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The Third W ar Loan Drive

F i f t e e n  billion dollars— to be borrowed without call
ing upon the banking system for subscriptions— is 

the unprecedented goal of the Third War Loan Drive 
which opens September 9. This is the first drive in which 
no securities will be offered to commercial banks. A  sep
arate offering of securities for which banks may sub
scribe, however, is expected in October. Fifteen billion 
dollars, which must be supplied out of the bank deposits 
and currency holdings of individuals, insurance com
panies, business corporations, and other non-deposit- 
creating institutions, is nearly twice as much as the 
amount borrowed from non-bank sources in the Decem
ber drive, and 11 percent more than the amount obtained 
from those sources in April. But fifteen billion dollars is 
also only one-seventh of estimated Federal expenditures, 
and less than one-fourth of the estimated net increase in 
the public debt, for the 1943-44 fiscal year. The securi
ties to be offered in the drive include Series E, F, and G 
War Bonds, Series C Savings Notes, 2)4 percent bonds 
of 1964-69, 2 percent bonds of 1951-53, and %  percent 
certificates of indebtedness.

The Paftern of Treasury Securities Offerings

With the announcement of the terms of the Third 
War Loan Drive, the program adopted by the Treasury 
in its borrowing operations falls into three parts. First, 
there is the continuous offering of War Bonds, provid
ing individuals with the opportunity to invest regularly 
in small denomination securities through payroll deduc
tion programs and by direct purchase. Second, there are 
large-scale and intensive drives, some months apart, 
during which funds are sought from all types of in
vestors except commercial banks. Issues offered during 
these drives, in addition to the War Bonds, are adapted 
to the requirements of larger investors. Third, there are 
offerings of issues in which banks as well as other buyers 
may participate, including the weekly issue of 91-day 
Treasury bills and intermittent issues of other securities 
(at times other than during war loan drives) with ma
turities ranging up to 10 years.

Importance of Purchases of Securities by Individuals

In its borrowing, the Treasury is confronted with the 
task, not merely of raising money, but of raising it in

such a way that inflationary pressures will be curbed as 
much as possible. Consumer incomes have increased 
markedly since 1939. Much of this increase has been the 
inevitable accompaniment of the mobilization and use of 
all available resources in production, reflected in the in
crease in numbers of employed and of longer hours of 
work, to cite only two examples. This expansion in in
comes has occurred, however, at a time when the necessi
ties of war have curtailed the volume of goods and serv
ices available for purchase by civilians. Basically, these 
two developments are the source of the current pressure 
upon prices.

Income payments to individuals in June were estimated 
by the Department of Commerce to have been at an annual 
rate of 142 billion dollars and for the entire calendar year 
1943 will probably total 142 billion. The value of the avail
able supply of consumer goods and services during the 
year, at present prices, is estimated at about 88 billion 
dollars. After payment of direct taxes of approximately
17 billion dollars, disposable income of consumers will 
exceed the goods and services available by some 37 billion.

The more the increased incomes of the public as a 
whole may be diverted from the stream of civilian spend
ing, the more effectively may pressure upon prices be 
held in check. Taxation and savings are the two major 
means by which this diversion may be accomplished. 
Federal taxes have increased but collections still fall far 
short of absorbing any large portion of the expanded in
comes of the public. The urgency of increased saving by 
the public for investment in Government securities is 
readily evident and explains the emphasis upon sales of 
Government securities to investors other than commercial 
banks, especially to individuals. Purchases of securities 
by commercial banks do not absorb funds of the public 
available for expenditure but lead directly to the creation 
of additional funds.

Increased saving for investment in Government securi
ties by individuals does not only provide the Treasury 
with more money for war expenditures. It also reduces 
demand for goods; it thereby makes easier the mainte
nance of price ceilings, and checks price increases which 
would detract from the war effort and reduce the pur
chasing power of incomes and savings.

★  te a c h  th e  A tta c k  ★  B u y  W a n - (io s u H i ★

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

August 01, 1943


