July 9, 1947
Chairman Hocles Statement of views of

Allan Sproul Allan Sproul, edited by Robert Rouse.

The reasons advanced, heretofore, suggesting the desirability
of an increase in rates on Treasury certificates of indebtedness and of
introducing some flexibility into the short-term rate structure, became
more compelling in the face of the refunding problem faeing the Treas-
ury during the fiseal year, 1947-LiB. Present estinmates indicate that
during the first six months of the fisecal year, surplus eash will not
permit substantial debt retirement other than the unexchanged portion
of maturing debt, ieanwhile, the tendency of banks to reach fer longer-
term securities, and the downward pressure on long-term interest rates,
which are the inevitable eonsequences of meintaining the wartime pattern
of short-term rates, continues, The former is obscured in the figures by
chenges in maturities with the pessage of time, but it is epparent in market
trangaction, (Based on the incresase of over 350 million dollars in hold-

xs of Treasury bonds by reperting banks in 101 cities since April 9,
}. -“;', it is estimated that holdings of Treasury bonds by 21l banks ine-
creased between 500 million and 600 million dollars during that perioed.)
The letter, that is, the downwerd pressure on long-term interest rates,
has been obscured by Treasury sales, but the sale of more than 750 million
dollars 2 1/2 per cent restricted issues and 170 million bank eligible
issues sinee April 10 served to move prices down enly 1/2 to ome point
for the restricted issues and less for the bank eligible issues., The
action of the market indicates timt this loss would be quickly recovered
if seles diminish or cease.

Becsuse the Treaswry will have to refund a substantial emount
of notes and bonds during the fisesl year now begimming, it is faced
with the necessity of deeciding whether to perpetuste this undesirable
situation, with its encoursgement to debt monetizetion, for s further
extended peried. A refunding issue of notes or intermediaie bonds
priced on the present rate pattern would freese that pattern inte the
rete structure for another term of years, probsbly express itself through
an excess and umwanted premium on the new issues. Similar ref
issues priced on the present market which, in terms of vield is below the
rate pattern, would actually impose & reduction in that pettern. Re-
funding of maturing notes and bonds with certificates, at present rates,
would intensify existing undesirable pressures. It seems to ms almost
imperative, therefore, to narrow the spread between short-and long-term
rates and to introduce some flexibility and uncertainty into the rate
structure if the refunding progrem is to be geared to a sound poliey of
debt menagement and eredit pelicy. The way %o proceed, it seems to me,
is irmedistely to adopt a program which will consolidete outstanding
issues of certificates into four or six issues, with 2 gradual increase
in the rete. With such a progrem, refunding into certificates should
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