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TREASURY FINANCE AND THE NEW BUDGET
Government expenditures, which were

doubled in 1941 as compared with 1940,
will show further great expansion in the
next two years. This was made clear in
the Budget Message presented by the Presi-
dent to the Congress, when it convened in
January i94x. Amounts provided for war
expenditures are far in excess of any previ-
ously known. Treasury receipts increased
considerably last year, as the result of rising
national income and the imposition of new
and higher taxes, and further increases are
expected, but the growth—actual and ex-
pected—is not as large as that in expendi-
tures. Consequently, the public debt will
continue to increase rapidly.

Direct and guaranteed obligations of the
Government in the hands of the public in-
creased by about 11 billion dollars in the
calendar year 1941, compared with an
increase of 2.5 billion in 1940. Special
efforts were made in 1941 to sell Govern-
ment securities to investors other than
banks. In 1940 and the early months of
1941 about two-thirds of the increase in
privately-held direct and guaranteed Gov-
ernment debt was accounted for by the
growth of bank portfolios, whereas in the
latter half of 1941 holdings of investors
other than banks absorbed about four-
fifths of the increase in the privately-held
debt. In 1941 the Treasury discontinued
the issuance of tax-exempt securities. Prices
of outstanding Government securities rose
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to new high levels in the course of the year,
but declined after the entry of this country
into the war, and were slightly lower at
the close of 1941 than at the end of 1940.

THE WAR BUDGET

The Budget submitted on January 7,
1942., contains revised estimates for the
current fiscal year and the first estimates for
the fiscal year 1943. It was pointed out
in the Budget Message that these estimates
are tentative, since the details of a war
program are subject to constant change.
Defense expenditures are estimated at X4
billion dollars for the current fiscal year
and at about 53 billion for the fiscal year
1943. These figures exclude defense ex-
penditures to be financed by the Recon-
struction Finance Corporation and other
Goverment corporations. Total budget
expenditures, including those for the civil
functions of the Government, are estimated
at about 31 billion in the current fiscal year
and 59 billion in the fiscal year 1943. Ex-
penditures and receipts of the Government
for recent years with budget estimates for
the coming year are shown in the table on
the following page.

Under the present Federal tax laws, net
budget receipts are expected to total iz
billion dollars and about 16 billion in the
two fiscal years, 1942. and 1943. This would
leave deficits of 19 billion in the current
fiscal year and 42. billion in 1943, com-
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REVIEW OF THE MONTH

TREASURY FINANCIAL OPERATIONS, 1940-43
[In millions of dollars]

Jan.-June
July-Dec...

1940

Jan .-June. . .
July-Dec....

1942
Jan .-June2..

Fiscal years ending June 30:
1941
19422
19432

Budget
expendi-

tures

Na-
tional

de-
fense

916
1,767

4,313
8,214

15,783

6,080
23,997
52,786

Total

4,518
5,141

7,570
11,483

19,093

12,711
30,576
58,928

Net re-
ceipts1

2,911
2,925

4.683
4,166

7,778

7,607
11,944

3 23,487

Bud-
get

deficit

1,607
2,216

2,887
7,317

11,315

5,103
18,632
35,441

1 Figures do not include net social security employment taxes,
which are appropriated directly to the Federal old-age and survivors
insurance trust fund and are invested in special issues of Government
securities.

2 As estimated in President's Budget Message.
8 Includes 7 billion dollars of receipts from proposed tax legislation.

pared with 5 billion in the year ending
June 30, 1941. The President recommends
new tax legislation to yield 7 billion dollars
in the fiscal year 1943, which would reduce
the deficit in that year to 35 billion.

The gross direct debt of the Federal
Government will increase by larger amounts
than these deficits in budget accounts, be-
cause net expenditures by Government
corporations will be met by direct debt
issues and because maturing and called
guaranteed securities will be replaced by
direct securities. These transactions will
result in further increases in the direct
debt of about 3 billion dollars and 4 billion,
respectively, in the two fiscal years. The
gross direct debt, therefore, is estimated to
increase by almost -TL billion dollars in the
current fiscal year and by 40 billion in
1943 to a total of n o billion on June 30,

Treasury investment of social security
and other trust funds, however, will ab-
sorb a part of this increase in the public
debt. Investments in special issues for
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trust funds are estimated under present law
at 2. billion dollars in the fiscal year i94x
and at 2..8 billion in the fiscal year 1943.
In the Budget Message, the President recom-
mended additional social security contribu-
tions of 2. billion dollars in the fiscal year
1943 to cover outlays in future years under
an expanded social security program.

As a consequence of the investment of
trust funds and the retirement of guaranteed
obligations, the increase in the total
amount of privately-held direct and guar-
anteed Government securities may be as
much as 9 billion dollars less than the in-
crease in the gross debt estimated for the
fiscal years i94x and 1943. Some of the in-
creased debt will be provided for by the sale
of nonmarketable issues, such as savings
bonds and tax anticipation notes, reducing
further the amounts that will need to be
raised by sales of securities in the open
market.

The Budget gives no estimates of receipts
from sales of savings bonds and tax notes.
In the first six months of the current fiscal
year, net sales of savings bonds amounted
to 1.8 billion dollars, and the rate of sales
has been increasing in recent months.
Net sales of tax notes amounted to 2.-5
billion dollars in the past half year. Most
of these notes will be redeemed through the
payment of taxes in the current calendar
year, but sales of the new tax notes will
probably be larger, so that there will be
some increase in the outstanding amount.

BUDGET EXPENDITURES

Estimated expenditures of 59 billion
dollars for the fiscal year 1943 are nearly
double the estimate of 31 billion dollars
for the fiscal year 1942. and almost five
times as large as the actual outlays of
13 billion in the fiscal year 1941, the first
year under the emergency defense program.
In each of the fiscal years 1939 and 1940,
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REVIEW OF THE MONTH

total budget expenditures amounted to
about 9 billion dollars. As shown in the
table below, all of the large increases in
expenditures estimated for the fiscal years
1942. and 1943 are for the war program.

During the first six months of the current
fiscal year, July to December 1941, national
defense expenditures amounted to 8.z
billion dollars and were larger than in the
full fiscal year 1941. As shown in the
chart, these expenditures have risen rapidly
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from about 800 million dollars last June to
over 1,800 million in December. In the
next six months, according to Budget
estimates, they will average z.6 billion
dollars a month, or nearly double the aver-
age of 1.4 billion in the period from July
to December. In the fiscal year 1943, the
estimates indicate average monthly ex-
penditures for war purposes of 4.4 billion
dollars. These amounts exclude defense
expenditures by Government corporations.

Expenditures for the civil functions of the
Government will show varying trends,

with the total declining in the fiscal year
1943. Outlays for interest on the public
debt are scheduled to increase substantially
from 1.1 billion dollars in 1941 to 1.8
billion in 1943. Certain other expenditures
of a fixed nature will increase somewhat.
These increases will be more than offset,
however, by estimated reductions in 1943
for the Works Projects Administration, the
Civilian Conservation Corps and National
Youth Administration, and the agricultural
adjustment program.

BUDGET EXPENDITURES

[In millions of dollars]

1941
(Actual)

National defense
Interest on debt
Agricultural adjustment program
Works Projects Administration
Civilian Conservation Corps and National

Youth Administration
Social Security Board
Veterans Administration
Repayment of surplus funds by Government

corporation (credit)
All other

Total expenditures 12,711 30,576

Fiscal years ending
June 30

6,080
1,111

877
1,285

394
423
553

329
2,317

1942
(Est.)

23,997
1,250

821
875

235
440
565

2,393

1943
(Est.)

52,786
1,750

701
465

100
515
568

2,043

58,928

BUDGET RECEIPTS

Net budget receipts are estimated at
11.9 billion dollars for the current fiscal
year and, including proposed new taxes
of 7 billion dollars, budget receipts will
increase to £3.5 billion in the fiscal year
1943. These amounts compare with actual
receipts of 7.6 billion dollars in the fiscal
year 1941 and 5.4 billion in the fiscal year
1940. In the current fiscal year, income
tax receipts are estimated to increase by
3.7 billion dollars, about half of which will
be in taxes on individual current incomes
and the remainder will be in corporation
taxes, including those on excess profits.
Income tax receipts in the latter half of this
fiscal year will be nearly three times as
large as those in the first half, because
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collections from now on will be based
upon increased incomes of the calendar year
1941 and will include for the first time the
additional taxes imposed by the Revenue
Act of 1941. For the fiscal year 1943,
income tax receipts are estimated to in-
crease further by 4.2. billion dollars under
present tax legislation.

Miscellaneous internal revenue receipts
are estimated to increase by 900 million
dollars in the current fiscal year and by an
additional 300 million in the fiscal year
1943 under present tax legislation. A
large part of the increase in these receipts
during the current fiscal year will be due
to the new taxes and increased rates im-
posed by the Revenue Act of 1941. Al-
though total miscellaneous internal revenue
receipts are expected to increase in the
fiscal year 1943, collections from certain
of the manufacturers' excise taxes are ex-
pected to decline because of military alloca-
tions and curtailed supplies available for
civilian purchase.

BUDGET RECEIPTS
[In millions of dollars]

Total net receipts1

Details of receipts:
Income taxes—total

Corporation, current
Excess profits taxes
Individual, current

Miscellaneous internal revenue—total
^Return of surplus funds of Government cor-

porations

Fiscal years ending
June 30

1941
(Actual)

7,607

3,470
1,649

192
1,314
2,967

319

1942
(Est.)
11,944

7,147
2,509
1,258
3,070
3.863

1943
(Est.)

216,487

11,316
3,462
2,742
4,793
4,206

1 Figures do not include social security employment taxes, which
are appropriated directly to the Federal old-age and survivors insurance
trust fund and are invested in special issues of Government securities.

2 Excluding proposed new taxes of 7 billion dollars.

RECENT CHANGES IN THE PUBLIC DEBT

During the calendar year 1941, the direct
interest-bearing debt increased by 13 billion
dollars. Of this increase, 9.1 billion oc-
curred during the second half of the year,
July to December. This reflected an in-

crease of 3.8 billion dollars in marketable
issues and 4.4 billion in nonmarketable
issues, with less than a billion in special
issues, as shown in the table.

INTEREST-BEARING DIRECT AND GUARANTEED SECURITIES
[In millions of dollars]

Treasury bonds
Treasury notes
Treasury bills
Postal savings and pre-war bonds

Marketable public issues—total
U. S. savings bonds
Tax anticipation notes
Depositary bonds
Adjusted service bonds

Nonmarketable public issues—total
Special issues

Total direct securities

Guaranteed securities

Out-
standing,
Dec. 31,

1941

33,367
5,997
2,002

196
41,562
6,140
2,471

64
233

8,907
6,982

57,451

6,317

Change since

June 30,
1941

+3,152
+299
+399

+3,849
+1,826
+2,471

+64
—8

+4,352
+862

+9,064

-43

Dec. 31,
1940

+5,407
-181
+692

+5,917
+2,945
+2,471

+64
-16

+5,463
+1,612

+12,993

+416

Most of the increase in the open-market
debt from July to December was in Treasury
bonds of 1967-72. and of 1951-55. The
outstanding amount of bills was increased
by 400 million dollars. Notes increased by
300 million dollars through refunding
operations. Guaranteed securities showed
little net change, as an increase in July
was about balanced by a refunding and
redemption in November. The operations
in November were in accordance with the
new policy of replacing outstanding guar-
anteed issues by direct securities and of
supplying the needs of Government corpor-
ations and agencies directly by the Treasury
instead of by sales of guaranteed securities
to the public.

Treasury open-market financing in Jan-
uary of this year was limited to refunding
operations. Two issues of Federal Farm
Mortgage Corporation bonds, an issue of
Reconstruction Finance Corporation notes,
and an issue of Treasury notes were re-
financed by an issue of 2. per cent Treasury
bonds of 1949-51. Exchanges totaled
about 1 billion dollars.
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REVIEW OF THE MONTH

During the six months ended December
31, net receipts from the sale of savings
bonds amounted to 1.8 billion dollars.
Sales of savings bonds increased from £30
million dollars in November to 530 million
in December and increased further to more
than 1,000 million in January 1942.. The
increase in January reflects to some extent
purchases of the full amount which any
one investor is permitted to buy during
the calendar year.

Defense savings bonds, which have been
on sale since May 1, 1941, include three
series. Series E bonds, which replaced
the former savings bonds, are issued on a
discount basis. They mature in 10 years
and yield z.9 per cent if held to maturity.
They may be purchased only by individuals
in an amount not in excess of $5,000 ma-
turity value in any one calendar year.

Series F and G bonds may be purchased
by investors other than commercial banks
in an amount of not more than $50,000
issue price in any one calendar year for the
two issues combined. Both of these issues
mature in iz years. The Series F bonds are
issued on a discount basis and yield about
z.53 per cent if held to maturity. Series
G bonds are issued at par, pay interest
semi-annually, and yield 2..50 per cent if
held to maturity.

During the six months ended December
31, net receipts from the sale of tax an-
ticipation notes amounted to z.5 billion
dollars. The largest sales of these issues
were in August, the first month of issue.
In January sales of tax notes amounted to
Z38 million dollars, compared with sales of
34Z million in December. Tax antici-
pation notes were first put on sale on August
1, 1941, and include two types: Series A,
designed for the relatively small tax payer,
and Series B, designed for the large tax
payer. The Series A notes yield about 1.9Z

per cent a year, and their use for tax purposes
is limited to $i,zoo principal amount for
any one tax payer in any one tax year.
The Series B notes yield about 0.48 per cent
a year and may be used in unlimited
amounts to meet tax liabilities. Notes
issued during the period from August to
December were sold at par in August and
at par and accrued interest in each subse-
quent month. The notes sold during this
period may be used in payment of income
taxes after January 1, 1942.. In 194Z sim-
ilar issues of notes are being offered. The
terms are the same as for the earlier issues,
except that the notes may be used for estate
and gift tax payments as well as for income
tax payments and that defense savings
stamps will be accepted at their face value
in lieu of cash as payment for notes.

DISTRIBUTION OF THE GOVERNMENT DEBT

In the second half of 1941 a considerably
larger part of the increase in the Govern-
ment debt was financed outside the com-
mercial banking system. It is estimated
that in this period commercial banks in-
creased their holdings of Government secu-
rities by 1.7 billion dollars, somewhat less
than the increase of 2..3 billion for the first
half of the year. The total privately-held
direct and guaranteed Government debt, on
the other hand, showed a much greater in-
crease in the latter half of 1941 than in the
first half—7.9 billion dollars compared with
3.5 billion, as shown in the table on the
following page.

Insurance companies purchased about 1,000
million dollars of Government securities in
the latter half of 1941, compared with only
100 million in the first half of the year. A
considerable part of their purchases was in
the Treasury bonds of 1967-7Z, which were
issued in the latter part of the year. Mu-
tual savings banks also increased their
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holdings in the second half of the year,
and other investors added substantially
to their holdings, largely in non-
marketable savings bonds and tax notes.
Changes in holdings by commercial banks,
savings banks, and insurance companies,
shown in the following table, are estimated
from figures compiled by the Treasury De-
partment in a survey of the ownership of
Government securities for the end of De-
cember, which will be published in a
forthcoming Treasury Bulletin.

O W N E R S H I P O F U N I T E D STATES G O V E R N M E N T S E C U R I T I E S ,

D I R E C T AND F U L L Y G U A R A N T E E D

[Estimated; in millions of dollars]

Federal agencies and Trust Funds:
Special issues
Public issues

Federal Reserve Banks

Privately held—total
Commercial banks
Mutual savings banks
Insurance companies
Other investors:

Marketable issues
Nonmarketable issues

Total interest-bearing securities out-
standing

Holdings
Dec. 31,

1941

6,982
2,563
2,254

51,969
21,800
3,700
7,900

9,900
8,600

63,768

Change since

June 30, Dec. 31,
1941 1940

+862
+203

+70

+7,886
+1,700

+300
+1,000

+500
+4,300

+9,021

+1,612
+313
+70

+11,413
+4,000

+500
+1,100

+300
+5,400

+13,408

Note: Estimates of amounts privately held, by types of holders,
are preliminary and are rounded to nearest 100 million dollars.

The increase in commercial bank holdings
of Government securities during the latter
half of 1941 was at banks outside New
York City, while in the previous six-month
period the increase was largest at banks in
New York City. In the first half of the
year, |Ncw York City banks added 1.2.
billion dollars to their holdings, and other
commercial banks added about 1.1 billion.
In the second half of 1941, New York City
banks made little change in their holdings,
while other commercial banks added an
estimated 1.7 billion dollars to their
holdings. At New York City banks, ac-
cording to the Treasury survey, holdings
of short and intermediate bonds and of

notes increased, while holdings of long
bonds showed little change, despite the in-
crease in the outstanding amount of such
issues, and holdings of bills declined. At
banks outside of New York City, the prin-
cipal increase in holdings was in bonds of
intermediate and long term.

GOVERNMENT SECURITY MARKET

Prices of United States Government
bonds, following a temporary sharp decline
at the beginning of 1941, rose generally
during most of last year to a new high level
at the beginning of November. After the

YIELDS ON GOVERNMENT SECURITIES

1.00

Weekly averages of daily yields of 3- to 5-year tax-exempt Treasury
")le Treasury ;
allable after 12 years, and average i

new issues of 91-day Treasury bills (tax-exempt through February 1941,

notes, 3- to 5-year taxabL notes, and partially tax-exempt
12 d d i tTreasury bonds due or callable after 12 years, and average discount on

new issues of 91day Treasury bills (taxexempt through February ,
and taxable thereafter) offered within week. For weeks ending Janu-
ary 7,1939 to January 24, 1942.

entry of the United States into the war
there was a decline in bond prices, but
in January prices advanced somewhat
from the lows reached toward the end of
December. Prices of short-term Govern-
ment securities declined in October and
November, as short-term interest rates
hardened reflecting a decline in the excess
reserves of banks.

The yield on the 1960-65 bonds, the long-
est maturity issue of outstanding partially
tax-exempt bonds, reached a new record
low of 1.95 per cent on November 1. The
previous low yield was z. ox per cent in
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June 1941. At the end of 1941, the yield
on this issue had increased to 2.| per cent,
about the same as at the end of 1940. The
yield on the new taxable 1^67-72. bonds,
which were first issued in October, was 2-32.
per cent in November and rose to xj per
cent at the end of December. Short-term
rates began to firm in September. The
rate on new issues of taxable Treasury bills
increased to 3/10 of 1 per cent. Yields on

3- to 5-year taxable notes increased from
5/8 of 1 per cent in September to 1 per cent
in December.

Total holdings in the Federal Reserve
System Account were increased in December
1941 by 70 million dollars, representing
net purchases of about 60 million dollars of
Treasury bonds and 10 million of Treasury
bills. These purchases were made shortly
after this country's entrance into the war.
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TREASURY FINANCE AND THE NEW BUDGET
The President's Budget Message, pre-

sented to Congress on January 11, estimated
that the expanding war effort would in-
crease budget expenditures to 80 billion
dollars in the current fiscal year and to
more than 100 billiop in the fiscal year
ending on June 30, 1944. It is expected
that the public debt will increase by 62.
billion dollars during the present fiscal
year and by 76 billion in the next fiscal year.
In June 1944 the debt is expected to reach
XII billion, about three times the level of
June 30, 1942.. The President recommended
that in the fiscal year 1944 not less than 16
billion dollars of additional funds be col-
lected out of taxes and savings.

The huge expenditures that are necessary
for the successful prosecution of the war
will give rise to inflationary pressures even
if the goal of 16 billion in additional taxes
and savings is achieved. Adequate control
of the situation will require concerted ac-
tion by many agencies of the Government
and full cooperation of the public. Many
Government agencies are working on differ-
ent phases of this problem. One important
phase that concerns the Federal Reserve
System directly is the need for raising as
much of the funds as possible from current
income and for holding to a minimum the
creation of new money by borrowing from
banks.

The financing program developed by the
Treasury in cooperation with the Federal
Reserve System in 1941 was formulated
with this object in view. The program in-

FEBRUARY 1943

eludes the offering of a wide variety of
securities designed to meet the needs of
every group of investors, the maintenance
of stability in the Government security
market, and the extension of the selling
organization for Government securities.
In view of the greatly expanded need for
Treasury financing, much more intensive
efforts will be required to finance the war
without reliance on large-scale creation of
deposits by the banking system.

To the extent, however, that banks are
relied upon to purchase additional Govern-
ment securities, the Federal Reserve System
has assumed responsibility for providing
the banks with sufficient reserves for the
necessary expansion of credit. In the past
year banks have greatly increased their
holdings of Government securities with the
result that bank deposits have expanded
by an unprecedented amount. Required
reserves have thus increased and at the same
time banks have drawn upon existing re-
serves to meet a growing demand for cur-
rency. Additional reserves were made
available to banks by Federal Reserve Bank
purchases of Government securities and by
a reduction in the reserve-requirement per-
centages for member banks in New York
and Chicago. At the end of 1942. member
banks as a whole held 2. billion dollars of
reserves in excess of requirements, com-
pared with 3 billion a year earlier. The
changes in excess reserves during recent
years and the principal factors causing them
are shown in the chart on page 144.
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Needs for additional reserves in 1943 will
depend upon the currency demand, upon
the extent to which nonbank investors
purchase Government securities, and upon
the distribution of available reserves among
member banks. Distribution of reserves is
important because, to the extent that some
banks hold larger excess reserves than they
require, the total amount of needed reserves
and the additional amount that must be
provided is correspondingly increased.

THE DEFICIT AND THE DEBT

The extent of recent expansion of war
activities is indicated by the fact that the
amount spent each month now equals the
amount spent in the entire first year of
the national defense program. In the fiscal
year 1942. war expenditures, including those
made by Government corporations and
agencies, averaged z.4 billion dollars a
month. In the first six months of the cur-
rent fiscal year they averaged 5.5 billion
dollars a month, and in the fiscal year be-
ginning next July they are expected to rise
to an average of more than 8 billion a
month. Interest on the public debt will
also increase as a result of the rapid growth
of the debt. Despite a reduction in other
disbursements, total expenditures, includ-
ing those of Government corporations and
agencies, are estimated at 49 billion dollars
for the latter half of the current fiscal year
and at 109 billion for the year beginning
July 1, 1943. This level of expenditures
will be three times that of the fiscal year
1942.. These figures are shown in the table.

While budget receipts are expected to
increase sharply, the increase will fall far
short of meeting the growth in expendi-
tures, as shown in the chart. Receipts,
which totaled 13 billion dollars in the fiscal
year 1942., are estimated at 2.3 billion dollars

for the fiscal year 1943 and at 33 billion for
1944. In the first half of the current fiscal
year receipts were 8 billion dollars and in
the second half they are expected to total
15 billion. The increase will result from
the fact that collections on the new and
increased taxes levied under the Revenue
Act of 194Z will first begin to be received
in large amount in March 1943. The in-
crease in receipts will result largely from
larger incomes as well as higher tax rates
on individuals and corporations. In the
next 18 months budget receipts, on the
basis of existing revenue legislation, will
finance slightly less than a third of total
expenditures, the same proportion as in the
preceding 18 months.

GENERAL BUDGET SUMMARY
[In billions of dollars]

Classification

Receipts:
Direct taxes on individuals...
Direct taxes on corporations..
Other

Net receipts
Expenditures:

War activities*
Interest on the public debt...
Other activities

Total expenditures
Excess of expenditures
Expenditures by Government cor-

porations and agencies*
Change in Treasury balance
Increase in debt
Public debt at end of period

Fiscal
year
1944

13.8
14.9
4.4

33.1

97.0
3.0
4.1

104.1
71.0

4.8
- . 1
75.7

210.5

January
through
June
1943

6.7
6.2
2.2

15.2

41.9
1.1
2.3

45.3
30.2

4.0
-7 .7
26.7

134.8

July
through
Decem-

ber
1942

1.6
3.9
2.4
7.8

32.1
.7

2.3
35.1
27.3

1.0
+7.6
35.7

108.2

Fiscal
year
1942

3.7
5.0
4.1

12.8

26.0
1.3
5.1

32.4
19.6

3.6
+ .4
23.5
72.4

* In addition to war expenditures under Budget accounts the figures
for Government corporations and agencies include 2.3 billion dollars
in fiscal year 1942, 3.3 billion in 1943, and 2.7 billion in 1944.

These results indicate a deficit of 34 bil-
lion dollars for the latter half of this fiscal
year and of 76 billion for next year—a total
of n o billion, including expenditures by
Government corporations and agencies of
9 billion dollars.

As war expenditures have increased, the
public debt has expanded by increasing
amounts. The increase in the total direct
and guaranteed debt rose from 9 billion
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dollars in the first half of the fiscal year
194Z to 13 billion dollars in the next six
months and to 35 billion in the first six
months of the current fiscal year. The
recent increase includes large sales of securi-
ties during the Victory Fund Drive in
December, which resulted in an expansion
in the Treasury balance. Should that
balance decline to the level of last June,
the increase in the public debt in the next
few months will not be as large as the

BUDGET EXPENDITURES AND RECEIPTS
FISCAL YEAR TOTALS

Estimated figures for fiscal years 1942-43 and 1943-44 are on basis
of the President's Budget Message for 1944. Figures of receipts exclude
social security employment taxes which are appropriated directly to
the Federal old-age and survivors insurance trust fund.

indicated deficit. For the next year and a
half the average increase in each six-month
period will be 33 billion dollars. It would
appear, therefore, that new financing by
the Treasury will continue at close to the
high level of the past six months and that
there will be no further expansion in the
rate of borrowing during this period.

WIDE DISTRIBUTION OF THE DEBT

Rapid growth in the absorption of Gov-
ernment securities by nonbanking investors

FEBRUARY 1943

has been the most striking recent develop-
ment in Government financing. In the
calendar year 1942., as shown in the table,
it is estimated that investors other than
commercial banks, Federal Reserve Banks,
and Government agencies and trust funds
added about 2.2. billion dollars to their
holdings of Government securities, com-
pared with 7 billion in 1941.

This development has resulted from a
combination of factors. The increasing
national income together with the declining
supply of civilian goods has resulted in a

OWNERSHIP OF U. S. GOVERNMENT SECURITIES
[Amounts in billions of dollars]

Commercial banks
Federal Reserve Banks....

Mutual savings banks
Insurance companies
Other investor group:

Marketable issues
Nonmarketable issues.

Federal agencies and trust
funds:

Special issues
Public issues

Total interest-bear-
ing direct and
guaranteed secu-
rities outstanding.

Estimated
holdings
Dec. 31,

1942 I

41.3
6.2

4.6
11.0

15.1
21.2

9.0
3.2

111.6

Change

June 30,
1942 to

Dec. 31,
1942

+14.9
+3.5

+.7
+2.1

+4.1
+8.1

+1.1
+ .4

+35.1

Dec. 31,
1941 to

June 30,
1942

+4.6
+ .4
+.2
+ .9

+1.1
+4.5

+ .9
+ .2

+12.7

June 30,
1941 to

Dec. 31,
1941

+1.7
+.1
+ .3

+1.0

+ .6
+4.3

+ .9
+ .2

+9.0

1 Estimates for commercial banks, mutual sayings banks, insurance
companies, and other investor group are preliminary.

large increase in the amount of funds avail-
able for investment by individuals and
corporations. Since the financial needs of
industry not supplied by the Federal Gov-
ernment were relatively small and the
amount of new corporate and State and
local Government securities was negligible,
the additional funds were largely available
for investment in United States Govern-
ment securities. Some of the available
funds were used to reduce private indebted-
ness, especially consumer debt.

In an effort to reach the largest possible
amount of these funds, the Treasury in
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cooperation with the Federal Reserve System
has sought to develop a war financing pro-
gram that would offer a wide variety of
securities designed to meet the needs of
every group of investors from the smallest
wage-earner to the largest institution.
Nonmarketable savings bonds and tax notes
are continually on offer, subscriptions by
nonbanking investors to periodic offerings
of marketable securities are allotted in
full, and there have been issues of long-
term bonds not available for purchase by
commercial banks.

In order to protect the investor against
the possibility of loss of principal, non-
marketable securities have been offered
which will be redeemed by the Treasury
at fixed prices. In addition, the policy of
the Treasury and of the Federal Reserve
System has been directed towards the
stabilization of prices and yields of market-
able securities. Investors in nonmarket-
able securities know in advance the prices
at which they will be able to redeem their
securities on any future date that they may
find it necessary to do so. Investors in
marketable securities know that prices and
yields are stabilized and that they will
obtain no higher yields by deferring pur-
chases to a future date.

The third line along which financing
policy has been developed has been the ex-
tension of the selling organization for
Government securities. The efforts of the
War Savings Staff have been increased. In
order to reach investors with larger
amounts of funds than can be placed in
savings bonds, Victory Fund Committees
were organized in May 1942. under the
auspices of the Treasury and the Federal
Reserve Banks and late in the year they
were greatly expanded. The selling efforts
of the Government reached their highest

114

point of development for 1942. in the Vic-
tory Fund Drive in December, in which 13
billion dollars of Government securities
were sold, substantially exceeding the pre-
viously announced quota of 9 billion.

The results of these financing policies are
reflected in the increased holdings of Gov-
ernment securities by nonbanking investors.
Nonbanking investors, other than Govern-
ment agencies and trust funds, increased
their holdings of Government securities by
6 billion dollars in the last half of the
calendar year 1941 and by 7 billion in the
first half of 1942.. In the second half of
i94x they absorbed 15 billion dollars of
Government securities. Federal Govern-
ment agencies and trust accounts absorbed
over a billion dollars in each half year,
while increases in holdings of commercial
banks and Federal Reserve Banks together
rose from z billion in the latter half of
1941, to 5 billion in the next half year, and
to 18 billion in the latest period. These
changes are shown in the table on the
preceding page.

EFFECT ON BANKING SITUATION

As a result of the large purchases of Gov-
ernment securities by commercial banks and
Federal Reserve Banks, bank deposits have
expanded rapidly in recent months. It is
estimated that commercial bank deposits,
other than those of the United States
Government and of other banks, increased
by 8 billion dollars in the latter half of
194X5 compared with 2. billion in the first
half and a similar amount in the preceding
six months. In addition, the amount of
currency in circulation has increased by
over 4 billion dollars in the past year. At
the end of 1941 United States Government
deposits exceeded 9 billion dollars, an un-
usually large amount. As these amounts

FEDERAL RESERVE BULLETIN
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are being rapidly paid out in 1943, they
add further to individual and business
deposits.

The total amount of bank deposits and
currency in circulation has increased since
the end of 1939 by 36 billion dollars, or
more than 50 per cent, and this growth has
been entirely in demand deposits and cur-
rency. Should banks be called upon in
1943 to purchase half of the increase in the
public debt as they did in 1942., the growth
in bank deposits and currency in this year
alone will again approach the 36 billion
dollar figure.

During i94x the Federal Reserve Banks
added 3.9 billion dollars to their holdings
of Government securities. This figure ap-
proximately equals the increase in circula-
tion of 4.3 billion dollars, less 400 million
dollars supplied by an increase in Treasury
currency. Reserves were also made avail-
able by reducing reserve requirements of
central reserve city banks. Notwithstand-
ing this reduction of 1.2. billion dollars, the
growth in bank deposits resulted in an
increase of about 1.8 billion dollars in re-
quired reserves for all member banks.
Temporary changes in Reserve Bank float,
in nonmember deposits at Reserve Banks,
and in other items supplied additional re-
serves to member banks at the end of 194Z
compared with the end of 1941, with the
net result that excess reserves showed a
decline of 1.1 billion dollars for the year.

FUTURE NEEDS

Continuation of bank purchases of Gov-
ernment securities in 1943 at the same rate
as in the latter half of i94i and continuation
also of the recent trend in the demand for
currency would necessitate large additional

supplies of reserve funds for banks in the
coming year. To the extent, however, that
depositors use their increased balances to
purchase more Government securities than
they have in the past, the necessity for
Federal Reserve operations will be reduced.

Nonbanking investors will be in a posi-
tion to make large purchases of United
States Government obligations in the next
18 months. Government agencies and trust
funds will increase their holdings by 5 bil-
lion dollars. Business concerns and in-
dividuals, as a whole, will have greatly
increased incomes during the period and the
supply of goods available for purchase will
be reduced and opportunities for other in-
vestment of funds limited. As pointed
out, they already hold exceptionally large
cash balances, which are likely to expand
further.

So long as most of the additional bank
deposits remain idle, the immediate in-
flationary consequences of their expansion
would be negligible. If, however, de-
positors should endeavor to spend their
funds even as actively as they did in 194X5
which was not a year of exceptionally
rapid turnover of deposits, the pressure on
prices would be serious.

It is for this reason that every effort
should be made to keep the increase in
commercial bank holdings of Government
securities at the smallest possible amount.
The collection of at least an additional 16
billion dollars annually from taxation, sav-
ings, or both, as recommended by the Presi-
dent, would be an important step in this
direction. In addition, it is of great im-
portance that as much as possible of the
remaining increase in the debt be sold out-
side of the commercial banking system.
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