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August 7, 1946

Mr. Edward F. Bartelt,

Treasury Department,
Washington, D. C.
Dear Ed:

Paclosed for your information is 2 copy of a
Jetter relating to the Septerber maturity. Chairman Fecles
is leaving the original of this letter with the Secretary
this afternocn.

Sincerely yours,

David M. Kennedy,
Special Assistant to the Chairman.

Enclosure.

DMK:pb
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August 7. 19&6

Honorable John W. Snyder,
Secretary of the Treasury,
Washington, D. C.

Dear John:

As requested by Mr. Bartelt, I am plessed to give
you the views of the executive commiitee of the Federal Open
Harket Committee with respect to the maturing September cer-
tificates and the debt retireczent program.

4 vigorous debt retirement program would result in
an interest saving to the Treasury and & reduction in the
earnings of banks which are at high levels. By restricting
further credit expansion, it would also be helpful in combat-
ing the current inflationary pressures. We recommend, there-
fore, that 2.5 billion dollars of the September urtiﬁm
and 2 billion of the October and November issues be redeemed
for cash. We estimate that this would still leave en asmple
cash balance of from 2 to 3 billion dollars at the end of
Hovember.

It is unnecessary for the Treasury to carry a large
cash balance. The Treasury can go into the market at any time
and borrow at low rates by cffering additional certificates.
The Federal Reserve stands ready to assure the successful flo-
tation at existing rates of any asmount that might be needed by
the Treassury. There is practically no limit on the amount of
outstanding securitiss that the Federal Reserve can purchase
in the market thus ensbling the Trsasury to successfully raise
funds if needed. In addition, the Federzl Reserve can lend
up to 5 billien dollars directly to the Treasury under the
direct buying authority. In other words, the Treasury is in
& flexible position to pay off debt or borrow according to
needs, thus nmeking it unnecessary to maintsin a large cash
balance.
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¥r. Soyder -l

The debt retirement program is not inflationary—
on the contrary, it has been mildly deflationary. The matur-
ing securities that are being paid off sre held largely by the
banking system. Of the 12.2 billion dollars that have bsen
pald off since the first of March, 6.5 billion were held by
compereial banks, 2 blilion by the Federal Reserve Banks,
and 3.7 billion by nombank investors. Of the 12 billion dol-
lars which will mature between now and Noveuber 1, all but 2
billion are held by the banking system. The effect of the dedbt
retirenent program by classes of holders is as follows:

l.

Retiresent of securities held by
14 1l _banks. This reduces war loan deposits
md bank lwldings of short-term securities, It
tends to check the sale of further short-term
sequrities to the Federsl Reserve Banks which ex-
pends bank reserves--the basie for credit expansion.

drmamtommcm securities held by
the Federsl Reserve Banke, member bank reserve
balances with Federel Reserve Banks are reduced
in a like smount. A# & result, the lending and
investing capacity of commereial banks is ef-
fectively curtalled. Banks are plsced under
pressure to meet this loss of funds and they
are required to sell securities to or borrow from
the Federal Reserve Banks. As a result, less
short-tern securities are likely to be sold to
the Federal Reserve Banks for the purpose of re-
investing in longer issues.

3.

« The securities being redeened
are held by large corporations and mot by consumers
who might spend the proceeds of redeemed securi-
ties. The corporstions zre in & highly 1iquid posi-
tion and will held the funds in the form of deposits
or will purchise additional cecurities from the bank-
ing system. Vhen the proceeds of the securities re-
deened are deposited in commerclal banks reserves
are required against these deposits. This increase
in reserve requirements curtails the investing and
lending capacity of banks.

Sincerely yours,

¥. 8. Eccles, Chairman,

Federal Reserve Bank of St. Louis Federal Open Market Committes



¥ember bsnk net profits reached mn all-tire high in 1945
788 million dollars, or 10.9 per eent of capltel sccounts. It is
estimeted that net profits in 1946 will be approximately the same
a8 in 1945. Thers will probably be sone decline in net profits in
1947.

BEarnings frox Qovermment segurities amountad to 997 mdllion
dollars in 1945, or nssrly cne-half of gross sarmings. Earnings from
Government seeurities will be somewhat larger im 1946 then in 1945,
reflseting larger average holdings, snd will probably decline im 1947,
aszuring & comtimustion of present policiss.

Interest on loans will inersaze sharply im 1946 over 1945
and should ineresse further in 1947. Expenses will also be higher in
1946 snd 1947, the principal increase being in salarles snd wages which
are estimeted to inerease from 580 million dollars in 1945 to 670 =illion
in 1946 snd further o 750 milldon in 1947.

Reeoveriss, profite on securities, ete., ere difficult teo
estirate, but 1t s resscnable %o expect & sharp decline in profits on
securitios following the end of war loan drives. Losses and charge-
offs are likely also to decline. Taxes cn net incone, which zmounted
to 270 rdllion dollsrs in 1945, «re estisated st 200 sillion in 1946,
reflocting the wnd of excess nrofits tawes, sad 170 million in 1947.

Dividends will probebly increscse roderately and cspital
agcounts will be bullt up &t asbout the sswe rete as in war years. The
final result will be large bank wornings in 1946 end 1947. The rotie
of net prefits to capital zccounts will, however, decline. The reason
for this is that capital asceounte have inersased through ntm-dyg.m-

Mﬁi"!ﬁ‘lmmw&?%ﬁ %‘5’&’\7{1!?& dollars and

by 1945 these had increased through retained earnings (prinecipally carmings on
Government securities) to 7.2 billlon. If the ratio of net profits to
capital: accounts were based on total capital accounts in 1940, the ratio
for 1945 and 1946 would be 14.1 per cent and for 1947 the ratio would be

12.1 per cent.
/
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Member Bank Profits, 1945-1947

(In millions)
1929 1940 1945 1946
(Actual) (Actual) (Actual) (Estimated) (w
Earnings 2,399 1,323 2,102 25350 2,400
On securitiess U.S.Gov't. 473 229 997 1,050 975
QOther g 202 139 160 170
On loans 1,563 595 588 750 800
Other 363 297 378 390 455
Expenses 1,62_5 921 1,268 1,460 1,625
Salaries and wages 4 400 580 670 750
Interest on time deposits L45 147 183 220 235
Other 775 374 505 570 640
Net current earnings B 5] 402 R34 390 -
Recoveries, profits on
securities, etc. 137 303 LS54 300 250
Losses and charge-offs 295 356 230 200 175
Net profits before income
taxes —_— -— 1,058 990 850
Taxes on net income — e 270 200 170
Net profits 557 349 _788 790 680
Cash dividends 387 210 246 265 275
Net profits as percent of
capital accounts 11.2 7.2 10.9 10.0 8.1
Net profits as per cent of
capital accounts in 1940 _— T2 14.1 1452 12.1
Capital accounts 6,360 55597 75243 7,800 8,200
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Commercial Bank Holdings of Government Securities
(In millions of dollars)

Securities held outside banks
Total Held by Eligible for Will be Will not
Item marketable commercial purchase by eligible Dbe eligible
debt out- banks commercial to banks to banks
standingl/ banks within  until after
8 years 8 years
Treasury bills 17.023 1.7158 15.308 il P
Certificates 37.720 18.157 19.563 - -
Notes 13.351 11.828 1.523 ~ -
Total bills, cer-
tificates and notes _ 68.094 31.700 36.394 -— —
Bonds due or callable:
5 to 10 years 32.847 21.850 10.997 —_— sl
10 to 20 years 37.189 3.251 135 30.322 3,481
Over 20 years 22.372 2.5% 180 — 19.656
Total bonds _119.323 48.156 17.708 30.322 23.137
Total marketable
securities 187.417 79.856 54.102 30.322 23.137

1/ Excluding postal savings and prewar bonds and gueranteed securities.

Note: Amount outstanding in first column is as of July 31, 1946; commercial bank

holdings as shown in May 31, 1946, Treasury survey of ownership.
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