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BUSINESS SPENDING PLANS 

Recent surveys of businessmen's spending plans re- 
inforce widely held expectations of strong support for the 
economy from this sector over the balance of the year. 
According to a May survey by the Department of Com- 
merce, manufacturers plan to add $700 million to their 
inventories during the third quarter of this year as against 
an expected increase of $400 million in the second quar- 
ter. Much of the planned additions to inventories are in 
the durables sector, where producers are looking forward 
to a substantial sales gain. Despite anticipations of a 
stepped-up rate of inventory accumulation, therefore, the 
expected rise in sales, if realized, will be sufficient only to 
maintain the inventory-sales ratios of both durahics and 
nondurabies manufacturers at roughly the low levels that 
have recently prevailed, suggesting that over-all inventory 
policies remain cautious. 

in another May survey, taken by the Department of 
Commerce and the Securities and Exchange Commission, 
business plans for capital spending in 1964 were reported 
at a level 12 per cent above 1963 outlays (sec Chart 11). 
This increase was somewhat above the 10 per cent ad- 
vance reported in the February Commerce-SEC survey 
and was about in line with the rise reported in the spring 
McGraw-Hill survey taken in March-April. The latest sur- 

vey, of course, is still not necessarily an accurate forecast; 
however, in previous years of business expansion—such 
as 1959, 1962, and 1963—the May survey has proved to 
be highly accurate (see Chart III). 

The upgrading in spending plans for 1964 as a whole 
in the May, as compared with the February, Commerce- 

SEC survey represents in part a substantial ($1 billion) 
upward revision in the first-quarter estimate. Planned out- 

lays reported for the second half of the year are about 
S0.5 billion higher than had been indicated in the Febru- 

ary report but, because of the first-quarter revision, the 
expected increase between the first and second halves of 
the year is slightly smaller than had been estimated in 
February. 

The Money Market In June 

The money market once again demonstrated in June its 

capacity for accommodating without undue strain the large 
flows of funds and securities associated with heavy corpo- 
rate dividend and tax payments. Aided by the expan- 
sion of bank credit to securities dealers and to nonbank 
financial institutions, corporations managed to shift Gov- 
ernment securities to dealers and to redeem finance com- 

pany paper. in addition, business corporations borrowed 
from commercial banks to meet their quarterly obliga- 
tions. The money market retained a steadily firm tone 

throughout the month, with Federal funds trading almost 
exclusively at 3½ per cent. Rates posted by the major 
New York City banks on new and renewal call loans to 
Government securities dealers were generally in a 3¾ to 
3/8 per cent range. Treasury bill rates edged upward 
around midtuonth, but declined subsequently when de- 
mand reappeared. Offering rates for new time certificates 

of deposit issued by the leading New York City banks held 

generally steady during the month, reflecting in part steps 
taken by the banks in May to compensate for certificates 

Chon PP 

YEAR-TO-YEAR PERCENTAGE CHANGES IN PLANNED 

AND ACTUAL CAPITAL SPENDING 

P.t ten, 
30 

20 

10 

0 

: ______—_________ ___________ I? 

1955 I95 1957 $958 $959 1960 $961 1962 $963 $964 

Sc,nces United Slain O.pcTta., o$Camne'c.: 5.rurt., or4 t .cLttn9u Canh,ilIOft 



126 MONTHLY REVIEW, JULY 19t 

Factor 

D4119 ei4raos..—worl end, 

Jorie June Jon, Jun0 
3 10 17 23 

Net 
chan0eu 

OpeTatln tranuattlori 
Fr90.lurl uI)n:all..fl, 
I'n.lnruJ I .nr-'n t1.1 
Cwmn.ay I,. ,mratl.o, 
hold a,i.l (ornlvi w..txnuijt 
(JIM.', .trpnolc4, aIddi IIW P.'mrn1 

Il4•tn I Unto U,,Iit 

Total 

Direct Fadeoai Roinr,o toiilt trIfliactIen, 
07.91 .rke0 otiuc1u 

Porcba,.,, or mien! 
(J'nn.nfln.ut on(-urllJUa 
flanter, 

I{.utli.i.'.' I,cTenlflmnt4 
l;n..nr,n.e-nc I1.<91n111n0 
Hk.tr.n' occ.I;Iin.s'o 

Olerut...r I-uik 
011w: luau,. nliuo3unm. and e.i.aunuo.. 

Tot*l 

Mamber b0n reI,r,e, 
WILl, Fedn,ral Itenernu l4uIk 
COol, uTh.w,..i rn..trn,,I 

Total reurvcst 
Ehf.cI or cbanle In requirad rennr,os. - - - 
Exuu feoer,ei 

4 I 
— 214 
— 1:14 
— 13 

— 20 

± 10 
— 5 . 
÷ S 

— 3.:- 

-f-. 35 
.f. 39! 
— 135 . 3 

f— 71 

.._ .6 

.4. 319 

.4-. 7) 
— 

— 411 

.4. 54 
4- 327 
— 431 
— S 

— 52 

— 352 

+ 512 
2 

80 
— 

f. 35 
— 

— :112 

+ 2113 

4. 1 

.4 i7 + 

.1. 25 
— 1 

•I. 3:17 

— 2 

+ I 
— 74 
— 12 ÷ 35 + I 

+ 251 

— Ii 
— 135 + ii — 1.•, 

— I 

— 

4. (02 

— 211 .. 
÷ 21 
— 

± 3i; + l — I20 — 249 ± ,; 
+ 214 
— 14 

+ 1i 
— I!! 

+ l5l 
+221' . 72 

-j. 114 
+ 274 ÷ 35 

.1.91 
L_ I tr 

—.1 
+ 4:1 

+ 43' 
— 3115 

.4.112 
— 211 

±1111 — 540 

— 30 4. 35 f 123 — .5 + 27 

Daily avarn-te lend cO mmblr bank: 
H.)rn.n.IOgp fr.m, Iteoer,n Ilufli., 
Eceu.i ,en.-r.'I Ir.i r,qnen 

3I14 
253 
31 

351 
3.10 
41 

453 
135 

2-32 
25 
12.1 

274:1 

or:i 
SIll 

pansion in bank credit which accompanied a build-up in 

deposits by corporations preparing to make quarterly divi- 
dend and tax payments.) 

To offset the effects of these large fluctuations in market 
factors, System open market operations provided reserves 
in the two-week period ended June 10 and absorbed re- 
serves in the following two weeks. Over the four-week 
period as a whole, the weekly average of System outright 
holdings of Government securities rose by $608 million, 
while holdings of Government securities under repurchase 
agreements declined by S20 miflion. Total System holdings 
of bankers' acceptances rose by $24 million. From Wednes- 
day, May 27, through Wednesday, June 24, System hold- 
ings of Government securities maturing in less than one 
year expanded by $420 million, while holdings maturing 
in more than one year increased by SS8 million. 

CHANGES IN FACtORS TENDING To INCREASE OR OECRIASE 
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maturing in June; rates at which such certificates traded in 
the secondary market varied little over the month. In 
early June, the major finance companies lowered their of- 
fering rates on short-term directly placed paper by '/s of a 
per cent. Prior to the midmonth tax date, these rates were 

readjusted upward by '/i of a per cent. Subsequently, how- 
ever, rates on short-term finance company paper were 
lowered again, presumably as the finance companies re- 
couped funds they had lost over the tax date. The offering 
races on some longer maturities wcre raised by of a per 
cent in the latter part of the month. 

The increased financial demands of the period did bring 
additional pressure on banks in the major money centers, 
especially around mid-June. With nation-wide reserve 

availability adequately provided by System operations, 
however, these banks were able to meet the demands 
through advance preparation and the smooth functioning 
of the Federal funds market. Toward the end of the 
month, reserve pressures on these banks diminished. 

In the market for Treasury notes and bonds, price 
changes in early June were narrowly mixed in generally 
listless trading. Subsequently, demand for coupon issues 
expanded, and prices of intermediate- arid long-term is- 
sues registered modest gains in the latter part of the 
month. Prices of corporate and tax-exempt bonds moved 
lower in the opening days of June, but later stabilized and 
then rose as investment demand improved while the near- 
term calendar of new offerings remained moderate. 

BANK RESERV&S 

Market factors' had a sizable impact on member bank 
rcserves during the interval from the last statcmcnt 
week in May through the statement week ended June 24. 
These factors first absorbed reserves over the Memorial 
Day holiday and the following week, and then turned 
around sharply to supply reserves in the final two weeks 
of the period. The net effect of these fluctuations over the 
month as a whole was to drain S607 million in reserves. 
During the early part of the period, the drains largely re- 
flected a substantial seasonal increase in currency outside 
banks, in part to meet needs for cash over the May 30- 
May 31 holiday week end. Some of this currency returned 
to the banking system in the latter two weeks of the period 
and, coupled with the usual midmonth bulge in float, more 
than offset reserves absorbed by an increase in required 
reserves. (The rise in required reserves reflected the ex- 

I Operating transactions, cash allowed as reserves, and required 
reserves. 
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THE GOVERNMENT SECURITIES MARKET 

Prices of Government notes and bonds rose during 
June in response to moderatc investment demand, which 
was not counterbalanced by any significant selling pres- 
sure. In the early part of the month, prices fluctuated nar- 
rowly in generally light trading, as market participants 
appeared unable to generate any conviction that interest 
rates were likely to move far in either direction in the 
months just ahead. Subsequently, the pace of trading ac- 
tivity quickened somewhat, and prices of most issues rose 
except for a brief period in the latter part of the month 
when discussion of a possible July Treasury financing out- 
side the bill area produced a more cautious atmosphere. 
Thus, from June 23 to June 25 some downward pressure 
developed on prices of issues maturing in approximately 
five years—the area in which many thought additional 
supplies might be forthcoming. Prices strengthened in the 
final days of June, however, following reports that the 
Treasury's cash nceds for July and the second half of the 
year would be less than previously expected and that the 
Treasury would defer announcing any financing plans until 
July. Through most of June, there was continuing interest 
in the recently issued 4¼ per cent bonds of 1974 from 

pension funds, banks, and others, while the 2½ per cent 
wartime issues were also in considerable demand. At the 
close of the month, prices of Treasury notes and bonds 
were generally 3 to 'fi above end-of-May levels. 

Treasury bill rates edged lower in early June. During 
this period, a moderate demand for bills tended to favor 
longer maturities as market confidence in the near-term 
stability of interest rates apparently stimulated investor 
willingness to commit funds to such issues. Subsequently, 
invcstment demand tapered off while market supplies— 
particularly of shorter maturities—expanded around the 
quarterly corporate dividend and tax dates, reflecting both 
outright selling and the return of securities from repurchase 
agreements with corporations. consequently, bill rates 
edged irregularly higher from June 9 through June 17 and 
dealers' inventories increased. In the latter part of the 
month, however, a broad and active demand from public 
funds, banks, and other sources cut the dealers' seasonal 
accumulations, and bill rates receded. The popularity of 
December bill maturities for dividends, taxes, and year-end 
statement date purposes contributed to a decline in the 
yield spread between the three- and six-month Treasury 
bills to as little as 4 basis points late in the month. Rates 
on most outstanding short-term bills were 2 to 5 basis 
points higher over the month as a whole, while long-term 
bilk were generally 1 to 6 basis points lower. 

At the last regular weekly auction of the month held on 

June 29, bidding was aggressive, especially for the new 
December 31 maturity. Average issuing rates were 3.479 
per cent for the new three-month issue and 3.528 per cent 
for the new six-month bill, virtually unchanged and 7 
basis points lower, respectively, than the average rates at 
the final weekly auction in May. The July 1 auction of $1 
billion of new one-year bills resulted in an average issuing 
rate of 3.69 1 per cent, compared with an average issuing 
rate of 3.7 19 per cent on the comparable issue sold in May. 
The newest outstanding three-month bill closed the month 
at 3.48 per cent (bid), as against 3.47 per cent at the end 
of May, while the newest outstanding six-month bill was 
quoted at 3.52 per cent (bid) on June 30, compared with 
3.59 per cent at the close of the preceding month. 

OTHER SECURITIES MARKETS 

A cautious atmosphere pervaded the corporate bond 
market in early June, reflecting considerable investor re- 
sistance to the lower reoffering yields on new and recent 
offerings still bound by syndicate price restrictions. A 
steadier tone emerged prior to midmonth, after several cor- 
porate issues had been released from syndicate and ad- 
justed upward in yield. The corporate sector was also en- 
couraged by the enthusiastic reception accorded the largest 
new bond issue of the month—$150 million of finance 
company debentures—offered on June 10 and by the mod- 
erate calendar of new public flotations on tap. Over the re- 
mainder of the month, investor interest expanded somewhat 
and corporate bond prices rose. In the tax-exempt bond 
sector, a comparatively heavy volume of new offerings 
added to the accumulations on dealers' shelves through 
much of June. In the first half of the month, investor de- 
mand for new issues was rather limited, price cutting on 
older issues failed to spark any general increase in demand, 
and prices of outstanding state and local bonds generally 
edged lower in quiet trading. In the latter part of the month, 
a large new tax-exempt issue was well received and investor 
interest generally expanded, while the near-term calendar of 
new offerings diminished somewhat. Against this back- 
ground, prices of outstanding issues steadied and then rose 

fractionally. Over the month as a whole, the average yield 
on Moody's seasoned Aaa-rated corporate bonds declined 
by I basis point to 4.40 per cent, while the average yield on 
similarly rated tax-exempt bonds rose by 3 basis points to 
3.11 per cent. (These indexes are based on only a limited 
number of issues.) 

The volume of new corporate bonds floated in June 
amounted to approximately $460 million, compared with 
$470 million in the preceding month and $455 million in 
June 1963. The largest new corporate bond issue mar- 
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keted during the month consisted of SI 50 million A-rated 
(Standard & Poor's) 4% per cent finance company deben- 
tures maturing in 1986. The debentures, which cannot be 
redeemed for eight years, were offered to yield 4.643 per 
cent and were very well received. New tax-exempt flota- 
tions in June totaled approximately $780 million, as 
against $625 million in May 1964 and $990 million in June 
1963. The Blue List of tax-exempt securities advertised 

for sale closed the month at S595 million, little changed 
from the end-of-May level. The largest new tax-exempt 
bond issue during the period consisted of about $120 mil- 

lion of Aaa-rated (Moody's) housing authority bonds. The 
bonds were reoffered to yield from 2.10 per cent in 1965 
to 3.50 per cent in 2004, and were enthusiastically re- 
ceived. Other new corporate and tax-exempt issues floated 
in June met with mixed investor receptions. 

Foreign Exchange Markets, January-June 1964 

Foreign exchange markets during the first half of 1964 
continued to reflect increased confidence in the stability of 
the international financial system. To be sure, there were 
several occasions when speculative activity played a part 
in market developments during the first half of the year, 
including movements from the Italian lira, inflows of funds 
into Germany, and occasional pressures on sterling. But 
the effects of these pressures were for the most part con- 
fined to the particular currencies involved, and did not de- 
velop into threats to the dollar or to general currency 
stability. 

The virtual cessation of United States gold losses in the 
early part of the year was quickly taken as a sign of fur- 
ther improvement in the United States balance of pay- 
ments, and contributed to the strength of the dollar. In 
point of fact, the United States international accounts 
came close to balance, on a seasonally adjusted basis, 
during the first quarter of 1964. By far the most important 
factor contributing to the reduction in the deficit between 
the first quarters of 1963 and 1964 was the sharp increase 
in the trade surplus, with exports rising approximately 
twice as fast as imports. Part of the striking improvement 
was clearly due to special factors, and it is already apparent 
that the first-quarter rate cannot be sustained throughout 
the remainder of the year. On the other hand, part of the 
improvement appcars to represent real progress toward the 
elimination of the United States payments deficit. 

With the improvement in the United States position 
early in the year, the focus of attention shifted across the 
Atlantic where problems of price-wage stability have be- 
come increasingly troublesome. The impact of these prob- 

lems on the balance of payments of individual countries 
has varied greatly, but with the conspicuous exception of 
Germany there has been a general weakening in the trade 
balances of major European countries. In a number of 
cases, however, the trends on current account have been 
overshadowed by shifts in capital movements, mainly with- 
in Europe. Indeed, capital movements seemed to dominate 
the exchange markets during much of the first half of the 
year. 

The first few weeks of the year are often characterized 
by a seasonal easing of certain Continental currencies (the 
German mark, the Swiss franc, and the Netherlands 
guilder) and a strengthening of sterling, as the customary 
year-end positioning by Continental commercial banks is 
reversed. Recently, however, the cxchangc market effects 

of these short-term capital flows over the year end have 
been offset to some extent by central bank action; further- 
more, other capital flows during the first quarter tended to 
overshadow these seasonal movements. While there was 
some of the usual short-term flow out of Germany and 
Switzerland to the United Kingdom, there were also heavy 
speculative flows of capital from Italy into Switzerland and, 
to a lesser extent, Germany. In addition, funds moved to 

Germany from other European countries for investment in 
German securities. These heavy capital inflows reinforced 
Germany's growing trade surplus and resulted in substan- 
tial reserve gains that in turn contributed to some specula- 
tion on a possible revaluation of the mark. The counterpart 
to the strength of the mark appeared to be heavy Italian 
reserve losses, sharply reduced French reserve gains, and a 
weakening of sterling and the Dutch guilder. 




