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The Money and Bond Markets in March

The moncy market displayed a firm tone during
March. Net rescrve availability in the banking system
was reduced somewhat during the month and, with mem-
ber banks unable to cover all thcir reserve needs in the
Federal funds market, borrowings from the Reserve Banks
averaged somewhat higher than in the preceding two
months. While many observers had cxpected a consider-
able buildup of tension in the money markct around the
mid-March quarterly corporate dividend and tax datcs, the
pressurcs turned out to be unusually mild and were weath-
ered without difficulty.

In responsc to the persistent strength of loan demands
and to advances in open market ratcs, the major commercial
banks raised the rate charged prime busincss borrowers
to 5%2 per cent from 5 per ccnt on March 10. This move
triggered further upward adjustments in several closcly
allied markcet rates, including those on commercial paper
placed by dcalers and directly placed finance company
puper. Rates on ncw negotiable time certificates of deposit
issued by commercial banks also moved higher during the
month, as banks replaced the $4.1 billion of certificates
maturing over the month as a whole. Rates on Trcasury
bills, on the other hand, dropped back rather sharply
through much of the month from the hcights to which
they had riscn in February. Only a modest amount of
bills were returned to thc market from maturing corporate
repurchase agreements around the dividend and tax dates,
and a persistent demand for bills presscd stcadily against
the very limited supply of most issues available in the
market.

The tonc of the bond markets improved considerably in
March. Prices of Trcasury coupon issucs rose sharply for
the first time since early January, as participants gradually
took hecart from the apparently growing support for
Federal tax increases to combat inflationary pressures. The
market was already in a very strong technical position and,
as sentiment changed, professional short-covering opera-
tions wcre a major factor in the cnsuing advance in prices.
The month closcd on a strong note in the wake of a state-
ment by President Johnson that a “modest” tax increase
might prove nccessary, In the markets for corporate and
tax-exempt bonds, a very large volume of new offerings

was bought by investors at declining yields, The
postponement of several large scheduled flotations also
removed a good portion of the immediate supply pressurcs
from the market. As a result, except for a brief pause
after the prime rate announcement, priccs of many cor-
poratc and tax-exempt bonds edged higher during the
remaindcr of the month.

THE MONEY MARKET AND BANK RESERVES

The monecy market displaycd a generally firm tone in
March, and most Federal funds transactions took place at
a 434 per cent rate, with some trading occurring at rates
as high as 43 per cent. After rising somewhat in
the December-January period and falling back again in
February, average nationwide bank reserve availability
contracted somewhat further in March. Reserve needs,
which membcr banks could not fully satisfy in thc Federal
funds market, spilled over in the form of expanded borrow-
ings from thc Federal Reserve (scc Table I). System open
market operations supplied $315 million of reserves from
the last week of February to the final week of March, but
this amount did not fully offset the rescrve drains which
resulted from the net effect of changes in “market” factors.
On average, thc major banks in New York City were in
basic reserve surplus during the month (sce Table 1), as
they first preparcd for possible pressures around the divi-
dend and tax dates, then found thc pressures rather mild,
and finally experienced quick repayment of loans after the
dates had passed. Weekly reporting member banks had
about $4.1 billion of negotiable time certificates of de-
posit rcaching maturity during the month with some $1
billion maturing on the dividend and tax dates alone. By
making their ratcs on new time certificates of deposit more
attractive, the banks were successful in replacing the ma-
turing certificates with new oncs. Indeed, they cven made
progress in preparation for hcavy maturities scheduled
for April. As a result of these various factors, con-
siderably less strain was cxperienced in the moncy market
during the dividend and tax period than many observers
had expected a few weeks carlier.

The first part of March was marked by a continua-
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Table 1
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FACTORS TENDING TO INCREASE OR DECREASE
MEMBER BANK RESERVES, MARCH 1966

In millions of dollars; () denotes Increase,

(—) decrease in excess reservea

Changas in daily sversges—
week ended
Net
Factors changes
March | March | Mzrch | March | Mareh
2 16 23 30
— 18| 4138 | — 73| — 263 | 4134 - 187
4183 | =621 | 170 | 4| —4 | — 2
— 67| —195| — $8 | 488 | —30 ) —300
4 53| 4927 | 4 08 | =T [ —t02 | 4 00
— 6| - 2| - 3|4 N|—067| =107
Y| =857 | 4 SO 4 10| 4228 — B4
4 1| — 8|4 8|4+ 1B} — 4 + 122
Totnl “market™ facters..| 4 8 — 2383 | 4103 | 4 1| ~1208 | —428
Direot Federal Reserve credit
transantions
Open morket instruments
Outright holdings:
Gorgramont securities . - T | 4M |- |- 44| 430
Bankere’ scosplances . - 1 - 4 3]+ 2 - + 8
Repurchase agreements:
Government gecurities . - + |- 4 _— -
Bankero’ atveptances . + W4 T4+ 3|4 1T = + 21
Member bank borrowings ....[ — 86| +150] — 78| 4 68| — 4] — 12
Other Joans, discocntsa, and
LY Y U - - - {4 1= 1 -
Tolal ..o.ciiveenniiaen. —114| 4451 | =101 | — 1| 4 69 + 304
Excess reserves® —100 | 4+ 68| 4+ 9| 4 10| — 99 —125
Daily average levels
22.181 | 32304 | 32,109 | 22.)ang
31,758 | 22,021 | 51,808 21.8304
383 873 m 8331
830 602 508 543§
—173 | — 220 | — 224 | — 213}
31,585 | 11,783 | 21.661 21,6244
Changes in Wednasday levels
System Acooant haldings
of Government securities
matartag tn:
Less than ons year ......... + 08) 4281 4 60| 4310 — 34 + 488
More than one year _........ - — + L1} 4+ @ - + 10
Total ..vineiioiiiiinn, 4+ 0| |4 61| 4$us | — 38| 96

Noto: Bocouse of rounding, figures ¢o oot neocasarily add to totals.

® Theos figures aro cctimatad.

$ Inaludm changes in Treasury currency and eash.

$ Inaludm asscets denominated in forelsn eurrencien.

§ Avomgo for Bve weels ended March 8.

Table II
RESERVE POSITIONS OF MATOR RESERVE CITY BANKS
MARCH 1966
Ia millions of dotlars
Daily averspes——mueek ernded
Average of
Factars aftecting five weeks
basic reserve positions anded
March | March | Barch | March | March | Mareh 30¢
2 9 16 23 30*
Eight banks in New York City
€3CIve excess or
deficiency (—)1 19 7 79 10 9 28
Less borrowings from
Reserve Banks ................] — 21 21 110 21 35
Less net interbank Federal
funds purchases or gales(—)..| — 16| — 134 194 26| —306( — 51
Gross purchases .. .| Lo3s 869 | 1166 | 1,002 1,013 1,017
Gross sales e | 1,050% 1,023 972 976 | 1319 1,068
Equals nect basic reserve
surplus or deficit(—) ... 33 140 | —137| — 127 254 41
Net loans to Government
sccuritics dealers ...........o...... 408 k1.7 519 47 462 423

Thirty-cight banks oniside New York City

Rescrve excess or
defickency(—)t .. 23 18 45 19 25 26
Less borrowl fi

ngs
Reserve Banks ... T 87 184 112 206 108 139
Less net interba ederal
funds purchases or sales(~) 660 588 512 684 530 595
Gross purchases . 1,438 l.%g 1476 | 1334 1,.¥7g 1,428
&4

Gross sales ... 777 953 830 833
Equals net basic reserve
surplus or deficit(~) ... — 122753 | =579 | — 8| —613] —T08
Net loans to Government |
securities dealers ..o 159 90 169 186 213 163

Note: Because of rounding, figures do not necessarily add (o totals.

* Estimated reserve fignres have not been adjusted for so-called *“‘as of” debits
and credits. These items are taken into account in final data.

{ Reserves held after all adjustments applicable to the reporting period less
required raserves and carry-over reserve deficiencics.

Table INT
AVERAGE ISSUING RATES*
AT REGULAR TREASURY BILIL. AUCTIONS
In per cent
Weekly aoction dates—March 1966
Maturities
March Warch Mareh Mareh
7 14 2 28
Three-month .........ccc.ocveevnnnaee|  4.620 4718 4.576 4538
Six-motth ... 4.816 4918 4.776 4.75%
Moothly austion dates—January.March 1966
Januaxry February March
55 2 24
ONC-FEAT .oooooconverirrcicriarcasanrinens 4.699 4.945 4.739

® Interest rates on bills are quoted in terms of a 360-day year, with the dis-
counts from par as the return on the face amount of the bills payable at
maturity. Bond yield equivalents, related to the tually invested,
would be slightly higher.
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tion of the intraweekly pattern of movements that had
developed during the latter part of February. In each
of these weeks, signs of tautncss emerged on Thurs-
day and Friday, with Federal funds trading at a % pcr-
centage point premium above the discount rate. ‘The Fed-
eral Reserve sought to head off these pressures by injecting
rescrves through open market operations, but member
banks still saw their reserves falling somewhat short of
needs and thus tended to borrow heavily from their Re-
scrve Banks over the weekends. Then, as excess reserves
—augmented by such borrowings—spilled into the market
after the weckends, a more comfortable atmosphere
emerged, and the Federal Reserve sold securities to absorb
the reserve surplus.

Such a pattern was particularly noticeable in the week
ended March 16, which included both the dividend and
tax dates. In anticipation of the possible credit demands
around the tax date, member banks borrowed more than
$800 million from the Federal Rescrve Banks over the
Muarch 12-13 weekend. Toward the ¢nd of the period
the excess reserves thus accumulated flooded the central
money market. With reserves in great abundance despite
the credit and deposit cxpansion which occurred over the
tax date—as evidenced by a ncarly $600 million increase
in member bank required reserves during the week—
Federal funds, which had traded at 4% per cent and at 434
per cent before the weekend, went begging at 34 of a per
cent toward the close of the weck.

The large credit demands of the dividend and tax period
unwound at an unusually rapid pace in the statement
period ended March 23. The moncy market banks ex-
perienced a swift reduction in their loans to Government
securitics dcalers, and sizable repayments also occurred
in other loan categories. In addition, the New York City
banks continued to attract new ncgotiable certificates of
deposit at rates ranging as high as 5% per cent on 1967
maturities, During this period, however, the money market
was quite firm. Federal funds traded mainly in a 4% to
4% per cent range, and average member bank borrowings
from the Federal Reserve rose to $602 million, Nationwide
reserve availability contracted as market factors absorbed
a larger volume of reserves than had generally been ex-
pected, while the injection of reserves by System Account
after the weekend was hindered by scarcities in the market
supply of Treasury bills and short-term coupon issues.
System operations were minimal in the last statement week,
and nct borrowed reserves remained essentially unchanged.
Weekly reporting member banks increasced their loans and
investments sharply, and banks in the central money mar-
ket maintained comfortable reserve positions.

Just before the prime rate increase, dealers in bankers’

acceptances raised their rates on several maturities by '8
of a per cent. Subscquent to the March 10 increase in the
prime rate, a number of other moncy market rates adjusted
upward. By the end of the month, rates on commercial pa-
per placed by dealers were 3 per cent higher, and finance
company paper rates had been marked up by ¥4 of a per
cent, In addition, most of the major New York City banks
had raised their offering rates on new negotiable time cer-
tificates of deposit by 18 to Y4 of a per cent, with 5%
per cent the most frequently posted rate on new three-
to six-month certificates. As a result, the principal New
York City banks managed to increase the volume of their
certificates of deposit outstanding by almost $350 million
during the five-week period ended March 30.

THE GOVERNMENT SECURITIES MARKET

The price decline in the coupon scector of the Govern-
ment securities market that had extended over the first
two months of 1966 came to a halt in early March, and a
much better atmosphere emerged as the month progressed.
At the beginning of the month, dealers had trimmed their
inventories to very small proportions and, in fact, had a siz-
able net short position in issues maturing in more than one
ycar, Then, as market sentiment changed in response to
the widespread discussion in the press and elsewhere of the
need for more restrictive fiscal measures to contain infla-
tion, professionals began to cover their short positions, The
coupon sector also reacted favorably to the sharp decline
in stock market prices then taking place. A modest invest-
ment demand for Treasury notes and bonds also devel-
oped, primarily from institutional investors. With the market
supply of most Treasury issues very thin, bond prices moved
sharply upward. (‘Fhe right-hand panel of the chart illus-
trates the decline in yields which accompanicd this risc in
prices.)

The advance was temporarily interrupted on March
10 and 11 when dealers cautiously marked prices of
intcrmediate- and long-tcrm issues lower, in reaction to
the long-expected news of the prime loan rate rise and
to the publication of data indicating a somewhat deeper
level of nationwide net borrowed reserves. Little investor
selling developed, however, and a strong market tone
quickly rcappeared with prices of coupon issucs moving up
once more, The postponement of several corporate and
tax-exempt flotations—including a huge tax-exempt bond
issue which had been scheduled for March 17—also en-
couraged the market for Government sccuritics, as did the
success of the issues that were floated, including a large
issue of participation certificatcs sold by the Federal
National Mortgage Association, Thesc postponcments
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modcrated the current demand for funds from the capital
markets and triggered the releasc of funds which investors
had earmarked for the purchase of the various postponed
issues. The price rally in the coupon sector temporarily
faltered on March 24 and 25, when thc market reacted
hesitantly to the latcst banking statistics indicating a
further decline in nationwide reserve availability and a
gold outflow. Moderate investment selling stimulated in-
creased professional offcrings, and priccs of most issucs
declined rather sharply. Subsequently, however, prices
rebounded as the market reacted to the good reccption
accorded a $250 million American Telephone and Tele-
graph Company bond flotation and to President Johnson’s
comments on the possibility of a future tax increase.

In the market for Treasury bills, an excclicnt tone

persisted in March, primarily reflecting an unseasonable
scarcity in the market availability of many bill issues. Early
in the period, ratecs for most issues trended lower when
a broadly based buying interest—particularly from public
funds—encountered limited offcrings (see the left-hand
panel of the chart). An undertone of caution was evi-
dent during this period, however, as traders anticipated the
usual increase in the supply of bills over the approaching
March dividend and tax period. In the wake of the March
10 increase in the prime loan rate and ncws of the con-
traction in nationwide reserve availability during the
March 9 statcment period, bill rates briefly jumped higher,
largely reflecting the wary reaction of professional par-
ticipants. Soon, however, bill rates dropped again, as a
steady investment demand confronted growing market
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scarcitics. Both March 10, a popular dividend payment
date, and the midmonth corporate tax payment date passed
without the appearance of any rea! pressurcs in the bill
market. In fact, the amount of securities rcturned to deal-
ers on March 10 and March 15 from maturing corporate
repurchase agreements was somewhat less than in March
1965, and considerably less than in the intervening quar-
terly dividend and tax dates. Bill rates continued to edge
lower during the remainder of the month, in response to
a good demand from public funds and from commercial
banks purchasing securitics in preparation for the Cook
County tax date and for cnd-of-quarter statements.

United States Government-sponsorcd agencies sold $2.2
billion in new securities during March, raising over $1.1
billion in new moncy. Rates on new issucs moved higher
under the weight of these offerings until around midmonth
when a $410 million offering of Federal National Mort-
gage Association participation certificates was very well
received. The Commodity Credit Corporation auctioned,
on March 30, $500 million of 117-day “certificates of
interest” in a pool of its price-support loans on agricultural
commodities. The certificates, which werc issued on April
6 and will mature on August 1, were sold at an average
issuing rate of 5.194 per cent.

OTHER SECURITIES MARKETS

The deeply cautious undertone, which had pcrmeated
the corporate and tax-exempt markets during much of
the year, carried over into the early part of March as
investors apprehensively awaited a heavy calendar of
scheduled offerings. During this period, the continuing
terminations of syndicate price restrictions on slow-moving
corporate and tax-exempt issucs produced substantial up-
ward adjustments in reoffcring yields. These adjustments,
however, generated increased investor demand and enabled
dealers to make large reductions in their inventories of
older bonds.

Subsequently, the successful marketing of several new
corporate and tax-exempt bond issues, priced in line with
the prevailing higher yiclds, reinforced the growing im-
pression that yields had at last climbed to a point at which
investors werc prepared to commit a large volume of
funds. There was also increasing evidence of developing
borrower resistance to the mounting interest charges. Sev-
eral offcrings were canceled or postponed during the month,
the most important of them being the $440 million New
Jersey Tumpike issue which had been scheduled for
March 17 and would reportecdly have been the largest
tax-exempt bond flotation in United States financial his-
tory. With both demand and supply factors contributing
to an improved market tone, prices of many corporate
and tax-cxempt bonds cdged higher during the remainder
of the month. After the Turnpike issue was postponed,
investors began to turn loose funds which they had stock-
piled for that issuc and for other postponed flotations.
As a result, dealers made good progress in reducing their
inventorics of corporate and tax-exempt bonds, while new
issues which were subsequently marketed were accorded
generally good receptions. By the end of March the Blue
List of dealers’ advertised inventories of tax-exempt issues
had declined by $200 million to $333 million. In the
corporate sector, the long awaited $250 million American
Telcphone and Telegraph issue was marketed late in the
month. The issue, which consisted of Aaa-rated 5% per
cent debentures maturing in 2001, was reoffered to yield
5.11 per cent and was very well received.

Over the month as a whole, the average yield on
Moody’s seasoncd Aaa-rated corporate bonds rose by 15
basis points to 4.99 per cent, while, The Weekly Bond
Buyer's series for twenty seasoned tax-exempt issues
(carrying ratings ranging from Aaa to Baa) fell by 17
basis points to 3.59 per cent (sec the right-hand pancl
of the chart). These indexes are, however, based on only
a limited number of issues and do not necessarily reflect
market movements fully.






