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Reserve Requirements

Under the Depository Institutions Deregulation
and Monetary Control Act of 1980

On March 31, 1980, President Carter signed
into law the Depository Institutions Deregula-
tion and Monetary Control Act of 1980
(DIDMCA). The Act is perhaps the most
significant package of financial legislation since
the 1930s. It will promote competition, increase
equity, and encourage efficiency within the
nation’s financial sector. Also, the new
structure of reserve requirements mandated by
the Act will improve the Federal Reserve’s
monetary control mechanism. This article
focuses on the new reserve requirements and
how they will improve monetary control.

THE STRUCTURE OF RESERVE
REQUIREMENTS UNDER THE ACT

DIDMCA consists of nine parts, or titles.
The first title prescribes rules governing reserve
requirements as well as reporting requirements,
discounts and borrowings, and the pricing of
Federal Reserve services. The other titles of the
Act provide for the phase-out of deposit interest
rate ceilings, the spread of interest-bearing
transactions balances, greater powers for thrift
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institutions, the preemption of various state-
imposed interest rate ceilings, amendments to
truth-in-lending laws and various national
banking laws, and the simplification of existing
banking regulations, among other things. This
section of the article discusses the structure of
reserve . requirements created by Title I of
DIDMCA and subsequently detailed in the
Federal Reserve’s Regulation D.!

The Act alters the previous system of reserve
requitements with respect to both the types of
institutions and the types of liabilities affected.
Previously, only the deposits of member banks
and Edge Act and Agreement corporations
were subject to Federal Reserve System reserve
requirements. Under the Act, all depository
institutions’ transaction accounts, nonpersonal
time deposits including savings deposits, and
various Eurocurrency transactions are subject
to System reserve requirements.

Transaction accounts are demand deposits,
NOW accounts, ATS accounts, share drafts,
accounts subject to telephonic or preauthorized
transfer, and other accounts used for making

1 For a detailed description of DIDMCA, see ‘“The
Depository Institutions Deregulation and Monetary Control
Act of 1980,” Federal Reserve Bulletin, Vol. 66, No. 6
(June 1980), pp. 444-53.



payments.? The Act requires each depository
institution to maintain as reserves 3 per cent of
its first $25 million in transaction accounts.
Such accounts in excess of $25 million are
subject to a reserve requirement within a range
of 8 to 14 per cent, initially to be 12 per cent.
The $25-million breakpoint will be adjusted
every yearend by four-fifths of the percentage
change in total transaction accounts over the
year ended the previous June 30. For example,
if the transaction accounts of all institutions
grew 10 per cent between June 30, 1980, and
June 30, 1981, the breakpoint would be
increased 8 per cent (.8 x .10) at yearend 1981.

The Act authorizes the Board of Governors
of the Federal Reserve System to impose an
additional requirement on transaction accounts
of up to 4 per cent. This supplemental reserve
would be maintained by a Federal Reserve
Bank in an Earnings Participation Account
which would yield interest during each quarter
at a rate not more than the average rate earned
on the Federal Reserve’s securities portfolio
during the previous quarter.

The supplemental reserve may be imposed
only under certain conditions. First, at the time
it is imposed, total basic reserves must be not
less than the amount required assuming that
the initial ratios specified in the Act were in
effect. Second, five or more members of the
Board must agree to impose the supplemental
reserve. Third, the additional requirement can
be imposed only for monetary policy purposes.
Finally, before imposing the supplemental

2 The Federal Reserve Board has subsequently determined
that institutions may establish special savings accounts
where a depositor can make up to three telephonic or pre-
authorized transfers a month without triggering reserves on
those deposits. The Board also exempted from reservable
transaction accounts those accounts that just permit trans-
fers to repay loans made by the institution itself. However,
accounts that permit third-party payments through
automatic teller machines or remote service units are
subject to required reserves, the Board has ruled.

requirements, the Board must consult with the
agencies that regulate other depository
institutions.

Nonpersonal time deposits (NTD’s) are time
deposits that are transferable or that are held
by a depositor other than a natural person.
These deposits consist primarily of large
certificates of deposit. Under the Act, NTD’s
are subject to reserve requirements within a
range of O to 9 per cent. Initially, a 3 per cent
requirement has been set for all such deposits
with original maturities of less than four years.
NTD’s with longer maturities will be subject to
a 0 per cent requirement.

DIDMCA also requires all depository institu-
tions to maintain reserves against Eurocurrency
borrowings and related transactions in such
ratios as the Federal Reserve Board may
prescribe. The Board has determined that
reserves should be held against gross
borrowings of U.S. institutions from related
and unrelated foreign offices, loans to U.S.
residents made by overseas branches of U.S.
institutions, and sales of assets by U.S. institu-
tions to their overseas offices. A 3 per cent
reserve requirement has subsequently been
established against these items, the same ratio
as on NTD’s with maturities under four years,
so as to eliminate any artificial incentive that
would favor raising funds offshore instead of in
the domestic market.

Both member and nonmember institutions
may satisfy their reserve requirements with
vault cash or a Federal Reserve account.’
Additionally, nonmember institutions may pass
their required reserves through a correspondent
reserve account held with (1) another
institution that maintains required reserve
balances with the Federal Reserve, (2) a
Federal Home Loan Bank, or (3) the National

3 Supplemental reserves held in the form of vault cash do
not earn interest, however.
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Credit Union Administration’s Central
Liquidity Facility.

To allow time for financial institutions to
adjust to these changes, the new reserve
requirements will be phased in gradually. The
Act provides for an eight-year phase-in of
reserve requirements for nonmember institu-
tions. Specifically, the amount of reserves to be
maintained increases by one-eighth of the total
reserves that would otherwise be required for
each 12-month period beginning September 1,
1980.* For example, if an institution’s required
reserves during a week in the first year after
enactment were to be $64 million with no
phase-in, then with phase-in its required
reserves during that week would actually be
$8 million [(1/8) x $64 million].

The Act provides for a 3 1/2-year phase-
down of reserve requirements for member
banks, beginning at the same time as the eight-
year phase-in for nonmember institutions.
In addition, any bank which was a member
on July 1, 1979, but which withdrew from
membership between that date and Septem-
ber 1, 1980, is treated as a member bank for
the purpose of these transitional adjustments.

These phase-in procedures apply only to
categories of deposits that existed as of March
31, 1980. Any new category of deposits
authorized by Federal law after the date of
enactment of DIDMCA is immediately subject
to the full reserve requirements created by the
Act.’

THE NEED FOR THE NEW
RESERVE REQUIREMENTS

The new reserve requirements are needed to
improve the Federal Reserve’s ability to control
the money supply. The effectiveness of the old
structure of requirements in contributing to
monetary control has been reduced in recent
years by a number of developments. This
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section discusses these developments after
briefly reviewing the role that reserve
requirements play in the monetary control
mechanism.*

The Role of Reserve Requirements

The role of reserve requirements in monetary
control is to enhance the closeness of the
relationship between the money supply and
various ‘‘reserve aggregates”’—the monetary
base, total reserves of depository institutions,

4 The Federal Reserve Board has subsequently delayed
implementation of the phase-in until November 1980 for
institutions with assets over $1 million. At yet a later date
the Board will decide whether or not the 11,400 smaller
institutions, mainly credit unions, will be covered or not.

S For example, there will be no phase-in of required reserves
behind NOW accounts outside of New England, New York,
and New Jersey when these accounts begin to be offered at
yearend 1980.

6 The review is based on the analysis and results of J. A.
Cacy, ‘“‘Reserve Requirements and Monetary Control,”
Monthly Review, Federal Reserve Bank of Kansas City
(May 1976), pp. 3-13. It should be noted that, in some
cases, other researchers have obtained somewhat different
resuits from analyses based on different assumptions. For
example, while Cacy’s result that a higher level of reserve
requirements improves monetary control is widely accepted,
it nevertheless has been contested by George Kanatas and
Stuart Greenbaum, *“Bank Reserve Requirements and
Monetary Aggregates,” Working Paper No. 55, Banking
Research Center, Graduate School of Management,
Northwestern University, Evanston, Illinois, Kanatas and
Greenbaum argue that a high level of resetve réquirements
induces financial innovation to evade the high™ require-
ments. Such innovation introduces shocks to the economy
that may not otherwise have occurred, thereby reducing
rather than improving monetary control. Another
researcher concludes that with nonzero correlation between
the disturbance terms of the public's demand deposit and
time deposit demand functions, certain additional money
market conditions must exist before a lowering of reserve
requirements on time deposits will improve control of M1,
as Cacy finds. See Daniel Laufenberg, “Optimal Reserve
Requirement Ratios Against Bank Deposits for Short-Run
Monetary Control,” Journal of Money, Credit, and
Banking, Vol. 11, No. 1 (February 1979), pp. 99-105.
Despite these differences in theoretical results, the
conclusions obtained by Cacy and reported here are
reasonable.



and nonborrowed reserves. These reserve
aggregates, or reserves for short, can be closely
controlled by the Federal Reserve through the
System’s open market operations, the buying
and selling of U.S. government securities. It is
this control over reserves coupled with the
relationship between the money supply and
reserves that allows the Federal Reserve to
exercise monetary control. Thus, due to the
money-reserves relationship, the Federal
Reserve can engineer increases or decreases in
the money supply by acting to effect increases
or decreases in reserves. If the money-reserves
relationship were exact, there would be a
one-to-one correspondence between changes in
money and changes in reserves. Under these
circumstances, and assuming that reserve
aggregates can be precisely controlled,
monetary control would be precise.

The relationship between the money supply
and reserve aggregates is not exact, however.
The money supply is affected by factors, in
addition to resetrves, that cannot be controlled
by the Federal Reserve. These ‘‘noncontrollable”
factors tend to reduce the closeness of the
money-reserves relationship. In other words,
because changes in noncontrollable factors
sometimes lead to changes in money supply,
there is not a one-to-one correspondence be-
tween changes in reserves and changes in money.
As a result, monetary control is not precise.’

The noncontrollable factors that affect the
money supply include changes in the
composition of deposits, shifts in the public’s
demand for currency, and changes in the

7 Monetary control would be precise if changes in the
noncontrollable factors and their impact on money were
predictable. In this case, the Federal Reserve could take
offsetting action. However, the impact of the
noncontrollable factors is not entirely predictable. Thus,
while the Federal Reserve exercises a degree of control over
the nation’s money supply, monetary control is made
imprecise by the existence and unpredictability of noncon-
trollable factors.

demand on the part of depository institutions
for excess reserves or for borrowing from
Federal Reserve Banks. For example, a shift
of deposits from large banks to small banks
tends to increase the money supply since large
banks generally face higher reserve
requirements than small banks. Thus, deposit
shifts to small banks release reserves that can
be used to support additional deposits, which
increase the money supply. Similarly, a shift
by the public out of currency and into deposits
generates reserves to support additional
deposits and money. A decline in the demand
for excess reserves or an increase in discount
window borrowing also tends to increase
deposits and the money supply. Of course, any
of these shifts in the opposite direction would
-tend to decrease the money supply.

Reserve requirements can enhance the
closeness of the money-reserves relationship
because both the level and structure of
requirements can influence the extent that
noncontrollable factors affect the money
supply. The level of reserve requirements refers
to the general or average level of requirements
on various types of deposits, while structure
refers to the relative levels of requirements on
different types of deposits.

With regard to the level of requirements, a
relatively high level tends to cause changes in
noncontrollable factors to have a relatively
small impact on the money supply. For
example, given some level of reserve
requirements, suppose a shift by the public out
of currency and into demand deposits generates
enough reserves to increase the money supply
by $100. Had the level of reserve requirements
been higher, this shift would have released
fewer reserves and the money supply would
therefore have increased by less than $100.
Thus, a relatively high level of reserve
requirements tends to strengthen the
money-reserves relationship and thereby to
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enhance monetary control.

With regard to the structure of reserve
requirements, a more uniform structure for
different types of deposits included in any
particular definition of money tends to reduce
the impact on the money supply of changes in
noncontrollable factors. For example, if the
requirement is the same for each type of
deposit in M1-A, shifts among the different
types will not affect M1-A. The same is true for
the other money supply measures. Thus, intra-
definitional uniformity in the structure of
requirements tends to strengthen the money-
reserves relationship and to enhance monetary
control. On the other hand, for deposits
included in a money supply definition
compared to deposits excluded from that
definition, a nonuniform structure involving
low or zero requirements on the excluded
deposits tends to tighten the money-reserves
relationship. For example, a zero requirement
on time deposits, which are not in M1-A, would
minimize the extent that shifts between time
deposits and M1-A demand deposits affect
M1-A. Thus, interdefinitional nonuniformity in
the structure of requirements tends to enhance
monetary control.®

The Declining Effectiveness of
Reserve Requirements

The level of reserve requirements has
declined in recent years, as measured by the
various ratios of reserves required against

8 When more than one money supply definition is involved,
a conflict arises between the desirability of having
intradefinitional uniformity on deposits in the broader
measures and interdefinitional nonuniformity on deposits
in the narrower definitions. For example, for controlling
M2, it would be desirable to have the same requirements on
both the transaction deposits and the nontransaction
deposits included in M2. However, in controlling M1-B, it
would be desirable to have relatively high requirements on
transaction deposits, which are in M1-B, and relatively low
or zero requirements on nontransaction deposits, which are
not in M1-B.
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deposits to deposits. As shown in the preceding
analysis, this decline has tended to reduce the
effectiveness of requirements in contributing to
the Federal Reserve’s ability to control the
money supply.

Chart 1 shows the trends over the past 20
years in the average required reserve ratios on

Chart 1
AVERAGE REQUIRED RESERVE RATIOS
ON DEPOSITS IN
M1-A, M1-B, M2, AND M3
(Yearly Averages of Monthly Data)
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various types of deposits. For example, the
series labeled M1-A shows the average ratio of
required reserves behind deposits in M1-A to
total deposits in M1-A, which include privately
held demand deposits at all commercial banks.
Similarly, the MI1-B series is the average
required reserve ratio on M1-B deposits, which
include, in addition to M1-A deposits, other
transaction deposits such as NOW accounts,
share drafts, and savings accounts subject to
automatic transfer. The series labeled M2 and
M3 are the average required reserve ratios on
deposits included in these broader aggregates.
Deposits in M2 include those in M1-B plus
savings and small denomination time deposits
at all depository institutions, and certain other
short-term liquid assets including money
market mutual funds. Deposits in M3 include
those in M2 plus large denomination time
deposits at all depository institutions and term
repurchase agreements.

As shown in Chart 1, the average required

reserve ratio for M1-A has declined in recent
years from about 13 3/4 per cent in 1959 to
about 9 1/4 per cent in 1979. The required
reserve ratio for M1-B has declined even more
than the M1-A ratio. The M1-B ratio declined
from 13 3/4 per cent in 1959 to about 8 3/4 per
cent during 1979. As Chart 1 also shows, the
average required reserve ratios on M2 and M3
deposits have declined relatively more over the
last two decades than have the ratios for M1-A
and M1-B. By 1979, the M2 and M3 ratios had
fallen to below 3 per cent, less than half their
levels of 1959.°

One reason for the declines in the average
required reserve ratios over the last two decades
has been the declining importance of member
bank deposits. For example, the proportion of
total demand deposits held at Federal Reserve
member banks dropped from about 83 per cent
at the beginning of 1959 to about 65 per cent at
the end of 1979. (See Chart 2.) The most
important reason for this drop is that reserve

Chart 2
PERCENTAGE OF TOTAL DEMAND DEPOSITS AT
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requirements on member banks’ deposits were
generally higher and more restrictive than those
imposed by other regulatory agencies on
deposits at nonmember institutions.!® Since
nonmember institutions were not subject to
Federal Reserve System reserve requirements,
the declining importance of member bank
deposits tended to lower the average ratios of
required reserves to deposits in all the monetary
aggregates.

A second reason for the declining required
reserve ratios on deposits in M1-B, M2, and
M3 was the rising importance of transaction
deposits other than demand deposits. For
example, the ratio of these other transaction
deposits to total M1-B deposits rose from

9 M1-A's average required reserve ratio is estimated as
[RDD/(M1-A - C)] and MI1-B’s ratio is estimated as
[RDD/(M1-B - C)], where RDD is required reserves behind
member bank demand deposits and C is currency in the
hands of the public. Since the numerator of the M1-B ratio
does not include required reserves behind NOW accounts
and ATS accounts at member banks, it probably under-
states the true ratio. However, the change in the true ratio
between 1959 and 1979 is probably adequately approxi-
mated by this estimate, and it is the change in the ratio
over time that is indicative of weakened monetary control.

M2's average required reserve ratio is estimated as
[(RDD + .64 x RTD)/(M2 - C)] and M3’s ratio is esti-
mated as [(RDD 4+ RTD)/(M3 - C)], where RTD is
required reserves behind member bank time and savings
deposits and .64 is the estimated fraction of total member
bank time and savings deposits consisting of small
denomination time deposits and savings deposits.

All of these ratios are unadjusted for any changes that

occurred over the years in reserve requirements. Therefore,
changes in the ratios reflect not only shifts between the
various classes of d:posits, but also changes in the levels of
reserve requirements. Since member bank reserve require-
ments were lowered several times between 1959 and 1979,
average required reserve ratios adjusted for these changes
would show smaller declines, although they still would
decline over time.
10 For a further discussion of why member bank deposits
have declined in importance, see Peter Rose, “Exodus:
Why Banks Are Leaving the Fed,” The Bankers Magazine
(Winter 1976), pp. 43-49, and John T. Rose, *“An Analysis
of Federal Reserve System Attrition Since 1960,” Staff
Economic Studies, Board of Governors of the Federal
Reserve System, No. 93, December S, 1977.
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essentially zero before the early 1970s to almost
6 per cent at the end of 1979. (See Chart 3.)
Other transaction deposits have grown for
several reasons. High and rising market interest
rates, together with rising inflation and
inflationary expectations, have induced the
public to hold fewer balances in noninterest-
bearing demand deposits and more in other
transaction deposits that pay interest (albeit
subject to a ceiling). Additionally, other
transaction deposits have been subject to lower
reserve requirements than demand deposits,
which made them more attractive than demand
deposits to the financial institutions that issued
them. Finally, regulations governing the
issuance of other transaction deposits were
liberalized in several ways during the 1970s,
making these deposits more widely available.
Since reserve requirements on other transaction
deposits were less than those on demand
deposits, the rising importance of other
transaction deposits helps explain why average
required reserve ratios on deposits in M1-B,
M2, and M3 were lower and declined more
than the ratio on M1-A deposits.

A third reason for the declining average
required reserve ratios on M2 and M3 deposits
was the rising importance of close money
substitutes. The ratio of these substitutes in M2
to total M2 deposits rose from about 57 per
cent at the beginning of 1959 to about 80 per
cent by yearend 1979, while the ratio of these
substitutes in M3 to total M3 deposits rose
from the same base to about 83 per cent by
yearend 1979. (See Chart 4.) Close money
substitutes grew relative to transaction balances
for many of the same reasons that other
transaction deposits grew relative to demand
deposits: rising market interest rates and
inflation, higher returns, and lower reserve
requirements. In addition, the evolution of
electronic funds transfer has made it easier to
shift funds between money substitutes and



Chart 3
OTHER TRANSACTION DEPOSITS AS A PERCENTAGE OF TOTAL M1-B DEPOSITS
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transaction accounts, thereby improving cash
management and reducing the need for large
transaction balances.!' Since reserve require-
ments on close money substitutes were generally
lower than those on demand deposits and other
transaction deposits, the rising importance of
these substitutes helps explain why the average
required reserve ratios on M2 and M3 deposits
were lower and declined more than the ratios
on M1-A and M!-B deposits.

MONETARY CONTROL UNDER THE
NEW RESERVE REQUIREMENTS

The new reserve requirements will affect

11 For more information about the impact of electronic
funds transfer on the money stock, see Almarin Phillips,
“CMC, Heller, Hunt, FIA, FRA, and FINE: The Neglected
Aspect of Financial Reform,” Journal of Money, Credit,
and Banking (November 1977), pp. 636-41.

10
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monetary control in two ways. First, they will
affect the longer run trend in the level of the
required reserve ratios. Second, the new
requirements will affect the structure or the
relative levels of the required reserve ratios.

The Trend in Required Reserve Ratios

The new requirements will enhance monetary
control by tempering the long-run downward
trend in the average required reserve ratios. For
the narrowly defined money supply measures,
M1-A and MI1-B, the legislation will prevent
the ratios from trending downward after the
phase-in period, and will result in higher
required reserve ratios than would have
obtained in the absence of the legislation.

The prospective behavior of the required
reserve ratios for M1-A and M1-B at the end of

Federal Reserve Bank of Kansas City



Chart 4
CLOSE MONEY SUBSTITUTES IN M2 AND M3 AS PERCENTAGES OF
TOTAL M2 AND M3 DEPOSITS
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Close money substitutes in M2 are small denomination time and savings deposits, money market mutual
fund shares, overnight repurchase agreements with corporate customers, and overnight Eurodollar deposits.
Total M2 deposits are close money substitutes in M2 plus M1-B deposits. Close money substitutes in M3 are
those in M2 plus large denomination time deposits and term repurchase agreements. Total M3 deposits are

these latter substitutes plus M2 deposits.

the eight-year phase-in period may be derived
by using the following formula:*?

(1) ry{ = .03L + .12H,

where

ri represents the average required reserve
ratio for M1-A or M1-B,

12 Strictly speaking, the formula holds only for MI1-B.
Under the new legislation, requirements apply to total
transaction deposits rather than to demand deposits per se.
For this reason, and because requirements are graduated,
it is impossible to strictly define an average reserve
requirement for demand deposits in M1-A.
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L represents low-requirement deposits (i.e.,
deposits subject to the 3 per cent require-
ment) in M1-A or M1-B as a fraction of
total deposits in M1-A or M1-B, and

H represents high-requirement deposits (i.e.,
deposits subject to the 12 per cent require-
ment) in M1-A or M1-B as a fraction of
total deposits in M1-A or M1-B (thus,
H=1-L).

For example, suppose total transaction deposits

in M1-B consisted of $100 billion of ‘low-
requirement deposits plus $300 billion of high-

11



requirement deposits. Then L = .25 [$100
billion -+ $400 billion], H = .75 [$300 billion
~— $400 billion], and r{ = 9.75 per cent [(.03 x
.25 + (112 x .79)].

As indicated by the formula, the trend in the
required reserve ratios for M1 depends on the
trends in L and H. In practice, L will probably
decline and H increase over time. Growth in
the average size of institutions issuing trans-
action deposits will push deposits out of the
low-requirement and into the high-requirement
category due to the indexing arrangement
discussed above. The shift in deposits that
decreases L and increases H will result in an
upward trend in rj. Of course, the changes in L
and H, and therefore in rq, will be gradual.
Nevertheless, the M1 required reserve ratios
will trend upward under the new legislation,
instead of trending downward as would have
occurred under the old arrangements.

In addition to trending upward, the Ml
required reserve ratios will (eventually, at least)
be higher under the new structure than they
would have been under the old arrangements.
Assuming that the reserve requirement
on high-requirement deposits remains at 12 per
cent and that L and H remain at their yearend
1979 levels of 40 and 60 per cent, respectively,
at the end of the eight-year phase-in period, r{
will be 8.4 per cent [(.03 x .4) + (.12 x .6)]. As
mentioned, L may decline and H increase
somewhat, so that the M1 required reserve
ratios may be somewhat higher than 8.4 per
cent.

In any case, at the end of the eight-year
phase-in period, the required reserve ratios for
M1 under the new legislation will be higher
than they would have been had the new
legislation not been enacted. If the new
legislation had not been enacted, assuming a
continuation of past membership attrition rates
and other trends, the required reserve ratio for
M1-B during the coming eight-year period

12

would likely have declined from its 1979 level of
about 8.9 per cent to around 6.5 per cent,
lower than the minimum 8.4 per cent under the
new legislation. (See Table 1 and its note.)
Similarly, the M1-A ratio at the end of the
phase-in period will probably be higher under
the new legislation. If current trends continue,
the M1-A required reserve ratio would have
declined under the old structure from its 1979
level of about 9.4 per cent to around 7.9 per
cent, compared with 8.4 per cent under the new
structure.

Moreover, both the M1-A and M1-B ratios
would continue to decline indefinitely without
the new legislation, while both ratios will likely
trend upward under the new arrangements.
Additionally, under the new legislation, the
Federal Reserve could bring about increases in
the required reserve ratios by increasing above
12 per cent the reserve requirement on high-
requirement deposits and/or by implementing
the supplemental reserve requirement. Without
the new legislation, increases in reserve
requirements would likely have been counter-
productive, since they would increase
membership attrition, which would partly offset
the impact on rq of the higher requirements.

The long-run trend in the average required
reserve ratio for M2—ro—will depend in part
on the trend in ry because transaction deposits
are included in M2 as well as in the M1’s. As
indicated earlier, ry is likely to trend upward,
tending to cause an upward trend in rp.
However, because nontransaction as well as
transaction deposits are included in M2, the
long-run trend in ry will also depend on the
growth of nontransaction deposits relative to

13 The prospective behavior of the average required reserve
ratios for M2 and M3 may be analyzed using a formula
which is applicable under the old as well as the new
structure: r; = ryd; + ryn;, where i equals 2 for M2 or 3
for M3, r; represents the average required reserve ratio for
M2 or M3, d; represents transaction deposits as a fraction

Federal Reserve Bank of Kansas City



Table 1
PROSPECTIVE AVERAGE REQUIRED

RESERVE RATIOS
(In Per Cent)

Yearend Yearend 1988
1979 Old Structure DIDMCA
M1-A 9.4 7.9 8.4
M1-B 8.9 6.5 84
M2 25 0.9 0.9
M3 25 1.0 1.1

NOTE: The figures for yearend 1979 are estimates of the actual average required reserve ratios based on required
reserve data adjusted for changes in reserve requirements. The figures under the “’Old Structure’’ column are ob-
tained by regressing these adjusted ratios on time over the five years ending in 1979 and using the estimated co-
efficients to extrapolate to yearend 1988. These ‘‘Old Structure’ figures therefore assume a continuation of the
trend in deposit shifts that has occurred over the past five years. However, since they are estimated using ratios
adjusted for reserve requirement changes, these 1988 figures do not assume any continuation of the trend toward
lower levels of reserve requirements over the past five years, The M1-A and M1-B figures under the '‘DIDMCA"’
column assume that L and H of equation {1) remain at their yearend 1979 levels of 40 and 60 per cent, respec-
tively. The M2 and M3 figures in this column are based on the equation in footnote 13. For M2, na is assumed to
be zero and rq to be 8.4 per cent. An estimate of d2 is obtained by regressing dp on time over the five years ending
in 1979 and using the estimated coefficients to extrapolate to yearend 1988. This estimate of dg thus assumes a
continuation over the next eight years in do's trend over the past five years. The M3 figure in this column is calcu-
lated using a similar procedure, except that the n-ratio is assumed to remain at its yearend 1979 level of 12.9 per

cent.

the growth of transaction deposits.” Since
reserve requirements on nontransaction
deposits are lower than requirements on
transaction deposits, a continuation of the
relatively rapid growth of nontransaction
deposits will tend to reduce rp. Moreover, if
past trends continue, the downward impact on
ry of the growth of nontransaction deposits will
offset the upward impact of the increase in ry.
Thus, the new structure of reserve requirements
will not prevent a continued downward trend in
the average trequired reserve ratio for M2.

of total deposits in M2 or M3, n; represents reservable
nontransaction deposits in M2 or M3 as a fraction of total
deposits in M2 or M3, and ry; is the reserve requirement on
reservable nontransaction deposits in M2 or M3.
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Nevertheless, the downward trend in the ratio
will probably be less pronounced under the new
legislation than it would have been under the
old structure. This is because, as indicated
earlier, r{ would have continued on its down-
ward trend under the old structure.'*

14 There is, though, an offsetting factor. Because reserve
requirements would have remained on savings and personal
time deposits under the old arrangements, n, from the
equation in footnote 13 would have remained relatively high
and trended upward. For this reason, n, would have had
an impact on ry under the old structure, partly offsetting
the decline in r;. However, this factor is probably only
partly offsetting. On balance, if past trends continue, the
increase in ry under the new structure, in contrast with the
decline under the old, will be sufficient to temper the
downward trend in 1, compared with its likely behavior
under the old structure.

13



The M2 required reserve ratio eventually will
probably be higher under the new structure
than it would have been under the old
arrangement. Under the new structure, if
current trends continue, the M2 ratio will be .9
per cent at the end of the eight-year phase-in
period.'* Had the new legislation not been
passed, a continuation of the current trends
would have resulted in a decline in the ratio
from its 1979 level of about 2.5 per cent to
about .9 per cent. (See Table 1.) Thus, at the
end of the phase-in period, the required reserve
ratio for M2 may be about the same as it would
have been under the old structure.
Nevertheless, because its downward trend will
be less pronounced after the phase-in period
under the new structure, the M2 ratioc would
have eventually fallen below its level under the
new legislation.

In general, the analysis and conclusions for
the M3 definition of money are the same as for
M2. The downward trend in the M3 average
required reserve ratio eventually will be less
pronounced under the new structure than it
would have been had the new legislation not
been enacted.'® Also, the conclusion that the
required reserve ratio will be higher under the
new structure is warranted for M3 as well as for
M2. At the end of the eight-year phase-in
period, if current trends continue, the M3 ratio
will be 1.1 per cent, about the same as the 1.0
per cent that would have prevailed had the new
legislation not been passed. Nevertheless,
because the downward trend in the required

15 From the equation in footnote 13, d, will be about 11
per cent and ry will be 8.4 per cent. Ignoring the small
impact of rNny, then, 1y will be .9 per cent (.11 x 8.4 per
cent).

16 For M3 compared to M2, this conclusion is
strengthened by the fact that, due to the retention of
requirements on nonpersonal time deposits, which are
wholly in M3 but only partly in M2, n, the ratio of
reservable nontransaction deposits to total deposits, is
greater for M3 than for M2.
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reserve ratio for M3 will be less pronounced
under the new structure, the M3 ratio, like the
ratio for M2, would have eventually fallen
below its level under the new legislation.

Structure of the New Requirements

In addition to affecting the long-run trend in
required reserve ratios, DIDMCA will influence
monetary control by affecting the structure of
reserve requirements. For the narrowly defined
money supply measures, the legislation will
enhance monetary control by increasing the
uniformity of requirements on included
deposits. For example, due to the more
uniform structure, changes in the composition
of deposits between member and nonmember
banks will not affect M1-A and M1-B. Under
the old structure, because there were no System
reserve requirements on deposits at nonmember
banks, M1 would change when the public
shifted deposits between member and
nonmember banks. These changes in M1 were
not necessarily consistent with the objectives of
the Federal Reserve.

Another compositional change—shifts be-
tween demand deposits and savings and
personal time deposits—will have a smaller
impact on the M1’s under DIDMCA. The
smaller impact arises from the elimination of
reserve requirements on savings and personal
time deposits. As indicated above, the impact
on any definition of money of shifts between
included and excluded deposits is minimized
when the requirement on excluded deposits is
zero.

A compositional change that will not affect
M1-B under the new structure is shifts between
demand deposits and other transaction
deposits, which include mainly NOW and ATS
accounts. Under the old structure, because
reserve requirements on demand deposits
generally exceeded those on other transaction
deposits, and both are in M1-B, shifts between
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demand deposits and other transaction deposits
would change M1-B. Under the new structure,
because the reserve requirements on demand
deposits are the same as on other transaction
deposits, these shifts will not affect M1-B.
However, as was the case under the old
structure, some deposit shifts will continue to
affect the M1’s, Due to the retention of some
deposit size graduation in the reserve
requirement structure, deposit shifts between
smaller banks and larger ones will affect M1-A
and M1-B as before. Also, due to the retention
of reserve requirements on nonpersonal time
deposits, shifts between these deposits and
transaction deposits will continue to affect the
M1’s. Nevertheless, on balance, the changes in
the structure of reserve requirements under
DIDMCA will tend to improve the Federal
Reserve’s ability to control M1-A and M1-B.
For the broader M2 and M3 definitions of
money, DIDMCA’s more uniform structure of
requirements on M1 deposits will enhance
control over M2 and M3 as well as over the
M1’s. This is because the deposits in the M1’s
are also in M2 and M3. On balance, however,
the new structure of requirements may not
contribute to better control over M2 and M3.
Under the new structure, these broader
aggregates will continue to be affected by
short-run changes in the composition of
deposits between the transaction deposits in M2
and M3, and the nontransaction deposits
(savings and time deposits) included in these
aggregates. Because the average reserve
requirement on M1-B deposits exceeds that on
nontransaction deposits, a shift between M1-B
and nontransaction deposits affects M2 and
M3. Under the new sttucture compared to the
old, moreover, these shifts have a relatively
large impact on M2 and M3. The greater
impact arises because, for most nontransaction
deposits in M2 and M3 (that is, for savings and
personal time deposits), DIDMCA eliminates
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reserve requirements, thereby increasing the
difference between the requirements on M1-B
and nontransaction deposits. Thus, while the
elimination of requirements on savings and
personal time deposits tends to enhance control
over the M1’s, it tends to worsen control over
the broader aggregates.

~ SUMMARY

This article has focused on the new reserve
requirements mandated by the Depository
Institutions Deregulation and Monetary
Control Act of 1980. The new requirements are
needed to improve the Federal Reserve’s ability
to control the supply of money and credit to the
economy. The effectiveness of the old structure
in contributing to monetary control has been
reduced in recent years by a number of
developments, such as declining Federal
Reserve membership. These developments have
led to downward trends in the average re-
quired reserve ratios for deposits included in
the various definitions of the money supply. In
turn, these trends have tended to weaken the
relationship between the money supply and the
reserve aggregates that the Federal Reserve can
control. Thus, monetary control has been
weakened.

The requirements mandated by the
legislation will enhance monetary control by
tempering the downward trends in the required
reserve ratios. For the narrowly defined money
supply measures, M1-A and M1-B, the
legislation after the phase-in period will prevent
the ratios from trending downward. Also, the
legislation will lead to higher ratios for all of
the money supply definitions than would have
obtained in the absence of the legislation,

In addition to affecting the long-run trend in
the required reserve ratios, the legislation will
further affect monetary control by changing the
structure of requirements. For the narrowly
defined money supply measures, these
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structural changes will further strengthen the
money supply-reserve aggregate relationship by
reducing the extent that the money supply is
affected by various changes in the composition
of deposits. Thus, control over M1-A and M1-B
will be improved. The structural changes may
not enhance control over the broader money
supply definitions, M2 and M3. On balance,
though, considering both the level and
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structure of requirements, control over M2 and
M3 is likely to be more effective under the new
legislation than it would have been under the
old set of reserve requirements. Moreover, the
new legislation will result in a definite im-
provement in the Federal Reserve’s ability to
control the narrowly defined money supply
measures.
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The Affordability of Home

Ownership in the 1970s

In recent years, many observers have
expressed concern that home ownership is
becoming less and less affordable for the people
of the United States. Sharply rising prices of
houses, along with rapidly escalating mortgage
and utility costs, have been identified as
primary contributors to a lessened affordability
of home ownership. However, the production
and sale of houses have been very strong during
the 1970s despite the recessionary periods.
Clearly, an analysis of the affordability of home
ownership requires going beyond simply
observing the prices of houses and the
continuing costs of owning a house.

HOUSE PRICES AND FAMILY INCOME

A first step towards a better analysis of the
affordability of home ownership is to compare
changes in the price of houses to changes in
people’s incomes. House prices that have been
rising much faster than the rate at which
incomes have been growing would support the
view that home ownership has been becoming
less affordable.

Glenn H. Miller is a vice president and senior economist
with the Federal Reserve Bank of Kansas City.
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By Glenn H. Miller

Chart 1 compares the median sales prices of
new one-family houses actually sold from 1965
through 1978 with median family income in the
United States in the same period. From 196$ to
1975, the two series move closely together,
except for the early 1970s when the house price
series was distorted by Federal subsidies for
home ownership among low income families.'
From 1975 through 1978, however, the median
sales price of houses rose faster than median
family income. In 1975, both house price and
income were about 1.7 times their 1967 levels.
In 1978, income was 2.2 times its 1967 level
while the median house price was more than
2.4 times greater.

Another way to express the same relationship
is to look at changes during the period in the
ratio of median house price to median income.
That ratio was stable at about 2.9 from 1965
through 1968, after which it was 2.7 or below
until 1974—due partly to the effect of the
Federal subsidy program on house prices. After
being restored in 1975 to the early 1960s level
of 2.9, the ratio rose each year and reached 3.2
in 1978.

1 “Home Ownership: Affordable or Out of Reach?” The
Morgan Guaranty Survey, April 1978, p. 5.
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Chart 1
‘ HOUSE PRICES AND FAMILY INCOME
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The house price data discussed above are for
houses actually sold during each year. Would
the comparisons to income differ if some
allowance were made for quality improvements
in new houses from 1965 to 1978? Chart 1 also
compares median family income to the
estimated sales prices each year of houses which
are the same with respect to ten important
quality characteristics of houses sold in 1974.%

2 The ten characteristics are floor area, number of stories,
number of bathrooms, air conditioning, type of parking
facility, type of foundation, geographic region,
metropolitan area location, presence of fireplace, and size
of lot. These adjustments do not attempt to estimate
variations over time in the quality of workmanship,
materials, and mechanical equipment.
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This picture is not all that different from that
of the first comparison. However, the Federal
subsidy effects in the early 1970s are largely
removed, and the increase in house prices from
1975 to 1978 is a little closer to the rise in
income.

Using only a comparison of house prices and
family incomes, it appears that a moderate
affordability problem has existed only since
1975—as house prices have grown faster than
income.

COSTS OF HOME OWNERSHIP

Down Payments and Monthly Payments

Typically, the purchase price of a house is
divided into two parts—a downpayment and a
balance generally financed by a mortgage loan.
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Thus a buyer faces two separate kinds of
financial obligation—an immediate lump sum
payment and a continuing repayment of
mortgage principal and interest over the life of
the loan. The latter is usually accomplished in
monthly installments. Real property taxes and
hazard insurance premiums are generally paid
monthly to the mortgagee along with the
payments of principal and interest. These total
payments to the mortgagee, along with
expenditures for maintenance and repair of the
house, make up a household’s monthly cost of
home ownership.

Approached in this way, the question of the
affordability of home ownership may be divided
into two questions. Can the potential buyer
come up with the down payment required in
order to acquire a house? And can the buyer
provide the cash flow necessary to make the
monthly payments to the mortgagee (principal
and interest on the loan, taxes, and insurance)
and to pay for any needed maintenance and
repairs to the house? In seeking answers to
these questions, several factors enter into
consideration. For one thing, the question of
making a down payment usually finds its
answer in the wealth or net worth position of
the potential buyer; the question of monthly
cash flow is wusually answered from
information about the buyer’s income. Further-
more, the questions of down payment and
monthly costs are related. For a given purchase
price for a house, the smaller the down
payment, the larger is the balance to be
financed with a mortgage. As a result, the
larger are the required payments for principal
and interest and the greater is the regular
monthly claim of home ownership costs on the
buyer’s income.

Answers to questions about the affordability
of home ownership may be quite different for
repeat buyers and for first-time buyers. This is
perhaps clearest in the case of down pay-
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ments. Repeat buyers generally enter the
housing market having in hand the equity value
of their former houses to use for the down
payment on their new houses. As a result,
home ownership usually continues to be
affordable for repeat buyers at the down
payment stage. First-time buyers by definition
do not have such equity funds available, and
face considerably more difficult problems of
affordability at the down payment stage.

The financial difficulty of making a
down payment is not a new problem for first-
time buyers.*® However, there are ways in which
the difficulty may be lessened. For example, it
may be possible for a potential buyer to
borrow the money for a down payment. Such a
move, though, simply shifts the affordability
question from the down payment stage to the
monthly cost stage by increasing the home
ownership cash flow claim on income. It might
also have implications for the buyer’s ability to
qualify for a first mortgage loan on the
property.

In sample surveys of homebuyers in 1977 and
in 1979, the U.S. League of Savings
Associations discovered a tendency for down
payments to decline as a percentage of
purchase price, both for repeat buyers and for
first-time buyers. The survey results indicate
that the proportion of repeat buyers making
down payments of less than 20 per cent of
purchase price rose from 24 per cent in 1977 to
39 per ceni in 1979.* A much larger share of
first-time buyers—62 per cent—made down
payments of less than 20 per cent of the
purchase price in 1979, up from 47 per cent in
1977. On the other hand, data compiled by the
Federal Home Loan Bank Board show an
increase since the early 1970s in the average
ratio of down payment to purchase price,

3 “Home Ownership: Affordable or Out of Reach?”, p. S.

4 Homeownership: Coping With Inflation, United States
League of Savings Associations, Chicago, Ilinois, 1980.
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Chart 2
HOME OWNERSHIP COSTS, RESIDENTIAL RENT,
AND FAMILY INCOME
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especially for newly built homes.

These conflicting data permit no clear-cut
conclusion about the influence on affordability
of changes in the proportion of purchase price
included in the down payment. Yet home
ownership generally appears to continue to be
affordable at the down payment stage for
repeat buyers, while first-time buyers continue
to face some difficulty at the down payment
stage.

Housing Costs in the Consumer
Price Index

Perhaps the most widely recognized measure
of change in the total cost of owning a house is
the home ownership component of the
Consumer Price Index, which includes house

20

purchase price, financing, taxes and insurance,
and maintenance and repairs. The house
purchase component of the CPI uses price data
from the Federal Housing Administration on
prices for new and existing housing purchased
under FHA commitment. Housing financing
costs in the CPI reflect both the size of the
mortgage (changes in which reflect changes in
purchase price and in size of down payment)
and the interest rate contracted for when the
mortgage was made.®

Chart 2 shows that the cost of home

S “The Consumer Price Index: Concepts and Content Over
the Years,” Report 517, U.S. Department of Labor,
Bureau of Labor Statistics, May 1978 (Revised), p. 13.
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ownership as measured in the CPI tracks with
the growth in median family income since 1965
even better than did the price of new single-
family houses. Even from 1975 to 1978, growth
in family income has approximately kept pace
with the rising cost of home ownership in the
CPI.

The residential rent component of the CPI,
also shown in Chart 2, provides an interesting
comparison in that renting is the alternative
means of acquiring shelter. It is also the
simplest-to-grasp form of the flow-of-services
approach to the cost of home ownership, which
contrasts with the asset approach of the home
ownership component of the CPI. The asset
approach assumes that house buyers consume
the total value of the house—purchase price as
well as total financing cost—in the year of
purchase. The flow-of-services approach says
that a home owner consumes shelter and other
living accommodations provided by his house
over the years he lives there—just as a renter
consumes housing services while residing in a
rented house or apartment. The rental equiva-
lence approach to flow-of-services pricing for
home ownership says that the cost of owning a
house is indicated by the rent the owner would
have to pay to reside there.

The CPI residential rent series has a number
of weaknesses as a proxy measure of home
ownership costs. Its greatest weakness is that
the sample used is not representative of most
owner-occupied housing units—it is heavily
influenced by multi-family structures, and
cannot be expected to match the quality and
geographic distribution of owner-occupied
homes. In addition, the CPI rent index may
have a downward bias.

An alternative flow-of-services approach to
estimating the cost of owner-occupied
housing—the user-cost method—is consider-
ably more complicated both conceptually and
operationally than the rental equivalence
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method. User cost may be briefly defined as the
opportunity cost of holding the house less the
increase in the house’s value. Operationally, an
estimate of user cost requires determining what
the owner’s equity would earn elsewhere, as
well as mortgage costs and other costs such as
taxes, insurance, and maintenance and
repair—then subtracting the appreciation in
the value of the house.®

As a rental equivalence form of the
flow-of-services approach to the cost of owner-
occupied housing, the residential rent
component of the CPI is a measure of the cost
of housing services per se. While there are
weaknesses in the CPI rent component as a
proxy measure for the cost of owner-occupied
housing, it may still be cautiously used in a
consideration of the affordability of home
ownership. It is clear from Chart 2 that
residential rent has risen more slowly during
the period charted then the cost of home
ownership. Something besides the cost of
housing services must be included in the cost of
home ownership series.

In recent years significant gains have accrued
to the owners of houses as house prices have
risen faster than the rate of inflation. While
both the home owner and the landlord are
gaining from the appreciation in value of
the residential structures that they own, only
the home ownership series directly reflects that
appreciation. The purchase price component
makes up about two-fifths of the total home
ownetship category in the CPI, and has risen

6 The Bureau of Labor Statistics—producer of the CPI—
has found the development of an operational user cost
index to be very complex, but does currently publish two
experimental user cost measures of home ownership costs
within the CPI. At the same time, in spite of the conceptual
and operational advantages of the rental equivalence
approach, the present CPI rent component is not entirely
appropriate as a measure of shelter costs for home owners.
See Robert Gillingham, ‘Estimating the User Cost of
Owner-Occupied Housing,”’ Monthly Labor Review,
February 1980, pp. 31-35.
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considerably faster than residential rent since
1968. Thus, part of the rising cost of home
ownership is properly viewed as being paid to
purchase an investment in equity appreciation,
not to buy housing services. Furthermore, the
value of that investment is increased by the
income tax deductibility to the home owner of
interest payments and property taxes, which
reduces significantly the after-tax cost of home
ownership.’

The above discussion of home ownership
costs and residential rent within the CPI
suggests that if one adopts a flow-of-services
approach and uses residential rent as the
indicator, the cost of housing services has risen
significantly more slowly than median family
income since 1967. Furthermore, median
family income kept up with rising house prices
until 1975, and with the total cost of home
ownership as measured in the CPI through
1978.° And with house prices rising faster than
the rate of inflation, home owners have
benefited from their investment in equity
appreciation. Finally, when it is recognized that
the CPI home ownership cost includes interest
payments and property taxes that are income
tax deductible, the relationship of home
ownership costs to after-tax income appears
even more favorable. These results suggest that
the affordability of home ownership has not
been a severe problem in the aggregate.

7 DeLeeuw and Ozanne conclude from recent research
that, under current tax law and in the recent inflationary
environment, investment in owner-occupied housing is
treated more favorably than it was in the mid-1960s and is
also treated more favorably than is investment in rental
housing. Frank DeLeeuw and Larry Ozanne, “The Impact
of the Federal Income Tax on Investment in Housing,”
Survey of Current Business, December 1979, pp. 50-61.
81t may be, of course, that median family income is not
the appropriate measure of income to use in such
comparisons. It does seem to be better, however, than
common alternatives such as per capita personal income,
especially with the increasing importance of two-earner
families in meeting the costs of home ownership.
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Meeting the Squeeze on Family Budgets

Part of the perception of the increasing cost
of home ownership doubtless revolves around
the obvious increases in energy costs in the
1970s, as reflected in rising prices for
household fuels. Indeed, the cost of fuels in the
CPI was 2.4 times greater in 1979 than in 1967,
with much the largest share of the rise coming
since 1973. But these rising costs affected
tenants as well as home owners and, while
having a real effect on living costs generally,
cannot be pointed to as an increase in the cost
of home ownership relative to the cost of
renting an equivalent amount and type of
shelter.

It remains true, however, that the rising
purchase price of houses, along with higher
mortgage interest rates and higher rates of
general inflation, have increased the monthly
claims of home ownership on family income. If,
as a result, there has been an identifiable
squeeze on the budget position of home owning
families, then the affordability of home
ownership may still be in question. Data from
the surveys conducted by the U.S. League of
Savings Associations show that home buyers
have indeed been rearranging their budgets in
the late 1970s in order to afford the regular
expenses associated with home ownership. In
1979, about 46 per cent of home buyers nation-
wide spent more than one-fourth of their
household income on housing expenses, up
from 38 per cent only two years earlier. The
increase was almost identical for both repeat
buyers and first-time purchasers.

One important adaptation to the rising cost
of housing is found in the increasing appear-
ance of two-earner households. According to
data collected by the U.S. Department of
Labor, the per cent of all U.S. married couple
families in which both persons were income
earners at some time during the year has
increased from 45 per cent in 1968 to 51 per
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cent in 1978. The USLSA survey shows that,
for all home buyers, the second income
provided more than 30 per cent of total
household income in 48 per cent of such
households in 1979—up from 42 per cent in
1977. First-time home buying households, as
might be expected, were even more dependent
on a second income. In 1979, 61 per cent of
such households received more than 30 per cent
of total household income from the second
income—fully one-third more than in 1977.
Coping with all inflation, not just rising
housing costs, has of course been part of the
explanation for the increasing importance of
the second income. But it seems clear that the
second income has made it possible to
accommodate rising housing costs as a higher
proportion of the total household budget, while
minimizing sacrifices elsewhere. Thus, the
growing importance of the second earner is a
major factor in the continued affordability of
home ownership.

SUMMARY

House prices, which have risen more rapidly
than the rate of inflation, have also risen more
rapidly than family income in recent years. But
the total cost of home ownership as measured
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in the CPI has grown at about the same pace as
family income. The cost of housing services, as
represented by residential rent in the CPI, has
grown more slowly than either family income or
the cost of home ownership. This suggests that
the cost of housing services has not become less
affordable recently, and that home owners—
aided by the income tax deductability of
interest payments and property taxes—have
been making an investment in equity
appreciation. In order to do so, however, they
have found it necessary to make some
adjustment in their budgets, increasing the
proportion of income spent on housing
expenses. The presence of a second income
earner is an important factor in making such
adjustments possible, while minimizing
sacrifices elsewhere.

It appears that home ownership has
continued to be generally affordable, although
with some difficulty especially for first-time
buyers. That difficulty has often been met by
the contribution of a second earner to family
income, and by some rearrangement of family
spending patterns. Such modifications in
family earning and spending patterns have
made possible not only a continued flow of
housing services, but also capital gains from an
investment in equity appreciation.
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