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The Money and Bond Markets in March 

The money market turned distinctly more comfortable 
in March, as increased reserve availability and expectations 
of further monetary case generated a widespread decline 
in short-term interest rates. Thc money and capital mar- 
kets, in fact, handled with facility the special demands of 
the corporate dividend and tax payment dates as well as a 
record volume of new long-term issues. 

Federal funds traded mainly in the vicinity of the dis- 
count rate at 4½ to 4¾ per cent during March, compared 
with the 5 to 5¼ per cent range that prevailed over much of 
February. Rates on most Treasury bills declined by 41 to 
56 basis points over the month. Rates on commercial and 
finance company paper, bankers' acceptances, and negoti- 
able certificates of deposit (C/D's) also dropped over the 
month. Moreover, the move to a 5½ per cent bank lending 
rate on prime business loans became general near the end 
of the month. 

Nationwide net reserve availability increased consider- 
ably during March, as System open market operations en- 
abled member banks to reduce their borrowings at the 
"discount window" and at the same time to expand loans 
and investments. Even so, the money market tone did not 
always correspond to the higher levels of net reserve avail- 
ability. in the post-tax-date week, "country" banks did not 
fully employ in the Federal funds market the reserves ac- 
cruing to thcm from rcscrve shifts and from the second- 
stage cut in reserve requirements against savings deposits 
and certain time deposits. Consequently, bidding by the 
major money center banks kept the Federal funds rate 
above the discount rate for a time, and borrowings from the 
Reserve Banks rose in that week. Even this suggestion of 
firmness, however, had faded by the end of the month. 

The long-term capital markets absorbed about $2.8 bil- 
lion of new corporate and municipal public offerings in 
March without particular difficulty, contrary to earlier mis- 
givings. A series of developments, beginning with the re- 
serve requirement reduction announced on the final day 
of February, strengthened expectations that credit condi- 
(ions would continue to ease. The broad decline in domestic 
interest rates and in the bank rates of several European 
countries contributed to expectations of a reduction in the 
Federal Reserve discount rate in the near future. Treasury 

note and bond prices recovered sharply in the course of 
the month. At the close, underwriters approached a heavy 
calendar of current and prospective issues with confidence, 
in marked contrast to the caution that had developed for a 
time in February. 

BANK RESERVES AND THE MONEY MARKET 

Money market conditions became more comfortable 
during March, as System open market operations provided 
reserves in abundance to thc banking system. Member 
bank free reserves averaged $166 million during March 
(see Table I), up from a $37 million average for the pre- 
ceding month. Most trading in Federal funds was at 4½ 
to 4¾ per cent, as noted, and average member bank bor- 
rowings from the Reserve Banks dropped sharply to $196 
million in March from $366 million in Fcbruarv. 

In the comfortable money market atmosphere, the major 
banks experienced no difficulty in replacing their large 
March maturities of C/D's. Indeed, offering rates posted 
by the major New York City banks fell back to a range 
of 4% to 4/s per cent on three- to six-month maturities 
from 5 to 51/8 per cent at the beginning of the month. Rates 
available from other major banks tended to decline some- 
what more slowly. Over the four wccks cndcd on March 22, 
C/D's outstanding rose $212 million at the major New 
York City banks and $560 million at all weekly reporting 
banks. The gain at all weekly reporting banks was $695 
million in the preceding four weeks. 

Other short-term interest rates also declined significantly 
during the month. Rates Ofl three- and six-month Treasury 
bills fell by 53 and 48 basis points, respectively, to 4.01 

per cent and 4.06 per cent by the month's end. Offering 
rates on directly placed finance company paper maturing 
in ninety days declined ¼ of a percentage point to 43 
per cent, and the rate on four- to six-month commercial 
paper dropped by ¾ of a percentage point to 5 per 
cent. In five separate steps over the month, dealers in 
bankers' acceptances reduced rates by a total of ¾ of a 
percentage point to 4½ per cent bid on maturities of 
three months or less and a range of 4½ to 4% per cent 
bid on longer maturities. 
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Thbls I 
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3IEMBER BANK RESERVES, MARCH 1967 
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In the midst of this general decline in money market rates, 
a major New York City bank announced cm Wednesday, 
March 22, that it was lowering its lending rate on prime 
business loans from 5¾ per cent to 5½ per cent—a rate 
posted by another major bank since late January. Over 
the next few days, the rate reduction spread to most other 
banks in the country. 

Several factors affecting reserve positions during the 
month werc of particular interest. Required reserves rather 
consistently averaged higher than expected as deposit 
growth picked up in the comfortable money market 
environment. That perennially volatile element—float—-. 
also caused some problems, in large part because of the new 

patterns introduced when all Reserve Banks (effective after 
February 17) discontinued counting Saturday as a business 
day in crediting cash items in the process of collection.' As 
a result of this modification, the average Monday level of 
float in March declined by $1.4 billion from that in the same 
month a year ago (see Chart I). 

An incomplete adjustment to this new float pattern may 
have been partly responsible for a relatively low level of 
excess reserve balances at country banks early in March. 
It had been expected that excess reserves might tend to 
pile up in country banks in the March 8 statement week, 
during which the first step in the earlier announced reduc- 
tion in required reserves was put into effect.' In fact, dur- 
ing that week country bank excess reserves averaged only 
$342 million, a rather low amount for the first week in 
their settlement period. Subsequently, in the statement 
week ended on March 22, when the second and final step 
in the reduction in required reserves occurred, country 
bank excess reserves rose to an average of $485 million. 
However, a sizable shift in reserves away from the major 
money markct banks may havc contributed to this buildup. 

Pressures on the banking system were at their 
peak for March around midmonth. On top of the usual 

'Formerly, some Rcscrvc Banks had considered Saturday a busi- 
ness day for the purpose of determining when checks presented to 
them for collection wcrc eligible for crediting to member bank 
reserve accounts. Thus, a portion of checks that previously would 
have been credited to member bank reserve accounts on Monday 
now are not credited until Tuesday. In addition, for some portion 
of the checks, payments arc received by the Reserve Banks from 
the drawee member banks on Monday, and reserve credit is made 
to the payee banks on Tuesday. 

'Reserve requirements were reduced from 4 per cent to 3 per 
cent on all member banks' savings deposits and Christmas and vaca- 
tion club accounts and on the first $5 million of time deposits at 
each member bank. The reduction was in two stages, with half 
made effective in (he statement week beginning March 2 and the 
remainder made effective two weeks later. Required reserves de- 
clined by an estimated $850 million as a result of the reduction. 

dividend- and tax-related loan demands, there were special 
pressures associated with the March 13 payment for 
the $2.7 billion of June tax anticipation bills (hat had 
been auctioned on March 7. Over the week ended on 
March 15, loans at wcckly reporting banks (other than 
interbank loans) rose $3.5 billion, and holdings of United 
States Government securities rose $2.0 billion, wholly rc- 
fleeting an increase in Treasury bills. The major New York 
City banks came under particular pressure, and their basic 
reserve deficit averaged $1.2 billion in the two weeks 
surrounding the tax date. The financing needs of Govern- 
ment securities dealers were an important source of pres- 
sure, and the New York City banks maintained dealer loan 
rates in a 5 to 5½ per cent range during most of the 
month. Dealer financing was also heavy at out-of-town 
banks after midmonth. 

THE GOVERNMENT SECURITIES MARKET 

The tone in the market for Treasury notes and bonds 
turned distinctly buoyant in March, in the wake of the 
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announcement on the final day of February of the reduc- 
tion in reserve requirements against member bank sav- 
ings deposits and certain time deposits. Market optimism 
was sustained throughout the month by a succession of 
developmcnts which were interpreted as enhancing the 
prospects for continued easing in credit conditions. Re- 
ports of further weakness in some economic indicators 
served to bolster this feeling. 

The President's call for a restoration of the 7 per cent 
investment tax credit to become effective retroactively on 
March 9 prompted some initial caution, but on balance 
the measure appeared to have a positive impact on market 
psychology. Market participants generally came around to 
the view that the proposal signaled official recognition of 
additional softening in the economy, and interpreted the 
generally comfortable money market atmosphere as indi- 
cating that the Federal Reserve was actively seeking to 
combat any tendencies toward recession. Indeed, the steep 
decline in short-term intcrcst rates led many to conclude 
that a reduction in the Federal Reserve discount rate was 
a near-term possibility. Expectations of such a move were 
heightened by percentage point reductions in the Dutch 
and British bank rates on March 14 and March 16, re- 
spectively, and later in the period by the widely publi- 
cized cut from 5¾ per cent to 5½ per cent in the prime 
lending rate. 

The rise in prices of Treasury coupon obligations was 

interruptcd on several occasions during the month, but the 
succession of developments mentioned above served to re- 
kindle professional expectations of lower interest rates 
ahead. Government securities dealers and large trading 
banks were particularly active during the month as the 
reservations they had felt in February faded into the 
background. At the same time, there was also outright 
investment demand by commercial banks seeking to ex- 
pand their depicted holdings of Treasury coupon issues. 

However, some institutional selling of intermediate- and 
longer term Treasury issues developed against purchases 
of corporate bonds and the participation certificates of the 
Federal National Mortgage Association offered late in the 
month. Over the month as a whole, prices of Treasury 
notes and bonds rose by 1%., to 1 2%2 points, with the 
gains most pronounced in the intermediate maturity sector. 
The price gains on longer term obligations were somewhat 
smaller because of the supply coming into that sector of 
the market from investors. 

Rates moved sharply lower in the market for Treasury 
bills during March. Good corporate and commercial bank 
demand, particularly for tax anticipation bills, was aug- 
mented by state and municipal purchases and System 
buying. Comfortable money market conditions and a 

growing feeling that the discount rate might be reduced 
in the near future contributed to market strength. Banks 
held on to a considerable proportion of the $2.7 billion 
June tax anticipation bills which they purchased in the 
March auction at an average issuing rate of 4.295 per 
cent. There was also bank buying of other bills in ad- 
vance of the cnd-of-quarter statement publishing date, as 
well as a sizable accumulation of bills by Chicago banks 
prior to the April 1 Cook County tax date. Bill demand 
continued remarkably good around the March 15 tax date, 
slackened for a time later, and closed strong. 

Acting on their expectations of lower rates ahead, 
dealers in March sought to maintain their Treasury bill 
positions in the face of demand. Bidding was aggressive 
in both the regular weekly auctions on March 13 and on 
March 20, and rates fell sharply. Some congestion de- 
veloped temporarily after the latter auction as dealers, 
who were having to pay around 5 per cent for financing 
a sizable part of their positions, began to feel that the 
rate decline had perhaps gone too far. Rates accordingly 
backed up somewhat, but bidding was again strong in the 
auction of nine-month and one-year bills on March 28. 
The average issuing rates on these two issues were set 
at 4.078 per cent and 4.074 per cent, respectively, down 
64 and 62 basis points from the average issuing rates of 
a month earlier. Good demand reappeared in the last few 
days of March, and rates on Treasury bills of under-one- 
year maturity closed at their lows for the month. (For infor- 
mation on average issuing rates, see Table IlL on page 68.) 

In the market for Government agency obligations, prices 
moved higher over the month as investors took heart from 
the optimistic climate in other sectors of the capital mar- 
kets. Over the month as a whole, new public offerings by 
agencies totaled approximately Si .4 billion. Attention 
centered on the Federal National Mortgage Association's 
offering of $900 million of participation certificates on 
Wednesday, March 22. The offering consisted of $450 
million of two-year notes at 4¾ per cent, $250 million of 
a five-year issue at 5 per cent, and $200 million of a twenty- 
year issue at 5.10 per cent, all priced at par. Treasury 
trust accounts were allotted $50 million of each issue. The 
public awards of each issue were well received. Other new 
agency offerings during the month were also accorded 
good receptions at declining rates. 

OTHER SECURITIES MARKETS 

The corporate and tax-exempt bond markets absorbed 
a record volume of new issues during March, and the bulk 
of these were placed with investors. Along with the other 
capital market sectors, participants in these markets were 
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buoyed by the weakness in some economic indicators and 
the possibility of a further easing of credit conditions. Un- 
derwriters were undaunted by selective initial investor 
interest in new offerings during the month, allowing inven- 
tories to rise in the favorable market climate. Distribution 
of slower moving issues was aided near the end of the 
month when the 5½ per cent prime rate became general 
throughout the country. 

In the corporate sector, a record $1.6 billion of publicly 
offered new issues was offered at yields that tended to 
edge lower over the month. A $150 million offering of 
(Aaa-rated) industrial debentures, which were awarded on 
March 7, met with an enthusiastic reception at a reoffer- 
ing yield of 5.32 per cent. (By way of comparison, a simi- 

larly rated large oil company bond issue, also with ten-year 

call protection, was offered at 6 per cent at the peak in 
interest rates in the late summer of 1966.) Other high- 
grade industrial issues with ten-year special call protection, 
on which terms were negotiated with the underwriters, also 
met with strong investor response and were distributed 
quickly. The large volume of utility issues sold at com- 
petitive bidding during the month moved somewhat more 
slowly, however, though distribution accelerated when the 
British bank rate was lowered and again when the prime 
lending rate was cut. For example, an $80 million offering 
of 5½ per cent (Aa-rated) mortgage bonds, awarded on 
March 14, encountered investor resistance initially at a 
reoffering yield of 5.45 per cent (compared with a reoffer- 
ing yield of 5.75 per cent on a similar flotation by thc same 
utility in early November 1966). Subsequently, however, 
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the issue sold out and was trading to yield 5.41 per cent 
at the month's end. 

New offerings of municipal issues during March totaled 
$1.2 billion. Bank demand for tax-excmpt securities 
was stimulated somewhat by the reduction in reserve 

requirements against savings deposits, but banks tended 
to avoid the longer maturities. Underwriters, apparently 
expecting a continuation of active demand, bid aggressively 
for the new issues. As the month progressed, investor re- 
sistance developed to the lower yield levels, and longer ma- 
turities in particular began to build up on dealers' shelves. 
The Blue List of advertised offerings of tax-exempt issues 
rose from $568 million on March 1 to $783 million on 

March 31. However, prices tended to hold steady in the 
expectation that a cut in the Federal Reserve discount rate 
might soon take place. 

Over the month of March as a whole, the average yield 
on Moody's seasoned Aaa-rated corporate bonds was al- 
most unchanged at 5.12 per cent. The Weekly Bond Buyer's 
series for twenty seasoned tax-exempt issues, carrying rates 
ranging from Aaa to Baa, fell by 12 basis points to 3.54 
per cent (see the right-hand panel of Chart II). These 
indexes are, however, based on only a limited number of 
seasoned issues and do not necessarily reflect market move- 
ments fully, particularly in the case of new and recent 
issues. 

Farm Credit at Second District Commercial Banks 

The Federal Reserve System since 1946 has conducted, 
at ten-year intervals, a nationwide survey of commercial 
bank farm lending for the purpose of gathering information 
on the types and tenns of farm credit and the character- 
istics of borrowers and lending banks.1 Such data have be- 
come important as a means of keeping abreast of the 

developments in the farm loan market that have accom- 

panied the many changes in the character of the agri- 
cultural economy during the postwar years. The latest 
survey in the series was conducted as of mid-1966, and this 
article summarizes the results for the Second Federal 
Reserve District.2 

Robert B. Plati, Economist, Statistics Department, had primary 
responsibility for the preparation of this article. 

I The 1966 Agricultural Loan Survey provided for a randomly 
selected sample, which covered about 12 per cent of the commer- 
cial banks in the country and about 11 per cent of total farm loan 
volume. The sample results were expanded to provide estimates of 
total bank farm dcbt and related measures. Nationwide results of 
this survey will be published in the Federal Resen'e Bulletin by the 
Board of Governors of the Federal Reserve System. 

The Second Federal Reserve District comprises New York State, 
the twelve northern counties of New Jersey, and Fairfield County 
in Connecticut. 

DEVELOPMENTS IN THE FARM ECONOMY 
AND IN FARM CREDIT 

The demand for funds by the nation's farm economy has 
been steadily increasing in the postwar years. Total outstand- 
ing farm debt, for example, has grown by more than five 
times since the end of World War 11, reaching a level of over 
$40 billion at the beginning of 1966. This development has 
partly reflected the growing use of capital in farm production 
which, in turn, has often required recourse to outside sources 
of funds. The increased use of capital shows up clearly in 
the indexes of farm inputs. These indicate that from 1945 to 
1964 the amount of labor used in farm production actually 
declined by 55 per cent, while the use of fertilizers and me- 
chanical power and machinery rose by an impressive 244 
per cent and 87 per cent, respectively. 

The increasing capital investment in farms has also en- 
couraged growth in the scale of operations in order to spread 
fixed costs over a larger volume of output. Thus, while total 
farm acreage in the country has changed little since 1935, 
the number of farms has declined from a peak of 6.8 million 
in that year to about 4.4 million in 1956 and to an estimated 
3.5 million in 1966. 

These developments in the national farm economy have 
been paralleled by trends in the Second Federal Reserve 
District. The number of farms in the District have been de- 




