
fSTRICTLY CONFIDENTIAL) November 16,

MEMORANDUM FOR DISCUSSION AT MEETING OF MEMBERS OF
EXECUTIVE COMMITTEE ON NOVEMBER 17

1. There should be a separate drive for individuals, on the one
hand, and for corporations, insurance companies, and mutual savings banks on
the other. The drive Sor individuals logically should bo first. The corpora-
tion drive should be^after the maximum possible amount has been raised from
individuals,

2, Since the Treasury will have a balance of about 8 billion dollars
in the middle of January, a drive at that time does not appear to be necessary.
The drive could be postponed at least until the middle of February. It does not
seem necessary for the Treasury to maintain a large balance for meeting unfore-
seen contingencies such as large redemptions of savings bonds. Since the
Federal Reserve System is maintaining stability in the Government security .»
market, the Treasury could meet any conceivable emergency need for funds through
offerings of bills or certificates. In addition, the Treasury could borrow
5 billion dollars directly from the System, none of whiofe authority is now
being used. In effect, therefore, the Treasury would have a large cash balance,
even though its actual deposits were reduced to a low levex. /(

3* It has been mentioned above that the individual drive could be
postponed at least until the middle of February. In that event, the corporate
drive could be postponed until March or April. An alternative program would
be to have the corporate drive in February, in which event the individual drive
could be postponed until April.

lj.» The principal reason for the separation of the drives is to
concentrate emphasis on sales/of sgcjtarities to individuals. Most of tho efforts
of the selling organization £p&££oe concentrated on the individual drive; the
corporation drive would require a relatively small amount of sales effort. With
the separation of the drives, reliance could no longer bo placed on corporation
subscriptions in order to reaoh the goals. The Treasury would receive a more
even flow of funds and consequently would avoid the payment of interest on the
excessive cash balances that result from the present drives. The number of kinds
of issues included in the individual drives could be reduced. Smaller transfers
of deposits to war loan accounts than during the past drives would result in
smaller declines in required roserves and consequently in less encouragement to
the expansion of bank credit,

5* It seems desirable to have a period of a month or two between the
individual and the corporation drives. The advantages of the separation would
have real force only with some interval of time between the drives, Moreover,
since the total of the individual drives would not be known for a week or two
after the close of the drive, better planning of the corporation drive could
be made if it were postponed until some time after the conclusion of the in~
dividual drive. Quotas would be established on a State basis for the individual
drive*
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6. In the corporation drive, provision should be made for the in-
vestment of savings deposits of commercial banks on the basis of some formula.
If the formula for each commercial bank were $100,000 or the amount of their
savings deposits, whichever is lajp-ger, it is estimated that subscriptions
from commercial banks would total something more than a billion dollars,
which would appear to be adequate for this purpose; if the limit were raised
as high as $500,000, the amount would run to perhaps as much as U or 5 bil-
lion dollars^ Commercial banks have a large amount of savings deposits. Since
they are unable to invest them in new issues at rates of more than 2 per cent,
however, they have reduced their rates on savings deposits to 1 l/2 per cent
and less. Building and loan associations and other savings institutions are
taking this business, since they are able to invest in 2 l/2 per cent bonds
and consequently can pay higher rates than can commercial banks. By this
process, the Treasury in effect is encouraging the growth of a duplicate
banking system. If commercial bonks were permitted to purchase 2 l/2 per cent
bonds, however, they could pay 2 per cent on their savings deposits, which
would place them in a better position to meet the competition of other savings
institutions.

7« The basket in the individual drive should consist of Series E, F,
and G savings bonds and 2 l/2 per cent marketable bonds not available for pur-
chase by commercial banks for 10 years. The basket, thereby, would be con*
siderably simplified. There is no need of including certificates, notes, or
2 per cent bonds in the basket. The first two kinds of issues are not generally
attractive to individuals; although the 2 per cent bonds were purchased in
large amount by individuals in the last drive, a considerable part of these
purchases were speculative in character. The corporation drives should include
savings notes and 1 l/2 per cent marketable notes of March or June I9I4B, which
would be purchased largely by corporations, and 2 l/2 per cent bonds, which
would be purchased largely by mutual savings banks, insurance companies, and
commercial banks under the above formula. It does not appear to be desirable
to include 2 l/Lj. per cent bonds in either basket, There would be few if any
subscriptions for 2 l/k per cent bonds that would not be placed in 2 l/2 per
cent bonds, and the addition of another kind of security would add to the
complications of Treasury financing.

8» In order to reduce speculation and commercial bank purchases in
the next drive, dealers and brokers should be prohibited from subscribing for
the new issues other than the 2 l/2 per cent bonds. In addition, the Treasury
should issue a statement discouraging the extension of bank credit for purchasing
or carrying new issues of Government securities except where the loans are to
bo repaid out of anticipated income. The rate of interest should be not less
than the coupon rate on the securities pledged as collateral for the loans, and
it might also be desirable to have a 10 per cent margin. Finally, trading in
the new issue of notes should be prohibited for between 15 and 30 days after the
close of the drive.

9. Holders of the December 1 certificates and of the December 15 notes
should be permitted to exchange their holdings for an issue of 1 l/2 per cent
notes of March or June 19^8 • Mbtes are suggested instead of certificates in
order to eliminate the large refunding problem that would arise after only a
year if the refunding were into certificates.
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