
THE FEDERAL DEBT
Composition and Ownership

Federal debt outstanding increased more than 
$100 billion during the past ten years to total almost 
$402 billion. Most of this growth was concentrated 
in U. S. Treasury marketable bills and notes and 
special nonmarketable Treasury issues to Govern
ment agencies and trust accounts. The average ma
turity of the marketable debt increased to 5 years 
4 months by the end of 1965 but then steadily de
clined to 3 years 4 months by the end of 1970. 
Official accounts, including the Federal Reserve 
System, have increased their holdings of the Federal 
debt more than any other group. Individuals ac
counted for the largest increase in debt holdings 
within the private sector.

Composition Based on the recommendation by 
the President’s Commission on Budget Concepts, the 
Federal debt is defined to include debt instruments 
issued by Government organizations whose expendi
tures and receipts are included in the new unified 
budget adopted in January 1968. The Federal debt, 
shown in Table I, equals the sum of public debt and 
direct agency debt. Direct agency debt excludes 
debt of Government-sponsored agencies.

Tab le  I

COMPOSITION OF THE FEDERAL DEBT 
(In millions of dollars and percent of total)

Dec. 31, I9 6 0  Dec. 31, 1970

PU B LIC  DEBT  

M arke tab le :

T reasury bills 39,446 13% 87,923 2 2 %
Certificates o f

indebtedness 18,442 6
T reasury notes 51,284 17 101,227 25
Treasury  b on d s 79,794 27 58,563 15

N o n m arke tab le :
U. S. sa v in g s  bonds 47,159 16 51,842 13
Foreign  series 5,698 1
O ther 6,300 2 3,894 1

Spe cia l issues to G o v 
ernm ent a ge n c ie s  a n d
trust fu n d s 44,346 15 78,106 19

N on interest a n d
m atured debt 3,397 1 1,907 0

Tota l g ro ss  public debt 290,217 98 389,158 97

A G E N C Y  DEBT' 6,623 2 12,491 3

FEDERAL DEBT 296,840 100 401,649 100

Debt subject to 
sta tutory  ce iling 290,165 391,626

1 Excludes G ove rn m e n t-sp o n sore d  a ge n cy  debt. 

Source: U. S. T reasury Departm ent.

The largest component of public debt is U. S. 
Treasury marketable securities— Treasury bills, 
notes, and bonds. This type of debt is the most 
important part of the public debt not only because 
of its volume but also because of its marketability 
and use as the major instrument for conducting Fed
eral Reserve open market operations. These issues 
are attractive to private investors because they carry 
no credit risk and can be sold readily before maturity 
in a well-developed secondary market.

The composition, both by maturity and type, of 
this marketable debt changed significantly in the 
1960’s partly as a result of the 4 )/\°/o statutory ceil
ing on interest rates payable on bonds with seven 
or more years to maturity. Because market rates 
have exceeded this limit, no bonds have been issued 
since May 1965, and the increase in debt has been 
in bills and notes. Advance refundings, i.e., allow
ing holders to exchange outstanding debt prior to 
maturity for newly issued debt, successfully extended 
the average maturity of the debt during the first 
half of the 1960’s. This technique was not used 
again until the February 1971 refunding because of 
high market interest rates and capital gains taxation 
complications that make advance refunding less at
tractive to investors.

The volume of savings bonds increased slowly but 
steadily through 1968. During 1969 and 1970, how
ever, investors redeemed more than they purchased 
because of higher interest rates on alternative forms 
of financial investment. Preliminary data suggest 
that this trend may have been reversed, as rates on 
competing savings instruments have declined below 
the Sy2%  rate on U. S. savings bonds (effective 
June 1, 1970) and as consumers continue to exhibit 
a high propensity to save.

Special nonmarketable debt issued by the Treasury 
to Government agencies and trust funds increased 
nearly $34 billion from 1960 to 1970. These trust 
funds comprise contributions arising from various 
insurance, retirement, and unemployment programs, 
and may not be placed directly into the Treasury’s 
general revenue fund to cover general expenditures.

The Government agency debt currently includes 
issues of the Federal Housing Administration, the 
Government National Mortgage Association, the Ex- 
port-Import Bank, the Tennessee Valley Authority, 
and some mortgages of the Defense Department.
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C h art  1

GROWTH OF 
MAJOR COMPONENTS OF FEDERAL DEBT

D E C E M B E R  31, 1960 T O  D E C E M B E R  31, 1970
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crease resulted from higher returns on alternative 
investments and reductions in demand for liquidity 
by these institutions.

Commercial banks are the only private group that 
have shown an ownership pattern other than the 
downward trend since 1965. Banks have increased 
their holdings during periods of financial ease (1967, 
1968, and 1970) and have reduced their holdings 
during periods of monetary restraint (1966 and 
1969). The increased use of certificates of deposit 
as a source of funds also has enabled banks to sub
stitute higher yielding but less liquid agency issues 
in state and local government securities for the more 
liquid U. S. marketable securities.

Individuals recorded the largest gain in owner
ship within the private sector. Most of the increase 
in holdings came in 1969 as market interest rates 
rose above rates banks and thrift institutions were

Almost 60%  of the agency debt included in Federal 
debt is composed of participation certificates issued 
by the Government National Mortgage Association. 
Agency issues grew rapidly from 1965 through 
1968, but then declined sharply at the end of 1968 
due to the change from public to private ownership 
of the Federal National Mortgage Association, the 
Banks for Cooperatives, and the Federal Inter
mediate Credit Banks. The volume of agency debt 
included in the Federal debt has declined since 1968 
and is expected to decline further as a result of the 
runoff of participation certificates originally issued 
by the Federal National Mortgage Association.

Ownership The type of Federal debt has been 
a significant determinant of the distribution of its 
ownership. Ownership of two of the four major 
components of Federal debt is restricted. Com
mercial banks may not purchase U. S. savings bonds 
for their own account, and an annual purchase limit 
of $5,000 has resulted in individuals being the main 
holders. Government trust accounts and agencies 
are the only holders of special Treasury issues.

Federal Reserve Banks and the U. S. Government 
trust accounts acquired $44 billion of the $58 billion 
increase in the total volume of U. S. marketable 
debt since 1960. A  large part of this increased 
ownership is attributable to open market purchases 
conducted by the Federal Reserve. All other in
stitutions included in the Treasury’s survey of 
ownership, except state and local governments, have 
reduced their holdings of these securities. This de-

C h art  2

OWNERSHIP OF U. S. MARKETABLE DEBT 
BY TYPE OF SECURITY
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Source: T reasury  Bulletin. 

__________________

Bills N o te s Bonds  
& C.l.

D E C E M B E R  31, 1970 1
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C h art  3

OWNERSHIP OF U. S. MARKETABLE DEBT 
BY FINAL MATURITY
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permitted to pay on time deposits. Purchases of 
Treasury bills by individuals declined in early 1970 
when the Treasury raised the minimum purchase 
requirement from $1,000 to $10,000.

Ownership of the U. S. Treasury marketable debt 
by maturity is partly determined by institutions’ 
liquidity needs, maturity composition of liabilities, 
and inflows of cash. Liquidity needs are met best 
by maintaining a position in short-term rather than 
long-term securities since price fluctuations of the 
former are less. Commercial bank ownership is 
concentrated in securities with less than five years 
to maturity since a large part of bank liabilities are 
subject to immediate withdrawal. Conversely, long
term issues are the major portion of life insurance 
companies’ portfolios since their cash outflow is pre
dictable and is generally less than the cash inflow 
from premium payments. Even so, most institutions 
have increased their relative share of short-term se
curities as a result of the change in the composition 
of supply in the 1960’s and of the tight credit con
ditions in the late 1960’s.

Government Sponsored Agencies Debt issued by 
Banks for Cooperatives, Federal Home Loan Banks. 
Federal Intermediate Credit Banks, Federal Land 
Banks, and the Federal National Mortgage Associa
tion is not classfied as Federal debt even though the 
sponsored debt is commonly considered a part of 
total agency debt. Government sponsored debt has 
grown from $8 billion to $38 billion during the past 
decade and is expected to continue to grow in im
portance, especially that of the Federal National 
Mortgage Association. Virtually all sponsored 
agency debt is held by private investors. This debt 
is not subject to the 4^4% ceiling and is not included 
in the statutory debt limit.

James R. McCabe
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