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The Money and Bond Markets in December 

The improved tone that had emerged in the money and 
bond markets in November strengthened further in De- 
cember when the conviction spread among market par- 
ticipants that monetary policy was moving in a somewhat 
less restrictive direction. Some indications that the pace 
of economic expansion migj:it be slowing also bolstered 
market hopes that credit demands would eventually relax 
and that the apparent shift in monetary policy would be 

prolonged. in this setting, observers became quite opti- 
mistic about the outlook for lower interest rates, and al- 
most every market development during the month was in- 

terpreted in a way that reinforced this optimism. Toward 
the end of the period, the money and bond markets took 
further encouragement from the announccmcnt that, due 
to changed circumstances, the special factors referred to in 
the Federal Reserve Systcm's September 1 policy statement 
on business loans and discount administration were no 
longer applicable.' 

in the market for Treasury obligations, a very strong 
and broadly based demand for all maturities prevailed dur- 
ing the month. A lively professional demand developed as 
dealers entered the market to replenish their inventories, 
cspcciaHy since funds were readily available to finance thcir 
positions. At the same time, investment demand was quite 
spirited. Against this background, priccs of Treasury notes 
and bonds advanced sharply, rising by as much as 3¾ 
points in December. The three-month Treasury bill rate 
declined to as low as 4.78 per cent, its lowest level since 
early August, and sharply below the 5.59 per cent level to 
which it had climbed in September. In the corporate and 
tax-exempt bond sectors, where a large volume of new 
issues reached the market in December, keen investor buy- 
ing interest developed and prices of most new and sea- 
soned bonds rose steadily. 

The money market displayed a generally comfortable 
tone during the month. In this environment, the churn- 

1 For the full text of the September 1 policy statement, sec this 
Review (September 1966), page 209. 

ing associated with the quarterly corporate dividend and 
tax payments was accommodated without strain. Thus, 
most Federal funds trading occurred in a 5 to 5½ per cent 
range during the month, compared with the 5½ to 6 per 
cent rate range which had predominated in November, and 
by the end of December several other short-term money 
market rates were below their late November levels. Both 
net borrowed reserves and member bank borrowings from 
the Federal Reserve Banks also declined somewhat on 
average during the month. Total bank credit expanded at 
a fairly rapid pace in December, alter a sluggish perfor- 
mance in the autumn. 

THE GOVERNMENT SECURITIES MARKET 

After having declined sharply in late November, Trea- 
sury bill rates fluctuated narrowly in early December and 
then resumed their downward trend. Early in the month, 
investment demand temporarily slackened somewhat at the 
lower prevailing yield levels, and offerings from professional 
sources increased. During this period, dealers cautiously 
awaited the approaching quarterly corporate dividend 
and tax payment period, when a large portion of their 
repurchase agreements with corporations would mature 
and market supplies of bills would increase. On balance, 
however, dealers remained fairly optimistic about the gen- 
eral outlook in the bill sector. Consequently, bidding was 
quite aggressive at the December 6 auction of S800 mil- 
lion of additional June tax anticipation bills, which were 
sold at an average issuing rate of 5.246 per cent.2 

Subsequently, the tone of the bill market again 
strengthened markedly. Demand from a broad spectrum 
of investors—including public funds, corporations, and 
commercial banks—expanded sharply, stimulating lively 
professional demand as well. Both the heavy corporate 
dividend payments over the December 9-12 period and the 

For the details of the offering. scc this Review (Dcccmbcr 
1966), page 267. 
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midmonth quarterly corporate tax date passed without 
giving rise to any real pressure in the bill market, and 
dealers were able to refinance with little difficulty the bills 
returncd to them when a large volume of corporate repur- 
chase agreements matured. The underlying tone of the bill 
market became progressively more bullish through most 
of the month, and very aggressive bidding took place at 
most of the bill auctions. In the last half of the month, com- 
mercial bank demand for Treasury bills expanded con- 
siderably when banks actively added bills to their port- 
folios in preparation for the publication of their year-end 
statements. Against this background, bill rates declined 
steeply from December 9 until late in the month, when they 
fluctuated narrowly. (See the left-hand panel of the chart.) 
At the regular monthly auction of new nine- and twelve- 

month bills on Dcccmbcr 27, average issuing rates were set 
at 4.920 per cent and 4.820 per cent, respectively, some 63 
and 70 basis points below average rates set a month earlier 
(see Table III on page 8). At the final regular weekly auc- 
tion of the month on December 30, average issuing rates 
were set at 4.822 per cent and 4.911 per cent, respectively, 
38 and 43 basis points below average rates at the compa- 
rable auction a month earlier. 

In the market for Treasury notes and bonds, the more 
confident undertone that had emerged in November car- 
ried over into early December. To be sure, the coupon 
sector was somewhat restrained at the beginning of the 
month by the prospect of the very large volume of 
new corporate and tax-exempt bonds scheduled for sale 
in December, by talk that the sale of participation cer- 
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tificates might soon be resumed, and by the continuing 
uncertainty surrounding the outlook for Federal fiscal 
action. Activity was dominated by sizable year-end switch- 

ing transactions by commercial banks and other investors. 
Prices moved irregularly, with some gains recorded by 
high-coupon issues maturing in five to ten years, which were 
in strong demand during the first statement week of the 
month. During the same period, offerings of longer term 

coupon issues expanded, partly reflecting sales by investors 

switching into new corporate bonds. 
Around December 9, a very strong tone began to ap- 

pear in all sectors of the COUPOfl market. Sentiment was 

buoyed by the growing belief that monetary policy was 
in the process of shifting toward a posture of somewhat 
less credit restraint. Some market observers also felt that 
the rate of domestic economic expansion might be slow- 

ing, which might portend an easing of credit demands. In 
addition, the coupon sector was very much encouraged by 
the good investor receptions being accorded the heavy 
December volume of new corporate and tax-exempt bonds, 
even at their rising price levels. Against this background, 
an aggressive professional demand developed as dealers 
eagerly attempted to add to their inventories. A strong 
investment demand for many issues of Treasury notes 
and bonds also arose from commercial banks, mutual 
funds, corporations, and public funds, and substantial 
switching activity for tax purposes persisted. At the same 

time, market participants seemed to be optimistically 
awaiting an expected Treasury announcement that the sale 

of participation certificates would soon be resumed. In- 
deed, when this announcement was actually made on De- 
cember 19, market sentiment became even more buoyant, 
and dealers reported that customers were showing strong 
interest in the forthcoming certificates. In this setting, 
prices of notes and bonds generally surged higher through- 
out the maturity spectrum from December 9 through the 
end of the month. (The right-hand panel of the chart 
illustrates the decline in yields which accompanied the 
rise in prices.) Late in December, some profit taking 
occurred and prices occasionally edged slightly lower. 
These setbacks were short-lived, however, and market 
sentiment quickly recovered. At the close of December, 
yields on three- to five-year coupon issues were at, 
or close to, their lows of the year, and more than I full 

percentage point below their midsummer peaks. At the 
end of the year, yields on long-term issues were also close 

to their 1966 lows and roughly 45 basis points below 
their August highs. 

A buoyant atmosphere also emerged in the market for 
Government agency issues in December, when demand 
from commercial banks and others expanded, and prices 

generally advanced. New offerings during the month to- 
taled approximately $750 million and were accorded 
good receptions. In December, the Federal Reserve Bank 
of New York, acting for the first time under authority re- 
cently granted, purchased Government agency issues under 
repurchase agreements with securities dealers. On Decem- 
ber 19, it was announced that the Federal National Mort- 
gage Association would on January 5 sell $1.1 billion of 
participation certificates, of which $600 million would be 
publicly offered—less than had generally been expected by 
the market—and $500 million would be placed directly 
with Treasury trust accounts. The public offerings included 
S150 million of five-year maturities, $150 million of ten- 

year maturities, and $300 million of fifteen-year maturi- 
ties—considerably less than the amount anticipated in this 

maturity area. Market reaction to the announcement was 

quite enthusiastic. When considerable stress developed in 
the capital markets during the summer, offerings of partici- 
pation certificates were temporarily suspended. Thus, the 
January sale of participation certificates represented the 
first since June. 

OTHER SECURITIES MARKETS 

The markets for corporate and tax-exempt bonds 
opened the month anticipating a heavy supply of new 
flotations in December. Market sentiment soon became 
quite confident, however, that the offerings could be 
digested without great difficulty. Subsequently, investors 
bid aggressively for all of the new securities and prices of 
most issues rose steadily during the month. As was the 
case in the Government securities market, the corporate 
and tax-exempt bond sectors drew encouragement from 
the view that monetary policy might be shifting toward 
somewhat less restraint, and that a possible slowdown in 

the rate of economic growth might ease demand pressures 
in the credit markets. In the corporate sector, underwriters 
bid quite aggressively for the new bonds which reached 
the market in December and, even at resulting lower re- 
offering yields, readily placed the new securities with 
investors. In subsequent trading, many of these issues 

quickly moved to premium prices. Demand for tax-exempt 
bonds from commercial banks and other sources also ex- 

panded in December, and investors generally accorded the 
substantial volume of new offerings fairly good receptions. 
However, a more restrained tone prevailed in the tax- 
exempt sector than was evident in the corporate sector 
during the period. 

Over the month as a whole, the average yield on 
Moody's seasoned Aaa-ratcd corporate bonds rose slightly 
by 2 basis points to 5.39 per cent. The Weekly Bond 
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Buyer's series for twenty seasoned tax-exempt issues, car- 
rying ratings ranging from Aaa to Baa, declined by 23 

basis points to 3.77 per cent, considerably below the 4.24 
per cent peak reached in late August (sec 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. 

THE MONEY MARKET AND BANK RESERVES 

A relatively comfortable tone prevailed in the money 
market in December. Federal funds traded mainly in a 5 

to 5½ per cent range, somewhat below the 5½ to 6 per 
cent range which had predominated in November (sec the 
left-hand panel of the chart). From December 21 through 
December 23, dealers in bankers' acceptances reduced 
their rates by of a percentage point, making the rate on 

ninety-day unendorsed acceptances 5 per cent (bid). 
Both the average level of net borrowed reserves of all mem- 

ber banks and average member bank borrowings from the 
Federal Reserve Banks contracted moderately from the 
month before (see Table I). 

A substantial volume of funds flowed through the 

money market in December in connection with quarterly 
corporate dividend and tax payments, year-end switching 
transactions in the securities markets, and commercial 
bank portfolio adjustments in preparation for the publica- 
tion of their December statements. However, this activity 

produced very little pressure in the money market. The 
banking system readily accommodated the credit demands 
of securities dealers, commercial and industrial borrowers, 
and nonbank financial intermediaries which converged 
upon the major money market banks over the December 
9-12 popular dividend payment period and the midmonth 
tax date. During the two-week interval ended December 
21, which included both the dividend and tax payment 
periods, total loans3 and investments at the weekly report- 
ing banks increased by approximately $4 billion, with the 
rise in loans accounting for about two thirds of the gain. 
For the month as a whole, hank credit at all commercial 

banks expanded much more than seasonally, in contrast 
to the relatively weak September-November performance. 

Exclusive of loans to b;ink and after dcd,iclion of vahotion 
rcscrveS. 

Banks in the major money centers accumulated fairly 
large basic reserve deficits during the four December 
statement periods, mainly reflecting an expansion in their 
dealer lending operations (see Table IL). In general, these 
banks managed to fill the bulk of their enlarged reserve 
needs in the Federal funds market, where a fairly good 
supply of reserves was usually available, and satisfied their 
residual reserve needs through moderate borrowing from 
the Federal Reserve Banks. 

An estimated $5½ billion of negotiable time certificates 
of deposit matured at large commercial banks over the four 
statement periods ended December 2. As yields on some 
competing money market instruments—notably Treasury 
bills and bankers' acceptances—declined during the period, 
thc 5½ per cent ceiling rate generally being offered on new 
time certificates became somewhat more attractive to in- 
vestors. Consequently, banks were able to replace a sub- 
stantial amount of the certificates which matured in De- 
cember. Indeed, after declining for eighteen consecutive 

statement weeks, the amount of certificates outstanding at 
the large reporting banks in New York City expanded by 
approximately $100 million in the final statement period 
of the year. Moreover, a fair amount of the new certificates 
sold in December will not mature for three or four months, 
in contrast to the autumn sales pattern when many of the 
new certificates sold by banks were in the shortest maturity 
area. As a result, commercial bankers generally seemed 

much more optimistic about their ability to replace the 

large amount of certificates which will reach maturity in 

January. 

PERSPECTIVE '66 

Every January the Federal Reserve Bank of New 
York publishes Perspective, a brief, informative re- 
view of the economy's performance during the pre- 
ceding year. This nine-page booklet serves as a 
Ia man's guide to the economic highlights of the 
year. A more comprehensive treatment is presented 
in this Bank's Annual Report, available in early 
March. Perspective '66 is available without charge 
from the Publications Section, Federal Reserve Bank 
of New York, 33 Liberty Street, New York, N. Y. 
10045. A Spanish version of Per.pectit•'e is also avail- 
able upon request. 



FEDERAL RESERVE BANK OF NEW YORK 9 

Buyer's series for twenty seasoned tax-exempt issues, car- 
rying ratings ranging from Aaa to Baa, declined by 23 

basis points to 3.77 per cent, considerably below the 4.24 
per cent peak reached in late August (sec 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. 

THE MONEY MARKET AND BANK RESERVES 

A relatively comfortable tone prevailed in the money 
market in December. Federal funds traded mainly in a 5 

to 5½ per cent range, somewhat below the 5½ to 6 per 
cent range which had predominated in November (sec the 
left-hand panel of the chart). From December 21 through 
December 23, dealers in bankers' acceptances reduced 
their rates by of a percentage point, making the rate on 

ninety-day unendorsed acceptances 5 per cent (bid). 
Both the average level of net borrowed reserves of all mem- 

ber banks and average member bank borrowings from the 
Federal Reserve Banks contracted moderately from the 
month before (see Table I). 

A substantial volume of funds flowed through the 

money market in December in connection with quarterly 
corporate dividend and tax payments, year-end switching 
transactions in the securities markets, and commercial 
bank portfolio adjustments in preparation for the publica- 
tion of their December statements. However, this activity 

produced very little pressure in the money market. The 
banking system readily accommodated the credit demands 
of securities dealers, commercial and industrial borrowers, 
and nonbank financial intermediaries which converged 
upon the major money market banks over the December 
9-12 popular dividend payment period and the midmonth 
tax date. During the two-week interval ended December 
21, which included both the dividend and tax payment 
periods, total loans3 and investments at the weekly report- 
ing banks increased by approximately $4 billion, with the 
rise in loans accounting for about two thirds of the gain. 
For the month as a whole, hank credit at all commercial 

banks expanded much more than seasonally, in contrast 
to the relatively weak September-November performance. 

Exclusive of loans to b;ink and after dcd,iclion of vahotion 
rcscrveS. 

Banks in the major money centers accumulated fairly 
large basic reserve deficits during the four December 
statement periods, mainly reflecting an expansion in their 
dealer lending operations (see Table IL). In general, these 
banks managed to fill the bulk of their enlarged reserve 
needs in the Federal funds market, where a fairly good 
supply of reserves was usually available, and satisfied their 
residual reserve needs through moderate borrowing from 
the Federal Reserve Banks. 

An estimated $5½ billion of negotiable time certificates 
of deposit matured at large commercial banks over the four 
statement periods ended December 2. As yields on some 
competing money market instruments—notably Treasury 
bills and bankers' acceptances—declined during the period, 
thc 5½ per cent ceiling rate generally being offered on new 
time certificates became somewhat more attractive to in- 
vestors. Consequently, banks were able to replace a sub- 
stantial amount of the certificates which matured in De- 
cember. Indeed, after declining for eighteen consecutive 

statement weeks, the amount of certificates outstanding at 
the large reporting banks in New York City expanded by 
approximately $100 million in the final statement period 
of the year. Moreover, a fair amount of the new certificates 
sold in December will not mature for three or four months, 
in contrast to the autumn sales pattern when many of the 
new certificates sold by banks were in the shortest maturity 
area. As a result, commercial bankers generally seemed 

much more optimistic about their ability to replace the 

large amount of certificates which will reach maturity in 

January. 

PERSPECTIVE '66 

Every January the Federal Reserve Bank of New 
York publishes Perspective, a brief, informative re- 
view of the economy's performance during the pre- 
ceding year. This nine-page booklet serves as a 
Ia man's guide to the economic highlights of the 
year. A more comprehensive treatment is presented 
in this Bank's Annual Report, available in early 
March. Perspective '66 is available without charge 
from the Publications Section, Federal Reserve Bank 
of New York, 33 Liberty Street, New York, N. Y. 
10045. A Spanish version of Per.pectit•'e is also avail- 
able upon request. 




