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On September 28, 1941, the Federal Open Market Committee, the Conference
of Presidents of the Federal Reserve Banks, and the Board of Governors of the |
Federal Reserve System agreed upon the following statement of views, a copy of
which was given to the Secretary of the Treasury by Chairman Eccless

*In the present emergency

(1) The Treasury should take further steps to obtain the
maximum smount of its borrowed funds from lenders other than
commercial banksj

(2) The Treasury and the Federal Reserve authorities
should expedite their efforts to decide what additional
powers over bank credit should be recommended for the
Federal Reserve System, and we express the view that addi-
tional ers are needed;

(3) As & complement to these steps, a pattern of rates
on United States Government securities should be determined
jointly by the Treasury and the Federal Reserve authorities
from time to time and should be supported by such measures

a8 may be necessary, including open market operations by the
Federal Reserve System."

The magnitude of our war program directs immediate sttention to the lst
and 3rd sections of the above statement,

(1) The President's budget message submitted to the Congress on January 7,
1942, indicated that expenditures of the Federal Government during the fiseal yeer
1942-1943 (beginning July 1, 1942) would be approximately $60 billionms,

(2) On the basis of the estimates given in the budget message, including the
revenue from proposed new taxes, the Federal debt will increase from §70,600,000,000
on June 30, 1942, to $110,400,000,000 on June 30, 1943, an increase of $39,800,000,00C

(3) The net public borrowing contemplated in the fisecal year 1942-1943 totals
$33,615,000,000,

(4) Making allowance for possible sales of Defense Savings Bonds under the

present selling program, and & net increase over the fiscal yesar in the amount of
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tax satiolpstion notes and depositary bonds outstanding, it appesrs likely that $20
to 25 billicss will huve to be obtaimed by the sale of Government securities to
banks and to other lenders and inweetors.

{5) The grave necessity of the Tressury’s tekisg further steps to obtain the
saxisus asount of these borrowed funds from lenders and investors other than come
morcial baunks is spparent, il fiscal end sonstery poliey is to conteribute ite share
t0 the suti-infiation program. It will require sore thoen sdditionsal pressure for
the sale of the present series of Defense Savings Bouds, important as that is.

{6) The two primeipel sources of funda, other then the bamicing systes and the
surchasers of the jreswnt series of lefense Savings Bonds, are:

{e) Insursnce companios sad cther institutionsl investors ’) )
of various kinds; ]

{b) Corporstions snd other busimess concerns which, in the \
sggregete, may socumulste lerge idle belsntes oy the wer
progroe interferes with their ordissry buslness opere-
tions and with the maintensnse of their plent and
equipmsat.

These two sourses of Dunds aunst be tagped by the Guwsrmment, snd prefarebly should

s ——

be tapped n&_mﬁaxm shioh have o special appeal for the holders of such funds,
but which cammet ged into the commerclal banking aystem.

{7) It is suggested that en attespt should be =sde to reach these funds with
teo kinds of tap iesuss, one of longsr term for insursnce compeniss snd similar
iong-ters iavestors, snd one of shorter term for business comcerns (und public bodies)
with temporurily idle Damds. The general featuree of such offeringe might bes

(8} Longetern tap lssue:
Intevest rate:r 2 3§,
Metarity: 15 years or thereabouls,
Redexption: At cost wvalue with mout ad justaent
{as in the csse of Series K, P sud G Savings Bonds)
on one yeur's motice aftor bond hae been held for
#ix monthe,
Segotiability: HNotl negoillable in consideration of
redenytion feature.
Culiable: Bot callable prior to utarﬂm
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{b) Short~term tap iscuet I G
interest rotes 1& intorest paysble semi-enmuslly,
mmityn &7

oty intersst payment Lute
0 deys® notics st per snd aee
i to the following rates for
» ' ir hams. b unonths
. d L )
£ heid 18 sonths.
e, in considerstion of

:t‘.numt rater 1 17 payshis ssmiesnauelly,

Haturityt 4 yours,

Hedeapitions Hedeemsbie on say interest payment date
prior to saturity oh U deys® notice, ub par and sow
orued ioterest sdiusted to the Tollowing retes for
the porled bheld: 0f Af held 6 monthe

AShE A8 held L m
N8 16 boid 3 yeame
el mrs
3/4% 4f beld 2 1/2 y
7/6% 4L held 3 yenrs
1% 41 held 3 U}a TOLLS.

Negotdabiiityr Bot nspotdable,

Galianies Hot eallabie,

Baies Restrictiont Avsilable in wmlicited smownie.

(8) It is also suggested that there be sn immediste incrasss in the supply of
Trossury bills to st lesst §2,600,000,000 (not including Sax pericd bills) whieh
would contribute mot only to the fluldity of the momey market, but would also pro-
vide an alternstive sedium for the tesporary investuent of idle publie amd busincss
bulsncess

tousideration should regulsrly b given o lesuing additionsl Riooks of
Treusury bilis to suture 1o the three or four days following the guarterly tax jeye
wont detes.

(9) in 20 far as 4% is mecesswry to wse bank eredit in Cissncing the Tressury's
needs, new zoney should be sought [roe banis with short-ters issues, What ls, with
motes and bouds with maburities not exceeding Len years, aee

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



7
/(.

N

Eastern of Bales

{1) Owr experience in the last war, the experience of other coumtries imn this
war, and our present cupscity for the msnagement of the zometary snd eredit resources
of the country, all indicste thut this program should not be cast in the old pattern
of rising rates of interest as the war progresses, Some measure of price fixing is
required in the field of credit, Jjust as in other flelds, when the Covernment is the
principal borrower im the merket and the csuse of its borrowing is the defense of our
astional existence,.

(2) It is, therefore, desirable, and the existing situstion in the money market
snd the Government security msrket makes it practicable, to determine, esteblish, mnd—
Eske—keewn s pattern of rates for United States Government securities which will fix,
for the present, the geseral terms of Tressury finaneing. \

(3) It 1s suggested thut the rangs of rates esteblished by such o pattern should
s.,rnmmmt,fmsfwéwzw,A:uomuumommm“:w
fense Savings Bonds., The lower lisit of the range and the short-term rates in genersl
could have some flexibility without disturbing the maximum or long-term rate. JThe -

' - Nowmutile, the 2 i rute o s
Wﬁmw&wﬁmﬁrﬁmm&humm“m:ﬁnw
a middle course between the danger of & substantial decline im the prices of outstand-

ing securities on the one hand, and tho danger of starving investors and imvesting
institutions on the other,

(i) The establishment and naintenance of such & pattern of rates doss pot ree
quire the excvezsive volume of excess reserves which has charscterised recent years.
It does contemplate that when excess reserves heve shrunk to more manageabls propore

tions they will be asaintsined im sufficient volume %o ensble banks to assist the
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Brentualiy it should extend W restorsiion of the respecti-
bility of borrowing from the Federsl Bessrve Bunks)

Stiamoti s a3

{b) That the fluldity or use of &ll funds which are svallsble
in say part of the countyry de faellitated so that they may
b brought to bear on the Uovernment security mariet;

(o) T™het the deteruinstion of the monetary sod eredit authorities
umhnMndu} mlr«mmmm
able W peralt Tresswry st sutiofactory rates be
wguestioned.

(5) The gemeral outlines of the program mmst, thersfore, be made cieur to the
publics PFortunstely, the pubile io gemeral, and the investing yublic is papticular,
is prepared for this tremsition to wartise finsncing. 4 ststement by the Beeretary
of the Treasury sorvelating his tex progras with such & finsseling progres should be
nade as promplly a8 possible, ond should be supported by & statesent from the
Federsl Heserve System pledging = eredit policy whieh will be consistent with the

Treasury's prograp.

Junuary 20, 1942
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