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Iubke profussor sese large US pevings in asRuing Javiabieerats dept

Kright~Ridder

M YorheemMar Sew@ Take Univaraity profesdne mada thae US
goverrment could save billions of doilars in interest coats by
igsuing vaviakle-rate seeurities.

WThere Mes besn a ot of talk avout reducing the maturity af the
gevernment ‘o dobty but 1t seems Like thave oce elher aption,"
Campbell Harvey, associate profesaor ef dimante at Duke’s Fugua
Sehonl of Busimess, told Unight-Riddse Eimancial Nows. '

His suggestior is to issue, for example, HO-Yoar pongs Witk a
floating coupsn tied ta the welghtod Jvsvage rate aof the lapt &
months‘ worth of U8 bill auctions.

The bensfits would he marmilald, hae neid.

Firss, it would reduce the amount of ficed-couptn, long-ters dabi
whicn the government wowld issue. pusbdng Tamg term yieldy down.

Second, it would not increease the anount of short-tern dabt which
the government would 1ssue, as would happen L 1t staply were 1o
substitute the igsuance of short-tarm for long-ters ueht, as has been
considerey by the gavernment .

Amd third, it would send an inportant message to tha finantial
warkete, Harvey sald.

f1f you're selling bondz et 6.0 pot (vt approximate bond yield
currantly) , you’ re tetling the wa bel hal yuu wxpeel inflation to
rise 50 you want to lock in these low rates MW, he sald.

CT4 ovou Qo to shart maturitieve, o ‘re telting Uie et bl Lhwd,
tong-term ratas ars too high and you're expecting tow inflatian.”

With Floating=rate dect, the message 15 tHha Beme as mMort oL ng
the maturity mix, but 1t alse ineludes a sechanism thal Janalizes the
governm@nt Lf it deciden to Celnflate.

With & fleating-rate iastrument, 34 you have any tamptation {q
monetlze 1he Jebht, vyOu Rave 1o pay 4 penalty,” Harvey malt.

“1f the government policy is low inflation, they ahoula de
isEulng lRAstrumernts Likgs thim,” he sand.

Marvey said Mis studies show that the SO-yesr bond vielid could b
below & pei if variable-rate debt were icsuedy, wnith would be an
important eleament 1n sustaining the auonomic uupansian,

"The key variable {n a recovery is for long=-iarm rates L0 Come
down somne more,” he aald. End

(Ry Kevin Doncvan, Knight-Ridder Finangial hNews?
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