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™ WESTERN UNION TELEGRAM

June L, 19L3.
Daniel W. Bell
Under Secretary Treasury
Washington, D. C.

Relative proposed treasury financing have following comments
to make: Approve time proposed for third war loan drive. Strongly
advise agesinst reopening 2-1/2 percent bonds. If bank end nonbank
financing are to be separated, then market offerings should not be
made to public between drives. WVould greatly reduce amount securities
sold during drives. Insurance companies and other large nonbank
investors should accumulate funds for next drive. Requirements of
insurance companies and others desiring invest in anticipation income

Y i can be met next drive by making 2-1/2 percent bonds available on four or
five-month installment basis. This would also increase funds raised
during drive. Banks should supply funds when needed in addition to
those secured during drives and on tap issues between drives. I very
much favor limiting amount of commercial bank subscriptions on basis
capital and surplus on basis time as well as demand deposits. It would
be unfair to exclude time deposits unless they are permitted to be
invested in 2-1/2 percent bonds. I favor offering to commercial banks
and dealers only note or 2 percent bond when treasury needs money. July
nineteen when certificate is proposed may be good time for bank offering,
or it could be delayed until August depending on new funds raised on
certificate. At present would favor 2 percent bond for banks as this

security in greatest demend. A small premium on bond offered at par

would assure all banks taking their full quota. Plan to refund B-I/L

gercent bond in August seems advisable.
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NT =Overnight Telegram
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A. N. WILLIAMS NEWCOMEB CARLTON J. C. WILLEVER \

”WI‘I
nnnnnnn CHAIRMAN OF THE BOARD FIRST VICE-PRESIDENT %g_______f

The filing time shown in the date line on telegrams and day letters is STANDARD TIME at point of origin. Time of reeemt is STAN. Dm ME at peint of destination

“A:47 271/“7“ GOVT= uD MASHINCTON DC 2 7;’?
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e

A E-CARE CONDUCTOR CITY ( OF LOSANGEREY! @R@hrﬂ_mtr{ ‘

R SR T RN P

Name_ ey e

LEAVING CHGO AT 6PM ARRIVI\G OMAHA °Ah OMAHA NEJR-

BELL SENDING FOLLOWING WIRE THIS AFTERNOON T0 PRESIDENTS OF
FE DERAL RESERVE BANKS AND ASKS FOR VIEWS OF MC“UERS or

_»oOARD BY & PM. TCNORROU FRIDAY AETL IOON. THIS WIRE cCLLO“JS

NFORMAL DISCUSSION AT TREASURY TODAY. IF You HAVE ANY VIEWS

TOTEXPRESS SUGOEST YOU WIRE DELL DIRECT IN THE INTEREST OF

-TI ME OR WIRE US AND WE WILL FORWARD IT TO BELL QUOTE
A

-

THIRD WAR LOAN DRIVE TO uEGIN MONDAY SEPTEMBER TI NTY

ENDING SATURDAY OCTOBER NINE. REOPEN ON JUNE TWENTY EIGHT

'LAST 2 1/2 PERCENT BOND. PRIMARILY FOR INSURANCE COMPANY |

-TFUNDS BUT ALLOW ANYONE TO COME EXCEPT COMMERCIAL BANKS A AT |
‘ SA TINE OFFER PRIMARILY FOR.THE BANKS, AUTNCIATDTONE HALF‘
"BILLION DOLLAR FOUR TO FIVE YEAR NOTE OR sn

‘Tg«BOND ENDal -

2«..

T

s
ENDIy
&
‘; ; ‘ : e ‘r\ g {,', '_' : e 5 3 : »;\ - l .v
7 N4 P 2 1/2.,,2D; et T O |
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J7 e WESTERN/ (==
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A. NI WILLIAMS NEWCOME CARLTON J. C. WILLEVER Ship Radiogram
PRESIDENT CHAIRMAN OF THE BOARD FIRST VICE-PRESIDENT

The filing time shown in the date line on telegrams and day letters is STANDARD TIME at point of origin. Time of %SMA TI t p¥int o ination
i

MA347 /2=

sicated by a mltable
“‘symbol above or pre-
ceding the address.

THIS WILL BE A PU LIC OFFERING AND OPEN TO ANYONE WHO CARES

TO SU CRIBE WE ARE NOW CONSIDERING PLALING~A LIMITATION O&

AMOUNT FHAT A BANK CAN SUBSCRIBE SUCH AS A CERTAIN ;'_,;*-—

5ERLENTAGE OF DEMAND DEPOSITS OoN JULY NIIET EN OFFER A NEW_

CE?TIFICAIE TO RAISE FUNDS T0 mEET THE AUGUST ONE MATURITY

THIS. CERTIFICATE MIGHT POSSIDLY BE INLREASED BY Fch HUNDRED

1JILLI0N DOLLARS IF ADDITIONAL FUNDS ARE NECESSARY AT THAT

TIME, SOME Tlmh IN AUGUST PREFERABLY BEFORE THE FIFTEENTH |

OFFER A NEW SECURITY IN EXCHANGE FOR THE ONE AILEION FOUR

(‘\HUNDRED MILLION DOLLARS OF > 1/4 PERCENT 1943=45 BONDS |
~CWHICH WILL BE CALLED FOR PAYMENT ON OCTOBER FIFT

_— e

REFUNDING 1S SUGGESTED FOR THIS TIME IN ORDER TO GET 1f'6UT

OF THE WAY uEFORE THE DRIVE SELL UNQUOTE;

RANSON.
RS s e ;- 2
= - = 4
Pt 72 Gk
-
= .. A 3 T Ay




. y STRICTLY CONFIDENTIAL R&S 100-723%
. -~ 3 e June 26, 1943

Over the next year, the System will add perhaps 7 billion dollars to
its holdings in order to give to banks the reserves necessary to offset a
loss of L billion dollars in currency end an increase of 3 billion in required
reserves., Probably most of this total will be in bills and a large part of
it in the option account. The cormissions to dealers on bill purchases could
be climinated if the System placod & bid with the Troasury for each issue of
bills for not only the amount of each weck's maturity but an additional amount
to providec for an cxpectod increase in tho portfolio and purchascd other bills
from dealers only at the buying rate, Otherwisc, if the Systcm purchasos a
billion dollars net of bills from dealers and turns over the_ prcscnt billion
dollars of holdings under thc rcgular authority four times in the yecar, total
purchascs of 5 billion dollars would net the dealers ncarly $200,000 of gross
profits. 1In addition, the System must replace maturitiocs of a billion dollars
of certificntes, which might net the dealers $100,000, and of 600 million
dollers of notos and bonds, vhich might net them another $100,000, The
System's purchascs and salcs to maintuin the pattern of rates may aggregate
2 or 3 billion dollurs, which may bring the dealers $300,000 in profits.

The wide fluctuations in required rescrves and in excess reserves
brought about by the climination of reserve requirements on war loan deposits
may result in increasecd trading and consequontly in increased profits to
dealers. Other buying and sclling will be largc and will incrcasce Finally,
the dealers will continue to make lorge profits on subseriptions for rew
Treasury offerings,

Thile all of this may scem to'be of small importance, the System is
in the position of adding between £500,000 and a million dollars a ycar to the
profits of a group of dealers who perform a uscful function but about whose
activitics the Systom has relatively little knowledge and over whom the
System has rclatively little control. It may well be that the net profits
of dcalers arc cxeessive or thoy may be only sufficicnt for the maintcnance
of o nceessary function., The undesirable cetivites of dealcrs and of other
groups in the market may be of great or of little importanec. At any covent,
it would scoem that the Systenm should have knowledge of and control owver the
activities of thc dealors and of other clements in the Government sccuritics
rarket,

There follows a list of scme regulctions that might be made appli-
cable to 2ll dealers and brokers in Government securities:

l. Thc.submission of regular reports of truding, balence sheets,
and profit and loss statements,

2. Recgular oxaninction of the books,

3. Prohibition of (a) the dissenination of information, whether true
or fulse, to the offect that prices arc likely to rise or fall becausc of the
operations of some person, such as the Federal Open lMarkct Committoc, (b) the
making of false or misleading statements as to any matecrial fact, and (c) the

N cffecting of transactions in seriecs for the irmediate purposc of causing the
narket to be nctive or causing quotations to move with the ultimate purposc
of thus inducing other persons to buy or sell,

Digitized for FRASER L. The establishment of a codc of uniform and fair trading practices.
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) STRICTLY CONFIDENTIAL
BOARD OF GOVERNORS
OF THE
FEDERAL RESCZRVE SYSTEIM
R&S 100-718
June 19, 1943
Board of Governors Federal Open liarket Committee meeting

L. 1. Piser and David lM. Kennedy

The exemption of vwar loan deposits from reserve requirements has
completely reversed the timing of changes in required resorves of member
banks. Instead of increasing sharply during the drives required reserves
now dedine sharply at such times and increase substantially between drives.
In the December drive, required rcserves increascd by about 800 million
dollars; in the April drive, required rcserves declined by 1.l billion
dollars. Between the first and the second drive, rcquircd reserves showed

7N little change; after the April drive, however, they increased by a billion
dollars. It is expectcd that beotwecen now and thce end of August, required
reserves will increase by an additiornal 1.3 billion dollars, while during
the September drive they will declinc by 1,5 to 2.0 billion dollars.

This reversal in the movement of required rcserves, and consecquently
of excess reserves, has considerably altered the timing of Federal Reserve
security transactions, It is nccossary for the System now to make large
purchasecs betwecn the drives and large snles during the drives. If excess
rcserves arc maintained at about 1.5 billion dollars, betwcen now and the
end of August the System will have to increasc its holdings of Govermment
securities by about 2,2 billion dollars in order to offsct thc increase of
1.3 billion in required recserves and an inerease of 900 million dollars in
money in circulation. During the Scptember drive, the System will be able
to rcduce its holdings.

The situntion is complicated by the prescnt nccessity of maintain-
ing a pattern of ratcs that was cstablished whon excess reserves were higher
and the outstanding cmount of short-term sccuritics was small, Under the
present pattern, there is o substanticl domand for intcrmediate and long-
term sccuritios and o substantial supply of short-term issucs. In main-
toining the pattern, the System has sold the former sccuritics and bought
the latter, Sincc the beginning of the year, thc System's holdings of
Treasury bonds have declincd by 1,2 billion dollars end of Treasury notes
by 500 million dollcrs, whilec holdings of bills have increascd sharply.

Digitized for FRASER
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STRICTLY CONFIDENTIAL - 2 e R&S 100-718
A~ June 19, 1943

The System's holdings of some issucs of bonds that arc in sub-
stantial demand have beon completcly exhausted, ond holdings of othcr issues
are small. Government agencies have placcd some of their holdings at the
disposal of the System in an attempt to maintain the pattern. The Treasury
is offering o new issuc on June 28, rot becausc they need the funds but in
an effort to maintain the pattern. The situution may come to a head during
the Scptember drive, when excess resorves will inercasc sharply and banks
will be anxious to add to their holdings. If banks in September will re-
purchase bills instead of bidding for longer issucs, it may be possiblec to
maintain the pattern, but at some time in the future the ammunition probably
will be exhausted,

Onc possible solution would bc to bring the markct into balance
again by inereasing the bill rote and decrecasing the intermediate and long-
term rate by extonding the maturity on ncw issucs. Both the Trecasury and
the System, however, arc committed to maintaining the proscnt pattern of
rates. Anothor possible solution would be to discontinuc the issuance of
3-month bills and l-ycar ccrtificates and to substitutc 6-month or 9-month
certificates. This procedurc would have little or no influence on the demand
for intermediate ond long-torm bends unless at the samc time the short-term

atc were incrcascd. It might be possiblc, however, to makc some revision
in the rate at the time of the change.

The best solution would appear to be to muke no further increasc
in the weckly offering of bills, which is now o billion dollars, and to
confine future increases in the debt to 2 per ccnt bonds and longer issues,
If this procedure did not corrcet the situation, the amount of the short-
term debt could be deereased, and os a last resort the pattorn of rates
might be altered. If the prescnt situation should reverse itself in the
future, the short-torm debt could be increased whenever such action might
appear to be desirable,

Other subjects that might be considecred at the meeting are as
follows:

l. The Systcm might scek to arrange with thc Treasury for the
dircet replacement of maturing bill issues. Between now and the end of
August, the System not only will be replacing on the average 200 million

- dollars of maturing bills o week but will be adding on the average 200
million of sceuritics to the portfolio. These additions will probably be
largely in bills. The mechanics of replacing the maturitics would be
simplified if replacenont were made dircet with tho Treasury rather than
rctaining the present intcrmediate step by which dcalers purchase bills
from the Trecasury and scll them to the Systom. Arguments against a change
in the prcsent proccdure arc that (1) investors are now given an opportunity
to purchase bills from the dealers! wockly allotment, and some bills are
distributed in this monnor, and (2) the public might misunderstand the

~ action and construc it os adding to inflation.
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— STRICTLY CONFIDENTIAL o B mw R&S 100-718
Junc 19, 1943

2. If cxccss reserves arc kopt at a low level, the Systen Jjust
prior to cach bank financing might purchuse o sufficient omount of sccuritics
to enable the banks to purchasc the cmount of the offering and no morcs By
purchasing a part of the weckly bill issue direct from the Treasury, the
System would supply promptly the necessary excess reoserves with little
disturbance to the market. These direct purchasecs would be in addition to
the dircet replacement of maturitics. The purpose of this chunge would be
to limit the increose in bank holdings of Government securities. The change
would not neccessarily accomplish this purpose, however, since banks are
always able to sell bills to tho Rescrve Banks ot the buying rate and
with the additicnal reserves thereby provided to purchase several times
that amount of securitics. Banks row hold 7 billion dollars of bills that
could be used for the further expansion of bank eredit. The ounly really
effoctive limitations on- inereases in bank holdings in the present situation
are their own policy to limit their holdin;'s, which is not vory strong,
and the amounts that they are oblec te purchase in the markct or on sub=-
seription from the Troasury,.

3. Subscriptions for new issucs by rccegnized dealers might be
further limited, or all dealers and brokers might be alletted new issues
on the sumc basis as commereial banks. Large amounts of dealer subscriptions
are sold to commercial banks ot premiums, and the banks huve a justifiable

(o) complaint in this regard. It is cstimated that in the April drive the recog-
nized declers mado a profit of closc to a million dollars on their sub-
scriptions.

Ly The supcrvisory authoritics might issuc o statument condemning
the practice of banks in making spcculative loans on Government sccuritics.,
The amount of spcculation inercased considerably in the April drive. Loans
by weekly rcporting member banks to othcers thun brokers and dealcrs for
purchasing and carrying securitics incrcased by 274 million dollars between
April 7 and May 5, compared with an increasc of 53 million in the Deccmber
drive, Although scne of these loans were made to investors who are repaying
them from current income, substantial loans undoubtedly wore made to -specu=-
lators who obtained o quick profit out ¢f the drive,

5 4 partial payment plan might be inaugurated in the next drive,
Subscribers would be enabled thereby tc invest not only cccumulated funds
but funds that they expcct to rcccive in the near future, If as funds
accumulate thoy are absorbed by repaying loans cn sceuritics previcusly
purchascd, there is less chancc that thcy will be uscd for inflaticnary
buying., Such a plan would also make it casier to lengthen the periocd
between the drives to six months., The public cver o pericd of years has
been accustomed to meking instalment purchases, and this method of buying
sccurities might have = popular appeal. If the Treasury is unwilling to
inaugurate a partial payment plan, the 2 1/? per cent bonds should be
placed perhaps continually on offer in order to provide an outlet for

N funds as they accumulatc,
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~ STRICTLY CONFIDENTIAL -l -- R&S 100-718
June 19, 1943

6. In raising funds butwoon the drives the Treasury might issue
certificates that would mature at the time of the succeeding drive. Investors
could place in the certificates funds that accumulate between the drives
and could use the proceeds from the redemption of the certificates to purchase
new issues in the drives. In addition, to the extent that the Treasury
would scll scecuritiecs only as funds werc ncedud and would arrange the
maturitics of theosec issucs to coincide with the roeccipt of funds during the
drives, the Trcasury balance would not increosc to such a high level as is
the easc undor tho prescnt program, ond the amount of intorcest payments
would be correspondingly reduccd.

7. S8incc the Treasury first offcrcd bills on a fixed-price basis,
the weekly tenders on this basis hove averaged 80 million dollars, If half
of thesc funds reprosent tondors that would not have becn placed under the
0ld mecthod, thc change will raise during the 13-weck cyclc morc than 500
million dollars of nev funds. This amount could be increased by a rcnewcd
campaign by the Federal Reserve Bunks.

8. In the next drive, the lowest denmomination of the 2 1/2s should
be reduced from $500 to £#100. Although most small invostors prefer to pur-
chasec savings bonds, there are many who for one reason or another profer
marketable issues, The change would mect this demand and would probably

-\ incrcase total salcs to nonbanking investors.

9. The #25 denomination of Scries E savings bonds should be dis-
continued. The cost of registering, issuing, cnd rcdecming the largc number
of thesc bonds is substantial, The pricc of the $50 denomination can be
cccumulcated by savings stamps, payroll deduction, or otherwise. This choange
probobly would result in 1little or no decline in total scles to nonbanking
investors.

10, The Serics F and G savings bonds might be discontinucd. They
give an unjustificd subsidy to foirly large investors and increase the
already substantinl short-tcrm linbilitics of the Troasury, On the other
hand, their discontinucnee would lose somc sales that arc now made to non-
banking investors,

11, The Treasury might scll cnnuitics. A number of investors par-
ticularly purchascers of Scrics E bonds under the payroll dcduction plan
might prefer to have their investments in this form rather thoan in the form
of o largc number of individual bends thut mature in o fow years, This
change would probibly incroasc salcs to nonbanking investors,

12, Commercial banks might be permitted to hold now 2 1/2 per cent
bonds in the amount of $100,000 or their savings deposits, whichever is
smaller. A number of commercial banks hold a large proportion of savings
deposits and ure at a discdvantage as compared wvith mutucl savings banks

Vg and other savings institutions. This change would remove some of tho
incquality,
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