July 3, 1942.

Honorable D. W. Bell,

Under S8ecretary of the Treasury,
Washington, D. C.

Dear Dan:

The attached is a copy of a memorandum
which I left with the Secretary this momning,
outlining the recommendations of the Exeocutive
Committee of the Open Market Committee, the title
"A Specific Pinancing Program for July, August
and Septlember”.

I would greatly appreciate it if you,
George Haas, and other members of the staff
would study our recommendations prior to a meet-
ing which I hope we can have sometime week after
next for the purpose of trying to get together
on our suggested program or some modification of
it so we can make some definite recommendations
to the Becretary as early as possibls.

S8incerely yours,

Bnclosure

MSE:VE:b
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July 3, 1942

TREASURY FIHANCING
Confidentisl

; A total of 6 billiom dollars will have to be borrowed by the
Treasury in the next three monthes in order to meet requirements, This
estimate allows for receipts from special issues to trust accounts, from
war savings bonds, from tax notes, and from the weekly issuance of 300
million dollars of bills,.

The following speeific financing program is suggested for the
three-month period:

1, Intermediate Treasury bonds. An offering would be made
on or about July & of 2,0 billion dollars of Treasury bonds., Various al-
ternatives for this financing are given below,

2, Treesury bills, The weekly offering would be increased to
350 million dollars for the issue dated July 22 and possibly to 400 mil-
lion dollers for the issue dated August 5., Although a substantial part
of the offering dated July 1 wae taken by the System Account, this mey de
attributed largely to the faet that the entire 300 million dollars con-
stituted new funds. It would appear preferabls to continus thy 300 million
doller offering for the issues dated July & and 15 and to increass the of-
fering to 350 million dollars for the issue dsted July 22, After two weeks
et the 350 million dollar level the offering possibly could be raised to
400 million dollars, By the end of SBoptember this source would have pro-
vided 1,0 billion dellars of funds,

3+ Long registered Treasury bonds, An additionsl open~end is-
sue of registered 2 1/2 per cent bonds would be announced before the begin-
nipg of trading in the present issue on July 6. In order to avoid confusion
in the market the date of tiis issue might be advanced to September 1962-67
or the 60-day prohibition on trading might be eliminated, The books would
be opened within a few days after the closing of the books on next week's
offering and would be kept open until some time in September., This issue
would provide between 500 and 750 million dollars.

4e Short nonmarketable Treasury notes. An open-end issue of

short nonmarketable notes would be offered as soon as the Treasury can come-
plete the necessary preparations, This unight be about the first of August,
The books would ramain ppen indefinitely, as is the case with savings bonds
and tax notes, It seams likely that from 1.0 to 2,0 billion dollsrs could
be raised through this issue by the end of September, This issue as well
28 the long registered bonds would be actively promoted by the Victory Fund
Comuitteea,

5¢ Certificates of indebtedness, Although the market for cer-
tificates is easier at the present time, an issue of l.5 or 2,0 billion
dollars probably could be sold in September, The amount of the offer-
ing would depend in part om the amount of funds raised in the interim
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CONFIDENTIAL il e

through the other sources mentioned above., As the maturity of certifi-
cates is gradually increased to a year with a resultant increase in

the coupon rate, these issues will become more attractive to commercial
banks outside of the large cities and to investors other than commercial
banks,

This program is ‘ubnlaiod below., The smaller amounts shown
in the range would raise 6,0 billion dollars, and the larger amnounts
would raise 7.75 billion dollars.

Period Issue Amount,
(In billions of dollars)

July Intermediate Treasury bonds 2,0
July - Sept. Treasury bills 1,0
July - Sept. - Long registered Treasury bonds 5 = 75
Aug. - Sept. Short nonmarketable Treasury notes 1.0 - 2,0
Sept. Certificates of indebtedness -

Total 6.0 ~ 7.75

Hegarding next week's financing the following suggestions
are made:

1, A single issue instead of two issues would be in the direction
of keeping the number of individual issues at the lowest possible point
and would avoid the market difficulties that sometimes arise when two
issues of different attractivensss are offered at the same time,

2, The single issue might be of 2, 2 1/8, or 2 1/4 per cent
bonds, Since there is a large amount of bonds that are due or callable
in the period where 2 per cent bonds offered at par would fall, such
an issue would have some disadvantage. From the point of view of the
Treasury's maturity distributien 2 1/4 per cent bonds would be desirable,
but since they would be callable in more than 10 years and would mature
in more than 12 years they would be slightly long for commercial banks,
who will be the principal market in this financing. Une solution would
be to offer 2 per cent bonds of March 1950-52 at a slight discount,

Such an innovation would be popular with investors, who have a preference
for discount issues, One objection would be the possible psychological
effect of a Treasury offering at less than par, Perhaps the best
solution would be 2 1/8 per cent bonds, which would be callable early

in 1951, a period in which there is a relatively small amount of out-
standing issues and a period also that would be more suitable for
commercial bank investment,

3. 1f two issues are offered, the second issue might be of
notes of sbout three or four years. Notes with a coupon rate of 1 1/4
per cent would fall in about Juns 1945 and would be attractive to com-
mercial banks. Instead of anmouncing the amount that will be allotted
on each issue, it would seem preferable to announce the total amount
only and to allot each issue in &ccordance with the amount of sub-
scriptions received on each issue,
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CONFIDENTIAL -3-

4e It is suggested that subscription rules should not be
applicable tc this offering, except that full allotment should be
given to subscriptions of $25,000 or less.

This program is designed to cbtain ocutside of the commercial
banking system the largest possible proportion of the required 6 billion
dollars, A considerable part of this would be accomplished by the issue
of nonmarketable notes, The exjsting amount of reserves could be made
more effective by increasing the demand from smaller beanks and an
additional amount could be obtained from investors other than commercial
banks if the buying rate on new issues of bills should be increased to
1/2 of 1 per cent, This could be done with the least disturbance after
next week's offering is subscribed and the secondary distribution largely
completed. The rate on lssues already outstaending at the time of the
increase would remain at 3/8 of 1 per cent.

If the program that is adopted should result in a substantial
amount of purchases by commercisl banks, it would appear necessary for
the System Account to purchase a substantial amount of securities or
for the Board to reduce the reserve regquirements of central reserve
city banks. From the point of view of reducing the inflationary effect
of Governament financing it would appear preferable to offer all of the
various types of securities mentioned in the early part of this memorandum.
The Vietory Pund Committees would actively promote the sale of these
securities. The suggested increase in the bill buying rate would be
another anti-inflationary factor. After all methods of reaching in-
vestors other than commercial banks had been tried and the largest
possible amount of funds obtained from these investors, it would then
be possible to determine the amount of securities that it is absolutely
necessary for commercial banks tc purchase., In that event a program
could be developed for whatever open-market operations, or reduction
in reserve requirements, or both as would be necessary to assure the
success of the war financing with the smallest possible inflationary
effect,
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CCNFIDENTIAL

TREASURY REQUIREF

s i i

(In millions of dollars)

TNTS AND FINANCING FOR FISCAL YEARS 19,2 AND 1913

July 2, 19,2

(SR 4

1902 % e 32&?_ Fiscal years

llarch April | May June July*| Aug.*|Sept.=* Das.* | Jnes 152 oI5+

Tiar activities o o« o o o o o« o o . . . o 2,797 3,231| 3,553%| 3,823 | L,,000| L,300| ,;,500| 15,300]| 3l;,900| 25,95 | 63,000
otal budget expenditures. .. « . « . o| 3,421 3,753 3,953| L,530 | 4,600} L,700| 5,000] 16,800} 37,900] 32,397 | 69,000
Current individual income taxe o o « o« o] 1,057 132 12 800x* 20 20 720 680 3,200 3,200%] I,,600
Current corporation income tax . « + o 832 Ll 8Ly 750% 60 Lo 720 880 2,200 2,750%| 3,900
Excess=profits tax « « o « « o o o o o o 728 Lé 75 500% 50 30 630 770] 2,800 1,550%| L,300
Back and unjust enrichment taxes . . .+ . 56 73 3% 50% 30 30 20 70 300 L50% 500
2otal income HAXEE o o » e o & 5 & s o] 55000 335 216l 2,086 200 100] 2,100| 2,400 8,500 7,960 | 13,300
Miscellaneous internal revenue « . « o« « 36l 305 270 298 ;00 300 Loo{ 1,100( 2,000{ 3,847 14,200
DA » 5 & ¢ = % & & 4 20F B 3 b B W B 100 55 77 108 -- 100 100 200 600 992 1,000
Net budget receipts. « « « « o » « o« o «| 3,647]  095| 65631 2,500 00| 500] 2,600] 3,700] 11,100] 12,799 | 18,500
Budget deficit o o o o o o o o o o o o | =-126] 3,058] 3,391] 2,037 | L,000] L,200| 2,L,00| 13,100| 26,800] 19,598 | 50,500
Budget deficit after proposcd new taxes.| <126 3,058] 3,391 2,037 | L,000} I,200] 2,L,00} 11,100] 21,800} 19,598 | ;3,500

Net expenditures by Government

corporations ¢« « o o o 0 o o o 0 o o 4 68 189 130 298 200 200 200 600| 1,300] 1,814 2,500

Other net expenditures or receipts (=) . 186 5l =369 386 - - -- - — 135 -
Total requirements < « ¢« « o ¢ » o s o 128] 3,701} 3,452] 2,721 | 4,200 L,L00f 2,600| 11,700| 23,100 21,547 | 16,000
Special issucs to trust accounts o . . . 1,3 2l 160 367 200 100 200r:/ﬁ,h00 1/2,900| 1,765 1,800
Vigr savings bondss « « « « « « & o s ¢ « 5L3 515 618 19 | 1,000{ 1,000{ 1,000!" 3%,000{  6,000{ 5,874 | 12,000

Depcsitary bonds ¢ « + . e . s @ 2 2 i 1 - - - - - 79 -
TAX NOLCSe o o o o o « o o o o o o o « o] =271] 208| 355 -85 250| 250| =200 100 200| 3,015 600
Troasury bills o o o o o o « « « o « « o] =3L49| 301] 303 252 | 1,050| 300 50 s - 905 | 1,400
Other dircct sceurities. « « « . . . . .| =22| 1,507] 2,175| 1,587 | 1,720| 2,750 1,550} 7,200| 1L,000\ 9,725 | 27,200
To rcfund guarantccd securitics. « o . - - - 1,119 - - - 300 300 2,230 600
Guaranteed debte o o o « o o o o o o o Wl e e - - - -300| -300| -1,811 -600
Change in intercst-bearing dth. v v s 31 7 581 2,59571 2i018 25 e 220 oo 2000 - PIgii00l 25 B00I 2L e T his, 000

Change in Treasury cash balance. « « . . -90| =745} +160 +21 +20 - - - - +223 -
Trcasury cash balancc at end of period .| 2,544 1,800] 1,960 1,981 | 2,000{ 2,000 2,000{ 2,000 2,000 1,981 2,000

* Dstimated.

. 1/ Ineluding proposed new social sceurity receipts to be

Dlgltlzed for FRASER
http: Tifraser.stlouisfed. org/
Federal Reserve Bank of St. Louis

invested in special issues.,





