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The Money and Bond Markets in October 

The money and bond markets settled down in October. 
There was growing confidcncc among market participants 
that the factors underlying the tense financial atmosphere 
of late summer had been largely overcome and that a 
period of greater interest rate stability lay ahead. In thc 
view of many observers, the severe pressures which had 
beset the credit markets in earlier months primarily re- 
flected the inflationary pace of domestic economic expan- 
sion and the nation's military involvement in Vietnam. In 
October, the conviction became quite widespread that 
some of these pressures would soon be alleviated, either as 
a result of a Federal tax increase, improvement of the situ- 
ation in Vietnam, or some moderation in the rate of growth 
in the civilian sector of the economy. In addition, the 
money and bond markets were bolstered when the belief 
grew that the monetary authorities were concerned with 

avoiding any recurrence of the strong upward pressures on 
intcrcst rates which had developed in midsummer. The 
money market was notably free of stress in October, amid 
signs that the demand for bank credit had slackened some- 
what, at least temporarily. 

A surge of demand for Treasury bills from a wide range 
of investors both reflected and contributed to the more 
confident climatc which sprcad through the money and 
bond markets in Octohcr. As a result of the sharp rise in 
demand, pronounced scarcities dcveloped in the bill mar- 
ket, particularly at the short end of the maturity scale, 
and rates moved progressively lower. 

Prices of Treasury notes and bonds edged irregularly 
higher over the month as a whole, reflecting increased de- 
mand from dealers and investors. The Treasury was able 
in its November refunding to achieve some debt extension 
and the market reaction to its late October offering was 
quite favorable. The corporate and tax-exempt bond 
markets were in a very strong technical position in Octo- 
ber, and both new and seasoned issues were generally well 
absorbed at rising prices. 

THE MONEY MARKET AND RANK RESERVES 

The money market displayed a generally firm under- 
tone in October. However, no real pressure was evident 

in the market and conditions became relatively easy on a 
number of occasions. Except for a short period at the be- 

ginning of the month, Federal funds traded predominantly 
at rates below 6 per cent in October, whereas they had 
traded at 6 per cent or even above in early September. This 
absence of stress was more noteworthy than the week-to- 
week variations in reserve statistics during the month (sec 
Table I). 

In this money market climate, the major reserve city 
banks experienced no particular difficulty in adjusting to 
the sizable swings that occurred in their basic reserve 

positions from week to week (see Table LI). There was 
for a time a tendency for heavier borrowing by the major 
reserve city banks from their Reserve Banks than in earlier 
months, but this proclivity appeared to diminish as the 
month progressed. Member bank borrowings from the 
Reserve Banks ranged between $92S million and $518 mil- 
lion on a weekly average basis. Treasury bill rates de- 
clined during the month, and dealers in bankers' ac- 
ceptances generally lowered their offering rates by 1/8 of a 
per cent. Government securities dealers, who were primar- 
ily faced with posted call loan rates of 6 per cent to 6½ 
per cent at the New York City banks, often were able to fi- 
nance their positions through other sources at lower rates. 

Bank credit extended by the large weekly reporting 
banks contracted by $1.8 billion on a seasonally un- 
adjusted basis from the last Wednesday in September 
through the final Wednesday in October. The decline com- 
pared with a Sl.5 billion expansion a year curlier. The 
contraction in seasonally unadjusted bank credit at the 
weekly reporting banks in October followed an apparent 
slackening in the growth of hunk loans and investments 
which developed in the third quarter of the year.' 

A slower rate of growth in bank loans to business has 
also been apparent recently. Loans extended by the weekly 
reporting banks to commercial and industrial borrowers, 

1 For a more detailed discwaion of bank credit developments in 
the third quarter of 1966. see this Review (Novrnher 1966), pages 
245-46. 
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which had increased at a lower rate in the third quarter 
of 1966 than both earlier in the year and in 1965, ap- 
parently continued to grow at a slower pace in October. 
This slowdown occurred despite large corporate payments 
to thc Treasury in October arising from the accelerated 
remittance of withheld income taxes and social security 
contributions. Over (he four wceks ended October 26, 
business loans at weekly reporting banks expanded by 
only $84 million, compared with a $112 million risc a 
ycar earlier. 

Approximately $5.2 billion of negotiable time certificates 
of deposit (C/D's) outstanding at large commercial banks 
matured in October. Certificates outstanding at the weekly 

reporting banks declined by about $1.1 billion, on balance, 
over the four weeks ended October 26, partly reflecting 
the October 19 maturity of a large block of certificates 
that had originated in mid-September in connection with 
the financing of an industrial merger. Toward the end of 
the month, however, the banks apparently were able to re- 
new a larger portion of their maturing certificates, as their 
C/D rates became more competitive following the decline 
in a number of other money market rates. Throughout the 
month, banks generally continued to pay the 5½ per cent 
ceiling rate on all maturities of new negotiable time certifi- 
cates of deposit of $100,000 or more. 

YH OOVERNMENT SECURITIES MARKET 

The improved tone which had emerged in the Treasury 
bill market during the last third of September intensified in 
October. A broadly based demand from public funds, 
corporations, and other sources encountered mounting 
scarcities in the available market supply of bills, and rates 
moved considerably lower during the month (sec the left- 
hand panel of the chart on page 252). Demand from dealers 
also expanded, as they sought to replenish their inventories, 
in part because of improved financing opportunities. 

On October 5, the Treasury announced that it would 

auction $3.5 billion of tax anticipation bills on October 11, 
for payment on October 18. The sale consisted of an addi- 
tion of $1.5 billion to the outstanding issue of bills matur- 

ing in April 1967 and $2 billion of new bills maturing in 
June 1967. The announcement was favorably received by 
the market—particularly since some participants had 

expected a larger offering—and demand for outstanding 
issues remained quite spirited. To some extent, this demand 
reflected increased interest on the part of small investors, 
who were apparently attracted by the high levels to which 
bill rates had climbed in late summer. 

Commercial banks were permitted to make full pay- 
ment for the new tax bills through credits to Treasury Tax 

and Loan Accounts, a privilege which some participants 
estimated might be worth about 30 basis points for the 
April issue and just over 20 basis points for the June is- 
sue. Consequently, at the auction, interest in the new bills 
was generally confined to commercial banks. Average 
issuing rates were set at 5.484 per cent for the April is- 
sue, for which demand was quite aggressive, and 5.587 per 
cent for the June maturity, for which bidding was more 
restrained. After the tax bill auction, a broad investment 
demand for outstanding bills reappeared and bill rates 
once more moved downward. The decline was most 
pronounced in the short maturity area where market sup- 
plies were quite limited. At the same time, however, a 
fairly good investor interest also spilled over into the 
longer maturity area and, despite the $3½ billion addition 
of tax bills to the market supply, rates on bil]s maturing 
beyond ninety days also receded. 

At the regular monthly auction of new nine- and 
twelve-month bills on October 25, average issuing rates 
were 5.567 per cent and 5.544 per cent, respectively, 24 
and 26 basis points below average rates set a month 
earlier. At the final regular weekly auction of the month 
on October 31, average issuing rates were set at 5.234 

per cent for the new three-month issue and 5.5 13 per cent 
for the new six-month issue, 27 and 29 basis points, 
respectively, below the average rates at the final weekly 
auction in September (see Table 111). 

Prices of Treasury notes and bonds moved in a fairly 
wide range during the first half of October, reflecting a 
cautious market appraisal of a number of reports con- 
cerning the domestic economic outlook, the future course 
of interest rates, and the chances for improvement in the 
Vietnam situation. At times during this period, prices rose 
sharply in largely professional trading when the market 
responded favorably to peace rumors, to talk that the pace 
of economic expansion might slow in 1967, and to the 
strong tone of the Treasury bill sector. However, these 
price gains were periodically pared, as the feeling emerged 
that each of the rallies might have been overdone. 
Throughout the period, however, a generally confident 
undertone was evident in the coupon sector. 

As the month progressed, participants became progres- 
sively more confident of the viability of prevailing yields. 
Market optimism over the outlook for a moderation of the 
Vietnam conflict continued to exert a strengthening effect, 
as did increasing discussion that, if the conflict persisted 
and defense expenditures remained heavy, the Administra- 
tion might move to raise taxes. Demand for coupon issues 

from dealers and investors expanded, and prices of Trea- 

sury notes and bonds moved higher. (The right-hand panel 
of the chart illustrates the decline in yields which accom- 
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panied this rise in prices.) From about October 20 onward, 
market attention began to focus on the Treasury's ap- 
proaching November refunding. The feeling of confidence 

prevailing among market participants was sufficient to 
suggest to many observers that the market would be re- 
ccptivc to a Treasury refunding offering beyond the 
short-term maturity area. 

On Thursday, October 27, the Treasury stated that it 
would borrow approximately $4.1 billion through the is- 
suance of new fifteen-month and five-year notes (priced at 
par), and would usc the proceeds to redeem in cash a like 
amount of obligations maturing on November 15. The 
Treasury's offerings (both dated November 15, 1966) con- 
sisted of $2.5 billion of 55/s per cent notes, maturing on 
February 15, 1968, and $1.6 billion of 5¾ per cent notes, 

maturing on November 15, 1971. The maturing outstand- 
ing securities which are being replaced include $1.3 billion 
of 3¾ per cent bonds, $1.7 billion of 4 per cent notes, 
and $1.1 billion of 43/4 per cent certificates. The subscrip- 
tion books were open on Tuesday, November 1, with the 
settlement date scheduled for November 15. Payment for 
the new securities may be made either in cash or in the 
maturing securities. The Treasury's announcement brought 
a quick improvement in the prices of outstanding coupon 
issues which had moved lower for a time before the 
announcement. Good investor and professional short 
covering was in evidence and the month closed on a firm 
note. 

After the close of business, on November 4 the Trea- 
sury announced the results of the refinancing. Both offer- 
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ings were heavily oversubscribed; the Treasury accepted 
about $2.6 billion of the subscriptions for the 5% per 
cent notes of 1968 and $1.7 billion of subscriptions for 
the 5¾ per cent notes of 1971. Subscriptions from gov- 
ernmental institutions and official accounts were allotted 
in full, as were subscriptions from other sources up to 
$100,000. Subscriptions in excess of $100,000 were sub- 
ect to a 30 per cent allotment in the case of the new 5% 
per cent notes, and 10 per cent in the case of the new 5¾ 
per cent notes, but subscribers were assured of a mini- 
mum award of at least $100,000. 

In the market for United States Government agency 
issues, good investor demand was evident throughout the 
month and prices edged higher, especially in the longer 
maturity area. In line with the Administration's fiscal and 

budgetary programs announced in September, no addi- 
tional new money was raised through the sale of Govern- 
ment agency obligations in the open market during the 
period. However, several agencies offered refunding issues 
to the public and raised some new cash through additional 
direct sales of their obligations to Treasury trust accounts. 
On October 14, the Federal Home Loan Banks offered 

$700 million of one-year notes, replacing a maturing $506 
million issue and raising additional funds. Treasury trust 
accounts purchased $250 million of the issue, and $450 
million was publicly offered. The notes, which were priced 
to yield about 6.05 per cent—significantly below the rec- 
ord 6.20 per cent yield on a comparable issue floated in 

mid-September—were accorded a fairly good reception. 
On October 18, the Banks for Cooperatives offered $256 
million of 5.95 per cent six-month debentures, priced at 
par. Treasury trust accounts purchased $111 million of the 
issue, providing new cash to the agency. The remainder of 

the issue, which was used for refunding purposes, was well 
received when publicly sold. The other agency offerings 
that reached the market in October also were accorded 
good receptions. 

OTI)IER SECURITIES MARKETS 

Prices of corporate and tax-exempt bonds edged steadily 
higher during the month. The volume of flotations reaching 
the market was relatively light. In the corporate sector, 
new offerings with call protection were well received, 
while offerings carrying no special protection moved 
slowly at first but were subsequently sold out. As a result, 
dealers' unsold balances of recent corporate issues were 

very light during most of the month. Investor resistance to 
the decline in yields began to build up, however, as the 
month closed. In the tax-exempt sector, underwriter bid- 
ding for the month's flotations became fairly aggressive. 
Even at the higher reoffering prices that resulted, the new 
issues were subsequently accorded fair to good investor 

receptions. As a result, the Blue List of advertised dealer 
inventories generally remained in a relatively low $300 
million to $375 million range during the month. 

Over the month as a whole, the average yield on 

Moody's seasoned Aaa-ratcd corporate bonds dcelined by 
JO basis points to 5.35 per cent. The Weekly Bond 
Buyer's series for twenty seasoned tax-exempt issues (car- 
rying ratings ranging from Aaa to Baa) fell by 20 basis 

points to 3.83 per cent (see the right-hand panel of the 
chart), the lowest point since June. These indexes are, 
however, based on only a limited number of seasoned is- 
sues and do not necessarily reflect market movements 
fully, particularly in the case of new and recent issues. 




