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After having the advantage of diaeuasiona vlth the Secretary and

fch«* eoBprsheaslve r«r1«t# of statistics bj the Tratasiary staff, the

la ifflqprs-sssd with th« imy tho Tr̂ aamry baa woathorod tha rarlod of

demands v$m i t n̂d made a sati&f&etor^ adjaste^at to changed monetary

conditions and policies* Tha coimtrj has bean able to finance th© defenM

up- to this point without deficit financing and without

holdings of govamrste&t seetiritles* This is testimony to the

strength of the tax str^sture and methods of financiog* The Goraaittee also

benafitted frc« a eonfsr^aee vlth Chairmtn Martin of th« Hsservtsi Board.

At this time the phase of the prof-rras vhieh fiv#s -us conoarn is

the approach of deficit financing hy; mt&-mmm®r if present trends continue*

This ettphftsiios the desirability of jr-rewpt passage of a further tax b i l l

and every possible further red««tio» bl noa-^efense gpvernmaiit *xpmiAituar*8> * '

'ith respect to TreastOT' flnanoing th© problem is to keer the sale of

securities to th$ bmaks at a minimus- This objactive has b®#ii in our ednis

in the following recows-anclatioRa on specific problems*

*• the R a t i o n ,of.Qft̂ JLiâ  t ^ 2.f BoqdB. oî  ,^^p^er t . 1.95V53*

The Cewaittee recogslses considsrationa on both sides of this question and

there is some difference of opinios in t̂ ie Condttee* The majority, however.
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believe i t would be unwise to call these bonds for payment this coming

September* The Treasury already fac#s irery heavy mtu r t t i e s of bonds and

aotas for NM balaaes of the year, totaling ©var $25 bi l l ion, axeluaive

of callable bonds, at a tim© whr»n th© tasrket is s t i l l unsettled frogs resent

changes in tsGnatary policy• If these bonds *»r« called th«y *©iilfl have

to be BiiMMf under r-ra»«nt sonditioas, into short tmr& maturities, in«

creasing the congestion of such satiiri t ias sn4 &cc«mtuatlE£ the responsibility

for saintaiaing am orderly markst. If thay are allowed to run xmtll mmtwrity

the rate of 21 for tvd-jear mcm̂ y is just about on the market, l&ry l i t t l e

saving could b§ effeet^i bj calling* There is also a esrtaln assotint of

leakage in r«sfutading as sosse holdar-3 require r*7»*&t i n cash. Those who

believe th© bonds should be call#d si^geit that this aetion wmxld b»s psyelio-

logically encouraging and a sign erf strength on the part of the Treasury and

failure to aal l might be considered as a sign of weakness a»i a l # t .affect

prices of la ter callable Issues* Tha majority of th© Committee does not

hold this view. Au part ial ly tax-az^spt W bonds of .^sr-tember, 1951-1°55

in the. ftmoimt of $755 million should, of course, b® called for r^lomptioH

as substantial saving in interest osm b« mfjeVto

2. K^tho^s Q^Q t̂jĵ ^nlnfl; Ĥw -̂ongy* Th# s ta t i s t i cs piresented by

the frmLBxsry staff indicate that the principle possible sciRjrc® of n#w mosey

Is corporaticm c&sb* TMJ I—milslaij suggests the MMMl for a pMrn̂ l r e -

vision of the terms of tax ^stas whletl h&re not h«©n reviser! sinee Mn change

In saoaey conditions* kn attractIva scale of rates for Mtfiei V tax sotes

should at t ract eoasidarable corporation money and to that sxtsat r ^ u e s the

required ftm the banks • T&r th® balance of the new sioney required
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i t 3«6as clear that under pra^ant conditions short-term securities should

be o f f e r s tsd the Committee W l l f S l in particular that the amount of

Treaswy b i l l s outstaisding could readily be Increased by H or $2 bi l l ion.

Under present conttltiona b i l l s are particularly attractive*

3* ĝfijiBflfciff Natttrina Issues* I t is too -$arly to aake specific

suggestions for the refunding of tba maturities in June, July and Ay-gust

but under present conditions with an unsettled niarkat i t Mill "b® aaoeasary

to handle this refunding in short-tarss issues of sot ov&r one~y«§ar maturity

a t MM attracttT© rate* I t is particularly i^portest that the isaue be

stice«3sful b̂ <Mius@ the Treas?ary cannot afford to taks a chance on part ial

fai lure, nor is i t desirable that tfo® federal Reserve ba plaeed in a post*

tloB where i t voald h&Y® to abandon i t s fr«s^r wmkm% policy to stipport a

new issn®» By tb^ %$m* i t i s necessary to armotmce th« refunding the imrket

m&y be in a position to absorb a longer—term issme, but this i s aot so at

prsseat* Jtme and J^ily mattaritias ahouldi probably be handled a t one time*

4* ^<l»g oC, §.ay,ipg8 ^ 8 « the Corsmitte^ i s greatly coiacarued

abowt ttM lag in SaTinfa Fkmd aales a t this t ine vrtien Uie Tr^asxtry ahouldi

be laereaaisg I t s sales to Roabank investors and when personal incomes are

huge wad expanding* i a r t of the difficulty l ias in broad eeonowic trends,

and some of tha rssistance to Savings BOFK3S -dll be lessened *#hsn the govern-

meat's anti-lnflatiot^ry policy is clearer and isore effective. The fact i s ,

however, that the Inflationary atstospher* and higher taxes have mads Bittngi

Bonds imioh lass attractive to the p©opl@ in Aieerloa's gr&m% isidila class

jo -ay heavy tax®s and are 0ens1tiv* to the Increases in ths cost of l iving.

The Goismitte-s hma dlsoxusaed with many banksrs and others ways in

Ponds could b® -mA® attractive* Is a result we r*snau
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the proposal put forth sosewhst tentatively at the last meeting that the

small investor in Series S Savings Bonds should be given some tax preference.

Our proposal i s that t&» interest on a United amount of stieh boasts should

be free from tax*

this matter cosies to a head now because of the proposal to is^oao

a withholding tax on eivid^nds and interest, incl\iding Interest on Savings

Bonds. If this plan should be adopted and i f the Government should actually

withhold part of the interest on Savings Bonds on redemption, we believe the

effect would be very bad. These bauds wore sold on the coWBitaseat that the

Qoveriaent would pay HwOO at maturity for ever/ 13.00 Invested in these hoods

and asgr withholding deduction Iroa this figure would b© considered bgr aas^

a violation of contract.

Evea i f the withholding program i s not adopted we aost earaestly

believe that the small holder of these bonds should b# gives a preference

similar to what he had prior to the Spring of 191*1 and that the interest pate

in the form of appreciation should be axaapt from tax la some limited amount

m r®d«ptlo@ of th« bond*

It i s our belief that this arrangement would do aors to stimulate

the sale o£ Savings Bonds in the great middle class than anything we can

suggest. As far as the principle go#s, It would siapljr be reverting to the

arrangement prevailing a deqade ago. It now seeas clear that the Treasury

will not be successful in withdrawing the tax exemption from state and

bonds. Vn&vr these circuastancos i t i s unnecessary and unwise

for the Treasury to abstain fro© using this privilege as a seaos for making

Its own bonds ms>rm attractive and stimulating their wider oireuiatlon afflong

ssall holders, fith this change, and progress in the anti-inflation program,

we believe a reinvigorated Savings Bond caapaign could be undertaken.
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in Bsserre Requlreaanta, tfes OossBitte© is convinced

that augr increase la reserve requirements of banks in any form or any legis-

lation giving aucli authority wouM be undosirabl® under prasent conditions.

In the f irst plase i t wcold i»©dlate2y pat additional pressure an the Govern*

security market, far the only WJ^ baaks co*iid obtain furids to mmb mm

woaid b# toy the sale of govemt&ai sscurities. Bmn the anticipa-

tion of the change t&roagk th® pas«aga of lagisJUtton m«ii4 l#«d to the liqui-

dation of securities at a tia© id*en the treasury wil l psrobab̂ r hsv© to go to

the basks for funds.

Tkstou#* the change ia the Federal ^sorro program aad throu# the

Tolantary cra^it control prograut ^sry substantial pressure i s now being placed

upon bask cradit, and loans STQ being ser^saed irl^b car®. If additional

pressure i s imposed throu^ changes la reserve requireaeots borrowers «ho ar&

declined credit will inevitably ttirn to govenweot agencies which would Again

become heavy l*n&<BP9 sad the badgat deficit be Increased.

IX i s the belief of the Cow&ttee that the next step in cheeking

inflation i s not ia placing more pressure on back credit, but rather i s ia

the area of long-term investment, this seres can be reached both through a

»ore discrfceiaatisg allocation of materials and through the work of the

voluntary credit control ooa&ltteeB, the present problem i s not so such an

inventory program as an excessive program for investment by private business*

b^ states, and aaidcipalitiee piled on top of the defense program.

The Cewtttee again wishes to state i t s appreciation of the oppor-

tunity of conferring with the Secretary ia these important matters, and in

behalf of the bankers ©f the country expresses i t s desire to assist the

ry of the treasury in every *sy It can in th© perf oxmanee of the

aaritem* tasks he faces.
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