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TREASURY ANNOUNCES ELIMINATION OF 20-YEAR BONDS AND 
CONSIDERATION OF REDUCTION IN SAVINGS BONDS INTEREST RATE FLOOR

To All Banking Institutions, and Others Concerned, 
in the Second Federal Reserve District:

The following statement has been adapted from a press release issued April 30 by the Treasury Department: 

20-year bond

T he Treasury D ep artm ent an n ou n ced  to d a y  that it w ill elim inate the regular quarterly 20-year b on d  cycle . 
T he D epartm ent an n ou n ced  o n  M arch 18 the can ce lla tion  o f  the 20-year b on d  that it n orm ally  w ou ld  have  
au ctioned  in  la te M arch , b ecau se C ongress had n ot yet acted  to  increase the a m ou n t o f  T reasu ry’s au th ority  to  
issue long-term  b on d s w ith ou t regard to  the 414 percent sta tu tory  in terest rate ce iling . T h e D ep artm ent stated  at 
that tim e that it w ish ed  to  preserve its then  rem aining b on d  au th ority  for the 30-year b on d  to  be o ffered  in the  
M ay refun d in g , b ecau se the 30-year b on d  is a m ore attractive issue in  the m arket and thus less co stly  to  the  
T reasury. O ver the past m on th  T reasury has carefu lly  assessed  the m a rk et’s reaction  to  the ca n ce lla tion  o f  the  
M arch 20-year b on d  and con clu d ed  that it w ou ld  be m ore co s t-e ffec tiv e  for the T reasury to  issue larger am ou n ts  
o f  10- and 30-year securities rather than  20-year issues. T hat d ecision  is reflected  in  the s ign ifican t increases in  
the am ou n ts o f  the 10- and 30-year issues an n ou n ced  to d a y . W h ile  there w ill be n o  20-year issues in  the near 
fu ture, the m aturities and  tim ing  o f  T reasury issues over the lon ger run w ill, o f  cou rse, depend  u p o n  m arket c o n ­
d ition s and to ta l finan cing  needs at the tim e.

Savings Bond rate

T he T reasury a lso  an n ou n ced  that it is con sid erin g  the need  to  reduce the guaranteed  m in im u m  in terest rate 
on  new  issues o f  U .S . Savings B on d s.

T he Treasury is p leased  w ith  the success o f  the m arket-based  variab le rate sav ings b on d  in trodu ced  in  
N ovem b er 1982. S ince then  Series EE savings b on d s held  for at least 5 years h ave provid ed  a y ie ld  eq u iva len t to  
85 percent o f  the average m arket yield  on  5-year T reasury m arketab le securities. Such  b o n d s, like the previous  
E E  b o n d s, have early redem ption  and tax deferral ad vantages n ot o ffered  on  T reasury m ark etab le securities, 
and a lso  have a guaranteed  m in im u m  rate o f  7 .5  percent i f  held  at least 5 years. T h e new  savings b on d  has been  
w ell received  by savers, w h ile  at the sam e tim e it has been  a cost e ffec tiv e  m eans o f  finan cing  a p ortion  o f  the  
p ublic deb t, as com p ared  to  fin an cin g  w ith  m arketab le securities. Sales o f  sav ings b on d s have m ore than  d o u ­
b led , from  $779 m illion  in  the third  quarter o f  1982 to  $1 .7  b illion  in  the first quarter o f  1986.

M arket yields h ave d eclined  su bstan tia lly  since the current term s o f  the m ark et-b ased  savings b on d  w ere  
estab lish ed . T he m ark et-b ased  savings b on d  rates are ca lcu lated  in  six -m on th  b lo ck s , and  are an n ou n ced  early in  
M ay and N ovem b er each  year. T h e first m arket-based  rate an n ou n ced  in  N o v em b er  1982 w as 11 .09  p ercent. T he  
rate for the 6 -m on th  period  ended  A pril 30, 1986 w as 8 .3 6  percent. T h e rate for  the M ay-O ctob er p eriod  is 7 .0 2  
percent. T hus, the variable m arket-based  rate, for the first tim e, is low er than  the 5-year floor  rate o f  7 .5  percent.

In these c ircum stances, T reasury is con sid erin g  a redu ction  in  the 7 .5  percen t f lo o r  for  fu ture issues o f  
Series E E  savings b o n d s, in  order to  preserve the co st e ffec tiven ess  o f  the program  and to  a vo id  excessive c o m ­
p etition  w ith  other sav ings form s. T he D ep artm ent is n o t con sid erin g  a ch an ge in  the m ark et-b ased  form u la , and  
any reduction  in the 7 .5  percent guaranteed  m inim um  rate w ill apply on ly  to  b ond s so ld , or extended  in  m aturity, 
after the redu ction  is an n ou n ced .

Additional copies of this circular will be furnished upon request.
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