The Money and Bond Markets in February

Attention in the moncy and bond markets during Feb-
ruary focused on the implications of the nation’s balance-
of-payments problem and the official actions proposed to
deal with it. The money market’s tone became somewhat
firmer during the month and this, combined with the pub-
lication of lower average levels of nationwide rescrve avail-
ability, led many observers to conclude that a slight shift
in monetary policy had taken place. In the firmer money
market atmosphere, Treasury bill rates edged upward and
at the end of the month the three-month bill was bid at
3.99 per cent, just under the discount ratc.

In the market for Treasury notes and bonds, caution aris-
ing from the balance-of-paymcnts problem and the situa-
tion in Vietnam led to a gradual decline in prices through
mid-February. Thereafter, prices steadied and moved
narrowly. Prices of corporate and tax-exempt bonds also
receded during the month, as investors resisted the lower
yield levels that had developed on new issues in January.

THE MONEY MARKET AND BANK RESERVES

The tonc of the money market gradually became slightly
firmer during February, reflecting in part the decline in
nationwide reserve availability from the levels prevailing
in December and January. Rates posted by the major
New York City banks on call loans to Government securi-
ties dealers rosc a bit and generally fluctuated between 4%
per cent and 42 per cent. At the same time, offering

rates for new time certificates of deposit issued by the
leading New York City banks, and the range of rates at
which such certificates traded in the secondary market,
edged higher during the month. On February 4, dealers in
bankers’ acceptances raised their rates by ¥ of a percent-
age point making the new offering ratc on ninety-day un-
cndorsed acccptances 4% per cent. In the course of the
month, the major sales finance companies increased their
offering rates on various categories of directly placed paper
by ¥ to V4 of a percentage point. At the end of the period
they were offering 44 per cent on 30- to 59-day paper and
4Y4 per cent on 60- to 270-day papcr. Toward the end of
the month, commercial paper dealers raised their rates by
14 of a percentage point, making the new rate on prime
four- to six-month paper 43 per cent (offered).

As the month opened, the money market continued to
exhibit about the same steady tone that had prevailed
toward the end of January. Systcm open market opera-
tions about offset the effects of a withdrawal of reserves
stemming from movements in market forces. Although re-
serve positions at major moncy market banks as a group
came under slightly increased pressure, these banks were
able to cover a good part of their reserve needs in the Fed-
eral funds market wherc funds were readily available at 4
per cent. Subsequently, as nationwide reserve availability
contracted, pressures on the reserve positions at these
banks mounted, and the over-all tone of the money market
became slightly firmer. Banks bid strongly for Federal
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funds and, on two days, funds traded predominantly at
414 per cent. Total member bank borrowings at the Re-
serve Banks bulged over the February 5-7 week end, help-
ing to producc a temporary abundance of exccss reserves,
and Federal funds became available bclow the discount rate
toward the close of the February 10 statement week. A
portion of these funds was purchased by “country” banks
and carricd into the second week of their statcment period.

Over the midmonth statement week, nationwide reserve
availability declined further as System open market op-
erations more than offsct the reserves provided by market
factors. The moncy market was quite firm, but member
bank borrowings from the Reserve Banks declined when
the large reserve excesses built up by the country banks a
week earlier were redistributed. In the latter part of the
month, member bank borrowings from the Reserve Banks
oncc again rose substantially as many banks sought to

Table 1

CHANGES IN FACTORS TENDING TO INCREASE OR DECREASE
MEMBER BANK RFSERVES, FEBRUARY 1965

In millions of dollars; (4) denotes increase,
(—) decrease in excess reserves

Table 1

RESERVE POSITIONS OF MAJOR RESERVE CITY BANKS
FEBRUARY 1948

In millions of dollars

Daily averages——weeh anced

Awerage
Factors offecling basit reserve positions h;::‘m
Feb. | Feb. | Feb. | Fed. | pep 240
3 10 17 24¢
FRight bonks ta New York City
Roeserve excess or deficiency(—)t.. 12 15 16 19 16
Less borrow: from Reserve Banks. [ s1 1 100 88
Less nect interbank Fedeml lundn
purchuses of sa.lcs(—) . m 489 579 283 432
Gross purchases .. 929 | 1061 | 1,066 .1 966
Gross sales ... .| 348 373 487 528 334
Equals nct basic 1
or deficit(—~) ..... | —4334 | —9%25 ]| —-695] — 364 | — 508

Net loans 10 G

securities dealers ... 770 615 619 364 592

Thirty-eight banks ocutside New York City

Reservo cxcess or deficiency(—)f. . 10 24 21 18 18
Legs borrow. from Rescrve Hanks.. 106 233 77 225 160
l.exs net interbank Federal funds

28S 197 168 141 198

purchases or sales(—
Gross purchases .. 941 738 Low 808 898
Gross s, 656 557 NS2 754 700

Equals net basic reserve surplus

or deficit(~) . — 381 | —406 | —223 | — M8 ]| — 40
Net toans to Guxemmnnl
securitics dealers ... ... 437 335 307 209 n

Daily averages—week ended
Net
Factor
Feb. | Feb. | Fen. | Fen. | CHOO0
3 10 17 24
“‘Market” factors
Member bank required seserves® ....... — 201 f 423 | 4 TR |-§- B4 | 4238
Operoting Iransactions (aubtotsl) ....- — 30 | —a57 | = 3| 4354 - 118
Ferleral Moserve foat ... ... ~ 139 | 4 68 | 4200 | —112
Treasury cparationst .. 51— 8|4 OF -+
QGndd and forelzm spcount . ... — MG fj— 4 | 4 3 - 3T
Qurrancy autside tanks® — 320 | 3191 | 4 B8] —119
Other Pederal Heserve
acoounts (Oel)E ..o iiiieehanes — 1P |— 13|=21 — 300
Total “‘morket” facloT8 ........... — 48] | — 482 |4 I5 | 43K | — 430
Direct Federal Reservo crodit
transactions
Upen mackel |nstrumenta
Qutrtghi holdings:
Gaorernment securities + 304 | = 45 | =370 -+ A’
Banhler;® acceptanoes ... + 1t |—= 2]~ 2 PO |
Regitrehase agreamenta:
Guvernmmnt socuritles ... ......... 1|4 82 |— %714 21| — 13
Bonkers” soofptanees ........0e-0n 14 8| = 21| 44 — 42
Member bank boctiwings .. .......e.0n + 5] 4104 | =119 | 4 167 <+ 2t
Othier loans, disoounts, and sdsances...| — 4 - - - e |
L T + 622 | 4000 | — /9 | — 217 + 642
EXCoss Pesarves® ..., .. cececiteranans + 41 | +18 18X | 4281 + 192
Daily average lovels of member bank:
Total reserves, Including vault each®, . | 21,401 | $1.314 | 21.048 | 21,185 21,237
Requiredq reserves® K 20814 | 20726 | £0,652 20,8034
BIcoems redeTvei® .. .....i.iiiiiaiiiinns 500 812 823 4223
Rorrowtingn  ......0.. . 472 853 520 LI |
Free reverved® ......... M | — 4t 13 204
Nonborrowed resesveg® $0.842 | 20,605 | 20,660 20,8318

Note: Bocsuso of rounding, figures do not nocorsarily add to lutals.
® Thess flgurss Are stimated.
' Includes chnnm in Mnn currency and cash
des asiots d d 1o
0 Average for four wooks ended Febwuary H. 1985,

¢ Estimated reserve figures have not been adjusted for so-called 'as of” debits
and credits. These items are taken into account in final data.

t+ Reserves held after all adjustments applicadble to the reponlns period less
required reserves and carry-over reserve deficiencies.

avoid accumulating reserve deficiencics over the three-day
Washington’s Birthday week end. These heavy week-end
borrowings again led to an ovcrabundance of reserves to-
ward the end of the statement week, and country banks
were once more buyers of Federal funds late in the Fcbru-
ary 24 rescrve averaging period at rates below the discount
rate,

Over the month as a whole, market factors drained
$450 million of reserves while System open market op-
erations provided $329 million. Thc weekly average of
System outright holdings of Government securitics in-
creased by $384 million from the final statement week in
January through the last week in February, while average
System holdings of Government securitics under repurchase
agreements dcclined by $12 million. Average net Sys-
tem holdings of bankers’ acceptances, both outright and
under repurchasc agreements, fell by $43 million during
the period. From Wednesday, January 27, through Wed-
nesday, February 24, System holdings of Government
securities maturing in less than one year rose by $1,631
million, while holdings of issues maturing in more than
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one year contracted by $1,673 million. This shift in the
maturity structure of Fedcral Reserve holdings largely re-
flected the passage of time.

THE GOVERNMENT SECURITIES MARKET

The cautious atmosphere which had developed in the
market for Treasury notes and bonds toward the end of
January continued in the early part of February. Growing
awareness and discussion of the nation’s balance-of-
payments problem and of possible measurcs to deal with it
—including the possibility of a shift in monetary policy—
led to a cautious approach to investment decisions on the
part of market participants. In this atmosphere, market pro-
fessionals became increasingly eager to lighten inventories
recently enlarged by the Treasury’s January advance re-
funding und the February cash financing. Thus, a modest
but general decline in prices of coupon issucs took place,
with offerings concentrated in the 2%2 per cent wartime
issucs and the recently issued securities,. Moderate invest-
ment demand was present throughout the period.

Subsequently, the market atmosphere improved for a
time, following press reports suggesting that higher long-
term interest rates would not be used in combating the
balance-of-payments deficit. The President’s February 10
message to Congress presenting a program to deal with
the balance-of-payments deficit was received favorably by
the market. However, increasing concern over the impli-
cations of unfolding developments in Victnam, combined
with a further drain on the United States gold stock and
lower levels of free reserves published for the February
10 statement weck, served to rencw the market’s caution.
As a result, prices of most intermcdiate- and long-term
issues edged irregularly lower from February 9 through
midmonth, when a steadier tone reemerged in the market.

For most of the remainder of the month, the lower
price levels generated some professional short covering
and attracted additional investment demand. The improved
market tone also reflected a reiteration of the Adminis-
tration’s vicw that long-term borrowing costs arc not likely
to rise significantly this year. Towuard the ¢nd of the month,
renewed hesitancy appeared in the market, based partly
on official indications that monetary policy would be cm-
ployed, as nccessary, to correct the balance-of-payments
deficit. However, moderatc investment demand remaincd
in evidence, and the distribution of recently issued Treas-
ury securitics continucd.

The market for Trcasury bills also had a hesitant under-
tonc in early February, as market participants expressed
uneasiness over the possibility of a shift in monetary policy
to deal with the balance-of-payments problem. Whilc

moderate investment dcmand persisted throughout this
period, widesprcad uncertainty generated an expansion
in offerings from professional and other sources and bill
rates moved irregularly higher through Fcbruary 5. Offer-
ings then contracted, and bill rates held generally steady
from February 8 through midmonth in quiet trading. In
the latter part of the month, the continuation of lower
levels of net reserve availability tended to confirm the
fecling among market participants that there had been a
slight firming in monetary policy. Dealers in Treasury
bills were willing sellers as rates edged higher but there
was good demand, especially from public funds. Toward
the end of the month, the approach of the March corpo-
ratc dividend and tax dates contributed to the caution
evident in the market.

At the last regular weekly auction of thc month, held
on February 19, average issuing rates were 3.989 per cent
for the new three-month issuc and 4.043 per cent for the
new six-month bill—14 and 10 basis points higher, re-
spectively, than the average rates at the final weekly
auction in January. The February 23 auction of $1 bil-
lion of new one-ycar bills resulted in an average issuing
rate of 4.062 per cent, compared with 3.945 per cent on
the comparable issue sold a month earlier. The newest
outstanding three- and six-month bills closed the month at
bid rates of 3.99 per cent and 4.04 per cent, respectively.

OTHER SECURITIES MARKETS

Somec apprehension was also present in thc markets for
corporate and tax-exempt bonds in February. Priccs
declined in both sectors during this period, with a con-
tinuing heavy flow of ncw tax-exempt flotations and
rather large inventories of oldcr tax-exempt issucs con-
tributing to the hesitant atmosphere in that sector. De-
clines in corporate bond priccs were accompanied by the
termination of syndicatc price restrictions on a number of
recent issucs, with resultant yicld increases of about 3 to
9 basis points, In the tax-exempt market, dealers’ ad-
vertised inventories reached a record level of $827 mil-
lion on the final business day of the month, and a heavy
atmosphere prevailed. Over the month as a wholc, the
average yicld on Moody’s scasoned Aaa-rated corporate
bonds declined by 1 basis point to 4.41 per cent while the
average yield on similarly rated tax-exempt bonds rose by
7 basis points to 3.03 per cent, (These indexes are based
on only a limited number of issues and thcrefore do not
necessarily reflect market movements fully.)

The volume of new corporate bonds publicly floated
in February amounted to an estimated $185 million, com-
pared with S160 million in January and $270 million in
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February 1964, The largest publicly offered new corpor-
ate bond issue during the month consisted of $60 million
of Aa-rated 4% per cent first and refunding mortgage
bonds maturing in 1990. The bonds which will not be
refundable for five years were reoffered to yield 4.44 per
cent and encountered some investor resistance. Syndicate
price restrictions on this issue wcre terminated latc in
the month, and prices subscquently adjusted to somewhat
lower levels. New tax-exempt flotations in February
totaled about $850 million, as against $735 million in Jan-

vary 1965 and $740 million in February 1964. The Blue
List of tax-excmpt securities advertised for sale closed the
month at a record $827 million, compared with $679 mil-
lion on January 29. The largest new tax-cxempt bond flota-
tion during the pcriod was a $100 million issue of state
water bonds reoffered to yield from 2.90 per cent in 1975
to 3.58 per cent in 2012, The bonds, which were Aa-rated,
were well received. Other new corporate and tax-exempt
bonds publicly offered during the period were accorded
mixed investor receptions.

FIFTIETH ANNUAL REPORT

The Federal Rescrve Bank of New York has just
published its fiftieth Annual Report, reviewing the
economic and financial developments of 1964. It
was transmitted to member banks by Alfred Hayes,
President of the Bank, on March 1. The sixty-page
Report tells of solid progress on the domestic front.
However, the United States balance-of-payments
deficit was again too large and remains a serious prob-
lem. Monetary policy during 1964 is dcscribed as
essentially easy. The four major sections of thc Re-
port are: “Progress in 1964 and the Challenge of
the Futurc”, “The United States Economy and Fi-
nancial Markets in 1964, “The International Econ-
omy in 1964”, and “This Bank's Opcrations”.

Copies of the Annual Report are available from
the Publications Section, Federal Rescrve Bank of
New York, 33 Liberty Street, New York, N.Y.
10045.






