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TO MR* MARTIN:

You will recall that on a copple of occasions during our recent con-
ferences with the Reserve I raised the question as to what should be done
with the 1967-72s held by the Federal Reserve Open Market Account. Wfcr
own opinion is that they, or a substantial part, should be exchanged for
the 2-3/1$ non-marketable bond and simultaneously the non-marketable
2-3/Us should be converted into the marketable l-l/2$ 5>-year notes•

The Federal Reserve Open Market Account now owns $2,U3£,OOO,OOO of
the 1967-72s, the annual interest on which would be f60,850,000. The
annual interest on an equivalent amount of l-l/2$ 5-year notes would be
$36,£OO,OOO.

The Treasury now holds $3,068,000,000 of the 1967-72s in various Gov-
ernment investment accounts, of which §1,290,000,000 is held by Postal
Savings and $1,082,000,000 for the Old-Age trust fund* Other holdings for
Government investment account are Unemployment trust fund, $338,000,000,
Federal Deposit Insurance Corporation, |lU2,000,000j Federal Housing Ad-
ministration, $191*000,000; and miscellaneous accounts, $25*000,000. It
may be that some of these should be exchanged for the new 2-3/1$ non-marketable
bond, concerning which another memorandum will be submitted before the books
close. Generally speaking, however, it is assumed that the large holdings
for Postal Savings and Old-age trust fund should not be exchanged* If
it should seem desirable later to sell any of the 1967-72s from Government
investment accounts, in order to promote orderly market conditions and which
at the same time might coincide with the best interests of the Government in-
vestment accounts, this might be preferable to the selling of securities held
by the Federal Reserve Open Market Account. One advantage of this arrange-
ment would be to provide the Treasury with cash, and to that extent it would
reduce the need for borrowing.

This should receive serious consideration before the books for the new
offering are closed about April 9.
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