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The Federal Debt

A  not uncommon view is that the Federal debt 
emerged full-blown from  the Great Depression. 
W hile the debt outstanding increased one and one- 
half times during the 1930’s, this expansion is over
shadowed by the steep rises which have occurred 
during m ajor wars, particularly W orld  W ar II. 
During this war a spectacular $226.4 billion was 
added to the $43 billion of debt already outstanding 
in 1940.* A t present, the Federal debt totals over 
$360 billion. This article will discuss the size, 
composition, maturity structure, and ownership of 
the Federal debt.

Size and Composition In ordinary usage, the term 
Federal debt includes all securities directly issued 
by the United States Government and a small amount 
of securities guaranteed by the Government. Most 
debt incurred by Federal agencies is excluded, even 
though much of it is guaranteed.

Gross Federal debt totaled $348.1 billion in June 
1968, having grown at an average annual rate of 
1.7% since 1950. In contrast, state and local gov
ernment debt has increased almost 10% per year 
during this time. A s a per cent of G N P , gross 
Federal debt has declined from 90%  in 1950 to 
slightly over 40%  in 1968. Measured on a per 
capita basis, gross Federal debt is about $50 lower 
than the $1,697 level of 1950, but has risen quite 
steadily from the 1961 postwar low of $1,573.

Before breaking down the m ajor components of 
the Federal debt, Treasury Department data net out 
guaranteed securities, composed of Federal Housing 
Authority bonds and District of Columbia Stadium 
bonds. These are marketable securities sold on a one- 
shot or irregular basis by Federal agencies but 
backed by the full faith and credit of the United 
States Government. The remaining public debt is 
divided into (1 )  non-interest-bearing and matured 
debt, and (2 )  interest-bearing debt. Non-interest- 
bearing and matured debt consists primarily of 
special notes to the International Monetary Fund in 
recognition of subscription commitments and equals 
less than 1%  of the gross debt. The important in
terest-bearing portion is divided into special issues,

and marketable and nonmarketable securities. The 
table lists the principal components of the debt, as 
classified by the Treasury.

Special Issues and N onm arketable Securities
Special issues are nonmarketable securities sold di
rectly by the Treasury to Government agencies and 
trust funds. In June 1968, almost $35 billion o f the 
$59.5 billion of special issues outstanding was held 
by the two largest funds, the Federal O ld -A ge and 
Survivors Insurance Trust Fund (Social Security) 
and the Federal Employees Retirement Fund. The 
Treasury will redeem special issues on demand.

Nonmarketables are those securities other than 
special issues that cannot be bought or sold in the 
market. The original purchaser must turn them 
back to the Treasury for early redemption if he needs 
cash, or hold them until maturity. Savings bonds 
constitute close to 90%  of total nonmarketable debt 
and 15%  of gross Federal debt. The volume of

GROSS FEDERAL DEBT AS OF JUNE 1968
($ millions)

Gross Federal Debt

Less guaranteed securities

Total Public Debt

Less matured and non-interest- 

bearing securities

Total Interest-bearing Public Debt 

Less special issues

Total Public Issues

Less total nonmarketable securities: 

Savings bonds

Treasury bonds, investment series 

Foreign series and foreign 

currency series 

Other

Total M arketable Securities:

Treasury bills 

Treasury notes 

Treasury bonds

$348,147

569

347,578

3,178

344,401
59,526

284,874

51,712

2,516

3,741

312

64,440

71,073

91,079

58,282

226,592

* All annual figures are for fiscal year-end unless specified otherwise.

Note: Figures may not add to totals due to rounding. 

Source: U. S. Treasury Department.
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savings bonds outstanding has been remarkably 
steady since 1950 at roughly $50 billion. First o f
fered in 1935, savings bonds are designed as an in
vestment medium for relatively small individual 
savers and grou ps; commercial banks may not pur
chase them. Only Series E  and Series H  bonds 
are currently being sold, although a few Series J 
and K  bonds are still outstanding. Series E bonds, 
which constitute the bulk of total savings bonds out
standing, are sold at a 25%  discount and are re
deemed at par in seven years. Series H  bonds are 
issued at par and redeemed after seven years, with 
interest paid semiannually. A s with marketable 
bonds, interest on savings bonds is restricted by law 
to a 4^4%  maximum coupon rate. The 5%  Freedom 
Shares currently being offered to purchasers of 
Series E bonds are exempt from the ceiling because 
they are classified as notes.

The balance of nonmarketable debt outstanding is 
composed principally of “ convertible”  bonds and two 
foreign series issues. The convertibles, officially 
named Investment Series B, are nonredeemable bonds 
which were offered in exchange for certain mar
ketable issues following the Treasury-Federal R e
serve A ccord in 1951. The bonds may be exchanged 
for marketable 1^2%, 5-year notes. The two foreign 
series consist of special notes and bonds issued to 
foreign governments either in exchange for dollars 
or to facilitate currency transactions. The “ other” 
category includes Freedom Shares, Rural Electrifica
tion Administration bonds, and Depositary bonds 
issued to banks as recompense for their handling of 
Government payrolls.

Marketable Securities M arketable issues totaled 
$226.6 billion in June 1968, or 66%  of all interest- 
bearing public debt. These issues are classified as 
marketable because they may change hands an un
limited number of times after their original sale. 
The heart of the secondary market is in New Y ork  
City where about 20 Government securities dealers 
maintain a highly organized market capable of han
dling huge volumes of transactions.

There are four marketable instruments sold di
rectly by the Government: Treasury bills, certifi
cates of indebtedness, notes, and bonds. O f these, 
Treasury bills are the shortest term, with maturities 
of 91, 182, 270, or 365 days. The two shorter bills 
are auctioned weekly, and the two longer ones, 
monthly. Bills are sold on a discount basis, with 
the yield determined by the difference between the 
purchase price and par. In addition to the regularly 
auctioned bills, tax anticipation bills are offered from 
time to time depending on the Treasury’s need for

additional revenue. The increase in bills as a share 
of marketable debt from about 9 %  in 1950 to almost 
30%  in 1968 bears witness to their growing im
portance as a debt instrument.

In contrast to Treasury bills, certificates, notes, 
and bonds are coupon issues and interest on them 
is paid regularly at set dates. They are generally 
sold through the solicitation of subscriptions. De
pending on the terms of the offering, payment is 
either in maturing issues or cash. By law, certifi
cates must mature within one year. Between 1950 
and 1963 certificates outstanding averaged 12% of 
total marketable debt. In 1963, their use was dis
continued in favor of bills, but in 1966 they were 
revived in a limited way. Currently, however, there 
are none outstanding.

Notes may have maturities of not less than one 
year or more than seven. (T h e maximum maturity 
was extended from  five years to seven in June 1967.) 
A t present they equal about 30%  of marketable 
debt, somewhat higher than their average o f 23%  
since 1950.

Bonds may have any original maturity but in 
practice these maturities exceed five years. Their 
relative importance has diminished since 1950 when 
they accounted for 66%  of total marketable debt. 
By 1962, bonds accounted for only 38% . W hile the 
continued redemption of war debt has accounted for 
some of the attrition, the 4*4 %  ceiling on the coupon 
interest rate on bonds has been the principal deterrent 
to bond sales since the fourth quarter of 1965 when 
rising interest rates rendered them noncompetitive 
at the ceiling level. The pie chart illustrates the 
changing m ix of marketable debt.

M atu rity  R eflectin g  the decreasing proportion  
of bonds, the average maturity of marketable interest-

COMPOSITION OF MARKETABLE 
INTEREST-BEARING PUBLIC DEBT
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AVERAGE MATURITY OF MARKETABLE 
INTEREST-BEARING PUBLIC DEBT

Fiscal Year-end
Years

bearing debt declined from  eight years and two 
months in June 1950 to four years and four months 
in June 1960, despite moderate lengthening which 
occurred in 1954, 1955, and 1958. The trend was re
versed temporarily in the first half of the sixties with 
the development of the advance refunding technique. 
This technique permitted the Treasury to offer 
holders of selected Government securities the option 
of exchanging them for longer term bonds before 
they were scheduled to mature. The sale of bonds 
was facilitated in this way because the Treasury 
could schedule the refundings to take advantage of 
favorable market conditions. The eleven advance re
fundings completed between June 1960 and January 
1965 contributed substantially to the lengthening 
of the debt to a peak of five years and five months 
in January 1965. N o bonds have been sold since 
May of 1965. In December 1968 the average ma
turity of the debt fell to a postwar low of four years. 
The increase in the legal maturity of notes from  five 
to seven years was an attempt to realize some debt 
extension in the face o f the interest rate ceiling 
which currently prevents bond sales.

O w nersh ip  T h e Federal debt m ay be classified 
as officially or privately held. Official holdings refer 
to those of United States Government trust funds 
and agencies and of the Federal Reserve System. 
W hile ownership patterns have fluctuated since 1950, 
the proportion of the debt officially held has in
creased. During these years, the Federal Reserve

and Government investment accounts have absorbed 
$66 billion, or 73%  of the entire $91 billion increase 
in gross Federal debt outstanding. The officially 
held portion currently totals about 38%  of gross 
Federal debt, up from  22%  in 1950. The rapidly 
growing portfolios o f Federal agencies and trust 
funds have reflected the absolute growth in their 
investment funds. A lso, from  time to time in recent 
years, the Treasury has tried to mitigate congestion 
in the capital markets by absorbing as much Govern
ment debt as possible directly into the Government’s 
own portfolios. A bout three-fourths of the com 
bined portfolios of the Government trust funds con 
sists of special issues with the balance comprised of 
securities purchased on the open market.

The size of the Federal Reserve System’s port
folio of Government securities is determined by a 
number of com plex processes. Unlike the Govern
ment trust accounts, the System does not hold any 
securities for investment purposes, but rather as tools 
for the implementation of monetary policy. Through 
open market purchases and sales o f securities the 
Federal Reserve System is able to influence com 
mercial bank reserve positions and hence general 
credit conditions. In the broadest sense, the absolute 
increase in System holdings from  $23 billion in 
June 1951 to $52 billion in June 1968 reflects the 
expansion of the economy. Over three-quarters of 
the total growth in the System’s portfolio since 1950 
has occurred since 1960. From  1951 through 1961, 
the Federal Reserve’s share of gross Federal debt 
remained very close to 9 % . Since 1962, however, 
this percentage has risen steadily, reaching 15% 
in June 1968.

In contrast to the 118% increase in the officially 
held portion of the debt since 1950, the privately held 
portion has grown by less than 1% and the total of 
privately held marketable securities has actually de
clined about 9 % . Commercial banks dominate the 
market for privately held Government securities. 
Since 1950 their share has fluctuated between $55 
billion and $65 billion, but their holdings as a per 
cent of gross Federal debt have slipped steadily from 
about 25%  to 17% . Faced with rising interest costs 
and strong loan demand, banks have pared their 
holdings of Governments to switch to higher yield
ing investments. Banks must hold sufficient G ov
ernments to secure certain public deposits, however.

W hile individuals hold a larger share of the Fed
eral debt than commercial banks, about two-thirds 
of their holdings are savings bonds. Individuals’ 
ownership of marketable securities has fluctuated 
with the relative attractiveness of the return on the
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securities. For instance, the period of high rates in 
1959 induced individuals to add $7 billion o f G ov
ernments to the $16 billion they already held. Since
1964, individuals have again been increasing their 
holdings of Governments, although irregularly.

In 1961, state and local government funds dis
placed individuals as the second largest nonbank 
holders of marketable securities. T o some extent, 
this development reflects statutory restrictions on in
vestment choices which prevent managers of many 
of these funds from switching out of Governments 
into higher yielding securities.

Aside from state and local governments, only two 
other categories of holders of Federal debt have in
creased their share since 1950: foreign and inter
national accounts, and miscellaneous, which includes 
savings and loans, dealers and brokers, nonprofit 
institutions, and corporate pension funds. Foreign 
holdings have climbed from 2 %  to 8 %  of the total 
privately held marketable portion, and miscellaneous 
holdings account for about 11%  of this portion, up 
from 4 %  in 1950. Corporations, insurance com 
panies, and mutual savings banks have all decreased

GROSS FEDERAL DEBT
GROWTH AND OW NERSHIP
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Source: U. S. Treasury Department.

their holdings of Governments since 1950 in favor 
of higher yielding investments.

Participation Certificates and Federal Agency 
Borrowing A  discussion  o f the Federal debt 
would not be complete without mentioning participa
tion certificates (P C ’s ) . W hile these securities are 
not included by the Treasury in its tables on total 
Federal debt outstanding, P C ’s issued during fiscal
1968 are subject to the debt ceiling established by 
Congress. Currently, about $3.3 billion of the $11.1 
billion of P C ’s outstanding are subject to limitation.

A  PC represents a beneficial interest in a pool of 
assets (loans and mortgages) belonging to various 
eligible Government agencies. The agency collects 
the interest and principal payments on the pooled 
loans and uses these funds, in turn, to service the 
P C ’s. W hile both the Federal National M ortgage 
Association (Fannie M ae) and the Export-Im port 
Bank had sold participations in their loan portfolios 
prior to 1966, the passage of legislation in that year 
greatly broadened the use of P C ’s by increasing the 
number of agencies eligible to pool their loans under 
Fannie M ae’s trusteeship. The E xport-Im port Bank 
continues to sell its own P C ’s independently of 
Fannie Mae. In September 1968, when Fannie Mae 
was divided into two agencies, the role of trustee was 
retained by the Government National M ortgage A s
sociation (Ginnie M ae) together with the special 
assistance and management and liquidating functions, 
'fhe secondary market operations function remained 
with Fannie Mae, which became a privately owned, 
Government-sponsored corporation.

Prior to the adoption of the unified budget, PC 
sales were treated as a direct offset to budgetary out
lays on the grounds that they represented a sale of 
agency assets and a reduction of loan disbursements. 
The new unified budget, however, treats P C ’s as 
another borrowing tool, like bills, notes, or bonds.

Apart from  the total Federal debt subject to the 
statutory debt ceiling, there is another $15 billion of 
debt outstanding incurred by Federal agencies. M ore 
than half of this total consists of P C ’s backed by 
assets of several agencies, and most of the remainder 
is comprised of securities sold by the Export-Im port 
Bank and the Defense Department’s Family Housing 
Program. Finally, there are now five privately 
owned, Government-sponsored corporations with a 
combined debt outstanding of $21 billion, namely, 
Fannie Mae, the Federal Land Banks, the Federal 
Hom e Loan Banks, the Federal Intermediate Credit 
Banks, and the Banks for Cooperatives.

Jane F. Nelson
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