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Treasury Debt Operations 
in the First Half o f 1964

I  HE UN ITED STATES TREASURY conducted four major 
refundings and made one special cash offering to the public dur
ing the first six months of 1964. These operations, plus the regular 
weekly offerings of 91- and 182-day Treasury bills and the regular 
monthly offerings of one-year bills, provided the Government 
with funds needed to finance its activities. In addition, the terms 
of these offerings were designed to contribute to economic sta
bility and to provide a balanced debt structure.

Economic conditions were generally favorable for issuing 
longer term obligations during the first half of 1964. Cash needs 
of the Treasury were seasonally light. Domestic business activity 
was at a high level and expanding, and interest rates were nearly 
stable. Fiscal and monetary actions were stimulative; taxes were 
cut sharply early in the period, and the money supply had ex
panded at a 3.7 per cent annual rate since September 1962, about 
double the average rate since 1951. The country’s balance of pay
ments showed considerable improvement, reducing the need for 
the Treasury to issue short-term securities to prevent declines in 
short-term interest rates.

Details of the four refundings in the first half of 1964 and the 
April cash offering are presented on the following pages and sum
marized in Table I. In addition, the table lists the regular one- 
year bills issued during the period. At the beginning of January 
the public debt, subject to debt limitation, totaled $310 billion, 
and over the six months it changed only slightly as redemptions 
nearly matched the new issues. Since tax receipts are higher in 
the first half of the year, the Treasury typically reduces the debt 
in this period.
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January Offering of Tax Anticipation Bills—On
January 9, the Treasury offered $2.5 billion of 159- 
day June tax anticipation bills. The funds obtained 
from this issue were used to redeem $2.5 billion of 
one-year bills maturing January 15. Subscriptions 
totaled $2.8 billion, and the average rate on ac
cepted bids was 3.65 per cent.

January Advance Refunding—In early January, 
the Treasury announced a major advance refund
ing operation. Outstanding securities totaling 
$24.7 billion were involved—$15.3 billion held by 
the public (i.e., outside the Treasury trust funds 
and the Federal Reserve Banks). Holders of these 
securities — notes and bonds maturing between 
August 1964 and May 1965—were given the op
portunity to exchange them for 4 per cent bonds 
of August 1970 or 4% per cent bonds of May 
1975-85.

The Treasury’s objective in the January advance 
refunding was to achieve some debt extension and 
to provide for additional flexibility in debt opera
tions later in the year. Early January was deemed 
an opportune time because of the stability of in
terest rates; also, an improved cash outlook for the 
Treasury eliminated the need for cash borrowing 
at that time.

Exchange subscriptions received amounted to 
$2.2 billion ($2.0 billion by the public) for the 4

Table I

TREASURY MARKETABLE DEBT OPERATIONS 
JAN. 1 -JUNE 30, 1964

(Excluding re gu la r w ee k ly  Treasury b il l o ffe rings)

Date
Issued

Am ount
(b illions) Issues Type o f O pe ra tion

Jan. 3 $ 1.0 1-year Bills 12-31-64 Cash o ffe rin g
Jan. 15 2.5 Tax Bills 6-22-64 R efund ing  o f 1-15-64 b ills
J a n .22 2.2 4 %  Bonds 8-15-70 Advance re fu n d in g  o f six

.7 4 % %  Bonds 5-■ 1 5 -7 5 /8 5 1965 and 1966 issues
Feb. 6 1.0 1-year Bills 1-31-65 Cash o ffe ring
Feb. 15 6.2 3 % %  Notes 8-13-65 R efund ing  2-15-64 

m aturities
1.8 4 %  Notes 8-15-66 R efund ing  2-15-64 

m atu rities
M ar. 3 1.0 1-year Bills 2-28-65 Cash o ffe rin g
A p r. 8 1.0 3 % %  Notes 8-13-65 Cash o ffe rin g
A p r. 8 1.0 1-year Bills 3-31-65 Cash o ffe rin g
M ay 6 1.0 1-year Bills 4-30-65 Cash o ffe rin g
M ay 15 8.5 4 %  Notes 11-15-65 R efund ing  5-15-64 

m atu rities
1.5 4 % %  Bonds 5-15-74 R efunding 5-15-64 

m atu rities
M ay 28 1.0

$30.4

1-year Bills 5-31 -65 Cash o ffe rin g

Source: Treasury Bulletin

per cent bonds, to which allotments were made in 
full. Subscriptions totaled $892 million ($742 mil
lion by the public) for the 4% per cent bonds, to 
which allotments of $748 million were made.

Compared with some previous advance refund
ings, the January offering was small in volume and 
produced a low subscription rate (subscriptions by 
the public as a proportion of their holdings of se
curities eligible for exchange). Eligible securities 
outstanding totaled $15.3 billion, and the sub
scription rate was 18.1 per cent. In the September 
1963 refunding, $23.0 billion in eligible securities 
were outstanding, and the subscription rate was 
28.4 per cent.

Despite a modest yield inducement on the 
longer maturities offered by the Treasury, most 
investors were reluctant to exchange for them. Ap
parently, interest rates were expected to rise along 
with the anticipated expansion of business activ
ity. Such expectations lessened the appeal of long
term securities because a rise in yields means a 
greater decline in prices of long-term than of 
short-term securities.

February Refunding—The Treasury followed its 
January advance refunding with a large refunding 
operation in February. Holders of $6.7 billion of 
3lA per cent certificates and $1.6 billion of 3 per 
cent bonds, both maturing on February 15, were 
offered in exchange 3% per cent 18-month notes, 
at a discount to yield 3.96 per cent, and an addi
tional amount of 4 per cent 30-month notes at par. 
The public’s holdings of maturing certificates and 
bonds totaled $4.3 billion.

Attrition on this refunding was quite low as only
7.8 per cent of the publicly-owned securities were 
turned in for cash. This response probably resulted 
because of shorter maturities offered and may 
have indicated that there was some downward 
revision of yield expectations in late January. The 
administration had revised downward its spending 
estimates for the year, thus reducing the need for 
Treasury borrowing. Also, the balance of pay
ments had shown some improvement, which 
helped to remove speculation about a shift to less 
easy monetary policy.

April Cash Offering—In late March, the Treas
ury announced an offering for cash of $1 billion of 
3% per cent Treasury notes due August 13, 1965. 
These notes were priced to yield 4.10 per cent. 
This offering was designed to complete the Treas
ury’s cash needs for fiscal 1964, ending June 30.
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Better-than-expected tax receipts had reduced 
cash borrowing needs below earlier estimates.

Response to this cash offering was unusually 
heavy. Subscriptions received totaled $10.2 billion 
— $8.4 billion from commercial banks. Banks were 
attracted by the tax and loan account privileges 
offered on this issue. This feature allows commer
cial banks to make payment by crediting the 
Treasury’s tax and loan account and increases the 
effective rate of return by giving the bank use of 
the funds until they are “called” by the Treasury. 
Total allotments were $1 billion.

May Refunding—The final sizable refunding op
eration of the first half of 1964 took place in early 
May. The Treasury had a large cash balance and 
was thereby in a position to absorb above-average 
attrition. Of the $10.6 billion of certificates and 
notes maturing on May 15, $4.2 billion were held 
by the public.

In an attempt to achieve additional debt ex
tension, the Treasury offered a 4V4 per cent 10- 
year bond at par. In addition, the Treasury offered 
a 4 per cent 18-month note at 99.875 to yield 4.09 
per cent. Investor response to the longer term is
sue was relatively large, apparently indicating 
that investors were expecting yields to remain 
stable or decline. Private investors took in ex
change for the maturing rights $2.1 billion of the 
notes and $1.5 billion of the 10-year bonds. The 
bonds had considerable appeal because at that 
time no comparable maturity issue carried a cou
pon as high as 414 per cent. Attrition on the 
publicly held portion of the ma
turing securities amounted to an CHART 2 
estimated 14.3 per cent.

Economic Effects
Treasury debt operations have 

an influence on economic activity 
by affecting the level and struc
ture of interest rates and by af
fecting the volume of liquid as
sets held by the public. The exact 
effect of debt operations is diffi
cult to assess, however. Interest 
rates also reflect private supply 
and demand for funds and ac
tions by the monetary authori
ties. Liquidity of a security is 
measurable only in rough terms, 
and little is known about changes

CHART 1 Yie lds on U.S. G overnm ent Securities
Per Cent Per Cent
)

Ma rch 31, 1964 January 2, 1964

1 / r j p June 30, 19M *■

J "

>T -— i i ------------------- i i — 5
Yea rs  to M aturity

in the public’s demand for liquid instruments.
During the first quarter of 1964, interest rates 

moved upward slightly (Chart 1). The volume of 
securities sold by the Treasury probably had 
little to do with this rate increase since the out
standing Federal debt changed only slightly. 
There was little change in the structure of rates, 
except for intermediate-term (3- to 5-year) yields 
which increased more rapidly than long and short 
yields late in the quarter. Since the Treasury did 
not issue any securities within this range, this rate 
increase must have resulted primarily from other 
factors. Despite two significant refunding opera
tions during the first quarter, the average maturity 
of the Federal debt remained essentially un
changed (Chart 2).

Average Maturity 
Marketable Government Debtof the

Years to Maturity Years to Maturity

Source*. U .S. T re a s u ry  D e p a r tm e n t
L a te s t d a ta  p lo t te d :  2 n d  Q u a r te r  1 96 4 , p r e l im in a r y
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CHART 3 Short-Term Government Securities
Held by Nonbank Public TREASURY MARKETABLE SECURITIES 

MATURING JULY 1-DEC. 31, 1964

(Excluding re gu la r w eek ly  Treasury b ills)

Table II

M a tu rity Am ount
Date (b illions) Issue

Ju ly  15 $ 2.0 3 .582%  Special Bill
Aug. 15 2.0 5 %  Note

4.1 33/4 %  N ote

A ug . 31 1.0 3 .575%  Bill
Sept. 30 1.0 3.586%  Bill
Oct. 1 .5 i y 2 %  Note
Oct. 31 1.0 3 .633%  Bill
Nov. 15 3.9 4 % %  Note

6.0 3 % %  N ote
N ov. 30 1.0 3 .590%  Bill
Dec. 31 1.0 3 .707%  Bill

$23.5

Source: Treasury Bulletin

Yields tended to move downward slightly dur
ing the second quarter. Intermediate- and long
term yields decreased to levels prevailing at the 
beginning of the year. Bill yields decreased to 
below the January 1 level in June. It does not ap
pear that the Treasury was a significant force 
tending to cause the lower yields. The Treasury 
attempted to exploit the easing credit conditions 
in an expanding economy to lengthen the average 
maturity. Preliminary estimates show that it was 
successful only in countering the passage of time.

An alternative measure of the effect of Treasury 
debt management operations on the public's li
quidity is the volume of short-term obligations 
held by the nonbank public rather than the aver
age maturity of the debt. Short-term marketable 
obligations of the Federal Government are gen
erally considered to be liquid, but other issues are 
not generally considered as liquid regardless of 
maturity because they fluctuate more in price with 
interest rate changes. Chart 3 presents a time 
series of Government securities maturing within 
one year plus the “phasing in” of those maturing 
within the one- to two-year range.

By this measure, debt management during the 
first half of the year was somewhat restrictive 
in its impact on the economy. Nonbank holdings 
of short-term marketable securities declined from 
a seasonally adjusted average of $53.4 billion in 
the fourth quarter of 1963 to an estimated $52.2 
billion during the second quarter of 1964.

In summary, debt officials took actions to 
lengthen the maturity of the debt during the first

six months of 1964. Economic conditions and 
monetary and fiscal actions provided a favorable 
environment for some debt extension, and it was 
widely felt that a longer average maturity of the 
Federal debt would be desirable. Despite the ac
tions taken, the debt was not lengthened since the 
passage of time offset the actions of the Treasury. 
Evaluation of the impact of these operations on 
the economy is difficult, but the effects on both 
interest rates and the public’s holdings of liquid 
assets appear to have been slight, indicating nei
ther a strong stimulative nor dampening effect.

Prospects for the Balance of 1964
The Treasury is expected to engage in several 

large refundings and to make two or three cash 
offerings during the remainder of this year. Table
II lists the outstanding marketable Treasury issues 
(excluding 91-day and 182-day bills) that will ma
ture during this period. These $23.5 billion of se
curities will need to be replaced or redeemed. 
Debt officials currently forecast that $7-9 billion 
in new cash will have to be raised, primarily to 
provide funds for seasonal needs. In addition, 
economic conditions may be appropriate for ad
vance refundings of securities with maturities in
1965 or after.

Interest rates, maturities, and other terms
placed on the new issues will be set in view of
market conditions and the level of and prospects
for economic activity at the time of the offerings.
The economy at mid-year is strong and apparently
rising, indicating that some debt lengthening may
be appropriate. X/r ^

r r  r  K e i t h  M. C a r l s o n
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