
TREASURY DEPARTMENT

WASHINGTON

November 30, I93S

Dear Marriner:

Enclosed are copies of the memorandum and chart, and

a taMe showing "Treasury Bonds - Experience in Recent Periods

of Price Decline," which, you will recall, are the two analyses

the Secretary mentioned this morning.

Sincerely,

George C. Haas,
Director of Research and Statistics,

Mr. Marriner S. Eccles, Chairman,
Board of Governors of the Federal Reserve System,
Federal Reserve Building,
Washington, D. C.
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eon
levember If, 193«

Secretary Morgenthau

Mr. Haas

Subject: Importance of Bon-Market Absorption of Public Debt Is
1937 aa^ 1938 ,

1. An Important element In the underlying strength of the mar-
ket for Government securities since the spring of 1937 ***• been the
faet that the open market hat been called upon to absorb only a
small amount of the increase In the public debt* There was actually
a decrease of $64 millloss In the volume of Governments available in
the open market during the first ten months of 193$» despite an
Increase of $1,189 Billions in the total interest-bearing puolie
debt.

The accompanying chart brings into sharp focus the great impor-
tance during 1937 and 1938 of the non-market outlets for Government
securities*

f« The sharp break in the Government bond market that occurred
la the winter and spring of 1936-1937 too* place after a rapid and
large increase In the open market supply of Government securities*

I During the 18 months ended December 31* 193&* the open Market supply
of direct Governments increased by $H,7^9 Billions, and the total
direct interest-bearing public debt by $6,055 millions.

In very decided contrast are the figures for the M months
between January 1, 1937 £&& October 31* 1938*. during this period,
the interest-bearing public debt rose by $4,197 millions, but the
supply of Governments in the open market increased by only $7?7 Bil-
lions. The remainder was absorbed as follows;

(Millions of dollars)

Social security trust funds
United States Savings bonds 89?
Government Life Insurance Fund 60S
Civil Service Hetir«aent ?und 15U
Postal Savings System &>
Other governmental trust funds and agencies l6l
Adjusted Service bonds held by individuals and

Postal Savings bonds (reduction) - 150

let non-market absorption 3**7O

Some of the figures for October I93S. included In the totals, are
preliminary*
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Seere tary Itorgenthau -

The volume of dovernaeat-guaranteed obligations increased
millions during the past 2? aoaths, a l l ef which, together

with a reduction of #33 ai l l los* in such holdings by Sovernaeat
agencies and trust funds, was added to the open market supply. Of
the aggregate increase of $**f5**7 Billions la direct and guaranteed
Soveraaeat obligation* during the past 22 months, oaly $1,130 * U -
lioai was added to the open ©&rket supply.

h. Ae of October 31, 193^* governmental agencies aad trait
ftmds held direct aad guaranteed 0overa«ent obligations a e; ere gating
*5»133 alllioas* la addition, the Federal He&erve ^anks owned f , 5
•i l l ione of direct obligation*; and eoae $lf3^7 »illi©ns of the public
debt WM ia the fora of United States Sariage bonds, f3O3 millions in
the form of Adjusted Service bonds itsaed to veterans, aad $9? millions
la the fora of privately held Postal Sayings beads. These figures are
presented is greater detail in the table belo«*:

_. : Jtouraa- : _
Direct , *jkito- , total

(Millions of dollars)

Social Security trust funds 1,807 — l»8O7
Postal Savings System 9VI4 167 1 , 1 1 1
Government L i f e I n s u r a a c e Fund 77? — 77f
Civil Service letireaeat TvaA 1*63 — ^63
Federal D e p o s i t Insurance Corp* 369 — 3^5
Other gevernmental a g e n c i e s and

trust funds riUgp l 6 l u 6 l l

f e t a l - toveramettt ageacles and
trust fuads }

federal Reserve banks ?fl5©4
Uaited States Savings bonds 1»3&7 — 1,367
Adjusted Service loads held by

iadivldmls 303 — 303
Privately held festal Savings beads _ $2 .«- ri 9?

Total non-market holdings 9,131

Some of the figures for October 1938, Included ia the totals, are
preliminary..

Mtachawsnt

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



o
MARKET vs. NON-MARKET ABSORPTION OF INCREASE IN

INTEREST-BEARING PUBLIC DEBT SINCE JUNE 30, 1935
1935
s N

M J
1938

* Excludes series hald by Government Life insurance Fund
t Old Age Reserve Account, Railroad Re.tiro.mant Account, and Unemployment Trust Fund

J M M
1939

o

Office of the Secretary of the Treasury
Di.luoo of HMirck ud Stati.lici B-144
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Treasury Bonds

Experience in Recent Periods of Price Decline

(Deolaals are thirty-seconds)

Issue
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Division of Research and s tat i s t i cs . Howaber 23, 193g
yield at beginning of price decline, these.figures give the number of

months1 yield lost by price decline* Por example: A bond yielding 1 percent would
lose 12 months1 yield i f i t declined in price by 1 i>oint.Digitized for FRASER 
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December 5,

De&r George:

This in to thuak you for your
lat ter of SoToaber Wth enalc?siag the
interesting analyses mentioned by the
Secretary* I fitppx^oiate your
in s^odiag s^ the copy of the
chart and tabi.e.

Siiscer©lj yours.

M. S. Bccles,

Mr, George C. Haas,
Director of Research and Statistics,
Treasury Itepartaent,
fashingtoa, ©• C#

':b
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