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TREASURY FINANCING PROGRAM

Background for recommendations

|

Herewith there are submitted recommendations for a Treasury financing
program. These recommendations have been made with reference to the System's
commitment to maintain the existing pattern of rates. As is pointed out below,
this pattern can no longer be maintained, unless the spread of rates is some-
what reduced and the proportion of short-term issues to longer issues in the
offerings is also reduced, The proposed program would, we believe, accomplish
the desired purpose,

Since the end of April, the Federal Reserve System has increased its
holdings of Treasury bills by 2.0 billion dollars; in other words, it has ab-
sorbed the total increase in outstanding bills during the period, Holdings of
certificates have increased by 100 million dollars, On the other hand, there
has been a substantial demand for bonds and a moderate demand for notes. Since
the end of April, the System's holdings of bonds have declined by 560 million
dollars and of notes by 230 million., This development is probably a reflection
of (1) e growing confidence in the maintenance of approximately the present
level of the market, resulting in a shift by investors to higher rate issues,
(2) an extension of maturities by commercial banks because of a need for larger
earnings, particularly by the smaller banks, and (3) the relatively large

C inorease in the outstanding amount of bills and certificates, Changes in the
System's holdings since the first of the year are shown in the attached chart.

Sales of bonds and notes by the System and additional sales by
Treasury accounts have not been sufficient to meet the demand. At the same
time the System holds no more of the longer taxable 2 per cent bonds or of
other issues that have been in the largest demend. This development makes
it increasingly difficult, if not impossible, to maintain the present pattern
of rates without a change in the finaneing program,

Before the pattern of rates was established, the interest of the
System and of the Treasury was solely in keeping the market orderly and not
in influencing long-term movements. At present, however, when yields on all
groups of taxable issues are to bec maintained within narrow limits, it is
hecoming more and more apparent that the supply of new issues made available
to the market by the Treasury must be adjusted to th¢ demand, Such an adjust-
ment can no lomger be brought about by changes in yiclds alone and the System
has great difficulty in living up to its commitment, particularly in certain
areas of the market. i

Recommendations

ly. The basket should include:

a. Scries E savings bonds,
O b. Series C Treasury savings notes, with the 30-day notice
eliminated but with the 6-month provision retained,
c. 2 1/2 per cent Troasury bonds of Docember 196l~69.
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<:: It is suggested that the sale of Series F and G savings
bonds should be discontinued immediately. If this is
not done, these issues should be included in the drive
and discontinued after the drive, No certificates are
suggested for the basket, because (1) for the present,
increases in the amount of short-term securities out=-
standing should be small, (2) a refunding problem arises
after only a year, and (3) an additional supply should be
made available in connection with the issue dated August
1, involving an inecrease of a billion dollars, If short-
term socurities arc issued in the drive, it is suggested
that they should be 1 1/2 per cent notes of December 1947
or March 19,8 instcad of certificates, but the inclusion
of any short-term securities would increase the diffi-
culty of selling Series C Treasury savings notes, If
the basket is limited to the four issucs mentioned, thc
selling problem would be considerably simplified,

2. Prevention of bank purchases during drive, Banks will want to purchase
securitios because of tomporarily increasing excess rcserves during
the drivo as a result of the shift of deposits to war loan accounts
and of their need and desire for greater incomec, Means of preventing
this dovelopment should ineludeo:

¢ In view of changed conditions, with the extremely heavy needs
<:: of the Government and the decregsec in free bank reserves, the
spread in yields between short and long maturities should be
reduced and the Treasury should increase the relative pro-
portion of bonds and notes outstanding. The maturity on now
issues of 2 per cent bonds should be extended to 8-10 years,
and if that proves to be inadequate to 9-11 or 10-12 years.
In addition, the number of new issues should be simplified
and restricted because of the impossibility of maintaining
a pattern on too many issues, New 9-month bills should be
iséuod in a total amount of not exceeding a billion dollars
a woek to replace the present bills and certificates, with
subscriptions for $100,000 or less allotted in full at 1ﬂ+
of 1 per cent and the remainder allotted on a bid basis.
Outstanding certificates should be refunded into this issue,
The amount of the new 9-month bills outstanding should not
exceed the present amount of bills and certificates unless
a demand develops. A buying rate of 3/l of 1 per cent with
repurchase option could be established on the new 9-month
issue. Other Treasury issues should then be restricted
to 1 1/2 per cont notes and 2 and 2 1/2 per cent bonds,
Investors desiring to round out their portfolios could
purchase intervening issues in the market, and it would
not be necessary to maintain rates on those issues within
narrow limits.

< : b, Prohibit quotations on and trading in the 2 per cent bonds
included in the drive for at least 30 days and preforably
for 60 days after the closc of the drive, by which timo
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ce The Treasury should request banks not to buy thc ncw issues
during the nonbank drive and should announce that future
financing available to banks will be provided by interim
financing which will be opon to banks only and that bank
subscriptions will be limited so that total subscriptions
will not gruatly oxcced allotments. This provision would
curb speculativc subscriptions sold to banks at premiums
and would clarify in the public mind the scparation of
the financing, It would also bc hclpful to announce that <
the first bank financing after the drive will be in 2
per coent bonds,

d. The Federal Rescrve should issue a circular to commercial banks
saying that oxcoss rescrves will inerease during the drive,
giving thu reason for the increasc, explaining that it will
be orily tomporary, and suggusting that the inercasc be in-
vested in bills by subseribing for now issucs, repurchasing
bills hcld'in the option account, or purchasing bills in
the markct,

3. Offor cxehange of August 1 ccrtificates into now onc-ycar ccrtificates b//
and raisc o billion dollars of new money cxclusively from banks. As
en alternative, the maturing issuc might be paid off in cash, with
the Treasury sclling 2.5 billion dollars of now cortificates to banks
<::, ' and the public. The cash down payment should be raised from 2 por
cent to 10 por ccnt, Full allotments should be continucd at $100,000
and should bec accompanicd by payment in full,

L. Offer exchange in October of 1943-L5 bonds into the 2 and 2 1/2 per b///
cent bonds sold in the drives Only the 2 por cont bonds would be
availablc to commercial banks, with the trading restrictions rcforred
to above.

5. Insurance companics and savings banks should be permittcd to subseribe
from the beginning of the drive, These institutions have been anxious
to invest accumulating funds for some time, and & further postpone-
ment would be unfair to theme The question of large subscriptions
at the beginning of the drive should be hundled in the following
manncr

a. A scparate quota should be established for individucls only
and should be given the prineipal publicity.

b. 4 separate quota would be cstablished for financial institutions
oand corporationsa

6. Inauguratc instalment plan on the 2 1/?3. Subscriptions and periodic
payments under the plan would be made to the Treasurye. The plan would
contomplate perhaps L or 5 monthly instalments of -equal amount cxecept

<:> for the last instalment, which would inelude gn additional amount
repraesenting acerucd intorost on previously unpaid balancess
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HOLDINGS OF U.S. GOVERNMENT SECURITIES
BY FEDERAL RESERVE BANKS
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