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Mr. BYRD, from the Committee on Finance, submitted the following

REPORT
[To accompany H. R. 5520]

The Committee on Finance, to whom was referred the bill (H. R.
5520) to amend the Second Liberty Bond Act to increase the maximum
interest rate permitted on United States savings bonds, having con-
sidered the same, report favorably thereon with an amendment and
recommend that the bill as amended do pass.

I. GENERAL STATEMENT

H. R. 5520, as passed by the House, would increase the maximum
permissible interest rate on savings bonds (and savings certificates)
held to maturity from 3 percent to 3% percent a year, compounded
semiannually. It would authorize the Secretary of the Treasury, in
his discretion, to increase the yield on savings bonds (and savings
certificates) bearing issue dates of February 1, 1957, or later. It
would also authorize the Secretary of the Treasury, in his discretion,
to increase the maximum interest rate on series E savings bonds
maturing on February 1, 1957, or later, which the holder retains for
an extension period (of not more than 10 years) beyond their maturity
dates. However, the discretion of the Secretary to increase interest
rates in this latter case would be limited to interest payable with
respect to the period beyond maturityIn a statement to the public on February 14, 1957, the Treasury
Department announced that it plans to increase to 3% percent the
interest rate on series E bonds with issue dates of February 1, 1957
or later when heldto maturity. This isan increase of one-quarter of
a percentage point from the present 3 percent rate. The announce-
ment also stated that the issue price and face value of the new bonds
would remain changed; instead the increase in investment yield
would be achieved by. shortening the present 9 years and 8 months
maturity to 8 years and l months. The Treasury Department also
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plans to increase redemption values for the new bonds during their
earlier years. The announcement indicated that the rate on a new
bond held for 3 years would be 3 percent instead of the present 2%
percent. There was no indication, however, that the Treasury plans
to change the interest rate with respect to bonds held beyond
maturity.
The Treasury also indicated that it plans, effective February 1,

1957, to offer a revised 10-year series H-bond with an interest rate
of 3% percent if held to maturity. The announcement further stated
that the Treasury plans to reduce from $20,000 to $10,000 for each
series the face amount of series E- and H-bonds which may be pur-
chased by one individual in any one year.
Your committee held 3 days of hearings on this bill during which

attention was given both to the recent deterioration of the market
for savings bonds and to the potentially harmful effects on the economy
of a program of high interest rates. Your committee has amended
the House bill to lower the maximum rate permissible on- savings
bonds to 3.26 percent in lieu of 3% percent. This limit will permit
the Treasury to sell a $75 bond that will mature in 8 years and 11
months for $100.

It is believed that this change is desirable for several reasons. If a
3% percent limit is provided there would be some expectation on the
part of the public that the rate would in fact be raised and this would
tend to reduce sales of the 3% percent bonds. Furthermore this
adoption of this reduction of the. limit to 3.26 percent expresses the
opposition of the Congress to any increase in interest rates not abso-
lutely essential in the interests-of economic stability.
The Treasury has argued that there should be greater administra-

tive flexibility in' the Treasury to raise interest rates if redemptions of
savings bonds again rise relative to sales. Your committee does not
believe that the situation requires such delegation of authority to the
executive since this deterioration of the market for savings bonds has
in the past developed'only slowly.

II. SAVINGS BOND PROGRAM

The legislation initiating the savings bond program in 1935 estab-
lished a maximum-interest rate of 3 percent. The first series E bonds
were offered to the' public on May 1, 1941, at a 2.9 percent yield to
maturity, which was raised to 3 percent on May 1, 1952. Series E
bonds maturing on or after May 11952, earn interest after maturity
at a rate of approximately 3 percent a year.. H bonds, first issued
in 195q, yield a t percent rate of return when held t6 maturity.

Series E and H bond cbondcn. be held only by individuals. While the
rates of return on the two types of bond' are th6 same, they appeal to
different buyers since theE ,lond is a discount bond, providing only
one paymenton: redemption aiid the H bild paysinterest annually by
check, ,Saving bqndq of tHb J and K ser~is'Were'designed forsale' to
organizations as" wl'ias individuals'. The.Treasury Departmenrt has
.indicated that sAes,'fJfl and Ksitesoof bohds iWilte'rminiate April 30,
1957. Series :-D and series F and G bonds were parts'of the savings
bond program but have not b'een is"{ed iin recent yreirs.. The current
redeiptlon, .value ,oo,6 tst dmng savings boiidfis' shown in table' 1
for te end of eeachy 'ar'lO45-5o an'd for Januar through Match of
'''**''*,*' '. *; ; . *; ; ' *, ; j . *)' (; '** i"/ ,- '. **'-) *

.. ' I
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1957. It can be seen that the $38,045 million of Series E bonds
constitute the bulk of the $56,068 million of total savings bonds.

TA11LE 1.-Savings bonds outstanding, all series
[Current redemption values in millions of dollars)

Series E Series H Total, series Series F, 0, Total, all
E and li J, K series 1

Dec. 31:
1945........---------------- 30, 727 .-----... 30, 727 13,979 48,224190460 . -------- ---- 30, 263 --....---- 30,263 16,300 49, 8641947-......---------.-----..-----. 30,997 ---.--- 30,997 18,314 62,174
1948..------- --------------..... 32,188 -.. ----- 32,188 20,613 65,197
119-....------------.. 33, 706 ....-- 33, 766 21, 501 66, 910
19.50...-- ------------ 34, 493 -- 34,493 23,089 68,248
1951 ................................... 34,727 ....----. 34,727 22,859 67,739
1952-- ..-- --------- 35,143 181 35,324 22,010 68,048
1953-....-... ...------ 30,036 627 36,663 21,190 67, 934
1954-.. -------------- 36, 778 1,455 38,233 20,058 68,358
1955---------------. 37, 510 2, 553 40, 063 18,432 68 548
1956----- --------------------------- 38,087 3,310 41,398 15, 576 67,018Jan. 31, 1957 ... .---- .. 38,066 3,365 41, 430 16,096 66,670

Fob. 28, 1957.................--- -- 38, 058 3,392 41,450 14,824 66, 317
Mar; 31, 1957....... . ..................... 38,045 3,418 41,463 14,663 56,068

I Includes series A-D.
Source: Office of the Secretary of the Treasury, Analysis Staff, Debt Division.

III. NEED FOR LEGISLATION

Since May 1, 1952, when the Treasury Department raised the in-
vestment yield on savings bonds held to maturity to the maximum
permitted by statute, this rate of return has necessarily remained
stationary. However, the rates of return on most other forms of
investment have risen sharply since that time. This can be seen by
the average rates of return on the following types of investments:

(Percent)

1952 1966

Mutual savings banks.................................. ..... 2.43 2.89
Savings and loan assocatons......................... 2.69 1 300
Insured commercial banks, time and savings departments--- .......................161. 2.00Higb-grade municipal bonds (Standard & Poor s) ....- .. ......................... 2.19 2. 9Corporate bonds, Aaa (Moody'sj ....................................-...- 2,96 3.36Corporate bonds, Baa (Moody's)....-....................... ................ 3.62 3.88Average rates, short-term bank loans to business (selected cities) ......... 3.6 . 2

i Estimated.
Compiled from statistics obtained from the Office of the Secretary, Analysis Staff, Debt Division, andfrom the Economic Report of the President, January 1957.

This stationary interest rate for savings bonds, while other invest-
ment yields have been rising, has been unfavorable to the relative
position of savings bonds. This can be seen in table 2 which compares
the annual increment in different forms of savings, those in savings
and loan associations mutual savings banks, commercial, bank time
deposits held by individuals and series E and; H savings bonds.
Due to the increment in value in bonds already held and also ,to the
fact that the interest rate disparity, was not so great among the various
forms of savings, the savings bonds actually -improved their: position
relative to the other forms;of savings in the 3 years: preceding 1956.
However, in; 1956, when'the interest rate disparity became significant

9.869604064

Table: Table 1.--Savings bonds outstanding, all series


Table: [No Caption]
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factor, these savings bonds accounted for 13.3 percent of the annual
increment in savings, the smallest percentage in the entire 4-year
period.
TABLE 2.-Series E and H bond share of individual savings-Annual changes in

savings
[In millions of dollars]

Commercial Series E and Percent
Calendar years Savings and Mutual sayv- bank time H savings Total series E and

loan Ings banks deposits (in- bonds H bonds of
dividuals) total

1953...............-3,641 +1,774 +2, 568 +1,339 +9,322 14.4
1954...............-+4,415 +1,964 +2,526 +1,571 +10, 476 15.0
1955 ............... +4,965 +1,837 +1, 561 +1,830 +10,193 18.0
1956 .......-... +5085 +1,836 +1,762 +1,335 +10,019 13.3

I Preliminary.
Source: Office of the Secretary of the Treasury, Analysis Staff, Debt Division.

The increasingly unfavorable position of savings bonds is most
accurately reflected by the trends in cash sales and cash redemptions
in the past 2 years, shown in table 3. This table shows that redemp-
tions in 1956 exceeded redemptions in the corresponding months in
1955 in all but 3 months. Also, beginning in June 1956, cash re-
demptions have exceeded cash sales in all but one of the months.
Moreover, this excess of redemptions has for the most part increased
month by month.

TABLE 3.-Monthly sales and redemptions of series E and H savings bonds
[In millions of dollars]

Cash Cash re- Cash gain Cash Cash re- Cash gain
sales dcmp- or loss sales delmp or loss

tons tons

195&-January. 573 404 169 1958-March....... 465 400 65
February .... 465 343 122 April...... 414 402 11
March.------ 618 406 112 May......... 418 412 6
April .. . 448 376 72 Junoe ......... 398 405 -6,Iay ......... 419 392 28 July----.... 443 431 11
June .......... 428 437 -9 August ...... 403 414 -11
July ........ 439 402 37 September... 335 380 -45
August...... 439 309 40 October...... 390 411 -21
September.. 414 393 21 November ... 366 368 -2
October ... 404 358 46 December. ] 363 392 -29
November... 395 358 36 1957-January.. 465 547 -82
December- 4 383 42 February .... 361 426 -65

1956-January. -. 572 450 122 March ....... 365 438 -73
February... 476 368 108

Source: Office of the Secretary of the Treasury, Analysis Staff, Dobt Division.

The effect of your committee's bill will be to permit the Treasury
Department to restore the competitive position of savings bonds
with other comparable forms of saving without causing any significant
change in the present distribution of investments.

In 1951 the Congress enacted legislation providing that the owners
of matured series E savings bonds who did not desire to cash them
could, at their option, retain their investment through an additional
10-year period. The Treasury Department announcement on
February 14, 1957, stated that "terms of any extension privilege for
the new bond will be determined later." Your committee's bill

9.869604064

Table: Table 2.--Series E and H bond share of individual savings--Annual changes in savings


Table: Table 3.--Monthly sales and redemptions of series E and H savings bonds
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provides the same permissible maximum of 3.26 percent yield can be
provided on savings bonds which mature on or after February 1, 1957,
for the period the bonds are held after maturity. Although the
Treasury Department did not request this authority, it will enable
the Department, if it deems this to be a desirable policy, to encourage
people to hold series E savings bonds which they may now have,
beyond their regular maturity date. This bill, by giving the Secretary
of the Treasury discretionary authority to pay up to 3.26 percent
during the extension period on E bonds which mature on or after
February 1, 1957, will enable him to provide more favorable treat-
ment for this period without having to come to Congress to request
such authority.

Table 4 shows the redemption values and investment yields of
series E bonds outstanding at the present time. The first part of this
table relates to bonds issued beginning May 1, 1952, with a maturity
yield of 3.0 percent while the latter part relates to bonds issued
before that date with a maturity yield of 2.9 percent.
TABLE 4.-Series E bonds outstanding prior to first maturity, redemption values, and

investment yields
[Based on $76 bond-Issue price]

Yield for-

Redemption
Number of years held after issue date value One addli

Period hold I Period to tlonal
maturity I 6-month

period 3

Percent Percent Percent
Bonds Issued beginning May 1952:

Oto .....-...........767.00 ....... .---- 3.00 1.07
to ........................... 76.40 1.07 3.10 2.12

1 to1 ......_-....... 76.20 1.60 3.16 2.62
1 to2-..--- ..-- .---- . . ...-- -- 77.20 1.94 3.19 2.69
2 to 2H...--- ...--... . ...--.--78.20 2.10 3.23 2.66
2 to 3.-....-.....--- ....----. 79. 20 2.19 3. 28 2.63
3 to3H . ---..-... .80.20 2.25 3.34 2.49
3 t4 ............................ ..81.20 2.28 3.41 2.46
4 to 45 ..------.......... ..- 82.20 2.30 3.49 3.41
4 to 6........-............. 83.60 2.43 3.50 3.35

Bonds issued before May 1952:
4 to 5..................................... 81.00 1.72 3.87 2.47
6 to 6 .....................................82.00 1.79 4.01 2.44
6 to 6-..................................... 83.00 1.85 4.18 2.41
6 to 6 ..................................... 84.00 1.90 4.41 4.76
6O to 7...-.................. . . 86.00 2.12 4.36 4.65
7 to 7 -.................................... 88.00 2.30 4.31 4.65
7% to 8 ..................................... 90.00 2.45 4.20 4.44
8 to 8 ------------....................................----------------. 9200 2.7 4.21 4.35
8M to 9 ..................................... 94.00 2.67 4.17 4.26
9 to 9 .. ................................... 96.00 2.76 4.12 4.17
9 to 10..-.....9...8.00 2.84 4.08 4.08
10 years (lst maturity) ....- ......- .......100.00 2.90 ............................

I To beginning of each accrual period.
s From beginning of each accrual period.
Source: Offime of the Secretary of the Treasury. Analysis Staff, Debt Division.

It can be seen from table 4 that if an outstanding series E bond has
been held for over 2h/ years there is no benefit obtained from cashing
in the existing bond in order to buy a new 3.25 percent bond. After
the bond is held for 2% years the yield from holding the bond until
maturity is 3.28 percent.

Table 5 shows a schedule of redemption values and investment
yields that has been tentatively decided upon for the new series E
bonds to be sold under this legislation.

9.869604064

Table: Table 4.--Series E bonds outstanding prior to first maturity, redemption values, and investment yields
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TABLE 5.-New E-bond-31- percent to maturity at 8 years, 11 months-Tentative
schedule of redemption values and investment yields (based on $75 bond, issue
price)

Yield for-

Number of years held Redemption
after issue date value Period held Period to 1 added

from Issue maturity 3 period '
date '

Percent Percent Percent
0 to .......................................... $75.00 -- 3.25 1.60
M to 1.......................................... 75.0 1.60 3.35 2.96
1 to 1 ------....................................... 7.72 2.28 3.38 3.13
1l to 2......................................... 77.92 2. 50 3.39 3.39
2 to 2 --------......................................... 79.24 2.77 3.39 3.43
2 to3.........................................------------ 80.6 2.02.90 3.39 3.47
3 to 3--......................................... 82.00 3.00 3.38 3.41
3M to 4......................................... 83.40 3.06 3.38 3.45
4 to 4i......................................... 84.84 3.11 3.37 3.39
4½/ to 5......................................... 8. 28 3.14 3.37 3.43
to 5 ......................................... 87.76 3.17 3.36 3.37

65 to 6......................................... 89.24 3.19 3.36 3.32
6to 6 ......................................... 90.72 3.20 3.37 3.35
6½ to 7........................................ 92.24 3.21 3.37 3.30
7 to 7 -......................................... 93.76 3.21 3.39 3.33
7Y2 to 8......................................... 95.32 3.22 3.41 3.27
8 to 8/. 96. 88 3.23 3.49 3.22
8mto 8-2-..... 98.41 3.3 .2: 3 81 3.81
8 years, 11 months to maturity--..----....- 100.00 3.25 ............. . ...

Source: O111ce of the Secretary of the Treasury.
I To beginning of each accrual period.
2 From beginning of each accrual period.

IV. EXPLANATION OF BILL

Section 22 (a) of the Second Liberty Bond Act authorizes the Secre-
tary of the Treasury (with the approval of the President) to issue
United States savings bonds.
Under section 22 (b) (1) of the Second Liberty Bond Act savings

bonds may be issued on an interest-bearing basis, on a discount basis,
or on a combination interest-bearing and discount basis, and must
mature not more than 20 years from the issue (late. Such bonds may
be sold at such price or prices, and may be redeemed before maturity
upon such terms and conditions, as the Secretary of the Treasury may
prcscrible. However, the interest rate on, and the issue price of
savings bonds, and thetcerms upon which they may be redeemed, may
not be such as to afford as investment yield in excess of 3 percent a
year, compounded semiannually.
Under section 22 (b) (2) of the Second Liberty Bond Act the

Secretary of the Treasury (with the approval of the President) is
authorized to provide by regulation that owners of series E savings
bonds may (at their option) retain the bonds after maturity and earn
interest upon the maturity values thereof for not more than 10 years
at rates consistent with the provisions of section 22 (b) (1) of the
Second Liberty Bond Act.

Thle first section of the bill amends section 22 (b) (1) of the Second
Lilerty Bond Act by changing the maximum permissible investment
yield from 3 percent a year, coml)ounded semiannually, to 3.26 percent
a year, compounded semiannually. This will authorize, but it will
not require, the Secretary of thle Treasury to increase tlhe investment
yield on those bonds described in section 2 of the bill.

Section 2 of the bill provides that the authority provided by the
first section of the bill may be exercised with respect to savings bonds

9.869604064

Table: Table 5.--New E-bond--3? percent to maturity at 8 years, 11 months--Tentative schedule of redemption values and investment yields (based on $75 bond, issue price)


460406968.9



MAXIMUM INTEREST RATE ON U. S. SAVINGS BONDS 7

bearing issue dates of February 1, 1957, or thereafter. Section 2 also
provides that this authority may be exercised with respect to those
series E savings bonds maturing on or after February 1, 1957, which
are retained after maturity (but only for the period after maturity).
The following table illustrates the maximum interest rates on sav-

ings bonds permitted by existing law and by provisions of the bill,
together with actual investment yields fixed by the Treasury Depart-
ment on series E bonds.

E.bond investment yield (percent) I

Issue dates Period to maturity Full extension period

Maximum Actual Ma'ximum Actual
permissible permissible

(1) May 1,41 to April 1942...-. 3.00 2.90 3.00 2.90
(2 May 1942 to January 1047-....-.....--.. 3.00 2.90 3.00 3.00
(3 February 1947 to April 1952-.....- -- 3.00 2.90 3.50 (3)
(4 May 1052 to January 1957...---.. -- 3.00 3.00 3.50 (J)
(5) February 1957 and on--.......... 3.26 (2, ~) 3.202 , )

I Compounded semiannually.
s To be determined by the Secretary of the Treasury, but not less than 3.00 percent.
3 Based on information furnished to the committee by the Treasury department, it appears that bonds

issued under a now offering based on this legislation will afford an investment yield of approximately 3t4
percent to maturity.

4 Based on information furnished to the committee by the Treasury Department, it appears that terms
of any optional extension privilege on these bonds will not be decided until a later date.

V. CHANGES IN EXISTING LAW

In compliance with sublsection (4) of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill, as
reported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in it alics, existing
law in which no change is proposed is shown in roman):

SECOND LIBERTY BOND ACT, AS AIMEINDED

SEC. 22. (a) The Secretary of the Treasury, with the approval of
the President, is authorized to issue, from time to time, through the
Postal Service or otherwise, United States savings bonds and United
States Treasury savings certificates, the proceeds of which shall be
available to meet any public expenditures authorized by law, and to
retire any outstanding obligations of the United States bearing inter-
est or issued on a discount basis. The various issues and series of the
savings bonds and the savings certificates sllall be in such forms, shall
be offered in such amounts, subject to the limitation imposed )y sec-
tion 21 of this Act, as amended, and sliall be issued in such manner
and subject to such terms and conditions consistent witi subl)sections
(b), (c), and (d) hereof, and including any restrictions on their
transfer, as the Secretary of the Treasury may from time to time
prescribe.

(b) (1) Savings bonds and savings certificates may be issued on an

interest-bearing basis, on a discount basis, or on a combination inter-
est-bearing and discount basis and shall mature, in the case of bonds,
not more than twenty years, and in the case of certificates, not more
than ten years, from the date as of which issued. Such bonds and

9.869604064
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certificates may be sold at such price or prices, and redeemed before
maturity upon such terms and conditions as the Secretary of the
Treasury may prescribe: Provided, That the interest rate on, and the
issue price of, savings bonds and savings certificates and the terms,
upon which they may be redeemed shall be such as to afford an invest.-
ment yield not in excess of [3] 8.26 per centum per annum, com-
pounded semiannually. The denominations of savings bonds and of
savings certificates shall be such as the Secretary of the Treasury may
from time to time determine and shall be expressed in terms of their
maturity values. The Secretary of the Treasury is authorized by regu-
lation to fix the amount of savings bonds and savings certificates
issued in any one year that may be held by any one person at any one
time.

(2) The Secretary of the Treasury, with the approval of the Presi-
dent, is authorized to provide by regulation that owners of series E
savings bonds thereafter maturing may, at their option, retain the
matured bonds and earn interest upon the maturity values thereof
for not more than ten years at rates consistent with the provisions of
paragraph (1).

TO


