The Money Market in July

The money market remaincd generally firm in July,
though therc were some variations in tonc during the
period which reflected mainly changes in rescrve pres-
surcs on banks in thc moncy centers, The market handled
with facility the heavy financial flows associated first
with the movements of currency around the Independence
Day holiday period and later with the Treasury’s ad-
vance refunding and rcpayment of maturing one-year
bills. Substantial reserve pressurcs converged upon the
major reserve city banks—especially during the second
and third statement periods of the month-—as these
banks bore the brunt of the expanded financing necds
of Govcrnment securities dealers that stemmed from
the Treasury’s massive advance refunding. For the most
part, however, thc money market banks wcre able to
fill the bulk of their cnlarged reserve needs in the Federal
funds market, increasing only moderately their borrow-
ings from the Federal Reserve Banks. Subscquently, there
was a shift in rescrves toward thc money center banks, in
part because of a declinc in dealer financing needs, and
the tone of thc moncy market becamc somewhat morc
comfortable.

Against this background, Federal funds traded pre-
dominantly at 3% pcr cent though therc was some trading
at lower rates on a number of days during the period
when rescrves shifted to the moncy centers. Similarly,
rates posted by the major New York City banks on new
and renewal call loans to Government securities dealers
were generally in a 3% to 3% per cent range, although
the rate dipped at times to 3% per cent. Offering rates
for new six- to nine-month time certificates of deposit
issued by lcading New York City banks ranged from 3.90
per cent to 4 per cent in July. The rates at which three-
and six-month certificates of deposit traded in the second-
ary market tended to decline late in the month.

In early July, thc major finance companics increased
their offering rates on 30- to 89-day paper by % of a per
cent. Later in the month, the finance companies made two
downward adjustments of ¥& of a per cent in their rates
on 30- to 89-day paper and lowcred their rates on 90- to
239-day paper by Y% of a per cent. Commercial paper
dcalers also reduced their offcring rates by ¥ of a per
cent. Bankers’ acceptances, with rates unchanged, at-
tracted a strong demand, and dealers’ portfolios declined
sharply during the latter half of the month.

Treasury bill rates rose slightly at the beginning of the
month. Subsequently, however, a considerable reinvest-
ment demand for bills developed as a by-product of the
Treasury’s advance refunding operation and the pay-down
of $2 billion of maturing July 15 bills, and rates moved
lower through midmonth. In the latter part of July, a more
cautious tone emerged in the bill market following the
Treasury’s announcement of the sale of a $1 billion *“strip™
of bills. Rates moved higher only briefly, however, and
then steadied and edged lower once more,

The market for Government notcs and bonds was
dominated during the month by expectations of, and sub-
sequent rcactions to, Treasury financing operations. In the
opening days of the period, prices of outstanding Govern-
ment notes and bonds moved narrowly higher in quiet
trading as the market awaited word of the Treasury’s
plans. Market reaction to the Treasury’s July 8 refunding
announcement was quite favorable, and lively trading
ensued as investors adjusted their portfolios in responsc
to the new investment opportunities prescnted by the
complex exchange operation. Despite the considerable
expansion in the market supply of imtermediate- and
long-term securities expected to result from the refund-
ing, market participants remained confident in the out-
look for general stability in interest rates. Contributing



148 MONTIILY REVIEW, AUCGUST 1964

to the optimistic atmosphere in the bond market was the
Treasury’s statement that it did not contemplate any addi-
tional Government financing in the longer term maturity
area during the remainder of the calendar year. After the
close of the refunding subscription books on July 16, a
morc cautious tone emerged for a time in the market for
outstanding notes and bonds, partly rcflecting concern
over the implications of the widcning differentials between
domestic and forcign interest rates. After a slight decline
in prices, however, demand expanded somewhat und
prices of outstanding notes and bonds gencrally moved
higher during the remainder of the month, partly in favor-
able reaction to the Trcasury’s July 29 announcement of
the terms of its $4 billion August refinancing. (For dctails,
see below.)

In other sectors of the bond market, prices of corporate
and tax-excmpt bonds were little changed in early July.
In the latter part of thc month, corporate bond prices
rosc when demand expanded somewhat, while prices of
tax-cxempt bonds held gencrally steady.

BANK RESERVES

Market factors drained a net of $67 million in member
bank reserves over the five weeks ended July 29. The
bulk of these drains occurred in the first two weeks of
the period, reflecting the usual contraction in float at the
end of Junc as well as the movement of currency into
circulation around the Independence Day holiday. In the
week ended July 22, in contrast, float rose to its mid-
month peak, currency flowed back into the banking sys-
tem, and mcmber bank required reserves declined, partly
reflecting the redemption on July 15 of the last of the
Treasury’s quarterly series of one-ycar bills. Subsequently,
as float fell off sharply toward the end of July, market
factors again absorbed reserves.

These July fluctuations in market factors were off-
set on balancc by the effects of System open markct
opcrations. Thus, System Account transactions released
reserves in early July, absorbed reserves over the follow-
ing two wecks, and again provided reserves in the final
week of the period. Over the five-weck period as a whole,
the weekly average of System outright holdings of Gov-
ernment securitics declined by $70 million, while average
holdings of Government securities under rcpurchase agrec-
ments increased by $161 million. Avcrage total System
holdings of bankers’ acceptances fell by $22 million. From
Wednesday, June 24, through Wednesday, July 29, System
holdings of Government securities maturing in less than one
year rose by $281 million, whilc holdings maturing in
more than onc year remained unchanged.

CHANGES IN FACTORS TENDING TO INCREASE OR DECREASE
MEMBER BANK RESERVES, JULY 1964
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|l Average for five weeks ended July 29, 1964,

THE GOVERNMENT SECURITIES MARKET

In the market for Government notes and bonds, prices
of most outstanding issues edged irrcgularly higher at the
beginning of July. A moderate investment demand favor-
ing the 2'2 per cent wartime issues was in evidence; how-
cver, activity tended to be restrained, as participants
awaited announcement of the Trcasury's July financing
plans. Although unccrtainty prevailed over the nature of
a possible debt operation in July, confidence remained
high in the underlying near-term stability of interest rates.

After the close of business on July 8, the Treasury
announced that the furthcr improvement of its cash posi-
tion made unnccessary any immediate substantial cash
borrowing. At the same time, the Treasury disclosed the
terms of the largest advance refunding offer it had ever
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made. Holders of approximately $42 billion of ninc
selected note and bond issues maturing from August 1964
through February 1967 were given an opportunity to €x-
change their holdings for additional amounts of the out-
standing 4 per cent bonds of October 1969, for new 414
per cent bonds of November 1973, or for reopened
4% per cent bonds of August 1987-92. The outstanding
issues cligible for conversion—$26.6 billion of which
was publicly held—werce the S per cent and 334 per cent
notes of August 1964, thc 4% per cent and 3% per cent
notes of November 1964, the 3% pcr cent notes of May
1965, the 33% per cent notes of February 1966, the 33
per cent bonds of May 1966, the 4 per cent notes of
August 1966, and the 3% per cent notes of February
1967. Subscription books werc open from July 13 through
July 16, with the actual exchange taking place on July 24.

The market grected the Treasury’s July 8 advance re-
funding offer with considerable cnthusiasm. Aclivity ex-
panded sharply, as news of the operation triggered heavy
trading in the issues directly involved in the cxchange as
well as extensive switching transactions in other Govern-
ment sccurities. A broad professional and investment de-
mand quickly devcloped for the refunding “rights” and
pushed prices of those issucs as much as 9. higher in
early trading. Subscquently, however, these price gains
were pared as a heavy volume of rights offerings gradually
satiated the spirited demand for them.

Prices of outstanding high coupon securitics maturing
beyond 1969 adjusted #3, to 184, lower after the refund-
ing announcement, rcflecting both the potential addition
to debt in this area and the immediate increase in market
supplies of such maturitics as a result of switching into
the “when-issued™ refunding securities. At the same time,
prices of those short-term coupon issues that werc not
rights moved higher, largcly in responsc to rcinvest-
ment demand from scllers of rights; interest in the popular
2%5 per cent wartime issues remained strong. With the
conclusion of the refunding subscription period on July
16, activity tapered off whilc the market awaited the re-
sults of the opcration.

A slightly hesitant tone developed briefly in the Gov-
emment sccurities markct, following the closing of the
books, as the widening spread betwecn interest rates here
and abroad generated some apprehension. However, the
bond market took in stride thc July 20 announcement
that early rcports indicated a refunding exchange of about
$9 billion, implying larger additions to the supplies of
intermediate and longer term maturitics than most par-
ticipants had expected. Details of the exchange, releascd
on July 21, indicated a highly successful opcration for the
Treasury. Subscriptions from the public totaled $9.3 bil-
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lion—or 34.7 per cent of their eligiblc holdings. Public
holders subscribed for approximately $3.7 billion of the
reopened 4 per cent bonds of 1969, $4.4 billion of the
new 4% per cent bonds of 1973, and $1.2 billion of the
reopened 4% per cent bonds of 1987-92. Subscriptions
from official accounts totaled $26 million.

From July 21 through the end of thc month, prices were
gencrally steady, as fairly good investment demand enabled
dealcrs to make some progress in redistributing issues ac-
quired in the advance refunding. The market reacted
favorably to the terms of the Treasury’s August refunding,
announced after the closc of business on July 29. In re-
placement of S1.2 billion of the S per cent notes and $2.9
billion of the 334 per cent notcs maturing on August 185,
the Treasury offered about $4 billion of new cighteen-
month 3% per cent notes, priced at par, for cash subscrip-
tion. Books were to be open only on August 3 for the new
notes, which will bc dated August 15, 1964 and will maturc
on February 15, 1966. (At the same time, the Treasury
announced plans to offer about $1 billion to $1'2 billion
of March tax bills later in August.)

In the Treasury bill market, offerings cxpanded some-
what and rates edged slightly higher through July 7. The
increase in offcrings reflected commercial bank selling of
shorter maturitics in a firm money market and sales of
various maturitics by investors seeking to make room in
their portfolios for the delivery of new one-year bills on
July 7. Subsequently, however, a good investment demand
from public funds and other sources developed—espe-
cially for longer bill maturitics—and a stcady tone reap-
peared in the bill market. In addition, the Treasury
disclosed, in conjunction with its July 8 refunding an-
nouncement, that its immediate cash needs were much
smaller than had been anticipated and that it would, for
the time being, confine its cash borrowings to increases
in the weekly bill issue. The bill sector was encouraged by
this news. Following the advance rcfunding announce-
ment, demand—particularly for longer bill maturities—
cxpanded sharply, as sellers of refunding rights reinvested
the proceeds both in outstanding coupon issues and
in Treasury bills, Considerable demand for the scarce
shorter maturity bills also arosc from the reinvestment
of a portion of the proceeds of $2 billion of one-ycar
bills which matured on July 15. Against this background,
bill ratcs generally rceceded from July 9 through mid-
month. A more cautious atmospherc ¢merged in the bill
market in the latter part of the month, however, as par-
ticipants began to question the viability of prevailing bill
rate levels in view of the growing gap between short-term
money markct rates abroad and the lower rates prevail-
ing in this country. This caution was rcinforced by the
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Treasury’s announcement that it would auction on July
24 a $1 billion strip of bills for payment on July 29, rep-
resenting additions of $100 million to each of ten of the
outstanding weekly bill issucs maturing from October 15
through December 17, 1964. (Commercial banks wcre
not permitted to pay for the bills through credit to Treas-
ury Tax and Loan Accounts.) Market observers regarded
the strip offering as indicative of an official desire for
higher bill rates, and rates on outstanding bills generally
rose 2 to 4 basis points following the strip announcement.
Subsequently, rates steadied and edged lower again from
July 22 through the month end, as continued invest-
ment demand—oparticularly for the shorter maturities—
pressed against a thin market supply of bills. Over the
month as a whole, rates on most outstanding short-
term bills were 1 to 12 basis points lower, while long-term
bills were generally 5 basis points lower to 5 basis points
higher.

An average issuing rate of 3.505 per cent was set at
the strip bill auction on July 24. At the last regular weekly
auction of the month held on July 27, average issuing
rates werc 3.475 per cent for the new three-month issue
and 3.591 per cent for the new six-month bill, virtually
unchanged and 6 basis points higher, respectively, than
the average rates at the final weekly auction in June. The
July 30 auction of $1 billion of ncw onc-ycar bills resulted
in an avcrage issuing rate of 3.644 per cent, compared with
an average issuing rate of 3.691 per cent on the com-
parable issuc sold in June. The newest outstanding threce-
month bill closed the month at 3.47 per cent (bid), as
against 3.48 per cent at the end of June, while the newest
outstanding six-month bill was quoted at 3.57 per cent
(bid) on July 31, compared with 3,52 per cent at the

close of the preceding month.

OTHER SECURITIES MARKETS

Prices of seasoned corporate and tax-exempt bonds
were unchanged to a shade higher in the early part of the
month. Market activity was somewhat restrained as par-

ticipants first awaited, and then assessed, the implications
of the Trcasury’s advance refunding operation for the
corporate and tax-exempt markcts. A moderate revival
in demand for recent flotations still bound by syndicate
price restrictions developed aftcr aggressive bidding by
underwriters had pushed reoffering yields on new issues
in both scctors down somcwhat. Investor intcrest in these
ncw issues was selective, however, at the higher price
levels.

In the latter part of the month the tonc of the corporate
sector strengthened, in response to cxpanded demand from
institutional investors and a slackening calendar of sched-
uled flotations. In the tax-exempt sector, however, where
a heavier than seasonal volume of new issues continued to
rcach the market, prices remained generally steady. Over
the month as a whole, the average yield on Moody’s
seasoned Aaa-rated corporate bonds was unchanged at
4.40 per cent, while the average yicld on similarly rated
tux-exempt bonds declined by 2 basis points to 3.09 per
cent. (These indexces are based on only a limited number
of issues.)

The volume of new corporatc bonds floated in July
amounted to approximately $230 million, compared with
$460 million in the preceding month and $345 million in
July 1963. The largest new corporite bond issue publicly
marketed during the month consisted of $60 million of
unrated 4'2 per cent debenturcs maturing in 1989. The
debentures, which carry five-ycar call protcction, were
offered to yield 4.60 per cent and were well received.
New tax-exempt flotations in July totaled approximately
S835 million, as against $780 million in June 1964 and
$800 million in July 1963. The Blue List of tax-exempt
securities advertised for sale closed the month at $725
million, compared with $595 million on Junc 30. The
largest new tax-exempt bond issue during the period con-
sisted of $123 million of A-rated various purpose munici-
pal bonds. Reoffered to yicld from 2.30 per cent in 1966
to 3.50 per cent in 1995, the bonds were accorded a good
investor reception. Other ncw corporate and tax-exempt
issues floated in July met with mixed investor receptions.





