corporate 938.0 959.0 923.2 1,008.2 1,025.1 1,058.6 1,060.3 1,107.8 1,173.0
State and local 392.0 401.0 376.4 424.6 432.3 445.1 436.4 438.64 451.2
U.S. Government 174.5 178.0 171.0 192.5 196.6 183.5 162.1 155.9 168.3
Unallocated 66.0 68.0 157.6 39.8 40.8 43.1 41.6 41.7 42.0
Real estate 56.0 68.9 79.4 86.8 93.3 93.7 105.6 110.3 115.9
Certified loans 86.3 88.7 92.6 98.8 105.4 110.4 113.2 119.7 127.2
Time & savings deposits .2 .2 .2 .3 .3 .3 .3 .3 .3
Cash & bank deposits 30.1 28.3 35.6 39.8 28.7 21.7 25.4 26.3 26.4
Other 34.6 40.3 53.3 65.9 64.1 74.5 79.9 82.9 89.2
Total 2,260.0 2,359.0 2,436.0 2,553.0 2,682.0 2,780.0 2,79.0 2,919.0 3,065.0

Source: see text.
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TABLE I A-15(b)

PORTFOLIO OF FRATERNAL LIFE INSURANCE COMPANIES

(510°%)

Assets 1960 1961 1962 1963 1964 1965 1966 1967 1968
Mortgages 726.1 810.1 829.2 857.0 884.8 917.1 1,035.3 1,112.1 1,061.0
Corporate stocks 142.3 148.7 152.2 180.7 + 210.0 214.7 220.6 244.9 259.3
Total bonds 1,951.3  1,852.4  1,940.6 2,030.2 2,101.6 2,158.9 2,315.7 2,394.9 2,435.9

Corporate 1,336.0 1,312.3 1,429.7 1,536.8 1,614.0 1,742.5 1,916.8 2,010.5 2,051.9
State and local 460.4 379.6 306.8 275.1 276.4 257.4 259.9 256.1 229.0
U.S. Government 154.9 122.9 166.0 179.3 168.0 159.1 139.0 127.8 110.0
Unallocated -- 37.7 38.1 39.1 43.1 -- -- KA 45.0
Real estate 125.9 133.5 152.2 170.0 168.0 175.1 171.0 190.0 202.2
Certified loans 141.4 141.3 147.9 158.7 164.4 174.4 192.7 210.8 210.0
Time & savings deposits 1.0 .6 .7 .7 .7 .8 .4 4 .9
Cash & bank deposits 25.4 30.3 25.6 33.0 35.0 33.5 23.8 23.3 24.7
Other 99.3 108.0 119.2 119.6 121.2 132.9 139.8 142.5 135.1
Total 3,213.0 3,225.0 3,368.0 3,550.0 3,685.0 3,807.0 4,100.0 4,319.0 4,329.0
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Table IA-16
ASSETS OF FRATERNAL LIFE INSURANCE COMPANIES
($10%)

Year Total Assets Total Assets Per
10 Largest All Fraternalsg Cent
" 1951 990.38 2,260.00 .438
1952 1,052.08 2,359.00 446
1953 1,101.02 2,436.00 452
1954 1,164.49 2,553.00 456
1955 1,220.93 2,682.00 455
1956 1,289.20 . 2,780.00 464
1957 1,359.47 2,794.00 487
1958 1,447.36 2,919.00 496
1959 1,536.29 3,065.00 .501
1960 1,582.59 3,213.00 493
1961 1,732.64 3,225.00 .537
1962 . 1,830.74 3,368.00 544
1963 1,968.52 3,550.00 .555
1964 2,106.06 3,685.00 572
1965 2,275.99 3,807.00 .598
1966 2,417.25 4,100.00 .590
1967 2,530.79 4,319.00 .586
1968 2,775.63 4,329.00 641

Source: sec text.



0z - 914 - 14 - O OVG-ES

PERCENTAGE BREAKDOWN OF ASSETS OF TEN OF THE

Table IA-17(a)

LARGEST FRATERNAL LIFE INSURANCE COMPANIES
(In per cent)

1951 1952 1953 1954 1955 1956 1957 1958 1959

Mortgages 17.04 17.93 18.58 19.33 22.21 23.42 24.24 24,55 24.09
Corporate stocks 4.29 4.39 3.86 4.03 3.71 3.53 3.30 4.07 4.33
Total bonds 69:49 68.08 66.84 65.22 63.19 62.24 60.86 59.74 59.85
Corporate 41.50 40.67 37.90 39.49 38.22 38.08 37.95 37.95 38.27
State and local 17.35 16.99 15.45 16.63 16.12 16.01 15.62 15.02 14.72
U.S. Government 7.69 7.53 7.02 7.54 7.33 6.60 5.80 5.34 5.49
Unallocated 2.9 2.88 6.47 1.56 1.52 1.55 1.49 1.43 1.37
Real estate 2.48 2.92 3.26 3.40 3.48 3.37 3.78 3.78 3.78
Certified loans 3.82 3.76 3.80 3.87 3.93 3.97 4.05 4.10 4.15
Time & savings deposits .01 .01 .01 .01 .01 .01 .01 .01 .01
Cash & bank deposits 1.33 1.20 1.46 1.56 1.07 .78 .91 .90 .86
Other 1.53 1.71 2.19 2.58 2.39 2.68 2.86 2.84 2.91
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 ’ 100.00 100.00

Source: see text.
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PERCENTAGE BREAKDOWN OF ASSETS OF TEN OF THE

Table IA-17(b)

LARGEST FRATERNAL LIFE INSURANCE COMPANIES
(In per cent)

1960 1961 1962 1963 1964 1965 1966 1967 1968

Mortgages 22.60 -25.12 24.62 24.14 24.01 24.09 25.25 25.75 24.51
Corporate stocks 4,43 4.61 4.52 5.09 5.70 5.64 5.38 5.67 5.99
Total bonds 60.73 57.44 57.62 57.19 57.03 56.71 56.48 55.45 56.27
Corporate 41.58 40.69 42.45 43,29 43.80 45.77 46.75 46.55 47.40
State and local 14.33 11.77 9.11 7.75 7.50 6.76 6.34 5.93 5.29
U.S. Government 4.82 3.81 4.93 5.05 4.56 4,18 3.39 2.96 2.54
Unallocated -- 1.17 1.13 1.10 1.17 -- -- .01 1.04
Real estate 3.92 4,14 4.52 4.79 4.56 4.60 4.17 4.40 4.67
Certified loans 4.40 4.38 4.39 4.47 4.46 4.58 4.70 4.88 4.85
Time & savings deposits .03 .02 .02 .02 .02 .02 .01 .01 .02 .
Cash & bank deposits .79 .9% .76 .93 .95 .88 .58 .54 .57
Other 3.09 3.35 3.54 3.37 3.29 3.49 3.41 3.30 3.12
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
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Table TA-18(a)

BALANCE SHEET OF MORTGAGE BANKING, 1951-1968
(In millions of dollars)

1951 1952 1953 1954 1955 1956 1957 . 1958 1959

Total assets 692.6 861.1 955.9 1,202.5 1,447.3 1,541.7 1,501.8 1,870.6 2,259.9
Cash (including escrow) 113.7 127.8 151.3 157.5 169.7 185.3 208.3 246.3 289.1
Mortgage & const. loans 454.1 597.8 623.6 882.6 1,113.6 1,155.2 1,045.9  1,333.5 1,615.4
Mortgage loans - 490.5 501.0 713.0 878.0 %44 .4 861.0 1,069.5 1,287.2
Construction -- 107.3 122.6 169.6 235.6 210.8 - 184.9 264.0 328.2
Notes & accts. receivable 33.8 34.7 54.8 30.2 41.7 47.1 53.3 43.8 55.1
Title I & Other small loans 2.5 3.7 3.4 1.2 3.9 4.4 9.7 15.0 13.1
Other current assets 17.8 18.1 20.0 34.2 33.3 37.2 47.1 34.3 40.0
Noncurrent assets 70.7 79.1 102.8 96.8 85.1 \112.5 137.5 197.7 247.2
Total liabilities 692.6 861.1 955.9 1,202.5 1,447.3 1,541.7 1,501.8 1,870.6 2,259.9
Escrows 69.3 82.0 95.5 101.2 108.4 121.1 133.0 166.9 191.9
Notes payable 383.3 485.9 544.,1 738.1 970.0 998.6 907.8 1,157.4 1,439.9
To banks 364.1 466.5 522.3 n.a. n.a. n.a. n.a. n.a. n.a.

To others 19.2 19.4 21.8 n.a. n.a. n.a. n.a. n.a. n.a.
Accounts payable 20.5 19.7 20.5 22.3 29.6 28.9 28.0 30.3 38.3
Undisbursed mortgage loans 25.5 53.7 52.2 49.0 36.8 28.2 26.0 58.7 50.8
Other current liabilities 22.8 23.0 22.2 44,5 55.9 57.6 55.7 69.4 70.1
Noncurrent liabilities 19.1 27.2 34.1 36.7 34.7 76.6 86.2 89.8 119.9
NMet worth 152.1 169.5 187.3 210.7 211.9 230.7 265.1 298.1 349.0

10€

Sources: see text.



Table IA-18(b)

BALANCE SHEET OF MORTGAGE BANKING, 1951-1968
(In millions of dollars)

1960 1961 1962 1963 1964 1965 1966 . 1967 1968

Total assets 2,360.2 2,884.5 3,262.5 4,474.2 4.686.6 5,226.4 4,535.8 4,543.1 4,371.5
Cash (including escrow) 316.2 366.9 398.4 716.7 850.5 791.6 838.9 890.2 971.8
Mortgage & const. loans 1,615.0 1,972.1 2,216.0 3,117.5 3,172.1 3,683.4 2,904.7 2,829.5 3,315.1
Mortgage loans 1,227.6 1,513.0 1,638.2 2,255.2 2,382.8 2,744.1 2,155.5 2,135.2 2,369.1
Construction 387.4 459.1 577.8 862.3 789.3 939.3 749.2 694.3 946.0
Notes & accts. receivable 71.3 87.5 117.1 100.8 142.3 152.8 111.2 126.0 113.8
Title I & Other small loans 18.9 15.4 28.7 89.0 113.7 89.2 107.0 114.0 137.9

. Other current assets 57.8 55.8 83.3 140.3 134.4 130.2 143.2 160.9 202.5
Noncurrent assets 281.0 386.8 419.0 309.9 273.6 379.2 430.8 422.5 474.6
Total liabilities 2,360.2 2,884.5 3,262.5 4,474.2 4,686.6 5,226.4 4,535.8 4,543.1 4,371.5
Escrows 217.3 255.8 281.2 623.4 734.0 684.6 733.6 770.6 844.3
Notes payable 1,450.3 1,754.9 2,012.1 2,982.5 3,144.6 3,642.1 2,854.9 2,774.5 3,223.3
To-banks n.a. n.a. n.a. 2,877.0 3,014.1 3,522.8 2,722.8 2,656.7 3,064.0

To others n.a. n.a. n.a. 105.5 130.5 119.3 132.1 117.8 159.3
Accounts payable 39.9 42.7 50.6 78.2 71.3 96.4 64.8 77.4 95.0
Undisbursed mortgage loans 53.9 62.2 68.6 n.a. n.a. n.a. n.a. n.a. n.a.
Other current liabilities 82.9 90.4 91.0 139.6 95.4 79.8 97.6 104.3 153.7
Noncurrent liabilities 132.8 195.6 233.4 157.7 156.5 219.5 276.3 277.3 293.9
Net worth 383.1 482.9 525.6 492.8 484.8 504.0 508.6 539.0 605.7

c0g

Sources: see text.
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Table IA-19
PAR VALUE OF CORPORATE BONDS OUTSTANDING
$ Millions ‘
Railroad Utility Industrial Finance fi/ Total

1947 9,630 10,667 6,853 548 27,698
1948 9,698 12,689 8,698 973 32,058
1949 9,896 14,081 9,832 1,403 35,212
1950 9,990 15,176 10,314 1,778 37,258
1951 10,332 16,632 ) 12,332 1,946 41,242
1952 10,587 18,222 15,441 2,176 46,426
1953 10,798 20,601 16,938 3,418 51,755
1954 10,666 22,108 18,884 3,682 55,340
1955 10,719 23,792 20,101 4,852 59,464
1956 10,845 25,298 22,053 5,983 64,179
1957 10,975 29,193 24,264 6,978 71,410
1958 10,972 31,902 27,305 7,184 77,363
1959 10,739 34,059 28,348 8,178 81,324
1960 10,565 36,537 29,316 9,750 86,168
1961 10,395 38,253 32,126 10,525 91,299
1962 10,297 40,515 33,831 11,358 96,001
1963 10,281 42,278 36,315 13,164 102,038
1964 10,386 45,081 38,458 15,808 109,733
1965 10,630 46,031 42,047 18,515 117,223
1966 11,217 50,220 47,975 19,379 128,791
1967 11,480 55,138 57,668 20,681 144,967
1968 10,770 59,893 65,434 21,750 157,847
Source: see text.

a/ Includes insurance and real estate.



Table IA-20

CORPORATE STOCK OUTSTANDING
($ millions)

Total Investment Other Domestic . Domes ticlol

outstanding company Domestic Foreign nonfinancial financial~
1952 189,682 7,199 180,235 2,248 152,834 34,600
1953 186,182 7,569 176,565 2,048 151,234 . 32,900
1954 256,191 10,976 242,809 2,406 - 213,685 40,100
1955 306,125 13,632 289,672 2,821 257,904 45,400
1956 308,426 14,301 291,103 3,022 259,204 46,200
1957 278,990 13,797 262,500 . 2,693 221,997 54,300
1958 395,017 19,232 372,095 - 3,690 318,527 72,800
1959 . 444,506 22,503 417,774 4,229 351,277 89,000
1960 445,935 23,858 417,610 4,667 ' 348,368 92,900
1961 590,860 31,172 554,086 5,602 444,458 140,800
1962 E 506,890 - 29,701 472,475 4,714 390,376 111,800
1963 637,801 34,955 597,701 5,145 396,856 135,800
1964 721,504 - 39,498 676,736 5,270 567,934 147,300
1965 811,817 45,163 761,606 5,048 616,569 190,200
1966 741,954 44,299 693,331 4,324 566,830 170,800
1967 948,075 58,481 884,356 5,238 738,187 204,650
1968 1,126,238 68,569 1,051,205 6,464 ’ 828,874 290,900

1/ Includes investment company shares.

Source: see text.
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Table IA-21(a)

CORPORATE STOCK OUTSTANDING,
1952-19¢€0
(In miliions of dollars)

. 1952 1953 1954 1955 1956 1957 1958 1959 1960
Total outstanding 189,682 1€6,182 256,191 306,125 308,426 278,990 395,017 444,506 445,935

Investment company 7,199 7,569 10,976 13,632 14,301 13,797 19,232 22,503 23,858

Other domestic Y 180,235 176,565 242,809 289,672 " 291,103 262,500 372,095 417,774 417,410

Foreign > 2,248 2,048 2,406 2,821 3,022 2,693 3,690 4,229 4,667

Meno: . .

Dorestic nonfinancial 152,834 151,234 213,685 257,904 259,204 221,997 318,527 351,277 348,368

Domescic financial
(including investment companies) 34,600 32,900 40,100 45,400 46,200 54,300 72,800 89,000 92,900

-
Held by:

Hoaseholds 142,772 138,382 191,130 225,244 222,040 198,811 288,670 323,612 320,874
Irvestment company shares 7,199 7,569 10,976 13,632 14,301 13,797 19,232 22,503 23,858
Other 135,573 130,813 180,154 211,612 207,739 185,014 269,438 301,109 297,016

Foundations 4,433 4,569 " 5,508 6,916 7,510 6,8% 7,855 9,287 8,564

Colleges & universities 1,770 1,808 2,478 3,064 3,354 3,098 4,014 © 4,29 4,165

Personal trusts 20,767 20,282 27,772 33,201 35,921 32,391 42,965 47,514 48,473

Mutual savings banks 336 431 571 655 705 767 862 813 829

Life {nsurance cos. 2,446 2,573 3,268 3,633 3,503 3,391 4,109 4,561 4,981

Property & casualty insurance companies 4,326 4,459 5,942 6,930 7,219 6,664 8,374 9,149 9,372

Fraternal insurance companies 104 94 103 100 98 92 119 133 142

Private pension funds 1,843 2,392 3,15¢ 6,085 7,065 7,489 11,561 14,525 16,545

State & local pension funds 56 75 99 127 161 212 270 345 431

Open-end invesiment companies 3,376 3,644 5,485 7,061 7,995 7,510 11,812 14,447 15,482

Other tnvestment companies 3,165 3,251 4,725 5,677 5,237 4,839 5,642 5,925 5,866

Brokers & dealers 583 572 70z 857 657 741 459 538 509

Rest of the world 3,705 3,650 5,254 6,575 6,961 6,091 8,305 9,363 9,302

Source: see text.
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Table IA-21(b)

CORPORATE STOCK OUTSTANDING,
1951-1968

(In millions of dollars)

1961 1962 1993 1964 1965 1966 1967 1968
Total outstanding 590,860 506,890 637,801 721,504 811,817 741,954 948,075 1,126,238

Investment company 31,172 29,701 34,955 39,458 45,163 44,299 58,481 68,569

Other domestic 554,086 472,475 587,701 676,736 761,606 693,331 884,356 1,051,205

Foreign 5,602 4,714 5,145 5,270 5,048 4,326 5,238 6,464

Memo: _

Domestic nonfinancial 444,458 3%0,376 496,856 567,934 616,569 566,830 738,187 828,874

Domestic financial -

(including investcent companias) 140,800 . 111,800 135,800 148,300 190,200 170,800 204,650 290, 900
Held by: .

Households 431,314 356,844 458,105 522,874 .587,617 529,867 686,624 827,978
Investment company shares 31,172 29,701 34,955 39,498 45,163 44,299 58,481 68,569
Other 400,142 327,143 423,150 483,376 542,454 485,568 628,143 759,409

Foundations 10,623 9,760 10,922 13,124 14,924 14,127 15,621 17,472

Colleges & universities 5,003 4,564 5,488 6,207 7,012 6,282 7,756 8,143

Personal trusts 61,354 57,601 65,834 72,501 79,567 ., 76,028 86,557 95,896

latual savings banks - 894 1,043 1,158 1,259 1,426 1,467 1,686 1,937

Life insurance companies . 6,258 6,302 7,135 7,938 9,126 8,755 11,779 13,230

Property & casualty insurance companies 11,755 11,124 12,955 14,745 15,304 13,759 17,709 18,114

Fraternal insurance companies 149 152 130 210 215 221 245 259

Private pension funds 22,856 21,895 27,670 33,527 39,692 38,509 49,491 59,577

State & local pension funds 583 780 €89 1,262 1,614 2,102 2,772 4,051

Open-end 1nvestment companies 21,297 19,576 23,670 25,797 33,262 31,130 43,051 50,494

Ocher investment companies 6,640 6,469 7,601 7,757 -+ - 6,941 6,499 8,675 9,422

Brokers & dealers . 326 456 559 468 518 565 600 . 137

Rest of the world 11,808 -10,336 12,485 13,835 14,599 12,643 15,511 197528
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Table IA-22(a)

ISSUES AND PURCHASES OF CORPORATE STOCK, 1952-1960
(In millions of dollars)

1952 1953 1954 1955 1956 1957 1958 1959 1960
Total issues 3,149 2,400 2,650 3,001 3,890 3,993 4,292 4,617 3,633

Investnent company 648 519 592 935 1,231 1,245 1,833 2,046 1,851

Other domestic 2,441 1,932 1,802 1,893 2,548 2,713 2,127 2,376 1,696

Foreign 60 -51 256 173 111 35 332 195 86

Memo: Total Domestic Issues 3,089 2,451 2,39 2,828 3,779 3,958 3,960 4,422 3,547

Domestic monfinancial 2,302 1,818 1,574  1,9%4 2,281 2,440 2,073 2,244 1,574

Domestic financial
(including investment co.) 787 633 820 884 1,498 1,518 1,887 2,178 1,973

Purchased by:

Households -409 171 2,612 1,084 -791 181 3,212 3,380 -6,920
Investment company shares 648 519 592 935 1,231 1,245 1,833 2,046 1,851
Other -1,057 -348 2,020 149 -2,022 -1,064 1,379 1,334 -8,771

Foundations 1/ 180 298 -883 239 479 329  -1,lé4 134 545

Colleges & universities 1/ 142 103 -103 64 239 168 66 -352 273

Personal trusts 1/ 1,766 293 -1,178 ~309 2,169 936 -359 -2,323 5,401

Mutual savings banks 109 95 140 84 50 62 95 -49 16

Life insurance companies 164 93 270 65 -2 43 78 192 352

Property & casualty insurance 181 190 163 163 136 125 134 267 264

Fraternal insurance cos. 1/ 0 -6 -27 -22 -4 7 -4 -5 21

Private pensijon funds 478 545 709 739 941 1,135 1,381 1,743 1,946

State & local pension funds 15 19 24 28 34 51 58 75 86

Open-end investment companies 473 563 297 511 560 815 987 1,295 1,021

Other investment companies 2/ 0 -9 360 73 23 -90 146 -170 452

Brokers & dealers 49 -10 131 155 -200 84 -284 79 =27

Rest of the world 1 55 135 127 256 147 =54 ¢ 351 203

1/ Assumes price appreciation as in Dow-Jones Industrial Average.
2/ Assumes price appreciation as in Standard and Poor’s Composite.

Source: see text.
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Table IA-22(b)

ISSUES AND PURCHASES OF CORPORATE STOCK, 1961-1968
(In millions of dollars)

1961 1962 1963 1964 1965 1966 1967 1968
Total issues 6,19 3,170 1,364 3,738 3,309 5,569 6,984 5,273

Investment company 3,219 2,381 1,673 2,513 3,639 4,653 4,671 5,999

Other domestic 2,650 688 -249 1,431 -37 1,169 2,267 -900

Foreign 325 101 -60 -206 -293 -253 46 174

Menmo: Total Domestic Issues 5,869 3,069 1,424 3,944 3,602 5,822 6,938 5,099

Donestic nonfinancial ) : 2,472 592 -300 1,386 25 1,180 2,304 -843

Domestic financial
(including investment co.) 3, 397 2,477 1,724 2,558 3,577 4,642 4,634 5,942

Purchased by:

Households -1,974  -4,374 -4,314 5,299 -1,191 -16,413 -3,335 -13,593
Investment company shares 3,219 2,381 1,673 2,513 3,639 4,653 4,671 5,999
Other : -5,193 -6,755 -5,987 2,786 -4,830 -21,066 -8,006 -19,592

Foundations 1/ =17 280 =462 579 349 2,234 -636 1,134

Colleges & universities l/ 55 100 138 =76 122 605 504 56

Personal trusts 1/ 3,604 2,824 1,386 -6,087 -832 12,747 -999 5,406

Mutual savings banks : 65 149 115 - 101 167 41 219 251

Life insurance companies 465 433 246 546 708 268 1,064 1,427

Property & casualty insurance 260 248 156 103 87 391 588 1,071

Fraternal insurance companies 1/ -19 19 2 4 -17 51 -9 3

Private pension funds 2,258 2,198 2,170 2,212 3,124 3,676 4,991 4,713

State & local pension funds 152 197 209 273 352 488 670 1,279

Open-end' investment companies 1,131 909 759 1,131 1,237 1,335 2,061 1,653

Other investment companies 2/ -64 =41 619 39 448 416 1,129 368

Brokers & dealers ~45 119 115 -94 51 35 37 -463

Rest of the world 323 109 225 -292 -400 -305 700 1,968

1/ Assumes price appreciation as in Dow-Jones Industrial Average.
2/ Assumes price appreciation as in Standard and Poor's Composite.
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Table IB-1

ALL DOMESTIC SECTORS
! ($ billions)

Taugible Assets
Land
Rupreducible tangible assects
Structurces
Durables
Iaveatories

Finzncicl Asscots
Monetary vescorves
Currency and demand deposits
ters claims
@ doposits
wre-ters U.S. Govt. securities
Other suort-term claims
Long-tevm claims
Bonds
Yorigages |
Clzims on life insurance, pensions,
znd personal trusts
Corporate shares
Equity in unincorporated business
Miscellaneous asscts

Total Assets

Total Liabilities
Monmetary veserves
Currency and demand deposits
Short-term debt
Tine deposits
Short-term U.S. Govt. securities
Other short-term debt
Long-tern debt
Bonas
Morigages
Cluims on life insurance, pensions,
and personal trusts
Miscellancous liabilities

Net Wortch

199.
915.
576.
228.
110.

1,398.
29,
136.
335.
82.
61.
191.
464,
237

LMY W

Voo P UN

91.4

135.
186.
210.

36.

2,513.
971.
137.
319.

84.
170.
462.
235.

91.

135.
50,

“1,541.

rlbvovorto

oo woN

v

7

147,

2,291.
25,
150.
564.
173.

310.
171,
313.
206.

251.
436.
269.

74.

4,143.
1,555.
2

152.
535.
176.

88.
270.
769.
311.
206.

251.
95.

2,587.

on PN
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0 o

3,079.

715.
2,364.
1,537.

216.

4 ,348.
22.
208.
1,136.

112.
620.
1,342,
479,
397.

465.
1,106.
392.
140.

7,428,
2,791.

211.
1,060.
412.
119.
529,
1,337.
474.
397.

465.
177.

4,637.

N O = P
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Table 1B-2

HOUSEHOLDS
($ billions)

Tangible Assets
Land
Reproducible tangible assets
Structures
Consumer durables
Inventories

Financicl Assets
Monctary reserves
Currcacy and demand deposits
Shorc-term claims
Tire deposits
Stort-term U.S. Govt. securities
Other short-term claims
Long-term claims
Bonds
_Mortgages
“Clzims on life insurance, pensions,
and personal trusts
Corporate shares
Equity it unincorporated business
Miscellaneous assets

Total Assets
Total Liabilities -
Yoretary reserves N
Currency and demand deposits
Short-term debt
Time deposits
Short-term U.S. Govt. securities
Other short-term debt
Long-term debt
Bouds
Mortgages
Claims on life insurance, pensions,
and personal trusts
Miscellaneous liabilities

Net Worth

1952

386.3
38.7
.327.6
237.3
90.3

716.9
59.3
84.4
78.5

5.2

2

u:m O-u

1
5
1

\lmr—-

.

135.2
142.8
210.3

9.1

1,103.2

(95.4

38.1

38.1
56.1

56.1

1.2

1,007.8

1960

670.6
148.6
522.0
381.2
140.8

1,196.7

w = m -~y

5
7
2

251.0
320.9
269.2

11.1

1,867.3

216.6

77.4

77.4
136.8

136.8

2.4

1,650.7

1968

1,051.8
250.9
800.9
567.1
233.8

2,312.0
107.4
374.7
355.1

16.3

5

&»u:u w
U\O @(ﬁ

93.
9
3

465.6
828.0
392.2

15.9

3,363.8

409.8

161.4

161.4
244.1

244 .1

4.3

2,954.0




311

Table IB-3

SELECTED NONPROFIT INSTITUTIONS
($ billions)

Tangible Asscts
Land
Reproducible tangible assets
Structures
Producer durables
Inventories

Finasncial Assets
Monatary reserves
Currency and demand deposits
Short-tern claims
Time deposits
Short-term U.S. Govt. securities
Other short-term claims
Long~term claims
Sonds
_Mortgages
Cliaims on life insurance, pensions,
and personal trusts
Corporate shares o
Equity in unincorporated business
Misceilanoous assets

Total Assats

Total Liabilivies -
Monetary roserves -
Currency arnd demand deposits
Short-tern debt
Time deposits
Short-ternm U.S. Govt. securities
Other short-term debt
Long-tern debt
Boads
Mortgages
Cliirs on life insurance, pensioms,
and personal trusts
Miscellancous liabilities

Net Worth
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Table IB-4

NONFINANCIAL CORPORATIONS
($ billions)

Tangible Assets
Larnd
Reprocducible tangible assets
Structures
Producer durables
Invencories

Financial Asscts
Monctary rescrves
Currency and demand deposits
Short-term claims
Time deposits
Short-term U.S. Govt. securities
Other short-term claims
Long-tern claims
Boncs
Mortgages
Claims on life insurance, pensions,
znd personal trusts
Corporate shares
Equity in unincorporated business
Miscellancous assets

“Total Assects

Total Liabilities
Monetary reserves
Currency and demand deposits
Short-term debt
Time doposits
Short-term U.S. Govt.. securitics
Other short-term debf
Long-term debt
Bonds
NMortgages
Claims on life insurance, pensions,
and personal trusts
Miscellanecous liabilities

Net worth

275.0

120.0

120.0

108.3 °

76.3
32.0

46.6

377.9

—
O
o
o

757.9
102.9
655.0
272.4
233.3
149.3

357.3

222.1
204.1
136.8

67.3

73.8

615.3
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Table IB-5

FARM BUSINESS
($ billions)

1952 1960 1968
Tangible Assats 138.1 178.8 266.2
Land 67.3 92.9 152.6
Reproducible tangible assets 70.8 85.9 113.6
Structures 29.2 38.8 50.1
Produccr durables 18.4 24.1 34.1
Inventories 23.2 23.0 29.4
Financial Asseats 8.3 7.6 9.4
Monatary reserves -- -- --
Curreney and demand deposits 7.1 5.8 6.1
Short-term claims -- -- .-
Time deposits -- -- --
Short-term U.S. Govt. securities -- - --
Other short-term claims -- -- --
Long-tern claims -- -- --
Bords . -- -- .-
Morcgages -- -- --
Clzims on life insurance, pensions,
and personal trusts -- -- --
Corporate shares b .- -
Equity in unincorporated business - -- --
Miscellarzous assets 1.2 1.8 3.3
Total Assets 146.4 186.4 275.6
Total Liabilities 13.9 23.6 51.4
Monetary reserves . - -- --
Currcency and demand deposits -- - -
Short-term debt 6.7 10.9 23.8
= ~Time deposits -- - .-
Short-teram U.S. Govt. securities -- -- --
Other short-term debt 6.7 10.9 23.8
Long-term debt - -+ - - 7.2 12.8 27.5
Bonds ' -- -- --
Mortgages 7.2 12.8 27.5
Cloims on life insurance, pensions,
and personal trusts. - - -
Miscellancous liabilitles -- -- -

Net Worth " 132.5 162.8 224.2
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Table IB-6

NONFARM NONCORPORATE BUS INESS
($ billions)

1952
Tangivle Asscts 74.0
Land 10.8
Reproducible tangible assets 63.2
Structuras 23.2
Producer cdurables 25.9
Inventories 14.1
Financial Asscts 16.2
Monetary roserves ' -
Currency and demand deposits ) 10.4
Short-tern claims 4.0
Time doposits ==
Shorc-term U.S. Govt. securities -
OtHer short-term claims 4.0
uwg-term claims ' --
Bonds * -
Mortzages --
Claims on life insurance, pensions,
and personal trusts --
Corpcrate shares --
Equity in unincérporated business --
Miscellanecous assets 1.7
Total Assets ) 90.2
Total Liabilitie 12.4
Morerary raserves Tes
Currency ard dexand deposits --
Short-tern debt 4.3
Time deposits .-
Short-term U,S. Govt. securities --
Other short-term debt 4.3
Long-term debt 8.0
Bonds ' --
Mortgages 8.0
~——-- Cliims oa life insurance, pensions,
and personal trusts --

Miscellancous liabilities -

Net Worch 77.8

133.2

106.4
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Table IB-7

FEDERAL GOVERNMENT
($ billions)

Tangible Assots
Lard
Reproducible tangible assets
Structures
Producer durables
Inventories

Financial Assats
Monatary rcserves
Currency and demand deposits
Shori-term claims
Time deposits
Short-term U.S. Govt. securities
Other short-term claims
Long-term claims
Bonds
Mortgages
Claims on life insurance, pensions,
and personal trusts
Corporate shares
Equity in unincorporated business
Miscellarcous assets

Total Assets

Total Liabilities
Yoactary reserves .
Currency and demand deposits
Shorc-term debt
Time deposits
Short-term U.S. Govt. securities
Other short-term debt
Long-ternm debt
Bonds
Mortgages
-- ~-Claims on life insurance, pensioms,
znd personal trusts
Miscellancous liabilities

Net Worth

—
O
v
N

Pl e
NV ON
Vo= N®ROo

w w
NN - O
sPOPLNO

122.0

243.6

66.7

63.9

258.2

333.2
5.1

124.5
119.4

5.1
203.6

171.1

1.7

53-940 O - T1 - pt. 6 - 21
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Table IB-8

STATE AND LOCAL GOVERNMENTS
($ billions)

Tangible Assets
Laud
Reproduciblie tangible assets
Structures
Producer durables
Inventories

Financial Assets

Monatary reserves
Currency and demand deposits
Short-term claims

Time deposits

hort-term U.S. Govt. securities

Other short-term claims
Long-tern claims

Bonds
_ Mortgages

Claims on life insurance, pensions,

and personal trusts

Corporate shares s
Equity in unincorporated business
Miscellancous assets

Total Assets
Total riabilities -
Monatcry reserves
Currency and demand deposits
Short-tera debt
Time deposits
Short-ternm U.S. Govt. securities
Ocher short-term debt
Long-term debt
Bonds
Mortgages
Cleims on life insurance, pensions,
and personal trusts
¥iscellancous liabilities

Net Worth

0

7

111.3
104.6
7

1N
ey O

D WO
SO VOO
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Table IB-9

FINANCIAL INSTITUTIONS
($ billions)

1952 1960
Tangible Asscts 5.1 -13.2
Land 'e 2.3
Reproducible tangible assets 4.5 10.9
Structures , 2.5 5.6
Producer durables 2.0 5.3
Inventories - b
Financial Asscts . 441.7 741.3
Monatary reserves ' ' 27.9 22.9
Currency and demand deposits 7.9 -11.2
Shori-term claims T 135.4 206.9
Time deposits 1.2 1.3
Short-term U.S. Govt. securities 43.7 50.8
Other short-term claims 90.5 154.8
Long-term claims 227.6 382.9
Bonds ' 156.9 212.9
Mortgages 70.7 ¢ 169.9
Claims on life insurance, pensions, .
and personal trusts | - --
Corporate shares 37.0 102.6
Equity'in unincorporated business -- --
Miscellanaous assets R 6.0 14.6
Total Assets 446.8 754.5
Total Liabilities . * T 404.8 666.1
Monetary reserves , C. - --
Currency and demand deposits 137.4 152.2
Short-term debt ' 118.7 218.5
-——==-~Time deposits . 84.9 176.8
Short~term U.S. Govt. securities -- -
Other short-term debt . 33.8. 41.7
Long-term debt -~ -—- - ——- b 125.5 249.4
Bonds 4.4 17.8
. Mortgages .5 1.2
Claims on life insurance, pensions, .
and personal trusts 120.6 230.4
Miscellareous liabilitres 23.2 46.0
Net Worth . 42.0 - 88.4

1,432.
19.
17.
405.

76.
325.
702.

351.

1,460.
1,282.

211.
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EstiMaTes or THE VALUE oF Lanp ¥ Tae Unitep States HELD BY
Vartous SecTors oF THE EcoNoMy, ANNUALLY, 1952 T0 1968

(By Grace Milgram, Assistant Director for Research, Institute of
Urban Environment, Columbia University in the City of New
York.)
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1. TRENDS, 1952 TO 1968

This paper is an attempt to develop a time series of the market
value of land, exclusive of improvements, in the United States from
1952 to 1968, ascribed to major sectors of the economy, as part of a
balance sheet of the nation’s wealth. The final results of this effort
indicate that the total land value in 1952 was estimated at $201 billion
(Table II-1). By 1968, it had increased by three and a half times in
current dollars to $726 billion, at an average annual rate of increase
somewhat over 8.3 percent. Privately held land increased at the
slightly lower average rate of 8.1 percent each year.

At the same time, the ownership of land shifted dramatically among
institutional sectors. This is particularly notable in farmland and
household. holdings of land underlying 1- to 4-family residential
structures, vacant lots and acreage (Table II-2). The farm holdings
dropped from 34 to 23 percent, while the other three items together
increased from 29 to 35 percent of the value of all American land. Non-
farm corporate-held land also showed a great relative increase, rising
from 11 to 15 percent, although total business land, including that held
by partnerships and proprietorships,. increased more slowly, going
from 16 to 19 percent of the total.



Table II-1

Estimated Value of Land by Sector
United States, 1952-1968
(billions of dollars)

1 Including land under 1 - 4 family

ructures, vacant lots, and ac: ge.

Year Non-farm _. Non-profit Unincorporated Nonfarm State & Local TFederal
End All Sectors Households1 Institutions Business Agriculture Corporations Governments Govern.
1952 201.3 58.7 6.3 10.8 69.2 21.8 23.7 10.8
1953 218.2 64.9 7.3 12.5 68.5 26.1 28.2 10.8
1954 233.9 72.7 7.9 12.6 71.4 27.5 30.2 11.5
1955 265.0 84.9 9.1 14.0 75.6 33.2 35.9 12.2
1956 297.8 97.3 10.3 15.9 - 81.9 38.4 40.6 13.4
1957 329.2 108.9 - 11.2 17.5 86.8 43.8 46.5 14.4
1958 362.4 121.9 12.5 18.7 94.1 48.5 51.4 15.2
1959 398.8 140.0 13.9 17.8 99.3 54.9 56.4 16.6
1960 420.4 148.6 14.9 18.2 101.6 58.1 60.6 18.4
1961 455.8 161.9 16.4 19.4 107.2 64.0 66.3 20.6
1962 454.9 172.9 17.8 21.5° 112.8 69.6 71.9 22.1
1963 524.3 184.8 19.4 21.9 120.2 76.1 78.0 23.9
1964 563.1 198.0 21.1 23.1 128.0 82.7 84.6 25.5
1965 603.4 212.7 22.9 23.7 138.1 88.7 90.1 27.3
1966 645.9 224.5 24.8 26.2 146.6 96.5 97.9 29.5
1967 687.0 237.7 26.9 27.6 155.7 103.3 104.3 31.5
1568 726.5 250.9 28.6 29.0 163.7 110.0 110.7 33.5

0zg
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Table IX-2

Percentage Distribution of Land Value Ar'nong Sectors,

United States, 1952, 1960 and 1968

Sector

All Sectors

Nonfarm Households
Institutions '

Unincorporated
Business

Agriculture
Nonfarm .
Corporations

State and Local
Governments

Federal Government

5.4

34.3

10.8

4.3
24,2

13.8

14.4

4.4

4.0

22.5

15.1

15.2

4.6
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The major part of these shifts occurred in the earlier years from
1952 to 1960, rather than from 1960 to 1968. Indeed, the proportion
of total value held by households decreased slightly in the second half
of the period, because the increasing proportion of value held in land
underlying residences and in vacant lots was not great enough to
counterbalance the absolute drop in the value of acreage. It is, of
course, no accident that the drop in proportion held as farmland is
close to the increased proportion in residential and business land. The
conversion of farmland to urban use, although not necessarily a direct
and immediate transformation in the case of any individual piece
of land withdrawn from agriculture, has been a pervasive process
throughout the country during the past two decades. State and local
governmental holdings also rose sharply, from 12 to 15 percent of all
land, while the federal share dropped by a percentage point to 4 per-
cent in the mid-period, but recovered slightly by the end of 1968.

2. COMPARISON WITH PREVIOUS STUDIES

These estimates are based upon a variety of sources of data and
assumptions. One would expect that the importance of land, which
represents roughly a fifth of the wealth of the country, would have.
resulted in a large body of carefully derived information, but this is
not the case. Instead, the data available are fragmentary and unsatis-
factory in quality.

The studies of land prices that have been made in the past fall into
three general classes; empirical investigations; estimates based on a
perpetual inventory of national wealth; and estimates derived from
real property tax assessment data. The empirical investigations are
typically concerned with small areas, and within these, with land in
particular uses. Many are cross-sectional, reporting differences in value
of land in various uses or locations at a particular time, rather than
over a period of time. They frequently report price changes of assess-
ment parcels of land, for sites of buildings, or for other shifting size
classifications without indicating any means of transforming the val-
ues into a price for a constant amount of land, whether square foot or
acre. If they do present data on price changes for a unit size, the
geographical or land use restrictions may be too narrow to permit
expansion of the findings to broader regions of either the metropolitan
area or the nation. Any effort to estimate national land values solely
on the basis of empirical data relating to market transactions would
require a massive new research effort, not the compilation or further
analysis of an already existing body of information.

Because of these deficiencies in past efforts to collect direct valua-
tions, the land components of national wealth have been estimated
primarily by means of the perpetual inventory method, developed
largely by Raymond W. Goldsmith and carried forward by John
W. Kendrick.* Here the value of real property is established for a
benchmark year, then the value of new construction is added annu-
ally, and estimated depreciation of buildings and withdrawals from
the existing stock are subtracted. The land value is then estimated

1Raymond W. Goldsmith, The National Wealth of the United States in the Postwar
Period, a study of the National Bureau of Economic Research (Princeton: Princeton
University Press, 1962). The estimates contained in this work were carried forward to
1966 by John W. Kendrick, reported in “The Wealth of the United States,’ Finance,
January 1967, pp. 101,
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as a ratio of net structure value. Obviously, these estimates are only
as valid as the construction estimates and the depreciation and land-
structure ratios, no one of which is without some question.

An alternative source of estimate lies in the assessment data col-
lected by American cities for the real property tax, the major source of
municipal revenues. Since 1956 the ratio of assessed values to market
value has been estimated at five-year intervals by the Bureau of the
Census on the basis of a sample survey of actual sales during a six-
month period. Allan Manvel has used the Census of Governments data
to prepare an estimate of land values, making assumptions as to the
relation of the assessed value of land to its true market value, as com-
pared with the census-derived estimate of the ratio of the assessed
value to the market value of the total property, and making further
assumptions as to the proportion of market value of real property
ascribable to the land component.? Manuel Gottlieb has subjected this
study to a critical review, pointing out the statistically inadequate
basis for estimates of national average rates which were used in some
of the categories.* Manvel has made 1t clear that he himself is aware
of the tentative nature of his estimates, but Gottlieb’s work serves to
point out once again the absence of solid information, and the un-
fortunate necessity of drawing general conclusions from incomplete
data if any estimates at all are to be derived.

It is encouraging that some comparability exists between estimates
derived by the perpetual inventory method and those based on the
Census of Governments data. It is difficult to make a direct compari-
son, since the types of land included are not precisely the same. A
discussion of the sources, and their differences and discrepancies, is
included in U.8. Land Prices—Directions and Dynamics.* Table 11-3
of this study, taken from that work, summarizes the conclusions and
is presented here to indicate the order of magnitude involved.

In the estimates which follow, major reliance will be placed on a
third source of data, reports of the book value, or acquisition cost, of
land. That held by corporations is reported to the Internal Revenue
Service,” and “cost” of federal land is reported by the General Service
Administration.® The Census of Governments issues report on state
and local governmental finances, which show capital outlay for “land
and existing structures.” ” Daniel Creamer made use of the IRS data
to estimate the value of land held by manufacturing firms. Creamer
applied the ratio between book value of land and depreciated value
of structures to an estimate of annual investment in real property
developed by Patrick Huntley.® This produced an annual estimate of
additional investment in land, which he added to the book value of
the stock, adjusted by an inflation factor to obtain an annual esti-
mate of the value of land holdings. )

1

2 Allan D. Manvel, “Trends in the Value of 'Real Estate and Land, 1956 to 1966,” in
Three Land Research Studies Research Renort No 12. nrepared for the Nstional Com-
missfon on Urban Problems (Washington, D.C.: U.S. Government Printing Office, 1968).

3 Manuel Gottlieb, “Did USA Land Values Double between 1956-1966—A Critique of
the Douglas Report” (Milwaukee, University of Wisconsin Economics Department, 1969).
mimeographed,

¢ Grace Milgram, U.8. Land Prices—Directions and Dynamics, Research Report No. 13,
nrepared for the National Commission on Urban Problems (Washington, D.C.: U.S.
Government Printing Office, 1968).

5 Statistics of Income, Treasury Department, Bureau of Internal Revenue, annual series.

S Inventory Report on Real Property Leased to the United States Throughout the
World, Washington : General Services Administration, unpublished annually.

7lGot;ermnent Financeg, Department of Commerce, Bureau of the Census, annual
Kerles,

8Dr. Creamer kindly made his and Patrick Huntley’s unpublished estimates available
for this study..
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Table II-3

Comparative Estimates of Total Private, Non-Institutional Land
Value and Avcrage Annual Percent Change, United States, -
Selected Years, 1922 to 1966

A. Absolute Values in'CurrentPrices (billions of dollars)

Estimate 1922 1930 1938 1945 1956 1966
Keiper, c_t_a_l_.1 95 112 94 - s 244 -
GoldsmithZ- a b
Kendrick3 - - - 121 207 (228)° 354
Manvel4d - - - - 282b 549

B. Average Annual Percent Change

1922- 1930- 1945- 1938- 1956-
-1930 1938 1956 1956 1966

Keiper, et al. 2.1 2.1 - 5.4 -

Goldsmith- ‘ :
Kendrick - - 5.0(5.9) - 5.5(4.5).

Manvel - - - - 6.9(6.0)°

Notes: a. Taken from Goldsmith, op. cit., Table II, p. 55, Col. 1.

b. The categories of land included in the threec estimates vary
slightly, primarily in the exclusion,or inclusion, of land owned by public
utilities. Keiper excluded public utilitie®. Goldsmith himself reports
that for land included in Keiper's estimate, his figure would approximate
$207 billion, whereas Manvel estimates comparable land as reported by
Goldsmith as valued at $228 billion. He has adjusted the figures esti-
mated fro.n Census of Governments reports to include publicly held and
state~assessed properties based on constant land-value proportion. A
similar adjustment has been made by the authors of this report in the
1966 figure.

c. These percentages are based on the unadjusted estimates made
by Manvel. The lower estimate n the parenthesid is the percentage
change if it is assumed that there is no increase in the proportion of land
in all realproperty - values. The higher figure, preferred by Manvel, as-
sumes anh increasinig proportion of value ascribable to land.

Sources: 1. Josecph S. keiper, Lrnest Kurnow, Clifford D. Clark, and llarvey
H. Sicgel, Theory and Measurement of Rent (Philadelphia: Chilton, 1961},
Chapter II. 2. Raymond W. Goldsnmth, The National Wealth of the United
States; the Postwar World (Princeton: Princeton University Piess, 1962),
Table II, pp. 86-57. 3. John W. Keadrick, "The Wealth of the United
States, " Pinance:,/January 1967, p. 10 ff. 4. allen D. Manvel, Trends in
the Value of Real Lstate and Land, 1956 to 1966, Rescarch Report No. 12
(National Commission on Urkan Problems, Washington, .C., 1968), -

p. 16, *
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In the current study, use of the ratio of land to structure value is
avoided for the most part, and the value of the stock of land is raised
by price indexes developed directly for Jand, rather than by a general

rice index. Some of the assumptions underlying the computations are

eroic, and averages are drawn from small, and possibly unrepresenta-
tive, samples. Yet none of the crucial assumptions duplicates any of
those necessary in making estimates by means of a perpetual inventory
or of assessment data, both of which employ an estimate of the land to
structure-value ratio. Hence, despite its deficiencies, an independent
estimate of total land values is produced. The only categories for which
this is not true are farmland, vacant lots, and household ownership of
residential land and acreage. For the first, the estimates of the Depart-
ment of Agriculture were adopted ; for lots and acreage, those of Man-
vel, drawn from the Census of Governments, were used: residential
land value is based on a land-structure ratio applied to a perpetual
inventory estimate of the structure value. If this estimate approaches
the others, it can only serve to increase our confidence in the essential
reliability of the figures.

Because of the time periods to which other studies apply, the most
appropriate comparisons for the estimates made here are those pre-
pared by Allan Manvel and by Goldsmith and Kendrick for 1956 and
. 1966. Theseestimates, adjusted to cover all privately held land, are

given in Table II-4. The current estimate falls between those of Gold-
smith and Kendrick, which are low, and those of Manvel, which are
considerably higher. Since our study has, in essence, accepted Gold-
smith’s 1952 estimates as a base from which to begin, it is not surpris-
ing that our result is closer to Goldsmith’s figure in 1956. The rate of
increase, however, is higher than that of the other series, so that it is
much closer to Manvel’s estimate by 1966. The range in these estimates
is large, with the highest in 1966 over 50 percent greater than the
lowest. Yet, in view of the data gaps which have been spanned by
simplifying assumptions in each of these estimates, it is indeed grati-
fying that they are as close as they are. .
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Table II-4

"Comparative Estimates of Total Private, Non-Institutional
Land Value and Average Annual Percent Change

United States, 1956 to 1966

Estimate 1956 - 1966
. (bill.ions of dollars)
Goldsmith-= .
Kendrick 207 354
Manvel 282 549
Milgram 234 494

Source: Tables II-1 and 1I-3

Annual Rate

_of Change _
(percent)

5.5
6.9

7.8
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3. METHODS OF ESTIMATION

Although the general approach in the derivation of this estimate was
the use of reported book value of holdings, book value data are not
available for all sectors. Thus, it was necessary to employ different
bases of estimation to obtain the desired aggregates. The methods used
for each sector are described in the following sections of this report.

a. Book Values

In reporting to the Internal Revenue Service, businesses divide their
assets among those that are depreciable, depletable, and non-depreci-
able, in order to take advantage of the tax benefits to be gained from
depreciating capital assets. For corporations, complete data are avail-
able from their balance sheets. Regulations applicable to partnerships
and proprietorships do not require the same information to be filed,
and data are uneven. In the case of vacant land, the reported book
value is the price in the year of acquisition, carried forward without
change from year to year. In the case of newly acquired property which
consists of both land and structure, the acquisition price is normally
divided between the two types of assets in accordance with the ratio
of land and structure in the assessed value if the site is within a local
taxing jurisdiction which makes a separate determination, or through
some other appraisal method. Once again, this figure is carried forward
as the book value of the land. No adjustments are made for changes in
its market value so long as the land remains in the same ownership.

Ideally, to determine the market value at any given time from the
book value, we should have a land price index by which to adjust the
value of the stock of land continuing in the same ownership; a dis-
tribution of book values by date of acquisition or a benchmark esti-
mate of total market value at a given year; and a record of the former
and newly adjusted book-value of land transacted during the year so
that any sold could be subtracted from the stock before the stock’s
value has been changed by application of the price index, and added at
market value after the stock adjustment. In fact, we have none of
these figures, and a large part of this work, therefore, consists of de-
riving estimates of these items.
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b. Land Price Indexes

There are a number of data sources from which a rudimentary
index can be derived for different types of land, at least to 1966 (Table
JI-5). Chief among these is the series on value of farmland prepared
by the Department of Agriculture.’ It is the only published series in
which values are reported on a per acre basis, thus lending itself
directly to the preparation of an index for farmland.

Unfortunately, the series refers only to land in farm use, excluding
that which has been converted from farm to non-agricultural use dur-
ing the year. The land undergoing urbanization is undoubtedly that
with the most rapidly increasing price. In fact, farmland in non-
metropolitan counties, although at a lower price, shows a greater
increase than that in metropolitan counties, primarily because of the
greater diversion of land to urban use in the latter.!* Hence, an index
based on land continuing in farm use will tend to underestimate
changes in national Jand prices, though the degree of underestimation
cannot be determined. The estimated farm value, however, does include
some effect of increased demand resulting from urban expansion and
speculative activities perceding such expansion, not simply an in-
creased value arising from agricultural activities. The farmland index,
consequently, has been taken as representative of all non-metropolitan
land, whether in farm or small city use.

9For 10850 to 1967, a summary table Is presented in Farm Real Estate Market
Developments, Economic Research Service, U.S, Department of Agriculture, CD-70, April
1968, Table 21, p. 27. For later years the estimate is based on unpublished data from FRS.

10 Department of Agriculture, Economic Research Service, unpublished memorandum
by William H. Scofield, December 1967.
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Table II-5°

Land Price Indexes for Non-Mctropolitan, Metropolitan Ring, and
Central City Areas, United States, 1__952-1966

(1952=100)
Metropolitan

Year Non-metropolitan Ring of SMSA Central City

: (1) (2) ‘ (3)
1952 w0 100 . 100
1953 ' 99 135 117
1954 104 143 123
1955 111 ) 180 . 145
1956 121 200 160
1957 129 230 180
1958 141 250 195
1959 149 : 270 209
1960 ©1s3 . 290 220
1961 o 162 310 236
1962 170 325 250
1963 : 182 345 265
1964 - 195 . 360 280
1965 211 370 290
1966 : 225 390 309

Sources: Col. 1 conxputéd from data of Col. 5, Table 21, p. 27,
Farm Recal Estate Market Developments, CD-70, April, 1968,
Economic Rescarch Service, Department of Agriculture;

Col. 2,Table II-6; Col. 3, scc text.
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Since 1956, there has also been available an estimate of market value
of the public domain managed by the Bureau of Land Management
of the Department of the Interior, which gives, in addition, the acre-
age under its jurisdiction.’* This estimate is based on appraisals of the
value of similar land in the private sector, which is subject to normal
market transactions. The Bureau has translated its estimates into a
price index, which can be considered appropriate for the type of land
in the public domain; that is, land largely devoted to grazing and
forests. Although the level of prices is much lower than that of farm-
land, the rate of increase is slightly greater, supporting the view that
the farm index understates rising trends. The Bureau’s index has been
ilsezll in conjunction with others in estimating the value of federal
and.

Three sources of price data are available for urbanizing land (Table
I1-6). One is the FHA series of site prices for new construction fi-
nanced with FHA-insured mortgages.? This is located largely in sub-
urban areas. These data, of course, incorporate not only changes in
raw land prices, but also increases in costs of land preparation and
changes in the size of sites.

11 Unpublished memorandum supplied by Jean Dubols, Bureau of Land Management,
Department of Interior.

13 Reported in annual issues of Statistical Yearbook, U.S. Department of Housing and
Urban Development. Prior to 1966, the series was Issued as part of the Annual Report,
Federal Housing and Home Finance Agency.
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Table 1I1-6
Components of Metropolitan Ring Land Price Index
(1952=100)
Los Angeles Northeast Estimated
Adjusted FHA Residential Philadel'_phia . Metropolitan

Year  Site Prices Land All Land Ring

(1) (2) (3) (4)
1952 100 . - 100 100 100
1953 105 124 | 177 135
1954 110 146 " 173 143
1855 118 172 250 180
1956 129 202 218 200
1957 137 . 246 304 230
1958 144 261 . 355 250
1959 151 280 380 270
1960 155 310 410 290
1961 159 330 440 310
1962 165 350 470 325
1963 176 360 500 345
1964 182 370 - 520 . 360
1965 196 : 380 540 370
1966 204 395 565 390
1967 410 575 410:
1968 420 585 430

.Col. 1 adjusted for increase in costs of site preparation and size.
See text.

Col. 2 curve smoothed graphically and extended {rom data in Frank
G. Mittelbach, Patterns of Land Utilization and Costs: A Studv of Los
Angeles, Table VI-4, p. VI-9, (unpublished manuscript).

) Col. 3 curve smoothed graphically and extended from data in Gracc
Milgram, The City ILxpands (Washington, D.C.: Government Printing
Office, 1968), Table 28, p. 86.

Column 4 is the average of columns 1-3

*Extrapolated

53-940 O - 71 - pt. 6 - 22
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Maisel has estimated that approximately half of the increase from
1950 to 1962 in the San Francisco area arose from increases in land
brices and the remaining half from the other two factors.'* Although
gan Francisco land prices are not typical of those of the nation as a
whole, the discrepancy in factors affecting these changes in price would
almost certainly Il))e less than the level of prices. In the absence of simi-
lar studies in other places, the annual nationwide average increase in
site value was reduced by fifty percent, and the resulting series trans-
formed into an index.

There are also two studies available which report changes in per-
acre prices of land over time within a single developing suburban area,
one for Los Angeles and one for Philadelphia.’* These series were
smoothed by graphic methods and the curves projected for the years
after conclusion of each study. No other studies could be found in
which data were reported in a form permitting their incorporation
into a time series. The three series reported above were combined
through an unweighted average, and the base converted t01953 equal
to 100. This index was used to compute the price change in land in the
metropolitan ring areas.

No aggregate %a.nd price data could be found for central cities,
although scattered information which reveals a variety of movements
is available for various cities. Studies of urban renewal sites showed
an overall increase, although the degree varied among cities.* Con-

13 Sherman J. Maisel, “Background Information on Costs of Land for Single-Family
Housing,” in Housing in Caltfornia, Appendix to Refort, Governor's Advisory Com-
mission on Housing Problems, San Francisco, 1963, Table 4, p. 226.

14 Frank G. Mittelbach, Patterns of Land Utilization and Costs: A Study of Los
Angeles, University of Cailtornln, Los Angeles, unpublished manuscript; Grace Milgram,
The City Expands (Washington, D.C. : Government Prlntlnsromce, 1968).

18 For example, see Neil N. Gold and Paul Davidoff, ‘‘The Supply and Availability of
Land for Housing for Low and Moderate-Income X¥amilies,” in Technical Studies,
Report of the President’s Committee on Urban Housing (Washington, D.C.: Government
Printing Office, 1969), Vol. II, Table 76, p. 373.
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sultation with a number of realtors and other experts familiar with
city development indicated a general belief that, in toto, city values
have risen, but not so rapidly as those in suburban areas. An index
for metropolitan central city land was constructed, falling halfway
between the farmland and suburban indexes alreadydeveloped. This is
imprecise as to level, but not as to position within the major land
submarkets.

¢. The Stock of Land

It would have been preferable to have an independently derived
initial valuation of land at some base period. It was beyond the scope
of this study, however, to attempt either a de novo construct of a land
value inventory for the 1950’s, or to carry back the price indexes for a
long enough period so that the value of the beginning stock of land
would prove unimportant when considered in relation to newly pur-
chased land over the whole period. As a consequence, Goldsmith’s val-
uation was employed as a starting point in the estimates for all sectors
except agriculture and individual households (Table II-7).2* For
smaller sectors than those reported in Goldsmith’s table, proportions
were taken in the same ratio as the book value of the subsector to the
book value of the larger sector which reported.

For corporations and local and state governments, the 1952 esti-
mates were used as the base year. For fegeral government lands, the
series of acquisitions begins in 1956, so that year was taken as the
base and the years from 1952 to 1955 were extrapolated from subse-
quent trends. Book values for the land holdings of unincorporated
businesses, institutions, and households are not available, so other
methods not requiring an independent figure for a base year were used
to estimate their value. In general, book values of sectors in the base
year were approximately one-third of the amount reported in 1968.

18 Goldsmith, op. cit., Table A—41, p, 188.
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Table II-7

Estimated Value of Land Held hy Nonfarm Corporations
and Governments, United States, 1952

(millions of dollars)

Corporate Holdings

Total 21,753
Finance . 10,080
Manufacturgng | ) | . 4,9.26
Retail a.nd Wholesale 2,751
Services 1,701 -
Public Utilities : . 872
Min.ing ) . 297
_ Contract Construction o 235
Other 891
Federal Government 10,797

State and Local Governments A 23,700
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_ It is obvious that any addition to the stock between successive years
is brought in at current market value. These annual differences were
computed and assumed to be the value of land at current market price.
There is almost certainly some land included in what we call the
“stock,” which, in fact, was transacted and, hence, already raised
to market value. Application of a price index to this part of the
stock would thus raise the value of that transacted land twice. There
are no data by which to estimate the extent of this overstatement.
Mortgages on 1- to 4-family unit properties insured by FHA had a
median duration of approximately ten years,” indicating a transac-
tion or prepayment rate of approximately 5 percent each year. In early
years, almost all of these are likely to be sales rather than prepayment
of mortgage by the owner. Residential sales, however, are influenced
by the great mobility of the American population. There is no reason
to suppose that other sectors of the economy transact properties at
so high a rate. In a rapidly developing section of Philadelphia sub-
ject to speculative forces, the maximum proportion of vacant land
acreage transacted was 11 percent, and this steadily decreased over the
years until it reached 3 percent of available vacant land.!® Thus, turn-
over rates of 4 to 5 percent might be considered normal in number of
properties, though possibly not in value of properties. The proportion
of real property transacted each year—that is, structure and land—
is almost certainly lower than this, particularly in view of the in-
creasing tendency to sell companies through transfers of stock rather
than by transfer of real property. Whatever its extent, this overesti-
mate in the stock of land to be increased by the index offsets to some
degree the underestimate which may exist because of the downward
bias in the non-metropolitan land index component.

17 Department of Housing and Urban Development, Statistical Yearbook, 1966, FHA
Table 72, p. 142,
18 Grace Milgram, The City Expands, op. cit., Table 19, p. 69.
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d. Estimate of Value by Sector

Since we have not one index, but three, the land owned by any sector
must be divided among the three types before its value is raised by the
index. This was done differently for each sector.

(1) Corporations—For corporations, there is of course no inven-
tory of location of types of establishment by size of parcels they
occupy, which would permit a direct allocation. Number of establish-
ments and number of employees are reported for the United States,
for metropolitan areas in total, and for individual SMSA’s. These -are
also reported for counties, so that it is possible to distinguish between
central counties and ring counties in SMSA’s. The establishments in
central cities have more employees on the average, but presumably are
more intensive in their use of land per employee—certainly in area,
although not necessarly in dollar value. There is no information to
answer the question of whether companies which have located outside
of central cities in order to get more space are satisfied merely to
achieve additional space, or whether they also want to reduce total
land expenditure. On the other hand, each establishment, no matter
how small, uses some land. As a result, the sheer number of establish-
ments has some effect. Consequently, land values were divided among
metropolitan and non-metropolitan areas in accordance with a ratio
which took account of both the proportion of employees and of re-
porting units in their respective areas, using the national totals for
the economic sector (Table II-8). One estimate was made based on
data for 1963, midway in the time period investigated here, and kept
constant for 1952 and subsequent years. Within metropolitan areas, a
similar ratio was determined by which to divide the 1952 stock. It was
based on the average values of employment and number of establish-
nients in central and ring counties in twelve SMSA’s in 1951 (Table
I1-9).
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Tahle II-9

Percentage of Lmployees and Establishments in Central Counties,
by Subsector, Twelve Selected SMSA's, 1951

-

Subsector

Metropolitan Services Finance Public Utilities Construction

Area Empl, Estab. Empl. Estab. Empl. Estab, Empl. Estab,
Atlanta 96 91 93 98 98 50 90 86
Boston 60 48 76 56 62 45 43 29
Chicago 93 89 97 97 96 86 89 81
Cleveland 98 97 95 9% 97 88 . 96 93
Dayton 83 85 74 63 88 . 66 86 78
Detroft o9l 88 92 89 90 88 85 81
Indianapolis 91 88 92 86 95 60 92 79
New Orleans. 91 90 97 96 87 80 93 30
New York - 92 88 96 94 91 87 79 66
St. Louis 78 68 83 71 76 60 61 51
San Francisco 88 83 91 87 89 77 75 68
Washington 84 80 81 80 73 §7 58 48
Average 87 83 83 84 88 70 79 70

Weighted
Avcrage 84 80 88 88 82 66 73 64
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Since 1952, there has been, of course, a trend toward movement of
industrial and commercial establishments away from central cities.
Dorothy: K. Newman has reported on value of new construction in
central cities and ring areas for selected industrial groups.*® For land
not carried in the stock but newly transacted from year to year, in
sectors on which she reported, the devision between central city and
ring was made on the basis of her report (Table II-10). For sectors
not given, the proportions used for 1952 were adjusted in favor of
suburban values to a small degree.

Values were estimated separately for each of the seven most impor-
tant industries, by application of the appropriate index to each type
of land, in accordance with the procedure described above (Table
I1-11). The total values for these industries were then expanded by
the proportion their book value bears to total book value of all cor-
porations, minus the industry-class agricultural, forestry, and fishing,
to give a total estimate of market value of holdings of nonfarm corpo-
rations (Table IT-12). The agricultural category was excluded because
corporate farm holdings are included by the Department of Agricul-
ture in its estimates of the value of farmland. A very slight under-
valuation results from the omission of corporate forestry and fishing
land. The IRS reports were available only through 1966 at the time
this report was prepared. Estimates for 1967 and 1968 are straight-line
extrapolations of the trend of previous years.

2 Dorothy K. Newman, ‘“The Decentralization of Jobs,” Monthly Labor Review, 90
(May 1967), p. 7-13.
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Table II-10

Percent of New °rivate Nonresidential Building Outside the Central Citics of 1
Standard Metropolitan Statistical Arcas (SMSA's), by Region, 1960-65 and 1954-65
Percent of valuation of permits authorized

for new nonresidential building

United North= North

Type of new nonresidential building States _east Central South West2
1960-65
3 ?
AL types v v v v it e e e e e e e e 47 53 49 34 53
BUSINESS « v v ¢ 4 v s 0 v v e 47 54 47 33 52
Industrial. . . . . . .. . 62 71 59 46 69
Stores and other mercantxle
buildings. . . . . . . . 52 68 57 34 56
Office buildings . . . . . . & 27 26 30 22 32
Gasoline and service stations 51 61 52 .39 57
Community . « v o v v v s o s s s 45 47 47 33 53
Educational ., . . . . . . . ¢ . 45 47 46 34 50
Hospital and institutional . . 35 ° 35 36 20 48
Religious . . « v v v v ¢ o W 55 66 57 42 60
Amusement . . . . .00 .. 47 41 60 46 45
, 1954—654
Alltype53................ 49 55 51 34 55
Business. . . « v v v v b v 0w . 46 56 50 33 56
Industrial . . . . . . .. . 63 73 59 47 72
Stores and other mercantlle
buildings . . . . . . .. .. 53 69 S5 33 58
Office buildings. . . . . . . . 27 25 31 20 32
Gasoline and service statxono 53 66 54 40 59
Community . ... .. f e e e e e 45 52 50 33 57
Educational . . . . . . . . . . 50 53 54 36 58
Hospital and institutional. . . 36 38 36 21 50
Religious + + v v o v v ¢ v v & 54 67 55 39 62
Amusement . . . ... ... . 48 48 51 41 50

1 . . . :
Data for groups of years are used to avoid erroneous impressions from erratic
year-to-ycar movemcnts in building construction.

2Data for southern and western SMSA's reflect a more significant degree of an-
nexation and area redefinition and are therefore less reliable than figures for other
' regions.

3Includcs types not shown separately and excludes major additions and alter-
ations {or which type of building is not known,

4Excludes data for 1959, for which comparable information is not available.

SOURCL: Unpublished data of the Bureau of the Census, tabulated at the refquest
of the Burcaun of Labor Statistics. Based on a sample of over 3,000 permit-issuing plac
Dotothy K. Newman, "I'he hecenttalization of Jobs,* Monthly Tabor Revicw, 90 (May
1967}, p. 7-13.




Table II-11

Estimated Value of Land Held by Corporations in Seven Major Industry Groups
: United States, 1952-66
(millions of dollars)

Retail & Wholesale Contract
Year Total Manufacturing Trade Mining Services Public Utilities Construction Finance
1952 20,862 4,926 2,751 297 1,701 872 ‘235 10,080
1953 24,774 5,762 3,200 308 2,031 983 289 12,201
1954 26,322 6,069 3,421 344 2,121 981 317 13,079
1955 31,556 7,474 4,122 374 2,564 1,109 390 15,523
1956 36,617 9,042 4,630 393 2,870 1,254 448 17,980
1957 41,698 10,199 5,185 431 3,319 1,443 528 20,593
1958 46,870 11,378 5,855 495 3,639 1,615 615 23,274
1959 52,885 12,345 6,327 522 4,046 1,741 6€7 26,034
1960 56,273 13,237 6,806 548 4,269 2,015 763 28,635
1961 62,074 14,556 7,125 636 4,743 2,275 989 31,751
1962 67,477* 15,348 7,954 690 5,138 2,444 1,119 34,784
1963 73,759 16,721 - 8,704 760 5,587 .2,629 1,264 38,094
1964 80,018 18,125 9,485 848 6,093 2,841 1,447 41,180
1965 86,194 19,757 10,211 919 6,517 3,037 1,664 44,090
1966 93,775 21,748 11,155 1,012 7,229 3,308 1,888 47,515

*
Interpolated.

0ve
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Table II-12-

Estimated Market Value of Land Held by Nonfarm Corporations
United States, 1952-66
(millions of dollars)

Seven Major Industry Groups

Total Value Result of Net Ratio Book Value
Year of Stock Total Stock  Price Rise Addition Seven Industries to Total
1952 21,754 20,862 95.9
1953 26,054 24,774 24,297 477 95.2
1954 27,533 26,322 25,878 444 95.6
1955 33,217 31,556 30,973 583 95.0
1956 38,383 36,617 35,335 1,282 95.4
1957 43,755 41,698 40,928 770 95.3
1958 48,520 46,870 45,190 1,680 96.6
1959 54,917 52,885 51,331 1,554 96.3
1960 58,133 56,273 54,547 1,726 96.8
1961 63,994 62,074 59,887 2,187 97.0
1962 69,636 67 ,477%* NA NA 96.9
1963 76,119 73,759 69,839 3,920 96.8
1964 82,664 80,018 77,867 2,151 96.8
1965 88,678 86,194 83,369 2,825 97.2
1966 96,477 93,775 91,117 2,658 97.2

*
Interpolated.
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It should be noted that the differences in value resulting from the
allocation process are marginal. Thus, for corporations, if all land
is assumed to be covered by the non-metropolitan price index, the
1966 valuation differs by $19.2 billions, or 18 percent of the valuation
obtained with land allocated among types. Differences resulting from
relatively minor variations in allocation among the three types of
land would be correspondingly less. Differences would be much greater,
of course, if values resulting from an assumption of total non-metro-
politan location were compared with those obtained by an assumption
of total location in the metropolitan ring, but the latter assumption
is completely unreasonable and, therefore, the degree of difference has
not been tested.

(2) Partnerships and proprietorships—Although the Internal Rev-
enue Service has reports for some years for the book value of land held
by partnerships and proprietorships, these are incomplete both as to
industries and years. It can be assumed, however, that in any industry,
rentals bear some relatively constant relation to gross receipts, and
that rentals, in turn, are a reflection of the value of the land, regard-
less of the institutional form of the business.

The gross receipts for each type of business are reported by indus-
try. Following the line of reasoning described above, the ratio of gross
receipts of partnerships and of proprietorships to corporations was
calculated (Table II-13) and applied to the previously estimated
land holdings of corporations to derive an estimate of the value of land
held by the other types of businesses (Table II-14). These were totaled
and expanded by the same ratios as those used to expand the corporate
sector, thus producing the estimates of total value of land held by
unincorporated businesses.



Gross Receipts of Partnerships and Proprietorships as a Percent of Corporate Receipts,

1952
1933
1954

1955
1956
1957
1958
1959

1960
1961
1362
19€3
1964

1965
1966

*
) Data unavailable, percentage extrapolated.

Table II-13

United States, 1952-1966

Industry and Business Form

by Industry

Retail & . Contract

Manufacturing Wholesale Trade Mining Services Utilities Construction Finance

Part. Propo. Part. Prop. Part. Prop. Part. Prop. Part. Prop. Part. Prop. Part. Pros.
3.98 2.92 33.90 59.97 18.45 8.87 67.26 1562.06 1.56* 6.39* 1.56* 6.39* 15.67 5.09
3.70 2.62 31.18 52.17 17.24 9.93 63.86 156.02 1.56* 6.3%* 1.56* 6.39* 15.93 15.73
3.42 2.32 28.46 44.37 16.03 10.08 60.46 149.98 1.56* 6.39* 1.56* 6.39* 16.19 16.37
3.13 2.02 25.74 36.58 14.82 10.19 57.06 143.94 1.56* 6.39* 1.56* 6.39* 16.4517.02
2.85 1.98 33.02 38.28 13.61 10.49 53.67 131.18 1.56* §,39* 1,56* 6.39* 16,72 16.52
2.57 1.95 20.29 40.19 12,40 10.80 S0.27 118.42 1.56* 6.39* 1.56* 6.39* 16.98 16,35
2.47 1.95 19.01 37.72 10.74 13.67 50.32 116.74 1.92 7.2} 1.92 7.21 13.56 18.<3
2.16 1.88 16.47 36.54 9.67 10.15 43.16 112.06 1.82 6.67 1.82 6.67 11.69 12,22
2.02 1.90 14.70 33.19 9.68 14.42 41.98 105.20 1.56 6.80 1.56 6.80 10.21 13.4)
1.85 1.78 14.03 32.14 8.48 10.41 40.65 99.15 1.76 6.18 - 1.76 6.18 11.3412.21
1.66 1.68 12.48 30.36 7.63 8.26 39.01 98.01 1.40 5.97 1,40 5.97 12.0211.17
1.46 1.52 11.66 29.38 7.86 8.00 37.62 94.09 1.38 5.04 1.38 6.04 12.07 1{.°3
1.45 1.48 10.84 28.40 8.09 7.75 36.22 90.16 1.36 6.12 1.36 6.12 12.1210.68
1.11 1.44 9.60 27.13 7.28 7.92 34.04 81.51 1.52 6.39 1.52 6.39 11.1511.44
1.09 1.28 9.28 26.09 6.35 8.04 33.17 77.68 1.31 6.11 1.31 6.11 12.6112.23

SOURCE: Calculated from “Statistics of Yncome," U.S. Bureau of Intemal Revenue, Tax Returns of Corporations,

Partnerships, and Sole Proprietorships.

£¥e



Table II-14

Estimated Value of Land Held by Partnerships and Proprietorships in Seven Major Industry Groups
United States, 1952-1966
(millions of dollars)

Retail & Wholesale Public Contract
Year Total Manufacturing Sales Mining Services Utilities - Construction Finance
1952 10,471 340 2,643 81 ) 3,901 : 20 336 3,100
1953 11,914 366 2,679 84 4,466 78 379 3,862
1954 12,128 368 2,492 90 4,463 78 378 4,259
1955 13,347 366 . 2,569 93 . 4,516 88 419 5,296
1956 15,212 437 2,839 95 - 5,305 100 431 6,005
1957 16,722 461 ) 3,136 101 ’ 5,598 115 448 6,863
1958 18,064 503 3,322 101 6,079 147 456 . 7,456
1959 17,102 499 3,354 101 6,280 148 495 6,225
1960 17,634 520 3,259 132 '6,284 168 507 - 6,764
1961 18,817 529 3,290 120 6,631 181 589 7,477
1962 19,936 S13 3,407 110 7,040 180 620 2,066
1963 21,162 498 3,572 121 7,359 195 658 8,759
1964 22,397 532 3,722 135 . 7,700 213 7058 . 9,390
1965 23,087 505 3,751 140 7,703 240 786 9,962
1966 25,422 515 3,945 145 8,013 226 785 11,793

*

Source: Same as Table II-13,

¥9e
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(8) Federal government..—The process by which federally owned
land wa evaluated was similar in concept to that used for corporations,
but differedin execution because of the difference in available data.
Since 1956, the General Services Administration has issued an annual
inventory of real property owned by the United States government,
classified urban or rural, as well as by agency, state, predominant
usage, and other categories.® Acreage of land is given, and “cost” of
lang and buildings separately. In the case of property held for some
time, cost is the actual acquisition cost to the government, including
zero cost for public domain land or gifts. For example, the “cost” of
the land obtained in the Louisiana Purchase, or through Seward’s
Folly in Alaska, has not been adjusted to current values. Current ac-
quisitions, however, are supposed to be reported at actual cost or, if
acquired through donation or means other than purchase, at the esti-
mated fair price had the parcel been purchased.?* As with corpora-
tions, the difference in cost between subsequent years produces a net
figure on the value of newly acquired ground.

Although each year the acreage is classified urban or rural, the cost
is given only as a total and, of course, it cannot be divided in the same
ratio as the acreage. To aid in this allocation, use was made of the
values of farmland and of the public domain in the jurisdiction of the
Bureau of Land Management. After an examination of the govern-
mental agencies which held the land and the predominant usage within
each agency, it was decided that the rural land held by the government
could reasonably be valued by a formula which ascribed one-tenth to
the farmland value and nine-tenths to the type of land held in the
public domain. An estimated average acreage price for rural land held
by the government was thus produced (Table II-15). Multiplication
of the rural acreage for 1956 by this figure gave an estimated total
value of government-held rural land in 1956, which was then sub-
tracted from Goldsmith’s governmental estimate of 1956 to produce a
benchmark figure for urban land for that year. For each year there-
after, the difference in number of rural acres was multiplied by the
average price of rural land and the result subtracted from the differ-
ence in cost to obtain the additional urban values (Table II-16). The
results for each year were added to the appropriate stock, after the
value of the urban stock had been raised by the urban price index and
that of the rural stock raised by the non-metropolitan index, as de-
scribed in the section dealing with corporate land. In actual practice,
since the value of the public domain is directly reported, its acreage
was subtracted from rural acreage at the start of this process, and its
value added to the total for each year after all the other calculations
were completed. A slight overestimate results from the failure to ex-
clude federal land leased to farmers and grazers, whose value is also
included in the Department of Agriculture estimates. The current
value of this land is estimated at $3.8 million, and thus would have no
appreciable effect on the figures reported here.?? The values for 1952
through 1955 were estimated from trends of the non-metropolitan
price index, and those for 1967 and 1968 were estimated by extrapoli-
tion of the trend shown in the immediately preceding years.

2 General Services Administration, Inventory Report on Real Property Owned by the
United States throughout the World. Annual publication, beginning 1956.

A Ipid., June, 1968, p. 3.

23 Letter to author from William H. Scofield, Economic Research Service, Department of
Agriculture, May 14, 1970.
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Table IXI-}S

Estimated Average Price Per Acre of Rural Federal Land,
United States, 1956-1967 °

Yeér : Public Domain Farmland Rural Public Land
) (2) ' (3)

1956 $ 5.34 $ 66.14 $11.42
1957 4.89 72.13 10.89
1958 4.95 76.98 ’ "12.15
1959 5.07 . 84.03 12,97
1960 6.59 R 89.05 14.84
1961 8.90 91.20 17.13
1962 9.88 96.47 18.54
1963 10.68 101.74 19.79
1964 1‘1.30 108,67 21.04
1965 12.68 116.26 23.04
1966 14.06 125.85 25.24
1967 15.35 134.20 27.24
Source: Col. ! Computed from price index supplied by

Col. 2

Col. 3

Jean Dubots, Bureau of Land Managemont,
Department of Interior.

Farm Real Estate Market Developments,
Economic Research Service, Digest of
Agriculture, Table 21, p. 27.

See text for method of derivation from data
in Columns 1 and 2.
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Table II-1GC

Estimated Value of Land Held by the Federal Government
in the United States, 1952-€8
(millions of dollars)

A. Net Additions

Net Addition to Stock during Year

«Year Value of Stock1 Total Rural Urban
1952
1953
1954
1955
1956 2,463 .
1957 2,512 48 - =2 50
1958 ' 2,552 41 11 30
1959 ©2,752 198 476 -278
1960 . 3,146 . 393 188 205
1961 2,956 157 3 154
. 1962 3,462 157 3 154
1963 3,765 303 3 300
1964 3,980 215 20 196
1965 4,128 144 | 18 131
1966 ’ 4,393 . 264 20 244
1967 264 - 1 263
1968

1l:xcluding public domain administered by' Burcau of Land Managcment,
Dcpartment of Interior.

53-940 O - 71 - pt. 6 - 23



1952
1953
1954

1955
" 1956
1957
1858
1959

1960
1961
1962
1963
1964

1965
1966
1967
1968
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Table I1I-16 (cont.),

B. Change in Value of Stock

Estimated Increased Value of Standing Addition of New Land, Total Value

Total Stock, by Location by Location Public Domain
Rural Urban Rural Urban

10,797*

10,763*

11,488*

12,237+

13,400 2,621 8,230 2,549
14,399 2,804 9,218 2,802 9,268 2,329
15,218 3,054 10,009 3,065 10,039 2,114
16,609 3,244 10,742 3,725 10,464 2,420
18,361 3,837 10,987 4,025 11,192 3,144
20,559 4,261 11,975 4,270 12,124 4,160
22,106 4,484 12,857 4,487 13,011 4,608
23,859 4,801 13,792 4,604 14,092 4,963
25,541 5,140 14,938 < 5,160 15,134 5,247
27,279 5,573 15,739 5,591 15,870 5,818
29,494 5,982 16,822 6,002 17,066 6,426
31,518%* 6,500* 18,000* 7,000
33,543* 7,000* 19,000* 7,500

*Lxtrapotated.
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(4) State and local governments—As part of its series on govern-
mental finance, the Bureau of the Census issues annually a report on the
expenditures of state and local governments for a number of classes,
including land and existing buildings. A major, but undeterminate,
number of existing structures are purchased to be cleared, and their
cost of acquisition can, in fact, be considered a part of the land cost.
In the present estimates, the actual amounts reported by the Census
were reduced by 10 percent, to adjust both for that part of the ac-
quisition which, in fact, applied to existing structures bought to be
used as such, and for any sales of land which may have occurred but
are not separately reported in revenues.?® These figures then served as
the equivalent to the net acquisition to the stock (Table II-17). For
the 1952 base value, Goldsmith’s estimate of that year was accepted.

No means of separating the land into classes was found. No data
exist on the total amount of land owned, or annually acquired, by
municipalities inside and outside of metropolitan areas—either by
acreage, or by dollar value. If it were assumed that all land was non-
metropolitan in character, it would have been valued at $95 billion
by the end of 1968. Since the land is located in all three of the classes,
it seemed more reasonable to raise its value by the central city land
index, which itself fell between the non-metropolitan and ring area
indexes. This procedure produced a land value of $110 billion in 1968,
15 percent higher than the first figure.

#In the absence of factual data, there are differing judgments as to the most appro-
%riute adjustment to make. Mr. Maurice Criz, Assistant Chief of the Governments Division,

ureau of the Census, believes that 2 or 3 per cent would be more accurate (letter to the
author, November 20, 1970). Since the absolute magnitude of land acquisition is low,
the differences resulting from use of the lower adjustment rate would affect only the
figures after the decimal point in Table II-1, col. 7.
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Table II-17
Estimated Market Value of Land Heldings of State and Local Governments
United States, 1952-68

(millions of dollars)

Value of Stock

Year (end of vear) Result of Price Rise Net Addition
1952 23,700
1953 28,206 27,729 477
1954 30,233 29,616 . 617
"1955 35,902 35,071 832
1956 40,573 39,492 1,081
1957 46,529 45,442 1,087
1958 51,383 50,252 1,131
. 1859 | ' 56,377 54,980 1,397
1960 60,599 59,195 1,404
1961 ) 66,284 . 64,841 1,443
1962 71,938 ‘70,261 1,677
1963 77,982 76,254 1,728
1964 84,641 82,661 1,980
1965 90,128 88,027 2,102
1966 97,860 95,536. 2,324
1967 104,300%* 101,500 2,500
1968 110,700%* 108,000 2,700
*
- Extrapolated.

As with the other sectors for which data were not available, the
estimates for 1967 and 1968 were extrapolated from trends of the
previous years,

(5) Non-profit institutions.—Data which would permit an estimate
of land ownership by non-profit institutions is completely lacking.
Some tax jurisdictions do publish reports of the assessed value of real
property owned by these institutions. The assessments, however, are
made in an even more cursory manner than assessments in general,
since no tax payments result from the process. In addition, the juris-
dictions involved are scattered and not notably representative. Only
occasionally is an effort made to separate land and other real property.
Moreover, the relation of land to structure value is extremely variable,
even for a single type of institution. Balance sheets of assets are only
rarely available for public perusal.
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Under these circumstances, it was assumed that the percentage
which institutional holdings formed of all holdings during the 1950’
as reported by Goldsmith, would continue during the 1960’s. The 1950
58 }iercentages were calculated, projected forward, and applied to
total holdings, as calculated for other sectors (Table II-18).

Table 11-18

Estimated Value of Land Held by Institutions, United States, 1952-68

Non-profit Institutions as Percentage Total Value

Year of Non-institutional Total (millions of dollars)
1952 . 3.24 6,300
1953 d 3.45 7,277
1954 3.50 ' 7,911
1955 3.55 9,084
- 1956 3.57 10,263
1957 3.53 11,224
1958 3.56 12,455
1959 3.62 13,935
1960 3.67 14,883
1961 - 3.73 ' 16,390
1962 3.78 ) 17,802
1963 3.84 19,387
1964 3.89 21,083
1965 3.95 22,928
1966 4.00 24,842
1967 4.08 26,930
4,10 28,612

1968
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(6) Household property.

A. One-to-four family residential land. The major part of residen-
tial property is owned by households for their own use, rather than
as an investment. This, of course, is particularly true of single-family
structures. Most multi-family structures, which are an increasing part
of the inventory, are owned by investors, who report to IRS 1in the
same way as other types of property-holders, either as corporations
or as proprietors or partnerships. The value of the land on which they
are built, therefore, is included in either the nonfarm corporations or
unincorporated business sector. Owner-occupants may report property
tax payments and mortgage interest payments, but they have no rea-
son to report either the total value, or land and structure values, of
their homes to IRS or to any agency other than the U.S. Census
Bureau, once a decade. The decennial housing census includes estimates
of value of single-family owner-occupied structures, and of average
value of units in other classes of residential structures, so that an esti-
mate of total worth of the residential stock can be developed for 1960
Comparable figures do not exist for 1950, when data were published
only for mortgaged structures.

Consequently, for estimates of residential land values, reliance must
be placed either on the Census of Governments assessment data or on
a perpetual inventory—which is obviously preferable for annual esti-
mates. In order to utilize this method, attention was focused on the
rate of depreciation and on the land-structure value ratio, particu-
larly for single-family structures.

In The National Wealth, Goldsmith assumed an eighty-year life
with straight-line depreciation, or 1.25 percent a year. This is some-
what lower than the compound rate of 2 percent used by Grebler
et al. to approximate a straight-line 1.4 percent rate.* In developing

24 Leo Grebler et al., Capital Formation in Residential Real Hstate (Princeton : Princeton
University Press, 1956), p. 881.
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his formula, Grebler and his colleagues made use of an FHA study
which showed an annual average linear rate of depreciation of 1.2
percent. They also allowed for demolitions at a variable rate for each
decade; that for 1940-53 was estimated at .12 percent annually of the
structural value of the stock at the beginning of the year. Goldsmith’s
depreciation estimate is gross, including demolitions.

In the face of differences between the housing market in 1952-68
and that of the earlier period, FHA records were examined for cur-
rent valuations of older single-family structures. The records actually
available were the error print-outs for all appraisals of single-family
homes for which application had been made for mortgage insurance
in the last five months of 1968, constituting 2,191 usable records. The
entire record for the property is printed, with a notation of the column
in which the error occurred. This cannot be considered a random
sample, but there is no reason to suppose that a systematic bias is
introduced. Entries for which an error occurred in any of the items rel-
evant to this study were, of course, excluded.

The reported sale price, the estimated site value, and the estimated
replacement cost were taken for all transactions, classified by year of
construction. The transactions were further classified by the four ma-
jor geographical regions of the country, but no differences emerged
and the final results were analyzed only for the country as a whole.
Site value was subtracted from both sale price and replacement cost
estimates, and the difference between sale price and replacement cost
calculated for each time-class, to obtain the average loss of value of
the structures independent of changes in site values (Table II-19).
A regression of loss of value against years produced an estimated
straight-line annual depreciation rate of 0.6 percent, about half of
that shown in the earlier study.
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Table II-19

Residential Depreciation Rates as Estimated by the Loss
in Value Reflected in the Difference between Sales
Price and Replacement Cost Taken as a Percent of
Replacement Cost, by Date of Construction for
Single-Family Structures Submitted for FHA
Mortgage Insurance in Last Ouarter, 1968

Date of Construction Percent
1967 7.0
1966 8.5
1965 10.3
1964 16.6
1963 11.2
1962 11.6
19€1 16.2
1960 14.5
1959 12.0
1958 16.6
1956~57 14.8
i954-55 15.8
1952~53 17.7
1950-51 19.1
1948-49 18.3
1946-47 21.8
1941-45 21.0
1936-40 27.2
1931-35 32.3
1926-30 30.0
1916-25 : 42.4

1901-15 42.5
Before 1901 57.0
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The withdrawal rate, however, seems to have increased. Such a find-
ing is consistent with the increase in demolitions resulting from urban
renewal and highway programs in the last two decades, and from an
apparent acceleration in the so-called filtration process, marked most
vividly by a growing volume of abandoned structures. The report on
components of change in the housing stock, 1950 to 1960, showed a loss
of 3,716,000 units, or 8 percent of the total 1950 stock of 46,137,000.2%
An examination of the size, condition, and value in 1950 shows that
the withdrawn units were smaller, in worse condition, and of lower
value than the units remaining in the stock. For owner-occupied units,
the median value of the withdrawn units was about two-thirds of those
remaining, and rental values showed the same proportion. The esti-
mated 8 percent loss in numbers is thus equivalent to an approximately
5.8 percent loss in value. In annual terms, this results in an estimated
decline of 0.5 percent, for a total decrease from depreciation and with-
drawal of 1.1 per year. This rate was applied to the perpetual inven-
tory of residential structures developed in the study and described in
Appendix I.

o determine the estimated value of the land, land-structure ratios
were applied to the structural values developed by the perpetual in-
ventory, with a combined depreciation and withdrawal rate of 1.1
percent. Computationally, the ratios used are essentially the site-to-
value proportions reported for existing single-family housing with
FHA-1nsured mortgages, but reduced in each year by one percentage
point.

Structures covered by FHA mortgages are not representative of the
whole range of houses in the country. Site-structure ratios from two
other sources were compared with them. First, in connection with its
efforts to develop a construction cost index, the Census of Housing has
prepared a site-to-value estimate for new houses in 1968. Second, on
request, the Mortgage Guarantee Insurance Corporation examined the
estimated site-to-value ratios for a random sample of mortgages it
had insured in 1968, covering both new and existing structures (Table
T1-20). For new structures, the Census of Housing and MGIC figures
were very close, while the FHA figures for the latest available data was
over a percentage point higher. For existing housing—again, the lat-
est avallable FHA data—FHA was a percentage point higher than
MGIC. The trend has been toward a higher ratio so it is probable that,
were 1968 figures available, the discrepancy would be greater. More-
over, the ratio of new housing is lower than that for existing ones, and
though new housing is only a small component of the total housing
supply in any one year, it would tend to lower the overall ratio to
some degree. Inclusion of 2-to-4 unit structures also tends to lower
the ratio. In view of these considerations, the trends shown by the
FHA ratios were accepted, but at the slightly lower level.

204%287% of Housing, 1960, Components of Inventory Change, Vol. IV, part 1A, Table 3,
pp. .
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Table II-20

Average Site-to-Total Value Ratios for Single-Family Structures
United States, 1966 and 1968

A,

New Construction

Sourcec of Estimate

FHA

Census of Housing

MGIC

B.

Year Ratio
(Percent)
1966 19.6
1968 18.1
1968 17.8

r

Existing Housing

Source of Estimate

FHA
MGIC

Year Ratio

1966 21.2
1968 20.2
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The value of land so estimated has been ascribed to the household
sector (Table IT-21). The proportion of structures containing one-to-
four units that are owned by business enterprises is very small. Their
value has already been included in the estimate of business holdings.
This double-counting, however, serves as an offset to land underlymfr
multiunit buildings owned by individuals (not included among part-
nex(slhlps nor sole proprietorships), for which no estimate has been
made

B. Vacant lots. The valuations placed upon vacant lots in the Cen-
sus of Governments reports have been accepted here, with linear inter-
polation for intermediate years. These values have been included
with those of land underlying 1-to-4 family structures in the house-
hold sector. The same problem of double-counting of business hold-
ings exists here as in the case of residential land. The extent to which
such land is, in fact, owned by businesses rather than by individuals
is another unanswered question in land economics; such indications
as there are lead to the conclusion that, in creneml the proportion is
not large.
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Table II-21

Estimated Value of Land Held by Households, United States, 1952-68
{millions of dollars) *

Underlying 1-to-4

Year Total Family Structures Vacant Lots Acrcages
1852 58,969 36,140 15,949 6,880
1953 66,125 39,147 17,068 9,910
1954 74,849 43,535 18,374 12,940
1955 88,994 : 52,271 19,773 16,950
1956 101,296 61,096 21,200. 19,000
1957 112,106 67,326 22,730 22,050
1958 124,282 74,972 : 24,260 25,050
1959 141,579 87,669 25,810 28,100
1960 149,372 90,922 27,350 31,100
1961 161,925 98,835 28,940 34,150
1962 172,899 109,569 B 30,430 f 32,900
1963 184,843 119,323 33,870 31,650
1964 - 197,990 130,230 37,310 30,450
1965 212,651 142,701 40,750 29,200
1966 224,494 152,344 44,200 27,850
1967 237,694 163,351 47,643 26,700

1968 250,894 174,358 51,087 25,450
1
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C. Acreage—There is one remaining type of land which is not re-
ported and whose dimension is difficult to estimate. This is the value of
acreage owned by individuals and, hence, not included in any of the
other classes of holders. It encompasses recreational land owned by
individuals, rather than by business concerns; abandoned farmland
not put to other business or residential use; and any investment by in-
dividuals not classified as proprietors, in land within or outside of
urban areas, which has not been legally subdivided and, hence, in-
cluded as lots in the Census of Governments assessment data. Except
for ground in areas undergoing development, where prices may in-
crease sharply prior to platting, land in this class would have a low
acreage price, and would be of greater importance in estimates of acre-
age than of value.

The difference between the Census of Governments estimate for
acreage and farms, and that of the Department of Agriculture for
farmland, ranges from $30 billion in 1956 to $68 billion in 1961 and
then drops to $56 billion in 1966 (Table II-22). These amounts would
seem to be the maximum values of nonfarm acreage that have been
omitted from the estimate. In fact, the omission cannot be this high,
since much of the land classified as acreage is owned by business orga-
nizations and institutions, or is the site for second homes, whose struc-
tural value is included in the perpetual inventory. For purposes of this
estimate, the amount of difference has been interpolated on a straight
line between the years for which data are available. For 1967 and
1968 the 1961-68 trend was continued. For 1952 to 1956, it was assumed
that prices of acreage had increased at the same rate as the suburban
price index ; that the greater increase in value of acreage from 1956 to
1961 over that shown by the index was the result of increased amounts
of land; and that land was added to the inventory from 1952 to 1956
at the same rate as in the next five-year period, 1952-56. The change in
valuation of acreage was divided equally among the four years, It was
then assumed that half the calculated amounts were attributable to the
household sector.
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Table II-22

Estimate of Valuce of Acrcage Held by Household Secctor,
United States, 1952-1968

(billions of dollars)

Value Value of Houschold Share
Ycar of Farmland Farms and Acreage Value of Acreage of Acrcage Value
(1) (2) (3) (4)
1952 69.2 13.2 6.6
1953 17.4 8.7
1954 21.6 10.8
1955 25.8 12.9
1956 81.9 111.9 30.0 15.0
1957 . 37.7 18.9
1958 45.3 22.7
1959 53.0 26.5
1960 60.6 30.3
1961 107.2 175.5 68.3 34.2
1962 65.8 32.9
1963 63.3 31.7
1964 60.9 30.5
1965 58.4 29.2
1966 146.6 202.5 55.9 28.0
1967 53.4 26.7
1968 50.9 25.5

SOURCE: Col. 1 Table 1, Col. 5.

Col. 2 1956 and 1966: Allan Manve!, "Trends in the Value of Real
Lstate and Land, 1956 to 1966, Table 1, p. 6; 1961: Taxable
Property Values, Census of Governments, 1962, Table 9,

p. 41.
Col. 3 1956, 1961, and 1866, Col 3
extrapolation or interpolation.
Col. 4 50 pecrcent of Col. 3. Sce text.

- Col.

Other ycars by



Arpexpix III

EsTIMATES OF BALANCE SHEETS AND INCOME STATEMENTS OF
Founparions AND COLLEGES AND UNIVERSITIES

(Ralph L. Nelson, Queens College, City University of New York)

FOUNDATIONS

a. Types of Foundations Included

The series relate to foundations that meet F. Emerson Andrews’
definition, contained in The Foundation Directory, of “a non-govern-
mental, non-profit organization having a principal fund of its own,
managed by its own trustees or directors, and established to maintain
or aid social, educational, charitable, religious or other activities serv-
ing the common welfare.”

Not included, therefore, are a number of other kinds of philan-
thropic agencies though they may contain the term “foundation” in
their names. Many are fund raising organizations, distributing their
receipts to health and welfare agencies. Others operate institutions
such as hospitals, schools, and research institutes. Neither these nor
other types hold large endowments or emphasize the making of grants
in their programs.

Also excluded from this series are foundations organized to conduct
programs of corporation giving, the so-called company-sponsored
foundations. Despite assets on the order of $1.4 billion in 1968, most of
these foundations serve as reservoirs whose purpose is to smooth cor-
porate contributions flows. Relatively few of them have achieved the
status of being fully or even substantially endowed.

The series thus includes foundations established by individuals and
families, many of which are full endowed. Others are still in the process
of forming and developing, serving in part as conduits for personal
giving, and awaiting the large endowment transfers that commonly
take place on the death of the founder. Also included are community
foundations, whose endowment is typically built through small and
medium size gifts and bequests from many individuals.

b. Sources of Data and Estimation Procedures

Estimates of total income, outlays and assets were based primarily
on data presented in the three editions of 7he Foundation Directory
and the Treasury Department Report on Private Foundotions. The
Directory provided benchmark data for the years centering about 1956,
1960, and 1965, while the Treasury Department Report provided totals
for 1962. The first two editions of the Directory provided asset data
for many foundations in ledger value only, which must be kept in mind
when comparing them with market value estimates based on cumula-
tive additions to endowment, adjusted by security price indexes. For

(361)
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1962 and 1965, the benchmark totals were expressed in market values,
so less ambiguous comparisons are possible.

The year 1962 was taken as the base year in developing this series.
This was because the Treasury Department survey of some 6,000 foun-
dations provided market value data for a larger list of foundations
than any other compilation. Moreover, the data for all foundations re-
lated to the same year whereas in The Foundation Directory the assets
of listed foundations may have been for any of several years. In com-
piling the Directory, the objective was to present the most recent in-
formation, insofar as this was feasible; therefore the data for a given
foundation may have related to any of three or four years.

The Treasury Department estimate, adjusted to exclude company-
sponsored foundations, indicated the total 1962 market value for the
assets of all foundations to be $15,085 million. Working forward and
backward in time from this point, estimates were made of annual
additions to assets, in current dollars, resulting from new endowments.
Adjusting for these additions, we were able to provide totals for suc-
cessively later or earlier years. The cumulative total was, of course,
adjusted for changes in securities price levels before continuing the
series.

The price index employed for stock prices was the Standard and
Poor’s 500-stock index. For bonds, it was the corporate AAA market
value index. In both cases 1962 was taken as 100. Stocks were given a
weight of 0.75, bonds a weight of 0.25.

The estimates of the annual increase in foundation assets, resulting
from factors other than security price changes, were based on data on
receipts and outlays of foundations, Here the Treasury Report, Edi-
tion 3 of T'he Foundation Directory, and the several Patman reports *
provided information on receipts of gifts and contributions, on invest-
ment income and on outlays for grants and administrative and project
expenses.

For the 1960-1965 period, comprehensive tabulations appeared with
sufficient frequency to require relatively little interpolation. Before

1 Tap Exempt Foundation and Charitable Trusts: Their Impact on Our Economy, Select
Committee on Small Business, House of Representatives, Washington, D.C., December 31,
1962 ; December 21, 1966 ; March 26, 1968 ; and June 30, 1969.
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1960, the problem was more complicated. To develop the annual growth
in assets from endowment gifts required a rather detailed examination
of the time pattern in the establishment of new foundations and of the
dates on which transfers were made; the latter usually coming some
time after foundations were initially established. Fortunately, much
of this kind of estimation had alrcady been done in preparing 7he
Investment Policies of Foundations.* With some rudimentary inter-
polation, it was possible to develop a tolerably defensible series on
annual increments to cndowment for the period 1953-60. Estimates of
annual increments for the period since 1965 are based on extrapolations
of the several receipts and outlays series. A relatively orderly pattern
of growth for each series was assumed. There is no way, however, of
determining whether the assumption led to accurate estinates.

Comparison of benchmark totals with the series d-veloped by the
procedures described above was possible for the 1956~..0, 1960-62, and
1964-65 periods, since comprehensive data were presented in the three
editions of 7'he Foundation Directory. As mentioned above, the pres-
ence of ledger value data and the spread of several ye..rs in asset data
given in cach edition of the Directory makes direct a.\d precise com-
parisons impossible. However the rough comparisons, allowing for the
effects of these statistical biases, suggest that the estimates probably
come close to actual market values.

Having developed the annual series on total market value of founda-
tion assets (see Table A TII-1), the next step was to estimate the
composition of total assets by type, in as much detail as possible. Here
the several Patman reports proved valuable. They contained detailed
asset breakdowns for groups of 534 to 647 foundations, including most
of the largest foundations. The Patman totals accounted for between
two-thirds and three-fourths of total estimated assets of all founda-
tions. The Treasury Department Report also provided asset break-
downs. The two sources thus provided direct data for the years 1960,
1962 and 1967.

19:wRalph L. Nelson, The Investment Policies of Foundations, Russell Sage Foundation,

53-940 O - 71 - pt. 6 - 24
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TABLE AIT1-1

ANNUAL INCOME STATEMENTS OF FOUNDATIONS, 1953-68

($ Millions)

Gifts & Net Inerease
Cratribu- Administra- in Assets

Investment tions Total tion & Project Total (current
Year Income Received Receipts Expenses Grants Outtays dollars)
1968 1,040 1,300 2,340 220 1,670 1,890 450
1967 960 1,215 2,175 205 1,520 1,725 450
1966 880 1,135 2,015 195 1,370 1,565 450
1965 805 1,043 1.898 184 1,220 1,404 494
1965 740 952 ©1,692 170 1,060 1,230 462
1963 670 793 1,463 149 905 1,054 409
1962 601 729 1,330 135 803 938 332
1961 593 567 1,160 130 637 767 393
1960 562 525 1,087 120 557 677 410
1959 518 486 1,004 110 477 587 417
1958 467 447 914 100 448 548 356
1957 423 408 831 90 740 830 1
1956 372 369 741 80 599 679 62
1955 328 330 658 70 283 353 305
1954 277 291 568 60 219 279 289
1953 228 252 480 50 164 214 266
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Asset breakdowns were much more sparse for the period before
1960. Eight foundations could be found that provided market value
breakdowns for the years 1954 and 1958. These, then, were used as
“benchmark years” and provided the means for interpolation of per-
centage distributions.

For the whole 1953-68 period interpolations were made of the per-
centage distributions of assets as indicated by the available direct
data. The interpolation process was guided by such factors as year-to-
year movements in stock and debt prices. This meant that the effect of
such changes was in a rough way incorporated into the interpolation.
Having developed an annual series on the percentage distribution of
assets (shown in Table A ITI-2), it was applied to the estimated totals
to provide dollar values for each type of asset. The final series (shown
in Table A III-3), therefore, presents estimates of the market value,
in current dollars, of the several types of foundation assets.

COLLEGES AND UNIVERSITIES

a. Coverage of Colleges and Universities

The series applies to all colleges and universities in the United
States, including both privately and publicly controlled institutions.
In compiling the data, separate tabulations were made for private
and public institutions and these were combined for purposes of sum-
mary totals. The pattern of receipts and outlays differed between the
two types of institutions. As would be expected, government support
was more important in public institutions and private tuition and
philanthropic receipts were more important in private institutions. The
aggregate series does not separate the two types of institutions, nor does
it provide breakdowns of receipts by source and objective.



TABLE ATII-2

Distribution of Foundation Assets, 1953-68
(percent)

1953 ]| 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | 1960 | 1961 | 1962 | 10963 | loss ] 1es5 | 1086 {1967 | 1968
Casa t.o| 1.0 o9| 08| 0.7 ©0.6| 0.8} 1,3| 1.2| 2.6 22| 1.6| 1.3 | l.2| 1.0 [ 1.0
AR & NRY 1.3 12| &l 13} 14 2] 14| 14 Laf| 1.6 14 ] L 14| L3 14 | L4

Gov't Obligations .
s, 20.6 | 19.4 | 16.6 | 15.2 ] 15.2 | 10.8 | 10.6 | 10.4| 8.8| 7.8| 7.3 | 6.8 6.4 | 6.8 5.3 | 4.9
State & local 0.1] o1} o0.1f 01| 0.1 o0.r} o.1] o0.2| 0.2 0.2} 0.2 0.2 0.2 | 0.2}0.,6 } 0.6
Corporate bonds 7.8 7.3 | 6.6 7.6 9.6 10,0 9.4 | 19.3| 1.2 | 16.0] 14.6 | 13.2 | 11.3 | 13.7 |11.7 ; 9.1
Mortgages 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.7 0.8 0.9 0.8 0.7 0.7 0.6 | 0.5 0.5
Corporate stock 67.2 | 69.2 | 72.8 | 72.7 | 70.6 | 75.1 | 75.0 | 71.6 | 72.3 | 64.7 | 67.5 | 70.3 { 73.2 | 70.7 [72.4 }75.4
Other investments| 0.5| 0.4 ] 0.4 | 07| o0.8| o0.6| o.6] o.9| 1.2] 36| 3.4 3.2 3.0 3.1 47 | 48
Tangible assets o.4| o.4| o5 o5 o0.5] o5 1.0 2.7 2.2 1.9 1.8 1.8] 1.8| L7} 1.8 L7
Other assets 0.5{ o.4| 0.5 o5s]| o0.5| o.5{ o.5]| 0.5} 07| 0.9 o0.8| o0.8] 0.7} 0.7} 0.6 | 0.6
Total 100.0 |100.0 |100.0 [100.0 [100.0 {100.0 { 100.0 [100.0 {100.0 |100.0 ] 10,0 [10.0 | 100.0 {100.0 100.0 ]100.0

a/ A/R is accounts receivable:

N/R is notes receivable

99¢



TABLE AIII-3

Assets Of Foundations, 1953-68
($ millions)
1953 | 1954 | 1955 | 1956 | 1957 | 1958 | 1959 | 1960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966 [|1967 | 1968

Cash 68 80 86 83 68 63 99 163 176 392 354 299 265 240 216 232
A/R & N/Ré/ 88 96 133 134 138 126 173 175 206 21t 227 261 285 260 302 324
Govt obligations

u.s 1,401} 1,544) 1,558| 1,570| 1,484] 1,130) 1,313| 1,302| t,293( 1,177| 1,181 1,269| 1,305 | 1,359 |1,144 | 1,135

State & local 7 8 10 10 10 10 12 25 29 30 32 37 41 40 129 139
Corporate bonds 530 581 608 785 937| 1,046 1,164 1,289} 1,646( 2,414 2,362| 2,464) 2,304 | 2,737 | 2,524 | 2,109
Mortgages 41 48 57 62 59 63 74 88 118 136 129 131 143 120 108 116
Corporate stock 4,569| 5,508 6,916 7,510| 6,894 7,855} 9,287| 8,964|10,623| 9,760|10,922|13,124| 14,924 14,127 15,621 [17,472
Other investments 34 32 38 72 78 63 74 113 176 543 550 597 612 619 {1,014 | 1,112
Tangible assets 27 32 48 52 49 52 124 338 323 287 291 336 367 340 388 394
Other assets 34 32 48 52 49 52 62 63 103 136 129 149 143 140 129 139

Total 6,799 7,961| 9,502{10,330] 9,766|10,460|12,383|12,520|14,693|15,086( 16,179|18,667|20,389 |19,982 p1,575 |23,172
a/ A/R is accounts receivable: N/R is notes raceivable

L9¢
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b. Sources of Data and Estimation Procedures

The basic source for the income statement data was the Biennial
Survey of Higher Education for the period 1951-52 through 1963-64.
Beginning in 1965-66, the Surveys have been taken annually, and the
design of the questionnaire has been changed. Thus data for 1965-66
and 1966-67 (the latest year available) are not wholly comparable to
those for earlier years. The differences, however, are minor and do
not materially affect the continuity of the series.

As requested in the questionnaire, and presented in the statistical
summaries by the Office of Education, the receipts and expenditures
data are not organized as corporate income statement and balance sheet
data are organized. Emphasis is on the source of moneys by type and
objective, and likewise on the expenditure. Double counting occurs in
places, and certain categories of receipts and expenditures are omitted.
Fortunately, the double counting and omissions account for relatively
minor parts of the totals. .

Given the characteristics of the data, it was necessary to develop a
systematic set of accounting categories into which the data could be
put and which would lead to the development of an aggregate income
statement. The test of the success with which the several receipts and
expenditure categories were extracted from the Office of Education
tabulations, and cast into income statement form, is reflected in the
residual. As shown in Table A ITI4, the residual, for most years, was
gratifyingly small relative to the magnitudes of receipts and expend-
1tures.



TABLE AIT1l-4

Annual Income Statements of Colleges and Universities, Calendar Years 1953-66

($ millions)

ket Change

Total Total Expenditures | New Funds Interest | "Cash Flow'" Net Trans- Residual
Reciepts, Expenditures on Land in in on Deficit before| Increase in| fers (Implied)
All for Current Buildings Endowment |Jnexpended External | Financial External from En- Change in
Year Sources Operations & Equipment Plant Funds | Dz=bt Transfers Debt dowment Cash Bal,
1966 15,930 13,160 3,391 526 (137) 274 (1254) 1,220 111 47
1965 14,119 11,457 2,835 471 171 205 (1020) 962 62 4
1964 12,258 9,722 2,432 438 194 162 (690) 644 44 (2)
1963 10,690 8,368 2,313 404 122 132 (649) 654 29 34
1962 9,415 7,395 1,988 360 119 105 (552) 561 19 30
1961 8,286 6,535 1,606 332 112 86 (385) 386 16 17
1960 7,301 5,739 1,415 318 53 72 (296) 337 21 62
1959 6,517 5,200 1,213 304 38 59 (297) 253 20 (24)
1958 5,932 4,633 1,136 280 87 45 (249) 248 13 12
1957 5,637 4,128 1,155 382 171 34 (233) 241 3 11
1956 4,968 3,639 965 379 111 25 (151) 171 (10} 10
1955 4,072 3,248 700 214 39 19 (148) 128 1 (9)
1954 3,613 2,956 624 156 14 15 (152) 104 23 (25)
1953 3,271 2,703 501 137 10 13 (93) 60 17 16)

Note:

Numbers in parentheses have negative values.

69¢€
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The basic estimates of income statement categories were based on
academic fiscal year data, as provided to the Office of Education. All
of the summary income statements were on a July 1-June 30 basis. In
the period 1951-52 through 1965-66, where data were available only
every other year, liner interpolations provided the estimates for the
missing years. The only exception to this procedure was in the interpo-
lation for 1956-57. Here, the effects of a very large Ford Foundation
grant were included. Part of the grant was reected in the Biennial
Survey of 1955-56, and an adjustment was required, prorating the
grant between 1955-56 and 1956-57.

Having developed an annual income statement based on fiscal years
ending on June 30, the next step was to convert the series to a calendar
year basis. This was done by a simple averaging of successive pairs of
academic (June 30) fiscal year totals.

Estimates of the financial assets of colleges and universities were
made by cumulating net additions to endowment, beginning with a base
year (June 30, 1952) estimate of total market value of $3.2 billion.
This was approximately 6 per cent above the book value of assets in
that year of relatively low stock prices, and roughly accorded with
what fragmentary evidence one could find on the market-to-book value
ratio for that year.

Market
Book  Weight
Government bonds_____________________________ 0.83X .20 = .166
Nongovernment bonds__________________________ 0:85X.20 = .170
Common stocks_ _ _ 1.27X.51 = .648
Preferred stocks__ o __ 0.86%.09 = .07T7
Total e 1.061

The $3.2 billion base value was then increased each year, by the addi-
tion of new endowments, the accumulated market value up to a given
year being adjusted for the yearly changes in the level of securities
prices. Two series were developed for total values of endowment, one
using the stock price index as the adjustment factor, the other assum-
ing that no change in securities prices had taken place, thus serving
as a rough measure of the nonequity component of the trend.

Studies by the Boston Fund showed that, in market value, the per-
centage of total endowment in equities rose only moderately over the
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period, from about 53 per cent to about 60 per cent.* Given the strong
rrowth in stock prices, this meant that, to keep the share of equity
elow 60 per cent, a persistent portfolio readjustment out of equities
and into debt had to have occurred. To roughly capture this process,
multipliers were selected to adjust the stock-based price totals and
debt-based price totals. Using these multipliers, in each year adding
to 1.00, the estimated total assets at market value, broken into two
categories of debt and equity, were produced. The equity multiplier
for 1952-53 was .47, rising by a uniform .01 per year to 1966-67. Thus
the multiplier itself was independent of the stock price levels of any

articular year. The equity-debt breakdown, of course, reflected the
evels of stock prices as the equity multiplier applied to their fluctuat-
ing totals.

The application of the above procedure yielded broad breakdowns
between debt and equity that agreed quite well with the distribution
found by the Boston Fund in its studies covering from 50 to 60 per
cent, of total college and university endowments. Perhaps most grati-
fying, the June 30, 1967 market value estimate produced by the above
procedure was $12.0 billion. The first market value data developed by
the Office of Education survey of all colleges and universities referred
to that date. It was $11.9 billion.

Having developed the annual series of total market values, the next
step was to separate its distribution into more detailed equity and
debt categories. (These may be seen in Table A ITI-5.) The distribu-
tions were based upon the detailed breakdowns for the institutions
with the largest endowments, presented in the annual Boston Fund
surveys. They, however, did not provide a breakdown between corpo-
rate and government bond holdings. Two Office of Education studies
provided such a breakdown for 1948-58 and for 1963, and thus per-
mitted separate estimates of the holdings of the two kinds of bonds.

The following procedures were used to place the endowment series
on a December 31 basis. First, for all categories of assets other than
common stock, the average of the June 30 values preceding and fol-
lowing the given December 31 was taken as the estimate of the year-
end value. This was done on the assumption that market price levels
for noncommon stock assets moved in a relatively smooth fashion, not
subject to significant short term fluctuations.

3 Values for the early 1950’s are from ‘‘College and University Endowments: A Survey,”
U.S. Office of Educatlon, Circular 579, Washington, D.C., 1959. Values for the more
recent period are based on data from annual issues of The Study of College and University
Endowment Funds, Boston Fund, 1956—67.



Cash or equivalent
Corporate bonds
Government bonds
Preferred stocks
Common stocks
Other investments
Real estate - leased
Real estate - operated
Mortgages
Other

Total
Physical plant & equipmentg/
External debt

Cash or equivalent
Corporate bonds
Government bonds
Preferred stocks
Common stocks
Other investments
Real estate ~ leased
Real estate - operated
Mortgages
Other

Total

a/ Book value as of June 30

Assets of Colleges and Universities,

1955

52
718
458
259

2,573

TABLE AIII-5

($ millions)

1956

52
979
544
238

2,988

52
104

98

62

47

5,164
8,902
795

67
1,101
530
238
3,116
55
122
84

98

49
5,460

1953-67
1957 1958 1959 1960 1961 1962 1963
Dollar Market Value of Endowments as of June 30
81 60 47 30 40 102 143
1,223 1,052 1,217 1,476 1,509 1,745 1,637
516 751 811 989 1,006 1,157 1,082
238 204 176 177 144 145 125
2,802 3,568 4,048 3,766 4,955 4,084 4,952
58 72 95 103 144 247 250
139 156 189 185 208 238 179
70 66 68 89 56 102 98
133 132 149 185 200 264 197
52 48 41 44 64 43 72
5,312 6,109 6,841 7,044 8,326 8,127 8,735
10,126 11,180 12,365 13,588 15,176 16,728 19,079
1,020 1,276 1,515 1,782 2,190 2,553 3,315
Market Value as of December 31

71 54 39 35 7L 123 167
1,138 1,130 1,347 1,493 1,627 1,691 1,656
634 781 900 998 1,082 1,120 1,163
221 190 177 161 145 135 118
2,877 3,824 4,117 4,004 4,858 4,424 5,370
65 84 99 124 196 249 301
148 173 187 197 223 209 195
68 67 79 73 79 100 94
133 141 167 193 232 231 224
50 45 43 54 54 58 136

5,405 6,489 7,155 7,332 8,567 8,340

1964

190
1,674
1,123

110
5,833

351

210

90

251

200

10,032
21,336
3,862

239
1,760
1,181

116
6,091

364

227

89

264

216

1965

288
1,847
1,239

122
6,767

376

243

a8

277

232

11,479
23,927
4,603

271
1,921
1,289

125
6,887

327

260

102

306

237

9,424 10,547 11,725

1966

254
1,995
1,338

127
5,963

277

277

115

334

242

10,922
26,917
5,786

205
2,042
1,365

154
6,128

259

265

118

335

271

11,142

1967

156
2,088
1,392

180
7,020

240

252

120

336

300

12,084
30,381
7,487

(A
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For the common stock December 31 market value series, a somewhat
different procedure was followed. As explained above, the market
value series was based on accumulations of endowments over academic
years. A fairly continuous flow of endowment grants over the year
was assumed, and the stock price index used to adjust the series was
taken as the average of the twelve monthly averages of weekly indexes
for the Standard and Poor’s 500-stock index. The June 30 values of
common stock holdings, thus estimated, were averaged for pairs of
successive years to produce preliminary December 31 estimates.

To produce final December 31 estimates, recognition had to be taken
of the fluctuating nature of common stock prices. This was done by
the use of an adjustment factor which was expressed as the ratio
of the 500-stock index for December 31 of a given year to the “monthly
average of weekly indexes” used in the initial adjustment for market
price trends. In this way, the level of the stock market on the last
day of the year was incorporated into the December 31 asset holdings.



Appenpix IV
Tuae Assers oF Lapor UNIONS

(Leo Troy, Rutgers University)

1. SOURCES AND METHODS

The sources of the statistics on union assets and liabilities are the
financial reports of unions, filed annually with the U.S. Department
of Labor under provisions of the Labor-Management Reporting and
Disclosure Act of 1959, and reports published by individual organiza-
tions in journals, newspapers and convention proceedings. The latter
source was used to add the financial reports of organizations not subject
to the LMRDA of 1959 (primarily unions of government employees)
and to fill certain gaps in reports filed with the USDL.

Data are available for 1962-66 and for 1968; 1967 is the average of
1966 and 1968. The figures were adjusted to compensate for variations
in the number of unions on the tapes of the Department of Labor.

All figures on total assets, total liabilities and net assets are the
sum figure for local unions, intermediate union groups, and regional,
national, and international unions.

2. NOTES ON INDIVIDUAL ITEMS IN COMBINED BALANCE SHEET OF
LABOR UNIONS

The items shown in Table A IV-I, which should be regarded as
preliminary, are dated at the end of the year and are defined as
follows:

Cash: Includes cash on hand and in banks and other financial
institutions, such as building and loan associations, savings and
loan associations and credit unions, as well as in escrow accounts.
Certificates of deposit are also included.

U.S. Treasury Securities: The value reported is original cost.

Mortgage Investments: The total value shown by the union is
unrecovered cost. The mortgages were purchased on a block basis
from banks or similar institutions. Mortgage secured loans made
by a union are reported under loans receivable.

(374)
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Other Inwestments: This item may be regarded as consisting
rimarily of equity holdings. However, it may also include U.S.

overnment obligations other than Treasury securities, as well
as State, municipal, and foreign government securities. The value
reported by the union is at cost.

Fized Assets: Includes land, buildings, automotive equipment
and office furniture and equipment at fair market value or net
value, as shown on the unions’ books.

Unclassified Assets: This is a residual item devised for this
tabulation because of errors on the original USDL tapes.

Total Assets: This is the sum of reported totals.

Total Liabilities: This is the sum of the reported totals.

Net Worth: This is the arithmetic difference between total assets
and total liabilities,
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Table AIV-1
Combined Balance Sheet of Labor Unions, 1962-68

(millions of doliars)

1962 | 1963] 1964 | 1965| 1966 | 1967 | 1968

1) (2) (3) (4) (5) (6) N

Cash 534 615 629 677 755 823 894

U.S. Treasury securities 406 407 379 392 423 444 465

Mortgages 134 147 143 138 144 149 153
Other investments 275 287 324 335 403 450 497
Fixed assets 267 281 302 348 344 377 410
Unclassified assets 155 139 134 135 137 143 151
Total assets 1,772 ]1,876| 1,901 |2,025| 2,206 ) 2,388 | 2,570
Liabilities 212 228 241 244 258 287 317
Net Worth 1,559 {1,648] 1,660 |1,781| 1,948 | 2,101 | 2,253

Source: See text.



ArpEnDIx V

Tagr DisTRIBUTION oF Assers AMoNG INDIVIDUALS OF DIFFERENT AGE
AND WEALTH

(By John Bossons,* University of Toronto and National Bureau of
Economic Research)

The purpose of this appendix is to provide estimates of the dis-
tribution og the value of different assets over individuals characterized
by age and gross wealth (total assets). The contributions of this are
twofold: (1) to provide estimates of the distribution of wealth among
individuals of different gross wealth within each of several different
age classes, thus providing information on the relative importance of
age as a factor determining wealth differentials, and (2) to do so for
the entire household sectors. Though some estimates of the composition
of asset portfolios for individuals classified by age and gross wealth
have been provided in previous studies, these estimates have (through
being based on estate tax return data) been limited to top wealth-
holders.

The estimates presented in this appendix are based on data collected
in the 1963 Survey of Consumer Finances conducted for the Board of
Governors of the Federal Reserve System by the Census Bureau.? The
survey responses were originally analyzed on a family unit basis; to
obtain data for individuals, each set of data collected for a family unit
was divided among family members using data on asset components
and income shown for individuals within each family. Because a num-
ber of assets could not be divided between husband and wife on the
basis of data collected from respondents, estimates were obtained using
two extreme assumptions and compared with estimates obtained from
estate tax returns for 1962; the proration basis used (allocating such
assets exclusively to the husband) was based on the closer conformity
to estate-tax-based wealth estimates thus obtained.

*The author is indebted to Nahide Craig, Lee Friedman, and Thad Mirer for pro-
gramming and research assistance provided during the course of this study, and to
the Board of Governors of the Federal Reserve System for providing a copy of a tape
containing the individual responses to the 1963 Survey of Consumer Finance on which
the analysis of this appendix is based.

1 Recent studies of the distribution of wealth based on estate tax data include Robert
J. Lampman. The Share of Top Wealth-Holders in National Wealth, 1922—1956 (Princeton :
Princeton University Press, 1962) ; James D. Smith, “Income and Wealth of Top Wealth-
Holders in the United States, 1958,” unpublished Ph.D. dissertation, University of
Oklahoma, 1966; Internal Revenue Service, Statistica of Income—1962, Personal
Wealth Estimated from FEstate Tax Returns (Washington: U.S. Government Printing
Office, 1967). For a review of previous studies, see Lampman, op. cit., chapter 1. For
data provided in these studies on the distribution of total assets by age and gross wealth
of decedents, c¢f. Lampman, op. cit., Table 48, Estimates of the distribution of assets by
age and net wealth are provided in Pergsonal Wealth, op. cit., Tables 11-14.

.3For a description of the suryey, see Dorothy S. Projector and Gertrude S. Weiss,
Survey of Financial Characteristics of Consumers (Washington: Board of Governors of
the Federal Reserve System, 1966), especially pages 45-62.

377)
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In subsequent sections, the estimates obtained from analysis of the
individual responses are presented. The aggregate estimates are com-
pared to corresponding estimates obtained from other sources in Sec-
tion 1. The distribution of assets, corporate stock, and other portfolio
components are discussed in the subsequent three sections.

1. COMPARISON OF AGGREGATE WEALTH ESTIMATES FROM DIFFERENT
SOURCES

Aggregate assets owned by the household sector are shown in Table
V-1derived from two sources, the flow-of-funds data described in Ap-
pendix I of this monograph and estimates obtained by aggregating
responses to the Survey of Consumer Finance. Both are of the value
of assets owned by individuals as of the end of 1962.

As is now well known, a number of assets tend to be systematically .
understated in survey responses.® This tendency is clear from the com-
parison presented in Table V-1, which shows the survey aggregates
substantially understating the aggregate value of certain components
of household wealth, relative to estimates obtained from aggregate
data. The aggregate value of savings accounts, U.S. government secu-
rities, state and local bonds, interests in personal trusts, and interests
in pension reserves are particularly badly understated. (Certain other
assets, notably currency and deposits, are understated because of omis-
sion on the survey questionnaire; currency held by respondents was
for example not ascertained in the survey.)

3Cf. Robert Ferber, The Reliability of Consumer Reports of Financial Assets and
Debts, Studies in Consumer Savings, Number 6 (Urbana, Ill.: Unlversity of Illinois, 1966).



379

TABLE V-1

ALTERNATIVE ESTIHATLS OF AGGRLGATL VALUL OF

HOUSENOLD WLALTH COMPONEWTS, 1962

Liquid Assets

Currency and Deposits

Savings Accounts

Brokerape Account Credit Balances 1.2

U.S. Governmeut Securities
State and Local Bonds

Corporate and Foreign Bonds

TOTAL LIQULID ASSLTS

Other Assets

Stocks

Mortgagpes anu Notes
Life Insurance

Annuity Interest

Interest in Personal Trust

Equity in Non-Corp. Business

Principal Residence
Other Residence

Household Goods

Profit-Sharing Plans
Pension Rescrves
Estates In Probate

Miscellancous

TOTAL HOUSEHOLD ASSETS

53-940 O - 71 - pt.6 - 25

(billions of dollars)

Difference
Estimates Based Lstimates Based Between
on I'tou of YFunds on_Survey Estinates
67.6 23.7
204.8 104.8
273,6 0.6 129,1 144,5
62.6 33.3-
20.0 12.7
0.0 82.6 5.9 51.9 30.7
356.2 181,0 175,2
372.6 376.9 ~4.3
32.1 44.5
91.9 77.4
- 1.1
85.3  209.3 54.3 177.3 32.0
290.9 172.4 118.5
- 4659
- 128.3
- - 58.3 652.4 ~652.4
- 6.9
109.5 19.3
-— ) 11.5
14.3 123.8 —— 37.7 -86.1
1352.4 1597.6 -245,2
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Notes for Table V-1:

The 1963 Federal Reserve Survey of Financial Characteristics of Consumers
included 2557 respondents who gave data sufficiently complete to tabulate.

As part of the Survey design, 'each respondent was given a weight reflecting
the number of similar units (with respect to income) in the total population.
These weights were accepted in calculating the above and following tables.,
Further information on the weighting procedure may be found in Norothy S,
Projector and Gertrude S. Weiss, Survey of Financial Characteristics of
Consumers (Washington: Board of Governors of the Federal Reserve Svstem, 1966),
page 56.

After reinterviews, there were 556 cases for which some information was missing
on wealth and/or income. These cases vere accepted as respondents in the
Survey because in most cases the missing amounts were judped to constitute a
negligible portion of the consumer unit's wealth and income. Adjustments for
these items were made in the Survey editing and processine procedure, generally
imputing the mean value based on households with similar age and income
characteristics, TFurther detail may be found in Profector and Weiss, op. cit.,
pp. 53-56.

Though the Survey included information on deht secured by each asset, only
the gross values were used here, to facilitate comparison with wealth estimates
based on other sources (such as the Internal Revenue Service Fstate Tax Returns).

For two assets, life insurance and closely-held corporate stock, it was
necessary to adjust Survey data. To obtain estimates of the equity value of
1life insurance policies, ratios of equity to face value, by age class, were
applied to the Survev data on face values. These ratios were ohtained from
Internal Revenue Service, Statistics of Income - 1962, Personal Wealth
(Washington: U.S. Government Printing Office, 1967), Table J, page 78,

In the case of closely-held corporations, the Survey data on book values of
businesses in which the family had an active interest were adjusted upward
by a factor of two, in order more adequately to reflect market values.

In the case of closely-held corporations and unincorporated businesses, book
values rather than reported market values were used, reflecting the problems
observed by Projector and Weiss, op. cit. It should be noted that the book
values of unincorporated businesses included in this and other tables in
this appendix are estimates of the value of equity in such businesses and
hence may be negative in individual cases., Negative values for components
of this item occur in 3 out of 2557 cases for active nartnerships and in

5 cases for active sole proprietorships. Such negative values reflect the>
lack of limited liability for owners of unincorporated businesses. It 1s
interesting to note that in only one case out of 2557 was the market value
of any of these items reported negative.
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The effect of most response errors underlying the aggregate under-
statement of savings accounts, bonds, and ‘beneficial interests is to un-
derstate assets of almost all individuals by a relatively small dollar
magnitude. That is, a large part of the error is likely to be relatively
insignificant in its effect on estimates of the distribution of wealth,
merely causing the true distribution of wealth to be dispersed around
a slightly hig%\er median than that estimated from the survey data
without materially affecting the dispersion of the distribution around
its median. It will consequently be assumed in this appendix that the
response bias underlying the understatement of aggregate estimates
obtained from the survey responses is not of material importance in
analyzing the distribution of these aggregates over individuals in dif-
ferent wealth classes.*

A number of assets appear to be understated by or omitted in esti-
mates of aggregate gross household sector wealth obtained from flow-
of-funds data. In particular, corporate and foreign bonds, and a num-
ber of miscellaneous assets appear to be more accurately estimated by
aggregating survey responses than by using flow-of-funds residuals.

The most serious divergencies between the two aggregate estimates
shown in Table V-1 (other than for real property) arise in the cases
of unincorporated business equity and of pension reserves. It is pos-
sible that tge first may in many cases arise from the use of book values
rather than market values to measure the value of interests in unincor-

rated businesses. The divergence in the case of .pension reserves is
indicative of the lack of know%edge among many individuals (partic-
ularly younger individuals) of the present value of their future pen-
sion rights.

Two estimates of the distribution of total assets over individuals
in different wealth classes are summarized in Tables V-2 and V-3. The
two estimates are based on polar extreme assumptions concerning the
allocation of assets between husband and wife where no data for such
allocation is available. In the first case, such assets are allocated ex-
clusively to the husband; in the second case, they are split evenly
between husband and wife. Examining the tables in the light of the
estimates presented in Sections 3 and 4 below, it is evident that the

¢ Resnonse errors taking the form of deliberate omissions of itmportant assets items by
a respondent to the survey undoubtedly account for some of the aggregate under-
statement ; response errors of this form would necessarily affect the dispersion as well
as medirn of the distribution of assets subiect to such error, It is assumed in this annendix
that such deliberate omissions are of second-order importance compared to the effect of
widespread omission of minor asset items. The major assets for which this assumption is
likely to be invalld are equities in unincorporated businesses, in closely-held corporations,
or in real estate. In these cases there may be frequent reporting of investments on the
basis of their original cost rather than their current book or fair market values as well as
cases of deliberate understatement.
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allocation of assets is of material importance in those cases where the
distribution of assets is relatively unequal.

A comparison with estimates obtained from estate tax returns of the
survey estimates of total assets allocable to individuals with total as-
sets of more than $60,000 is presented in Table V-3. This table indi-
cates that, for most assets other than corporate stocks, it would appear
more accurate to allocate assets of husbands and wives exclusively to
husbands than to split such assets among spouses. For corporate stocks,
this would particularly appear to be the case, since estate-tax-based
estimates ofp corporate stock are likely to be understated as a result of
liquidations made in contemplation of death. ‘

Comparing Table V-3 with Table V-1, it would appear that most
of the understatement in the survey responses evident from Table V-1
is concentrated among individuals with total assets of less than $60,000.
The estate tax return estimates of liquid assets (cash and bonds) shown
in Table V-3 are roughly $50 million greater than the corresponding
estimates obtained from the Survey of Consumer Finances. However,
much of this understatement is likely to reflect liquidation of corpo-
rate stock and of unincorporated business assets to avoid liquidity
problems at death. It would accordingly seem safe to assume that less
than one-tenth of the $175 million understatement of liquid assets
shown in Table V-1 is allocable to top wealthholders.

There is a substantial understatement of equity in unincorporated
businesses in estimates based on estate tax return data. (Equity in
unincorporated business is not shown separately in the aggregated
estate tax return data and is therefore included in “other assets” in
Tables V-2 and V-3.) Such understatement is undoubtedly due to
liquidation of interests in such businesses in contemplation of death,
though mortality losses due to the decedent being a principal in such
firms may also be a factor. The understatement of this item shown in
Table V-3 is itself understated by the fact that such assets have been
measured in terms of book value in the case of the survey responses,
but are presumably measured at closer to market value on estate tax
returns.

Holdings of real estate by individuals with assets of more than
$60,000 would appear to be significantly understated in survey re-
sponses, based on comparing the survey estimates shown in Table V-3
with the corresponding estate tax-based estimates. It is possible that
this may be largely due to reporting of values closer to original costs
than to current market values, the latter presumably being the basis
for valuation on estate tax returns.



Tahle V-2

AGGREGATE VALUE OF COMPONENTS OF ASSETS IN HOUSEHOLD SECTOR FOR INDIVIDUALS

WITH ASSETS OF LESS THAN $60,000

Dollar Billion

Unallocatéd wealth of husband and wife
allocated entirely to husband

Unallocated wealth of husband and wife
split evenly

$15,000 $30,000 Total $15,000 $30,000 Total
Below to to Under Below to to Under
$15,000 $30,000 $60,000 $60,000 $15,000 $30,000 $60,000 $60,000
Currency, deposits &.
savings accounts 37.4 24,4 29.4 91.2 39.8 30.9 23.3 94.0
U.S. Government
securities . 6.3 5.1 7.5 18.9 6.9 6.7 6.4 20.0
State and local bonds - S~ 0.1 0.1 - - 0.2 0.2
Corporation & foreign .
bonds 0.1 0.9 1.6 2,6 1.1 0.4 1.5 . 3.0
Stocks 3.6 10.3 27.0 40.9 2.4 22.4 37.6 69.4
Mortgages and notes 2.8 3.2 7.9 13.9 4.1 6.7 6.7 17.5
Life insurance ) .
equities 32.5 15.7 12.1 60.3 41.4 15.0 9.3 65.7
Real estate 126.6 183.,0 130.6 440.2 259.8 143.3 74.9 477.9
Other 48.0 43.9 64.0 155.9 .79.1 62.1 45.2 186.4
TOTAL 251.5 286.5 280.2 824.0 441.6 287.5 . 205.1 934.2
Source: Analysis of individual responses to 1963 Survey of Consumer Finances
Note: Figures may not add to totals due to roundings. For other notes, see next page.

€8¢
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Notes for Table V-2:

The basic wealth-holding unit for purposes of the Survev consists of families
and unrelated individuals as defined by the Bureau of the Census, It was
necessary for purposes of this table to decompose the Survey familv data

into individual data.

All wealth and income components in the survey were recorded in one of three
ways: a single entry representing the total family wealth: two entries
representing first the share of the husband and wife (H & V) and second,

the share of the other family members (FM); three entries, one each for the
head, spouse, and all OFM. We mav list the components by the way in which
they were recorded. Note a component may appear on more than one list if
its subcomponents are recorded in different ways,

Single entry Double entry Triple entry
Credit-Brokerape Income (all times) Checking accounts
account Savings deposits
Other Federal Federal savings bonds
securities Mortgages and notes
State and local (some types)
bonds Life insurance (face)
Corporate and Annuities

foreign bonds
Stock (all tvpes)
Mortgages and

notes (some types)
Trust assets
Noncorporate

business assets
Principal residence
Other real estate
Household goods
Profit sharing plans
Retirement plans
Estates in probate

Wealth was allocated in the following manner: In all cases wealth to OFM
was gplit evenly among all adults other than head and spouse. If there were
no such adults, OFM wealth was split evenly among the children.

For triple entry components, wealth was assigned as recorded (and OFM uas
split by the above procedures)., ¥or single entry items, the share to

husband and wife income from that asset., If no income was reported, the
wealth was divided evenly among wealth-holders in the family (one exception

to this is when there is no wife present: the head then receives a double
share). The share to OFM was computed as a residual in both cases. The H & W
share was divided in two ways (applicable also to double-entry items); first,
all H & W wealth was assigned to the husband; second, the wealth was evenly
split between head and spouse. Wealth apgrepates vere estimated separately
for each assumption.

I'or other notes, see notes to Table V-1,
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Table V - 3

COMPARISON OF HOUSEHOLD SURVEY ESTIMATES WITH ESTIMATES OBTAINED

FROM ESTATE TAX RETURNS, 1962 ~

(billions of dollars)

Unallocated wealth of
husband and wife alloca-

Unallocateﬁ wealth of husband and
wife split evenly between hushand

ted entirely to hushand and wife
Estimates based
on estate tax
Total |Assets Assets Total |Assets |Assets |[returns for indi-
from under over from | under aver [viduals with assets
survey | $60,000 |$60,000 |survey |$60,000 |$60,000|over $60,000
Cash 129.0 91.2 37.7 129.0 94.0 35.1 70.7
Bonds 51.8 21.6 30.2 51.8 23.2 28.6 47.9
Stocks 376.9 40.9 336.0 376.9 69.4 307.5 325.8
Mortgages & notes 44,5 13.9 30.6 44.5 17.5 26.8 30.4
Life insurance
equity 77.4 60.3 17.1 77.4 65.7 11.6 15.6
Real estate 594.2 | 440.2 154.0 594.2 (4183.7 110.5 188.0
Other assets 323.8 | 155.9 170.7 323.8 | 186.4 137.4 73.6
TOTAL 1,597.6 | 824.0 795.6 |,597.6 | 940.0 657.6 752.0

Notes and sources:

Survey cstimates are tabulated from individual responses. Estate
ta: cstimates are obtained from Intermal Revenue Service, Statis-
tics of lucome - 1962, Personal Wealth Estimates from Estate

Figuces may

Other notes

&8 in Table V-2

{Washingion, USGPO, 1967)

not add (o totals due to rounding.



386

2. DISTRIBUTION OF TOTAL ASSETS

The distribution of total wealth among individuals in different age
and asset classes is shown in Table V—4. In these and all subsequent
tables in this appendix, wealth components of husbands and wives
which were not obtained separately in the survey interviews have been
allocated exclusively to the husband.® Allied estimates of the number
%f ti{ldi‘\;idua.ls in different age and wealth classes is presented in

able V-5.

S For a description of the procedure used to decompose family data into estimates on an
individual basis, see the notes to Table V-2,
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Table V -4

DISTRIBUTION OF HOUSEHOLD ASSETS AMONG INDIVIDUALS
CLASSIFIED BY AGE AND TOTAL ASSETS, 1962

Apge of Individual

Total assets owned Under

by individuals 25 25 to 34|35 to 44 |45 to 54 |55 to6h ngr ‘:;(lq

A. Total assets owned by all individuals in each class
(billions of dollars)

Less than $15,000 | 15.0 32.6 52.0 63.3 48.0 | 46.3 257.3
$15,000 - 30,000 3.5 41.3 62.3 75.1 54.5 | 49.9 286.5
30,000 - 60,000 1.1 23.5 55.4 68.5 80.5 | 51.3 280.2
60,000 - 100,000 0.9 4.1 21.5 29.8 37.7 | 45.4 139.3
100,000 - 200,000 2.6 1.3 40.0 23.4 48.0 21.4 136.7
200,000 - 500,000 0.6 8.2 15.2 31.8 44.8 56.9 157.5
500,000 - 1,000,000 2.1 2.3 15.6 15.1 27.8 | 38.2 101.0
Over $1,000,000 -— 25.3 24.8 63.4 60.0 | 65.5 239.0

ALL INDIVIDUALS 25.8 138.6 286.7 370.2 401.3 '374.9 1,597.6
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Table V-5

DISTRIBUTION OF NUMBERS OF INDIVIDUALS CLASSIFIED
BY AGE AND TOTAL ASSETS, 1962

Total assets ouncd

Less than
$15,000 -
30,000 -
60,000 -
100,000 ~
200,000 -

500,000 -

by individuals

415,000
30,000
60,000
100,000
200,000
500,000

1,000,000

Over $1,000,000

ALL INDIVIDUALS

Less than
$15,000 -
30,000 -
60,000 -
160,000 -
200,000 -

500,000 -

$1%,600
1,600
10,000
101,000
200,000
500,000

1,000,000

Over $1,000,000

ALL TNDIVIBUALS

Ane of Individual

All
rres

154.6

6.8
1.9
1.0
0.5
0.2

0.1

178.4

86.6
7.5
3.8.
1.0
0.6
0.3

0.1
0.1

100.0

Under |55 to 34|35 to 44 |45 to 54 |55 tosa] OVCT
25 64
A. Numbers of individuals (millions)
57.1 22.0 23.4 21.7 16.0 14.4
0.2 1.9 3.0 3.5 2.5 2.3
-— 0.6 1.4 1.7 1.9 1.3
-— 0.1 0.3 0.4 0.5 0.6
— — 0.3 0.2 0.4 0.2
— -—- 0.1 0.1 0.2 0.2
— — - - — 0.1
57.3 24.7 28.4 27.5 21.4 19.0
B. Percentage‘distrihucion (percent of grand total)
32.0 12.4 13.1 12.1 8.9 8.1
0.1 1.1 1.7 1.9 1.4 1.3
—-— 0.3 0.8 1.0 1.1 0.7
——— ——— 0.2 0.2 0.3 0.3
- — 0,2 0.1 0.2 0.1
—-— —-— —-_— 0.1 0.1 0.1
32.1 13.8 15.9 15.4 12.0 10.7
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Table V-5

Ape of Individual

Tg;n}n3:3:i:u?2nca UoecT |25 034135 o 44[45 to 54 |55 oes| OFCT ﬁiiu
B. Percentage distribution (percent of tnotal tealth)
Less than $15,000 0.9 2.0 | 3.3 4.0 3.0 | 2.9 15.8
§15,000 - 30,000 0.2 2.6 3.9 4.7 3.4 3.1 | 17.9
30,000 - 60,000 0.1 s |3 4.3 5.0 3.2 | 115
60,000 = 100,000 0.1 0.3 1.4 1.9 2.4 2.9 8.8
100,000 ~ 200,000 0.2 0.1 2.5 1.5 3.0 1.3 8.6
200,000 - 500,000 -—- 0.5 1.0 2.0 2.8 3.6 9.9
500,000 - 1,000,000 0.1 0.1 1.0 0.9 1.7 2.4 6.3
Over 41,000,000 -— 1.6 | 1.6 4.0 3.8 | 4.1 15.0
ALL 1:DIVIDUALS 1.6 8.7 |[17.9 23.2 25.1 | 23.5 | 100.0-

Sources:

Tables V-3 to V-19.

Individual responses to 1963 Federal Reserve Board Survey of Consumer

Finances,

Note: Figures may not add to totals due to rounding.
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The number of individuals with little wealth is pronounced, as is
implied by the figures shown in Table V=5. Their importance in the
distribution of wealth is shown in Table V—4. Though more than five-
sixths of all individuals had less than $15,000 in total assets, such in-
dividuals accounted for less than one-sixth of the total wealth of the
household sector. Moreover, approximately 20 percent of the wealth
owned by such individuals was attributable to individuals more than
64 years old.

y contrast, individuals with total assets worth more than $200,000
accounted for virtually one-third of total assets of the household sec-
tor, even though comprising only 0.5 percent of the tabulated popu-
lation. These individuals were heavily concentrated in higher age
classes, with individuals more than 54 years old accounting for close
to 60 percent of total assets held by members of these wealth classes.

The increasingly unequal distribution of wealth as age increases is
to be expected on several grounds. The principal reason for this result
is of course that lifetime incomes are distributed unequally (partly
because of the incidence of bequests), and that human capital is ig-
nored in the assets tabulated in this appendix. Were differences 1n
human capital the only source of differences in lifetime income, finan-
cial wealth would be determined partly by variations in rates of
return realized on invested capital but primarily as the integral of
previous saving. Were consumption a constant fraction of lifetime
income and were current income a constant fraction of lifetime income
(regardless of age), then average wealth would increase with age the
distribution of wealth would become more unequal as age; increased.
Taking the normal lifetime profile of income into account would
change this conclusion only marginally. Both variations in rates of
return on capital and variations 1n lifetime income on human capital
would result in an increasingly unequal distribution of wealth as age
increases.®

¢ For a brief review of sources of income and wealth differentials, see J. E, Stiglitz, “The
Distribution of Income and Wealth among Individuals,” Bconometrica, 37 (July 1969),
pages 382-397.
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To the extent that variations in rates of return on capital are in part
attributable to rents on scarce types of human capital, we may expect
the rate of increase of wealth with age to depend in part upon the
fraction of total assets invested in corporate stock (since most of the
variance in rates of return is attributable to returns on such assets).

3. DISTRIBUTION OF SHAREHOLDINGS

The ownership of common and preferred shares is heavily concen-
trated among older individuals and among individuals with large
wealth. The total value of corporate stocks owned by individuals in dif-
ferent age and asset classes is shown in the first part of Table V-6; the
share of household sector ownership of stocks allocable to individuals
in each age and asset class is shown in the second half of this table. A
comparison of Table V-6 with Table V—4 provides some interesting
insights into the extent to which stock ownership is concentrated
among upper age and asset classes.

While 72 percent of total assets in the household sector is owned by
individuals more than 45 years old, 83 percent of corporate stock is
owned by individuals older than 45. The effect of age becomes more
pronounced as age increases. For individuals aged 45 to 54, their share
of the aggregate value of stocks owned by the household sector is
almost identical to their share of total assets in the household sector.
Individuals aged 55 to 64 account for 28 percent of corporate stocks
owried by the household sector and 25 percent of total assets. Individ-
uals more than 64 years old account for 32 percent of the value of the
stocks owned by all individuals, while accounting for only 23.5 per-
cent of total assets.

Among individuals more than 45 years old, the relative importance
of corporate stocks rises as total assets of the individual rise. Indi-
viduals in this age group with over $200,000 of assets account for 63
percent of total stock owned by the household sector, while accounting
for.only 25 percent of total assets. Individuals more than 45 years old
with assets above $1 million account for more than one-third of total
corporate stock held by the household sector and for only one-eighth of
total household-sector wealth.
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Table V-6

DISTRIBUTION OF HOUSEHOLD-OWNED CORPORATE EQUITIES AMONG
INDIVIDUALS CLASSIFIED BY AGE AND TOTAL ASSETS, 1962

Ape of Individual
Ty tndividuals V25T |25 t0 34135 to 46|45 €0 54 |55 cosa| OV ot
A. Total amount of corporate equities owned by
all individuals in each class (billions of dollars)
Less than $16,000 0.6 0.5 0.3 0.7 0.9 0.6 3.6
$15,000 - 30,000 0.2 0.8 1.8 1.3 3.6 2.6 10.3
30,000 - 60,000 0.1 4.7 3.4 7.0 5.6 6.3 {27.0
60,000 - 100,000 0.5 3.3 2.8 4.3 |11.8 6.4 29.1
100,000 - 200,000 0.4 0.5 11.8 6.5 11.8 7.1 38.1
200,000 - 500,000 0.1 1.1 4.3 13.8 14.7 35.1 69.2
500,000 - 1,000,000 1.3 1.7 1.8 6.1 |17.8 18.1 | 46.9
Over $1,000,000 -— 1.0 19.5 47.0 39.8 45.6 152.8
ALL INDIVIDUALS 3.2 13.6 45.7 86,7 [06.0 [.21.8 P77.0

B. Percentage‘d?stribution (percent of grand total)

Less than $15,000 0.2 0.1 0.1 0.2 0.2 0.2 0.9
$15,000 ~ 30,000 -— 0.2 0.5 0.4 1.0 0.7 2.7

30,000 ~ 60,000 ! -— 1.2 0.9 1.9 1.5 1.7 7.2

60,000 - 100,000 0.1 0.9 0.7 1.1 3.1 1.7 7.7
100,000 ~ 200,000 0.1 0.1 3.1 1.7 3.1 1.9 10.1
200,000 - 500,000 -— 0.3 1.1 3.7 3.9 9.3 18.4
500,000 - 1,000,000 0.4 0.5 0.5 1.6 4.7 4.8 | 12.4
Over $1,000,000 c_— 0.3 5.2 12,5 10.5 | 12.1 | 40.5
ALL INDIVIDUALS 0.9 3.6 12.1 23.0 28.1 32.3 |100.0
P R e od 4 o ——
Source: Tables V-13 and V- 19,

Note: Figures may not add Lo totals due to rounding.
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The average ratio of the value of corporate stock to the value
of assets owned by each individual in different age and asset classes is
shown in Table V-7. Because of the relatively small sample size in
each one of the cells, it would be erroneous to assign too much weight
to specific numbers in this table. Moreover, because of the relatively
small number of large-wealth owners who are young, it is necessary
to be particularly wary of estimates shown for individuals below 45
years of age. The relatively high variance in the ratios of traded stock
to total stock for individuals between 25 and 44 years old with wealth
greater than $60,000 reflects a predictably high variance in the relative
importance of investments in closely-held companies. In part, this
variance may be due to the incidence of bequests consisting of interests
in closely-held companies. In part, the high variance may be due simply
to the relative infrequency with which individuals less than 45 years
old become proprietors of successsful new corporations.

Average ratios of the value of traded stock to the value of total
stock owned by individuals classified by age and gross wealth are
shown in Table V-8.
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Table V ~ 7

AVERAGE RATIO OF VALUE OF STOCKS TO TOTAL ASSETS

FOR INDIVIDUALS CLASSIFIED BY AGE AND SIZE OF TOTAL ASSETS, 1962

(percentage of total assets)

Age of Individual

R U5 |25 to 34 [35 to 4|4 o 54 |55 coes| Oper | AL
Less than $15,000 6.2 1.4 0.6 1.1 1.8 1.3 1.4
$15,000 - 30,000 4.9 2.0 2.8 1.8 6.7 5.2 3.6

30,000 - 60,000 11.2 19.8 6.1 10.3 6.9 | 12.2 9.6

60,000 - 100,000 62.1 80.2 13.1 14.3 [31.3 [14.1 {20.9
100,000 - 200,000 14.5 36.9 29.5 27.9 |24.5 |[33.2 ]27.8
200,000 - 500,000 21.7 13.4 28.5 43.4 |32.8 |61.7 |[43.9
500,000 - 1,000,000 | 63.8 74.0 11.2 40.7 [64.2 |41.5 |46.4
Over $1,000,000 ——— 3.8 78.5 74.2 | 66.3 |69.6 |[63.9
ALL INDIVIDUALS 16.2 9.7 15.9 23.5 | 26.4 {32.5 23.7

Source: Tables V =13 to V - 19,
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RATIO OF VALUE OF TRADED STOCKS TO TOTAL STOCKS OWNLED BY

INDIVIDUALS CLASSIFIED BY AGL ANu TOTAL ASSETS, 1962

Total assets owned
by individual

Less than $§15,000
$15,000 - 30,000
30,000 - 60,000

60,000

100,000
100,000 - 200,000

200,000

500,000
500,000 - 1,000,000

over $1,000,000

ALL INDIVIDUALS

Source: Tables V-13 to V-19.

53-940 O - 71 - pt. 6 - 26

(percentages of total stocks)

Age of individual

\

Under 25 35 45 55

25 T to 34 to G4 to 54 to 64
100.0 94,2 98.3 99.9 82.6
94.5 71.3 69.4 68.7 90.7
96.2 10.0 34.4 86.8 88.2
73.3 100.0 38.3 89,3 94.6
100.0 11.9 23.3 67.2 86.7
99.8 14.3 41,2 35,0 75.8
100.0 2.3 65.5 21,7 45.8
— 75.5 21.7 23.9 53.5
95.2 42.7 30.0 38.4 66.7

Over
64

—

99.9

64.2
93.5
71.1

59.0

All
Ages

94,7
83,1
66,7
89,8
58.1

73.6

57.9
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4. DISTRIBUTION OF OTHER ASSETS

Estimates of the different components of wealth owned by indi-
viduals in different age and asset classes are shown in Tables V-13
through V-18. (A summary table showing the components of wealth
for individuals in all age classes combined is presented in Table V-19.)
These tables provide substantial detail on the composition of wealth
in different age and asset classes.

The relative importance of liquid assets and investments in real
estate and household durables is shown in Tables V-9 and V-10. As
these tables indicate, the importance of both types of assets is highest
for individuals with small amounts of wealth. As Table V-9 indicates,
the combined importance of cash and bonds is particularly high for
individuals over 64 compared with individuals in all wealth classes
combined in different age classes. In addition, the importance of liquid
assets is enhanced in higher wealth classes by the importance in such
classes of investments in state and local bonds; which because of their
tax-exempt status are attractive to individuals whose marginal tax
rate is higher than that of the marginal investor in the state and local
bond market. State and local bonds are a significant fraction of
liquid assets for individuals with more than $500,000 in total assets.

he relative importance of real property, shown in the tabulations
presented in Table V-10, is particularly high in low wealth classes.
As wealth increases, the relative importance of real property declines.
A similar decline in the relative importance of real property (though
not a precipitous) may be observed as the age of the individual
increases.
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RELATIVE I!{PORTANCE OF CASH AND BONDS AIONG ASSET HOLDINGS FOR

INDIVIDUALS CLASSIFIED BY AGE AND TOTAL ASSETS, 1962

Total assets owned
by individual

(percentages of total assets)

Age of individual

Less than $15,000
$15,000 - 30,000
30,000 - 60,000

60,000

100,000 - 200,000
200,000 - 500,000
500,000 - 1,000,000

Over $1,000,000

ALL INDIVIDUALS

Source: Tables V-~12

to V-18,

Under 25 35 45 55 Over
25 to 34 to 44 to 54 to 64 64
26,0 11.0 13,6 13.7 18.6 25.1
3.4 2.9 4,4 9.1 17.5 19,7
3.5 5.1 8.1  11.1  15.0  25.8
100,000 5.8 0,9 4.4 11.1 15.8 15,5
29,9 2,1 7.5 5.9 12.0 23,6
2.5 1.4 6.8 5.0 4,8 9.0
0.2 1.9 0.4 3.5 5.4 13.6
- 1.0 3.1 2.9 9.5 13,0
19.1 4.6 7.0 8.6 12.9 17.6

11.3
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TABLE V -« 10

RLLATIVE IMPOKRTANCE OF REAL PROPERTY AMONG ASSET HOLDINGS
OF INDIVIDUALS CLASSIFIED BY AGE AND TOTAL ASSETS,1962

(percentages of total assets)

Age of individual

Total assets owned Under 25 35 45 55 Over All
by individual 25 to 34 to 44 to 54 to 64 64 Ages
Less than $15,000 5.5 61.1 59,2 71.6 57.2 56.5 49.2
$15,000 - 30,000 77.8 78,4 80.2 71.0 59.6 53.1 68.9
30,000 -'60,000 0.8 60.9 52.3 49.3 50.7 43,9 50.1
60,000 ~ 100,000 8.7 14.0 59.5 39.5 35.4 32,8 38.4
100,000 - 200,000 —_— 53?2 41.7 40.3 27.8 24,1 33.1
200,000 -~ 500,000 -— 15.7 35.8 26.4 12.6 11,7 17.4
500,000 ~ 1,000,000 3.2 7.1 4,2 24.6 16,9 22,0 17,5
Over $1,000,000 - 1.1 4,5 113 9.6 8.9 8.4
ALL INDIVIDUALS 15,5 50,2 51,1 46.7  35.8  31.0 37.2

Source: Tables V=12 to V-18.
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Among other assets, the distribution of unincorporated business as-
set is particularly interesting. The relative importance of these assets
in different age and wealth classes is shown in Table V-11. Such assets
are of particularly large relative importance for wealth holders with
assets between $30,000 and $500,000, almost without regard for the age
of the wealth holder. As a result, the relative importance of unincorpo-
rated business assets for all individuals in an age class is almost en-
tirely unaffected by age in the top four age classes. (In the bottom two
age classes, the paucity of individuals with wealth above $60,000 dom-
inates the result.) Over all individuals, the relative importance of
unincorporated business assets is approximately 5 percent for indi-
viduals with assets of less than $30,000 or assets of greater than $500,000
and is approximately between 15 and 20 percent for individuals with
assets between $30,000 and $500,000.

The estimates shown for the relative importance of most other
variables are relatively low and deserve little comment. The one ex-
ception consists of the high values shown for the relative importance
of equity in life insurance in the low wealth classes, a phenomenon
which may in part be due to an overstatement of the ratio of life insur-
ance equity to life insurance face value for individuals in the bottom
age classes. The relative importance of bequests as a source of wealth
is shown by the relative importance of estates in probate compared to
total assets for individuals in higher wealth classes who are less than
35 years old.
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AND TOTAL ASSETS, 1962

(percentages of total assets)

Ane of individual

Total assets owned Under 25 35 45 35
by individual 25 to 34 to 44 to 54 to 64
Less than $15,000 21.2 6.4 8.4 1.2 7.3
$15,000 - 30,000 9.3 7.3 3.5 7.4 7.5
30,000 - 60,000 22.5 2.9 23.1 15.8 17.2
60,000 - 100,000 5.2 -_— 11.6 24.9 7.2
100,000 - 200,000 55.5 _ 11.7 4.3 20.0
200,000 - 500,000 hS;O -— 20.1 16.9 35.9
500,000 - 1,000,000 3.2 -— 0.5 26,3 1.3
over $1,000,000 - _ 0.5 4.5 4.9
ALL INDIVIDUALS 21.7 4.2 10.4 10.2 13.2

Source: Tables V-13 to V-19,

Over

10.8

All
ages

7.9
15.8
19.1
14,5
18.7

6.0

3.5

10.8
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6. ASSET-HOLDING PATTERN FOR INDEPENDENT INDIVIDUALS LESS THAN
25 YEARS OLD

In the preceding analysis, all individuals less than 25 years old have
been aggregated together. In this section, individuals in this age group
who are heads of households or living in independent establishments
are segregated out and examined separately. Such individuals account
for 7.5 million individuals out of the 57.3 million individuals included
in the under-25. age group. (Most of the remaining 49.8 million in-
dividuals are dependent children.)

Estimated asset-holdings for such individuals are presented in Table
V-12. By comparing the estimates shown in this table with the results
of previous analyses reported above, it can be seen that independent in-
dividuals under 25 years of age are much more like individuals in
higher age groups than they are like dependent children in the pattern
of their asset holdings. Of particular interest is the almost complete
absence of investments in common stocks and in equity interests in
unincorporated businesses. It may be consequently assumed that the
magnitude of investments in such assets shown earlier is the result
of distribution of such equities to dependent children by parents in
order to avoid estate taxes and to reduce current personal income taxes
on income from the business. Since de facto control of such equity in-
terests would in most such instances continue to reside in the parents,
the figures presented on the distribution of asset ownership by age class
present a biased estimate of the distribution of the control of wealth
by age class.

Further data on independent individuals less than 25 years old are
presented in Table V-20.



TABLE V ~ 12

ESTIMATED ASSET-UOLDINGS FOR INDIVIDUALS LESS THAN 25 YEARS OLD
IN INDEPENDENT HOUSEHOLDS, 1962

Relative importance of

Total assets owned by Number of Cash and Corporate Unincorporated Real

Asset class of individuals in class individuals bonds” equities businesses property
individual.. (billions of dollars) (millions) (percentages of total assets)
Less than $15,000 5.7 7.3 11.9 0.7 0.5 52,9
$15,000 - 30,000 3.1 ' 0.2 . 2.7 1.7 2,3 88.1
30,000 - 60,000 0.6 - 0.4 - R ’ 1.3
60,000 - 100,000 0.1 -— 0.6 17.9 13.2 - 68,3
100,000 - 200,000 _— t -— ‘ - - ) -—
200,000 - 500,000 -— —_— -— -— -— -—
500,000 - 1,000,000 - - c-— -— - ' -
Over $1,000,000 -— -— -_— —_— —_ -—
ALL INDIVIDUALS 9.5 7.5 8.0 1.2 1.2 61,1

Source: Individual responses to 1963 Survey of Financial Characteristics of Consumer.

4\i4



COMPUMENTS Jf_WEALTH FOR ’ Table V-13
All inoiviouals less than 25 years old,
CLASSTFIED BY WEALTH

(millions of dollars)

WEALTH  CLASSES -
QELOW 15 15 1O 30 30 'O 60 60- 100 100-200 200-500 S00-1000 OVR 1000 - TOTAL

CHECK ING ACCOUNTS © 218,21 33,40 2.72 12.14 0.00 0.79 0.00 0.00 267.26
SAVINGS DEPISITS . 29e7.52 . 77.95 | 7.33 2.33 347.73 . 7.03 0.69 . 0.00 3410.58
CREDIT BAUKERAGEACT. 0.00 5.35 0, 03 0.16 2.83 1.29 0.00 0. 00 S.67

TOTAL CASH ~ ~ 3145,73 116,70 10,08 14064 350.56 9.11 0.69 0.00, 3687.51
FEDFRAL SAVING BINDS 730. 64 2,50 0.00 22.79 9.61 0.00 0.00 0.00 765.53
OTHER FO., SECURITIES 0-00 0.00 28,08 0,00 125.19 6,23 0,00 . 0,00 159,51
STATE + LOCAL BOUNDS 0,00 0.00 0.00 12464 43.57 0.00 - 0,00 0.00 56421
CORP. + FORGN-_ BONUS, _  0.00 0,00 0. 00 0.03 250.99 . 0.00 5.06 _ 0,00 256,08

TOTAL BUNDS 730, 64 2.50 28. 08 35.46 429.36 6423 S.06 0.00 1237.33
TPADED STLCK - 577,78 161.77 114,92 390.18 377.3% 130.91 1322.70 0.00 3075.60
CLUSELY HFLD STOCK 0.00 9,35 0. 00 1642.15 0.00 0.00 0,00 0,00 151.50
STOCK, TYPE UNAVAIL. 0,00 t 0,00 0, 00 0,00 . 0,00 0,00 0.00 0.00 0,00
INVESTMENT ZLUBS 0,00 ° 0,00 4.58 0400 0.00 0.27 0.00 0. 00 4,86

TOTAL STOCKS 577,78 171.12 119.50 532.33 377.34 131.19  1322.70 0.00 3231.96
MORTGAGES AND NUTES 95, 55 . 8.60 0. 00 0,00 0.00 0.00 0,00 0,00 104,15
EQUITY LIFE INSUR. _  5268.08 141423 _ 18431 . 002 _ 2433 _ 0,00 _ 0,00 _ 0.00 5529.97
ANNUITIES 0, 00 0,00 0.00 0.00 0,00 0,00 0.00 0.00 0,00
TRUST ASSETS 631,73 0,00 36,19 155,51 0.00 186409 284,37 0.00 1293.89
NONLIRP. BUS, ASSETS  3186.56 328.34 240, 49 4,57  1448.72 272.27 67,21 0,00  5588.15

TOTAL OTHER FIN.  9281.90 78,17 295. 00 200,10 1451.05 ©58.37 351,58 0,00 12516.16
PRINCIPAL RESIOENCE - 0,00 2363.83 77 0.00 ~ 767,27 777 0400 77 0,00 ~ 0.00 °~ °~ 0.00 2431.10
OTHER REAL ESTATE _ 134, 46 232,37 0,00  0.00  0.00 _ 0.00 . 67.29 _ 0.00 434,12
HOUSEHOLD GDODS 968, 14 137.89 8,11 Te21 0,00 0.00 0.00 0,00 1121.34

- - - - . - - - + - -

TOTAL REAL™ PROP.. 833.68 2734.09 8.11 T4e48 0,00 0,00 67.29 0.00 13986.56
PROFIT SHARING PLANS 19,59 12,7 7 7 0,00 "7 7. 0400 777 0.00 77 0.00 0.00 0.00 32,33
AETIREMENT PLANS 146, 67 0.00 0,45 0.00 __ 0.00 0.00 _ 0.00 0.00 167,11
ESTATES IN PRUBATE 0.00 0,00 608, 23 0.00 0.00 0.00 325.61 0,00 933,84

TOTAL MISC ASSET 1660 25 12,74 608. 68 0,00 0400 0,00 325.61 ~ 0.00 1113.29

TOTAL ASSETS, 150464.90 3515.32 1069+ 45 857.00 2608.31 604489 _ 2072.93 0.00 25772.81

g0¥



COMPONENTS OF WFALTH FOR
INDIVIDUALS aged 25 to 34,
CLASSIFIZD BY NEA
{(millions of dollars)

. WEALTH

HELOW 15
“CHECK IMG ACTOUNTS 731,57
SAVINGS DEPISITS 2145.26
CREDIT BROKERAGEACT. 0.00
TUTAL CASH 2876.83
FEVERAL SAVING 8NNDS 640,94
NTHER FD. SSCURITIES 0.00
STATE % LOCAL BONDS 0. 00
CORP. ¢ FORGN. BUNDS 63.05
TUTAL BINDS 7044 00
TRADED STOCK 440,57
CLOSELY HELD STOCK 0. 01
STOCK, TYPE UNAVAIL. 0. 00
INVESTMENT CLUBS 27,27
TOTAL STOCKS 467,85
MORTGAGES AND NOTES 85.38
EQUITY LIFE INSUR., _ 5443.57
ANNUITIES 0.00
* TRUST ASSETS 49,10

NONCORP, BUS. ASSLTS 2101.37

TQTAL OTHER FIN. T679.42

PRINCIPAL RESIDENCE = 13386440
OTHER REAL ESTATE 3700 44
HOUSEHOLD' G3ODS 6164, 09
"7 T0TAL 'REALT PROP,T T 19920,93
PROFIT SHAKING PLANS ~ 149,46
RETIRUMENT PUANS 793,29
- ESTATES IN PROBATE 3. 24

TOTAL MISC ASSET 945,99

TOTAL ASSETS _  32595.02

.

CLASSES

1% 7O 30

273.80
829.74
0.02

1103.56

‘94.68
0.00
0.00
0.00

94.68

© 577.51
226064
0.00
6430

-81 0. 45
565420
2941.89
0.00
0.00
3025, 3%
6532446

28485,08

11B4sl4

268717

732356440

84459

290.78
0.00

fe375.37

T1114.03

14311.21 777

30 TO 60 60- 100

214,07

839,96
0. 00

84.26
0. 00
0.00
4. 61

88, 87

466, 88
4197, 26

0,00 ____

0. 00
664,16

381,53
1551, 87

0.00

436. 66
‘691437

3061.43

11854, 36

1307.68

1149.17

38,53 7

234,61
0.00

TT273.14

4127292 23512.82

Notes and sources: as in Table V-13

Table V-14

28.96
... 1.95

0.00

0.01
0.00

0.00
0,00

0.01

3303.72

0.00
0,00
0.00

TT3303.72 7

69445
131,34
0.00
0.00
0.00

200.79

212.88
| 221.59
141,08

0.00
0.00
0.00

4116.97

T 36.90 T

575.55

0,00 "~

T 2.56

.. 1l.02
0.03

T.62
0.00
Q.00

12,70

56402
409.53

3.75

469.30

5403 °

340062
0.00
0.00
0.12

39.76

202411 °

46l.36

13.30

48.62
1.2

1272.00

100-200

13.61

5,08 _

0.00 _ _

61677 7

0.00 ~

59.86

200-500

17.28
.. 80.23

11.89
©109450
7.62

0.00
Q.00

L Te62

156451
938.68
0.00
0,00

1095.19

21.06
55.95
0.00
717.70
0. 00

194472
681,32

T1282.05

T 18.29

. 0400
4865.92

.0.00 ___

562,99
37.73

4884421

/
$00-1000 OVR 1000

T 21.17 3.82
12,02 __ 0.72
0,00 26,44

T 33,79 30.98
10.86 0.27

_ - 0,00 89,88

Q.00 130.77

10.86 221.67

0.00  _  Os74 _

39.21 726,08 |

1688.52 234,64
_ 0400 ____ 0.16

0.00 0.00

T 1727.73 958.88

59.70 15.56

_ 17.52 9.11
0.00 0,00
_317.66 23709,86
-0,00 - 0.00

T 394,87 23734.53

T156418 T 252437
0.00 __ 29.15

10,42 7777 | 4.00

0,00 77 0.81
0,00 __ _ 0.00
0,00 75413
TTTT 0400 T 75494

TOoTAL

1353.93

. 3926.89

38.37
5319.20

846,26

89.83
130.77
73,49

1140.40
5764450

7695..28
L 0.16

166.60 "~ 285.52

37.32
13497.26

1202.91
10185.87
0.00
25230.99
5818.22

42437.98
55112,237

4255.68
10206496

69575.02,

340,30
1329.92
4944030

6614452

__B173,29 __2333.85 25307.52 138584.38

4114



Table V-15
CUMPUNENTS OF WEALTH FUR
INDIVIOUALS AGED 35—44
CLASSIFLED 8Y WEALJH
(millions of dollars)

WEALTH CLASSES . -
BELOW 15 15 T0 30 30 7O 60 60- 100 100-200 200-500 500-1000 ©OVR 1000 TOTAL

CHECK ING 8CCOUNTS 1013.83  620.96 760.07 331,32 475,60 179.47 21.15 664,80  3469.20
SaVINGS DEPISITS 4692.28  1746,57  2992.37 | 59T.22 2299.%4% 719.72 _  11.38 27.67 . 13084, 64
CREDIT RROKERAGEACT. U, 00 0.00 98.71 . 2.94 0.66 0.97 0.00 1.24 104,53

TOTAL CASH 5706.11  2365.52 3851.14 931.48 2775.71 900.16 32,53 95,71 16658436
FENERAL SAVING BUNDS  1370.05 317.89 384, 66 22,42 156.50 45,68 2.50 5.50  2305.21
OTHER FD. SECUKITIES 0. 00 50435 67,73 0.00 25.63 20.68 | T.47 136,22 308,13
STATE + LUCAL BONDS 0.00 0.00 0,00 0.00 26491 57.71 13.08 515,11 612,81
CORP, + FUK3N. BONDS 6. 77 29.38 140,39 2,19 15.93 7.43 8.29 19.01 229.39

TNTAL RINDS 1376, 83 397,62 592,78 24,61 225.03 131.49 31.34 675.83  3455.54
TRADED STOCK 306447  122B.16  1168,89 1078.50 2756.20 1786.76 1148.45 6230.87 13704.31
CLOSELY HELL STACK 5.21 539,62 2062.79 1670.82 9025.45 2492.90 606444 15221.50 31623.74
STUCK, TYPE UNAVAIL. _  0.00 0.64 146, 88 48,54 34,98 | 51,02 0.00 0.00 282.05
INVESTMENT CLUBS C. 00 0.00 19.50 18,27 0.00 3.49 0,00 0.66 41.92

“tTovaL stucks 311,68  1768.41  3398.06 2816.13 11817.63 4334,18 1752.90 19453.03 45652.02
MORTGAGES AND NOTES 844431 389,50 1106.77  1201.07 1715.48 384,93 47.59 222,05  5511.70
EQUITY LIFE INSUR, 5507.48  3124.47  2976.85 1038.67 _ 936,62 _ 351,49 88.71 83,10 14109.18
AKNUIT IES 12,92 35.33 1,38 3,44 201,92 0,00 0.00 0.00 254.99
TRUST 'ASSETS 268. 61 62,47 155. 89 21.96 282,91 _ 550462 12745.51 2922.63 16590.60
HONCORP. BUS. ASSETS  ©354.64 2160.43 12804.78 2500.56 4665.06  3057.58 77.83 136,35 29755,23

TOTAL OTHER FIN. 10787.96 5752.20 170645.67 4765.70 T803.78 4344462 12959.64 3362.13 67021.70

PRINCIPAL PESIDENCE 230434 36 44413.06 21967.62 73054 44 7675.01 2015.20 189.21 573.03 1C7181.92
OTHER REAL ESTATE 1055, 91 1835.99 4669419 4846,73 8389.99  3209.69 306,06 . 498,93 24612.48

HOUSEHOLD GODDS 66864 5% 3707.34 2517.65 653.70 640045 208673 7 155,01 52467 14622.09

TOTAL REAL’ PROP.™ ™ 30785.81 69956039 28954046 12805087 16705.%4 5433461 ~~ 650428 ~ 1124463 146416448

PROFIT SHARING PLANS 261.48 681.94 691.18 2,49 © 195.92 7 '35.36 115.65 21.57 2005.58
RETIREMENT PLANS 2535, 82 1290.20 828.81 183.04 63.22 5.92  21.31 49.34 4977465
ESTATES IN PROBATE 27. 23 41.09 0.83 1.88 456421 1.83 24.96 0.00 554403
TOTAL MISC ASSET 2824,53 2013.23 1520, 82 187,40 715435 ~  43.12 161.92 T0.90 1537.27
TOTAL ASSETS 51992492 62253.37 55362.91 21531.19 40042.95 »151‘87.18_15588.60 2478B2.24 286741,.36

Notes sl smes m @y e V-3,

qo¥



COMPONENTS OF WFAITH FOR

INODIVIDUALS Aped
CLASSIFIED BY wEALTH.

45 to 54,

(millions of dollars)
- '

CHECKING ACTUUNTS
SAVINGS DEPISITS
CREDIT BROKERAGEACT.

TOTAL CASH

FEDERAL SAVING BONDS
OTHER FD. SECURITIFS
STATE + LOCAL BONOS

CORP, ¢ FORGN 8ONDS

TOTAL BONDS |

TRADED STNCK

CLOSELY HELD STOCK
STOMK, TYPF UMAVAIL.
INVESTMENT CLUBS

TOTAL STOCKS

MORTGAGES AND NOTES ~

EQUITY LIFE INSUR.
ANNUILT IES

TRUST ASSETS
NONCORP, BUS. ASSETS

TUTAL OTHER FIN.

WEALTH
8ELUW 15

1322, 32
6489, 42
0. 00

7811.74

832.10
0,00
0.00

48,64

880. 74

T07.25
0.00

0. 82
708. 07
4950.57
26.63

93, 96
T41.85

"7 6062.57

PRINCIPAL RESIDENCE ~~ 37999.42

OTHER REAL ESTATE
HOUSEHOLD GOUDS

TOTAL REAL PRUP.

PROFIT SHARING PLANS

RET IREMENT PLANS _
ESTATES IN PROBATE

TOTAL MISC ASSET

TOTAL ASSETS__ _

lotes and Sources:

1384454

"T 5959,60

45343, 56

. 2005. 59
34,39

2484.16

63290, 85

0.00

207.56

446,18

as in Table V-13

Table V~16

200-500
48,62 117.06
623457 ___221.59
7.92 0.11
©1080.10 77 338.76
256445 264442
8423 _ 2,04 _
82.37 162.38
152,37 ___ 10.26
499443 __ 199.11
4836016 __1328.71
8877.26 4806.28
. 93,63 ___ 0.00 _
2,77 0.31
“13809.82 "7 6135.30
1343.91 7 100.48
786,56 __ 191.42
0.00 0.00
18436 _ 315.77
5386.87 ~ 3959,08
TTTS33.71 T 4566474
"7 3751.50 T 1028.07
2616486  2636.26
1 2032.06 50,01
T8400. 43" T3714.34
TTTT106.61 7T 52047 77
366477 4l.15
0.00 33.42
"473.38 77 127.04

CLASSES .
15 T0 30 30 TO &0 60- 100 100-200
950,58 997. 95 33%4.53 309,98
4732.21 _4971.15 _1726.86 852450
0.00 287. 79 0:00 1.85
5682.79 6256.88 2061.38 1164.33
T 1122.17  1205.43 966464 151452
0.00 0. 00 0.00 1.83
Ca 00 0. 00 36.20 42.36
0.00 156,28 _ 243.16 3.48
1122.17  1361,71  1246.00 199.19
'915.19  6104.57  3B11.44  4371.12 _
415,48 817, 35 431,12 2023.10
L 0.,00 . 0.00 __ 0.00 _ 109.15 _
'0.96 109,28 21.51 3.45
1331.63  7031.21  4270.07 6506481
T1541.70  1902.72 7 799.10  3310.43
3619.02  2717.06 _ 880.05 __ B864e91 __
8221 38,20 2.48 0.00
10.16 383.56 _ 152433 _ _  0.00
5542.70 10814453 7410.08 996496
10595.78 15856, 08 9264.03 ~ 5172431
42344,00 25247,92 7063404 = 5630451
6519.09  5358.80 _ 3915.87 _ 3127.72
4416.16 3128483 774426 653,01
$3279,25 33735.55 11753.17 7 "9411,.24
4l1.66 = 623,24 200.86¢ 200,81
2670.58  1695.32 __ 982.52 _ __ T01.84
0.00 2121.85 0.00 7.12
3082.22 4240.41 ~ 1183.36 T 909.77
75093.84 69481, 84_ 29758.02

_23363.65 31796487 15081430

500-1000 OVR 1000

202.72

417,90

36434
1656497

2.07
90461
667472
458,61

1219.01

11261.80
35770.91
0.00
0. 26

47032.97

1458,91
277.20

11.49
1682, 34
2855.01

T 6284495

"7 1006.89

5270. 67
870.01

T 7147.57
“111.28

30.22
878.08

1019.58

63361.03

TOTAL

4683.76
20035.19
3346.00

125052495

4560, 80
102,72
591,04

. 1072.80

€727.35
33336424
53141.50
202.78
145437
86825.88
10664.81
14124.80
163.00
2650447
37707.09
65316617
124071436
30829481
17883.9%
172785.11°
T 2151.07
8293.99
3074, 86

13519.92

370227.38

90%



COMPONENTS OF WEALTH FOR
INDIVIDUALS AGED 55 TO 64,

CLASS]FIED BY WEALT,
(millions of dollars)

CHECKING ACTOUNTS
SAVINGS DEPISITS
CREDIT RBROKERAGEACT.

TOTAL CASH

FEDERAL SAVING BUNDS

OTHEF FU. STCURITIES
STATE + LOCAL BONDS
CORP, + FOF3N. BUNDS

TOTAL BINDS

TRADFD STOCK B
CLOSELY HEL) STOCK
STOCK, TYPE UNAVAIL
INVESTMENT CLUBS

TOTAL STOCKS

MORTGAGES AVD NOTES
EQUITY LIFE_ INSUR. _
ANNUITIES

TRUST ASSETS
NCHCORP. BUS, ASSETS

TOTAL OTHtR FINe

PRINCIPAL RESIDENCE
OTHER REAL ESTATE _

HUUSEHOLD GIODS
TOTAL REAL PROP.
PROFIT SHARING PLANS

RETIREMENT PLANS
ESTATES IN PROBATE

TOTAL MISC ASSET

TOTAL ASSETS

Notes and Sources:

.

WEALTH
BELOW 15

1630.24
6103.,02
0. 00

1733.,27
1184.07
5446

0C. 00
16.55
1206.C8
734,22
152.18
0. 00
2.22
888 63

510.60

5806, 46 _

0. 00
50.53
3492.02

9859461

7T 23238.79

1171l.61

~ 3072.89
T 27483,30

195,93
665452
10.92

B72.37

48043, 24

CLASSES

15 T0 30

768.75
6113.38
0.26

6882.39

1752.25
51.13
0,00
879.62

2682.99

3298449
1.0%
336.87
0.00

3636445

186459
36423.%4
101.03
22.28
4092.73

7826.08

28844,78
1483.61

T 2173.21

32501440

156,39
196466
25,01

976407

54505, 38

as in Table V-13.

Table V-17

30 YO 60 60~

1166. 41
7691449
0. 00

8857. 90

3114.07

119. 54
0. 00
14,06

32647.66
48560 77
654057

0.00

0. 54

5551, 88

3394465

2330.23
130,08
846e 73

13851.88

21213, 57

25958, 76

12625026

40795, 61

138. 67
575.99
86073

801439

80468,01

2211.60

585.82

3222.31
Q.10

3808,22

T1445.74

1.81
479,40
258.96

2181491

11143.40
537.94
92.21

1. 64

11775.19

1243.98
1430,81
86420
0.00
2714430

56475.29

4321.31
752.56

13335,81

300. 80
648,73
142,62

1092.15

37668.538

8261.94

100 100-200

0.71
4506434

1034,.43
94.58
35,12
87.90

1252.03
9977.98
1797.02
448
0.00

11779.47

2693.80

2482.23
77.04
842,19
9616486

15712.12

6965431

747.20

13362, 65

687.71

466467
272.92

T 1627030 7

48040.90

1023.50
3482.13  _

TBE51.13° 77

" 200-500

834,66
51.88

T 1306.02

" 565.81
28.61

42,46
202.75

839.63

11131.92

3373.84
187.96
0.62

14694435
. 753.68
22.98

. 146432
16073.37

21984430

2897.05

5636.20

64.76
38,37
263.54

366467

44825.17

417,49

4987.95

2251.8177

487434

" 500-1000 OVR 1000

563,22
3.63

847.12

178.61
. 11.09
323,27
127,43

640,40

8153.40
9590, 50
32,01
4l.64

17817.55

1162.29
866,49

135,54

2530,08

2388.57
2149.85

389,75
310.52
542,88

1243.15

280426

2.641°
363,35

1404487
4678,90

530.75
667454
20.83

T1219.12

126.19
839.88
3192.58
355.97

4514461

21255.28
18501.47
0.00
2.78

39759.53

1183.53
__626.61
12.37
3144.97
2918435

78654 84

T1541.20

3980.33
256448

5778.0)
176423

141.63
530.89

848.75

TOTAL

€403.23°

28677.74
T7.41

35158.38

9401.17
1152.09
4068.83
1943.23

16565432

7C591.47
34608.60
653,53
49445

10£$03.05

15363.61
18379,95
432.10
5188.56
53122.86

92486488
58136.98
35594413
S841.76
143572.86
2108.25
3644.09
1875450

7627.84

27757419 60005.86 401314.32

LO¥



CIMPONENTS SF Wéa) TH Fne

1M0IvICUALS vver 64 Years 01d,
CLASSIFIED oY WEALTH .
(millions of dollars)
WEALTH  CLASSES
BELLW 15 15 TU 30
CHECKING ALCQUNTS 1572.08  1148.98
saviNGS DIPISITS 8547.51 7015450
CREDIT BROKERAGEACT. U. 0O 0.00
TOTAL CASH 10119,58 8204.48
FEDEPAL SAVING BONDS  1532.93  lesle77
Q7h"R FDe SZCURITIES 0. 00 0.00
STATE + LOCAL BONDS 0. 00 0.00
CORP, + FORGN. BCNDS 0. 00 0.00
TOTAL BINDS 1532.93 1661.77
TRADED STOCK 623,05 2377.38
CLNSELY HELD STOCZK 0,00 204.%8
STOCK, TYPE UNAVAIL: 0. 00 0.00
INVESTMENT CLUBS 0. 84 0.00
TOTAL STOCKS 623.88  2581.87
MORTGAGES AND NOTES 1101.02 521456
EQUITY LIFE INSUR. 5393,34  2678,87
ALNRUITIES 43.79 70,13
TRUST ASSETS 0. 00 0.00
NCNCORPo BUS. ASSETS  1158.62  76'5.21
TOTAL OTMER FIN, 7696477 10B8S.7T7
PRINCIPAL RESIDENLE 22614481 22721.99
OTHLR PEAL ESTATE 2355.66  2593.99
HOUSLHOLD 6I0DS 142133  1163.91
TOTAL PEAL PROPs 26191.80 26479.89
PROFIT SHAKING PLANS 9. 95 5.99
RETIPEMENT PLANS 157,93 60,13
ESTATES IN PROBATE 0. 00 0.00
TOTAL MISC ASSET 167.88 66412
TOTAL ASSETS_ __ 45332.86 49879.91

Notes and Sources: as in Table V-13. ~

Table V-18

30 TO 60 60- 100
513. 57 404,39
8779.57  4777.20
0. 00 0.00
9293.14 5181.59
2472.11  1593.30
0,00 _ 116.27
139.42 81.39

1331.69 8l.45
3943,22  1872.41
5280. 01 __ 6412423
971,02 0.00
9. 00 0.00
0. 00 0.00
6271.03  6412.23
1066,18 1676403
1878, 65 865450
0.00 0.00
0. 00 455.99
5300. 67 13968.57
8845, 51 16966.08
15500.67 7214469
6315.98  7096.64
706. 27 589.85
22520.92 14901.19
0. 00 0.00
4004 43 82491
25449 0.00
4254 92 82.91

51299. 75 45416.41

100-200

85%9.12
33364,91
0.32

4194.35
630.46
223.75

T.77
0.00
861.98

4560.55
2540.30

0.00

0.00

T 7T100.85

191.89
547.63
Sl.64
200.90
3066463

4058.69 ~

3377.56

_1565.70
199.49

5142.175

0.00

0.00
0.00

0.00

21358.62

200-500

1297.47
1896.69
9.56

3203.73

265.81
745449
734455
217.17

1963,02

. 32842.31
2271.34
0.00
0.00

35113. 65
2372.79
1588.564

10.61
1205.37
4599.70
9777.01
3301,17
3162.76

186.78
6650.71

93,95
123,76

15.57

233,27

56941,39

$00-1000

723.53
1017.45

0.25

1741422

355.35
810,60
2245.22

14,43

36425.61

12901.16
3911.59
1334.59

0.00

18147.33

3252.70
1486.20
0.00
76.69
1574.87

6390.46
73107.96

5068.86
215.08

" 8391.90

6637
4T7.05
52.55

105.98

38202.51

OvVR 1000

93l1.75
260.04
2.23

1194,01
160.13

3039.86
3622.77

638,30

7461406

26892.10
175264 06
1157.55

0.00

45575.71

1033.71
623,346
56457
972.24
2553.73

T 5239.58
1342.19
4367.20

112.51

" 5821490

179.73

42041
0.00

222.14

65514041

TOTAL

7450489
35628.87
12.35

43132.10

E671.87
4$35.98
683l.12
2283.04

22722.01

91888.78
27444.79
2492.14
0.84

121826455
11215.89
15062.07

232.75
2611.19
40437.99
69859.88
76681.,05
32526.81
4593.22
116101,07
295.99
914.62
93.61

1304.22

374945.83

80%



COMPONFNTS OF WEALTH FOP

INUIVICUALS CLASSIFIFD BY WEALTH

{millions of dollars)

WEALTH
. _._ __. BELLW 15

CHFCKING ACCOUNTS C4HR, 25
SAVINGS DEPISITS 30945.01
CREDIT BROKERAGEACT 0.00
TOTAL CASH 37433.,26
FEDERAL SAVING BNNDS 6290.75
OTHER FD. SFCURITIES 5. 46
STATE + LOCAL BONDS 0. 00
CUKP ¢ FGR3N. BUNDS 135. 02
TOTAL BINDS ~ ~ 6431l.22
TRADED STOCK T 3389.34
CLUSFLY HELD STUCK 157.40
STUCK, TYPE UNAVAIL. 0.00
INVESTHENT CLUBS 31.16
TOTAL STOCKS 3577.90
MOKTGAGES AND NUTES = 2B844,42
TIVUITY LIFE INSUR. 32509. 51
ANNUITIES 85,34
TRUST ASSETS 1093. 93

NONCORP, BUS. ASSETS 15035.04

TOTAL OTHER FIN, 515038.23

PRINCIPAL RtSIDENCE 120082.77
OTHER REAL ESTATE 5472, 62
HOUSEHOLD GJ0DS L 4272, 60

TOTAL KEAL PROPe;gncs gg
PROFIT SHARING PLANS  1080.58
RETIKEMENY 2LANS 6304, 82
ESTATES IN PROBATE T5 T8

TOTAL MISC ASSET 7461.18

TOTAL ASSETS

CLASSES

15 T0 30

3836047
20513.35
5.63

24355, 44

4951.25
101.%8

0. 00
909.00

5961.73
8558451

1396457
337.50

7.26

10299.94

3213.16
15778.92
288,70
T4.91
22764477

42070.46

169172. 74
13848.99

14285.57

197307.41
1351.30
5108. 36

66410

6525.76

257299.79 286520,73

Notes and Sources: as in Table V-13.

30 TO &0

3714.80
25281. 85
386.52

29383, 17

7260, 52
215,35
139. 42

1647.02

9262.32

18032, 04
8723, 00
135,88
133.90

27035. 81
7851.85
12132.98
169. 66
1859.03
44303,73
66317, 24
100529. 33
32076,91
9719. 63
140325, 87
1491.62
3535.61
2843.13

7870. 36

280194, 77
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60- 100

1677.15
10333.86
3.20

12034.22

4050.,90
118.08
605,63
585.79

5360.41

26139.47
2782.03
140.75
47.43

29109.67

4389.63
©366,38
92.12
785.79
26638.07

36851.99 _

30125.26
20402415

2918466

53446.07
504.13
1897.19
144450

2545,.82

100-200

2670.77
10327.73
640

13204.90

1990.15 _
471.04
155.73

363.38

T 2980.30

22099.21
15796.39
148,60
7.20

38051.40

7916463
4870414
330.60
1326400
19794435

34237.71

22536.32
20510.08
2253.44

45299.84
1133,06
12642,97

736425

3112.28

_ 200-500

_2361.22
4161.89
83,51

6606.62

. 1141.38
809,23
917.08
579,72

36447.642

50884457
17954.02
332.61
T.16

69178,37

$110. 64
3534,22

33,59
2824.48
29389,80

44892.73

11882.67
12567.68

_ 2952.64

27402.99
318497
534.82

5146486

6000.65

/500-1000

1163.78
1826435
3.99

299411 _

571.72
831.22

2743.95

165.47

4312.37

24893.64
20601.32
1366460
4le96

46903.52

46224717
2650433
2.41
13875.53
6042.35

27193.38
6870.00
10228.32
570.99
17669.32
564424
420,03
97942

1963, 69

OVR 3000 TOTAL
1735.84 23668.27
1373.87 104763.91

87,08 576433
3196,79 125008.51
294,16 2£550.84
4196.45 6746431
8128.95 12690.78
1472.63  5858.03
14092.19 S51&47.95
64364413 21€360.90
87254057 154665.40
1157.71  3630.65
- 3469 279.76

152730411 37€¢936.71
3913.77  44462.85
1619.36 77391,.64

80,42  1082.84
32632.04 564271.70
846144 172429454
46507,03 346638,77
4715.68 465714.78
14146427 128c53.03
1295.68 58269.31
20157.63 b52437.11
489,61  £933.52
263,60 19307.39
1484.10 11476.14%
2237.32 37717.05

139348417 136686.43 157528478 101036.38 238971-051597586.09

60%



Components of Wealth for
Independent Individuals
Classified by Wealth

($ millions)

Table V-20

Less Than 25 Years Old

Wealth (C)asses 30- 60~ 100- 200- 500- Over
Below 15,15-30 60 100 200~ 500 1000 1000 Total

Checking Accounts 163.36 33.19 2.56 0.64 0.00 0.00 0.00 0.00 199.75
Savings Deposits 370.14 51.35 0.00 0.00 0.00 0.00 0.00 0.00 421.49
Credit Brokerage Act. 0.00 0.00 0.00 0.64 0.00 0.00 0.00 0.00 0.64

Total Cash 533.49 84.54 2.56 1.28 0.00 0.00 0.00 0.00 621.87
Federal Savings Bonds 140.56 0.00 ' 0.00 0.00 0.00 0.00 0.00 0.00 140.56
Other Fed. Securities 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
3tate & Local Bonds 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Corp. & Foreign Bonds 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Total Bonds 140.56 0.00 0.00° 0.00 0.00 0.00 0.00 0.00 140.56
Traded Stock 40.53 53.12 0.00 19.46 0.00 0.00 0.00 0.00 113.10
Closely Held Stock 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Stock, Type Unavail. 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Investment Clubs 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Total Stocks 40.53 53.12 0.00 19.46 0.00 0.00 0.00 0.00 113.10
Mortgages and Notes 0.81 R.60 0.00 0.00 0.00 0.00 0.00 0.00 9.41
Equity Life Ins. 1501.98 139.79 14.11 0.02 0.00 0.00 0.00 0.00 1655.89
Annuities 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Trust Assets 383.56 0.00 0.00 0.00 0.00 0.00 0.00 0.00 383.56
Noncorp. Bus. Assets 29.85 70.31 0.00 14.42 0.00 0.00 0.00 0.00 114.58

Total Other Fin. 1916.20 218.70 14.11 14.43 0.00 0.00 0.00 0.00 2163.44
Principal Residence 1231.94 2363.83 0.00 67.27 0.00 0.00 0.00 0.00 3663.04
Other Real Estate 134.46 232.37 0.00 0.00 0.00 0.00 0.00 0.00 366.83
Household Goods 1638.23 137.89 8.11 7.21 0.00 0.00 0.00 0.00 1791.43

Total Real Property 3004.63 2734.09 R,11 74.48 0.00 0.00 0.00 0.00 5821.31
Profit Sharing Plans 0.00 12.74 0.00 0.00 0.00 0.00 0.00 0.00 12.74
Retirement Plans 44.38 0.00 0.41 0.00 0.00 0.00 0.00 0.00 44.78
Estates 1in Probate 0.00 0.00 608.23 0.00 0.00 0.00 0.00 0.00 608.23

Total Misc. Asset 44.38 12.74 608.64 0.00 0.00 0.00 0.00 0.00 AH5,.76h1

TOTAL ASSETS 5679.78 3103.19 _ 633.42 109.01 0.00 0.00 0.00 0.00 9525.41

Source: 1Individual responses to 1963 Federal Reserve Board Survey of the Financial

Characteristics of Consumers

ot1¥



ArpeEnDIx VI

EstimMaTES oF THE MARKET VALUE OF THE OQUTSTANDING CORPORATE
Stock oF ALL DomEestic CORPORATIONS

(By Peter Eilbott, Queens College)

1. INTRODUCTION

This Appendix discusses the procedure for estimating the market
value of all outstanding stock (both common and preferred) of do-
mestic corporations; that is, companies incorporated in the United
States. Two sets of data are derived. One represents the value of all
outstanding stock, including shares held by other corporations. In-
cluded in this total, unavoidably, are the shares of some companies
which are 100 per cent owned by other companies, even though these
wholly owned subsidiaries should really be excluded from the compila-
tions. The other set of data represents the value of all outstanding
stock exclusive of intercorporate holdings, including 100 per cent
owned subsidiaries.

Shares of nonprofit corporations are excluded from the totals, as
are shares issued by investment companies (defined as all companies
registered under the Investment Company Act of 1940). The market
value of the outstanding shares of investment companies listed on ex-
changes is included in the totals for the exchanges, however; and
the market value of the outstanding shares of unlisted investment
companies is included in the value of privately held stock, though
the value of all of these shares is excluded from the overall totals.

(411)
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Table VI-1

The Market value of the Outstanding Stock of Domestic
Corporations (All values Year~End in Billions of

Dollars)
(1) ) (3) (4

Companies . Companies Companies Companies

listed on the listed on the listed on other Traded over-the

New York Stock American Exchanges Counter

Exchange Exchange
1952 118.2 12.5 3.1 28.0
1953 115.3 11.3 2.8 27.3
1954 166.1 16.4 3.6 38.0
1955 203.6 - 20.1 4.0 45.0
1956 214.5 23.0 3.8 46.0
1957 192.1 19.3 3.1 44.0
1958 271.8 24,1 4.3 59.0
1959 302.6 19.1 4.2 66.0
1360 302.1 18.0 4.1 69.1
1961 381.7 25.4 5.3 105.8
1962 339.9 17.7 4.0 90.1
1963 404.2 18.9 4.3 98.8
1964 465.7 19.9 4.3 120.8
1965 528.5 21.3 4.7 137.3
1966 474.2 19.4 4.0 131.4
1967 595.4 32.5 4.0 172.0
1968 680.1. 49.6 5.1 220.7
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(5) (6) (7) (8) (9)

Open-End Investment Privately All domestic All JDomestic
Investment Companies Held Corporations Corporations
Companies Registered Companies (1+2+34+445-6+7) Exclusive of Inter
. . With the SEC Corporate lioldings
3.9 6.5 66.2 225.4 . 180.8
4.1 6.8 65.5 219.7 . 177.3
6.1 10.2 78.0 298.0 246.4
7.8 12.9 : 84.7 352.3 290.3
9.0 14.4 69.5 351.4 291.0
8.7 12.8 59.1 313.5 262.4
13.2 18.8 95.1 . 448,17 372.4
15.8 22.5 113.9 499.1 . 417.7
17.0 24.8 109.3 494.8 416.6
22.8 32.0 149.8 658.8 553.4
21.3 32.1 123.3 564.2 470.5
25.2 38.1 185.0 .698.3 595.0
29.1 43.4 195.8 792.2 673.4
35.2 49.8 216.3. 893.5 757.7
34.8 48.8 196.2 8l1.2 689.5
44.7 64.1 - 250.3 1034.8 879.6
52.7 75.9 297.1 1229.4 1045.0
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2. THE MARKET VALUE OF ALL OUTSTANDING STOCK

Table VI-1 shows the estimated market-value totals and their com-
ponents. Briefly, the procedure used to derive the estimates involves
the summation of the following values, which are obtained separately ;
the resulting totals are then adjusted to eliminate the shares of invest-
ment companies.

(1) The value of the shares of all domestic corporations listed on
United States Stock Exchanges.

(2) The value of the shares of all domestic corporations traded over-
the-counter, derived basically from SEC data.

(3) The value of the shares of all privately held domestic corpora-
tions. The data are obtained by estimating total dividend payments
of companies not listed on exchanges or traded over-the-counter ; esti-
mated dividends are then blown up on the basis of yield data derived
on a sample basis.

What follows is a detailed description of the estimating procedure
and the sources from which the estimates were derived.

a. Listed Stock

(1) The Value of the Shares of Domestic Companies Listed on the
New York Stock Exchange. Data obtained from the exchange.

(2) The Value of the Shares of Domestic Companies Listed on the
American Stock Exchange. Data obtained from the exchange, except
in the years 1952 through 1955, when the market value of domestic
listed companies was not broken out separately. It was assumed that
in these four years, domestic companies accounted for 74 per cent of the
market value of all listed stock on the ASE (the average percentage
throughout the later 1950°s and most of the 1960’s).

(3) The Value of the Shares of Domestic Companies Listed on Other
United States Stock Exchanges. Data obtained from the Annual
Reports of the SEC: they refer only to companies not also listed on
another exchange. The SEC broke out the market value of foreign
companies listed on other exchanges only after 1959. It was assumed
that in previous years the market value of foreign companies ac-
counted for 0.3 per cent of the value of all stock listed on other ex-
changes (the average percentage in the years 1960 through 1963).

b. Stock Traded Owver the Counter

For the years 1952 through 1963, except for 1953, the SEC in its
Annual Reports published a year end market value figure for large
over-the-counter (OTC) companies. That is, it estimated the market
value of all issues (common and preferred) of those companies traded
OTC which had more than 300 shareholders of record. Included in
the total were industrial companies, banks, insurance companies, pub-
lic utilities, and real estate and other financial companies. Excluded
from the total were stocks admitted to listed or unlisted trading privi-
leges on stock exchanges, Canadian and other foreign companies, and
investment companies. About 3,500 companies were included in the
SEC total in 1952, and the number increased to 4,200 by 1963. The
OTC market value data derived here represent the SEC totals in the
years between 1952 and 1963, except for 1953. The 1953 figure was
obtained by interpolating between the 1952 and 1954 SEC data on the
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basis of the changes in the National Quotation Bureau 385 industrial
stock index during the two years.

No SEC data are available after 1963, since the tabulations were then
discontinued. A 1964 figure was obtained from the New York Stock
Exchange Census of Shareowners,! which provides an estimate of the
market value of the outstanding stock of 1,550 large OTC companies
at the end of 1964. The NYSE total was adjusted upward on the basis
of the relationship between the 1961 SEC figure and the 1962 NYSE
Census figure ? (giving an estimate of the market value of the out-
standing stock of about 1,400 large OTC companies at the end of 1961).
That is, the 1961 SEC total was 4 per cent larger than the 1961 NYSE
total ; therefore, the 1964 NYSE market-value estimate was increased
by 4 per cent.

Data for 1964 through 1969 were obtained on the basis of changes in
the NQB industrial index. Moody’s bank stock index, and Moody’s
two insurance stock indexes (life, and fire and casualty) during these
years. For the period 1957 through 1963, in which the SEC reported
not only a total OTC value, but also broke it down into three com-
ponents (banks, insurance companies, and industrials and all other),
cach year’s values were projected to the end of the following year in
two ways:

(1) The total market-value estimate was projected on the basis of
the percentage change in the NQB index.

(2) The three components of the total were projected on the basis
of the change in the relevant index, and the projections were then
summed. The average percentage change in the insurance sector was
obtained by weighting the two insurance indexes on the basis of mar-
ket values in the two sectors. These values were obtained by blowing
up IRS data on the amount of dividends paid by life insurance stock
companies and by other insurance companies on the basis of Moody’s
data on yields of life insurance companies and fire and casualty com-
panies.® This procedure assumes that OTC issues (as well as issues with
more than 300 shareholders of record) accounted for the same propor-
tion of the total outstanding stock of both types of insurance company.

The projected totals came close to the actual SEC (or adjusted
NYSE) value in most cases: 9 of the 14 projections were within 5 per
cent of the actual value; and 13 of the 14 were within 8 per cent of the
reported total. The results were slightly better using three indexes
instead of one, though the differences were small. In 8 of the 14 cases,
the projected values were smaller than the actual values, and errors of
understatement were larger than errors of overstatement. The slight
downward bias resulting from use of the indexes presumably reflects
the fact that entries to the OTC universe are more important than
departures. Moreover, there is the possibility that companies not
included in the indexes grew more rapidly than those covered by it.

Since the component projection method is more logical—and also
performed slightly better—1t was employed to project market values
for 1964 through 1969. (While an overall 1964 OTC value was avail-

t Shareownership USA: The 1965 Census of Sharcowners, New York Stock Ex-
change, N.Y.

3 The 17 Million: The 1962 Census of Shareowners, New York Stock Exchange. N.Y.

3 Between 1966 and 1969, when no IRS data were available, it was assumed that the
market value of life insurance companies was 50 per cent greater than that of fire
and casualty companies (on the basis of the relationship in previous years).
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able from the NYSE, no industry data were reported. Therefore, the
1963 SEC industry totals were projected by the index method, and
the resulting values were adjusted upwards so that their sum equalled
the overall OTC value derived from the NYSE.) A value for the end
of 1969, which can be compared with the projections, will be available
sometime in 1970 from the 1970 NYSE Census of Shareowners.

Since the SEC data were based on issues of from 3,500 to 4,200
companies, OTC market values will be underestimated. In 1961, ac-
cording to the SEC, about 14,000 domestic companies were quoted at
one time or another in the OTC sheets.* By 1969, it was estimated
that 40,000 companies in all had their prices quoted in the OTC mar-
kets at some time during the year.® The understatement of OTC values
is probably not serious, since the public companies excluded from SEC
coverage are likely to have been small. In addition, the exclusion of
these companies has only a minimal effect on the estimates of the total
market value of all outstanding stock, since it is likely to be compen-
sated by an overstatement of the value of privately held stock.

¢. Investment Companies

To eliminate the market value of investment companies from the
total estimated value of all outstanding stock, the value of open end
companies which are members of the Investment Company Institute
is added to the value of all other stock (listed, OTC, and privately
held), and the value of all investment companies registered with the
SEC 1s then subtracted from the resulting total. Investment companies
which are registered with the SEC, but which are not ICI members,
are either listed on exchanges, and therefore included in the exchange
market-value totals (these are primarily closed ends), or they are in-
cluded in the estimates of the value of privately held stock. ICI mem-
bers, on the other hand, while registered with the SEC, are neither
listed nor in the privately held total.

Year end data on the market value of ICI members are obtained
from the ICI. Data on the market values of investment companies reg-
istered with the SEC, as of June 30, are obtained from the SEC An-
nual Reports. These data are adjusted to year end totals by interpolat-
ing between June 30 values for ICT members. For example, the value
of ICI open ends increased by 15.8 per cent between June 80, 1962 and
December 31, 1962, and by 28.8 per cent between June 30, 1962 and
June 30, 1963 ; the value of investment companies registered with the
SEC increased by 31.9 per cent between June 30, 1962 and June 30,
1963. Therefore, the value of investment companies registered with
the SEC is assumed to have increased by 15.8/28.8 x 31.9 per cent
between June 30, 1962 and December 31, 1962.

4 Report of the Special Study of Securities Markets of the SEC, Part VII, p. 721, Wash-
ington. D.C., 1963.
Information obtained from the Research Department of the New York Stock Exchange.
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For the years 1952 through 1954, in which June 30 data were not
available from the ICI, year end market values of investment com-
panies registered with the SEC were obtained by extrapolating the
1955 year end SEC total (obtained by the method discussed in the
previous paragraph) backward on the basis of the year end to year
end changes in the value of ICI open ends.

d. Privately Held Companies

The market value of privately held companies (all domestic cor-
porations which are not listed, not traded OTC, and not members of
the ICI)®is derived by blowing up their estimated total dividend pay-
ments on the basis of yield data obtained primarily from a sample of
ASE stocks. Dividend payments are obtained by subtracting total
dividends paid by non privately held companies from total dividends
paid by all U.S. corporations, The errors contained in the resulting
market-value totals are discussed following the explanation of the
procedure.

(1) Total dividends paid by all U.S. corporations.—Data obtained
from the IRS Statistics of Income, Corporation Tax Returns. Divi-
dends paid include distributions in cash and other assets—but not in
their own stock—by all U.S. corporations. Liquidating dividends and
capital gains distributions are included in the data.

Minus (2) Dividends paid by domestic corporations listed on the
NYSE —Data obtained from the exchange. They represent total cash
distributions, including liquidating dividends and capital gains dis-
tributions. Before 1966, the exchange reported the amount of dividends
paid by all listed companies, as well as dividend payments by listed
foreign companies; the amount of dividends paid by domestic com-

anies could therefore be obtained directly. Dividend payments by

oreign listed companies have not been reported since 1965, though
the market value of these companies is reported. Since there was rela-
tively little difference, in most years before 1965, between the yield on
all listed stock and the yield on foreign listed stock, dividend payments
by foreign companies after 1965 were estimated by applying the yield
on all listed stock to the average yearly market value of listed
foreign stock.

Minus (8) Dividends paid by domestic corporations listed on the
ASE and on other éxchanges.—No dividend data are reported by these
exchanges; dividend payments were, therefore, estimated on a sam-
ple basis. For each year between 1952 and 1968, the percentage of ASE
stocks which were dividend-paying, as well as the average yield on
dividend-paying stocks, was estimated on the basis of a sample of

¢ As previously indicated, the total value of privately held companies unavoidably in-

ciudes the value of some wholly owned subsidlnrﬁes, though these companies are eliminated
when a total market-value figure, net of intercorporate holdings, is derived.
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about one-hundred stocks. The high and low prices for the year, as
well as the amount of dividends paid (if any), were determined for
each of these stocks every year. Foreign issues and issues of investment
companies were excluded from the sample.

About 25 per cent of the stocks in the sample were non-dividend-
payers in 1952, and the percentage increased fairly steadily to over 50
per cent by 1968. Non-dividend-paying stocks were concentrated in
the lower price ranges; therefore, a weighting procedure was used to
determine what percentage of the total market value of all ASE
stocks they accounted for. Each year’s sample was broken up into
different average-price categories: $0-$10, $10-$20, and so on; for
example, a stock whose high price for the year was $37, and whose
low price was $18, fell into the $20-$30 category. The number of non-
dividend-paying stocks in each price category was multiplied by the
average price in that category, the total summed, and the sum ex-
pressed as a percentage of the sum of the total number of stocks
in each price category multiplied by the average price in that category.
On the basis of this weighting proceure, the percentage of the total
market value of all ASE stocks accounted for by non-dividend-paying
stocks increased from about 10 per cent in 1952 to about 44 per cent
in 1968.7

The increase apparently reflects the fact that a substantial number
of old, established companies, which tended to be dividend-payers,
were listed on the ASE in the 1940’s and early 1950’s. Many of these
companies have since been listed on the NYSE. Their place has been
taken, for the most part, by smaller and newer companies, which con-
centrate on growth and tend to follow a policy of retaining all earnin%s.

The average yield on each dividend-paying stock was obtained by
dividing its yearly dividend payment by the average of its high and
low price for the year. The weighting procedure previously employed
was then used to determine the average yield for all dividend-paying
stocks; that is, the average yield of dividend-paying stocks in the
various price categories was weighted on the basis of the number of
such stocks and the average price in each of the categories. The data
indicate that average yields of dividend-paying stocks on the ASE
correspond fairly closely to average yields of dividend-paying stocks
listed on the NYSE, and to those contained in the NQB index, during
the period 1952-1968 (though the percentage of stocks which were
non-dividend-payers was much higher than on the NYSE).

The average market value of domestic stocks listed on the ASE and
on other exchanges was then derived by averaging the market values
at the beginning and end of each year. For example, the market value

7 This welghting procedure is accurate only if the higher-priced stocks have as many
shares outstanding as the lower-priced ones. Thig seemed to be a reasonable assumption, on
the basis of a small sample of stocks that was checked in one year, but there was not
enough time to engage in & more thorough verification.
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of domestic stocks listed on the ASE and on other exchanges was $26.8
billion at the end of 1956 and $22.4 billion at the end of 1957; the
average market value during 1957 was, therefore, assumed to be $24.6
billion. Each year’s average market-value was then multiplied by
the percentage of market value estimated to be dividend-paying, and
the resultant total multiplied by the average yield on dividend-pay-
ing stocks in order to obtain the estimates of dividend payments by
stocks listed on the ASE and on other exchanges.

The data, as shown in Table VI-2, indicate an increase in dividend
payments through 1956, followed by a decline through 1967. This pat-
tern is explained° by the fact that the rise in market values between 1952
and 1956 overcame the effect of falling yields. Between 1956 and 1967,
the continued fall in yields, combined with relative stability in market
values, resulted in a Xecline in estimated dividend-payments. The fail-
ure of market values to rise after 1956 (until 1967) must have been the
result of the same factor which apparently caused non-dividend payers
to increase in importance—the replacement of older, well-established
companies by newer and smaller ones.

Minus (4) Dividends paid by industrial companies traded OTC.—
In 1952, and between 1957 and 1963, as previously indicated, the SEC
broke down its OTC total, and an estimate of the market value of

- industrial stocks was, therefore, available. From 1963 on, market-value
estimates were obtained (as discussed in the explanation of the deriva-
tion of an over-all QTC figure) by using the NQB index for extrapola-
tion. Between 1952 and 1957, market-value estimates were obtained by
interpolation, using the NQB index. The average market-value of
OTC industrial stocks each year was then derived, adopting the same
procedure employed for ASE stocks (the average of two year-end
values).
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Table VI-2
Estimated Dividends, American Stock Exchange and Other Exchanges
(1) (2) (3) (4)
a
Yield Percent of Market Value Average Market Dividends

{(in per cent) Dividend-Paying Value in Year (1X2X3)
{amounts in $ millions)

1952 . 6.0 90.0 ° 15,480 836
1953 5.9 87.7 14,830 767
1954 5.1 90.2 17,050 784
1955 4.7 89.7 22,430 945
1956 4.6 88.5 , 25,840 1052
1957 4.7 86.6 24,610 1002
1958 4.1 84.4 25,400 879
1959 3.8 74.1 25,830 727
1960 4.3 67.4 22,700 658
1961 3.4 70.0 26,350 627
1962 4.2 65.3 26,200 718
1963 3.6 73.3 22,450 592
1964 3.5 74.0 23,700 614
1965 3.3 69.8 R 25,100 578
1966 3.2 66.7 24,650 526
1967 2.6 63.5 29,900 495
1968 2.4 55.6 45,580 608
a

Dividend Paying Stocks. SOURCE: See data description.
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Each year’s average market-value was then multiplied by the per-
centage of market value estimated to be dividend-paying, using the
percentages obtained from the ASE sample (on the assumption that
the OTC markets have been characterized by the same trend towards
smaller, growth-oriented companies in recent years). The resulting
dividend-paying, market-value totals were then multiplied by aver-
age-yield values, obtained from a combination of the yield on ASE
stocks and the yield on stocks contained in the NQB index, to obtain
estimated dividend payments of OTC industrial companes,® as shown
in Table VI-3.

8 The NQB computes a quarterly yield on the stocks in its index. and these were averaged
each year to obtain yearly data. The yields conform closely, throughout the whole period,
to the ylelds of stocks contained in the Dow Jones Industrial index. The market value
of the 35 stocks in the NQB index represented about 7 per cent of the total estimated
market value of all OTC industrial stocks (including public utilities) in 1967. In 1950,
according to Leffler (G. Leffler, The Stock Market, Ronald Press. N.Y., 1951), the 35
stocks accounted for about one-sixth of the market value of all OTC industrial stocks
(excluding utilities). On the strength of these two bits of information, the ASE and NQB
ylelds each year were welghted on a 90-10 basis, on the assumption that there tends to be
some correspondence in quality between ASE stocks and those OTC stocks not included
in the NQB Index. Since. in most years, there was relatively little difference between the
ASE and NQB ylelds (the ASE yields were generally slightly higher), the particular
weights selected would in most cases make very little difference.
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Table VI-3
Estimated Dividends, Over the Counter Industrial Stocks

(L) (2) (3) (4) (5)

Yield on 35 Weighted Percent of Average Market Dividends
Stocks in NoB Yield ASE I!arket Value Value in Year ($Millions)

* index® (in and N@B Dividend ($Billions) (2x3X%4)
percent Stocks(in Paying
percent)b

1952 5.80 6.00 90.0 16.0° 864
1953 5.75 5.90 87.7 15.5 802
1954 5.00 5.10 90.2 18.4 845
1955 4.35 4.60 89.7 24.0 995
1956 4.60 4.60 88.5 . 26.9 1095
1957 5.25 4.75 86.6 25.7 1057
1958 5.00 4.20 . 84.4 28.2 1001
1959 3.50 3.75 74.1 34.6 960
1960 3.55 4.20 67.4 37.8 1070
1961 3.00 3.35 70.0 48.2 1130
1962 3.25 4.10 65.3 51.6 1380
1963 3.20 3.55 73.3 46.2 1202
1964 2.85 3.45 74.0 | 54.9 1402
1965 2.80 3.25 69.8 72.5 1644
1966 3.15 3.20 66.7 81.5 1740
1967 2.50 2.60 63.5 102.6 1694
1968 1.90 2.35 55.6 138.2 1804

a

Average of 5 quarterly figures, periods ending January 1 through following
January l. Quarterly data are derived from price data at the end of cach
quarter and from dividends paid during that quarter.

b
Yield on dividend-paying stocks

c
End of year value.

SOURCE: See data description.
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Minus (5) Dividends paid by banks and insurance companies.—Data
obtained from IRS Statistics of Income, Corporation Income Tax Re-
turns. According to the 1959 SEC Annual Report, the 700 banks in-
cluded in the SEC OTC total accounted for about 75 percent of the
assets of all U.S. banks at the end of 1958. At the end of 1968, the 700
largest banks in the country also accounted for about 75 percent of the
total assets of all U.S. banks. A few of these banks are now listed, while
almost none were in 1958 ; therefore, the banks which are now traded
OTC probably account for less than 75 percent of the assets of all U.S.
banks. Nevertheless, as an approximation, 75 percent of the dividends
paid each year by all U.S. banks are subtracted. This introduces an
grxl'or into the residual (because of the listed banks), which is discussed

elow.

According to the 1958 SEC Annual Report, the 300 insurance com-
gsmies included in the SEC OTC total had a market value of $11.5

illion at the end of 1957 ; while 17 insurance companies, with a market
value of about $1.6 billion, were then listed on exchanges. There are
probably very few privately held insurance companies, and their mar-
ket value is likely to be very small. Data in Moody’s and in the New
York State Insurance Reports show that the 150 largest fire and
casualty companies write over 95 percent of the premiums written
by all fire and casualty companies. According to Moody’s, the 150
largest life insurance companies have over 95 percent of the assets of all
life insurance companies. (Many of these are not stock companies, but
there is no reason to assume that the largest stock companies do not
also account for the great bulk of all stock company assets.) Asan ap-
proximation, 85 percent of the dividends paid by all U.S. insurance
companies are subtracted each year; it is implicitly assumed that the
remainder represents dividends paid by listed insurance companies and
has already been subtracted, ang that the privately held total includes
no insurance companies.

Minus (6) Capital gains distributions—Total dividends paid by
U.S. corporations, as reported by the IRS, include capital gains dis-
tributions; these must be subtracted to arrive at a true dividend resid-
ual. The totals subtracted here are those reported by the ICI for
its member funds. Total capital gains distributions reported in the
National Income Supplement in its reconciliation of IRS dividends
with National Income dividends are not subtracted ; the data include
capital gains distributions of listed closed-end funds, and these pay-
ments had, for the most part, already been removed when NYSE
dividends were subtracted.

Minus (7) Dividend payments, open-end mutual funds—Total re-
ported by the ICI. Dividend payments by closed-end funds are not
subtracted, since the NYSE dividend total includes payments by listed
closed-ends.

Equals (8) residual—Dividends paid by privately held companies.
This residual was blown up on the basis of the yield data employed
for OTC industrials; that is, the weighted average of ASE and NQB
yields. The use of these yield data represents an attempt to treat pri-
vately held companies in the same fashion as publicly traded ones.
IRS data on the value of privately held stock appearing in estates
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are not used in the calculations.” The IRS tends to value this stock
either in terms of book value or, when it tries to determine market
value, it apparently uses very conservative price-earnings ratios.

The market value totals thus derived were increased by 25 per cent
to take account of non-dividend-paying companies; that is, it was
assumed that non-dividend-lpa ers accounted for 20 per cent of total
market value in the privately held sector. The use of this percentage
is based on two assumptions. First, that a larger percentage of pri-
vately held companies than of publicly traded ones is likely to be
non-dividend-paying. Second, that privately held companies have not
been characterized by the same trend toward a sharp increase in the
percentage of non-dividend-payers which has characterized companies
listed on the ASE (and, probably, those traded OTC) since the late
1950’s. The market value of privately held companies is tied, by and
large, to book values for estate and other purposes (though it is
treated differently in this analysis) ; therefore, these companies would
not have quite the same incentive as publicly traded ones to retain
all of their earnings and to generate a rapid growth of profits, thereby
raising the price of their stock and creating capital gains. Conse-
quently, it is arbitrarily assumed that non-dividend-payers accounted
for a higher percentage of companies in the privately held sector than
in the publiclly traded one in the early 1950’s, but that the percentage
has not increased since.

The resulting market value data are yearly averages. They are con-
verted to year-end totals on the basis of the relationship each year
between the year-end and the average value of the NYSE composite
index. In the years 1966 through 1968, it was assumed that the market
value of privately held stock accounted for the same percentage
of the total market value of all outstanding stock that it accounted
for in 1965.

Following are the major problems connected with the estimates of
the market value of privately held stock (aside from the assumption
that 20 per cent of the companies are non-dividend-payers).

(1) Errorsin the size of the residual :

(a) OTC market values are understated because of the limited
coverage of the SEC (and NYSE) data. As a result, dividend
payments by OTC industrial stocks are understated, the amounts
deducted from total dividend payments by U.S. corporations
are too small, while the residuals are too large. The market value
of all outstanding stock is thereby not affected materially, since
the resulting overstatement of the value of privately held stock
is likely to offset the understatement of OTC market values.
The offsetting errors may not cancel exactly, since the price div-
idend ratios used to obtain privately held market values may
differ from price dividend ratios in the OTC industrial scctor.

(b) 75 per cent of the dividends paid by all U.S. banks have
been subtracted in arriving at a residual, since banks traded OTC
accounted for 75 per cent of the assets of all banks in 1958. Several
large banks listed in the 1960’s; therefore. it seems likely that the
percentage of total dividends accounted for by OTC banks grad-
ually declined during the decade. Consequently, the amounts sub-

o Internal Revenue Service. 1965 Statistics of Income, Fiduciary, Gift, and Estate Taw
Returns, Washington, D.C., 1967.
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tracted in recent years as dividend payments by OTC banks are
too large, and the residuals, therefore, too small.

(c) 85 per cent of the dividends paid by all U.S. insurance com-
panies have been subtracted in arriving at a residual. The remain-
ing dividends were assumed to represent payments by listed insur-
ance companies, which had already been subtracted. If listed
insurance companies increased in importance during the 1960’s,
the amounts subtracted as dividend payments by OTC insurance
companies are too large, and the residuals are too small.

(d) Total dividends paid by all U.S. corporations include liqui-
dating dividends. Liquidating dividends paid by NYSE com-
panies have been deducted, but not those paid by other listed, or
OTC, companies. Therefore, too little is being deducted, and the
residuals are too large. (This is probably a very small item.)

(e) Total dividends paid by all U.S. corporations include capi-
tal gains distributions. Capital gains distributions by investment
companies listed on the NYSE, and by open end companies which
are members of the ICI, have been deducted, but not those paid
by other investment companies. Therefore, too little is being
deducted, and the residuals are too large.

(f) It was assumed that non-dividend-payers accounted for the
same percentage of both OTC industrial stocks and ASE stocks. If
this assumption is not valid, the amount of dividends paid by OTC
industrial companies is not estimated correctly, and, depending on
the iilirect;ion og the error, the residuals are either too large or too
small.

Items (a), (d), and (e) probably outweigh in importance items (b)
and (c); with no knowledge of the direction of error in item (f), it
seems likely that the residual is too large. The major source of error is
probably item (a), and there is likely to be an offsetting error in the
OTC market value estimates. Therefore, the estimates of the total mar-
ket value of all outstanding stock are unlikely to be seriously in error
due to mistakes in calculating the size of the residual representing divi-
dends paid by privately held companies, unless there is a significant
difference between the percentage of non-dividend-payers among OTC
industrial stocks and among ASE stocks.

(2) Estimates of the market value of privately held companies in a
particular year may be subject to a fairly sizeable error. The total for
any year depends crucially not only on the size of the dividend residual,
but also on the yield value employed to blow up the residual. If a
figure of 3.5 per cent is used, and a more reasonable figure would have
been 4 per cent, the market value total would be overstated by one
seventh. Consequently, if the yield data derived from the sample of
ASE stocks were not representative, a particular year’s estimate of the
value of privately held stock may be considerably off in relation to
totals for either the preceding year or the succeeding year. For exam-
ple, the decline from 1955 to 1956, and the very rapid increases from
both 1957 to 1958, and 1962 to 1963, seem unreasonable. For the period
1952-1968 as a whole, the yield data seem reasonable. Therefore, if it is
appropriate to use these data for privately held stock, the market
value totals over the whole period should be reasonably satisfactory,
despite shortcomings in any particular year’s figure.
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(3) The estimates of the market value of privately held companies
include the value of open end investment companies which are not
members of the ICI, non-listed closed ends, and other types of invest-
ment, companies, since these companies’ dividend payments are in the
dividend residual. The value of these companies is not included in the
total market value of all stocks, since they are registered with the SEC,
and the value of all registered companies has been subtracted in ar-
riving at an over all total. In the same way, listed closed ends are in
the l\%YSE and in the ASE totals, though they are not in the over all
market value total. ) o

(4) The privately held total includes wholly owned subsidiaries
filing separate tax returns. This includes companies which could file
consolidated returns since they are owned 80 per cent or more by an-
other company (95 per cent before 1954), but which choose to file
separate returns. It also includes companies which are completely, or
largely, owned by other companies—for example, in the oil industry—
but wKose ownership is so divided that no one company owns as much
as 80 per cent of the subsidiary; in this situation, the subsidiary must
file a separate return. Dividends paid by subsidiaries filing separate re-
turns are included in total dividends paid by all U.S. corporations
and are, therefore, included in the dividend residual, unless the sub-
sidiaries have sufficient public ownership to be listed or traded OTC.

If privately held stock is to be defined as stock in companies which
are publicly held but are not listed or traded OTC, subsidiaries which
have little or no public ownership should really be excluded, since
they are, for all intents and purposes, part of their parent companies.
In the absence of data on the importance of these subsidiaries, there
seems to be no way to eliminate them. As discussed below, there has
been an increase in the extent of consolidated filing, so subsidiaries
should account for a smaller percentage of the privately held total
than they previously did. In any case, though, these subsidiaries are
not included in the estimated market value of all outstanding stock
net of intercorporate holdings.

There is a slight downward trend in the percentage of market value
accounted for by privately held companies (considering the period as
a whole, and ignoring individual years, where there may be consider-
able error), but the change is small. Privately held stock accounted
for about 27 per cent of the total value of aﬁ outstanding stock in
1952-1955 (before deducting intercorporate holdings), and about 24
per cent in 1962-1965. Had there been no increase in consolidated
filings (there was a sharp increase in 1964 and 1965), the decline would
have been even smaller. This is a surprising finding, considering the
fairly large number of companies which turned to public ownership
after 1958. It is probably explained, in part, by the limited coverage of
the SEC OTC data, which resulted in an increasing understatement of
OTC values and a correspondingly increasing overstatement of the
value of privately held stock (while leaving the total market value
figure for all outstanding stock basically unaffected).

e. Intercorporate Holdings

The total market value of all outstanding stock was reduced each
year by the ratio of dividends received by domestic companies from
domestic companies to total dividend payments by domestic companies
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in that year. In computing these ratios, total dividends and capital
gains distributions of mutual funds were subtracted from total domes-
tic corporate dividend payments, and dividend income of mutual funds
was subtracted from dividend receipts of domestic companies. (The
dividend receipts data do not include capital gains income of mutual
funds.) This adjustment permits the exclusion of stock held by mu-
tual funds from intercorporate holdings. Data on the dividend income
of mutual funds were unavailable; their dividend payouts were used
as a proxy (since the funds are required to distribute almost all of
their dividend income). In 1966 through 1968, intercorporate holdings
were assumed to account for the same percentage of total outstanding
stock that they accounted for in the years 1963-1965.

58-940 O - 71 - pt. 6 - 28
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The data, as shown in Table VI-4, indicate that the ratio of divi-
dends received to dividends paid declined from a level of about 20
per cent in 1952 to a level of about 15 per cent in 1963-1965. This de-
cline is surprising, considering the extent to which companies have
acquired stock in other companies over the last 15 to 20 years. The
decline is probably explained, in large part, by an increase in con-
solidated filings. In 1952, corporations filing consolidated returns ac-
counted for 10 per cent of all corporate assets and 17 per cent of all
dividend payments.® In 1965 they accounted for 25 per cent of all
assets, and 41 per cent of all dividend payments.* While some of the
increase may simply reflect mergers which have occurred during the
period (if two previously independent companies merge, they may
then file consolidated returns), a large part of the increase probably
reflects the fact that subsidiaries which previously filed separate re-
turns are now filing consolidated ones. There were significant changes
in the tax laws affecting consolidated returns in both 1954 and 1964;
in these two cases, especially in 1964, there was a sharp increase in the
number of consolidated returns filed immediately after the law was
changed. What has apparently happened, therefore, is that some sub-
sidiaries which used to be in the intercorporate total are no longer
recorded as such.

f. Treasury Stock

The market value of stock listed on the NYSE and the ASE in-
cludes Treasury stock: (shares held in corporate treasuries for stock
options, acquisitions, conversions of convertible debentures, and so
forth). While the SEC Annual Reports made no specific statements
on the subject, it seems likely that the OTC market value data also
included the value of Treasury stock. If stockholdings of the house-
hold sector are to be derived as a residual after subtracting all other
ownership groups’ holdings from the total value of outstanding stock
(including Treasury Stoc%ts), the residual will then be too large. A
quick check of a few companies in one year indicated that Treasur,
stock was insignificant for large companies, but accounted for as muc
as 10 per cent to 20 per cent of the total number of outstanding shares
of smaller companies.

. 10 Inter_;l;l Revenue Service, 1952 Statistics of Income, Corporation Income Taz Re-
urns, p. 74.
1 Tnternal Revenue Service, 1965 Statistics of Income, Corporation Income Tax Re-
turns, p. 201,
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3. SOURCES OF ERROR IN THE ESTIMATES

Most sources of error in the estimates of the market value of all out-
standing stock have already been discussed in the description of the
derivation of the market value of privately held stock: errors in the
size of the dividend residual, errors arising from the assumption that
20 per cent of privately held companies are non-dividend-payers, and
errors arising from the use of the yield data derived from the sample
of ASE stocks. There is one additional source of error, arising from
a situation the reverse of that caused by the filing of separate tax
returns by wholly owned subsidiaries.

A company could be 90 per cent, or even 99 per cent, owned by
another company, and file a consolidated return with its parent, while
still having enough shareholders to be listed on an exchange, or, more
probably, to be traded OTC. The total market value of the stock of
such a company would be included in the value of listed or OTC
stock, but no deduction would be made for that fraction of the com-
pany’s shares held by its parent corporation, since the IRS would not
record either its dividend payments or the dividends received by the
parent company from its subsidiary. Western Electric is an example
of such a company. Having attained 300 shareholders of record, it was
first included in the OTC universe of the SEC in 1960. However, since
the company filed a consolidated return with AT & T, that fraction
of its shares and market value owned by AT & T (over 98 per cent)
wm(xlld not be subtracted in arriving at an estimate of intercorporate
holdings.

Undgsr such circumstances, the value of intercorporate holdings is
understated, and the market value of all outstanding stock net of
intercorporate holdings is overstated. There are not likely to be very
many companies which file consolidated returns, but which have a
sufficient number of shareholders to be listed or traded OTC; how-
ever, there are probably several large companies in this category (in-
cluding the above mentioned Western Electric and other subsidiaries
of AT & T), and they might account for several billion dollars in
market value.

4. MARKET VALUES BY INDUSTRY

Table VI-5 shows the industrial distribution of the market value
of all outstanding stock. The following procedure was used to obtain
these estimates; limitations of the procedure are discussed following
the explanation.
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Dividend data by industry for domestic stocks listed on the New
York Stock Exchange (encompassing only dividends paid on common
stock) were obtained from the exchange. Dividend data for all do-
mestic corporations (representing payments on both common and
preferred stock) were obtained from IRS Statistics of Income, and
were placed on a basis comparable to that of the NYSE.!? That is, the
IRS does not necessarily assign industrial subgroups to the same in-
dustries to which they are assigned by the NYSE. Since dividend data
by industrial subgroups were availa%le only from the IRS, the IRS
industry categories were brought into conformity with those of the
NYSE. Table VI-6 shows the IRS industrial subgroups contained
within each NYSE industry. :

¥ Dividend data for industrial subgroups were not avallable from the IRS in 1954 or
1955 ; therefore, industry totals were not derived in these two years. A small percentage
of IRS dividends (less than 8 per cent in most years) were-not classified by industry ; these
dividends were contained in an “all other” category or they represented payments b,
industrial subgroups for which the appropriate NYSE industry could not be determined.
Similarly, before 1959, a small percentage of NYSE dividends (less than 2 per cent) were
not classified by industry; these dividends were contained in an ‘‘all other” category or
in a category labeled simply ‘U.S. companies abroad.”
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Table VI - 6

IRS Industry Subgroups Contained Within NYSE Industry Categories

NYSE Industry

Aircraft
Amugement
Automotive

Building trade
Chemical

Electrical equipment

Financial
Food products
Leather

Machinery and
metals

Mining

Office equipment
Paper and publishing

Petroleum and
natural ges

Railroad and railroad
equipment

Real Estate

Retail trade

- Rubber
Shipbuilding
Steel and iron
Textile
Tobacco
Utilities

IRS Industrial Subgroups Contained
in this Industry

. Mdrcraft and parts; air transportation

Motion pictures; amusement, except motion pictures

Motor vehicles and equipment; urban, suburbdan,
and interurban transport; trucking and
warehousing; other motor vehicle transportation

Construction

Chemical and allied products; stone, clay, and
glass products

Electrical machinery and equipment; scientific
instruments, photographic equipment, watches

Finance; insurance; lessors of real property
Food and kindred products; beverages
Leather

Fabricated metal products; machinery, except
transportation and electrical (excluding office
equipment and, before 1959, agricultural
machinery)

Mining and quarrying (excluding crude petroleum
and natural gas production)

Office equivment; furniture and fixtures

Paper and allied products; printing and
publishing; lumber and wood products

Crude petrolsum and natural gas; petroleun and
coal products

Railroad transportation; railroad equipment

Real estate, except lessors of real property
other than buildings

Retail trade

Rubber products

Ship and boat building; water transportation
Primary metal industries

Textile and mill products; apparel manufacture
Tobacco

Comrunications; electric and gas; other public
utilities
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NYSE dividends were then subtracted from IRS dividends in
order to obtain estimates of the industrial distribution of non-NYSE
dividends.” Market value/dividend ratios by industry were then de-
rived for companies listed on the NYSE, using year-end data on in-
dustry market values for common stocks. These ratios were applied
to the estimates of non-NYSE dividend payments by industry in
order to obtain preliminary estimates of the industrial Xistribution of
the market value of stocks not listed on the NYSE.

These data were then adjusted each year by applying the follow-
ing ratio (from that year’s data) to each industry total:

The total market value
of all outstanding stock | The sum of the preliminary
“ minus sstimates of the market val-
The market value of all | ues of non-NYSE industries
NYSE stock

In these calculations, the total market value of all outstanding stock
includes the value of investment companies, since the dividend totals
for the financial industry include dividends paid by investment com-
panies. Similarly, the value of investment companies is included in
the value of NYSE stock.

This procedure, in a very rough way, adjusts for the fact that
price-dividend ratios may not be the same for both NYSE and non-
NYSE stocks. It also adjusts, again in a rough way, for the ex-
clusion of IRS dividends in the “all other” category, as discussed
below.

The adjusted estimates of the market values, by industry, of the
outstanding corporate stock of non-NYSE companies are added to
the NYSE industry market value totals.(including both common and
preferred stock) in order to obtain the final estimates of the market
value of all outstanding corporate stock by industry (including in-
vestment companies).!

Following are the limitations of the procedure employed here:

(a) The NYSE and the IRS may not always assign particular
companies to the same industry, since the NYSE does not neces-
sarily follow the Standard Industrial Classification. As a result,
there may be a lack of comparability between the TRS industry
data and the NYSE industry area. A similar problem arises when
the IRS, but not the NYSE, transfers a company from one indus-
try one year to another industry the following year.

(b) The IRS may on occasion transfer industry subgroups be-
tween industries. The year to year comparability of the IRS indus-
try classifications would have to be examined in order to obtain
more accurate industry totals.

13 The farm machinery industry was excluded in these calculations. Dividend data for the
industry were avatlable from the IRS and the NYSE only through 1958 ; after 1958, the
industry's dividends were included in the machinery and metals category. Totals for the
service industry (as reported by the NYSE after 1958) were also excluded, since the
comparable IRS industry could not be determined.

14 Because of a few minor adjustments and discrepancies, the sum of the adjusted in-
dustry totals is less than the market value of all outstanding stock (including invest-
ment companies) throughout the whole period. For example. in one or two cases every
year, reported dividend payments by NYSE companies in specific industries exceeded total
dividend payments by that industry as reported by the IRS. Market value data for these
industrles represent only reported NYSE market values. Also, NYSE market values for the
“all other,” farm machinery, services, and “U.S. companies abroad” industries are ex-
cluded from the over-all market value totals in the procedure followed here.
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(c) The IRS data include both common and preferred divi-
dends, while the NYSE data include only common dividends.
Since the industrial distribution of common and preferred divi-
dends is likely to differ, an error of unknown magnitude is in-
troduced into the results.

(d) As previously indicated, a small percentage of IRS divi-
dends were in an “all other” category or were in industrial cate-
gories for which the comparable NYSE industries could not be

etermined. However, NY SE listed companies which are in these
various categories do end up in some industry in the NYSE
classification. The procedure used here assumes that the industrial
division of the companies contained in these IRS categories cor-
responds to the industrial division of the preliminary estimates
of the market value of non-NYSE companies.

5. COMPARISON WITH OTHER ESTIMATES

The over-all market value totals derived here are generally small-
er, by 10 percent or less, than the totals reported by the SEC for the
1950’s. The discrepancy between the two series reflects, in part, the in-
clusion, in the SEC data, of the amount of foreign stock outstanding
in the U.S. Only a small portion of the difference, however, can be
accounted for by this factor. The values derived here become larger
than the SEC totals in 1961, and the differences between the two series
become steadily more pronounced after 1964. By the end of 1968, the
discrepancy amounts to $283 billion, or 37 percent of the SEC total.
The basic reason for the growing discrepancy in the 1960’ is the dif-
ferential price behavior of stocks listed on the NYSE, the ASE, and
those traded OTC. The SEC data are obtained by extrapolating a
1960 benchmark figure on the basis of changes in Standard and Poor’s
500 stock-price index, which includes only stocks listed on the NYSE.
However, OTC prices started increasing more rapidly than NYSE
prices after 1960, while ASE prices started increasing more rapidly
after 1966. Thercfore, the use of a price index based solely on NYSE
price changes creates a constantly increasing divergency (at least,
throughout a good part of the 1960’s) from actual market values.

The series derived here is also somewhat smaller than the Federal
Reserve Board series in the 1950’s; the values are closer to the FRB
totals than to the SEC totals in 1952-1955, and further apart between
1956 and 1960. The series becomes larger than the Federal Reserve
Series in 1963 and remains larger through 1968, but the values are much
closer to the FRB totals than to those of the SEC. The Federal Re-
serve Board data are apparently derived by applying a constant
multiplier to the total value of listed stock (that is, it is assumed
that the value of OTC and privately held stock increased in propor-
tion to the increase in the value of listed stock). Even though OTC
prices increased more rapidly than prices of listed stock during the
1960’s, the discrepancy between the two series was apparently kept
relatively small by new listings; that is, the increase in the num-
ber of companies listed on exchanges in the 1960°s caused listed market
values to rise considerably more rapidly than the rise shown by ex-
change price indexes.
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The total derived here for 1960 is about $25 billion, or 5 per cent
larger than the estimate derived by Crockett and Friend ** (after the
two estimates are placed on a comparable basis, since these authors in-
cluded the value of investment companies as well as the value of
foreign stock outstanding in the U.S. in their total, and used middle
of the year, rather than year end, values). The difference is completely
in the OTC and privately held sector, as might be expected. It does not
seem to be due to the fact that they estimated OTC market values
through a dividend residual method, instead of using the SEC data.
A small part of the difference is due to two minor errors made by
Crockett and Friend. First, in obtaining a dividend residual to esti-
mate the value of unlisted stock, they subtracted total dividend pay-
ments by listed companies from total dividends paid by U.S. corpora-
tions. This subtracts too much, since dividend payments by listed
companies include payments by Canadian listed companies to their
non-U.S. stockholders, though these amounts are not included in
total dividend payments of all U.S. corporations. The subtraction of
payments by Canadian listed companies to their U.S. stockholders is
compensated for by Crockett and Friend when they add total divi-
dend payments by foreign companies to their U.S. stockholders to
total dividends paid by U.S. companies, in arriving at their dividend
residual. Their second error is the subtraction of total capital gains
distributions from total U.S. dividend payments in arriving at a
dividend residual. Since dividend payments reported by the NYSE
include capital gains distributions, there is double counting; and,
again, too much is deducted. As a result of these two errors, their
dividend residual is too small by about 5 per cent, and they under-
estimate market values by about $5 billion.

By far the major part of the difference between the two estimates
can be attributed to the treatment of non-dividend-paying stock, since
Crockett and Friend use almost the same yield figure employed in this
analysis to blow up their 1960 dividend residual. They estimated that
9 per cent of the market value of OTC stock (except banks and in-
surance companies) was non-divided-paying, and used this percent-
age for both OTC industrial stock and for privately held stock. Their
estimate was based on a sample of 300 OTC companies drawn from
the National Stock Summary.

In this analysis, a 20 per cent figure was used for the privately held
sector; use of a 9 per cent figure would reduce the estimate of the
value of privately held stock by-about $12 billion. In addition, in esti-
mating dividends paid by OTC industrial companies, it was assumed
here that 33 per cent of the market value of these companies was non-
dividend-paying in 1960 (based on the ASE sample). Use of a 9 per
cent figure would increase estimated OTC dividend payments by
$370 million. This would reduce the size of the dividend residual by
11 per cent, and reduce the estimate of the value of privately held
stock by another $9 billion. )

Consequently, not only is the particular yield figure employed in
estimating the market value of privately held stock important, so

15 Jean Crockett and Irwin Friend, “Characteristics of Stock Ownership.” American

Statistical Association, 1963 Proceedings of the Business and Economic Statistics Divi-
sion, pp. 146-168.
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also is the assumption about the magnitude of non-dividend-payers.
This affects the privately held total directly, and affects it indirectly
by influencing the size of the dividend residual.

6. SUGGESTIONS FOR FURTHER RESEARCH

a. E'stimates of the Value of Privately Held Stock

These estimates could be improved in two ways. First, OTC in-
dustrial stocks could be sampled each year to determine the impor-
tance of non-dividend-paying companies. This would improve the
estimates of the amount of dividends paid by OTC companies, and
would improve the accuracy of the dividend residual. Second, unpub-
lished IRg data could be examined, if possible, to determine whether
they provide any information on the number of privately held com-
panies paying dividends.

b. E'stimates of the Value of Intercorporate Holdings

These estimates could be improved if additional information about
wholly owned subsidiaries were available from the IRS; that is, dis-
semination of information about the number and importance of sub-
sidiaries which had filed separate returns in the previous year but were
now filing consolidated returns, for each of the years covered by the
analysis. The data show a sharp increase in the importance of corpora-
tions filing consolidated returns. Presumably, though, only part of
this increase reflects a change in corporate filing practices; a part must
reflect new corporate acquisitions during the period. If the two com-
ponents could be separated, the data on intercorporate holdings could
be placed on a fairly consistent basis.

¢. E'stimates of the Value of T'reasury Stock

Estimates of the value of Treasury stock could be obtained by
sampling listed and OTC companies in selected years during the pe-
riod covered by the analysis.

d. Estimates of the Total Value of Outstanding Corporate Stock

As indicated earlier, an error is introduced into the estimates be-
cause of wholly owned subsidiaries which file consolidated tax re-
turns, but which have a sufficient number of shareholders to be listed
on an exchange, or to be traded OTC. Some attempt could be made
to determine the number and importance of those companies which
fall into this category.



Arpenxpix VII

TaE MEASUREMENT OF ForE1IGN HoLDINgs AND TRANSACTIONS
¥ U.S. COoRPORATE STOCK

(By Lewis Lippner, Board of Governors of the Federal Reserve
System)

The largest variety and most comprehensive collection of data per-
taining to portfolio 1nvestment is compiled by the U.S. Treasury De-
partment in conjunction with the Federal Reserve System. Primary
statistics on the principal types of data and the principal countries
or areas involved in these capital transactions are published monthly
in the Treasury Bulletin, and to a lesser extent in the Federal Reserve
Bulletin. Pursuant to executive order and various administrative reg-
ulations, securities brokers and dealers, banks, and other non-banking
financial institutions (i.e., insurance companies, funds, etc.) are di-
rected to report their international security transactions monthly to
the Federal Reserve Banks. “The existing regulations require that
all U.S. residents report transactions in long-term securities with
foreigners whether made in their own behalf or on behalf of their
customers provided the total of purchases or sales is greater than a
monthly average of $100,000 in the six months ending with the re-
porting date.” * The S-form data are then consolidated and published
by the Treasury. This is the raw material from which the Commerce
Department’s Office of Business Economics ultimately produces lines
34-36 and line 52 of the U.S. Balance of Payments (adjustments to
S-form data are discussed below.)

In general data on foreign purchases or sales of securities ? are re-
ported on the basis of the foreign country or geographic area in which
the records of the reporting institutions show the transactor to be
domiciled. Transactors are likely to be financial institutions acting
as agents for the actual purchaser. Because reporting institutions are
not expected to go beyond the addresses shown on their records they
may not be aware of the actual country of domicile of their client. Thus
a beneficiary may not be domiciled in the same country as the trans-
acting agent, and geographical classification cannot in all certainty
be said to reflect the amounts actually purchased by investors purport-
ed to be domiciled in a particular country or area. The year-to-year
variations in a country’s purchases, however, can probably be assumed
to reflect the general trend of purchases in each geographical region
with the notable exceptions of transactions reported by agents lo-

1 Report of review committee for balance of payments statistics to the Bureau of
the Budget, Balance of Payments Statistics Review & Appraisal, April 1965, p. 77.
2 Foreign purchases or sales of foreign securities should be equal to U.S. sales or pur-
chases of forelgn securities, respectively,
(438)
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cated in Switzerland, the Bahamas, and Bermuda.® Dealings in se-
curities in these countries overwhelmingly represent the interest of
clients living elsewhere.

In addition to problems related to the geographical distribution of
securities purchases and sales are omissions in the data caused by the
failure of transacting agents to file the appropriate reports. Most
Treasury Department reporting forms are filed by banks, securities
brokers and dealers, and major insurance companies. However, the
growth of other financial intermediaries in recent years suggests that
laxity in report filing may not be uncommon. Many U.S. investment
funds, pension funds or educational institutions may invest directly in
foreign assets. Furthermore, transactions in foreign securities by in-
dividual U.S. citizens, especially those living abroad, are often made
through foreign channels and hence go unrecorded.* The actual size
of such omissions is not known, nor is there any rough indication of
their magnitude. Current O.B.E. estimates of U.S. holdings of forei
securities are calculated by adding the annual flows reported to the
Treasury Department with various adjustments to the benchmark
statistics established by a census taken during World War II. Ob-
viously, the accumulation of even small omissions in any direction
over this twenty-year period could affect the totals quite significantly.

Estimation of foreign transactions in U.S. securities present similar
problems although omissions may well be smaller in this case. Until
several years ago, foreign citizens purchasing or selling U.S. securi-
ties did so almost exclusively through American banks or brokers
who were subject to strict reporting requirements. Omissions still oc-
curred, however, when the transaction was executed by a U.S. finan-
cial intermediary and the sales agent was unaware that the beneficiary
was a foreign resident. Prior to the mid-1960’s, the reported annual
flow of foreign investments in U.S. corporate securities was relative-
ly small and the absolute magnitude of possible omissions was prob-
ably correspondingly small. The record growth of foreign investment
companies dealing largely or in some cases exclusively in U.S. se-
curities increases the possibility of omissions inasmuch as these firms
are not subject to reporting requirements required of U.S. transact-
in%agents.

ome types of security purchases are by nature inherently difficult to
classify. Total long-term portfolio capital movements are entered in
the balance of payments as collected by the Treasury Department
apart from adjustments made for reclassification of items that are
actually direct investments.

To facilitate explanation of these adjustments, assume an American
company with a Canadian affiliate desires to purchase Canadian se-
curities. This simple purchase can be accomplished in several different
ways. It can be carried out as an investinent of parent company funds,
in which case the transfer is actually a portfolio investment. Or, the
same firm can purchase the same securities as an investment of the
foreign branch. In this second case, the acquisition is not be be re-
garded as an international transaction at all, but is a domestic Cana-

3 See Fred Ruckdeschel, “Prospects for Foreign Purchases of U.S. Stocks,” unpublished
Federal Reserve study, July 1969.
¢ Balance of Payments Statistics.
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dian investment by a Canadian company. If the same investment is ef-
fected through the use of funds transferred from the home office to
the foreign branch, the purchase should properly be considered a direct
investment by the U.S.%ased parent firm. In many instances the U.S.
parent company may have reported the capital transfer in the third
case as a direct investment while the foreign subsidiary reports the
same transaction as a portfolio investment. To avoid this double
counting the O.B.E. finds it necessary to deduct this transfer of funds
from the portfolio investment amount in the 7'reasury Bulletin.

The Treasury’s reporting system only covers cash trading. But let us
now assume a foreign based company purchases shares of an Ameri-
can enterprise by means of a stock transfer. This assignment of stock
was made in lieu of a cash disbursement and will be reported by the
U.S. company as a foreign direct investment provided the forei%n
company acquires more tﬁna.n 10 per cent of the voting stock of the
American firm. If the foreign company purchases less than 10 per
cent of voting equity it is assumed that the firm will not be partici-
pating in decisions affecting the management of the domestic com-
pany and the acquisition will be considered a portfolio investment.
Thus in the latter case an offsetting entry must be made by the balance
of payments division (BPD) to remove this transaction from those
direct investment already recorded and add it to those portfolio in-
vestments previously reported by the Treasury Department. Lastly,
let us assume that a foreign owned U.S. subsidiary floats a new stock
issue in the United States. If the foreign firm decides to exercise its
rights in the new issue the issue should appear both in the Treasury’s
portfolio investment report and in the BPD’s Foreign Direct Invest-
ment Report. The entry must be dropped from portfolio investment
to avoid double counting. These represent the most common adjust-
ments f)erformed by the Commerce Department to eliminate items
properly considered direct investments in balance of payments terms
from the capital movements data compiled by the U.S. Treasury.®
To illustrate the extraordinary magnitude of adjustments in some
years, the BPD found it necessary, in 1968, to exclude the purchase
of $210 million by Royal Dutch Shell Company, Ltd. of stock newly
issued by its U.S}t subsidiary—the purchase was treated as a direct
investment.® This is not meant to imply that individual adjustments
commonly run into hundreds of millions of dollars. Actually, over the
period 1952-66 total adjustments of data for most foreign stock pur-
chases by the U.S. averaged only slightly more than $20 million per
year and adjustments to figures generated for net purchases by for-
eigners of U.S. stocks averaged less than $15 million per year.

s Examples of adjustments are the product of conversations the author has had with
Russel Scholl of the Commerce Department’s Office of Business Economics.

e U.8. BPD: Second Quarter 1969, Survey of Current Business, September 1969, U.S.
Department of Commerce.
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