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After having the advantage of discussions vith the Seecrstary and
the comprehensive review of statistics by the Treasury staff, the Committee
is impressed with the way the Tressury has weathered the period of heavy
demands wpon it and made a satisfactory adjustment te changed monetary
conditions and policies. The country bas been able to finance the defense
program up to this point without deficit financing and without increasing
bank holdings of govermment securities. This is testimony to the general
strength of the tax structure and methods of financimg. The Committee also
benefitted from a conference with Chairmen Martin of the Reserve Board.

At this time the phase of the prograsm vwhich gives us concern is
the approach of defieit financing by mid-summer if present trends continue.
This emphasizes the desirability of prompt passage of a further tax bill
and avery possible further reduction im noniefense government expenditures.’
7ith respect to Treasury financing the problem is to kee: the sale of
securities to the bamks at a minimum. This objective has besn in owr minds
in the following recommendations on specifie problems.

The Committee recognizes considerations on both sides of this question and
there is sore difference of opinion in the Committee. The majority, hovever,
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believe 1t would be unwvise to call these bonds for payment this coming
September. The Treaswry already faces very heavy maturities of bonds and
notes for the balance of the year, totaling over $22 billion, exclusive
of eallable bonds, at s time when the market is still unsettled from recent
changes in monetary poliey. If these bhonis ware called they would have
to be relfunded, under present conditions, into short term maturities, in-
creasing the congestion of such maturities and accentuating the responsibility
for maintaining an orderly market. If they are allowsd to run until meturity
the rate of 2% for two-ysar money is just about on the market. Very little
saving could be effected by calling. There is alsc a certain amount of
leakage in refunding as some holders reguire payment in cash. Those whe
believe the bonds should be called suggest that this setion would be psycho-
logiecally encouraging and a sign of streagth on the part of the Treasury and
failure tc call might be considered as a sign of weakness and might affect
prices of later callable issues. The majority of the Committes does not
hold this viesw. The partially tax-exempt 3% bonds of September, 1951-1955
in the amount of $755 million should, of course, be called for redemption
as substantial saving in interest can be made.

2 Ths statistiecs presented by
the Treasury staff indicate that the prineiple possible source of new money
is corporation cask. This immediately suggests the need for a prompt re-

vision of the terms of tax notes which have not been ravised since the change
in money conditlons. An attractive scale of rates for “eries "D" tax notes
should attract considerable corporation money and to that sxtent raduce the
amount required from the banks. Por the balance of the new money requirad
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it seems clear that under present conditions short~term securities should
be offered and the Committes believss in particular that the amount of
Treasury bills outstanding could resdily be imcreased by #1 or §2 billiom.
Under present conditions bills are partieularly attractive.

3.
suggestions for the refunding of the maturities in June, July and August
but under present conditions with an unsettled markst it will be necessary

It is too sarly to make speecifiec

to handle this refunding in short-term issues of not over one~year maturity
at an attractive rate. It is partieularly impertant that the issue be
successful because the Treasury cammot afford to take a chance on partial
failurs, nor is it desireble that the Federal Reserve bes placed in a posi~
tion where it would havs to sbandon its fresr marbet policy to support a
new issus. By the time it is necezsary to anncunce the reffunding the market
may be in a position to absorb a longer-term issues, bdut this is not so at
prasent. Jume and July maturities should probably be handled at one time.
4+ Sales of Savinge Ronds. The Committes is greatly concerned
about the lag in Savings Bond sales at this time when the Treasury should
be imereasing its sales to nonbank investors and when personal incomes are
huge and expanding. Jart of the 4iffieulty lies in broad sconomic trends,
and some of the resistance to Savings Bonds will be lessened when the govern-
ment's anti-inflationary policy is clearer and more affectivs. The laet is,
however, that the imflationary atmosphere and higher taxes have made Savings
Ronds much less attractive to the people in America's great middle class
who pay heavy taxes and are sensitive to the incresses in the cost of living.
The Committes has discussed with many bankers and others ways in

whichvings pSonds could be made attractive. A&s a result we renew unsnimously
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the proposal put forth somewhat tentatively at the last meeting that the
small investor in Series £ Savings Bonds should be given some tax preference.
Our proposal is that the interest on a limited amount of such bonds should
be free from tax.

This matter comes to a head now because of the proposal to impose
a withholding tax on dividends and imterest, including interest on Savings
Bonds. If this plan should be adopted and if the Covermment should actually
withhold part of the imterest on Savings Bonds on redemption, we believe the
effect would be very bad. These bonds were sold on the commitment that the
Govermment would pay §4.00 at maturity for every §3.00 invested in these bonds
and any withholding dedustion from this figure would be considered by many
& violation of contract.

Even if the withholding program is not adopted we most ecarnestly
believe that the small holder of these bonds should be given a preference
similar to what he had prior to the Spring of 1941 and that the interest paid
in the form of sppreciation should be exempt from tax in some limited amount
on redemption of the bond.

It is cur belief that this arrangement would do more to stimmlate
the sale of Savings Bonds in the great middle class than anything we can
suggest. As far as the prineiple goes, it would simply be reverting to the
arrangement prevailing a decade age. It now seems clear that the Treasury
will not be succesaful in withdrawing the tax exemption from state and
mnicipal bonds, Under these circumstances it is unnecessary and umwise
for the Treasury to abstain from using this privilege as a means for making
its omm bonds more attractive and stimuisting their wider circulation among
small helders. With this change, and progress in the anti-inflation program,
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5. Changes in Reserve Roquirements. The Committse is convineed
that any increase in reserve requirements of banks in any form or any legis~

lation giving such amthority would be undesirable under present conditioms.
In the first place it would immedistely put additional pressure on the Govern-
ment security market, for the only way banks could obtain funds to meet new
requirements would be by the sale of govermment securities. Z2ven the anticipa-
tion of the change through the passage of legislstion would lead to the liqui=-
dation of securities at a time when the Treaswry will probably have to go to
the banks for fumds.

Through the change in the Federal Reserve program and through the
voluntary cradit comtrol program very substantial pressure is now being placed
upon bank eredit, and loans are being scresned with care. If additiomal
pressure is imposed through changes in reserve requirements borrowers who are
declined cwyedit will inevitably turn to govermnment agencies which would again
become heavy lenders and the budget deficit be inereased.

Tt is the belief of the Committee that the next step in checking
inflation is mot in placing wore pressure on bank credit, but rather is in
the area of long-term investment. This area can be reached both through a
more diseriminating allocation of materials and through the work of the
voluntary credit comtrol committees. The present problem is not so much an
inventory program as an excessive program for investment by privste business,
by states, and municipalities piled on top of the defense program.

The Coamittee again wishes to state its appreciation of the oppor-
tunity of conferring with the Secretary in these important matters, and in
behalf of the bankers of the country expresses its desire to assist the
Searetary of the Treaswry in every way it can in the performance of the
arduous tasks he faces.
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