
REPORT TO THE SECRETARY OF THE TREASURY 
FROM THE U.S. GOVERNMENT A N D  FEDERAL 
AGGNCTES SECURITIES COMMITTEE OF THE 

P U B L I C  SECURITIES ASSOCIATION 
J a n u a r y  2 9 ,  1 9 8 6  

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

S i n c e  t h e  Commi t tee  l a s t  met i n  W a s h i n g t o n  i n  J u l y ,  
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  a11 m a t u r i t i e s .  The 
most  s i g n i f i c a n t  r e d u c t i o n s  h a v e  o c c u r r e d  among t h e  l o n g e s t  
m a t u r i t i e s  where  r a t e s  h a v e  f a l l e n  by a b o u t  1 - l / 2  p e r c e n t a g e  
p o i n t s .  S h o r t - t e r m  r a t e s  h a v e  d e c l i n e d  i n  t h i s  p e r i o d  by 
n e a r l y  50 b a s i s  p o i n t s  and  i n t e r m e d i a t e - t e r m  ra tes  a re  more 
t h a n  1 p e r c e n t a g e  p o i n t  l o w e r .  On b a l a n c e ,  t h e  y i e l d  c u r v e  
h a s  s u b s t a n t i a l l y  f l a t t e n e d .  

S e v e r a l  d e v e l o p m e n t s ,  b o t h  t e c h n i c a l  a n d  f u n d a m e n t a l ,  
h a v e  been  r e s p o n s i b l e  f ~ r  t h i s  d e c l i n e .  C o n c e r n s  a b o u t  t h e  
i m p l i c a t i o n s  of  r a p i d  money s u p p l y  g r o w t h  i n  t h e  f i r s t  h a l f  
of  1 9 8 5  were a l l a y e d  somewhat a s  t h e  economy g r e w  a t  a v e r y  
m o d e r a t e  p a c e  o g e r  t h e  summer a n d  f a l l  m o n t h s ,  

Whereas i n v e s t o r s  had  grown p e s s i m i s t i c  a b o u t  t h e  c h a n c e s  
f o r  m e a n i n g f u l  d e f i c i t  r e d u c t i o n  f o l l o w i n g  t h e  breakdown o f  
b u d g e t  n e g o t i a t i o n s ,  t h e  p a s s a g e  o f  t h e  Gramm-Rudman-Hollings 
p i a n  h a s  r e i n v i g o r a t e d  h o p e s  f o r  r e d r e s s i n g  t h e  s e r i o u s  Fiscal 
imbn l a n c e  

D e s p i t e  a n  a c c e l e r a t i o n  i n  i n f l a t i o n  i n  t h e  f o u r t h  q u a r t e r  
o f  1985  d u e  m o s t l y  t o  h i g h e r  f o o d  a n d  e n e r g y  c o s t s ,  p r i c e s  i n  
b o t h  a r e a s  were  e x p e c t e d  t o  r e c e d e ,  I n  p a r t i c u l a r ,  i n v e s t o r s  
h a v e  h e e n  e n c o u r a g e d  by t h e  p r o s p e c t  of  lower o i l  p r i c e s  a n d  
t h e  a m e l i o r a t i n g  e f f e c t s  t h a t  c o u l d  h a v e  o n  e c o n o m i c  g r o w t h  
w i t h o u t  s t i r r i n g  inflation. 

The a g r e e m e n t  i n  l a t e  S e p t e m b e r  by t h e  G-5  c o u n t r i e s  t o  
b e t t e r  a l l g n  t h e  v a l u e  of t h e  w o r l d ' s  m a j o r  t r a d i n g  c u r r e n c i e s  
w i t h  f u n d a m e n t a l  f o r c e s  h a s  r e s u l t e d  i n  a  s i g n i f i c a n t  d e c l i n e  
i n  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 .  T h i s  h a s  improved 
c h a n c e s  t h a t  a l a r g e r  s h a r e  of d o m e s t i c  demands c a n  b e  met 
by U.S. p r o d u c e r s ,  A t  t h e  same t ime,  t h e  m o n e t a r y  a u t h o r i t i e s  
h a v e  m a i n t a i n e d  a s t e a d y  c o u r s e  i n  o r d e r  t o  m i n i m i z e  t h e  
p o s s r b i l i t y  of a  destabilizing f a l l  i n  t h e  d o l l a r ' s  f o r e i g n  
e x c h a n g e  v a l u e .  



D e s p i t e  some s l i p p a g e  i n  e c o n o m l c  g r o w t h  i n  t h e  f o u r t h  
q u a r t e r  of  1 9 8 5 ,  t h e  new y e a r  h a s  b r o u g h t  new momentum, 
December d a t a  on employment ,  p r o d u c t i o n  a n d  income a l l  showed 
s t r o n g  improvement  a n d  p o r t e n d  a n  a c c e l e r a t i o n  i n  g r o w t h  i n  
t h e  c u r r e n t  q u a r t e r ,  a l b e i t  t o  a  p a c e  t h a t  i s  s u s t a i n a b l e  
w i t h o u t  a p i c k u p  i n  i n f l a t i o n .  C o n s e q u e n t l y ,  t h e  mood of 
i n v e s t o r s  r e m a i n s  c a u t i o u s l y  o p t i m i s t i c ,  

A g a i n s t  t h i s  b a c k g r o u n d  t h e  Committee recommends t h e  
f o l l o w i n g  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  
$9 .8  b i l l i o n  of  m a t u r i n g  F e b r u a r y  1 5  s e c u r i t i e s  and  ra i se  
$ 1 3 . 2  b i l l i o n  of  new c a s h :  

$ 9  b i l l i o n  of  3  y e a r  n o t e s  d u e  2/15/89 
$7 b i l l i o n  of  9 3/4 o r  1 0  y e a r  n o t e s  
$ 7  b i l l i o n  of  29 3/4 o r  30 y e a r  b o n d s  

A m o t i o n  t o  s e l l  $ 8  3/4 b i l l i o n  o f  3 y e a r ,  $ 7  b i l l i o n  
o f  9 314 o r  1 0  y e a r  a n d  $ 7  l / 4  b i l l i o n  of 29  3/4 o r  30 y e a r  
s e c u r i t i e s  was d e f e a t e d  by a v o t e  of  14-6 .  

The Commi t t ee  d e b a t e d  a t  some l e n g t h  t h e  q u e s t i o n  of 
r e o p e n i n g  t h e  o u t s t a n d i n g  9  1 / 2 8  n o t e s  o f  11 /15 /95  a n d  t h e  o u t -  
s t a n d i n g  9 7/8% b o n d s  of  1 1 / 1 5 / 2 0 l 5 .  A r g u m e n t s  f o r  i n c l u d e d  
t h e  s c a r c i t y  v a l u e  of o u t s t a n d i n g  s e c u r i t i e s ,  which  it is  
b e l i e v e d  would r e s u l t  i n  a l o w e r  i n t e r e s t  c o s t  t o  t h e  T r e a s u r y  
i n  n e x t  w e e k ' s  a u c t i o n .  Arguments  a g a i n s t  f o c u s e d  o n  t h e  
h i g h  premiums a s s o c i a t e d  w i t h  t h e  o u t s t a n d i n g  i s s u e s  a n d  
t h e  p o s s i b i l i t y  t h a t  t h i s  would  d i s c o u r a g e  b u y e r s ,  

The  Commi t t ee  v o t e d  1 4  t o  6 t o  r e o p e n  t h e  o u t s t a n d i n g  
1 0  y e a r  n o t e  and  1 0  t o  8 w i t h  two a b s t e n t i o n s  t o  r e o p e n  t h e  
o u t s t a n d i n g  30 y e a r  bond ,  W e  w i l l  e x p a n d  on t h e s e  v i e w s  i n  
d i s c u s s i o n  f o l l o w i n g  t h i s  r e p o r t .  

F o r  t h e  r e m a i n d e r  o f  t h e  q u a r t e r  we recommend: 

- - S e l l  $ 9  b i l l i o n  o f  y e a r  b i l l s  a t  t w o  a u c t i o n s  
r a i s i n q  $ 1 - 0  b i l l i o n ,  

- - S e l l  $ 9 . 5  b i l l i o n  o f  2 y e a r  n o t e s  a t  two 
r e m a i n i n q  a u c t i o n s  r a i s i n g  $ 2 . 0  b i l l i o n ,  

-- S e l l  $7 .5  b i l l i o n  of  a  5 y e a r  n o t e  t o  ra ise  
a l l  new c a s h .  

- - S e l l  $ 6 . 7 5  b i l l i o n  of  a 4 y e a r  n o t e  r a i s i n g  
$ 3 . 0  b i l l i o n .  

The Commi t t ee  a l s o  recommends t h a t  r e m a i n i n g  3 a n d  6 month 
b i l l  s a l e s  b e  k e p t  a t  $ 1 4 - 4  b i l l i o n ,  r e d u c i n g  c a s h  r e c e i p t s  
by $ 2 - 4  b i l l i o n .  



Summary o f  Cash r a i s e d  ( n e t  of  f o r e i g n  a d d - o n s )  

R e f u n d i n g  $13.2  b i l l i  a n  
52 week b i l l s  1 . 0  
2  y e a r  n o t e s  2 . 0  
5  y e a r  n o t e s  7 - 5  
4 y e a r  n o t e s  3 .0  - 

2 6 - 7  
A l r e a d y  r a i s e d  - 1 2 . 0  

38 .7  
L e s s  r e d u c t i o n  

i n  3 & 6 month b i l l s  2 . 4  
$3675 b i l l i o n  

Decrease i n  c a s h  
b a l a n c e  2  1 

$- b i l l i o n  

Cash  b a l a n c e  3/31/86 $10 .0  b i l l i o n  

F o r e i g n  add-ons  of  f r o m  $1 t o  $2  b i l l i o n  would  s l i g h t l y  ra i se  
t h e  c a s h  b a l a n c e .  I t  is t h e  C o m m i t t e e ' s  u n d e r s t a n d i n g  t h a t  
t h e  s i z e  of  t h e  r e f u n d i n g  p l u s  a n y  o t h e r  c a s h  r a i s e d  would  n e g a t e  
t h e  n e c e s s i t y  o f  t h e  i s s u a n c e  of a n y  i n t r a q u a r t e r  c a s h  management 
b i l l s ,  

The Commit tee  by a v o t e  of 17-3  recommends a  J u n e  30 c a s h  
b a l a n c e  o f  $20 b i l l i o n ,  The 3  n e g a t i v e  v o t e s  were  f o r  a $15  
b i l l i o n  c a s h  b a l a n c e ,  

The Committee t o o k  c o n s i d e r a b l e  t i m e  i n  d e c i d i n g  t o  r e s p o n d  
t o  t h e  r e q u e s t  f o r  comments on t h e  m a r k e t  f o r  a f o r e i g n  t a r g e t e d  
T r e a s u r y  i s s u e .  By a v o t e  of 11-9  w e  recommend a g a i n s t  s u c h  a n  
issue.  The m a j o r i t y  b e l i e v e s  t h a t  t h e r e  is l i t t l e  o r  n o  b e n e E i t  
i n  i n t e r e s t  c o s t  t o  t h e  T r e a s u r y  a n d  h a s  t h e  v iew t h a t  t h e  b u y e r s  
w i l l  p u r c h a s e  r ~ g u l a r  T r e a s u r y  i s s u e s  a s  r e a d i l y  a s  t a r g e t e d  
i s s u e s ,  

T h e  o t h e r s  b e l i e v e  t h a t  t h e r e  would b e  a n  i n t e r e s t  r a te  
s a v i n g s ,  e s p e c i a l l y  i f  t h e  t a r g e t e d  i s s u e s  were s o l d  on a  r e g u l a r  
b a s i s  s o  t h e  m a r k e t  knew what  t o  e x p e c t ,  

With  r e s p e c t  t o  t h e  a p p r o p r i a t e  b a l a n c e  be tween  b i l l  a n d  
coupon i s s u e s  i n  f i n a n c i n g  t h r o u g h  J u n e ,  t h e  Commit tee  r e t a i n s  
i t s  e s t a b l i s h e d  s t a n c e  oL d e b t  e x t e n s i o n  e m p h a s i z i n g  l o n g e r  d a t e d  
s e c u r i t i e s  a t  t h e  e x p e n s e  of b i l l s .  However, t h e  Commi t tee  
is  aware  t h a t  t h e  i m p l e m e n t a t i o n  o f  Gramm-Rudman c o u l d  c a u s e  a 
c h d n g r  i n  i t s  f o c u s .  I n  t h e  p a s t ,  w i t h  l a r g e  c o n t i n u i n g  d e f i c i t s ,  
t h e i r  f o c u s  h a s  b e e n  @in i n c r e a s i n g  l o n g e r  term F i n a n c i n g  b e c a u s e  
of t h e  b u r g e o n i n g  d e b t .  If  s u b s t a n t i a l  r e d u c t i o n s  i n  d e f i c i t s  
were t o  o c c u r ,  t h e  Commit tee  would l i k e  t h e  o p p o r t u n i t y  t o  r e v i e w  



t h e s e  p o l i c z e s ,  p o s s i b l y  a t  a s p e c i a l  meet ing  a t  t h e  S e c r e t a r y ' s  
r e q u e s t .  

F i n a l l y ,  we would encourage  t h e  T r e a s u r y  t o  reexamine t h e  
STRIPS program w i t h  a view toward  p u t t i n g  i n t o  e f f e c t  t h e  f i n a l  
phase  of t h e  program -- t h a t  is, t h e  a b i l i t y  t o  r e c o n s t i t u t e  t h e  
o r i g i n a l  s e c u r i t y .  I n  a d d i t i o n ,  because  of u n c e r t a i n t y  i n  f o r e i g n  
t a x  l a w s ,  t h e  l i q u i d i t y  of t h e  e n t i r e  STRIPS s e c t o r  h a s  been i m -  
p a i r e d  and many d o m e s t i c  marke t  makers have  become u n w i l l i n g  
t o  c a r r y  l a r g e  i n v e n t o r i e s  r e s u l t i n g  i n  i n e f f i c i e n t  m a r k e t s  and 
wide s p r e a d s  i n  y i e l d  a f f e c t i n g  t h e  e n t i r e  program. The i s s u e  
.is t o o  complex t o  c o v e r  i n  t h i s  r e p o r t ,  b u t  we encourage  t h e  
T r e a s u r y  t o  s t u d y  t h e  q u e s t i o n ,  W e  w i l l ,  of c o u r s e ,  h e l p  i n  
any way w e  can .  

Mr, S e c r e t a r y ,  t h i s  c o n c l u d e s  ou r  r e p o r t  and w e  welcome 
q u e s t i o n s  and d i s c u s s i o n .  

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

& d a l e  13. Horowitz 
Chairman 



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

PUBLIC SECURITlES ASSOCIATION 
APRIL 30, 1986 

Dear Mr. Secretary: 

Since the Committee last met in Washington in January, 
the rally in financial markets has attained dramatic proportions. 
From already substantially reduced levels, long-term interest 
rates have dropped nearly two percentage points to some of their 
Lowest levels in nine years, Short-term interest rates, encour- 
aged by two 50 basis point reductions in the Federal Reserve's 
discount rate, have fallen by a percentage point over this period, 

A number of developments beyond the easing in U,S, monetary 
policy have been responsible far the tremendous improvement in 
financial markets. The sharp decline in world oil prices since 
the start of the year and the prospect of continued financial 
constraints on major oil producers have dampened considerably 
investor expectations of inflation. That improvement adds to an 
already well-established tendency in the economy toward disin- 
flation, 

Yconomic expansion has also proceeded at a modest pace in the 
first part of 1986, though at a slightly higher rate than that 
which characterized much of 1985, Apart from encouraging bond 
market investors, this has meant that business short-term borrowing 
needs have been rather limited in this period, Nonetheless, corpor- 
ations have taken advantage of the slide in long-term rates to float 
a record volume of corporate bonds, Over the first four months of 
this year, new issue activity in the U,S, corporate market has 
averaged more than $16 billion or easi,ly twice the pace of 1985, 

The coordinated international effort to lower interest rates 
has allowed a continued reduction in the value of the dollar in 
foreign exchange markets in recent months, That decline has bol- 
stered hopes for stronger economic growth in the Onited States. It 
has also introduced some uncertainty as to whether large inflows of 
foreign capital could be expected to continue at current or lower 
interest rates, 

The tentative signs of stronger economic growth evident during 
the first quarter should become more tangible as the year unfolds, 
Declines in interest rates and oil prices promise to boost private 
domestic final demands, while a pickup in growth abroad and a lower 
dollar will raise t J ,S ,  exports, The lower dollar and a better 
balance between inventories and sales mean that an increasing share 
o f  v , S .  demand will be satisfied out of current domestic prodl~~tion 
rather than from inventories or imports, That improvement may come 



d e s & i t e  c o n t i n u i n g  e f f o r t s  a t  s l o w i n g  f i s c a l  s t i m u l u s .  1t js 

a g a i n s t  t h i s  e c o n o m i c  and f i n a n c i a l  b a c k d r o p  t h a t  i n v e s t o r s  a r e  
a p p r o a c h i n g  t h e  T r e a s u r y ' s  upcoming m i d - q u a r t e r  f i n a n c i n g - -  
g u a r d e d l y  o p t i m i s t i c .  

h i t h  t h e s e  d e v e l o p m e n t s  i n  m i n d ,  t h e  Commi t t ee  recommends t h e  
f o l l o w i n g  s e c u r i t i e s  b e  s o l d  a t  yie1.d a u c t i o n  t o  r e f u n d  $ 1 4 . 2  b i l l i o n  
o r  m a t u r i n g  May 1 5  s e c u r i t i e s  and raise $ 1 2  b i l l i o n  of  new c a s h :  

$9 b i l l i o n  o f  3 -yea r  n o t e s  d u e  5 /15 /89 ;  
$8 1/2 b i i l i o n  o f  1 0 - y e a r  n o t e s  d u e  5 /15/96;  
$ 8  l / Z  b i l l i p n  o f  3 0 - y e a r  bonds  d u e  5/15/2016 

T h i s  p a c k a g e  a s s u m e s  c o n t i n u a t i o n  o f  t h e  20-year  bond c y c l e  
which t h e  Commi t t ee  v o t e d  1 4  t o  5 t o  r e t a i n .  The m a j o r i t y  f e l t  
t h a t  t h e  2 0 - y e a r  bond was a n  e f f e c t i v e  l o n g - t e r m  s e c u r i t y  which 
would n o t  e a s i l y  be r e p l a c e d .  The  m i n o r i t y  v iewed t h e  20-yea r  
a s  more  e x p e n s i v e  and  wanted  t o  e m p h a s i z e  t h e  m i d - q u a r t e r  r e f u n a -  
i n g s  a s  a s o u r c e  o f  l o n g  t e r m  f u n d s ,  

For  t h e  r e m a s n d e r  o f  t h e  q u a r t e r  t h e  Cornmlttee recommends: 

S e l l  $9 .75 b i l l i o n  of  2 - y e a r  n o t e s  a t  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  $2 .0  b i l l i o n  o f  new c a s h ;  

S e l l  $7 .75 b l l l i o n  o f  5 - y e a r  n o t e s  t o  ra ise  a l l  new c a s h ;  

S e l l  $ 7 - 2 5  b i l l i o n  o f  4 -yea r  n o t e s  r a i s i n g  $3.0 b i l l i o n  
n e w  f u n d s ,  

The Commit tee  a l s o  recommends r o l l i n g  o v e r  a l l  b i l l  m a t u r i t i e s  
f o r  no n e t  a d d i t i o n a l  c a s h ,  

Summary of  c a s h  r a i s e d :  

Ref u n d i n g s  
2-year  n o t e s  
5 -yea r  n o t e s  
$ - y e a r  n o t e s  

$ 1 1  - 8 0  b i l l i o n  
2 - 0 0  
7 . 7 5  

A l r e a d y  r a i s e d  8 - 7 5  
$ 3 3 - 3 0  

E s t i m a t e d  F o r e i g n  Add-ons 1 , 2 0  

Met Marke t  B o r r o w i n g s  $34 .50  b i l l l o n  

T h i s  would b r i n g  t h e  p r o j e c t e d  c a s h  b a l a n c e  o n  6 /30 /80  t o  
$18 .2  b i l l i o n .  The Commit tee  v o t e d  unanimous1.y t o  t a r g e t  a 
$20 b i l l i o n  c a s h  b a l a n c e  o n  9/'30/86. 



A s  s t a t e d  e a r l i e r ,  t h e  Commit tee  v o t e d  f o r  t h e  r e t e n t i o n  o f  
t h e  2 0 - y e a r  bond c y c l e .  However, t h e  Commit tee  d i d  c o n s i d e r  what  
s h o u l d  b e  d o n e  i f  t h e  c y c l e  i s  d i s c o n t i n u e d .  Ee d i s c u s s e d  t h r e e  
a l t e r n a t i v e s .  The f i r s t  w a s  a p r o g r e s s i v e  p h a s e - i n  o f  1 0 - y e a r  and 
30-year  i s s u e s  as  r e p l a c e m e n t s  f o r  t h e  20-yea r  b o n d s .  The s e c o n d  
was an  i m m e d i a t e  i n c r e a s e  i n  1 0 -  and  30-yea r  j'ssues t o  f u l l y  o f f s e t  
t h e  $ 5  b i l l i o n  l o s t  t h r o u g h  t h e  e l i m i n a t i o n  o f  t h e  2 0 - y e a r  b o n d s ,  
The t h i r d  was t h e  r e p l a c e m e n t  o f  t h e  20-year  c y c l e  w i t h  a new 
40-yea r  b o n d ,  p r o b a b l y  on a  phased  b a s i s .  Ten members o f  t h e  
Commit tee  v o t e d  f o r  t h e  f i r s t  a l t e r n a t i v e ,  3 f o r  t h e  s e c o n d  
a n d  6 t o r  t h e  t h i r d ,  

The Commit tee  c o n q i d e r e d  m e t h o d s  f o r  a d j u s t i n g  t o  c a s h -  
f l o w  probLerns a t  t h e  b e g i n n i n g  o f  t h e  c a l e n d a r  q u a r t e r s  t h a t  
would b e  c a u s e d  by l o s s  o f  f u n d s  f rom d i s c o n t i n u i n g  t h e  20-yea r  
c y c l e ,  I t  was u n a n i m o u s l y  a g r e e d  t h a t  t a r g e t t i n g  q u a r t e r - e n d  
b a l a n c e s  $ 5  b i l l i o n  h i g h e r  ( $ 2 0  b i l l i o n  o n  J u n e  3 0  and  $ 2 5  
b i l l i o n  on S e p t e m b e r  3 0 )  would a l l e v i a t e  t h i s  p r o b l e m ,  P u r t h e r -  
more  i f  t h e  2 0 - y e a r  c y c l e  was i m m e d i a t e l y  d i s c o n t i n u e d ,  t h e  
a p p r o p r i a t e  l e v e l  o f  t h e  May r e f u n d i n g  would b e  $28  b i l l i o n  
composed o f  $9 b i l l i o n  3 -yea r  n o t e s  and $ 9  l / 2  b i l l i o n  e a c h  o f  
t h e  1 0 - y e a r  and  30-yea r  i s s u e s .  

Mr. S e c r e t a r y ,  t h i s  c o n c l u d e s  o u r  r e p o r t  and  w e  welcome 
q u e s t r o n s  and d i s c u s s l o n .  

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

G e d a l e  8 .  Ho 
Chairman 



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

AGENCIES SECURITIES CO%MITTEE OF THE 
PUBLIC SECURITIES ASSOCIATION 

J u l y  3 0 ,  1986 

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

S i n c e  t h e  C o n ~ m i t t e e ' s  i a s t  mecti.ng i n  Apr i l . ,  money market  
i.ntc:rcst r a t e s  h a v e  F a l l e n  about  one -ha l f  p e r c e n t a g e  point..  
'i'l1i.s h a s  r e f l e c t e d  t h e  s l u g g i s h  t r e n d  of  t h e  economy and t h e  
at-tcndiint  modera t e  p a c e '  o f  s h o r t - t e r m  c r e d i t  demands. Rate  
d e c l i n e s  h a v e  a l s o  been  encouraged  by a n  accommodative F e d e r a l  
Reserve ,  which h a s  r educed  t h e  d i s c o u n t  r a t e  f o r  t h e  t h i r d  
t i m e  t h i s  y e a r .  Long-term i n t e r e s t  r a t e s ,  meanwhile,  have  
t r a d e d  i n  a v o L ~ t i l e  p a t t e r n  a round  t h e i r  l o w e s t  l e v e l s  i n  
n e a r l y  a d e c a d e .  The d i s p a r a t e  t r e n d s  i n  t h e s e  t w o  m a r k e t s  
i s  symbol ic  o f  marke t  p e r c e p t i o n s :  f i n a n c i a l  market p a r -  
t i c i p a n t s ,  as w e l l  a s  p o l i c y m a k e r s ,  s e n s e  t h a t  t h e  cconcmy 
I.acks t h e  momentum t o  p roduce  s t r o n g  c r e d i t  needs  b u t  t h e r e  
i s  c o n s i d e r a b l e  u n c e r t a i n t y  a b o u t  t h e  p r o s p e c t i v e  c o u r s e  of 
e v e n t s  l a t e r  t h i s  y e a r  and n e x t .  

That  u n c e r t a i n t y  i s  evident .  f o r  a number of  r e a s o n s .  ,-. i h r ce  r.ievelopments t h a t  hail been  C h e  b a s i s  f o r  considerab1.e  
opt-imisiii abou t  economic p r o s p e c t s  e a r l i e r  t h i s  y e a r  -- f a l l . i , t ~ g  
i n t e r e s t  r a t e s ,  l ower  o i l  p r i c e s  and a weaker U . S .  d o l - l a r  -- 
Tire hav ing  mixed s u c c e s s  i n  g e n e r a t  i.ng f a s t e r  g rowth .  Most 
rioLahLy, a l t h o u g h  t h e  d o l l a r ' s  dec l . i ne  i.n f o r e i y n  exchange 
r n a r k e t . ~  promised  t o  h a l t  a d e t - e r i o r a t i n g  t r a d e  b a l a n c e ,  d i s -  
a!?lm i ,n? i n g  growth ab road  and o n l y  inoilerale . i nc reases  i n  rmn- 
["it-roleurn impor t  p r i c e s  t o  d a t e  have  r a i s e d  new clortbtc about- 
t h e  t i m i . n g  and e x t e n t  oE t h a t  improvement .  

The c o n t i n u i n g  s l i d e  in i in t -e res t  r a t e s  h a s  E>&vid&rl 
i,iici.,ortlint s u p p o r t  t o  h o u s i n g  a c t i v i t y  where s t a r t s  h a v e  been  
maiii taineci a t  t h e i r  s t r o n g e s t  pace  s i n c e  1 9 7 R .  Also ,  lower  
ratci; have  s p u r r e d  consumpti.on o f  i . n t e r e s t - s e n s i t i v e  durab1.e 
good:; such  a s  a u t o s  i n  t h e  face  o f  moiicriitc: income g rowth .  
D i l l  some of khe d r o p  i n  i . n t e r e s t  r a k e s  has r e k l e c t e d  d e c l i n i r i g  
.irifl at ion  e x p e c t a t i o n s ,  s o  t h a t  r e a l  i n t e r e s t  r a t e s  have  
:a? 1~e;n Ear l e s s  t h a n  notninul i i n t e r e s t  rat-6:s. 
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F i n a l l y ,  a l t h o u g h  f i n a n c i a l  m a r k e t  p a r t i c i p a n t s  h a v e  
shown c o n c e r n  a t  times a b o u t  t h e  r a p i d  g r o w t h  of 541, t h e  
e v i d e n c e  f rom t h e  m o d e s t  g r o w t h  o f  t h e  b r o a d e r  m o n e t a r y  
a g g r e g a t e s ,  a s  wel l  as  t h e  economy a n d  p r i c e s  t h e m s e l v e s ,  
s u g g e s t s  t h a t  t h l s  d o e s  n o t  r e p r e s e n t  a n  e x c e s s i v e  b u i l d u p  
of l i q u i d i t y ,  T h u s r  w h i l e  s e v e r a l  d e v e l o p m e n t s  i n  t h e  
economy a n d  w i t h  r e g a r d  t o  p o l i c y  h a v e  s e t  t h e  s t a g e  f o r  
f a s t e r  economrc g r o w t h ,  a n  a c c e l e r a t i o n  f r o m  t h e  m o d e s t  
e x p a n s i o n  of  t h e  f l r s t  h a l f  r e m a i n s  somewhat e l u s i v e *  I t  
i s  a g a i n s t  t h i s  b a c k d r o p  t h a t  i n v e s t o r s  a p p r o a c h  t h e  upcoming 
T r e a s u r y  f i n a n c i n g .  

Wi th  t h e s e  d e v e l o p m e n t s  i n  mind,  t h e  Commi t tee  recommends 
t h a t  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 i o n  t o  
r e f u n d  $ 1 4 . 3  b i l l i o n  of  m a t u r i n g  A u g u s t  1 5  s e c u r i t i e s  and  
ra ise  $ 1 4 - 7  b i l l i o n  o f  n e w  c a s h :  

$ 9  b i l l i o n  of  3 -year  n o t e s  d u e  8/15/89;  
1 0  b i l l i o n  o f  9-3/4 y e a r  n o t e s  d u e  5/15/96; 
1 0  b i l l i o n  o f  29-3/4 y e a r  bonds  d u e  5/15/2016 

T h i s  r ecommenda t ion  i n c o r p o r a t e s  t h e  r e o p e n i n g  o f  t h e  7-3/8% 
n o t e s  d u e  5/15/96 a n d  t h e  7-1/48 bonds  d u e  5/15/2016,  The 
v o t e  of  t h e  Commit tee  on r e o p e n i n g  b o t h  i s s u e s  was unanimous,  
a  somewhat rare  o c c l r r e n c e .  The r e a s o n  f o r  t h i s  unanimity was 
t h e  s t r o n g  f e e l i n g  t h a t  t h e  e l i m i n a t i o n  o f  t h e  20-year  bond 
had d e c r e a s e d  s u p p l y  i n  t h e  l o n g  bond m a r k e t  and  made f o r  
c o n s i d e r a b l e  d i f f i c u l t y  i n  m a i n t a i n i n g  a v i a b l e  m a r k e t  p l a c e  
f o r  l o n g  U n i t e d  S t a t e s  T r e a s u r y  d e b t ,  With  o n l y  f o u r  l o n g  
bonds  a y e a r ,  a s i z e  v s ,  f r e q u e n c y  s i t u a t i o n  o c c u r s .  Lack of 
f r e q u e n c y  d i c t a t e s  g r e a t e r  s i z e  of  issues f o r  a n  e f f e c t i v e  
m a r k e t ,  F o r e i g n e r s  b u y i n g  p l u s  t h e  s t r i p p i n g  p o t e n t i a l i t y  
of  t h e s e  bonds  c a n  s e v e r e l y  l i m i t  t h e i r  a v a i l a b i l i t y ,  A 
s i d e  e f f e c t  of  t h i s  s c a r c i t y  is  t h e  p r o b l e m  c r e a t e d  i n  
p r i c i n g  c o r p o r a t e  s e c u r i t i e s  which  f o r  a t  l e a s t  t h e  l a s t  
e i g h t  y e a r s  h a v e  b e e n  p r i c e d  o f f  t h e  T r e a s u r y  c u r v e ,  

Mr, S e c r e t a r y ,  t h e  Commit tee  u n a n i m o u s l y  f e e l s  t h a t  t h e  
change  i n  f r e q u e n c y  o f  sa les  of l o n g  T r e a s u r y  bonds ,  makes i t  
a b s o l u t e l y  e s s e n t i a l  t h a t  t h e  3 0 - y e a r  and  1 0 - y e a r  i s s u e s  be  
r e o p e n e d  whenever  p o s s i b l e .  The s u g g e s t e d  $10 b i l l i o n  amounts  
o f  t h e  9-3/4 and  29-3/4 y e a r  i s s u e s  are i n  l i n e  w i t h  t h e  reeom- 
m e n d a t i o n  made by t h e  Commit tee  i n  i t s  r e p o r t  o f  A p r i l  30 ,  1986 
i n  which  a p r o g r e s s i v e  phase -1n  of t h e  a m o u n t s  l o s t  b y  t h e  
e l i m r n a t i o n  of  t h e  20-year  bond was f a v o r e d  by a  m a j o r i t y  of 
t h i s  Commi t tee ,  We b e l i e v e  t h a t  t h e  m a r k e t  c a n  h a n d l e  issues- 
of t h e  recommended s i z e ,  e s p e c i a l l y  i f  t h e y  are  r e o p e n e d .  



For the other financing requirements in the remainder of 
the quarter, the Committee recommends: 

-- Maintain the 3- and 6-month Treasury bill auctions 
at the current $15.2 billion level raising $8-9 blllion 
of new cash; 

-- SelL $9.5 billion of year bills at the remaining auction 
raising $ 1 . 4  billion new cash; 

-- Sell $10 billion of 2-year rates at two remaining 
auctions raising $2-1 billion of new cash; 

-- Sell $8 billion of 5-year notes to raise all new cash; 
-- Sell $ 7 - 5  billion of 4-year notes raising $2 billion 

of new cash 

Summary of Cash Raised 

Refunding 
3 & 6 month bills 
52 week bills 
2-year notes 
5-year notes 
4-year notes 

Already raised 

Estimated Foreign Add-ons 2.00 

Net Market Borrowings $52-00 billion 

This would produce a projected cash balance on 9/30/85 
of $27 billion, an amount which the Committee, because of 
projected 4th and 1st calendar quarter financing needs, 
unanimously recommends, We also suggest a $20 billion cash 
balance on 12/31/86. 

In attempting to respond to the request in the Committee 
Charge as to the pattern of 2-year notes with relatlon to 
quarter end finaneings, a wider discussion ensued, We felt 
that, along with the elimination of the 20-year bond, the 
scheduling request of the current charge, the increasing 
amount of refunding of outstanding debt necessary especially 
in view of the maturities of the 5- and 7-year notes and the 



r e d u c t i o n  i n  f requency  of s a l e s  of l o n g  term honds t o  f o u r  t imes  a  yea r  t l ic t  
a  s p e c i a l  meet ing of t h i s  Committee might be r e q u i r e d  t o  g ive  i n t e n s i v e  s tudy  
t o  the  e n t i r e  debt  s t r u c t u r e .  There i s  some feeLing  i n  the  group t h a t  s e l l i ~ ~ g  
30-year bonds e i g h t  t imes  a y e a r  might be d e s i r a b l e .  l f  t h a t  is n o t  p o s s i b l e ,  
then s e l l i n g  40-year bonds might be a p roper  v e h i c l e  f o r  e f f e c t i v e  deb t  maaage- 
ment. We t h e r e f o r e  a s k  you,  M r .  S e c r e t a r y ,  t o  c a l l  such a  meet ing i f  yoti 
d e s i r e ,  w i t h  t h e  on ly  nintter  t o  be d i s c u s s e d ,  t h e  Committee 's  o p i n i o n  on 
proper  d e b t  s t r u c t u r e  f o r  t h e  n e x t  p e r i o d  of y e a r s .  We would a s k  you t o  c a l l  
t h e  meet ing,  t o  be h e l d  i n  New York a t  t h e  F e d e r a l  Reserve  Bank, a s  soon a s  
p o s s i b l e .  Hopefu l ly ,  t h e  Gramm-Rudman and t a x  b i l l  q u e s t i o n s  w i l l  lye s e t t l e d  
s h o r t l y  and we can make o u r  recommendations based on some f i r m  p r o j e c t i o i i s .  

Because of  our  r r q u t s t  f o r  Li s p e c i a l  meet ing,  f i v e  nieinbers of t h e  
C o m m i t t e e , f e l t  no change i n  t h e  scheduling of t h e  two year  bond s h o u l d  be nade 
u n t i l  a f t e r  t h a t  meet ing.  However, s i x t e e n  members voced t o  i n c o r p o r a t e  t h e  
two y e a r  bond i n t o  t h e  end of q u a r t e r  f i n a n c i n g .  T h e r e f o r e ,  our  recommendation 
i s  t h a t  t h e  two, f u u r ,  and seven y e a r  bonds be announced on September 16, w i t h  
t h e  s a l e  of t h e  two y e a r  on Tuesday, September 23, t h e  s a l e  of r k e  f o u r  yea r  
on Wednesday, September 24 ,  and t h e  s a l e  of t h e  seven  yea r  on Thursday,  
September 25. I n  view of t h i s  s c h e d u l e ,  t h e  f i f t y - t w o  week b i l l  shou ld  be 
s o l d  on Tuesday, September 30. 

T i  you should  d e c i d e  t o  make t h i s  s c h e d u l i n g  change,  we would 
encourage you r o  announce i t  t h i s  a f t e r n o o n  a t  t h e  p r e s s  c o n f e r e n c e ,  

M r .  S e c r e t a r y ,  t h i s  coixl.isdes our  r e p o r t  and we welcome q u e s t i o n s  and 
d i s c u s s i o n .  

Gedale R .  Horowitz 
Chairman 



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

PUBLIC SECURITIES ASSOCIATION 
O c t o b e r  29, 1 9 8 6  

Dear  M r ,  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  J u l y ,  i n t e r e s t  
r a t e s  h a v e  d i s p l a y e d  q u i t e  d i s p a r a t e  t r e n d s ,  Whereas ,  s h o r t - t e r m  
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  by o n e - h a l f  o f  a p e r c e n t a g e  p o i n t  or 
more ,  a i d e d  by t h e  F e d e r a l  R e s e r v e ' s  f o u r t h  d i s c o u n t  r a t e  r e d u c t i o n  
t h i s  y e a r ,  l o n g e r - t e r m  i n t e r e s t  r a t e s  h a v e  g e n e r a l l y  r i s e n  by 
o n e - q u a r t e r  t o  o n e - h a l f  p e r c e n t a g e  p o i n t ,  The c o n s e q u e n t  s h a r p  
s t e e p e n i n g  i n  t h e  o v e r a l l  y i e l d  c u r v e  ha,s  c a r r i e d  t h e  s p r e a d  
f rom s h o r t - t e r m  b i l l s  to  l o n g - t e r m  bonds  t o  i t s  w i d e s t  l e v e l s  i n  
a y e a r ,  T h i s  s h i f t  h a s  b e e n  c h a r a c t e r i z e d  by t h e  p e r c e p t i o n  t h a t  
m o n e t a r y  s t i m u l u s  a n d  a  w e a k e r  d o l l a r  may f u e l  s t r o n g e r  e c o n o m i c  
g r o w t h  w i t h  r i s i n g  i n f l a t i o n  p r e s s u r e s ,  

S e v e r a l  c r o s s - c u r r e n t s  i n  t h e  economy and  d o m e s t i c  and  i n t e r -  
n a t i o n a l  f i n a n c i a l  m a r k e t s  a re  r e s p o n s i b l e  f o r  t h i s  d e v e l o p m e n t ,  
R e a l  economic  g r o w t h  i n  t h e  U n i t e d  S t a t e s  h a s  c o n t i n u e d  o n  t h e  
2 1 /28  t r a c k  t h a t  h a s  p r e v a i l e d  s i n c e  t h e  m i d d l e  o f  1 9 8 4 ,  T h i s  
m i l d l y  s u b p a r  p a t t e r n  h a s  p e r s i s t e d  d e s p i t e  i n c r e a s i n g  m o n e t a r y  
accommoda t ion ,  lower o i l  p r i c e s  and  f u r t h e r  d e c l i n e s  i n  t h e  f o r e i g n  
e x c h a n g e  v a l u e  o f  t h e  d o l l a r .  A l t h o u g h  e a c h  o f  t h e s e  i n f l u e n c e s  
h a s  s e r v e d  t o  s t i m u l a t e  demand i n  t h e  economy, much of i t  h a s  
gone  i n t o  i n c r e a s e d  imports r a t h e r  t h a n  d o m e s t i c  p r o d u c t i o n ,  

The l a c k  o f  s i g n i f i c a n t  improvement  i n  t h e  U,S,  t r a d e  d e f i c i t  
r e m a i n s  a  k e y  imped iment  t o  r o b u s t  e c o n o m i c  expans i .on ,  The d o l l a r ' s  
f a l l  h a s  y e t  t o  t r i m  t h e  t r a d e  g a p ,  a s  demand g r o w t h  i n  t h e  U . S ,  
c o n t i n u e d  t o  o u t p a c e  t h a t  o f  o u r  t r a d i n g  p a r t n e r s ,  M o r e o v e r ,  t h e  
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  c h a n g e d  o n l y  l i t t l e .  I n  
f a c t ,  i n  t h e  S e p t e m b e r  q u a r t e r ,  t h e  r a t i o  o f  n o n o i l  i m p o r t  p r i c e s  
t o  n o n o i l  p r o d u c e r  p r i c e s  a c t u a l l y  d e c l i n e d ,  

One f a v o r a b l e  c o n s o l a t i o n  f r o m  t h e  f a j . l e d  improvement  i n  
t h e  t r a d e  b a l a n c e  i s  t h a t  i n f l a t i o n  r e m a i n s  r e l a t i v e l y  subdued  
d e s p i t e  s i g n s  o f  b o t t o m i n g  ou t  i n  o i l  p r i c e s .  C o m p e t i t i v e  p r e s s u r e s  
among i m p o r t - c o m p e t i n g  m a n u f a c t u r i n g  i n d u s t r i e s  remain i n t e n s e  
w h i l e  t h e  g r o w t h  i n  l a b o r  c o s t s  h a s  c o n t i n u e d  t o  d e c e l e r a t e ,  An 
e n v i r o n m e n t  o f  s l u g g i s h  economic  g r o w t h  i.s n o t  o n e  i n  w h i c h  i n -  
f l a t i o n  is l i k e l y  t o  a c c e l e r a t e  m e a n i n g f u l l y ,  w h i l e  wage i n c r e a s e s  
i n  t h e  f i r s t  s i x  months  o f  1986  h a v e  r u n  a t  t h e i r  lowest l e v e l s  
i n  t w e n t y  y e a r s ,  T h e s e  f a c t s  s t a n d  i n  c o n t r a s t  t o  t h e  i n c i p i e n t  
f e a r s  i n  f i n a n c i a l  m a r k e t s  of r i s i n g  i n f l a t i o n .  



T h o s e  f e a r s  a r e  r o o t e d  i n  p a r t  i n  t h e  c o n c e r n  t h a t  m o n e t a r y  
p o l i c y  h a s  t o l e r a t e d  t o o  r a p i d  e x p a n s i o n  i n  t h e  m o n e t a r y  a g g r e g a t e s ,  
Much o f  t h i s  s t r e n g t h ,  however ,  h a s  been  c o n c e n t r a t e d  i n  t h e  
p r i m a r y  M l  m e a s u r e ,  w h i l e  g r o w t h  i n  t h e  b r o a d e r  money s t o c k  
c o m p o n e n t s  h a s  r e m a i n e d  w i t h i n  o f f i c i a l  t a r g e t  b a n d s ,  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  h a s  e n c o u r a g e d  s u b s t a n t i a l  d e c l i n e s  i n  i n t e r e s t  
r a tes ,  k e y  i n t e r e s t - s e n s i t i v e  a r e a s  o f  t h e  economy a r e  n o t  p o i s e d  
f o r  s t r o n g  g r o w t h ,  H o u s i n g  s ta r t s ,  f o r  e x a m p l e ,  h a v e  s l i p p e d  well 
be low t h e i r  e a r l y  1986  p a c e  a s  new home sa les  have  d r o p p e d  23% i n  
r e c e n t  m o n t h s ,  S i m i l a r l y ,  t h e  n o n r e s i d e n t i a l  c o n s t r u c t i o n  s e c t o r  
is  c o o l i n g  a f t e r  s e v e r a l  y e a r s  o f  s u b s t a n t i a l  i n v e s t m e n t  i n  
c o m m e r c i a l  p r o p e r t y  d e v e l o p m e n t *  

A l t h o u g h  t h e  p a c e  o f  p r i v a t e  c r e d i t  n e e d s  h a s  b e e n  m o d e r a t e  
i n  a n  e n v i r o n m e n t  o f  l o w  i n f l a t i o n  and  s u b d u e d  e c o n o m i c  g r o w t h ,  
f i n a n c i a l  m a r k e t s  h a v e  r e c e n t l y  grown u n c e r t a i n  a b o u t  t h e  c o n t i n u e d  
w i l l i n g n e s s  o f  p r i v a t e  , f o r e i g n  i n v e s t o r s  t o  a i d  i n  t h e  f i n a n c i n g  
o f  l a r g e  U.S, b u d g e t  d e f i c i t s .  R e c e n t  i n t e r n a t i o n a l .  p a y m e n t s  
s t a t i s t i c s  i n d i c a t e  a  marked s t e p  u p  i n  f o r e i g n  o f f i c i a l  p u r c h a s e s  
o f  U , S .  T r e a s u r y  s ecu r i t i e s  p a r a l l e l i n g  c o n t i n u e d  s t r o n g  p r i v a t e  
i n f l o w s .  S h o u l d  t h e  c o m p o s i t i o n  o f  f u t u r e  i n f l o w s  b e g i n  t o  s h i f t  
t o  a r e l i a n c e  upon t h o s e  o f f i c i a l  i n v e s t m e n t s  and a  r e l a t i v e  
d e c l i n e  i n  p r i v a t e  i n f l o w s ,  f i n a n c i a l  m a r k e t s  c o u l d  become un- 
s e t t l e d ,  N o n e t h e l e s s ,  t h e r e  j.s t h e  p r o m i s e  o f  a m e a s u r a b l e  
r e d u c t i o n  i n  t h e  U.S, b u d g e t  d e f i c i t  f o r  t h e  coming y e a r ,  a i d e d  
by new t a x  r e v e n u e s  a n d  m o d e s t  s p e n d i n g  r e d u c t i o n s .  I n d e e d ,  a n y  
p i c k u p  i n  e c o n o m i c  g r o w t h  w i l . 1  a i d  i n  t h a t  p r o c e s s .  F u r t h e r ,  
v e r y  r e c e n t  s i g n s  o f  s t r e n g t h  i n  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 t t e s t  t o  t h e  c o n t i n u e d  i n t e r e s t  o f  f o r e i g n  i n v e s t o r s  i n  
U - S ,  s e c u r i t i e s ,  

A g a i n s t  t h i s  mixed p a t t e r n  o f  economic  and f i n a n c i a l  d e v e l o p -  
m e n t s  t h e  Commi t t ee  recommends t h a t  t h e  f o l l o w i n g  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 s  t o  r e f u n d  $ 1 3 - 4  b i l l i o n  o f  p u b l i c l y - h e l d  
n o t e s  and  bonds  m a t u r i n g  November 1 5  and  r a i s e  $ 1 6 - 1  b i l l i o n  o f  
new c a s h :  

$10 l / 4  b i l l i o n  o f  3 y e a r  n o t e s  d u e  11/15/89 
9  3/4 b i l l i o n  o f  1 0  y e a r  n o t e s  d u e  11/15/96 
9 l / 2  b i l  Lion o f  30 y e a r  b o n d s  clue 11/15/2016 

The Commit tee  d i s c u s s e d  t h e  p o s s i b i l i t y  o f  r e o p e n i n g  t h e  1 0  
y e a r  n o t e  due  5 /15/96 and  t h e  30 y e a r  bond d u e  5 /15 /2016 .  I t  
u n a n i f n o u s l y  o p p o s e d  t h e  r e o p e n i n g  o f  t h e  t h i r t y  y e a r  bond and  by 
a  v o t e  o f  1 3  t o  6 a l so  opposed  t h e  r e o p e n i n g  o f  t h e  t e n  y e a r  n o t e ,  
T h e  m a j o r i t y  o f  t h e  C o m m i t t e e  f e l t  t h a t  t h e  b e n e f i t  o f  m a r k e t  
i i q u i d i t y  i n  l a r g e r  i s s u e s  was o u t w e i g h e d  by t h e  p o s s i b l e  f u t u r e  
d e b t  management p r o b l e m s  o f  e x t r e m e l y  l a r g e  m a t u r i t i e s  a n d  t h e  
f a c t  t h a t  a new i s s u e  would  s e l l  a t  a s l i g h t l y  lower y i e l d  t h a n  a  
r e o p e n e d  o n e ,  However ,  t h e  Commit tee  s t i l l  b e l i e v e s  t h a t  t h e  
l i q u i d i t y  and v i a b i l i t y  o f  t h e  m a r k e t  f o r  U . S ,  Government  s e c u r i t i e s  
r e q u i r e s  t h e  r e o p e n i n g  o f  o u t s t a n d i n g  i s s u e s  when o t h e r  c i r c u m s t a n c e s  
d o  n o t  make r e o p e n i n g  i m p r a c t i c a l ,  



F o r  t h e  o t h e r  f i n a n c i n g  r e q u i r e m e n t s  i n  t h e  r e m a i n d e r  o f  
t h e  q u a r t e r  t h e  C o m m i t t e e  recommends:  

-- I n c r e a s e  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  t o  $ l 6 , 4  b i l l i o n  r a i s i n g  $ 1 2 - 6  
b i l l i o n  o f  new c a s h ;  

-- I n c r e a s e  t h e  t w o  r e m a i n i n g  5 2  week b i l l s  t o  $ 1 0  1 / 2  
b i l l i o n  r a i s i n g  $ 2 . 6  b i l l i o n ;  

-- S e l l  $ 7  b ~ l l l o n  o f  c a s h  nanage incn t  b r l l s  m a t u r l n g  
J a n u a r y  2 2 ;  1 9 8 1  r a l s l n g  a l l  new c a s h ;  

-- S e l l  $10 1 / 4  b i l l i o n  o f  2  y e a r  n o t e s  a t  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  $ 1  l / 2  b i l l i o n  new c a s h ;  

-- S e l l  $7  3 / 4  b i l l i o n  o f  4 y e a r  n o t e s  r a i s i n g  $ 2 - 2  b i l l i o n  
o f  new c a s h ;  

-- S e l l  $8 1 / 4  b i l l i o n  o f  5 y e a r  n o t e s  t o  r a i s e  a l l  new 
c a s h ,  

Summary o f  Cash  Needed 

Refund r ng 
3  h 6  month b r l l s  
52 week b l l l s  
2 y e a r  n o t e s  
4 y t a r  n o t e s  
5  y e a r  n o t e s  

Cash  Manaytmcnt  b ~ i l s  
a l r e a d y  r a i s e d  

E s t i m a t e d  F o r e i g n  Add On 2,2  
,. , -- 

N e t  X a r k e t  B o r r o w i n g  $ 6 2 . 5  B i l l i o n  

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  o n  1 2 / 1 1 / 8 6  o f  $ 2 0  
b i l l i o n ,  a n  amount  w h i c h  t h e  Commi t t ee  u n a n i m o u s l y  recommends .  W e  
a l s o  s u g g e s t  a $ 1 5  b i l l i o n  c a s h  b a l a n c e  o n  3 /31/81.  

The  Commi t t ee  h a s  t a k e n  i n t o  a c c o u n t  t h e  c u r r e n t  s l o p e  01 t h e  
y i e l d  c u r v e  i n  i t s  r e c o m m e n d a t i o n s ,  I t  d o e s  e n c o u r a g e  t h e  s a l e  
of t h e  e n t i r e  recommended amount  o f  30 y e a r  b o n d s  a s  t h i s  is  t h e  
o n l y  s e c u r i t y  l a r g e r  t h a n  t h e  1 0  y e a r  s o l d  by t h e  T r e a s u r y ,  A 
v i a b l e  l o n g  bond m a r k e t  is n e c e s s a r y  f o r  b o t h  f u t u r e  T r e a s u r y  
d e b t  management a n d  For  m a r k e t  p a r t i c i p a n t s ,  

W h i l e  the Commi t t ee  r e i t e r a t e s  i t s  s u g g e s t i o n  of J u l y  3 0 ,  1986 
t h a t  t h e  2 ,  4 a n d  7 y e a r  n o t e s  b e  s o l d  i n  t h e  same w e e k ,  i t  
u n d e r s t a n d s  t h e  i m p r a c t i c a l i t y  o f  d o i n g  t h i s  a t  t h e  e n d  o f  December.  



It therefore recommends that the 2 and 4 ycdr notes hc announced 
on 12/10/86 with the 2 year bilng auct~oned on 12/17/85 dnd the 
4 year on 12/18/86. The seven-year note should be announced on 
12/16/86 and sold on 12/30/86. The 52 week blll should be 
announced on 12/12/86 and sold on 12/23/86. 

Mr. Secretary, this Committee stands ready to assist the 
Treasury in any way it can in the formulation of policies and 
rules for the regulation of the Government securities market, 
We believe that because of its fiducj-ary relationship to the 
Treasury this group could be used as an impartial resource to 
answer any inquiries that the Treasury might have, We stand 
ready to serve if asked, in this matter, 

Finally, before responding to questions, we would be remiss 
in not noting two significant changes in the structure of this 
Committee, First, the Committee extends its deepest appreciation 
to Frank Cavanaugh for his guidance and assistance in the 
performance of our task, Frank has servcd both the Treasury and 
the Committee most faithfully and we wish him well in his new 
endeavor. 

Today, marks the final meeting of the Dean of our group, 
Bob Stone. Bob has been on this Committee for 21 years and has 
served as its Chairman and Vice Chairman. More than these official 
titles, he has served as mentor for all of us in the workings of 
ouc group. His concern that we serve only to assist the United 
States Treasury has been deeply ingrained in all of us and if 1 
may take a liberty, I believe that not only are all his fellow 
Committee peop1.e better for Bob's service, but so is our country. 

Thank you, Mr, Secretary. 


