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January 28, 194-

Mr. Daniel W. Bell,
Under Secretary of the Treasury,

Washington, D. C.

Dear Dan:

I have brought to the attention of the mem-

bers of the Board your letter of January 17 with which

you enclosed a memorandum discussing a proposed spe-

cial security designed for the purpose of absorbing

idle business balances, and i am enclosing a memoran-

dum which reflects the general views of the Board on

the subject.

Sincerely yours,

(Signed) Marriner S. Eccles

II. S. Eccles,
Chairman.
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C O P Y

January 28, 1942.

Memorandum to Under seer etary -bell

From Board of Governors

Careful study has been given to the proposal that you have made for a
non-negotiable issue to absorb some of the idle balances of corporations, other
business concerns, public bodies, and other groups that have funds available for
investment over relatively short periods of time. We are in full agreement with
your suggestion to issue a security for this purpose. Certain comments may be
made on the specific proposal submitted, however, and an alternative which
might be more successful in reaching these funds is suggested.

The proposal as outlined might not be sufficiently attractive to the
type of investor that we are seeking to reach and consequently might not sell
in as large volume as would be likely with some modification. Specifically,
the 10 year period seems too long for the type of funds that are available.
Second, the rate of interest proposed, particularly in the early maturities,
appears insufficient to attract these funds. Many investors of the type that
we are seeking to reach want to be able to redeen the security at a reasonable
return if they need the funds, although it is likely that there will be very
few redemptions. Third, interest accruals in the form of an increase in value
rather than in current interest payments for the first five years would make
the issue less attractive to many investors; an example of this is afforded
by the much greater sales of Series G as compared with Series F savings bonds.
Fourth, although insurance companies might not be greatly interested in the
security, there would not see i to be sufficient reason for prohibiting them
from purchasing it. Finally, the fact that the issue would be callable by
the Treasury would reduce its attractiveness to many investors.

There seem to be good reasons for placing the return on the issue
slightly above rather than below the open-market rate. Although a non-negotiable
issue has the advantage to the investor of freedom from the risk of market
fluctuations, such risk is now considerably less than it has been in the past
because of the support being given to the market. The investor in market issues
can be almost assured of a large current return on outstanding issues even if
he holds them for only six months or a year. Another point in this connection
is that the non-negotiable issue would be redeemable only upon written notice.
Finally, yields on short market issues are influenced somewhat by the rights
value which attaches to them and consequently are not an adequate measure of
short interest rates.

The alternative proposal is outlined in a separate, more comprehen-
sive memorandum on Treasury financing, which is being sent to the Secretary.
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