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As part of the policy of distributing the increase in the debt
arising from the national defense program to the savings groups of tto
country rather than to commercial banks, it has been suggested that a
large amount of funds could be raised from investors "who would be inter-
ested in a short-teim security if available in large amounts and at rea-
sonable rates of interest* At current negligible rates, Treasury bills
are attractive as an investment principally to large commercial banks •
There is also a demand from individuals for the avoidance of personal
property taxes and from some large corporations as a favor to their bank
to permit a reduction in Federal Deposit Insurance Corporation assess-
ments*

TNith a larger supply of bills and a higher rate holdings out-
side the banking system -would increase* The rate on market issues of
Treasury bills could be increased to a point that would bring in a large
non-bank demand, however, only by reducing excess reserves, which would
depress the bond market* If the Treasury should issue a certificate
paying a coupon of perhaps l/2 of 1 per cent, a large part of the issue
would go to banks*

To avoid these difficulties the suggestion has been advanced
that the Treasury issue a non-negotiable short-term security which would
be sold to any investor other than commercial banks* Past fluctuations
in holdings of certificates and bills outside the banking system, which
show a variation between $200,000,000 and $1,300,000,000, are not of
much help in estimating the market on such an issue* The reason is that
the market supply has never been large, reaching a peak of about $2,600,-
000,000 and averaging over the past 12 years only $1,500,000,000* If a
larger supply had been available during this period it seems likely that
non-bank holdings would have been at a higher level •

Some indication of the amount of funds that would be available
for such purchases is afforded by figures on the cash holdings of non-
financial corporations* Cash and marketable securities of non-financial
corporations at present are estimated to be in the neighborhood of $10,-
000,000,000, or about $1,500,000,000 larger than at the end of

The paragraphs regarding non-financial corporations have been prepared
in cooperation with Mr* Hersey*
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Much of the increase has occurred at the larger manufacturing companies,
while it is estimated that cash holdings of public utilities, railroads,
and smaller manufacturing and mercantile companies have increased by
only a small amount relative to their total holdings* These non-financial
corporations hold approximately 20 per cent of this amount, or $2,000,-
000,000, in marketable securities, short-term and other, while the re-
mainder is held in cash* Over a period of years the maximum of their cash
or equivalent held in the form of marketable securities has been around
30 per cent* It is estimated that the proportion that they would be will-
ing to hold in marketable securities might be somewhat higher than this,
but iiot more than ij.0 per cent, indicating that they might be willing to
purchase from $1,000,000,000 to $2,000,000,000.

Corporation cash assets probably will not increase much further
in the next few years* The extraordinary growth in cash holdings of
manufacturing concerns in the last three years was probably due chiefly
to temporary declines in inventories and receivables and to temporarily
low expenditures for plant and equipment at a time when current earnings
were increasing rapidly* Additional investments in inventory, plant, and
equipment will probably be at a higher rate in the next few years*

Among financial non-banking corporations the latest cash hold-
ings are in the hands of life insurance companies, which generally are
not interested in short-term securities and probably would not purchase
substantial amounts* Trust funds administered by banks are probably not
carrying excessively large amounts of uninvested cash* Cash holdings of
individuals, however, are probably large* This is indicated by the fact
that adjusted demand deposits now total $30,000,000,000, compared with
$16,000,000,000 in 1929 and a low of $12,000,000,000 in 1932* Individuals
who desire to hold these issues for the purpose of avoiding personal
property taxes might buy $200,000,000 to $1+00,000,000. No basis has been
found for estimating the remaining individual demand, but since most in-
dividuals are not interested in fractional rates it is difficult to see
how this demand could exceed a few hundred million dollars*

A non-negotiable short-term security might not be as attractive
to these groups as a marketable issue, however, since it could not be
liquidated as easily* If it could be redeemed only on interest-payment
dates and on 30 days1 notice, the holder would have to anticipate his
need for cash from one to seven months in advance* This is very differ-
ent from holding short-term marketable securities which can be readily
sold in the market in one or two days*

In conclusion it is estimated that the demand from non-financial
corporations might total $1,000,000,000, taking into account the present
and expected size of their cash assets and the amount that they might be
willing to place in an issue with a satisfactory rate but without ready
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marketability. The demand from individuals is more difficult to
estimate, but as a guess it might run between $500,000,000 and $1,-
000,000,000; the total demand, therefore, might be between $1,500,-
000,000 and $2,000,000,000*

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




