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Agenda

1. Origins and Development of Fiscal Mutualism

2. Fiscal Mutualism in the Postwar Era

3. The End of Fiscal Mutualism

4. Questions
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Origins and Development of Fiscal Mutualism

• Before World War II, public 
pensions invest in municipal bonds

• Strategy shaped by investment 
rules, trustee conservatism, and 
limited investment expertise

• ‘Soft’ versus ‘active’ ‘fiscal 
mutualism’

• Use of pensions as local ‘credit 
states’

“I have continued the policy…of 
investing largely in the bonds of the 
municipalities of New York State, 
assisting them in procuring funds for 
needed improvements at a fair rate 
of interest when their financial 
condition warrants their borrowing.”

--Morris S. Tremaine, NY State 
Comptroller, 1929 

Fiscal Mutualism in the Postwar Era

• During World War II, public funds 
pivot to treasuries

• Early postwar diversification 
(mortgages in NY; public utilities in 
CA) limited by investment rules

• Strong impulse to move away from 
low-yielding municipal bonds to 
meet return requirements

• Strong impulse to support 
municipal bond markets to facilitate 
suburban development
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Source: Andrews, V. (1964). “Noninsured Corporate and State and Local Government Retirement Funds in the Financial Structure,” pp. 530-531.

The End of Fiscal Mutualism

• A confluence of factors

• Prudent man rule (vs. legal 
lists)

• Expansion of Social Security to 
state and local workers

• Professionalization of pension 
investment management
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Questions

• What else would you like to know?

• Periodization? 

• Disaggregate non-
governmental securities?

• Public sector unionization?
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