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August 27,

Mr* Daniel W. Bell,
Under Secretary of the Treasury,
Treasury Department,
Washington, D. C.

Dear Dan:

I should like to call your attention to certain

aspects of the current financing that appear to be of im-

portance. It is, of course, too late to make any changes

now, but it seems to me that we should be thinking about

these matters between now and the next financing*

Sincerely yours,

(Signed) M. S. Eccles.

M« S. Eccles,
Chairman.
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TREASUHf FINANCING

The primary objective of the Treasury and the Federal Reserve System
with respect to the financing program is to sell the maximum possible amount of
securities outside of commercial banks. The periodic drives are a very impor-
tant part of this program. The removal of commercial bank financing from the
September drive is another step toward placing the proper emphasis upon sales
to nonbank investors. There are other steps, however, that should be taken in
order to place commercial bank financing in the secondary position in which it
belongs.

Although commercial banks are segregated from the September drive,
they will be offered securities a few days after the close of the drive. This
procedure tends to continue the confusion that resulted from the inclusion of
commercial banks in prior drives. In addition, the Treasury borrows funds be*-
fore they are needed and pays interest on excessive balances. It would be
preferable to sell securities to commercial banks only at such times as the
working balance is nearly depleted and then only in such amounts as are nec-
essary to meet requirements before the next drive.

One argument for selling securities to commercial banks shortly after
the drives is that it is at such times that commercial banks have a substantial
amount of excess reserves. Since these excess reserves are only temporary, how-
ever, they should be invested in Treasury bills rather than in longer-term secu-
rities. Of more importance, the level of excess reserves has little or no rela-
tion to bank financing, because the banks pay for most new Treasury issues
through war loan deposits, on which no reserves are required. Bank financing
has little or no effect on excess reserves and could be done as readily "when ex-
cess reserves are small as when they are large.

It would be desirable to prohibit trading in the new issues for 30
days to 60 days after the close of the drives rather than for only 10 days.
With trading inaugurated only 10 days after the close of the drives, when excess
reserves are still large, speculators are likely to make substantial purchases,
knowing that the banks will soon be in the market for these issues. After 30 to
60 days, excess reserves will be smaller, and the banks will not have the same
incentive to purchase securities in the market which do require excess reserves.
Speculators would be less willing to purchase securities if they knew they would
be unable to sell them for a relatively long period. Such a policy would not
deter investors from purchasing Government securities, but would be a distinct
discouragement to speculators. This result is what we want.

There would be no difficulty in prohibiting trading for such a period.
Trading in the new issues was successfully prohibited during the April drive.
The British have successfully prohibited trading below minimum prices. The only
groups that strongly urge a short period of prohibition are the dealers and
speculators, whose interest is in making speculative and trading profits. In
fact, we received a recommendation from a large city banker that the Treasury
prohibit banks from purchasing the new issues for a period of a year.
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