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

PUBLIC SECURITIES ASSOCIATION 
J a n u a r y  2 8 ,  1 9 8 7  

Dear Mr. S e c r e t a r y :  

S i n c e  t h e  C o m m i t t e e  l a s t  met i n  W a s h i n g t o n  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  moved o v e r  a  r e l a t i v e l y  n a r r o w  r a n g e .  F o l l o w i n g  
u n u s u a l l y  l a r g e  y e a r - e n d  demands f o r  s h o r t - t e r m  bank c r e d i t ,  
much o f  w h i c h  was i n s p i r e d  by i m p e n d i n g  t a x  reform, money 
market r a t e s  h a v e  r i s e n  o n  b a l a n c e  by a q u a r t e r  o f  a  p e r c e n t a g e  
p o i n t ,  D e s p i t e  r i s i n g  o i l  p r i c e s  a n d  c o n t i n u e d  w e a k n e s s  o f  
t h e  d o l l a r  i n  f o r e i g n  e x c h a n g e  m a r k e t s ,  l o n g - t e r m  i n t e r e s t  
r a t e s  h a v e  b e e n  e s s e n t i a l l y  t r e n d l e s s  o v e r  t h i s  p e r i o d ,  a s  
i n v e s t o r s  a p p e a r  t o  b e  c o n v i n c e d  t h a t  t h e  economy w i l l  r e m a i n  
i n  a  m o d e r a t e  g r o w t h  p a t t e r n .  

The m o s t  r e c e n t  e v i d e n c e  o f  t h e  e c o n o m y ' s  p e r f o r m a n c e  
u n d e r s c o r e s  t h e  v i e w  t h a t  a l t h o u g h  a n  imminen t  r e c e s s i o n  is 
h i g h l y  u n l i k e l y ,  f u l l y  s a t i s f a c t o r y  g r o w t h  r e m a i n s  e l u s i v e .  
P r e l i m i n a r y  f o u r t h - q u a r t e r  r e a l  Gross N a t i o n a l  P r o d u c t  (GNP) 
e x p a n d e d  a t  a  r a t e  o f  o n l y  1 . 7 8 ,  c a p p i n g  a  s e c o n d  s t r a i g h t  
y e a r  o f  r o u g h l y  2 . 5 %  g r o w t h .  I n d e e d ,  m e a s u r e d  o n  a  f o u r t h -  
q u a r t e r  t o  f o u r t h - q u a r t e r  b a s i s ,  r e a l  GNP s l o w e d  f rom a b o u t  
3 8  i n  1 9 8 5  t o  2 - 2 8  i n  t h e  y e a r  j u s t  e n d e d .  

T h i s  r e l a t i v e  s l u g g i s h n e s s  a n d  t h e  i m m e d i a t e  p r o s p e c t s  
f o r  more o f  t h e  s a m e ,  r e f l e c t  t w o  k e y  i n t e r r e l a t e d  d e v e l o p m e n t s  -- 
p e r s i s t e n t l y  l a r g e  t r a d e  d e f i c i t s  t h a t  h a v e  s i p h o n e d  o f f  s t r o n g  
d o m e s t i c  demands  to  f o r e i g n  p r o d u c e r s  a n d  a  s l o w i n g  i n  income 
g a i n s  n e c e s s a r y  t o  s u p p o r t  c o n t i n u e d  s p e n d i n g  g r o w t h .  

D e s p i t e  t h e  s h a r p  s l i d e  i n  t h e  d o l l a r  o v e r  t h e  p a s t  two y e a r s ,  
t h e  t r a d e  d e f i c i t  may e x p e r i e n c e  o n l y  l i m i t e d  improvement  i n  t h e  
coming y e a r ,  T h a t  d e p e n d s  i m p o r t a n t l y  o n  a  s h i f t  i n  r e l a t i v e  g r o w t h  
r a t e s  o f  d o m e s t i c  demand i n  t h e  U ,S .  v i s - a - v i s  t h a t  o v e r s e a s ,  
The r e l u c t a n c e  o f  k e y  t r a d i n g  p a r t n e r s  to  s t i m u l a t e  demand,  
h o w e v e r ,  c o n t r i b u t e s  t o  u n c e r t a i n t y  o n  t h i s  score. M o r e o v e r ,  
r e l a t i v e  p r i c e s  o f  t r a d e a b l e  g o o d s  h a v e  n o t  s h i f t e d  p e r c e p t i b l y ,  
b e c a u s e  o f  t h e  w i l . l i n g n e s s  o f  f o r e i g n  e x p o r t e r s  to  a b s o r b  c u r r e n c y  
losses o r ,  a s  i n  some c a s e s  b e c a u s e  c u r r e n c i e s  o f  i m p o r t a n t  
t r a d i n g  p a r t n e r s  h a v e  n o t  s t r e n g t h e n e d  a g a i n s t  t h e  d o l l a r ,  
F i n a l l y ,  s t r u c t u r a l  aspects o f  t h e  t r a d e  d e f i c i t  -- p a r t i c u l a r l y  
i n  a g r i c u l t u r a l  p r o d u c t s  and  m a n u f a c t u r i n g  i n d u s t r i e s ,  w h e r e  
c o m p e t i t i v e n e s s  is  s t i l l  l a g g i n g  - a lso  c o n s t r a i n  t h e  c h a n c e s  f o r  
improvement  i n  n e t  e x p o r t s .  



Although consumer spending has been maintained at a fairly 
strong pace in the past year, slowing income gains have crimped 
savings and discretionary income has actually been declining for 
several months. Despite continued gains in consumer wealth, 
aided by a rising stock market, these factors and record debt 
service requirements relative to income may constrain this largest 
segment of the economy near-term. Together with slowing investment 
in nonresidential construction now in train, and a modest move 
towards fiscal restraint, these developments signal an overall 
moderation in the pace of final demands, 

Against this background of disappointing economic momentum 
and a falling dollar, monetary policy has remained accommodative, 
holdiny short-term rates steady through a period of intense money 
demands that has revealed itself in part in heading expansion in 
the monetary aggregates. Gradually, however, bond investors find 
themselves caught in the middle between opposing concerns: The 
maintenance of accommodating monetary policy amidst a declining 
dollar and persistently high trade imbalances, has raised concerns 
about potentially rising inflation and a reluctance of foreign 
investors to readily place dollars in our markets. While such 
prospects could increase pressure on interest rates, offsetting 
concerns that failed trade improvement may lock us into sluggish 
economic growth, imply weak private credit demands and further 
interest rate declines, 

Before proceeding with the Committee" recommendations with 
respect to financing needs for this quarter, let me first earnestly 
repeat a request made at the last few meetings, Because of the 
ancertainty of both receipts and expenditures and the possibility 
that the budget deficit will continue to decline, the Committee 
deems it essential that a special meeting be called by the 
Secretary so that the Committee can consider what recommendat' ions 
it would make as to future financings. The special meeting is 
needed so that a recommendation can be made when not under the 
constraints of half a quarter" financing already done as planned 
and so that the Committee can receive technical assistance from 
professionals in their firms. It would be most difficult to 
recommend the elimination of a cycle note in the middle of a 
quarter or to recommend any other major financing change at that 
time, We remain ready, willing and able to meet at your request. 

To return to the current quarter, the Commlttee recommends 
by a vote of 19-1, that the following securltles be sold at 
auction to refund $14-6 billion of publlcly held notes due 
February 15 and rarsc $14.4 kllllon of new cash: 

$9-3/4 billion of 3-year notes due 2/15/90; 
9--3/4 billion of 9-314 year notes due 11/15/96; 
9-1/2 billion of 29-3/4 year bonds due 11/15/2016 



This recommendation incorporates the reopening of the 7-114% notes due 11/15/96 
and the 7-1/2% bonds due 11/15/2016. The vote for reopening was unanimous. 
The Committee believes that the additional liquidity provided by larger issues 
is beneficial both to dealers and investors in tlte market and to the United 
Stares Government. We have recently seen considerable buying of corporate 
securities by investors and the resulting reduction in spreads between Govern- 
ments and corporates. One of the reasons for this buying is that there are 
simply noL enough long Government securities to satisfy this demand. There 1s 
no reason why the Treasury should not be the beneficiary of chis buying. In 
view of the current market prices of the two outstanding issues, we strongly 
recommend their reopening. 

The CammiCree recommended a refunding of the same amount as the last 
quarter's because of the Treasury's lessened cash demands. We do not believe 
that the refunding should be reduced hecause it is the Committee's feeling 
that emphasis should concinue to be placed on quarterly refundings at the ex- 
pense of other cycle notes, or to a lesser extent Treasury bills. It also 
believes that some debt extension is still desirable and reminds the Treasury 
that the elimination of the 20-year bond left a void in the longer dated 
Treasury market which it is felt should he at least partially filled by reasona- 
bly sized 10-year and 30-year issues. We considered the issue of whether there 
would be buyers for those issues and are confident chat the two reopened issues 
would do well at auction. The Treasury must keep its place in the long bond 
market with sizeable, viable issues, 

for the remainder of the quarter, we recommend the following financings: 

-- Sell $10-114 billion of 2-year notes at the two remaining 
auctions, raising $1.55 new cash; 

-- Sell $8-112 billion of 5-year notes, raising all new cash; 

-- Sell $7-314 billion of 4-year notes, raising $1.55 new cash; 
-- Sell $9-314 billion of 52-week bil.ls, raising $1,15 new cash; 
-- Sell $14.3 billion at each of the remaining 3- and 6-month 

Treasury bill auctions, reducing cash borrowing by $9 .1  
billion net, 

The Committee discussed the advisability of this net reduction in the 
amount at Treasury bills sold and fell. comfortable with its recommendation 
for two reasons. Firbr, any drift in receipts or change in the budgetary 
picture can quickly be adapted for by an increase in the amount of weekly 
bills. Second we repeat the importantee we place on continued access and 
liquidity in the long bond market. If a special meeting were to be called, 
the Committee might well decide to eliminate one of the non-refunding cycle 
notes and maintain an increase in the bill auctions, but we would need the 
time and data this meeting would provide to do so. 



Summary of Cash Needed -- $45 B~lllon 
Refunding 
3- & 6-month bills 
52-week bllls 
2-year notes 
$-year notes 
5-year notes 

Already raised 5.25 
22.70 

Estimated foreign add-ons 1-30 

Net Market Borrowing 24.00 

Decreasc in Cash Balance 
Cash Needed 

This would produce a projected cash balance on 3/31/87 of $10 
billion which the Committee recommends unanimously. Given the 
uncertainty with receipts and outlays the Committee by a vote of 
17-3 recommends a 6/30/87 cash balance in the $15 billion to 
$20 billion range. 

Mr. Secretary, with the hoped for reduction in the budget 
deficit and unknown effect on receipts of the new tax law, the 
Treasury is entering into a very important era for debt management. 
Changes in what has become a regularized financing schedule will 
surely have to be made, and as noted at the beginning of this 
report, our group stands ready to assist the Treasury in this task, 

Thank you Mr. Secretary. 

Respectfully submitted, 



R E P O R T  T O  T N E  SECRETARY O F  THE T R F a S U R Y  
FROM THE U.S,  GOVERNPENT AND F E D E R A L ,  
A G F N C I E S  P F C U R I T T F S  C O N M T T T E F  OF THE 

P U B L I C  S E C U R I T I E S  A S S O C I A T I O N  
A p r i l  2 9 ,  1987 

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

S i n c e  t h e  Commi t t ee  l a s t  met i n  R a s h i n g t o n  i n  , J a n u a r y ,  
i n t e r e s t  rates  h a v e  r i s e n  d r a m a t i c a l l y ,  b r e a k i n g  o u t  of a 
n e a r l y  y e a r - l o n g  t r a d i n g  r a n g e ,  1 n t e r m e d i . a t e  and l o n g -  
t e r m  i n t e r e s t  r a tes  h a v e  i n c r e a s e d  b e t w e e n  o n e  and  o n e  h a l f  
p e r c e n t a g e  p o i n t s  i n  t h e  p a s t  s e v e r a l  weeks  a s  i n v e s t o r s  
a p p e a r  t o  be c o n c e r n e d  a b o u t  a  renewed a c c e l e r a t i o n  i n  
i n f l a t i o n .  The move h i g h e r  i n  s h o r t - t e r m  i n t e r e s t  r a t e s  h a s  
been r e l a t i v e l y  modes t  a s  m o n e t a r y  p o l i c y  h a s  r e m a i n e d ,  f o r  
t h e  m o s t  p a r L  c a a u t i o u s l y  accommodat ing  i n  a p e r i o d  of  
u n c e r t a i n  economic  momentum, ~ o r l d w i . d e  c r e d i t  E r a g i l i t i e s  
and c o n t i n u i n g  c u r r e n c y  i n s t a b i l i t y ,  

F number of r e l a t e d  d e v e l o p m e n t s  h a v e  been  r e s p o n s i b l e  
f o r  t h e  t r e m e n d o u s  s e t b a c k  i n  bond p r i c e s ,  Most i m p o r t a n t  
among t h e s e  is  t h e  u n r e m i t t i n g  p r e s s u r e  on  t h e  d o l l a r  i n  
f o r e i g n  exchange  m a r k e t s  and t h e  f e a r  t h a t  a m a j o r  con- 
f r o n t a t i o n  i s  b r e w i n g  among k e y  t r a d i n g  n a t i o n s  o v e r  t r a d e  
and economic  p o l i c y ,  Fven h e a v y  r e p o r t e d  i n t e r v e n t i o n  i n  
f o r e i g n  e x c h a n g e  m a r k e t s  by t h e  F e d e r a l  R e s e r v e  and  o t h e r  
c e n t r a l  banks  h a s  b e e n  u n a b l e  t o  a r r e s t  t h e  d o l l a r ' s  s l i d e .  
A l t h o u g h  t h e  Federal R e s e r v e  a p p e a r s  t o  be moving i n  t h e  
d i . r e c t i o n  of a m o d e s t  t i g h t e n i h g ,  e f f o r t s  t o  s t e a d y  the d o l l . a r  
t h u s  f a r  h a v e  f a i l e d  b e c a u s e  m a r k e t  p a r t i c i p a n t s  d o  n o t  b e l i e v e  
t h a t  t h e  fundamenta l .  p o l i c y  c h a n g e s  r e u u i r e d  b o t h  h e r e  and 
a b r o a d  t o  s t a b i l i z e  c u r r e n c i e s  w i l l  be f o r t h c o m i n g  p r o m p t l y ,  

A number of r e l a t e d  d e v e l  o ~ m e n t s  h a v e  been  r e s p o n s i b 1 . e  
f o r  t h e  t r e m e n d o u s  s e t b a c k  i n  bond p r i c e s .  Most i m p o r , t a n t  
among t h e s e  is t h e  u n r e m i t t i n g  p r e s s u r e  on  t h e  d o l l a r  i n  
f o r e i g n  e x c h a n g e  m a r k e t s  a n d  t h e  f e a r  t h a t  a ma jo r  c o n f r o n -  
t a t i o n  is  b r e w i n g  among k e y  t r a d i n g  n a t i o n s  o v e r  t r a d e  a n l  
e c o n o m i c  p o l i c y .  Even h e a v y  r e p o r t e d  i n t e r v e n t i o n  i n  f o r e i g n  
exchange  m a r k e t s  by  t h e  Federa l .  R e s e r v e  and  o t h e r  c e n t r a l  
banks  h a s  been  u n a b l e  t o  a r r e s t  t h e  d o l l a r ' s  s l i d e ,  A l t h o u g h  
t h e  F e d e r a l  R e s e r v e  a p p e a r s  t o  be moving i n  t h e  d i r e c t i o n  of  
a  modes t  t i y h t e n i n g i  e f f o r t s  t o  s t e a d y  t h e  d o l l a r  t h u s  f a r  
h a v e  f a i l e d  b e c a u s e  m a r k e t  p a r t i c i p a n t s  d o  n o t  b e l i e v e  
t h a t  tho f u n d a m e n t a l  p o l i c y  c h a n g e s  r e q u i r e d  b o t h  h e r e  a n d  
a h r o a d  t o  s t a b i l i z e  c u r r e n c i e s  w i l l  b e  f a r t b c o m i n g  p r o m p t l y .  



The d o l l a r k  d e c l i n e  h a s  begun t o  r a i s e  i n f l a t i o n  f e a r s  
and c o n c e r n s  a b o u t  h i g h e r  i n t e r e s t  r a t e s ,  I n v e s t o r s  b e l i e v e  
t h a t  a f a l l i n g  d o l l a r  w i l l  l e a d  t o  a  s h a r p  i n c r e a s e  i n  i m p o r t  
p r i c e s ,  which w i l l  f e e d  t h r o u g h  t o  p r i c e s  o f  d o m e s t i c  g o o d s ,  
p a r t i c u l a r l y  i f  U.5, b u s i n e s s e s  r e s p o n d  t o  h i g h e r  i m p o r t  p r i c e s  
by r a i s i n g  t h e i r  own q u o t e s .  I n  a d d i t i o n ,  t h e  d o l l a r i s  c o n t i n u -  
i n g  weakness  h a s  f o s t e r e d  t h e  p e r c e p t i o n  t h a t  p r i v a t e  f o r e i g n  
i n v e s t o r s  w i l l  no  l o n g e r  b e  a t t r a c t e d  t o  o u r  m a r k e t s .  Tndeed,  
t h e r e  is  evi .dence  t h a t  s u c h  i n f l o w s ,  p a r t i c u l a r l y  f rom J a p a n ,  
h a v e  s lowed  r e c e n t l y .  I n  t h i s  c o n t e x t ,  t h e  p a i n f u L l y  s l o w  
p r o g r e s s  i n  r e d r e s s i n g  l a r g e  b u d g e t  d e f i c i t s  i n c r e a s e s  t h e  
c h a n c e s  of  renewed c r e d i t  m a r k e t  p r e s s u r e s  and w e a k n e s s  i n  
d o m e s t i c  i n v e s t m e n t .  

To u n d e r s c o r e  t h e  c u r r e n t  a p p r e h e n s i o n  i n  f i n a n c i a l  
m a r k e t s ,  r e p o r t e d  i n f l a t i o n  h a s  b e e n  h i g h e r  i n  r e c e n t  months  
Consumer p r i c e s  r o s e  a t  a n  a n n u a l  r a t e  of n o r e  t h a n  6% 
i n  t h e  f i r s t  q u a r t e r ,  And e v e n  i f  t h e  s u b s t a n t i a l  r i s e  
i n  e n e r q y  c o s t s  is  renovec?,  r e m a i n i n g  items have  r i s e n  
by a n e a r l y  5% r a t e  compared w i t h  t h e  3 l / 2 % - 4 %  i n c r e a s e s  
of t h e  p a s t  . t h r e e  y e a r s .  S t r o n g  i n c r e a s e s  i n  a p p a r e l  
p r i c e s  seem t o  h i g h l i g h t  t h e  r i s k s  of  t h e  i m p a c t  of  
h i g h e r  i m p o r t  p r i c e s  on  i n f l a t i o n ,  D e s p i i e  t h e s e  n e g a t i v e  
d e v e l o p m e n t s ,  h o w e v e r ,  o t h e r  i n f l a t i o n  f u n d a m e n t a l s  r emain  
somewhat f a v o r a b l e  as e v i d e n c e d  b y  c o n t i n u i n g  low wage 
g r o w t h  and r a t h e r  m o d e s t  c o l l e c t i v e  b a r g a i n i n g  s e t t l e m e n t s .  

The h e s i t a n t  p a t t e r n  of e c o n o m i c  g r o w t h  of t h e  p a s t  
two vea . rs  has c o n t i n u e d  i n t o  1 9 8 7 .  b l t h n u g h  r e a l  economic  
a c t i v i t y  a p p e a r s  t o  h a v e  a c c e l e r a t e d  i n  t h e  . f i r s t  q u a r t e r ,  
t b e  s t r e n g t h  was r e f l e c t e d  p r i m a r i l y  i n  b u i l d u p  i n  nonfa rm 
i n v e n t o r i e s ,  F i n a l  demands ,  e s p e c i a l l y  f r o m  c o n s u m e r s  were 
w e a k e r ,  a s  h o u s e h o l d s  c o n t i n ~ ? e  t o  r e t r e n c h  a F t e r  a  r a p i d  
s p e n d i n g  p a c e  l . a s t  y e a r  i n  t h e  f a c e  of s l o w i n g  rea l  income 
C 1 :  , a t n s  a n 3  g rowing  d e b t  b u r d e n s ,  T h a t  m i x  of s t r o n g  p r o d u c t i o n  
and  s l o w i n g  demands p r o a i s e s  a  much r e d u c e d  p a c e  cE a c t i v i t y  
i n  t h e  c u r r e n t  q u a r t e r  a s  demand slow1.y r e v i v e s ,  w h i l e  
b u s i n e s s e s  a t t e m p t  t o  p a r e  unwanted  s t o c k s ,  

Longer  economic  c o n s i d e r a t i . o n s  c o n t i n u e  t o  h i n g e  on  p r o g r e s s  
i n  r e d i i c i n g  t h e  l a r g e  t r a d e  d e f i c i t .  A p a r t  f r o m  t h e  i n c r e a s i n g  
c o m p e t i t i v e n e s s  of American f i r m s  a d  t h e  b e g i n n i n g s  of a s h i f t  
i n  t h e  r e l a t i v e  p r i c e s  of t r a d e a b l e  g o o d s ,  t h e  k e y  t o  p r o g r e s s  
i n  t h i s  a r e a  l i e s  i n  t h e  p a c e  of g r o w t h  among some of c u r  k e y  
t r a d i n g  p a r t n e r s ,  I n  r e c e n t  m o n t h s ,  h o w e v e r ,  economic  g r o w t h  
p r o j e c % i . o n s  f o r  t h e  l a r g e s t  s u r p l u s  n a t i o n s ,  West Germany and 
J a p a n ,  h a v e  b e e n  f a d i n g  w i t h  o p t i m i s t i c  estimates b o r d e r i n g  
n p a r  2 H o r  t h i s  y e a r -  R i s i n g  c u r r e n c y  v a l u e s  h a v e  h u r t  e x p o r t  
i n d u s t r i e s  i n  t h e s e  c o u n t r i e s ,  w h i l e  t h e  p a c e  of  d o z i e s t i c  demands 
rema-ins m o d e s t ,  n l t h o u q h  t h e r e  h a v e  been some e f f o r t s  a t  



s t i m u l a t i n g  g r o w t h ,  f o r e i g n  e x c h a n g e  m a r k e t s  r e m a i n  d o u b t f u l  t h a t  
p o l i c i e s  w i l l  q u i c k l y  r e d u c e  L a r g e  i n t e r n a l  p a y m e n t s  i m b a l a n c e s .  
F o n e t a r y  p o l i c i e s  i n  t h e s e  c o u n t r i e s  h a v e  shown v a r y i n g  d e g r e e s  
of f l e x i b i l i . t y ,  w h i l e  f i s c a l  p o l i c i e s  a p e a r  TarqeLy s t r a i g h t -  
j a c k e t e d -  

hn a n  e n v i r o n m e n t  of c u r r e n c y  i n s t a b i l i t y  and n e r v o u s n e s s ,  
t h e s e  d e v e l o p m e n t s  h a v e  p l a c e d  t h e  F e d e r a l .  R e s e r v e  i n  a  p a r -  
t i c u l a r l y  d i f f i c u l t  s i t u a t i o n ,  blot o n l y  would  a n  o v e r t  p o l i c y  
move, s u c h  a d i s c o u n t  r a t e  h i k e ,  j e o p a r d i z e  t h e  U,S, e c o n o m i c  
e x p a n s i o n ,  i t  wou1.d a l s o  t e m p e r  t h e  p r o d  of  a l o w e r  d o l l a r  on 
o u r  t r a d i n g  a l l i e s  t o  s t i m u l a t e  t h e i r  own e c o n o m i e s ,  And w i t h o u t  
p o l i c y  c h a n g e s  a b r o a d ,  s u c h  a move may o n l y  t e m p o r a r i l y  s t e h i l i z e  
t h e  c u r r e n c y .  S h o u l d  t h e  F e d e r a 3  R e s e r v e  be f o r c e d  t o  ac t  
u n i l a t e r a l l y ,  i t  would  h e i g h t e n  t h e  r i s k s  of  g l o b a l  economic  
slowdown. 

The C o r m i t t e e  c o n s i d e r e d  t h e  g e n e r a l  s t a t e  of t h e  economy a n d  
t h e  s t a t e  of t h e  c u r r e n t  m a r k e t  f o r  t h e  U n i t e d  S t a t e s  Government 
and o t h e r  s e c u r i t i e s  i n  d e c i d i n g  w h a t  r ecommenda t ions  t o  make 
i n  t h i s  r e p o r t ,  B e i n g  m a r k e t  p a r t i c i p a n t s  w e  a r e  w e l l  aware 
of  t h e  u n s e t t l e d  s t a t e  t h e  rnar?<et  is  i n ,  We a l s o  t o o k  i n  t o  con- 
s i c k r a t i o n  t k e  f i n a n c i n g  n e e d s  of  t h e  T r e a s u r y  i n  , t h e  n e x t  two 
c a l e n d a r  q u a r t e r s ,  n e e d s  which, w i l l  n o t  b e  much a r C e c t e d  by 
w h a t e v e r  r e s o l u t i o n  o c c u r s  i n  t h e  c o n t i n u i n g  b u d g e t  d i s c u s s i o n  
b e t w e e n  C o n g r e s s  and t h e  n d m i n i s t r a t i . o n .  We a l s o  d i s c u s s e d  a t  
l e n g t h  p o s s l b l e  b u y e r s  f o r  t h e  T r e a s u r y ' s  o f f e r i n g s  a n d  t h e  
c h a n c e  t h a t  some r e c e n t  b u y e r s  c o u l d  n o t  b e  p a r t i c i p a n k s  i n  t h i s  
q u a r t e r ,  

Rav ing  t a k e n  a l l  of t h e  f a c t o r s  i n t o  a c c o u n t  w e  reconmend 
u n a n i m o u s l y  t h a t  t h e  fol .1owing s e c u r i t i e s  b e  s o l d  a t  y i e l d  a u c t i o n  
t o  r e f u n d  $1 .2-6  b i l l . i e n  of p u b ] - i c l y  he1.d n o t e s  matluring k?ay 1 5 ,  
r a i s i n g  $16.4  b i l l i o n  new c a s h :  

Sl? b i l l i o n  of 3.-year  n0 t t . s  d u e  5/15/90 
9 3 / 4  b i l l i o n  oE LO-year n o , t e s  d u e  5/15/37 
9 l / $  b i l l i o n  of 3 0 - y e a r  bonds  d u e  5/15/2917 

T h i s  i s  e x a c t l y  t h e  same s i z e  and  amount o f  v a r i o u s  i s s u e s  's t h e  
J a n u a r y  r e f u n d i n g .  One i m p o r t a n t  f a c t o r  i n  o u r  d i s c u s s i o n  was 
t h e  n e e d s  of t h e  T r e a s u r y  i n  t h e  n e x t  t w o  q u a r t e r s ,  A r e f u n d i n g  
O F  L i k e  s i z e  w i l , l  he n e c e s s a r y  i n  t h e  t h i r d  q u a r t e r  c a l e n d a r  and 
a  l a r g e r  o n e  w i l l  p r o b a b l y  b e  n e c e s s a r y  i n  t h e  f o u r t h  q u a r t e r .  
The  m a r k e t  h a s  g o t t e n  a c c u s t o m e d  t o  t h e s e  s i z e  r e f u n d i n g s  and t c  
c h a n g e  now would n o t  be b e n e f i c i a l .  T h e r e  was a b s o l u t e l y  no  
q u e s t i o n  i n  any Commi t t ee  member ' s  inind t h a t  t h e  recommended 
r e f u n d i n g  would h e  u n d e r w r i t t e n  w i t h o u t  problem. ,  W h i l e  some 



b u y e r s  may d i s a p p e a r  w e  f e e l  t h a t  t h e  m a j o r  c h a n g e  i n  i n t e r e s t  
r a t e s  w i l l  b r i n g  i n  many b u y e r s  a t  a coupon  r a t e  ??????  
h i g h e r  t h a n  tha t  of t h r e e  months  a g o ,  We b e l i e v e  t h a t ,  i n  s p i t e  
of a l l  p e n s i o n  f u n d s  and  i n s u r a n c e  companies  which h a v e  h e l d  
c o n s i d e r a b l e  c a s h  i n  a n t i c i p a t i o n  of  h i g h e r  r a t e s ,  w i l l  commit 
some of t h e  cash .  F i n a l - l y ,  we b e l - i e v e  t h a t  r e d u c i n g  t h e  1'3- and 
30-yea r  i s s u e s  by a small amount  ( u p  t o  $ 1  b i l l i o n )  woule  n o t  
g r e a t l y  l o w e r  t h e  T r e a s u r y ' s  i n t e r e s t  c o s t  and wou1d d e l i v e r  
t h e  wrong s i g n a l  t o  t h e  m a r k e t ,  A n o m i n a l  r e d u c t i o n  would g e t  
a  g r e a t  d e a l  of  a t t e n t i o n  and  e i g h t  b e  i n t e r p r e t e d  as a s i g n  of 
w e a k n e s s .  We a r e  c o n v i n c e d  t h a t  t h e  d e b t  of t h e  U n i t e d  S t a t e s  
c a n  be u n d e r w r i t t e n  as i t a l w a y s  h a s  b e e n ,  The o n l y  c h a n g e  t h a t  
c o u l d  h a v e  a  s u b s t a n t i a l  e f f e c t  i n  i n t e r e s t  c o s t  would  be a t r u l y  
s u b s t a n t i a l  r e d u c t i o n  i n  10- and  30-yea r  i s s u e s ,  b u t  w e  b e l i e v e  
t h a t  t h i s  s h o r t  term b e n e E i t  would  b e  more t h a n  o f f s e t  i i jr t h e  
a p p e a r a n c e  of w e a k n e s s  on  t h e  p a r t  of t b e  T r e a s u r y  and  t h e  
u n c e r t a i n t y  it would  c r e a t e  as t o  f u t u r e  f i n a n c i n g s .  

F o r  t h e  r e m a i n d e r  of  t h e  q u a r t e r  we recommend t h e  f o l l o w i n g  
E i n a n c i n g s :  

- - S e l l  $10 b i l l i o n  O F  2 - y e a r  n o t e s  a t  t h e  two  
r e m a i n i n g  a u c t i o n s  r a i s i n g  S 2 5 C  of new c a s h ;  

- - c e l l  $8 1 / 4  b i l l i o n  o f  5 - y e a r  r o t e s  r a i s i n n  
q 1 . 6 5  b i l l i o n  neM c a s h ;  

- - S e l l  $9 3 / 6  n i l l i o n  of 52-wcek b i l l s  a t  two 
r e m a i q j n g  a v c t i o n s  r n i s i n q  $9'30 m i l l i o n  new c a s h ;  

- - S e l l  $13 .2  and 1 3 - 6  b i l l i o n  a t  t h e  r e m a i n i n g  3- 

a n d  6-month T r e a s u r y  b i l l  a u c t i o n s  r e d u c i n g  c a s h  
k o r r o w i r g s  b y  '$6-2 b i l l i o n  n e t ,  

Sumrrary o f  Cash  Weeded -- $ 2 5 - 5  E i l l i o n  

Ref undrmy 
3- & 6-month b i l l s  
52-week b i l l s  
2 -yea r  n o t e s  
4 - y e a r  n o t e 9  
5 -yea r  n o t e s  

A l r e a d y  r e u s e d  ( n e t )  
e s t i m a t e d  F o r e i g n  P d d - o m  
N e . t  M a r k e t  Bor rowing  



T h i s  would  p r o d u c e  a p r o j e c t e d  c a s h ,  b a l a n c e  of  $ 2 0  b i l l i o n  on 
6 / 3 0 / 8 7  whi.ch t h e  C o m m i t t e e  recommends. T h e  b o r r o w i o g  n e e d s  a r e  
h i g h  i n  t h e  t h i r d  c a l e n d a r  q u a r t e r  And a n y  s l i p p a g e  i n  , a s s e t  
s a l e s  c o u l d  c r e a t e  a h i g h e r  c a s h  n e & ,  

The Commit tee  a l s o  recommends a  c a s h  b a l a n c e  o f  2 0  b i l l i o n  
f o r  t h e  u u a r t e r  e n d e d  9/30 /87 ,  

T h e  Commi t t ee ,  w h i l e  r e a l i . s t s ,  e n c o u r a g e s  a  q u i c k  d e c i s i o n  
on t h e  d e b t  c e i l i n g  a n d ,  i f  a s k e d ,  w i l l  assis t  i n  w h a t c v e r  i t  
c a n  do t o  o b t a i n  p a s s a g e  of  t h e  l e g i s l a t i o n ,  n t e m p o r e r y  e x t e n -  
s i o n  is h e l p f u l ,  b u t  m a r k e t  u n c e r t a i n t i e s  a f f e c t i n g  b o t h  s u p p l y  
and i n t e r e s t  c o s t  c a n  r e s u l t  f r o m  u n c e r t a i n t y  and  d i s l o c a t i o n s ,  

Mr, S e c r e t a r y ,  y o u r  c h a r g e  a s k e d  t h e  Commi t t ee  f o r  a n y  
comments we w i s h e d  t o  make on r e l a t e d  matters,  Wi th  t h i s  i n  mind 
w e  s p e n t  c o n s i d e r a b l e  t i m e  d i s c u s s i n g  n o n - d o l l a r  f i n a n c i n y  by t h e  
U , S ,  T r e a s i l r y ,  p a r t i c u l . a r l y  a  y e n  d e n o m i n a t e d  f i n a n c i n g ,  as a 
r e s u l t  of  o u r  d i s c u s s i o n s ,  w e  c o n c l u d e d  t h a t  i t  w a s  n o t  w i t h i n  
t h e  p u r v i e w  of  t h e  Commi t t ee  t o  n a k e  a  r ecommenda t ion  on a m a t t e r  
t h a t  t r a n s c e n d e d  f i s c a l  p o l i c y ,  T h e r e  a r e  many a r e a s  of  p o l - i c y  
away f rom t h e  f i s c a l  a r e n a  i n v o l v e d  i n  d e t e r m i n i n g  w h e t h e r  o r  n o t  
t o  d o  s u c h  a  f i n a n c i n g  a n d  w e  t h e r e f o r e  f e l t  t h a t  o u r  e l e c t e d  
o f f i c i a l s  were  t h e  o n e s  t o  make s u c h  a d e c i s i o n ,  I e t  me s a y ,  
however ,  t h a t  two c o n c l u s i o n s  d i d  r e s u l t ,  I f ,  f o r  p o l i c y  r e a s o n s  
t h e  U,S* Government  d e t e r m i n e s  t h a t  a  o n e  s h o t  f i n a n c i n g  i n  v e n  
s h o u l d  be d o n e ,  w e  would  a s k  t h a t  t h e  Commi t t ee  a t  l e a s t  be con-  
s u l t e d  on t h e  method u s e 6  t o  eFEect t h i s  f i n a n c i n g ,  I n  a d d i t i o n ,  
i t  was t h e  g e n e r a l  f e e l i n g  of t h e  i n d i v i d l ~ a l s  on the Commit tee  
t h a t  t t w  i d e a  of t h e  U n i t e e  S t a t e s  f i n a n c i n g  on a  r e g u l a r  bas i :?  
i n  n o n - d o l l a r  s e c u r i t i e s  was n o t  a good o n e ,  b e c a u s e  we s h o u l d  
r e p a y  o u r  d e f i c i t  i n  d o l l - a r s  and n o t  h a v e  t o  c o n c e r n  o u r s e l v e s  
w i t h  t h e  a b i l i t y  t o  e a r n  f o r e i g n  c u r r e n c i e s  t o  r e p a y  t h e  
i n d e b t e d n e s s ,  

Mr, S e c r e t a r y ,  w h i l e  w e  h a v e  g i v e n  o n l y  s k e t c h y  o u t l i n e  
t o  t h e  f o r e i g n  d e n o m i n a t e d  d e b t  q u e s t i o n s  we would b e  h a p p y ,  i f  
you d e s i r e ,  t o  r e s p o n d  o r a l l y ,  as  i n d i v i d u a l s ,  t o  a n y  q u e s t . i o n s  
i n  t h i s  a r e a ,  

Thank you Mr, S e c r e t a r y ,  

K c s p e c t f  ul  Ly s u b m i t t e d ,  



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

PUBLIC SECURTTIES ASSOCIATION 
October  28 ,  1987 

Dear Mr, S e c r e t a r y  r 

During t h e  p a s t  s e v e r a l  months,  f i n a n c i a l  marke t s  i n  t h e  Uni ted  
S t a t e s  and e l s e w h e r e  have  w i t n e s s e d  d r a m a t i c ,  and i n  many c a s e s ,  
unprecedented  v o l a t i l i t y ,  The o n s e t  of  r i s i n g  i n t e r e s t  r a t e s  i n  t h e  
s p r i n g  was f e d  by c o n c e r n s  abou t  r i s i n g  i n f l a t i o n ,  a d e c l i n i n g  v a l u e  
o f  t h e  d o l l a r  i n  f o r e i g n  exchange m a r k e t s ,  and e v i d e n c e  o f  a  r e s u r g e n t  
economy. I n  t h e  s h o r t  span  o f  s i x  months,  long-term U,S, i n t e r e s t  
r a t e s  r o s e  by rough ly  t h r e e  p e r c e n t a g e  p o i n t s  t o  t h e i r  h i g h e s t  l e v e l s  
i n  two y e a r s ,  And p o l i c y ' s  r e s p o n s e  t o  i n f l a t i o n  f e a r s  prompted 
s i g n i f i c a n t ,  though less d r a m a t i c ,  i n c r e a s e s  i n  s h o r t - t e r m  r a t e s ,  a s  
t h e  F e d e r a l  Reserve  f i r s t  t i g h t e n e d  r e s e r v e  a v a i l a b i l i t y  and l a t e r  
r a i s e d  its d j s c o u n t  r a t e .  

The e v e n t s  o f  t h e  p a s t  week, however, have s u b s t a n t i a l l y  a l t e r e d  
t h e  p e r c e p t i o n s  and e x p e c t a t i o n s  o f  f i n a n c i a l  marke t  p a r t i c i p a n t s ,  
Indeed ,  t h e  s h a r p  r e t r e a t  and subsequen t  v o l a t i l e  p a t t e r n  o f  s t o c k  
p r i c e s  have  c a s t  a  c l o u d  o v e r  an o t h e r w i s e  improving p a c e  o f  economic 
growth,  Impor t an t  q u e s t i o n s  have been  r a i s e d  a b o u t  consumer and 
b u s i n e s s  c o n f i d e n c e  and t h e  p o t e n t i a l  impact o f  sudden r e t r enchmen t  on 
t h e  o v e r a l l  economy. Tha t  s h i f t ,  i n  t u r n ,  h a s  had a  f a v o r a b l e  impact  
on i n t e r e s t  r a t e s ,  e r a s i n g  n e a r l y  h a l f  o f  t h e  p r e v i o u s  s e t b a c k  i n  j u s t  
a  few days .  

A sudden j o l t  t o  c o n f i d e n c e  is e s p e c i a l l y  no tewor thy  a t  p r e s e n t ,  
because  t h e  economy" per formance  i n  1987 h a s  been c o n s i d e r a b l y  b e t t e r  
t h a n  t h e  s l u g g i s h  p a c e  o f  t h e  p r i o r  two y e a r s ,  An e x p o r t - l e d  r e v i v a l  
i n  manufac tu r ing  a c t i v i t y  and c a p i t a l  spend ing  h a s  b r e a t h e d  new l i f e  
i n t o  t h e  c u r r e n t  e x p a n s i o n ,  more t h a n  o f f s e t t i n g  a  slowdown i n  
domes t i c  demand, Indeed ,  b o l s t e r e d  job and income growth h a s ,  u n t i l  
now, been s u p p o r t i n g  a  mi ld  r e c o v e r y  i n  consumer o u t l a y s  and t h e  
h i g h e s t  l e v e l s  o f  consumer c o n f i d e n c e  i n  more t h a n  a  d e c a d e ,  
None the le s s ,  t h e  improvement i n  b u s i n e s s  a t t i t u d e s  and consumer 
s e n t i m e n t  may now b e  shaken  by t h e  c o n c e r n s  o v e r  s t o c k  market  
i n s t a b i l i t y .  Even i n  t h e  e v e n t  t h a t  l o s t  w e a l t h  is r e s t o r e d  by an 
i n t e r i m  recov  r y  o f  s h a r e  p r i c e s ,  t h e  shock e f f e c t s  o f  t h e  - c e n t  
s e t b a c k  may a l o n e  b e  enough t o  n o t i c e a b l y  s t a l l  s p e n d i n 3  d e c i s i o n s  f o r  
a t ime, 

Any c o o l i n g  i n  t h e  p a c e  o f  economic a c t i v i t y  would,  o f  c o u r s e ,  n o t  
b e  w i t h o u t  i t s  f a v o r a b l e  s i d e  e f f e c t s ,  Aga ins t  a  backdrop  o f  
s l a c k e n i n g  demands, i n f l a t i o n  would modera te  a s  b u s i n e s s  o p e r a t i o n s  
s low and p r e s s u r e s  on t i g h t e n i n g  l a b o r  marke t s  a b a t e ,  T h i s  is  o f  
p a r t i c u l a r  conce rn  i n  l i g h t  o f  r e c e n t  e v i d e n c e  t h a t  t h e  growth i n  



hourly  earn ings  has picked up t o  4 percen t  from i ts  e a r l i e r  pace of 
2 percen t  t o  2 l / 2  p e r c e n t ,  And opera t ing  r a t e s  i n  key primary 
process ing i n d u s t r i e s  have reached l e v e l s  no t  seen s i n c e  t h e  l a t t e r  
p a r t  of t h e  197B%s, Against t h a t  background, t h e  volume l i m i t a t i o n s  
imposed by import quotas  and r e s t r i c t i o n s  have firmed p r i c e s  of 
imported goods such a s  s t e e l  and shoes ,  More rapid import p r i c e  ga ins  
would weaken t h e  d i s c i p l i n e  of s t rong  fo re ign  competi t ion in curbing 
domestic p r i c e  h i k e s ,  

The U.S,'s p e r s i s t e n t l y  high t r a d e  imbalance might a l s o  bene f i t  
somewhat from a diminished pace of demands as imports slow, A drop i n  
imports would dampen economic growth overseas ,  most no tab ly  i n  Japan,  
but  a l s o  among o the r  t r a d i n g  p a r t n e r s ,  The plunge i n  fo re ign  stock 
markets and an aura  of f i n a n c i a l  unce r t a in ty  might a l s o  weaken 
economic prospec ts  abroad, but t h e  e f f e c t s  i n  t h e  United S t a t e s  may be 
l a r g e r ,  

Amidst uncer ta in  economic prospec ts  and unprecedented v o l a t i l i t y  
i n  f i n a n c i a l  markets, t h e  Federal  Reserve f a c e s  a d i f f i c u l t  t a sk .  A t  
t h i s  s t i l l  somewhat e a r l y  d a t e ,  t h e  magnitude of t h e  impact of  recen t  
events  remains unc lear  a t  be s t .  Containing t h e  f a l l o u t  from p o t e n t i a l  
f i n a n c i a l  d i s l o c a t i o n s  and meeting t h e  heightened demand f o r  l i q u i d i t y  
a l ready  evident  has t h r u s t  t h e  Fed i n t o  a more accommodating s t ance .  
Generous prov is ion  of bank reserves  has placed renewed downward 
p re s su re  on t h e  key Federal  funds r a t e ,  Nonetary a u t h o r i t i e s  may be 
r e l u c t a n t  t o  t a k e  more aggress ive  measures, such a s  reducing t h e  
discount  r a t e ,  u n t i l  s u f f i c i e n t  evidence of economic slowing su r f aces ,  
Such a pos tu re  would se rve  t o  buoy f i n a n c i a l  markets, 

Longer term economic cons ide ra t ions  remain v i t a l l y  dependent on 
t h e  r e so lu t ion  t o  t h e  twin problems of l a r g e  budget and ex t e rna l  t r a d e  
and c u r r e n t  account d e f i c i t s ,  F inanc ia l  market p a r t i c i p a n t s  around 
t h e  world eager ly  awai t  news of p rog res s  i n  cu r r en t  budget 
del  i be ra t  ions  in t h e  U,S, Without s a t i s f a c t o r y  d e f i c i t  reduction now 
and a c r e d i b l e  promise of f u t u r e  reduc t ions ,  it w i l l  be  d i f f i c u l t  t o  
meet t h e  f i n a n c i a l  requirements of a growing economy without  t h e  
continued r e l i a n c e  on fore ign  sav ings  o r  t h e  burden of s tubbornly  
higher  r e a l  i n t e r e s t  r a t e s ,  With t h e  foregoing i n  mind, our committee 
has prepared i ts  recommendations, 

We have made a bas i c  assumption a s  t o  t h e  amount of open market 
borrowing t o  be done by t h e  Treasury,  I n  view of t h e  cons iderab le  
a c t i v i t y  in t S t a t e  and l o c a l  s e r i e s  Treasury o b l i g a t i o n s ,  w -  have 
es t imated tba reasury r e c e l p t s  from t h i s  a c t i v i t y  w i l l  be  
a ~ p r o x i m a t e l g  $18 b i l l i o n ,  Our recommendations incorpora te  t h i s  
e s t ima te ,  



For t h e  r e fund ing  o f  $13.3 b i l l i o n  o f  p r i v a t e l y  h e l d  n o t e s  
m a t u r i n g  November 15 ,  w e  p ropose  t h a t  t h e  f o l l o w i n q  s e c u r i t i e s  be  s o l d  
r a i s i n g  $18,350 b i l l i o n  o f  new cash :  

$9 3/4 b i l l i o n  o f  3-year n o t e s  due  11/15/90 
3 11'4 b i l l i o n  of  10-year n o t e s  due  11/15/97 
4 3/4 b i l l i o n  o f  30-year bonds due  8/15/2014 

The 3- and 10-year i s s u e s  shou ld  b e  s o l d  a t  y i e l d  a u c t i o n s  as new 
i s s u e s ,  The 30-year bond i n c o r p o r a t e s  o u r  recommendation t h a t  t h e  
8 7/8% bonds of  8/15/2017 be  reopened and t h a t  t h e  new bonds b e  s o l d  
a t  y i e l d  a u c t i o n ,  

I n  making t h i s  recommendation, t h e  commit tee  took a  number o f  
f a c t o r s  i n t o  c o n s i d e r a t i o n .  We f i r s t  d e c i d e d  by a  v o t e  o f  11-7 t o  
p r o p o s e  t h e  s e l l i n g  o f  a  l ong  bond, even i n  i t s  reduced  s i z e ,  Those 
i n  f a v o r  o f  s e l l i n g  a  long  bond c i t e d  r e g u l a r i t y  o f  i s s u a n c e  and t h e  
r e q u e s t  g i v e n  in  t h e  c h a r g e  f o r  a r e fund ing  t o  r a i s e  $10-11 b i l l i o n  o f  
new c a s h  a s  among t h e i r  r e a s o n s ,  Those opposed f e l t  t h a t  a  s m a l l e r  
i s s u e  p roved  l i t t l e ,  a s  t h e  market  would u n d e r s t a n d  t h e  omiss ion  due  
t o  t h e  4 1/4 % l i m i t a t i o n ,  and because  o f  t h e i r  f e a r  t h a t  a small 
i s s u e  might make marke t  man ipu la t ion  p o s s i b l e ,  The l a t t e r  r e a s o n ,  
p l u s  t h e  imoor tance  o f  added l i q u i d i t y  p r o v i d e d  by l a r g e r  i s s u e s ,  l e d  
t o  t h e  recommendation b e i n g  t i e d  t o  t h e  reopening  o f  t h e  8 7/8% bonds,  
An i s s u e  o f  such  s m a l l  s i z e  would n o t  mean much w i t h o u t  t h e  r eopen ing .  
T t  was f e l t  t h a t  t h e r e  was enough room between t h e  c u r r e n t  market  
p r i c e  and t h e  b a s e  92 3/4 p o i n t  d i s c o u n t  p e r m i t t e d  t o  b e  c e r t a i n  t h a t  
t h e  new bond cou ld  s e l l  s a f e l y ,  A f t e r  t h e  motion t o  s e l l  a  long  bond 
c a r r i e d  by t h e  a fo remen t ioned  11-7 v o t e ,  t h e  commit tee  v o t e d  15-3 t o  
p ropose  t h e  r e f u n d i n g  d i s c u s s e d  above ,  

For t h e  remainder  o f  t h e  q u a r t e r ,  we recommend t h e  f o l l o w i n g  
f  i nanc  ing  : 

-- S e l l  $9 1 /4  b i l l i o n  o f  2-year n o t e s  a t  t h e  two remaining 
a u c t i o n s ,  r educ ing  c a s h  borrowing by $ 1 - 2  b i l l i o n ,  

-- S e l l  $7 l / 2  b i l l i o n  o f  5-year  n o t e s ,  r a i s i n g  a l l  new c a s h ,  

-- S e l l  $7 l / 4  b i l l i o n  o f  4-year n o t e s ,  r a i s i n g  $ l , 4 5  b i l l i o n  
of  new c a s h ,  

-- S e l l  $13,5 b i l l i o n  o f  3- and 5-month b i l l s  a t  t h e  
remaining a u c t i o n s ,  r a i s i n g  $ 2 , 3  b i l l i o n ,  

-- M a i n t a m  t h e  two remaining 52-week b i l l s  a t  t h e  same 
amounts a s  a r e  matuz inq ,  



Summary of Cash Needed -- 580 l / 4  b i l l i o n  

Refunding 
2-year n o t e s  
&year  n o t e s  
5-year n o t e s  + 

3- & 6-month b i l l s  

$10,350 b i l l i o n  
(1 ,200)  

7.500 

Already r a i s e d  26-75  
Es t imated  f o r e i g n  add-ons 
N e t  Market Borrowing 52,85 

SLUGS 
Decrease  in  c a s h  b a l a n c e  

Gash r a i s e d  $84,35 b i l l i o n  

T h i s  would produce  a  p r o j e c t e d  c a s h  b a l a n c e  o f  $19 b i l l i o n ,  We 
a r e  recommending a  c a s h  b a l a n c e  i n  e x c e s s  o f  $15 b i l l i o n  f o r  two 
r e a s o n s ,  F i r s t ,  i n  c a s e  o u r  e s t i m a t e  o f  $10 b i l l i o n  o f  SLGS is t o o  
h i g h  (which we don" b e l i e v e ) ,  t h e  e x c e s s  c a s h  b a l a n c e  c o u l d  be  used 
t o  make up t h e  d i f f e r e n c e ,  Secondly ,  you have asked  our  o p i n i o n  on 
t h e  s c h e d u l i n g  o f  7-year n o t e s ,  and we b e l i e v e  t h a t  t h e  i n c r e a s e d  c a s h  
b a l a n c e  would be  used t o  a l l e v i a t e  t h e  problem. We recommend t h a t  7- 
y e a r  n o t e s  i n  t h e  f u t u r e  be  d a t e d  on t h e  d a t e  t h e  o u t s t a n d i n g  n o t e s  
ma tu re ,  T h i s  would a l l e v i a t e  a  problem f o r  t h e  F e d e r a l  Reserve by 
p e r m i t t i n g  i t  t o  r o l l  its 7-year h o l d i n g s  a t  a u c t i o n ,  something it 
c o u l d  n o t  do wi th  a  d i f f e r e n t  day  o f  d a t i n g  and day o f  m a t u r i t y ,  
Also, it would p e r m i t  o u t s t a n d i n g  p u b l i c  h o l d e r s  t o  r o l l  h o l d i n g s  
w i t h o u t  any inconven ience ,  There  would a l s o  b e  t h e  added advan tage ,  
p a r t i c u l a r l y  i n  t h i s  q u a r t e r ,  o f  removing t h e  7-year from a u c t i o n  i n  
what is t h e  wors t  market  w e e k  ~f t h e  y e a r ,  t h e  week between Chr i s tmas  
and N e w  Year ,  The committee b e l i e v e s  t h a t  a  s a l e  i n  t h i s  week 
produces  h i g h e r  y i e l d s  t o  T r e a s u r y  t h a n  any o t h e r  time o f  t h e  y e a r .  
However, moving t h e  d a t i n g  o f  t h e  7-year t o  t h e  1 5 t h  o f  t h e  month 
c r e a t e s  a  c a s h  problem f o r  t h e  Treasu ry  i n  t h e  beg inn ing  o f  t h e  month, 
a  problem t h a t  c o u l d  b e  s o l v e d  by use o f  t h e  l a r g e r  c a s h  b a l a n c e  o r  
a l t e r n a t i v e l y  th rough  t h e  s a l e  o f  a  s h o r t - d a t e d  c a s h  management b i l l .  

I f  f o r  any r eason  our  SLG e s t i m a t e  is i n c o r r e c t ,  we would 
recommend adding  t o  t h e  3- and 6-month b i l l s ,  A s  t h e  c u r r e n t  s t a t e  o f  
t h e  e q u i t y  and T r e a s u r y  marke t s  h a s  l e d  t o  v e r y  s i z e a b l e  b i l l  
p u r c h a s e s p  we f e e l  t h a t  T reasu ry  shou ld  t a k e  advan tage  o f  t h i s  
o p p o r t u n i t y .  T h i s  is t h e  r eason  t h a t  we have recommended an i n c r e a s e  
i n  3- and 6-month b i l l s  t o  $13-6 b i l l i o n  weekly. 

You should  a l s o  n o t e  t h a t  we have reduced o r  h e l d  s t e a d y  t h e  n e x t  - and 5-year n o t e  a u c t i o n s ,  We have done t h i s  i n  p r e p a r a t i o n  f o r  
t h e  hopefu l  d e c l i n e  i n  Treasu ry  c a l e n d a r  due  t o  a budget  d e f i c i t  



r e d u c t i o n .  A s  you may remember from t h e  r e p o r t  o f  o u r  s p e c i a l  meet ing  
t h i s  y e a r ,  we proposed  s u c h  a  d e c r e a s e  i n  t h e s e  issues, l e a d i n g  
p o s s i b l y  t o  t h e  e l i m i n a t i o n  o f  one  o f  t h e  c y c l e  n o t e s  a l t o g e t h e r .  We 
t r u s t  we a r e  p r e p a r i n g  t h e  way, 

The commit tee  c a n n o t  l e t  t h i s  meet ing  go w i t h o u t  commenting on t h e  
PSAvs l e t t e r  on SLGS, Though we a r e  a  commit tee  o f  PSA, we r e j e c t  
t h i s  l e t t e r  o u t  o f  hand. We a re  n o t  a t  a l l  s y m p a t h e t i c  t o  t h e  i s s u e  
r a i s e d  v i s - a - v i s  s t a t e  and l o c a l  governments ,  a s  i s s u e r s  e n t e r e d  i n t o  
t h e s e  t r a n s a c t i o n s  on an economic b a s i s  when t h e y  were done ,  They 
s h o u l d  n o t  have t h e  o p p o r t u n i t y  t o  p r o f i t  f rom t h e  i s s u a n c e  of  SLGS a t  
above market  y i e l d s ,  t h e r e b y  p e n a l i z i n g  a l l  t a x  p a y e r s  f o r  t h e  b e n e f i t  
o f  p a r t i c u l a r  t a x p a y e r s  o f  a s i n g l e  s t a t e  o r  m u n i c i p a l i t y ,  We would 
u r g e  T r e a s u r y  t o  move a s  q u i c k l y  a s  p o s s i b l e  t o  d a i l y  p r i c i n g  of  SLGS 
t o  c o m p l e t e l y  e l i m i n a t e  t h i s  abuse .  

F i n a l l y ,  a s  p c o m p l e t e  my t e r m  a s  cha i rman of  t h i s  commit tee ,  l e t  
me s a y  thank  you t o  you Mr, S e c r e t a r y  and your  s t a f f  and t h e  commit tee  
f o r  t h e  o p p o r t u n i t y  t o  s e r v e  you and t h e  T r e a s u r y  i n  what 1 b e l i e v e  is 
a  most impor t an t  and wor thwhi l e  endeavor ,  

Thank you Mr, S e c r e t a r y ,  

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

Gedale  
Chairman 1 


