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PREFACE 

Pursuant to its statutory authority, the Advisory Commission on 
Intergovernmental Relations from time to time singles out for study and 
recommendations particular problems, the amelioration of which, in the 
Commission's view, would enhance cooperation among the different levels 
of government and thereby improve the effectiveness of the federal system 
of government in the United States. 

One problem so identified relates to the investment of idle cash 
balances of State and local units of government and to possible changes 
in the facilities available to these units in utilizing their cash 
balances for producing additional revenue. In this report the Commission 
sets forth the essential facts and policy considerations bearing upon this 
problem, and invites attention to the opportunity, available through the 
cooperative endeavors of all three levels of government, to increase State 
and local government revenues without raising their taxes and without in- 
creasing non-tax charges upon the public. 

This is a summary of a report that was adopted by the Commission 
at its meeting of January 18, 1961. 

Frank Bane 
Chairman 





1. FINDINGS 

State and local governments in the United States are hard-pressed 
to raise the revenues necessary to keep abreast of an ever-broadening and 
intensifying demand for more governmental services. Cash balances of such 
jurisdictions which are in excess of near-term operating needs can, how- 
ever, be put to work drawing interest and producing additional revenue for 
State and local government. 

The investment of otherwise idle balances constitutes a significant 
potential revenue source which is sometimes overlooked completely and is 
frequently under-utilized. Cash balances in excess of normal needs arise 
in a number of ways. Tax revenues are received on one or more "penalty or 
tax-due" dates during the year and following their receipt funds on hand 
will naturally exceed the amount needed for immediate expenditure. Bonds 
may be sold for financing capital construction and proceeds from the sale 
may not be needed for expenditure until later. These situations offer 
investment possibilities of a short-term character. It is the hope of the 
Commission that this report will contribute to the increased revenue from 
interest earnings by State and local governments and to improved inter- 
governmental relations in this area. 

Historical Develo~ment 

A drastic change has occurred over the past quarter century in 
public attitudes and private ethics with respect to the custody and 
handling of government funds following a period of scandal associated 
with State and local funds and some unhappy experiences encountered by 
the National Government .L/ The inauguration of deposit insurance and 
the stabilization of the banking system since the banking crash of 1933 
has lessened greatly the problem of security of government deposits in 
commercial banks. 

Another historical problem concerned the interest earned on deposits 
of public funds, which until 1900 allowed treasurers, by almost uni- 
versal practice, to retain such earnings for personal use. 

1/ White, Leonard D., Introduction to the Study of Public Administration, - 
4th Edition, McMillan Co., New York, 1955. 



A new problem of interest earnings arose in 1935 when a revision 
of Federal banking laws prohibited the payment of interest on demand 
deposits. However, a number of States and localities began to be in- 
creasingly active in authorizing investments in short-term interest- 
bearing obligations of Federal, State or municipal governments or time 
deposits in commercial banks. This change marked the beginning of the 
current period when State and local governments are beginning to follow 
along the general lines of usual business practice. 

Current Cash and Security' Holdings of Local and State Governments 

State and local governments held about $70 billion in their 
employee retirement, unemployment compensation, and other funds at the 
end of their 1963 fiscal years. This was $6 billion more than they held 
in 1962 and almost $22 billion more than five years before that, in 1957. 

Of the $63.9 billion worth of financial assets held by State and 
local governments at the close of their 1962 fiscal years, almost half 
were in insurance trust funds--mainly employee retirement unemployment 
compensation, and workmen's compensation funds (table 1) .L1 Because the 
insurance trust funds accumulate assets for the payment of future benefits, 
and their holdings are almost entirely in the form of government and private 
securities, they fall largely outside the scope of this report. All other 
financial assets of State and local governments--i.e., exclusive of in- 
surance trust funds--totaled $33.3 billion at the end of fiscal 1962. As 
indicated by table 1, these consisted of (a) $5.9 billion held specifically 
for future debt retirement, (b) $7.3 billion representing the proceeds of 
bonds sold to finance capital expenditures, to be disbursed at some future 
time, and (c) $20.2 billion of "other" holdings, mainly the assets of 
"operating" funds . 

Of the $33.3 billion held on behalf of non-insurance funds at the 
close of fiscal 1962, $14.4 billion was in the form of cash and deposits, 
up from $11.1 billion in 1957 (table 2). The remaining $18.9 billion 
comprised $12.9 billion of Federal securities, $2.6 billion of State and 
local government securities, and $3.4 billion of non-government holdings, 
a figure which incidentally more than doubled in the period 1957-1962. 

11 See Appendix A for Tables. - 



Almost h a l f  of t h e  $33.3 b i l l i o n  ($15.8 b i l l i o n )  was he ld  by S t a t e  govern- 
ments, a  f o u r t h  ($8 b i l l i o n )  by mun ic ipa l i t i e s ,  a  f i f t h  ($6.2 b i l l i o n )  by 
school and s p e c i a l  d i s t r i c t s ,  and t h e  remainder by count ies  and townships 
( t a b l e  3)'. 

It i s  i n t e r e s t i n g  t o  note  t h e  wide v a r i a t i o n  among types of govern- 
ment i n  t h e  propor t ion  t o  t o t a l  holdings represented  by "cash and deposi ts"  
( t a b l e  4) .  This category inc ludes  p r i n c i p a l l y  (a) a c t u a l  cash; (b) demand 
depos i t s  w i th  banking i n s t i t u t i o n s ;  (c) time depos i t s  w i t h  banking i n s t i -  
t u t i o n s ;  and (d) accounts wi th  savings and loan  a s s o c i a t i o n s .  I n  1962, t h e  
S t a t e s  had only 28.3 percent  of t h e i r  non-insurance fund holdings i n  cash 
and depos i t s ,  whi le  t h e  count ies  s t i l l  had 80.5 percent  of t h e i r  funds i n  
such ca t egor i e s ,  mun ic ipa l i t i e s  46.6 pe rcen t ,  townships 79.1 percent  and 
school d i s t r i c t s  70.1 percent .  

A l l  o t h e r  f a c t o r s  being equal ,  t h e  smal le r  t h e  number of u n i t s  of 
government involved, t h e  smal le r  would be t h e  propor t ion  of cash i n  
r e l a t i o n  t o  t o t a l  holdings.  Furthermore, l e g a l  s t a t u t e s  which r e q u i r e  
t h e  fragmentation of county moneys i n t o  many sepa ra t e  funds g r e a t l y  
aggravate t h e  investment problem a t  t h a t  l e v e l  of government. However, 
t he  r e l a t i v e l y  high f i g u r e  f o r  count ies  cannot be explained e n t i r e l y  on 
these  grounds when compared wi th  t h e  f i g u r e  f o r  mun ic ipa l i t i e s .  

With r e spec t  t o  t h e  S t a t e s ,  42.8 percent  o f  t h e i r  non-insurance 
holdings were i n  Federal  s e c u r i t i e s ,  9.9 percent  i n  S t a t e  and l o c a l  govern- 
ment s e c u r i t i e s ,  and 18.9 percent  i n  o the r s  ( t a b l e  5 ) .  S t a t e  and l o c a l  
governments obtained $702 m i l l i o n  i n  i n t e r e s t  earnings from non-insurance 
funds during f i s c a l  1962, o r  2.1 percent  of t h e i r  cash and s e c u r i t y  
holdings a t  t h e  end of t h e  f i s c a l  yea r .  

A major po r t ion  of S t a t e  and l o c a l  funds "on deposi t"  does not  
bear  i n t e r e s t .  Table 6 shows t h e  time and demand depos i t s  of S t a t e  and 
l o c a l  governments wi th  insured commercial banks f o r  s e l e c t e d  d a t e s ,  1957 
t o  1964, i nd ica t ing  t h a t  n a t i o n a l l y ,  a  s t e a d i l y  decreasing percent  of S t a t e  
and l o c a l  government holdings a r e  of t he  non- in t e re s t  bear ing  demand 
depos i t s .  

Federa l ly  insured  commercial banks a r e  precluded by Federal  law 
from paying i n t e r e s t  on demand depos i t s .  Of t h e  approximately $21 b i l l i o n  
on depos i t  by S t a t e  and l o c a l  governments i n  1964, $12% b i l l i o n  o r  59.1 
percent  was i n  demand depos i t s .  Such depos i t s  made up about 7.5 percent  



of t h e  t o t a l  of  a l l  depos i t s  i n  t h e  Nation i n  insured  commercial banks 
( t a b l e  7 ) .  

C o n s t i t u t i o n a l  and S t a t u t o r y  Provis ions  Regarding S t a t e  Funds 

A nationwide s tudy  of investment p r a c t i c e s  of S t a t e  governments 
publ ished i n  1956 by t h e  Pub l i c  A f f a i r s  Research Council of  Louis iana 
showed t h a t  a t  t h a t  t ime 38 S t a t e s  had vary ing  degrees  of a u t h o r i t y  t o  
i n v e s t  i d l e  ope ra t i ng  funds i n  s e c u r i t i e s .  Twenty-fiv of  t he se  S t a t e s  
and two a d d i t i o n a l  S t a t e s  a l s o  u t i l i z e d  t i m e  depos i t s . f /  Therefore ,  a t  
t h e  end of 1956, 40 of  t h e  then  48 S t a t e s  were us ing  some form of  i n -  
vestment f o r  i d l e  ope ra t i ng  funds.  Four S t a t e s - - Ind i ana ,  Kansas, 
Missouri  and Oklahoma--were s p e c i f i c a l l y  precluded from investment.  The 
o t h e r  fou r  S t a t e s  were n o t  p roh ib i t ed  from inves t i ng  bu t  lacked permiss ive  
l e g i s l a t i o n .  A c o n s t i t u t i o n a l  amendment pe rmi t t i ng  investments  was ap- 
proved i n  t h e  1956 e l e c t i o n s  i n  Missouri  and i n  1957, l e g i s l a t i o n  was 
enacted i n  Kansas au tho r i z ing  l i m i t e d  use  of t ime d e p o s i t s ,  

I n  c o n t r a s t  t o  the r a t h e r  l i m i t e d  investment of i d l e  ope ra t i ng  funds,  
v i r t u a l l y  a l l  S t a t e s  i n v e s t  i d l e  "nonoperating" funds,  inc lud ing  e s p e c i a l l y  
funds of S t a t e  employee r e t i r emen t  systems and o t h e r  p u b l i c  t r u s t  funds.  
I n  f a c t ,  t h e  r a p i d  growth over  t h e  p a s t  20 yea r s  of r e t i r emen t  and pension 
funds f o r  S t a t e  and l o c a l  government employees has  tended t o  b r ing  about 
a l i b e r a l i z a t i o n  o f  s t a t u t o r y  provis ions  and a d m i n i s t r a t i v e  p r a c t i c e  w i t h  
r e spec t  t o  t h e  investment of S t a t e  and l o c a l  funds gene ra l l y .  

With r e s p e c t  t o  ope ra t i ng  funds,  a s  of 1956, 12 S t a t e s  were 
r e s t r i c t e d  t o  U.S. Treasury s e c u r i t i e s  i n  t h e i r  investments .  Eighteen 
o t h e r s  were au tho r i zed  t o  buy t h e i r  own S t a t e  i s s u e s  i n  a d d i t i o n  t o  
Federa l  s e c u r i t i e s  and a  small  number of t he se  could a l s o  purchase 
s e c u r i t i e s  o f f e r e d  f o r  s a l e  by p o l i t i c a l  subdiv is ions  w i t h i n  t h e  S t a t e .  

The t r e a s u r e r s  of t h e  va r ious  S t a t e s  a r e  gene ra l l y  r e spons ib l e  
f o r  fund investment.  Where r e s p o n s i b i l i t y  r e s t s  w i t h  another  agency, 
t he  t r e a s u r e r  u s u a l l y  s e rves  a s  a  member of t he  board, committee, o r  o t h e r  
agency r e spons ib l e  f o r  t h e  investment func t ion .  A t  l e a s t  four  S t a t e s ,  
inc lud ing  Kentucky, Minnesota, New Jersey ,  and Wisconsin, have organized 
s e p a r a t e  a d m i n i s t r a t i v e  u n i t s  t o  conduct t he  S t a t e s '  e n t i r e  investment 
programs, inc lud ing  pension and o t h e r  nonoperating funds.  

11 Pub l i c  A f f a i r s  Research Council of Louis iana,  Investment o f  I d l e  S t a t e  - 
Funds, November, 1956. 
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S t a t e  Requirements and Local P r a c t i c e  Regarding Local Funds 

A survey conducted by the  Municipal Finance Of f i ce r s  Associat ion 
i n  1953 d isc losed  wide v a r i a t i o n  i n  S t a t e  laws regardirlg t h e  investment 
of i d l e  funds by l o c a l  u n i t s  of government. These laws var ied  from no 
au thor i ty  f o r  investment of i d l e  funds i n  the  S t a t e  of Kansas t o  r a t h e r  
broad au thor i ty  i n  Ca l i fo rn ia .  I n  the  l a t t e r  S t a t e  "sinking funds o r  
surplus  money not  required f o r  the  immediate n e c e s s i t i e s  of a county, 
c i t y ,  pub l i c  d i s t r i c t ,  o r  any publ ic  o r  municipal corporat ion may be 
inves ted  in:  (a) bonds issued by the  l o c a l  agency payable s o l e l y  ou t  
of revenues from a revenue-producing property owned, con t ro l l ed ,  o r  
operated by it: (b) United S t a t e s  Treasury notes o r  bonds o r  those f o r  
which the  f u l l  f a i t h  and c r e d i t  of the  United S t a t e s  a r e  pledged f o r  t h e  
payment of p r inc ipa l  and i n t e r e s t ;  (c) t reasury  notes o r  bonds of the  
S t a t e  of Ca l i fo rn ia  o r  of any l o c a l  agency wi th in  t h e  S t a t e  including 
bonds payable s o l e l y  out  of revenues from a revenue-producing property 
owned, con t ro l l ed  o r  operated by the  S t a t e  o r  a l o c a l  agency; and (d) 
r e g i s t e r e d  S t a t e  warrants  which a r e  l e g a l  investments f o r  savings banks 
i n  Ca l i fo rn ia .  

While, of course,  l o c a l  u n i t s  of government a r e  r e s t r i c t e d  i n  
t h e i r  investment of i d l e  funds t o  t h e  extent  s e t  f o r t h  by S t a t e  law, f o r  
example, North Carol ina,  which r e s t r i c t s  investment of idbe funds t o  
i n s t i t u t i o n s  wi th in  the S t a t e ,  t hese  laws a r e  f o r  t h e  most p a r t  permissive 
r a t h e r  than mandatory, and even where investments a r e  authorized by S t a t e  
law, l o c a l  u n i t s  of government may choose not t o  exe rc i se  t h e  a u t h o r i t y  
conveyed by the  s t a t u t e .  

I n  a recent  survey conducted by t h e  Federal Reserve Board a s  t o  
the  investment of proceeds from the  s a l e  of bonds, a number o f  municipal 
f inance o f f i c e r s  indica ted  t h a t  although s t a t u t o r y  a u t h o r i t y  e x i s t e d  f o r  
the  investment of the  proceeds, they f e l t  i t  was b e t t e r  t o  keep the  money 
i n  l o c a l  banks on demand depos i t .  

Decisions not  t o  inves t  i d l e  funds may be taken f o r  a v a r i e t y  of 
reasons- - f inancia l ,  admin i s t r a t ive ,  o r  p o l i t i c a l .  Considerable sentiment 
e x i s t s  i n  many l o c a l i t i e s  f o r  "keeping the  money a t  home" r a t h e r  than 
sending it t o  the  U.S. Treasury o r  t o  t h e  S t a t e  c a p i t a l .  

1/ Funk, Robert L . ,  "Permanent Leg i s l a t ion  Regarding Investment of - 
Governmental Funds," Municipal Finance, February, 1953. 



Illustrative of these decisions was the ordinance adopted by 
the City of Miami in 1952 (later modified) to "provide that the moneys 
of the city shall be deposited as demand deposits in all the banks of 
the city and shall be prorated between said banks upon the ratio that 
the deposits of each such bank bears to the aggregate deposits of all 
such banks on the first day of the year!'l/ 

On the other hand, examples have been numerous in recent years 
of aggressive investment practices by local units of government. It 
has been estimated that the City of Columbia, South Carolina, is 
earning an amount of interest about equal to the revenue it would 
receive by a 1-1/4 mill property tax because 90 rcent of its cash 
assets are in investments . Summit County, Ohio ,q7 Milwaukee County, 
Wisconsin, Atlanta, Tacoma and many other local governments have also 
carried on aggresive investment programs. 

11 City of Miami, Ordinance Number 4597. - 
21 The Summit County, Ohio, experience has been widely publicized by the - 

National Association of Counties in Proceedings of the County Finance, 
c-ongress , (~ebruar~ 14-16, 1961), pp. 118-121, published by the National 
Association of Counties, Washington, D.C. 



2 .  POLICY CONSIDERATIONS 

Maximization o f Revenue 

-It seems f a i r l y  c l e a r  t h a t  t h e  i n t e r e s t  earnings on cash balances 
c o n s t i t u t e  a source of revenue f o r  S t a t e  and l o c a l  governments which i s  
f requent ly  under-u t i l ized .  Based upon t h e  analyses of cu r ren t  da ta ,  i t  
seems evident  t h a t  the  g r e a t e s t  oppor tuni t ies  f o r  increased u t i l i z a t i o n  
of t h i s  revenue source r e s t s  wi th  count ies ,  townships, school ,  and s p e c i a l  
d i s t r i c t s .  However, i t  i s  a l s o  apparent from the d e t a i l e d  t ab les  i n  t h e  
Appendix t h a t  many munic ipa l i t i e s  and some S t a t e  governments can improve 
s i g n i f i c a n t l y  t h e i r  revenues i n  t h i s  f i e l d .  While t h e  Comiss ion  would 
h e s i t a t e  t o  put  f o r t h  anything approaching a f i rm es t imate  of the  unused 
p o t e n t i a l  of t h i s  revenue source, a range of $50 t o  $100 mi l l ion  annually 
does not  appear unat ta inable .  This i s  an  order  of magnitude which i n  the  
view of the  Commission warrants  t h e  a t t e n t i o n  of l e g i s l a t i v e ,  executive,  
and f i n a n c i a l  o f f i c i a l s  a t  a l l  l e v e l s  of S t a t e  and l o c a l  government. 

It should be noted a t  t h i s  po in t ,  however, t h a t  t he  investment of 
those cash balances which a r e  i n  excess of operat ing requirements i s  only 
one aspect  of t h e  general  funct ion  of t reasury  management--the o the r  a r e a  
of poss ib le  major savings being i n  the  reduction of tax  a n t i c i p a t i o n  and 
o the r  temporary borrowing through rescheduling of t a x  due da tes  t o  s t a b i l i z e  
the  flow of revenue r e c e i p t s .  Obviously, the  reduct ion  of i n t e r e s t  cos t s  
through a rescheduling of r e c e i p t s  i s  r ec ip roca l  t o  an increase  i n  i n t e r e s t  
income through the  investment of balances. To t h e  extent  t h a t  t h e  flow of 
r e c e i p t s  i s  s t a b i l i z e d ,  fewer peaks and va l l eys  appear i n  the  cash p i c t u r e  
with a consequent diminution of i d l e  cash needing investment. 

Relat ionships wi th  t h e  Banking Community 

While S t a t e  and l o c a l  funds do not  c o n s t i t u t e  a major segment of 
t o t a l  bank depos i t s ,  n e i t h e r  can these  funds be termed i n s i g n i f i c a n t .  
Leg i s l a t ive  provisions and admin i s t r a t ive  p o l i c i e s  governing t h e  handling 
of cash balances must be  f a i r  t o  the  banks a s  wel l  a s  t o  t h e  taxpayers a t  
l a rge .  On the  o the r  hand, the  governmental u n i t s  should expect treatment 
equally favorable t o  t h a t  extended t o  p r i v a t e  customers. 

There a r e  two aspects  t o  the  s i z e  of depos i t  balances t h a t  should be 
maintained i n  the  deposi tory bank o r  banks of a governmental u n i t .  One 
phase r e l a t e s  t o  the  cos t  of se rv ices  performed by the  bank f o r  the  S t a t e  



or municipality. These are somewhat similar to services performed for 
other depositors such as accepting and accounting for deposits, collection 
services, clearing services, securities custodial services, etc. Also, 
the bank may and often does offer investment and financial advice to the 
governmental unit, particularly in small towns, cities and villages. 

The second service relates to the economic functions performed by 
the banking element. The efficacy with which this function is performed 
may affect the economic well-being of the municipality. For example, 
undoubtedly the municipality can benefit from loan activities of a bank. 
Where loans are made for construction of commercial enterprises or 
residential properties, the city directly benefits from an increase in 
taxable values so added. The extent to which the economy is maintained 
through approximate full employment of the labor force in a local town 
or city is also a factor since this is reflected, in some degree, in 
the ability of taxpayers to meet taxes imposed by the municipality. 

Principles and Types .of Investment 

Three primary fundamentals underlie any investment program utilizing 
public funds. These are: 

(a) Safety. Regardless of any other considerations the protection 
of the taxpayers' money is-the main objective, and no reasoning to the 
contrary can justify speculation with the principal amount of the funds 
to be invested. 

(b) Liquidity. 'When the money is needed it must be available .I' 

(c) Yield. If the first two considerations are met, the rate of 
return becomes a major consideration. 

The principal types of investment possibilities may be summarized 
as follows: (a) U.S. Treasury obligations, including bonds, Treasury 
bills, and Treasury notes; (b) obligations of the State or of its 
instrumentalities; (c) obligations of the city, county, or other local 
unit of government in question; (d) obligations of other States or other 
local units of government or instrumentalities thereof; (e) obligations 
of instrumentalities of the United States such as the Federal National 
Mortgage Association; (f) time deposits in insured banks; and (g) interest 



bearing accounts with insured savings and loan associations. Additionally, 
some jurisdictions permit the investment of certain proportions of idle 
funds in high-grade corporate securities; it should be noted, however, 
that only the larger units of government are likely to have available the 
technical investment talent to handle transactions of this category. 

From the point of view of local units of government of small size, il 
can be generally stated that sicne investment is limited to those choices 
which provide a combination of stability, liquidity, and minimum fluctu- 
ation of principal values, the possibilities frequently narrow down to 
time deposits and short-term paper of the U. S. Treasury, with savings 
and loan associations and special obligations of housing authorities as 
additional possibilities where local circumstances permit. 



3 . RECOMMENDATIONS 

A. Removal of Constitutional and Statutory Prohibitions Against 
Investment of State and Local Funds 

It is recommended that State legislatures take action to remove 
or initiate the removal of existing constitutional and statutory 
restrictions upon the investment of the States' own funds and upon the 
investment bv local units of government of funds under their control. at 
least to the extent of permitting the investment of idle operating funds, 
as well as balances of other funds not needed for current requirements, 
in interest bearing de~osits with insured institutions and in obligations - - 
of the State or of the United ~tates.l/ 

Based upon the facts and considerations set forth in this report, 
the Commission strongly questions the justifications for the continuance 
of State legislative restrictions which preclude the investment, in a 
safe and prudent manner, by State or local governments of otherwise idle 
funds. To continue these restrictions upon local governments is not only 
inconsistent with constructive State-local relations in general but 
deprives local units of government of much needed revenue. 

B. Facilitating Interfund Transfers 

It is recommended that State and local legislative bodies and 
administrative officials take action to permit and facilitate temporary 
transfers among the separate funds for the purposes of investment and for 
effective cash management, taking care to insure that such transfers are 
of such kind and duration as in no way to impair the credit of the govern- 
mental unit concerned. 

Interest earnings on cash balances can often be enhanced through 
the process of "interfund advances," where such is legally permitted. 
Usually, most projections of individual fund cash requirements will show 
a temporary need at some time during the fiscal year for a loan or an 
advance from another source. Under proper safeguards, these temporary 

11 Mayor Celebrezze dissented from this recommendation, believing that the - 
objective would be served more effectively and more directly by 
amending the Banking Act of 1935 to permit commercial banks to pay 
interest on demand deposits. 



cash requirements can be met from cash balances in other funds, if 
legally available for such a purpose. It is important that these 
advances be guided by certain basic principles, namely, (1) the funds 
can be advanced for the period required; (2) the borrowing fund can 
repay the advance from estimated revenues when required; (3) the cash 
advance be repaid as promptly as possible; and (4) the transactions are 
fully recorded. 

C. State Technical Assistance to Local Units 

It is recommended that where such is not already being done, 
State Governments initiate a program of technical assistance to local 
units of government with respect to the investment of idle funds. 

The Commission firmly subscribes to the general principle that 
the States have a basic responsibility in assisting and strengthening 
local government. This responsibility includes the provision by the State 
to the local units, particularly those of small size, of professional and 
technical assistance which would be impossible or uneconomical for the 
local unit to provide for itself. 

D. Publicizing to Local Officials of Regular and Special Offerings of 
U.S. Treasury Obligations 

It is recommended that the Department of the Treasury, in 
cooperation with the investment community and executive and financial 
officials of States and localities, develop an informational program 
regarding United States obligations as investment possibilities for 
State -and local funds; this program should include exploring the 
desirability of special issues of United States securities specially 
designed to meet the needs of State and local governments. 

Many smaller units of government are perhaps not aware of the 
investment possibilities with respect to interest-bearing short-term 
obligations of the United States, particularly short-term Treasury bills. 
The Commission believes that the initiation of a cooperative Federal- 
State informational program would be widely helpful, and would constitute 
a useful element in the program of State professional and technical 
investment assistance to local units of government recommended above. 



Since publication of the Advisory ~ornmission's earlier report, 
the Treasury Department, in cooperation with the Commission, has issued 
a pamphlet describing the kinds of U.S. Government se urities that are 

17 available for the investment of short-term balances.- 

In conclusion, the States can help their local governments earn 
more on their idle funds by broadening their investment authority, by 
offering them technical assistance with their investment problems, and 
by helping to keep them informed on the investment opportunities afforded 
by short-term Federal securities, State and local securities time deposits 

23 in insured finance institutions and other investment media.- 

/ U.S . Treasury Department, Interest Bearing U. S. Government 
Securities Available for Investment of Short-Term Cash Balances, 
September, 1963. Copies may be obtained from the Advisory 
Commission on Intergovernmental Relations. 

2/  Suggested legislation for implementing these recommendations appear - 
in Appendix B . 



APPENDIX A 

TABLES 

1. Cash and Secur i ty  Holdings of S t a t e  and Local Governments, by 
Purpose of Holding, by S ta t e s :  1962 

2. Cash and Secur i ty  Holdings of S t a t e  and Local Governments -- 
Exclusive of Insurance Trus t  Funds -- by Type of Holding, by 
S ta t e s :  1957 and 1962 

3 .  Cash and Secur i ty  Holdings of S t a t e  and Local Governments -- 
Exclusive of Insurance Trus t  Holdings -- by Type of Govern- 
ment, by S ta t e s :  1962 

4. Cash and Deposits of S t a t e  and Local Governments -- Exclusive 
of Insurance Trus t  Holdings -- a s  a Percent  of Tota l  Non- 
Insurance-Trust Holdings of S t a t e  and Local Governments, by 
Type of Government, by S t a t e s ;  1962 and 1957 

5. Cash and Secur i ty  Holdings and I n t e r e s t  Earnings of S t a t e  and 
Local Governments -- Exclusive of Insurance Trus t  Fund Accounts 
by Type of Government: 1962 

6. Deposits of S t a t e  and Local Governments i n  Insured Commercial 
Banks, and Demand Deposits a s  a Percent  of To ta l ,  by Sta tes :  
Se lec ted  Dates, 1957 and 1964 

7 .  Demand and Time Deposits of S t a t e  and Local Gwernments i n  
Insured Commercial Banks by Sta tes :  June 30, 1964 



Table 1. - Cash and Security Holdings of State and Local Governments, by Purpose of Holding, by States: 1962 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 

Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 

Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

Mary land 
Massachusetts 
Michigan 
Minnesota 
Mississippi 

Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 

New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 

Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 

Vennont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

United States 

Total 

(In thousands of dollars) 

Insurance trust systems 

Unemployment 
compensation 

Employee 
retirement Other 

Other thar. insurance trust svstema 

Total Offsets 
to debt Bond funds Other 

11 Revised from published Census data to eliminate duplication of unemployment compensation holdings for District of Columbia. 

Source: U. S. Bureau of the Census, Compendium of Government Finances, 1962 Census of Governments, Vol. IV, No. 4. 



Table 2. - Cash and Security Holdings of State and Local Governments -- Exclusive of Insurance Trust Funds -- by Type of Holding, by States: 1957 and 1962 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 

Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 

Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 

Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 

New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 

Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 

Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

United States 

(In thousands of dollars) 

Total 
Cash and 
deposits Total 

Secu 

Federal 

:ies 
- 
local 

:overnment 

10,916 
151 

10,494 
8,914 
24,697 

19,677 
106,048 

286 - - 
20,277 

4,421 
11 

16,740 
46,071 
19,893 

3,410 
11,279 
6,087 
4,468 
2,652 

45,798 
62,452 
13,083 
87,017 
1,702 

3,884 
13,735 
6,771 
4,134 
2,146 

17,561 
5,296 

1,270,739 
4,681 
25,207 

41,855 
54,371 
4,006 
24,111 
3,266 

8,696 
5,738 
3,869 

195,686 
10,517 

1,015 
66,318 
161,273 
3,930 
54,775 
31,608 

2,551,732 

1/ Revised from published Census data to eliminate holdings of unemployment compensation fund - 
21 Includes the territories of Alaska and Hawaii. 

Other 
non-govern- 
mental) 

13,691 
7,052 
1,730 
1,614 

1,501,820 

31,950 
69,970 
33,360 
4,365 
9,905 

9,286 
21.482 

850 
43,911 
13,719 

4,422 
3,037 
9,972 
6,400 
7,586 

10,000 
21,789 
99,675 
48,791 
17,670 

6,583 
1,212 
2,769 
2,993 
4,134 

161,468 
124,112 
198,999 
12,815 
7,679 

49,648 
34,896 
244,617 
110,436 
3,610 

2,137 
5,941 
5,028 

322,327 
3,121 

9,315 
34,989 
15,594 

384 
77,894 
10,228 

3,446,976 

Total 

,r District of Columbia. 

Cash and 
deposits 

Securities 

Source: U. S. Bureau of the Census, Compendium of Government Finances, 1962 Census of Governments, Vol. IV, No. 4, and 1957 Census of Governments, Vol. 111, 
NO. 5. 



Table 3. - Cash and Security Holdings of State and Local Governments -- Exclusive of Insurance 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 

Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 

Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

Mary land 
Massachusetts 
Michigan 
Minnesota 
Mississippi 

Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 

New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 

Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 

Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

United States 

 rust ~oldii~s -- by Type of Government, by States: 1962 

(In thousands of dollars) 

State 
government Counties 

35,103 - - 
13,275 
10,219 
506,436 

17,608 - - 
4,486 - - 

112,521 

59,152 
7,731 
16,254 
158,921 
49,972 

58,543 
38,991 
13,559 
47,473 
2,472 

74,721 
11,625 
143,395 
48,872 
37,995 

30,573 
13,423 
34,601 
17,886 
1,073 

64,407 
10,511 
234,615 
80,062 
16,945 

114,224 
22,180 
32,110 
61,956 - - 
17,249 
27,847 
81,190 
192,227 
10,520 

9 1 
105,752 
41,491 
5,843 
89,599 
8,349 

2,783,948 

Munici- 
palities 

111,692 
13,215 
62,532 
29,993 
898,302 

88,236 
91,908 
9,802. 
31,722' 
308,067 

82,281 
29,265 
12,084 
356,057 
161,224 

91,376 
92,388 
134,838 
112,076 
14,473 

49,620 
224,072 
316,102 
165,791 
34,526 

192,864 
14,966 
61,190 
6,503 
16,123 

228,819 
34,592 

1,626,278 
81,772 
23,697 

544,683 
113,148 
55,745 
198,492 
34,075 

30,584 
19,954 
208,384 
451,584 
13,393 

4,977 
108,142 
178,935 
24,857 
193,153 
16,386 

8,004,93d 

Townships School and spe- 
cial districts Total 

Note: Detail may not add to total because of rounding. 

11 Revised from published Census data to eliminate holdings of unemployment compensation fund for - 
District of Zolumbia. 

Source: U. S. Bureau of the Census, Compendium of Government Finances, 1962 Census of Governments, 
Vol. IV, No. 4. 



Table 4. Cash and Deposits of State and Local Governments -- Exclusive of Ineurance Trust Holdings --  as a Percent of Total 
Non-Insurance-Trust Holdings of State and Local Governments, by Type of Government, by States: 1962 and 1957 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Dist. of Coiumbia 
Florida 

Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 

Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 

Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 

New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 

Ohio 
Oklahom 
Oregon 
Pennsylvania 
Rhode Island 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 

Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

United States 2' 

Percen 

State 
overn- 
ment 

Counties 

s repres 

Hunici- 
palities 

Town- 
ships 

:ash and 
School 
and 
special 
listricts 

67.0 
100 .o 
65.3 
64.6 
70.3 

56.7 
58.2 
96.2 
14.5 
71.3 

54.8 
100 .o 
75.5 
43.7 
78.9 

74.7 
59.1 
85 .O 
53.8 
40.2 

44.2 
38.6 
55 .O 
53.9 
62 .O 

58.9 
91.2 
32.5 
74.8 
72.6 

48.1 
85 .O 
54.6 
69.9 
87.6 

61.5 
78.6 
78.6 
51.5 
62.7 

78.3 
89.7 
43.5 
75.5 
42.2 

91.8 
8.6 
30.6 
58.6 
57.4 
92.4 

57.8 

n.a. - Data not available. 

11 See table 5. 

2/ Includes the territories of Alaska and Hawaii in 1957. 

- 
Total 
State 
and 
local - 
57.9 
50.0 
65.1 
61.2 
39.8 

43.9 
18.3 
45 .O 
78.4 
47.2 

45.3 
76.7 
45.4 
64.1 
70.8 

49.3 
69.5 
30 .O 
71 .O 
34.7 

31.1 
42.7 
39.3 
24.9 
77.9 

68.4 
48.1 
37.8 
71.8 
77.9 

46.2 
28.9 
31.1 
52 .O 
58.1 

49.7 
43.5 
25.2 
46 -2  
55.2 

53.7 
54.5 
75.1 
43.0 
59.7 

46.7 
36.0 
25.8 
63.1 
32.2 
29.1 

43.4 

Exhibit: 
Demand deposi'ir 
1s percent of a1 
Stat; and local 
deposits in 

comercial bank 
June 30, 19622 

'ercent 

State 
:overn- 
ment 

Counties 

represe 

Munici- 
palities 

Q 

TOM - 
ships 

nsh and d 
School 
and 
special 
jistricts 

79.5 
95.4 
77.6 
84.3 
74.4 

35.3 
47.8 
98.3 
91.9 
60.5 

39.7 
100 .o 
79.0 
41.2 
81.7 

75.7 
67.4 
85.3 
58.9 
39.0 

42.6 
39.0 
43.1 
69.1 
84.5 

60.9 
97.8 
34.5 
73.3 
86.8 

44.9 
75.5 
42 .O 
64.7 
85.7 

65.8 
72.0 
69.6 
50.5 
67 .O 

82.3 
79.7 
65 .O 
70 .O 
61.3 

99.4 
33.8 
22.5 
90 .o 
75.8 
75.2 

57.4 

- * 
Total 
State 
and 
local - 
59.1 
58.3 
81.3 
61.9 
41.9 

43 .O 
16.6 
53.6 
25.4 
52 .O 

57.8 
70.2 
48.2 
45 .o 
73.1 

72.5 
73.7 
58.5 
69.3 
40.8 

28.4 
53.7 
35.8 
26.4 
80.6 

55.0 
49.9 
48.4 
74.2 
73.6 

42.1 
37.5 
24.0 
38.0 
62.5 

45.3 
50.4 
33.1 
35.4 
36 .O 

58.6 
51 -2 
60.7 
45.5 
78.5 

43.2 
46.9 
24.5 
75.8 
28.0 
53.2 

42.7 

P.L." .. 
~emani%~&its 
IS State percent and of local all 

dfp~sits in 
Comerci~l banks 

J.U~IL,. 6, 1957 L/ 

Source: U. S. Bureau of the Census, Compendium of Government Finances, 1962 Census of Governments, Vol. IV, No. 4, and 1957 Census of Governments, Vol. 111, 
NO. 5. 



Table 5 .  - Cash and Secur i ty  Holdings and I n t e r e s t  Earnings of S t a t e  and Local Governments -- Exclusive 
of Insurance Trus t  Fund Amounts -- by Type of Government: 1962 

(Dollar amounts i n  mi l l ions )  

S t a t e  & 
Local Governments 

Coun- Munici- Town- School Sp'ecial 
Item loca l  S t a t e s  t i e s  ' p a l i t i e s  sh ips  d i s t r i c t s  d i s t r i c t s  

Total $33,387 $15,753 $2,784 $8,068 $593 $3,801 $2,388 

Percentage 
Distr ibut ion:  
Total  100 ,O 100 .O 100 .O 100 .O 100 .O 100 .o 100 .o 
Cash, Deposits 43.4 28.3 80.5 46.6 79.1 70.1 38.2 

I Secur i t ies  56.6 71.7 19.5 53 .4 20.9 29.9 61.8 
w 
00 Federal 38.6 42.8 18.1 39 .O 16.5 26.2 58.5 
I 

S t a t e  and 
l o c a l  7.6 9.9 0.6 11.1 3.5 1 .O 0.8 

Other 10.3 18.9 0.8 3.4 0 .8  2.8 2.5 

I n t e r e s t  
earnings $702 $365 $52 $164 $5 $58 $58 

I n t e r e s t  
earnings a s  
percent of 
cash and s.ecurity 
holdings 2.1 2.3 1.9 2 .O 0 .8 1.5 2.4 

Note: Holdings da ta  a r e  a s  of the  end of the  f i s c a l  years;  i n t e r e s t  f igu res  p e r t a i n  t o  amounts 
received during the  f i s c a l  year .  Due t o  rounding, d e t a i l  w i l l  not necessa r i ly  add t o  t o t a l s .  

Source: U.S. Bureau of Census, Compendium of Government Finances, 1962 Census of Governments, 
Vol. I V Y  No. 4. 



Table 6 - Deposits of State and Local Governments in Insured Comercia1 Banks, and Demand Deposits as a Percent of Total, by States: selected Dates, 1957 to 1964 
(Dollar amounts in thousands) 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
I n d i a ~  
I ova 

Kansas 
Kentucky 
Louisiana 
Maine 
Mary land 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
V e m n t  

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

United stices ?- 

June 30, 1964 

7 
December 20, 1963 

Percent 
Amlunt demand 

deposits I 
June 29, 1963 

deposit: 

March 1 

Amaunt 

1963 - 
ercent 
emand 
eposit! 

September 

Amount 
ercent 
emand 
eposits 

December 31, 1959 June 6, 1957 

Percent 
Amount demand 

deposits I 

11 Excludes deposits of the District of Columbia, which are included with Federal Government deposits in reports of the Federal DeposiL Insur~nce Corporation. Excludes 
also, deposits of Guam, Puerto Rico, and Virgin Islands. 

Source: Federal Deposit Insurance Corporation, Assets, Liabilities, and Capital Accounts -- Comcrcinl and Mutudl Savinfi Banks, Reports of Call Nos. 47. 5 2 ,  60, 61, 
63, 64, 66, and 68. 



Table 7. - Demand and Time Deposits of State and Local Governments in Insured Commercial Banks 
by States: June 30, 1964 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Mary land 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

United States 1' 

All deposits 
(public and 
private) 

(Dollar amounts in thousands) 

Time and demand depo 

Amount Percent of 
all deposits 

ts of State and local governments 
I 

Time 

Amount 

Dems 

Amount 

J 
Percent of 
total 

1/ Excludes deposits of the District of Columbia, which are 'included with Federal Government deposits in - 
reports of the Federal Deposit Insurance Corporation. Excludes also, deposits of Guam, Puerto Rico, 
and Virgin Islands. 

Source: Federal Deposit Insurance Corporation, Assets, Liabilities, and Capital Accounts -- Commercial 
and Mutual Saving Banks, June 30, 1964, Report of Call No. 68. 



APPENDIX B 

Suggested State Legislation for Investment of Idle Funds 

/Title should conform to state requirements17 - 
(Be it enacted, etc.) 

Section 1. The governing body of a municipality, county, 

school district, or other local governmental unit or political 

subdivision, may invest and reinvest money subject to its 

control and jurisdiction in: 

(a) Obligations of the United States and of its agencies 

and instrumentalities; 

(b) Bonds or certificates of indebtedness of this state 

and of its agencies and instrumentalities; 

(c) Shares of any building and loan association insured by 

an agency of the government of the United States up to the 

amount so insured; 

Provided however that the provisions of this act shall not 

1/ Individual states may wish to augment the list of authorized - 
investments set forth in this Section, 



impair the power of a municipality, county, school district 

or other local governmental unit or political subdivision to 

hold funds in deposit accounts with banking institutions as 

otherwise authorized by law. 

Section 2. The governing body may delegate the investment 

authority provided by Section 1 of this act to the treasurer 

or other financial officer charged with custody of the funds 

of the local government, who shall thereafter assume full 

responsibility for such investment transactions until the 

delegation of authority terminates or is revoked. 

Section 3. The state ~Tnsert title of the state official 

or agency responsible for investing state fundg7 is authorized 

and directed to assist local governments in investing funds 

that are temporarily in excess of operating needs by: 

(a) explaining investment opportunities to such local 

governments through publication and other appropriate means; 

(b) acquainting such local governments with the state's 

practice and experience in investing short-term funds; and 

(c) providing technical assistance in investment of 'idle 

funds to local governments that request such assistance. 
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