
2E:PORT TO T H E  SECRETARY (?F TiiE 'TREASURY 
FROM THE U .  S ,  GOVERNMENT AND FEDERAL 
A G E N C I E S  S E C U R I T I E S  COMMITTEE OF T H E  

P U H L I C  SECUR'ITIES ASSOCIATlON 
P e b u r a r y  1, 1 9 8 4  

D e a r  Y r ,  S e c r e t a r y :  

S i n c e  o u r  last. m e e t i n g  i n  L a t e  O c t o b e r ,  i n t e r e s t  r a t , . e s  
h a v e  f l u c t u a t e d  s p o r a d i c a l l y  i n  a n a r r o w  r a n g e  w i t h  v e r y  
l i t t l e  c h a n g e  o n  b a l a n c e ,  G i v e n  t h e  o v e r a l l  s h o r t  term 
e c o n o m i c  o u t l o o k  we w o u l d  e x p e c t  t h i s  t o  c o n t i n u e  d u r i n g  t h e  
p r e s e n t  q u a r t e r ,  

T r e a s u r y  c o u p o n  a u c t i o n s  a re  now so  l a r g e  a n d  f r e q u e n t  
t h a t  t h e  m a r k e t  h a s  l i t t l e  c h a n c e  t o  d i g e s t  a n d  r e h o u n d  f r o m  
*2ne a u c t i o n  t o  t h e  n e x t ,  A s  s o o n  a s  o n e  r e f u n d i n g  p a s s e s  
i n v e s t o r s  w i l l  e x p r e s s  c a u t i o n  o v e r  m a k i n g  n e w  c o m m i t m e n t s  
p r i o r  t o  t h e  n e x t  s e m i - q u a c t e r l y  c o u p o n  f i n a n c i n g ,  

'Th is  h a s  b e e n  mi t . i . g a t ed  t o  some e x t e n t .  by a s u b s t a n t i a l  
r e d u c t i o n  o f  f l o a t i n g  s u p p l y  o f  T r e a s u r y  b o n d s  b y  c o u p o n  
s t r i p p i n g  o r  i t s  e q u i v a l e n t ,  S u c k  s t r i p p i n g  h a s  c r e a t e d  t h e  
o p p o r i : u n i l y  f o r  t h e  T r e a s u r y  t:o s e l l  more l o n g  h o n d s  t h a n  
o t h e r w i s e  w o u l d  b e  p o s s i b l e .  On t h e  o t h e r  h a n d ,  i t  n i g h t  p u t  
some  u p w a r d  p r e s s u r e  o n  s h o r t  i n t t ? r m e d i a t c  n o t e s ,  

A d e g r e e  o f  v o l a t i l i t y  c o u l d  h e  i n t r o d u c e d  i n  t h e  s h o r t  
>- - cerm a r e a  b y  t h e  a d v e n t  o f  c o n t e m p o r a n e o u s  r e s e r v e  r e q u i r e m e n t s  
a n d  t h e  c h a n g e  i n  t h e  r e s e r v e  p e r i o d ,  T h i s  c o u l d  h e  e s p e c i a l l y  
' r u e  P t  t h e  F e d e r a l  R e s e r v e  were t o  i m m e d i a t e l y  h e g i n  t o  
r e e m p h a s i z e  r e l i a n c e  o n  MI. a s  it.s p r i m a r y  m o n e t a r y  p o l i c y  
d e t e r m i n a n t . .  

W i t h  t h i s  b a c k g r o u n r l ;  we recommend t h a t  t h e  T r e a s u r y  
c o n t i n u e  t o  e m p h a s i z e  c o u p o n  i s s u e s  t o  r a i s e  n e w  c a s h  a n d  
t h a t  t ~ h e  3 a n d  6  m o n t h  b i l l s  h e  u s e d  a s  s p a r i n g l y  a s  p s s i b 1 . e  

O u r  s p e c i f i c  r e c o m m e n d a t  i o n s  f o r  t h e  F e l x u a r y  1 5 t h  
r e f u n d i n g  a r c  a s  f o l l o w s :  

S e l l  $ 5 = 5  b i l l i o n  n o t e s  d u e  2 /15 /87  
Reopen  i d 2 5  b i l l i o n  11 3/4X n o t e s  d u e  11/1,5/93 

S e l l  4 - 7 5  b i l l i o n  b o n d s  dire 2/1.5/1 4 

3u-r C o m m i t t e e  v ? t e d  u n a n i m o u s l y  i n  F a v o r  o f  a t o t a l  siz;. 
Of t h e  r e f u n d i n g  of S 1 6 , i  h i l l . i o n . ,  !4owcver ,  f o i i r  i ~ t  our 
member s  w o u l d  h a v e  p r e f e r r e d  t o  re(-Juce t h e  30 y e a r  i s s u e  t o  
$ 4 . 5  b i l l i o n  arid i n c r e a s e  t h e  9 3 /4  y e a r  n o t e  t o  $ 5 - 5  b i l l i o n .  
7'ili.s p a c k a g e  wou ld  r a i s e  51.2 b i l l i o n  i n  c a s t ?  l e a v i n g  $ 1 7  b i l l i o n  
t o  be  r a i s e d  o v e r  t h e  b a l a n c e  of t h e  q u a r t e r .  



To r a i s e  t h e  $17 b i l l i o n  w e  recommend t h e  FoLl.owinq; 

Feh 23 two y e a r  note 5 8 - 2  v  S 5 - 3  $ 2 - 3  b i l l i o n  
Mar 2 f i v e  y e a r  n o t e  6 , 3  
C o n t i n u e  w e e k l y  b i l l s  a t  S l2 .R  2 . 3  
R a i s e  1 y e a r  h i l l  t o  $8-5 2 - 0  
Forf2 iqn  a d d  o n s  p l u s  

c a s h  mqmt h i l l s  a s  needed  3 .5  
T o t a l  $ 1 7 3  

A s  you may r e c a l l  our c o m n i t t e e  h a s  p r e v i o u s l y  recommended 
some r e s t r a i n t  o n  t h e  s i z e  o f  t h e  t w o  y e a r  n o t e .  W e  s t i l l  
f e e l  t h a t  i t  is 1 .a rge  i n  r e l a t i o n  t o  t h e  o n e  y e a r  h i l l *  We 
a r e  n o t  recommending a  r e d u c t i o n  i n  t h e  p r e s e n t  s i z e  o f  t h e  
two y e a r  n o t e  h u t  f e e l  t h a t  t h e  p r o p o s e d  i n c r e a s e  i n  t h e  
s i z e  o f  t h e  1 y e a r  h i l l  is i n  k e e p i n n  w i t h  t h e  5 8 . 2  h i l l i o n  
s i z e  oE t h e  n o t e ,  

I am a t t a c h i n g  a  s c h e d u l e  t h a t  s e t s  f o r t h  some p o s s i h i 1 . i t i e s  
f o r  f i n a n c i n q  t h e  c a s h  n e e d s  i n  t h e  s e c o n d  q u a r t e r ,  

Our  q r o u p  c o n s i d e r e d  t h e  c h a n q e  i n  t h e  a n n o u n c e m e n t  d a y  
f o r  n o n e y  supp1.y t i q u r e s , a n d  a  s u b s t a n t i a l  m a j o r i t y  Feels t h a t  
i t  would h e  i n  t h e  T r e a s u r y "  b e s t  i n t e r e s t  to  e l i m i n a t e  t h e  
T h u r s d a y  a u c t i o n .  W e  r e e o n n e n d  s t a r t i n g  w i t h  t h e  n e x t  q u a r t e r  
e n d  f i n a n c i n q ,  You coulc-1 c o n s i d e r  s c l . l i n q  t h e  I! y e a r  n o t e  on 
Honday,  t h e  s e v e n  y e a r  on  T u e s d a y  a n d  t h e  Z O  y e a r  bond o n  
Wednesday,  

T h i s  c o n c l u d e s  o u r  r e p o r t  h u t  we would  h e  happy t o  
e l a b o r a t e  or a n s w e r  q u e s t i o n s  a t  t h i s  time, 



Cash Manaqement B 11 1 s : 
7 

(Aprsl Maturi ty)  S 3.5 

2-Year Notes: -- 

(3 /31  rnat~urity)* S 5,5 
(4/30 m a t u r i t y )  S 5.0 
(5 /31  matlrrrity) S 5-5 

f F ~ r s t  half  of -0- 
June )  

7-Year Notes: 

( F x r s t  hal f  of -0- 
Aprl l  

PRa?ECTED 
SIZE 

S 12-8 
$ 1 2 3  
$ 12.8 
$ 12,8 
$ 1 2 - 8  
S 12-8 
$ 12.8 
S 12-9 
$ 12,R 
$ 12.9 
S 12-8 
S 12A 
$ 12-8  

$ 8 . 5  
8 - 5  

$ 8 - 5  

-0 - 

NE33 CRSH 
RAISED 



REPORT TO THE SECRETARY OF THE TREASURY 
FROM THE U.S, GOVERNMENT AND FEDERAL 
AGENCIES SECURTTTES COMMITTEE OF THE 

PUBLIC SECURITIES ASSOCIATION 
May 2 ,  1984  

D e a r  Mr, S e c r e t a r y :  

S i n c e  t h e  l a s t  r e f u n d i n g  was announced  on  F e b r u a r y  1, 
i n t e r e s t  ra tes  h a v e  i n c r e a s e d  a n  a v e r a g e  OF a b o u t  I p e r c e n t a g e  
p o i n t  f o r  a l l  T r e a s u r y  s e c u r i t i e s .  T h e  economy p r o v e d  t o  be  
s t r o n g e r  t h a n  had  b e e n  a n t i c i p a t e d ,  t h e  F e d e r a l  R e s e r v e  
tightened m o n e t a r y  p o l i c y ,  and  i n v e s t o r s  became i n c r e a s i n g l y  
c a u t i o u s  i n  t h e  f a c e  o f  c o n t i n u i n g  h i g h  d e f i c i t s  c o u p l e d  w i t h  
g r o w l n g  p r i v a t e  c r e d i t  demands ,  

I n  r e c e n t  y e a r s ,  a n d  p a r t i c u l a r l y  t h e  l a s t  t w o ,  m a r k e t  
p s y c h o l o g y  h a s  p l e y e d  a n  i n c r e a s i n g l y  i m p o r t a n t  role i n  
d e t e r m i n i n g  i n t e r e s t  . r a t e  l e v e l s  and  v o l a t i l i t y ,  D u r i n g  t h e  
most r e c e n t  r e c e s s i o n  a n d  f i r s t  y e a r  o f  r e c o v e r y i  i n t e r e s t  
r a t e s  c o u l d  h a v e  g o n e  c o n s i d e r a b l y  l o w e r  had i t  n o t  b e e n  f o r  
t h e  f e a r  c o n c e r n i n g  t h e  m a g n i t u d e  o f  t h e  f e d e r a l  d e f i c i t .  
T h i s  c o u l d  h a v e  happened  w i t h o u t  n e c e s s a r i l y  p r o v i d i n g  f u r t h e r  
s t i m u l u s  t o  t h e  economy,  

b51 f i g u r e s  and o t h e r  money s u p p l y  r e l a t e d  s t a t i s t i c s ,  
a l o n g  w i t h  e c o n o m i c  d a t a ,  h a v e  b e e n  the b a s i s  f o r  s h o r t  t e r m  
p s y c h o l o g i c a l l y  d r i v e n  s w i n g s  i n  m a r k e t s ,  The  p o i n t  is t h a t  
i t  i s  p e r c e p t i o n  a n d  a n t i c i p a t i o n  o f  f u t u r e  r e s u l t s  o f  t h e  
s t a t i s t i c s ,  r a t h e r  t h a n  r e a l  economic  i m p a c t  a F f e c t : i n g  s u p p l y  
a n d  demand fo r  c r e d i t ,  t h a t  s eems  t o  be  d r i v i n g  t h e  m a r k e t s .  

T h i s  i n c r e a s e d  impar tar ic i?  o f  p s y c h o l o g y  i n  t h e  bond and 
money m a r k e t s  i n  l a r g e l y  t h e  r e s u l t  o f  s t r l ~ c t u r a l  c h a n g e s  i n  
f i n a n c i a l  m a r k e t s  ant3 i n s  t i  t u t i o n s ,  T h e r e  a r e  many more 
p r o f e s s i o n a l  t r a d i n g  o p e r a t i o n s  a c t i v e  t o d a y  t h a n  t h e r e  were 
j u s t  a few y e a r s  a g o  and  m o s t  e m p h a s i z e  p o s i t i o n  a s  o p p o s e d  
t o  i n t e g r a t e d  t r a d i . n q  arid r e t a i l  d i s t r i h u t i o n .  Even many 
I.ong term i r i v e s t o r s  have a d o p t e d  a  s h o r t  tenn t r a d i n g  a p p r o a c h  
a s  t h e i r  i n v e s t m e n t  t e c h n i q u e ,  T h e s e  m a r k e t  d e v e l o p m e n t s  
h a v e  t a k e n  p l a c e  a t  a  t i m e  when F e d e r a l  R e s e r v e  c o n t r o l  ovel-  
h a n k  l e n d i n g  h a s  b e e n  s u h s t - a n t i a l l y  d i m i n i s h e d .  Wi th  t h e  
h i g h  l e v e l  of l i q u i d i t y  i n  t h e  b a n k i n g  s y s t e m  t h e  Fed c a n  no  
l u n g e r  b r i n g  a b o u t  lo t in  i i e c l i n a t i o n s  and d i r e c t  c r e d i t  r a t i o n i n g  
b u t  c a n  m e r e l y  a f f e c t  t h e  cost of t h e  l o a n s  and t h e i r  f u n d i n g .  

i f  x e a n i n y f u l  s t e p s  a r e  t a k e n  t o  r e d u c e  t h e  f e d e r a l  
d e t i c i t . . ,  t h e  m a r k e t s  c o u l d  s t a b i l i z e  and lower r a t e s  wauid i>e 
q u i t e  p o s s  i h l e  O t h e r w i s e  w e  would a n t i c i p a t e  f l t ~ c t u a t i  ny 
m a r k e t s  o n  a day ta day  b a s i s  l e a d i n g  t o  g r a d u a i i y  h i g h e r  
r a t e s  o v e r  t i m e .  



I n  t h i s  m a r k e t  a t m o s p h e r e  w e  make  t h e  f o l l o w i n g  r e c o m m e n d a t i o n s :  
f o r  t h e  May 1 5  r e f u n d i n g :  

1, A u c t i o n  $ 6 - 5  b i l l i o n  3  y e a r  n o t e s  
d u e  5 / 1 5 / 8 7  

2 ,  A u c t i o n  5 5 . 2 5  b i l l i o n  1 0  y e a r  n o t e s  
d u e  5 / 1 5 / 9 4  

3 ,  A u c t i o n  3 4 - 5  b i l l i o n  30 y e a r  b o n d s  
f l ue  5 /15 /09 -14  

The Commi t t e e  a l s o  r ecommends  t h a t  f o r e i g n  a d d - o n s  b e  p e r m i t t e d  
o n  t .hese  i s s u e s  e v e n  i f  i t  m e a n s  f o r t h e r  r e d u c t i o n s  o f  b i l l s  
t o  s t a y  b e l o w  t h e  d e b t  l i m i t ,  

I f  t h e r e  i s  a d d i t i o n a l  l e e w a y  to  r a i s e  a n o t h e r  $ 5 0 0  r n l l l i o r i  
w l t h i n  t h e  d e h t  l i m i t ,  1 4  o f  o u r  m e m b e r s  w o u l d  a d d  t h i s  amoun t  
to  t h e  3 0  y e a r  b o n d .  6 member s  w o u l d  a d d  t o  t h e  1 0  y e a r  n o t e .  

A t t a c h e d  t o  t h i s  r epor t  i s  a s c h e d u l e  s e t t i n g  f o r t h  o u r  
r e c o m m e n d a t i o n s  f o r  f i n a n c i n g  d u r i n g  t h e  b a l a n c e  o f  t h e  s e c o n d  
q u a r t e r .  T h i s  s c h e d u l e  p r o v i d e s  f o r  r e d u c t i o n s  i n  week1.y 
h i l l s  o f  $ 7 - 0  b i l l i o n ,  r a i s i n g  t h e  L e v e l  of t h e  o n e  y e a r  b i l l  
t o  $ 8 - 3  b i l l i o n  r a i s i n g  $ 1 . 0  b i l l i o n ,  wi t -h  t h e  2 y e a r  no te  
a l s o  a t  S 8 - 3  b i l l i o n  r a i s i n g  $ 2 , 9  b i l l i o n  i n c l u d i n g  $ . 2  b i l l i o n  
o f  a d d  o n s .  T t  a l s o  c o n t e m p l a t e s  r e o p e n i n g  t h e  two p a i d  down 
b i l l  i s s u e s  f o r  S h - 0  b i l l i o n  e a c h .  

W e  h a v e  i n c i u d e d  a p r e l i m i n a r y  s c h e d u l e  f o r  t h e  t h i r d  
q u a r t e r  f i n a n c i n g s ,  T h i s  w o u l d  r a i s e  5 4 6 - 9  b i l l i o n ,  I n  
l o o k i n g  t o  f u t u r e  f i n a n c i n g s  w e  f e e l  t h a t  w e  s h o u l d  t a k e  i n t o  
c o n s i d e r a t i o n  t h e  q u a r t e r l y  i n t e r e s t  p a y m e n t s  a s  w e l l  a s  t h e  
m a t u r i n g  i s s u e s ,  T h i s  i s  p a r t i c u l a r l y  t r u e  fo r  November  when 
i n t e r e s t  p a y m e n t s  w i l l .  e x c e e d  $ 1 3  b i l l i o n ,  T h e s e  p a y m e n t s  
a r e  u s u a l l y  h e a v i e r  i n  May a n d  November .  I f  t h e s e  a r e  n o t  
f i n a n c e d  a l o n g  w i t h  t h e  r e f u n d i n g  t h e y  i n c r e a s e  o t h e r  c a s h  
F i n a n c i n y s ,  

W e  w i l l  be h a p p y  t o  t r y  t o  a n s w e r  a n y  q u c s t l o n b  t h a t  you 
may h a v e ,  

Respect f u l l y  s u b m r t r e i i ,  

H ,  J a c k  R u n n r n n ,  L T r  
Cha  i m a n  



ISSUE PUWYSIS OF APRIL - JUNE QU!URITI'ER NEN MCINFY FINANCING TO RF W E  --- 
( $  B i l l i o n s )  

WEEKLY BILLS 
PRWECTED 

OUTSTNVDIK, - - SIZE 

1-Year R i l l s :  .- 

(5/17 mztur l ty)  $ 7.8 S 8,3 ----- +$ - 5  
( 6/14 mturi t y  S 7.8 S 8 - 3  ----- i s  - 5  +$ 1,0 

Cash Management Hllls: -- 

(Reopen 5/3, and/ 
or 5/10 issues) -u- 

2-Year Not-es: 

(5/31 maturi ty)  S 5*6 

5-Year Notes: 

(E'irst half of 
June) 

Refunding: 



ISSUE ANALYSIS OF JULY - SEPTEMBER QUARTER NEV MONEY FINANCING REMAINING TO BE DONE 

( 6  bi l i iqrs)  

IJEd CASH 
RAISED 

+$ -7 
+$ .7 
+$ -8 
+$ 1.0 
+$ .8 
+$ -7 
+$ .6 
+$ -4 
+$ - 3  
+$ -6 
+$ .5 
+$ e 5  

+$ -5 +$ 8.1 

PROJECTED FOREIGN 
WEEKLY BILLS OUTSTANDING SIZE NEW CASH 

I-Year Bills: 

(7/42 maturity) 
(8/9 maturity) 
(9/6 maturity) 

-Year Notes : 

(6/30 maturity)" 
(7/31 maturity) 
(8/31 maturity) 

5-Year Nctes: 

( F i r s t  half  of 
Sept ,) 

4-Year Notes : 

7-Year Notes Y 

( F i r s t  h a l f  of 
July) 

( F i r s t  naif  of 
July) 

" Set'cleme~t of these secu r i t i e s  w i l l  be on 7/2/84. 



REPORT TO THE SECRETARY OF THE TREASURY 
FROM THE U,S GOVERNMENT A N D  FEDERAL 
AGENCIES SECURITIES COMMITTEE OF TBE 

PUBLIC SECURITIES ASSOCIATION 
Augus t  1, 1984  

Dedr M r .  S e c r e t a r y :  

S r n c e  t h e  May refunding ra tes  h a v e  r a n g e d  w i d e l y ,  w z t h  
s h o r t - t e r m  r a t e s  h a v l n g  moved h l g h e r  on  b a l a n c e  and l o n g e r  
term r a t e s  h a v i n g  moved lower, f l a t t e n s n g  t h e  y i e l d  c u r v e ,  
S e v e r a l  conflicting f o r c e s  a r e  i n f l u e n c i n g  i n v e s t o r  attitudes, 

F a c t o r s  p u t t i n g  upward p r e s s u r e  on  r a t e s  a r e  a s  f o l l o w s :  

1. S t r o n g e r  t h a n  a n t i c i p a t e d  economic  r e c o v e r y  
and e x p a n s i o n  w i t h  t h e  accompanying s t r o n g  
l o a n  demand a c r o s s  t h e  b o a r d .  

2 ,  S t i m u l a t i v e  F i s c a l  p o l l c ~ e s  and  d e f i c i t  
f i n a n c i n g ,  

3 ,  F e d e r a l  R e s e r v e  m o n e t a r y  r e s t r a i n t .  

F a c t o r s  p u t t l n g  downward p r e s s u r e  on  i n t e r e s t  r a t e s  a r e :  

1, Good i n f l a t i o n  p e r f o r m a n c e  continuing f o r  a 
l o n g  time and t h e  m a r k e t  and i n v e s t o r s  
s o m e w i ~ a t  b e l a t e d  r e c o g n i t i o n  o f  t h e  i i k e l ~ h o o d  
o f  i t s  persisting f o r  sornetlme t o  come, 

2 -  The t e r m i n a t i o n  o f  t h e  w i t h h o l d i n g  t a x  h a s  
a l r e a d y  h e l p e d  t o  improve  m a r k e t  s e n t i m e n t  
and  g r a d u a l  i n c r e a s e s  i n  f o r e i g n  p a r t i c i p a t i o n  
s h o u l d  b e g i n  t o  h a v e  some r e a l  i n p a c t ,  

I n  t h i s  e l e c t i o n  y e a r ,  c h a n g e s  i n  o p i n i o n  a s  t o  t h e  p r o b a b l e  
outcome a r e  l i k e l y  t o  add t o  t h e  v o l a t ~ l l t y  and u n c e r t a i n t y  o f  
t h e  m a r k e t ,  C o n s i d e r i n g  t h e s e  c o n f l i c t s n g  f a c t o r s ,  t h e r e  i s  d 
r e a s o n a b l e  c h a n c e  t h a t  i n t e r e s t  r a t e s  c o u l d  work somewhat 
l o w e r  o v e r  t h e  n e x t  few m o n t h s ,  b u t  a r e  n u t  l l k e l y  to  move 
s u b s t a n t i a l l y  r n  e i t h e r  d i r e c t i o n ,  

N o w ,  i n  r e p l y  t o  t h e  c h a r g e ,  we recommend t h e  f o l l o w i n g  
s e c u r i t i e s  be s o l d  a t  y i e l d  a u c t s o n  t o  r e f u n d  t h e  A u g u s t  1 5  
m a t u r i t i e s  and r a i s e  a p p r o x i m a t e l y  $10 b i l l i o n  i n  new c a s h :  

$ 6 . 5  b i l l i o n  3 - y e a r  n o t e  d u e  8/15/87 
$5 .25  b i l l i o n  1 0 - y e a r  n o t e  d u e  8/15/94 
$ 5 . 2 5  b i l l i o n  3 0 - y e a r  bond d u e  8/15/2014 

( a d d - o n s  a p p r o x i m a t e l y  $ , 3  b i l l i o n )  



F o r  t h e  b a l a n c e  o f  t h e  q u a r t e r  we recommend r a i s i n g  
$ 3 - 8  b l l l i o n  t h r o u g h  t h e  s a l e  o f  $12.8 b i l l i o n  o f  w e e k l y  b i l l s  
a t  e a c h  o f  t h e  n e x t  s e v e n  s a l e s  and  $ .4  h r l l i o n  by s e l l i n g  
$ 8 - 5  b i l l l o n  2 - y e a r  n o t e s  w i t h  a p p r o x i m a t e l y  $ . 4  b l l l i o n  o f  
a d d - o n s .  The  5 - y e a r  n o t e  would p r o d u c e  a n o t h e r  $ 6 . 3  b l l l l o n .  

Summary 

R e f u n d i n g  $ 1 0 . 1  b i l l i o n  
Weekly b i l l s  3 , 8  
One-yea r  b i l l  , 4 
Two-year  n o t e  2 .0  
F i v e - y e a r  n o t e  6 . 3  

T o t a l  $22.6  b i l l l o n  

T h i s  would  r e s u l t  i n  a q u a r t e r  e n d  c a s h  b a l a n c e  o f  $ 2 2 . 1  b i l l i o n  
i n c l u d i n g  $ , 7  b i l l i o n  i n  add  o n s .  

I a m  a t t a c h i n g  a s c h e d u l e  o f  t e n t a t i v e  r e c o m m e n d a t i o n s  f o r  
t h e  Oc tober -December  q u a r t e r .  T h i s  would i n v o l v e  r e t u r n i n g  to  
$ 1 3 . 2  b i l l i o n  o f  t h e  w e e k l y  b i l l s ,  c o n t i n u i n g  o t h e r  a u c t i o n s  
a t  p r e s e n t  l e v e l s  a n d  r a i s i n g  $ 8 . 1  b i l l i o n  i n  t h e  November 
r e f u n d i n g ,  

R e g a r d i n g  t h e  q u e s t i o n s  on  c a l l  f e a t u r e s ,  t h e r e  are t h r e e  
b a s l c  f a c t o r s  t h a t  a f f e c t  t h e  y i e l d  d i f f e r e n t l a l  c o s t  o f  c a l l  
f e a t u r e s .  They a r e  a s  f o l l o w s :  

1. L o s s  o f  f u t u r e s  s e t t l e m c n t  
2 .  L o s s  o f  s t r i p a b r l i t y  
3 .  C a l l  o p t i o n  

I n  t h e  j u d g m e n t  o f  t h e  Commi t t ee ,  t h e s e  would r a i s e  i n t e r e s t  
cost i n  t h e  following amount s :  

20-Year Bond 

C a l l a b l e  i n  
1, 1 / 8 %  ( a t  l e a s t )  
2 .  l / 4 %  ( a t  l e a s t )  
3 ,  l / 8 %  ( a p p r o x , )  

5  y e a r s  
1 / 8 % ~  a t  l e a s t )  
1 / 4 8  ( a t  l e a s t )  
L/4% ( a t  l e a s t )  

T o t a l s  1 / 2 %  ( a t  l e a s t )  5 / 8 %  ( a t  l e a s t )  

The a b o v e  e s t i m a t e s  a r e  b a s e d  on  t h e  p r e s e n t  l e v e l s  o f  i n t e r e s t  
r a t e s  a n d  y i e l d  c u r v e ,  

I f  t h e  i s s u e  were c a l l a b l e  a t  a premium, t h e  premium would 
n o t  a f f e c t  numbers  1 a n d  2 a b o v e ,  The c o s t  would o n l y  b e  r e d u c e d  
m o d e s t l y .  



On a zero coupon bond, a principal amountof $35 billion 
would raise $1 billion for a 30-yeapmaturity, $11 billion 
in principal would raise $I billion in a 20-year issue and 
$ 3 3  billion would raise $1 billion bn a 10-year, Our Committee 
feels that $1 billion could be raised from a 30-year; $2 billion 
from a 20-year or about $3 billion from a 10-year issue* 

We believe that a minimum purchase price of $1,000 &uld be 
appropriate, although this would cause reconciliation problems 
between the naturlty value offered and the subscript~ons tendered, 

We think that if a zero coupon issue 1s offered, no schedule 
should be announced; rather a one-time offering should be made 
to test the market. After the initial offering, issues in the 
first quarter of the year would be appropriate because of IRA 
accounts, 

Our Committee was divided on its recommendation for sale 
technique: 7 members favored a regular auction; 7 favored a 
Dutch auctlon; and 4 were for a subscription offering. 

At the present time, based on current markets, a zero 
coupon could sell about 40 basis points below the par bond 
yreld curve on thc 30- and 20-year issues, On the 10-year 
Issue, the advantage would be about 20 basrs parnts, On the 
spot yield curve, the 30-year would show no advantage, the 
20-year a 46 hasls point advantage and the 10-year a 25 basls 
polnt advantage. However, we feel that the 30-year is 
distorted by the 25-year call' Wlthout this, the advantage 
would equal the 20-year, 

However, we feel that at least part of this advantage is 
illusory, because st would be offset by a hlgher yield 
on regular issues, due to the competition from the zeroes, 
In other wards, there 1s a certain degree of robbing Peter to 
pay Paul rnvolved In selling zero coupons, 

Under the headlng of additional comments, we would llke to 
say that seliing callable bonds and zero coupons are in basic 
conflict, because one relies on lower rates in the future and 
the other relies on higher rates in the future, 

In thls report, we have attempted to polnt out the cost and 
advantages of offering callable bonds or zero coupons, However, 
it is qulte difficult to recommend how to do something that we 
feel is basreally inadvisable. 

As far as a callable feature 1s concerned, we have serious 
doubts whether the present value of the call feature justifies 



t h e  increased l n t e r e s t  cos t ,  R e g a r d i n g  t h e  z e r o  c o u p o n ,  w e  f e e l  
t h a t  t h e  T r e a s u r y  i s  a l r e a d y  r e c e i v i n g  t h e  b u l k  o f  t h e  a d v a n t a g e  
t h r o u g h  t h e  demand r e s u l t i n g  f rom s t r i p p i n g  and  t h a t ,  i f  z e r o e s  
a r e  t o  b e  o f f e r e d  a t  a l l ,  t h e  T r e a s u r y  s h o u l d  w a i t  f o r  a lower 
l e v e l  o f  a b s o l u t e  i n t e r e s t  r a t e s ,  

T h e s e  a r e  v e r y  complex i s s u e s  and i t  is  d i f f i c u l t  t o *  
c a p t u r e  t h e  d i m e n s i o n s  o f  o u r  d i s c u s s i o n s  i n  a  w r i t t e n  r e p o r t .  
W e  t h e r e f o r e  s t a n d  r e a d y  t o  d i s c u s s  t h e n  f u r t h e r ,  I c a l l  o n  
my c o l l e a g u e s  t o  a s s i s t  me i n  e l a b o r a t i n g  on t h e  i s s u e s ,  and  t o  
a n s w e r  y o u r  q u e s t i o n s .  

* 
R e s p e c t f u l l y  s u b m i t t e d ,  

a e k  Runn ion ,  Jr, 
Chairman 
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WPORT TO THE SECRETARY OF THE TREASURY 
FROM THE U,S GOVERNPlfENT AND FEDERAL 
AGENCIES SECURITIES COMMITTEE OF THE 

PURLIT:  SECURITIES ASSOCIATION 
O c t o b e r  3 1 ,  1984  

Dear M r ,  S e c r e t a r y :  

S i n c e  t h i s  Commi.ttee was l a s t  h e r e  o n  A u g u s t  ].stl i n t e r e s t  
r a t e s  h a v e  d e c l i n e d  a c r o s s  t h e  b o a r d ,  Led b y  a two p e r c e n t a g e  
p o i n t  d e c l i n e  i n  t h e  Fed f u n d s  r a t e ,  o t h e r  y i e l d s  h a v e  de -  
c r e a s e d  by 75  t o  1 7 5  b a s i s  p o i n t s ,  

T h e  lower i n t e r e s t  r a t e s  r e f l e c t  a  s i g n i f i c a n t  s lowdown 
i n  t h e  economy a n d  p r o b a b l y  a d e g r e e  o f  ease by t h e  Open 
M a r k e t  C o r n n i t t e e .  T h e  c o n t i n u e d  Low r a t e  oE i n f l a t i o n  a n d  
remova l  o f  f o r e i g n  w i t h h o l d i n g  t a x e s  h a v e  a l s o  c o n t r i b u t e d  t o  
Lower i n t e r e s t  r a t e s ,  

Economic o b s e r v e r s  a r e  s p l i t  i n  t h e i r  o p i n i o n s  as t o  t h e  
s i g n i f i c a n c e  o f  t h e  e c o n o m i c  s lowdown,  H o s t  b e l i e v e  t h a t  
t h i s  is  j u s t  a b r i e f  l u l l  i n  a s t r o n g  e c o n o m i c  e x p a n s i o n  and 
t h a t  g r o w t h  w i l l  r e s u m e  s h o r t l y ,  A few b e l i e v e  t h a t  i f  a 
r e c e s s i o n  h a s  n o t  a l r e a d y  begun i t  is  i m m i n e n t .  I n  e i t h e r  
c a s e ,  a  E i i r t h e r  doywnward ad jus t . i aen t  i n  i n t e r e s t  r a t e s  would  
be b e n e f i c i a l .  

F o r  t h e  t i m e  b e i n g ,  t h e  s t r o n g  d o l l a r  is  h e l p i n g  t o  
a l l e v i a t e  t h e  b u r d e n  o f  f i n a n c i n g  t h e  h e a v y  F e d e r a l  d e f i c i t ,  
Wowever, i t  i s  c a u s i n g  s e r i o u s  p r o b l e m s  f o r  many m a n u f a c t u r e r s  
and  e x p o r t e r s ,  

A t  t h e  p r e s e n t  t i m e ,  t h e  m a r k e t s  seem t o  be r e c e p t i v e  t o  
t h i s  q u a r t e r ' s  h e a v y  f i n a n c i n g .  S t r i p p i n g  h a s  r e e s t a b l i s h e d  
bona  E ide  b u y e r s  f o r  l o n g - t e r m  s e c u r i t i e s ,  Many of t h e  z e r o s  
a r e  g o i n g  t o  d e d i c a t e d  p o r t f o l i o s  and  o t h e r  p e r m a n e n t  uses 
and  w i : , l  n o t  be c o m i n g  h a c k  i n t o  t h e  m a r k e t .  Fed book e n t r y  
f o r  c o u p o n s  w i l l  e n h a n c e  t h i s  d i s t r i b u t i o n  t e c h n i q u e ,  

S i n c e  a n y  ac t i -on  t o  reduce  t h e  d e f i c i t  would  n o t  a f f e c t  
f i s c a l  1 9 8 5 ,  we f e e l  t h a t  t h e  T r e a s u r y  s h o u l d  c o n t i n u e  t o  
f i n a n c e  f u l l y  t h r o u g h o u t  t h e  f u l l  s p e c t r u m  of m a t u r i t i e s ,  

F o r  t h e  x i i d - q u a r t e r  r e f u n d i n g ,  w e  recoinrnenci t h e  f o l l o - w i n g  
a u c t i o n s  : 

* r 9 0 . 5  b i l l i o n  3 y e a r  n o t e s  d u e  11/15/87 
$ 5 - 7 5  b i l l i o n  10 y e a r  n o t e s  d u e  11/15/94 
$5 .75  b i l l i o n  30 y e a r  b o n d s  d u e  11/15/14 



T h c s c  s a l e s  i n c l u d i n q  - 3  b i l l i o n  o f  F o r e i g n  a d d - o n s ,  vmul3 
t o t a l  $ 1 8 - 3  b i l l i o n  r a i s r n g  $ 9 - 1  b i l l i o n  o f  new c a s h ,  Our 
C o m m i t t e e  f e e l s  t h a t  w i t h  t h e  h e a v y  November coupon  payments  
and  h o l i d a y  c o n g e s t i o n  a t  t h e  q u a r t e r  e n d ,  t h e  m i d - q u a r t e r  
f i n a n c i n g  s h o u l d  be i n c r e a s e d  r e l a t i v e  to  t h e  q u a r t e r  e n d .  

To r a i s e  t h e  r e m a i n i n g  $24-9 b i l d i o n  f o r  t h e  q u a r t e r  
w e  recomnend t h e  f o l l o w i n g :  

a d d o n s  new c a s h  
( $ b i l l i o n )  

- - - 
I n c r e a s e  ll/% o i l 1  s a l e  t o  1 3 , 6  . 4 
I n c r e a s e  7  w e e k l y  b i l l  i s s u e s  i n  1 3 - 8  8 - 4  
I n c r e a s e  l y e a r  b i l l s  t o  9  , O  1 . 7  
I n c r e a s e  2 y e a r  n o t e s  t o  9 - 0  - 6  4-2 

5 y e a r  n o t e  t o  6 , 5  .2  6 . 7  
I n c r e & s c  4 y e a r  n o t e  t o  6 . 5  - 3  3 , 5  

2 4 - 9  

W e  a l s o  recommend t h e  sa le  o f  $ 1  b i l l i o n  o f  a t a r g e t e d  i s s u e ,  
T h i s  would  l e a v e  n c a s h  b a l a n c e  o f  $15 b i l l i o n  on December 3 1  
w i t h o u t  t h e  t a r g e t e d  issue or $16  b i l l i o n  w i t h  i t ,  The C o m m i t t e e  
recommends a  c a s h  b a l a n c e  o f  $10 b i l l i o n  f o r  Narch 3 1 ,  

We recommend ( 1 7 - 2 )  t h a t  t h e  t h r e e  y e a r  n o t e  b e  s o l d  a l o n g  
w i t h  t h e  b i l l s  on  Monday November 5 ;  t h e  L O  y e a r  on  Wednesday 
Wovembes 7  dnd t h e  y e a r  on  T h u r s d a y ,  November 8 .  

To work arour~cl  t h e  December h o l i d a y s ,  w e  recornrzend t h a t  t h e  
O y e a r  a u c t i o n s  b e  d e l a y e d  u n t i l  e a r l y  J a n u a r y ,  

S i n c e  a  s i z a b l e  p o r t i o n  of t h e  o r i g i n a l  t a r y e t e d  i . ssue  r e m a i n s  
t o  be p e r m a n e n t l y  p l a c e d ,  we f e e l  i t  i s  p r e m a t u r e  t o  j u d g e  i t s  
s p e c i f i c  s u c c e s s ,  However,  t h e  p u b l i c i t y  s u r r o u n d i n g  t h e  i s s u e  
had a  d e f i n i t e  o v e r a l l  b e n e f i c i a l  e f f e c t  o n  f o r e i g n  p u r c h a s e s  o f  
T r e a s u r y  s e c u r i t i e s .  

G i v e n  f a v o r a b l e  m a r k e t  c o n d i t i o n s ,  w e  recommend s e l l i n g  a n o t h e r  
t a r g e t e d  i s s o e  i n  c o n j u n c t i o n  w i t h  t h e  5 y e a r  n o t e ,  C o n s i d e r a t i o n  
s h o u l d  a l s o  h e  g i v e n  t o  t a r g e t i n g  $ 1  b i l l i o n  o f  t h e  s e v e n  y e a r  n o t e .  

Coupon honk e n t r y  h a s  t h e  p o t e n t i a l  ot s i g n i f i c a n t l y  b r o a d e n i n g  
t h e  m a r k e t  f o r  s t r i p p e d  issues and o u r  C o m m i t t e e  s t r o n g l y  e n d o r s e s  
the T r e a s u r y ' s  p l a n -  If: o p e r a t i n g  p r o c e d u r e s  a r e  t o  b e  c o m p l e t e d  
i.n t h e  r e a s o n a b l y  n e a r  f u t u r e ,  i t  m i g h t  be a d v i s a b l e  t o  announce  
t h a t  t h e  issues o f f e r e d  i n  t h e  r e f u n d i n g  w i l l  be e l i g i b l e  f o r  coupon 
bonk e n t r y  when t h e  p r o c e d u r e s  a r e  c o m p l e t e d .  



This completes my report. My associates and I wroold now 
welcome any questions that you may have. 

C h a i r m a n  


