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61 rate of increase after an unusually small advance in 
1962. The main influence here was the cost of auto insur- 
ance, which declined in 1962 when many persons first 
became eligible for lower "merit" rates but rose again last 
year, perhap€ partly as a result of some large accident 
awards made by the courts. Although greater price rises 
were recorded in 1963 for several other services, such as 
dry cleaning, increases in costs of medical care and rent 
again slackened, as they had for several years. 

THE PIJTURF. Prospects for further general price stability 
depend largely, of course, on such underlying elements 
as world market trends in primary products and move- 
ments in the rate of capacity utilization, productivity, and 
wages and salaries. The outlook for raw material prices is 
mixed. Prices of metals and selected foodstuffs may rise 
further; coffee prices have already moved upward follow- 
ing the frost and drought damage to the Brazilian crop. 
Nevertheless, a wide range of key materials—including 
many foodstuffs and fibers—have been and are likely to 
remain in ample supply. As regards the utilization of pro- 
ductive resources in this country, factory output is still 
significantly below capacity levels, but the available meas- 
ures indicate that some decrease in the gap occurred 
during 1963. Recent surveys, moreover, suggest that op. 
crating rates were fairly close to preferred rates in several 

individual manufacturing sectors, notably the textile, pa-V 
per, and aluminum industries. A further expansion with 
concomitantly higher operating rates could strengthen 
tendencies toward higher prices. 

It is, of course, desirable—indeed necessary—that fur- 
ther movements toward fuller use of the economy's re- 
sources will be achieved while keeping price rises in check. 
Some developments of recent years give cause for en- 

couragement in this regard. Thus, strong import competi- 
tion has placed restraints on upward price adjustments of 
domestic producers, and will most likely continue to do so. 
In addition, manufacturing output per man-hour has risen 
at an accclcrated pace since the beginning of 1961, thereby 
helping to offset wage increases, which in turn have been 
relatively more moderate than in most of the earlier post- 
war years. The acid test will, of course, be the actual 
wage and price changes that may follow this year's im- 
portant labor negotiations in such industries as automobile 
manufacturing, meat packing, and East Coast stevedoring. 

Price stability is required not only to protect the domes- 
tic purchasing power of the dollar but also to strengthen 
the international competitiveness of the United States and 
thus improve the balance of payments. The progress 
achieved thus far toward price stability in a period of 
business expansion has been encouraging; the country 
should aim to do as well or better in 1964 and beyond. • 

The Money Market in January 

The money market remained firm during most of Janu- 
ary while smoothly accommodating the substantial flows 
associated with the unwinding of year-end financial ad- 
justments and the Treasury's January advance refunding. 
At times, particularly in the first half of the month, sizable 
reserve pressures converged upon the New York City 
banks, as those banks met a large part of the expanded 
financing needs of Government securities dealers. Accord- 

ingly, banks in the central money market made large pur- 
chases of Federal funds, which were generally in good 
supply from banks outside the money centers, although a 
margin of needs remained to be satisfied at the "discount 
window". Later in the month, a somewhat easier tone 
developed at times, as the needs of money market banks 
declined while a good availability continued at other 
banks. Thus, Federal funds traded almost exclusively at 



3½ per cent through the middle of the month but occa- 
sionally dipped lower in the latter part of the month when 
member bank borrowing also declined. Unexpected addi- 
tions to reserves from float and other market factors con- 
tributed to the occasionally easier market tone. 

Treasury bill rates edged higher in early January as of- 

ferings—particularly from commercial banks—expanded. 
In the latter part of the month, rates receded slightly, 
largely reflecting both reinvestment demand from holders 
of "rights" issues in thc Treasury's advance refunding and 
seasonal nonbank demand. Rates posted by the major 
New York City banks on new and renewal call loans to 
Government securities dealers were most often quoted in 
a 3% to 4 per cent range through January 20, and largely 
in a 3½ to 3% per cent range thereafter. Toward the 
middle of the month, dealers in bankers' acceptances, after 
experiencing a sharp rise in inventories to a record level, 
increased their rates on all maturities by per cent, mak- 
ing the rate on 90-day unendorsed paper 3% per cent 
(bid); subsequently, demand for acceptances improved 
considerably and inventories were reduced substantially 
in the latter part of the month. Offering rates for new 
time certificates of deposit issued by the leading New York 
City banks moved moderately higher during the early part 
of the month, as did the range of rates at which such 

Wertificates were offered in the secondary market, and then 
declined in the latter part of January. Rates on directly 
placed finance company paper were reduced by per 
cent on paper maturing in less than 179 days, with an 
offering rate of 3¾ per cent being quoted on 90- to 179- 
day paper at the month end. Late in the month, commer- 
cial paper dealers lowered their rates by of a per cent, 
making the rate on prime 4- to 6-month paper 3¼ per 
cent (offered). 

On January 8, the Treasury announced the terms of an 
advance refunding operation in which holders of $24.7 
billion of six outstanding notes and bonds maturing in 
1964 and 1965—including $15.3 billion held by the pub- 
lic—were given the opportunity to exchange these securi- 
ties for reopened 4 per cent bonds of August 1970 or for 
additional amounts of the outstanding 4¼ per cent bonds 
of May 1975-85. Subscription books were open from 
January 13 through January 17, with total potential allot- 
ments limited to $4 billion additional 4's of 1970 and 
$750 million 4¼'s of 1975-85. On January 21, the 
Treasury disclosed that subscriptions had totaled $3.1 bil- 
lion—including $2.2 billion for the 4 per cent bonds 
($189 million from official accounts) and $900 million 
for the 4¼ per cent bonds ($150 million from official 
accounts). Subscriptions for the 4 per cent bonds con- 

ucntly were allotted in their entirety; subscriptions for 

the 4¼ per cent bonds were allotted in full up to $50,000, 
while subscriptions in excess of $50,000 were subject to 
an 83½ per cent allotment, with $50,000 the minimum 
allotment. 

Prices of outstanding Treasury notes and bonds drifted 
slightly lower in early January. With reaction both to the 
refunding and its results favorable, a firm tone generally 
prevailed in the market for Government notes and bonds 
in the latter part of the month. During that period, the 
market was also influenced by various official messages 
stressing, along with the desirability of a tax cut, the need 
to hold down Federal spending and restrain inflation. For 
the month as a whole, prices of coupon securities were 
generally higher, although the issues reopened in the ad- 
vance refunding—and a few others—declined. Prices of 
corporate and tax-exempt bonds moved somewhat higher. 

After the close of business on January 30, the Treasury 
announced the terms of its February refunding operation. 
Holders of $8.4 billion of the 3¼ per cent certificates and 
the 3 per cent bonds maturing on February 15—$4.3 bil- 
lion of which is publicly held—were given the opportunity 
to exchange their holdings either for a new 3% per cent 
note maturing on August 13, 1965 (priced at 99.875 to 

yield approximately 3.96 per cent) or for additional 
amounts of the outstanding 4 per cent notes of August 15, 
1966 (priced at par). Subscription books were open from 
February 3 through February 5, and the exchange of se- 
curities was scheduled for February 17 (cash subscrip- 
tions were not acceptable). 

BANK RESERVES 

Market factors provided reserves on balance from the 
last statcment period in December through the final state- 
ment week in January. Reserve gains—largcly rcflccting 
sharp seasonal contractions in currency in circulation and 
in required reserves—were only partially absorbed by 
declines in float and in vault cash. During part of the 
month, float declined more slowly than expected as snow- 
storms delayed the processing of checks. 

System open market operations absorbed reserves dur- 
ing the month and more than offset the release of reserves 

by market factors. System outright holdings of Govern- 
ment securities decreased on average by $813 million from 
the last statement period in December through the final 
statement week in January, while holdings under repur- 
chase agreements declined by $34 million. System outright 
holdings of bankers' acceptances rose by $10 million, and 
such holdings under repurchase agreements were reduced 
by $56 million. From Wednesday, December 25, through 
Wednesday, January 29, System holdings of Government 
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MEMBF.R BANK RESERVES. JANUARY 19W 

In million, ol dollarn; (+) dcnotcs LOCICSSC, 

(—) dccrcaae In ezccu rcscrv 

Fattcr 

Daily 3,era32s—wnk endid 

d1v1338 Jan. 
1 

Jan. 
8 

Jan. 
15 

Jan. 
22 

Jan. 
29 

Oporoting transactlOlts 
Treo.uzy ooo:a11001 
I'dgrol Rmrni Soil 
Con-n.:y In c3rculaUaa 
Gold mild forolOn sowuat tbef depuolta. etO. 

TOtal 

Dirset F.dmmI R01ve credit 
transadh001 

Uo,enj.lwml nrcurltl'o: 
1)tTcl 010,807 pur2zoi.s a, 

H.'1.1 undo? ropuft2ia. 

Loior dineuuinta. and 
adtaae'n: MnIt Imab borTowtuo... 

01.8cr 
Booker? acreptiocoil 

Roanl)tI)1,tth.cItt 
Under revurcbsas 
•gtecXntu 

Tota.I 

Imbor hank mum. 
Will. Pedoosi Iterue Bank'. 
CaAn Mlo.ved am r .cinmt ... 

Total rourveat 
Efloel of chanos In rquLr.d 
f.s.mvssI 

Exoess I.IeIYOI? 

— 25 
—232 
+ 30 
— 70 
+ 49 

— 2. 

+ II 
-4- III 

+ 241 
— 1 

4.11) 

+2 
+3.52 

+ 01 

-4-541. 

— 4u 
— 291 - 116 
± I? 
+ 4 
+ i4. 

— 39 

+ T 
— 194 

+ 
— II 

—198 

÷ 31 
— 31)5 

— SD 
— 91111 

+ 523 
+ I 

— S 

— 193 

— 11 

— 3 + 1 

+ 1 

— 13 

— 211 

133 
— 44 

— 19 
÷ 153 
+ 293 
+ 19 

— 

.. 45(1 

— 194 

— 156 

— 197 
— 

—1 
— 22 0 

—314 
— hIT 

+ ITT . 1101 

.4- 32'S + 6 
+ 25 

— 293 

— 

+ 13 
— I 
—4 
— 45 

— 242 

—3011 

-4— 
2 

+ 1.5 

— 1.237 
+ L211 
— 21 
+ 125 

+ 317 

— 813 

— 

— 140 
— I 
+ 10 

— 25 

—. 1.033 

— 716 
— 129 

.4. 441 

— 141n 

+2'.'T 

— 274 

— 49 

— 322 

— 246 

+ 403 

4.131 

— 441 

.4. 120 

— 513 

— 367 

.4-2*4 

—23 

— 615 

4. 1121 

— 274 

Dahhi S'01111n 40,41 0? IIZOLI009 
bank: 

1i.wmowtngi?romRrwrvolInnk 
f(roenn mrl.,mlcst 
Pros, roncreost .,. 

5511 

71111 

121 

3114 

443 
119 

331 
250 
139 

1114 

1117 

113 

177 
5714 

87 

3281 
44(17 
13.57 

Note: Bi,causo of rounding. tSgiuea do not nersa.,Uy add to totali. 
Includes changes In Treamury c.umncy and asab. 

t Tuese figuTes 510 estImated. 

* Aneragn (50 11,0 WeSki ended Janouy 25. 1125. 

securities maturing in less than one year fell by $951 mil- 

lion, and holdings maturing in more than one year were 
unchanged. 

THE GOVERNMENT SECURITIES MARKET 

In the market for Government notes and bonds, prices 
drifted lower in the first few trading sessions of the new 
year when offerings expanded moderately. Sharper down- 
ward price adjustments immediately followed the Treas- 
ury's announcement, after the close of business on January 
8, of an advance refunding operation. The announcement 
surprised many investors, who had apparently not expected 
such a financing until somewhat later in the year, but 
reaction to the terms of the refunding was generally favor- 
able. Activity both in rights—the issues eligible for con- 

version—and in the reopened securities, was restrained at 
first as investors cautiously appraised the offering in the 
light of a fairly widespread market feeling that interest 
rates might move upward in 1964. In early trading, prices 
of rights rose by M to , while the reopened 4 and 4¼ 
per cent bonds declined by 1q33 and 2I2, respectively. Prices 
of other outstanding intermediate- and long-term bonds 
moved slightly lower in adjustment to the prospective 
additional market supply in these maturity areas. 

A more confident atmosphere developed during the 
January 13-17 subscription period. The market was en- 
couraged by its belief that Treasury borrowing needs 
would be smaller than had been anticipated earlier, since 
the President's State of the Union Address and the Budget 
Message forecast a decline in the Federal deficit in fiscal 
1965. At the same time, demand spilled into the Govern- 
ment securities market from the corporate bond sector, 
where the calendar of scheduled flotations remained light. 
Hence, demand expanded both for rights and for the "when- 
issued" securities—thc two reopened bonds offered in the 
exchange—while switching activity was also generated. 
Broad buying interest—including some short covering— 
also developed for the 2½ per cent wartime issues and for 
selected issues in the 1965-67 area. Offeringsof high-coupon 
issues, moreover, which appeared against swaps into the re- 
opened 4's of 1970, were readily absorbed. Accord ingly, 
prices of the reopened issues and of outstanding securities 
moved irregularly higher from January 13 through the end 
of the month. The advance refunding results announced on 
January 21 buoyed the market, particularly since subscrip- 
tions for the 4¼ per ccnt bonds had excccdcd most expec- 
tations. Subsequently, a somewhat more hesitant atmos- 
phere appeared briefly, as the payment date for the ad- 
vance refunding approached and talk of the possihili1y of 
higher interest rates resumed. At the month cod, however, 
a more confident tone reappeared. Official statements sug- 
gested that interest rates might remain relatively stable 
near current levels, and the announcement of the February 
refunding terms dissipated lingering fears that the Treasury 
might offer an issue that would compete with the reopened 
4's of 1970. Over the month as a whole, prices of Govern- 
ment notes and bonds were generally l'i to 2 higher. 

Treasury bill rates edged a bit higher in the opening 
days of January, as offerings expanded both from coin- 
inercial banks—which were disposing of bills purchased 
in late December for year-end "window-dressing" pur- 
poses—and from other investors. At the higher yield 
levels, demand for bills increased somewhat, and a steadier 
tone emerged from January 6 through January 13. Never- 
theless, interest was rather light at the January 9 auction 
of $2.5 billion of 159-day tax-anticipation bills—appar- 
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ently as attention was devoted to the advance refunding 
terms announced the night before—and the new bills were 
sold at an average issuing rate of 3.650 per cent with 

some bills sold at rates as high as 3.69 per cent in the 
auction. In the latter part of the month, a lively demand 
for bills from the holders of the one-year issue—which 
matured on January 15—as well as from sellers of rights to 
the Treasury's advance refunding and from other investors 
exerted some downward pressure on bill rates. By the 
end of January, rates for outstanding bills were slightly 
below rate levels prevailing at the end of December. At 
the last regular weekly auction of the month held on Jan- 
nary 27, average issuing rates were 3.501 per cent for 
the new three-month Issue and 3.613 per cent for the new 
six-month bill—2 and 4 basis points, respectively, below 

the rates established in the final weekly auction in De- 
cember. The January 30 auction of $1 billion of new one- 

year bills resulted in an average issuing rate of 3.680 per 
cent, compared with an average issuing rate of 3.707 per 
cent at the preceding month's one-year bill auction. The 
newest outstanding three-month bill closed the month at 
3.50 per cent (bid) as against 3.53 per cent (bid) at the 
end of December, while the newest outstanding six-month 
bill was quoted at 3.61 per cent (bid) on January 31, 
compared with 3.65 per cent on December 31. The June 

IIax bill, which had elicited only modest investor interest 
when auctioned at an average rate of 3.65 per cent, closed 
the month at 3.55 per cent (bid). 

OTHER SECURITiES MARKETS 

Prices of seasoned corporate and tax-exempt bonds 
generally were fractionally higher in January as activity 
expanded seasonally. The corporate sector was buoyed 

by the good receptions accorded the small volume of new 
bond issues floated during the period, and by indications 
of a relatively light calendar immediately ahead. Early in 

the month, a somewhat more cautious atmosphere pre- 
vailed in the tax-exempt sector, where a sizable calendar of 
scheduled flotations took shape and dealers already held 

large inventories. However, the market atmosphere im- 

proved notably during the month, as both new and recently 
marketed tax-exempt issues moved well. Over the period 
as a whole, the average yield on Moody's seasoned Aaa- 
rated corporate bonds was unchanged at 4.37 per cent and 
the average yield on similarly rated tax-exempt bonds de- 
clined by 3 basis points to 3.08 per cent. 

The total volume of new corporate bonds reaching the 
market in January amounted to approximately $335 mil- 
lion, compared with $590 million in the preceding month 
and $345 million in January 1963. The largest new cor- 

porate bond flotation marketed during the month was an 
Aaa-rated $130 million utility issue consisting of 4¼ per 
cent refunding mortgage bonds maturing in 2004. The 
bonds, which were reoffered to yield 4.53 per ccnt and are 
not redeemable for five years, were very well received. New 

tax-exempt bond flotations in January totaled approxi- 
mately $915 million, as against $405 million in December 
1963 and $840 million in January 1963. The Blue List of 
tax-exempt securities advertised for sale rose by $19 mil- 
lion (from the revised December 3 I level of $490 mu- 
lion) to $509 million on January 31. One of the large 
new tax-exempt bond issues of the period consisted of 
$140 million Aaa-rated housing authority bonds. The 
bonds, which were reoftered to yield from 1.90 per cent 
in 1964 to 3.50 per cent in 2004, were accorded an excel- 
lent investor reception. Most other new corporate and tax- 
exempt bonds marketed in January were also well received. 




