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The Money and Bond Markets in November

The moncy market was relatively firm in the first half
of November and short-term interest rates werc under
some upward pressure, despite an increase in overall nct
reserve availability in the banking system. In large part,
the firmness reflected the fact that money center banks
were moving into unusually deep basic reserve deficits,
while thc reserves that were available were widely dis-
persed. As the increased nationwide net reserve availability
persisted and reserve positions of the moncy center banks
improved in the second half of the month, somewhat easier
conditions emerged in the money market and short-
term interest rates declined, with Treasury bill rates record-
ing especially sharp decreases. By late November, many
market participants began to feel that the Fedceral Reserve
was permitting some relaxation of the degree of pressure
prevailing earlicr in the fall.

Rates on Treasury bills exhibited considerable move-
ment during November. After having declined sharply in
October, bill rates moved higher in a generally cautious
market atmosphere in carly November. Demand fell off
from the levels which had prevailed in October, and
dealers made more aggressive offcrings in the firm money
market cnvironment. Investment demand subscquently ex-
panded again, to which wcre added sizable purchases by
the Federal Reserve toward the ¢nd of November. At the
same timc, money market conditions also became a little
easicr. In this cnvironment, bill rates declined sharply,
and at the month end three-month bills were bid at a rate
of 5.16 pcr cent, down 29 basis points from the mid-
month peak and 6 basis points below the comparable
rate at thc end of October.

In early November, an atmosphere of rcnewed caution
emerged in the capital markets, largely in rcsponse to
a sizable buildup in the calendar of scheduled offerings
of corporate and tax-exempt bonds following the general
respite of the preceding weeks, Some talk that the salc of
Federal agency participation certificates might be resumed
before the year-end, and a feeling for a time that a tax in-
crease had become somewhat less likely, also were de-
pressing influcnces. The Treasury executed a successful

refunding operation at the very beginning of the month,
although even then prices of outstanding Treasury issues
werc declining.! Prices of long-term issucs continued to
decline in subscquent days, and investors cxhibited a gen-
crally indifferent rcsponse to a number of corporate and
tax-exempt offerings despitc rising yields. The improve-
ment in the bill market around midmonth helped bring
some pricc firming in the shorter term coupon sector.
Subsequently, discussion of a possible change in the mix
of fiscal and monetary policy and of the slightly easier
conditions that had already emcrged in the money market
led to an improved atmospherc throughout the Treasury
coupon market. Over the month as a whole, prices of
short- and intermediate-term Treasury notes and bonds
showed mixed changes, whilc the gains in priccs of longer
term issues at the end of thc month offset only part of
the large declines earlier in November.

MONEY MARKET AND BANK RESERVES

As was the case in some other recent months, indicators
of monetary conditions moved in somewhat divergent pat-
tcrns in November. Nationwide net borrowed reserves, on
the one hand, averaged somewhat lower over the month
than in the preceding several months, and member banks
as a group also borrowed less, on average, from their Re-
scrve Banks (see Table I). With the reserves that were
available dispersed for a good part of the month outside
the money centers, however, and with a fair amount
of churning in the markcts—partly related to Trea-
sury financing operations—short-term interest rates came
under somc upward pressurc for a time. The Federal
funds rate and dealer loan rates posted by the New York
City banks moved in a higher range in the first half of
November than at the end of October, and Treasury

1 For the terms and results of the financing operation, sec this
Review (November 1966), pages 252-53.
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Tuble 1 Table I
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bill rates rose through midmonth. Subsequently, these
rates dropped back toward, or even below, their late Oc-
tober levels.

Throughout the month, demand for bank credit did not
appear particularly strong. The major banks were able to
replace a sizable proportion of their maturing negotiable
certificates of deposit during November, but even so they
suffered a net loss in outstanding certificates in the five
weeks ended November 30 amounting to $429 million.
Moreover, a good part of the certificates issued during No-
vember apparently continued to be of relatively short ma-
turity, in many cases running for only a month, thus
building up December maturities to an estimated $5% bil-
lion.

The first half of November was marked by a shift in
the distribution of reserves away from the banks in the
central money market. The major banks in New York
City, which had been in a fairly comfortable reserve posi-
tion in late October, experienced sizable basic reserve
deficits in the following several weeks—and on a larger
scale than in similar periods in other recent ycars. Their
deficit reached nearly $1 billion in the week ended No-
vember 16 (see Tablc II). In contrast, the net reserve
deficit of the banking system as a whole was declining
during this period, with net borrowed reserves falling to
an average of $162 million in the November 16 statement
week.

Some of the extra reserve availability in the banking
system during this period remained lodged outside the
money centers. Thus, excess reserves of “country” banks
in the week ended November 16—the first week of a new
biweekly settlement period—rose to an average of $490
million (preliminary). A large amount of reserves flowed
back into thc money centers, however, via the Fedcral
funds market, where trading was mostly in a 534 to 6 per
cent range. As a result, borrowings by the major money
center banks from the Federal Reserve expanded only
modestly. Government securities dealers were also able
to locate a sizable amount of money at rates below those
posted in New York City to finance their enlarged bill
positions and make payment at midmonth for their allot-
ments of Treasury notcs won in the November refunding.
The rates posted by the New York City banks for new call
loans to Government securities dealers were generally in a
6%4 to 6% per cent range during the first half of the month,
and as high as 678 per cent on several days around mid-
month.

A somewhat more comfortable tone reemerged in the
money market over the final two weeks of November. Net
borrowed rescrves were a bit higher on average in these
two weeks than at their midmonth low, but reserves shifted

back toward the money center banks, and there was a
plentiful supply of money in the Federal funds market at
rates generally between 5 and 534 per cent. In the Novem-
ber 23 statement week, a large part of these funds came
from country banks, which ran their excess reserves down
to an average of $82 million (preliminary) in the second
week of their reserve settlement period, following the con-
siderably higher level the week before. The ready avail-
ability of money enabled banks as a group to reduce their
borrowings from the Federal Reserve to an avcrage of
$439 million in the November 23 statement period, the
lowest level since February. A number of banks borrowed
fairly heavily from their Reserve Banks over the final
weekend of the month, but borrowings subsequently fell
off again when easier conditions persisted in the money
market.

THE QOVERNMENT SECURITIES MARKET

In the Treasury bill market, where rates had declined
progressively in October, a more cautious tone emerged
during the early part of November. Investment demand
for bills abated somewhat at the lower rate levels that had
emerged, and dealers began to focus on the additions to the
supply of bills that would be forthcoming when the Trea-
sury met the remainder of its fall cash needs. Although
dealers were able to finance much of their enlarged posi-
tions in bills at fairly attractive rates outside New York
City, the higher loan ratcs being posted by the New York
City banks exerted a cautionary influcnce. Against this
background, dealers became more aggressive in their of-
ferings of bills, and rates edged irregularly higher through
midmonth when the latest threc-month bill reached a rate
of 5.45 per cent (bid), compared with 5.22 per cent at the
end of October. (See the left-hand panel of the chart on
page 266.)

The first step in rounding out the Treasury’s fall financ-
ing needs came on November 10 with the announcement
of an auction on November 17 (for payment on Novem-
ber 25) of a $1.2 billion “strip” of bills maturing in
March, April, and May 1967. The offering rcpresented
a $400 million addition to each of three outstanding bill
issues, with subscribers required to take equal amounts
of the reopencd maturities. Commercial banks were per-
mitted to make full payment for their purchases in the
form of credits to Treasury Tax and Loan Accounts. This
announcement was well received by market participants,
who were encouraged by the smaller-than-expected size
of the offering, the maturities chosen, and the Tax and
Loan Account provisions of the operation.

By the time the strip was auctioned on November 17,
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a better atmosphere had recmerged in the bill market.
Investment demand for outstanding bills improved, partly
reflecting some reinvestment demand from holders of the
Treasury coupon issues which matured on November 15.
Bidding for the strip by commercial banks secking the
accompanying Tax and Loan Account deposits was quite
aggressive, and an average issuing ratc of 5.318 per cent
was set. Following this auction, demand for outstanding
bills strengthencd further, scarcities started to develop,
particularly in the short-term maturity area, and bill rates
began moving downward. In this environment, there was
fairly aggressive bidding in the regular monthly auction
of new nine- and twelve-month bills on November 23.
Average issuing rates on the new bills were set at 5.552
per cent and 5.519 per cent, respectively, 2 and 3 basis

points below average rates set a month earlicr,

Bill demand picked up even further in subsequent trad-
ing sessions, partly reflecting month-end reserve injections
by the Federal Reserve. These purchases by the System,
along with the somewhat more comfortable conditions
prevailing in the moncy market, wcre increasingly inter-
preted as suggesting that the Federal Reserve had relaxed
its restraint a bit. Dealers became very aggressive in their
bidding in the final regular weekly auction of the month
held on November 28. As a result, average issuing rates
were set in the auction at 5.202 per cent on the three-
month issue and 5.337 per cent on the six-month bills,
down 3 and 18 basis points from the average ratcs set at
the final weekly auction in October (seec Table 11I). These
were the lowest auction rates since early September for the
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three-month bills and since mid-August for the six-month
issue. Moreover, bill rates moved still lower over the final
two days of the month as many participants, who had
missed with their bids in the auction, subsequently sought
to purchasc bills in the secondary market. By the month
end, thrce-month bills were down to a rate of 5.16 per
cent (bid) and six-month bills were bid at 5.25 per cent.
The latc November sprcad between thrce- and six-month
bills was the narrowest since midsummer.

After the close of the market on November 30, the
Treasury announced that it would auction $800 million
of additional June tax anticipation bills on December 6
for payment on December 12. The Treasury indicated
that it contemplates no further borrowing in the open
market to raise ncw cash during the rest of calendar 1966.
Initial reaction to the offering, which was slightly smaller
than markct participants had expected, was favorable.

A cautious atmosphere developed in the market for
Treasury notes and bonds—espccially in the longer term
scctor—during the first half of November, prompted in
large part by indications of a sizable buildup in prospec-
tivc demands on the capital markets for the period ahead.
Of particular concern to market participants were the
steady stream of additions to the future corporate and tax-
exempt bond calendar and discussion of the possibility that
the Fcderal National Mortgage Association might renew
sales of participation certificates before the end of the year.
In this environmcent, investor offcrings expanded. There
was outright selling of outstanding issues as well as some
switching into the new 538 per cent notes of 1968 and the
53 per cent notes of 1971, both of which had been
offered in the Treasury’s November cash refinancing. Out-
right sales of the ncw notes by short-term holders were
also in cvidence. Although dcalers tended to be willing
to maintain their positions, enlarged by their allotments
of the ncw Treasury notes, thcy were reluctant to add to
their holdings except at declining prices. Prices of the
new notes dropped below par during the period, and prices
of outstanding issues fell by as much as 21%., points
through midmonth. (The right-hand panel of the chart
illustrates the rise in yields which accompanied this decline
in prices.)

Paralleling the improvement in the Treasury bill sector,
prices of short-term Treasury issucs began moving upward
around mid-November. An important influcnce was rein-
vestment demand from holders of the maturing November
15 issues for other short-term coupon securitics. The im-
provement spread gradually to the intermediate-term scc-
tor of the market as participants focused on rcports of
further weakness in various ¢conomic indicators, includ-
ing automobile output and new housing starts. With con-
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tinued additions to the calendar of future capital market
financing, howcver, the atmosphere in the longer term
sector remained heavy until quite late in thc month. By
then, incrcasing discussion of a possible shift in the mix of
fiscal and monetary policy prompted some investment and
dealer demand, and prices of long-term issues rose by %z to
%%z of a point on the final thrce days of the month.

Prices of Government agency obligations moved ir-
regularly in November, with prices of short-term issues
narrowly mixed and longer term issues down somewhat on
balance. New offerings which reached the market during
the month totaled about $1.7 billion and were generally
accorded good investor receptions at somewhat higher
yields than had been offered in latc October. Toward the
close of the month, the Federal National Mortgage As-
sociation offered $550 million of debentures at a yield
of 5.98 per cent, with $300 million of the issuc floated in
the open market and $250 million sold to Treasury trust
accounts. Approximately $93 million of the proceeds was
used to refund a maturing issue. The offcring was sold out
immcdiately in the better atmospherc prevailing in the
bond markets generally, and on the final day of the month
the debentures traded about %2 above the initial offering
price.

OTHER SECURITIES MARKETS

The cautious atmosphere pervading the Treasury sccur-
ities market in November to a great extent reflected the
heavier tone that developed in the market for corporate
and tax-exempt bonds during the month. In the wake of
the price advances which had been recorded in both sec-
tors in October, investors became more resistant in early
Novembcer to new and rccent offerings carrying the somce-
what lower prevailing yields. This investor apathy, in turn,
gencrated caution on the part of dealers whosc inventories
of unsold issues were expanding. As the month progressed,
large-scalc additions were made to the calendar of cor-
porate and tax-excmpt flotations scheduled for the months
ahead, and market sentiment became even more cautious.
In this atmosphere, a number of recent issues were re-
leased from syndicate pricc restrictions with substantial
upward yield adjustments, and new issues generally were
accorded mediocre rcceptions despite progressively higher
reoffering yiclds. The markcts steadied somewhat on the
final days of the month and a better atmosphere emerged,
though they did not share in the price improvement that
was experienced in the Treasury scctor. The sizable future
calendar of corporatc issues and the large amount of un-
sold tax-exempt bonds still on dealers’ shelves continued
to exert a measure of restraint. The Bluc List of advertised



dealer inventories of tax-excmpt bonds totaled $512 mil-
lion at the month’s close, compared with the relatively low
$300 million to $375 million range which had predomi-
nated in October.

Over the month as a whole, the average yield on
Moody’s seasoned Aaa-rated corporate bonds rose by 2
basis points to 5.37 per cent. The Weekly Bond Buyer's
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series for twenty seasoned tax-exempt issues, carrying
ratings ranging from Aaa to Baa, increased by 17 basis
points to 4.00 per cent (see the right-hand panel of the
chart). These indexes are, however, based on only a
limited number of seasoned issues and do not necessarily
reflect market movements fully, particularly in the case
of new and recent issues.





