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noteworthy that the new figures show substantially the 
same quarter-to-quarter movements in GNP that bad been 
indicated previously. In particular, the pattern of GNP 
growth during the current business expansion continues to 
look very much as it did prior to the revisions. For the 
earlier years of the postwar period, the net effect of the revi- 
sions has been to reduce GNP slightly, while for more re- 
cent years GNP has been increased moderately. Since the 
figure for 1964 has been scaled upward by about 1 per 
cent, from $622.6 billion to $628.7 billion, business 

analysts will find it desirable to make a similar upward 
revision in their forecasts for 1965 as a whole. For ex- 

ample, the frequently cited "standard" forecast has put 
GNP this year at $660 billion, up by 6 per cent from 
the unrevised figure for 1964. The same percentage in- 
crease, applied to the revised figure for 1964, implies a 
revised "standard" forecast for 1965 of roughly $667 
billion. 

One result of the revisions which is of particular inter- 
est is that the new figures show a slightly higher rate of 
growth of "real" (INP during recent years. Thus, the 
previous estimates showed GNP, measured in dollars of 
constant purchasing power, growing by an average of 4.1 

per cent annually in the 1960-64 period, while the re- 
vised figures put the average annual growth at 4.3 per 
cent. 

The regular summer revisions of GNP figures for the past 
few years have each reflected the use of more reliable data 

that become available only after some lapse of time. This 
year's revisions, however, are unusually extensive. They 
incorporate the results of using better data not only for 
the past few years but for earlier years as well, and they 
also reflect some changes in the definitions that determine 
which items are to be included in calculating the value of 
the economy's total output of goods and services. The last 
time the national income accounts were given such an 
extensive overhaul was in 1958. The largest of the "statis- 
tical" revisions — those reflecting the use of better data— 
is in the estimated value received by homeowners from 
the houses in which they live. This "imputed rent", which 
is classed in GNP as consumption spending for a service, 
has been increased because Government studies indicate 
that the nation's stock of housing in the postwar years 
has been of better quality than had previously been be- 
lieved. Other "statistical" revisions resulted, among other 
changes, in increases in outlays for residential construc- 
tion and producers' durables. With regard to the "defini- 
tional" revisions, the largest change is the removal from 
GNP of interest payments by consumers. These payments 
were formerly counted as personal consumption of a scr- 
vice but have now been excluded on the ground that they 
do not reflect any production. This and other definitional 
revisions generally reduced GNP below the levels pre- 
viously estimated. For recent years, however, the defini- 
tional revisions were more than offset by the increases 
resulting from the use of better data. 

The Money and Bond Markets In August 

The money market was somewhat firmer during August, 
after having eased slightly in the latter part of July. Fed- 
eral funds traded mainly at 4¼ per cent, and the major 
reserve city banks were under reserve pressures as reserve 
distribution swung in favor of the "country" banks. Treas- 

ury bill rates moved higher in the early part of the month 
when professional offerings outweighed a rather modest 
investment demand. Subsequently, rates generally edged 
lower through midmonth. In the latter part of the month, 
demand tapered off—as often happens in August—and 

bill rates rose against a background of general market 
uncertainty. 

Prices of Treasury notes and bonds declined irregularly 
in August, with prices of some issues dipping to their 
lowest levels in five years. Market participants warily 
appraised the potential effects of recent international polit- 
ical and economic developments, including those in Viet- 
nam, as well as the possible consequences for interest 
rates of the very strong summer performance of the econ- 
omy. There was also some selling of long-term Govern- 
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ment bonds by institutional investors who were switching 
into new corporate issues as the yield spread in favor of 
the latter remained relatively wide. A cautious atmosphere 
was also evident in the corporate bond market during most 
of the period. The volume of new issues was larger than 
usual for August and their yields rose above comparable 
July levels, while prices of recent issues were also marked 
lower. In the tax-exempt sector, where a better tone had 

emerged in July, bond prices edged higher in early Au- 
gust and then held steady until late in the month when a 
more cautious tone developed. 

THE MONEY MARKET AND SANK RESERVES 

Over-all net reserve availability fluctuated in a narrow 
range in August around the average level prevailing in the 
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The money market had a firm tone during the first 
statement week of the month, which included the sub- 

scription period for the Treasury's August refunding.1 
System open market operations supplied a substantial 
volume of reserves (both through outright purchases and 

repurchase agreements), largely offsetting the reserve 
drains stemming from movements in "market" factors, 
and nationwide net reserve availability was little changed 
from the preceding week. However, the basic reserve posi- 
tions of the major New York City banks swung from a 
sizable surplus the week before to a deficit when these 
banks met a large portion of the expanded loan require- 
ments of Government securities dealers, businesses, and 
sales finance companies. These banks bid strongly for 
Federal funds, largely at 4'i per cent, and also stepped 
up their borrowings from the Federal Reserve Bank. 

During the statement period ended August 11, re- 
serve distribution increasingly favored the country banks 
at the start of their biweekly reserve computation period. 
A large unsatisfied demand for Federal funds lcd to heavy 
member bank borrowings from the Federal Rcscrve Banks 
over the weekend. Partly as a result of the excess rc- 
serves built up in this way, the supply of Federal funds 
became somewhat more ample in the latter part of the 
statement week. Subsequently, the money market readily 
accommodated the flows of money and securities asso- 
ciated with the August 13 settlement for the Treasury's 
August reFunding. In addition, average member bank 

borrowings for the August 18 statement week declined 
when the availability of Federal funds increased toward 
the end of the period as the country banks worked down 
their excess reserves. 

The money market remained quite firm over the rest 
of the month. Federal funds were in limited supply be- 
fore the weekends beginning on August 20 and 27, and 
a modest volume of Federal funds traded at 4¼ per cent. 
While there was only a limited willingness to pay this rate, 
its appearance also seemed to impede the flow of Federal 
funds as it reduced the inclination to sell below the 4¼ 
per cent rate. This contributed to the tendency for bor- 
rowings from the Reserve Banks to increase over both 
weekends and for Federal funds to be more readily avail- 
able thereafter. 

Over the month as a whole, market factors absorbed 
SilO million of reserves, while System open market opera- 
tions provided $121 million. The weekly average of Sys- 

1 For the details of the refunding, see this RevIew, August 1965, 
p. 164. 

tem outright holdings of Government securities rose by 
$172 million from the final statement week in July 
through the last week in August, and average System 
holdings of Government securities under repurchase 
agreements decreased by $51 million. Average net Sys- 
tem holdings of bankers' acceptances, both outright and 
under repurchase agreements, remained unchanged on 
balance during the month. From Wednesday, July 28, 
through Wednesday, August 25, System holdings of Gov- 
ernment securities maturing in less than one year rose by 
$1,868 million, while holdings of issues maturing in more 
than one year declined by $1,899 million. This shift in the 
maturity structure of the System Account portfolio re- 
flected primarily a movement of issues into the shorter ma- 

turity area with the passage of time. This effect was only 
partially offset by the August 13 exchange of Treasury re- 

funding issues, which decreased the amount of shorter 
maturities while adding to the longer maturities in the 
System's portfolio. 

THE QOVERNMENT SECURITIES MARKET 

As the month opened, there was continuing disappoint- 
ment among Government securities dealers with the limited 

reinvestment demand for bills arising from the Treasury's 
August refunding of coupon issues. Bill demand from 
other sources was also light and quite selective, and 
dealers sold at rising rates to reduce their bill positions. 
Announcement of a large Federal Home Loan Bank 
flotation of short-term notes also contributed to the cau- 
tious atmosphere, since these instruments were viewed 

as potentially competitive with Treasury bills. Against this 

background, bill rates edged irregularly upward through 
August 5. (See left-hand panel of the chart.) As higher rate 
levels emerged, a fairly good investment demand appeared 
—including some commercial bank and public fund buy- 
ing, dealer offerings contracted, and the tone of the bill 
market gradually improved. Some scarcities developed, 
particularly in the shorter maturity areas, and bill rates 
moved downward from August 6 through midmonth. 
Subsequently, however, investment demand receded, as 
is often the case in August. Dealer concern over the 
future course of interest rates increased, professional of- 

ferings expanded, and bill rates edged irregularly upward 
during the remainder of the month. 

At the last regular weekly auction of the month, held 
on August 30, average issuing rates were 3.8 86 per cent for 
the new three-month issue and 3.991 per cent for the new 
six-month bills, about 8 and 12 basis points respectively 
above the average rates at the last weekly auction in July. 
The August 24 auction of $1 billion of new one-year bills 
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produced an average issuing rate of 4.006 per cent, as 
against 3.875 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 3.90 per cent and 
4.00 per cent, respectively. 

In the market for Treasury notes and bonds, a heavy 
atmosphere prevailed throughout the month. Prices of 
many outstanding issues slipped to their lowest levels of 
the year, and in some cases to new five-year lows. (The 
right-hand panel of the chart shows the rise in yields 
which accompanied this decline in bond prices.) Uncer- 
tainty over the viability of prevailing interest rate levels 

heightened, as market participants focused upon the 
Vietnamese situation, the related possibility of increased 
defense spending, the strong domestic economic outlook, 

and the status of the pound sterling. In addition, the 
persistence of a relatively wide yield spread between 
Treasury and corporate bonds restrained investment 
interest in longer term Government securities and led 
to some switching into corporate issues. In this environ- 
ment dealers sought aggressively to reduce their consid- 
erable inventories and prices moved lower, especially 
in the long-term sector of the market. However, there 
was little selling by banks and other investors of in- 
termediate issues until late in the month when some 
such sethng did materialize. As the month progressed, 
the lower prices attracted some institutional buying which, 
together with official account buying, produced a significant 
decline in bond inventories over the course of the month. 

Results of the Treasury's August refunding operation, 
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announced after the close of business on August 6, indi- 
cated that about $7.0 billion of the maturing Treasury 
notes eligible for exchange would be converted on the 
August 13 payment dale into the two refunding issues 

offered by the Treasury. Subscriptions totaled about $5.1 

billion (including about $2.1 billion from public subscribers) 
for the new 4 per cent notes of February 11967 and ap- 
proximately $1.9 billion (including about $0.8 billion from 

public subscribers) for the reopened 4 per cent bonds of 
February 1969. Approximately 7.4 per cent of the matur- 

ing securities held by the public was not exchanged. Al- 

though the attrition was less than had been anticipated, 
the refunding results had virtually no effect on prices of 

outstanding coupon issues. 
Bond prices steadied temporarily on August 10, when 

reports that the British trade gap had narrowed in July en- 

couraged the market and sparked limited professional short 

covering. Investment demand did not expand significantly, 
however, and a cautious tone quickly reappeared. The 
market was also adversely affected by the cancellation of a 
large scheduled tax-exempt flotation, the proceeds of 
which were to have bccn reinvested in Treasury bonds, 
and by the increase in the German Federal Bank's dis- 
count rate from 3½ per cent to 4 pcr cent. Thus, prices 
resumed their downward trend from August 11 through 
August 17. 

Market sentiment improved slightly over the next sev- 

eral days. The Government's August 17 announcement 
of a small surplus in the United States balance of pay- 
ments during the second quarter of 1965 — the first 
quarterly surplus since 1957— wa favorably received. 
Market participants also began to recognize that measures 
undertaken by the United Kingdom to defend the pound 
sterling were beginning to take effect. Investment demand 
for coupon issues expanded moderately, some professional 
short covering took place, and offerings were more read- 

ily absorbed. A weaker tone reappeared in the latter 

part of the month, however, and prices again moved lower 

in response to expanded offerings from professional and 

investment sources. 

OTHER SECURITIES MARKETS 

Caution was also the watchword in the corporate bond 
market in August. The volume of new flotations was fairly 
large for a month that is normally very quiet, and yields 
on new issues rose above the levels available on compar- 

able securities in July. Prices of seasoned corporate bonds 
declined irregularly in response to many of the same fac- 
tors aflecting the Government securities market. Several 

slow-moving recent issues were released from syndicate 
price restrictions and adjusted upward in yield by approxi- 
mately 3 to 7 basis points. (See right-hand panel of the 
chart.) Over the month as a whole, the average yield on 
Moody's seasoned Aaa-rated corporate bonds rose by 3 
basis points to 4.51 per cent. 

In the tax-exempt sector, on the other hand, the steady 
tone which had emerged in the latter part of July carried 
over into early August. Prices of tax-exempt bonds were 

unchanged to slightly higher, and dealers made some 
further headway in cutting the volume of unsold bonds 
on their shelves in the early part of the month. Later in 
the month an easier undertone began to appear when 
commercial banks reportedly became less active buyers 
and when participants contemplated a fairly heavy calen- 
dar of high-grade issues scheduled to be marketed in 

September. Over the month as a whole, the average yield on 
The Weekly Ilond Buyers series for twenty seasoned tax- 
exempt issues (carrying ratings ranging from Aaa to Baa) 
remained unchanged at 3.25 per cent. (See right-hand panel 
of the chart.) 

The volume of new corporate bonds publicly floated 
in August amounted to an estimated $410 million, com- 

pared with $535 million in July 1965 and only $175 mil- 
lion in August 1964. The largest publicly offered new 
corporate bond issue of the month consisted of $75 
million of A-rated utility company convertible debentures 
maturing in 1980. The debentures were reoffered to yield 
2.89 per cent and were accorded only a fair reception. 
The syndicate marketing this issue terminated late in the 
month, and the price subsequently declined about 2 points 
—increasing the yield to about 3.08 per cent. New 
tax-exempt flotations totaled about $645 million, as against 
$980 million in July 1965 and S705 million in August 
1964. The Blue List of tax-exempt securities advertised 
for sale closed the month at $768 million, compared with 
the revised level of $746 million at the end of July. The 

largest new tax-exempt bond flotation during the month 
consisted of $132 million of Aaa-rated housing authority 
bonds. The bonds were reoffered to yield from 2.30 per 
cent in 1966 to 3.40 per cent in 2006 and were accorded 
a good reception. Other new corporate and tax-exempt 
bonds publicly offered during the period were accorded 
mixed investor receptions. 




