
I he New Look in U.S. Securities
News commentators generally regarded last month’s 
half-point reduction in the discount rate as a forerunner 
of similar reductions in other interest rates. Their pre
dictions, however, were not uniform as to which rates 
might be affected. Moreover, in the two weeks following 
the half-point reduction in the discount rate, very few 
interest rates declined that much. All this is to say that 
interest rates are affected by market forces as well as 
by monetary policy. In the last six years Federal Reserve 
policy, while far from being passive, has had less influence 
on particular interest rates than at any time since the late 
1930’s. This is most evident in the market for Federal 
Government securities, where a “new look” has appeared.

A Topsy-Turvy Market
From early 1955 until the middle of November, the 
strangest phenomenon in the Government securities mar
ket was the apparently upside-down structure of interest 
rates. Normally it would seem that people who were 
tying up their funds for long periods could command 
higher returns than if they placed their funds in short
term securities. This, however, was not the case. During 
the first two weeks of November, 9-12 month taxable 
issues were yielding 3.65 percent, whereas the longest 
Treasury securities, maturing in 38 years, earned only 
3.53 percent, at prevailing prices.
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This state of affairs resulted from three factors. First, 
since 1955, when credit restraint began, the demand for 
short-terms has weakened because commercial banks, 
which are important in that market, have been pinched 
for funds. On the other hand, more permanent investors 
with plenty of cash such as pension funds have tended 
to invest in long-term securities. Second, the ceiling on 
the national debt, together with the Treasury’s reluctance 
to seek large amounts of long-term funds, kept a scarcity 
value on the longest maturity bonds. Finally, although 
long-term rates were low compared with short-term, they 
were viewed favorably by the more or less permanent

investors who had vague expectations of even lower long
term rates. All these factors account for high short-term 
rates and lower long-term rates in the Government se
curities market, a condition, incidentally, that does not 
prevail in markets for corporate and tax-exempt securities.

What is the significance of this topsy-turvy market? 
Most obviously, it has complicated Treasury financing 
problems to the extent that it represents a belief that the 
general level of interest rates will decline in the future.

Often, when interest rates decline substantially, the 
Treasury calls in some of its securities issued at higher 
interest rates and refunds then into lower interest rate 
issues. This saves money for the Government. Knowl
edge that this might happen, however, often deters other 
investors from subscribing to callable issues, especially 
when they think interest rates might go down even more. 
Such a situation recently has caused Treasury officials 
to offer non-callable issues. Meanwhile, with a pinch on 
short-term funds, investors have hesitated to invest unless 
they could sell before maturity without loss. Thus, two 
recent intermediate-term issues have been redeemable 
two or more years prior to maturity at the holder’s option.

Response of the Government securities market to re
cent news events provides a good illustration of how de
mand and supply expectations affect the course of Gov
ernments. In general, interest rates declined this fall when 
news of slackening demand for bank loans raised pros
pects that banks might seek alternative investment outlets 
such as Treasury issues.

On the supply side, the launching of the Russian space 
satellites, as well as tensions in the East, has aroused ex
pectations that increased Federal spending may once 
again be financed with increased Treasury borrowing. 
If this should happen, a greater supply of securities would 
be available to investors. On some days this fall, news 
items of this type set off a rise in interest rates although 
rates generally declined as credit demands weakened.

N e w  Customers and Old C u s t o m e r s  
in New Roles

In addition to the influences on the course of Gov
ernment securities just discussed, substantial changes in 
the role of various types of investors have also produced 
important effects in the market recently. With the high 
level of business activity resulting in heavy flows of cash, 
treasurers of leading corporations have tended to put 
their temporarily idle bank balances in short-term Govern
ment securities. This demand for these securities by 
corporations arises principally because seasonal swings 
in their needs for money often do not coincide with swings 
in their income. Corporations usually pay taxes and 
dividends quarterly so that in March, June, September, 
and December heavy inroads are made on their purses. 
In the intervening months, they accumulate funds and
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find it profitable to invest in securities maturing about the 
time the funds will be needed.

Moreover, the Treasury is attempting to collect a 
greater portion of taxes on income in the same year in 
which the income is produced. This is being done gradual
ly by pushing forward the percentage of taxes currently 
payable. Until 1960, when collections will become evenly 
distributed throughout the four quarters, the Government 
will be a borrower in the slim fall months, when cor
porations are good customers for securities because their 
tax load is light. As more of the tax load is shifted to the 
fall months, the upsurges in security holdings in autumn 
will be less evident.

Some changes in security holdings of business firms 
have arisen as a consequence of their plant and equip
ment spending programs. While firms built up their Gov
ernment security holdings during World War II, they 
drew them down to finance building projects from 1945 
to 1948. After the Korean War, though, when more 
and more corporations issued their own securities to pay 
for plant expansion, short-term Governments became 
very useful to them as a medium of temporary invest
ment where the funds could be held until needed to pay 
for new plant and equipment. Thus, there is often a 
sizable demand for short-term Treasuries on the payment 
days for large corporate offerings.

State Governments Slow as Buyers
State and local government authorities, heavy buyers 
of Treasury securities during most of the postwar period, 
seem to be slowing down in their purchases. State gov
ernment pension and retirement funds have been per
mitted to buy a wider range of securities recently, both 
to allow greater protection against inflation and in the 
case of tax-exempt issues, to provide a market for local 
government issues seemingly discriminated against in the 
tight credit markets. This means a smaller proportion of 
their funds are going into Treasury securities. In some 
cases also, increased retirement and pension claims have 
slowed the growth of resources available for investment. 
Against these developments, other public funds, such as 
school, road, and bridge building authorities, like cor
porate firms, face the task of investing temporary proceeds 
of large security issues. Here again short-term Treasuries 
play a role, and these housekeeping activities of public 
authorities have a pronounced effect on day-to-day 
market developments.

John Q .  Still in Market
The biggest single bloc of Government debt is held 
by John Q. Public—individuals and trust funds set up 
for the benefit of individuals. They own $68.6 million, 
or one-fourth of the total Federal debt outstanding. About 
two-thirds of the amount held by individuals is in non- 
marketable United States savings bonds. Despite public 
attention to the volume of recent redemptions of Govern
ment savings bonds, actual changes in total U. S. secur
ities held by individuals, both marketable and non-market- 
able, have been very slight. Savings bonds holdings are

now down about $1 billion, or 2 percent below the peak 
reached in early 1956. While this decline was going on, 
individuals and their trust funds were greatly expanding 
their holdings of marketable Treasury obligations so that 
total holdings of all types were actually rising.

Banks Change Role
Commercial banks own 21 percent of the total debt, 
considerably less than the 30 percent they owned in 1946. 
In the last few years, banks have found maturing Treas
ury issues helpful in relieving tight reserve pressures, since 
an individual bank needing funds could allow holdings to 
mature for cash. This automatically supplied individual 
banks with reserves. Even though banks have reduced 
their holdings of Governments, they have become more 
important as underwriters of securities.

Beginning in the summer of 1953, the Treasury is
sued tax anticipation certificates acceptable, on maturity, 
as payment for income taxes. Tax bills now are also is
sued on a similar basis. These obligations can be paid 
for through credit to the banks’ tax and loan accounts, 
which are ordinarily not drawn down immediately. Thus 
commercial banks find they can subscribe to the obliga
tions and sell them on the market, obtaining funds for 
payment even before the Treasury draws upon its deposits. 
This arrangement has caused the banks to take an active 
role in underwriting the tax issues.

In a changing world, factors influencing a financial 
market as important as that for Federal Government se
curities can never remain the same year after year. This 
brief review of some of the market forces affecting interest 
rates in Government securities suggests that interest rates 
during 1958 may be importantly influenced by business 
trends and institutional changes as yet foreseen only dimly. 
Monetary and fiscal policy undoubtedly will also play a 
role, but policy will most certainly be influenced by what
happens in the market olace. _  _ A

T h o m a s  R . A tk in so n

Bank Announcements
The Federal Reserve Bank of Atlanta is pleased to 
welcome two newly organized banks to membership in 
the Federal Reserve System.

The Florida Northside Bank of Jacksonville, Jack' 
sonville, Florida, opened for business November 18- 
Officers are T. L. Howell, Jr., Chairman of the Board, 
Robert D. Morris, President; Herbert E. WilliornS> 
Vice President; George E. Elms, Vice President and 
Cashier. The bank began operations with capital stock 
of $300,000 and surplus of $75,000.

On November 23, the First National Bank of R°8' 
ersville, Rogersville, Tennessee, opened for business- 
Officers are J. Frank Testerman, Chairman of ^  
Board of Directors; Tom H. Rogan, President; Charles 
B. Cowan, Vice President and Cashier. The bank has 
capital stock of $200,000 and surplus of $62,500.
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