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The Money and Bond Markets in July

A steadier tone developed in the Government securities
market in July in the wake of the sharp upward adjust-
ments in yields that had occurred in June. This improve-
ment primarily reflected the favorablc market reaction to
more intensive discussion of an early tax rise which would
moderate future Treasury debt financing needs. A cau-
tious atmosphere briefly reappeared in thc coupon mar-
ket after midmonth, as participants awaited the terms
of the Treasury’s August refunding, news of the Adminis-
tration’s revised budget figures for fiscal 1968, and clarifi-
cation of pending tax action. Late in the month, demand
for coupon issues expanded again, and the Treasury's an-
nouncement of the details of its August refunding was well
received by the market (see page 143).

In the Treasury bill market, the considcrably higher
levels to which rates had risen in late June and early July
eventually stimulated renewed investor and professional
demand, and a steadier tone emerged during the first
two thirds of the month. Rates then moved higher for a
few days when demand contracted, but a stronger tone re-
appeared in the market in latc July and rates again declined.

Higher available yield levels revived investor demand
for corporate and tax-exempt bonds during the first half
of July, dcaler inventories were steadily reduced, and the
technical position of both sectors improved considerably.
In this atmosphere, traders became more confident of the
ability of these markets to absorb the heavy demands for
capital which were expected to persist. From about mid-
month onward, the tone of the corporate sector deteri-
orated somewhat, reflecting renewed market uncertainty
over the future course of fiscal policy and the buildup in
the calendar of scheduled corporate flotations. The tax-
exempt sector continued to improve, however.

A comfortable tone predominated in the money market
in July. Weekly average free reserves ranged from a low
of $109 million to a high of $592 million in July (see
Table 1), but the cflective rate on Federal funds generally
fluctuated in a narrow 33 to 4 per cent range. During the
month, money market banks selectively raised their offer-
ing rates on new time certificates of deposit (C/D’s) in an
cffort to replace their portion of the more than $4.4 billion
maturing in July.

THE GOVERNMENT SECURITIES MARKET

In the market for Treasury bills, rates continucd to rise
sharply at the beginning of July (see the left-hand panel
of the chart on page 145). During this period, the bill
market cautiously asscssed the Treasury’s plans (outlined
in late June) for raising $6.2 billion of new cash through
the sale of bills beginning in July.! In this atmosphere,
dealers pressed bill offerings on the market in their eager-
ness to lighten their inventories, and showed little in-
terest in absorbing customer offerings. By midday on
July 5, threc-month bills werc being bid at 4.36 per
cent, more than 1 percentage point above the 3.33 per
cent low rate for the year recorded on Jume 23, At
the rising rate levels, however, demand for bills ex-
panded somewhat. In the July 5 auction of $4 billion
of March and April tax anticipation bills, commercial
banks were the principal bidders, attracted not only by
the prevailing rate lcvels but also by the fact that they
were permitted to make full payment for the tax bills
in the form of credits to Treasury Tax and Loan Ac-
counts. (Market sources estimated this privilege to be
worth between 25 and 30 basis points to the banks.)
Average issuing rates for the March 22 and April 22 tax
bills were sct at 4.861 per cent and 4.899 per cent, re-
spectively.

From July 6 through July 19, investor interest in out-
standing bill issues revived markedly. As customer de-
mand began to weigh upon the thin market supply of
most issues, dealers sought to replenish their inventories.
At the regular weekly auction on July 10—the first
auction to include an extra $100 million of three-month
bills in line with the Treasury’s new bill financing pro-
gram—bidding was fairly strong and average issuing rates
of 4.285 per cent for the new three-month bill and 4.688
per cent for the six-month issue (see Table III) wcre
about unchanged and 3 basis points lower, respectively,
than the auction rates established a week earlicr. Sub-

1 For details, sce this Review, July 1967, pages 130-31.
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sequently, the broadly based demand persisted, while in-
vestor selling was limited, a sitvation which partly
reflected the more comfortable tone that had gradually
devcloped in the money market. In view of the continued
uncertainty over the future course of interest ratcs, how-
ever, demand gencrally favored 1967 bill maturities. Against
this background, rates on most outstanding bills in this
maturity area fell, although declines offset only part of
the pronounced upward rate movement that had occurred
in late June and early July, and rates on longer bills fluc-
tuated irregularly.

The atmosphere of the Treasury bill market briefly de-
teriorated from July 20 through July 24, when investor
demand contracted and dealers again pressed their offer-
ings. As higher bill rate levels emerged, demand broadencd
oncc more, In the regular monthly auction of nine-month
and one-year bills on July 25, bidding was quite aggressive
and average issuing rates were set at 5.164 per cent for
the new nine-month bill and 5.150 per cent for the new
one-year bill—in each case considerably below carlier mar-
ket forecasts. The market tone strengthened in the wake
of the aggressive bidding at this auction, and over the re-
mainder of the month rates on outstanding bills declined
in responsc to good professional and investor demand.

At the final weekly auction of the month on July 31,
averagc issuing rates were set at 4.182 per cent for the new
three-month bill and 4.638 per cent for the new six-month
bill, about 72 and 69 basis points higher, respectively, than
average rates at the weekly auction on June 26. At the close
of business on July 31, the latcst outstanding threc-month
bill was quoted at 4.12 per cent (bid), 12 basis points
higher than the rate quoted at the end of June, while the
newest outstanding six-month bill was bid on July 31 at
4.60 per cent, 19 basis points above its June 30 level.

As the month opened, sentiment in the coupon sector
of the Government securities market remained generally
apprchensive in rcaction to the sharply rising trend in
yiclds that had heset the capital markets and the Treasury
bill market in June. After the July 4 Indcpendence Day
holiday, however, demand for coupon issucs began to
cxpand at the morce attractive current yield levels, as the
market derived encouragement from sevcral factors. Wide-
spread discussion of the likclihood that the Administration
would seek an early tax increase, and speculation that any
further buildup of troops in Victnam might be smaller
than had becn expected, led many in the coupon scctor to
feel that market pressures might ease. In addition, im-
provements in the tone of the corporate and tax-exempt
bond markets during the first half of the month also
bolstered the Treasury sccuritics markct. Nevertheless,
despite the appearance of a somewhat more optimistic

atmosphere in the coupon sector, market observers re-
mained basically cautious in their appraisal of the interest
ratc outlook. Against this background, prices of Treasury
notes and bonds fluctuated widely through midmonth, mov-
ing generally higher on balance. (See the right-hand panel
of the chart showing the associated decline in yields.)
With some issues in rather scarce supply, a small volume
of trading or the appcarance of additional factors affect-
ing market psychology tended to have an exaggerated
effect on prices. During this period, the largest price gains
were recorded in the long-term maturity area,

Aftcr midmonth, traders began to shift their attention
to the Treasury’s approaching August refunding an-
nouncement. In addition, President Johnson's reference at
his July 18 press conference to a possible 6 per cent sur-
charge on income taxes was cautiously appraised in the
market for Treasury coupon issues where many traders
hoped for a larger tax rise. Investor offerings of notes and
bonds expanded and, in the absence of significant demand,
prices of intermediate- and long-term issues moved sharply
lower from July 18 through July 24. As prices reached lower
levels, a better demand developed, including dealer short
covering. Prices of intermcdiate-term issues rebounded
strongly, but prices continued to move downward in the
longer term sector where some investor switching out of
Governments into new, high-yielding corporate issues
took place.

After the close of business on July 26, the Treasury
announced the details of its August refunding. It offcered
$9.6 billion of new fifteen-month 5% per cent notes
(priced to yield 5.30 per cent), the procceds of which
will be used to redeem in cash three outstanding Trea-
sury issues maturing on August 15, Subscription books
wcre opcn on July 31, with payments—in the form of cash
or in any of the maturing securities—duc on August 15.
The Treasury also announced that it will raisc $2 billion to
8214 billion of new cash through an offering late in Au-
gust, possibly in the form of somewhat longer term notes
than those used in the rcfunding. Market reaction to the
rcfunding announcement was quite favorable. In the clos-
ing days of the month, prices of outstanding intermediate-
and long-term coupon issues generally moved higher in
response to good demand.

In the market for Government agency obligations,
prices of outstanding issucs drifted lower in light trading
at the beginning of July. Subsequently, investment demand
expanded, and prices of many issues rebounded and then
fluctuated irregularly. Over the month as a whole, public
offerings by agencies totaled approximately $1.6 billion.
Most of these offerings were accorded favorable inves-
tor rcceptions.
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Table 1
FACTORS TENDING TO INCREASE OR DECREASE
MEMBER BANK RESERVES, JULY 1967
In miltions of dollars; (4) denotes increase,
(=) decrease in €xocss reserves
Changes in daily averages—
week ended on Net
Factors thanpes
July July July July
-] 12 19 26
“*Market"” factors
Member bank required reserves®......... — 800 4 | —237 [ 4125 ~397
Operating transactiona (wadtotal) ...o-a - T41| 4 07| 4606} — 153 | —191
Foderal Reservo flost ..oveor-e veeeennd — 117} 4473 4143 — 230 | 4 200
Troasury OPeratiomal ...ceeeeeesnierer — 208] 4+ 2| 4 47| —162] - 331
Gold and foreign socount .. — 20| 4 14| 4 B14 12} 4+ 1
Currency outside banks® ...... vevreees — 488 — 807 4321 | 4307} - 367
Other Frdera) Raservo sccounts (oet)s..[ 4 153 — 88| 4 90| 4 28| 4 184
Total “‘market’ (0CROT8 ..caveerrecer —1047| 4+ 118 36| — 28| —~OHB
Direct Fedsral Restrve credit
tramactions
Open markel insiruments
Outright holdings:
QGovecument pecuriies ... ves J4 831] 404§ —e20] L3 ] 4701
Bankcrn® BOCEDLANCCE ciencassovns 4+ 124+ 3| — 9| — 0] —~ 1
Bepurchase ogroaments:
Gorvernment DecUFIUEs ueeeieicoanes + 884 1| — [} - — 18
BanKers® SOCDLADON -veevievecasers] = 8| 4o 21| — €8 - — a8
Pederal agenes obligations ......... 4+ B4 3|— 6 — -
Momber bank borrowlngs -..cc.eceevenes 4+ 318 —24| - 18| 4 B3| — &
Other Joans, dlacounts, and adianoes..... — 11} — 8|l 8| — 8| ~— 24
4+1.018) 4 81| —785 | 2490 o1
+ 81} 4199 —q26| 2| 4 26
Daily average levels
Member bank:
Total reperveg, including vault cash® .....) 23854 | 24,003 23,882 | 23,970 | 23.9804
Requlred reerrsen® .....co..on ienesan v 23422 | 23401 ] 23,035 | 23,518 | 22.4048
FXCesE FESOPICS® .o ecaerranneeneatey (151 681 245 487 4504
Borrowlngs ........:. a2 [} 3} 84 1324
Freo reserves® .. g 109 4] 91 403 340
Nonborrowod reserves® 83,581 | 23,903 | 93,832 | 23,018 | 2B,818%
Changes in Wednesday levels
Syitem Accoant holdings of Governmant l
securities maturing In:
Less tRED One YBAE «vcerrranneaaenanens| 834 | — 334 | — 831 4540 | + 614
Mare than ope Fear ...... seeerares| + 03 -— —_ — 4 82
TOWAL +oveverererarncsensens vervannd +9lel_ml_ml+m 4678

Note: Decause of rounding, Agurcs do not noocsisrlly add to totals.

© These figurea are vatimated.

t Incluten changes in Tressury currency and cash.
$ Includes Rasats denominsted in forelgn currenctes.

§ Avcrage of faur weeks ended oa July 28-

Table I
RESERVE POSITIONS OF MAJOR RESERVE CITY BANKS
JULY 1967
1n millions of dollars
l Daily averages—week ended an | Avernges
of four
b Fll:Wl :ﬂm! weels
asic reserve positions endod on
July July July July )
5 ’l 2 | 19 | 28 [
Eight banks in New York City
Reserve excess or deficlency(—)t....... 117 63 19 8 32
Less borrow from Reserve Banks. 173| — -— -— 43
Lesa net interbank Federal funds
purchases or sales(—) ... 45 986 857 4R0 654
Gross purchases .. 1,268] 1,719 1.534| 1395 1479
Gross sales 8I6 733 677 915 785
Equals net baslc reserve surp
oF deficit(—=) e | —508] — 923| — B3B] — 472 — €83
Net loans to Government
securities deal 132 $23} 694 7001: 662
Thirty-eight banks outside New York City
Reserve cxcess or deficlency(—)t.....| 46| 38 3 9| 2
borrow from Reserve Banks.. 8] 2| - 8 23
Less net interbank Federal funds
purchases or salcs(—) . |17, 1,283 1.199 67 999
Gross purchases .. 17301 2.128| 2,003' 1736| 1922
Gross sales . 913 843 894 1,039 923
Equals net basic |
or deficit(~) .. — 852 —1,2471—1,161 — 695} — 989
Nect loans to Go |
sccuritics dealers ... 224 292 391‘ 404 328

Note: Because of rounding, figures do not ncoessarily add to totals,

* Estimated reserve figurea have not been adjusted for so-called *'as of debits
and credits, These items are token into account in final data

t Rescrves held after all adjustments applicable to the reporting period less

required reserves and carry-over reserve deficiencles.
Table II
AVERAGE ISSUING RATES®
AT REGULAR TREASURY BILL AUCTIONS
In per cent
Weekly auttion dates—July 1967
Maturities
July July Jol Juty July
3 10 17 | 2 31
Three-month........._..... 4.280 4.285 4.248 4423 4.182
L3071, T Y—— I 5 [ 1 4.688 4.748 5.044 4.638
Monthly auction dates—May-July 1967
May June July
24 27 25
Nine-month........coeereanr o0 31944 4,723 5.164
ODE-FEAL ..o rrort s erenen] 3.933 4.732 5150

® Intcrest rates on bills are quoted in terms of a SM(&?
counts from par as the retum on the face amount o
maturity. Bond yicld equivalents, related to the amount actually invested,

would be slightly higher.

¢, with the dis-
bills payable at
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OTHER SECURITIES MARKETS

A better atmosphere developed in the markets for cor-
porate and tax-exempt bonds in the first half of July, as
investor demand respondecd to the relatively high yield levels
which had been reached in late June. The corporate sector
was favorably affected by some short covering in selected
issucs and by indications of renewed investment interest on
the part of savings banks. Although an undertone of caution
generated by the continuing heavy current calendar of
flotations could be detected throughout this period, deal-
ers’ inventories of corporatc bonds were kept to
manageable proportions and observers expressed some
confidence in the market’s ability to accommodate large
upcoming credit demands. Against this background, un-

derwriters bid fairly aggressively for new corporate flota-
tions and rcoffcring yields receded somewhat from their
June highpoints (sce the right-hand panel of the chart).
A heavier atmosphere emerged in the corporate sector in
the second half of July when participants cautiously
awaited more information concerning futurc fiscal policy
and also refleccted upon the large calendar of scheduled
corporate bond offerings. In reaction, prices of corporate
issues began to declinc once more. As yields on new cor-
porate bonds moved higher, demand expanded and some
switching out of long-term Government securities into ncw
corporate issucs took place.

In the tax-exempt sector during the first half of July,
widespread price cutting persisted and somewhat higher
yields seemed neccssary on new offerings in order to at-

SELECTED INTEREST RATES*
Pescamt MONEY MARKET RATES May-duly 1967 BOND MARKET YIELDS Par cant
7.00 '-oldl on new publl utility bonds 700
Reofloring yield —= Morket yinld
650 . 4 L A e —16.50
Ag o o
6.00|— - - c.'._—_u-"j". . ° .._I_,,,___Lua_oo
" ) 14 a . ‘.. ! ’
-r i a va" . *—e — . ;f
f— 4
|
3.50[~ 6.month Treowry bils h B | 339
I -
. PN 2y gy
" P -, - -
mpon, an_o?” | TUP 4 Sl
500 — 90-dey finance ca Y paper s = | Ace rated seatanad corporote bonds f"’ b I — 500
[
ponzowtie X
- - - -
Call locas a’ » '
4,50 ['lT\"' I'u"'l’ hi LH - -l l Long term Govarnment securities 4%
I[ "-IT'I [ I l 3.5 ysar Govemment securities i
sl AL ,...Jl v 3 | I N P
® -..,..-. . } YT IRYYS '-'k,. I e -
~-‘ - -.1...; - . Lo 20.year tas.exempt bonds
330 — \ | | - —3.50
Federal funds
300~ 3-month Treatury bills | 117 —j3.00
2.}00
1
2solul e bbbl bl b bbb e D ed - B fonewoben hoddddoe e b le oo Ll Lol 2.50
3 10 Vo224 0N 7 4 n 28 35 12 1 2 3 10 17 24 N 7 4 2 28 3 12 19 2
May June Juby Moy June July

Note: Data ore shown {or business doys only,
* MONEY MARKET RATES QUOTLD: Daily tange of rotes posted by mojor New York City banks pointiromunderwriting syndicate recifering yield on o givon issue lc morhetyield eathe

an new tall laans lin Federo! fundy secured by Unised Stotes Gavernmant securifies (o point same issve immadiately ofter it has been relucsed from syndicate restrictions|; daily

indicotos tha abrance e any range). oHering rates bor dicecity ploced linancs company popes, averoges of prelds on (2o te1m Govenmans sezuritiss (se=dy due o0 colloble inten years

the slfartive rate on federol fuads fthe rate most reprasentctive of the transactions esecuted): or moreo) and ol Geve:nmant secyriies due in thioe 1o f128 yours, computed o the baais of

clasing kid ruetes {quoted in termy of rote of di 1| on nemer! g three. gnd sin.moath closing bid prices; Thu-sdoy cverages of yields on twenty 30010aed Iwenty. yaor tax. esempt

Ieeasery bills. baeds airying Moady s ratings e Aoo, A, A, nnd 8oa,

BOND MARKET YitlLD$ QUOTED: Yields an new Aao. and An.rpted public wtility bonds ore ploited  Sowtces: Fadaral Rererve Bank of New York, Board of Govainors of the Fedurol Reserve System,
atound alina shewing daily overaga vields on d Aca-1ated corparate bondy |orrows Moody’s Invesiors Service, and The Weelly Bond Byyer,
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tract good invcstor interest. However, at rising yield levels
considerable demand was forthcoming from institutional
investors (notably insurancc companies), and dealers
steadily reduced their unsold balances of recent offerings.
In part, the better demand reflected the growing conviction
that somc tax incrcasc is inevitable and that tax-exempt
securities will thus become more attractive investments. In
the second half of July, the market was also buoyed by
the moderate near-term calendar of scheduled tax-exempt
financings and prices generally steadied.

Over the month as a whole, the average yield on
Moody’s Aaa-rated seasoned corporate bonds rosc by 4
basis points to 5.60 per cent. The Weekly Bond Buyer's
average yicld series for twenty seasoncd tax-exempt issues,
carrying ratings ranging from Aaa to Baa, fell by 8 basis
points to 3.98 per ccnt (see the right-hand panel of the
chart). These indcxes are, however, based on only a lim-
ited number of seasoned issucs and do not necessarily re-
flect market movements fully, particularly in the casc of
new and recent issues,

BANK RESERVES AND THE MONEY MARKET

The money market remained basically comfortable in
July. Early in the month, thc market was significantly
affected by reserve adjustments rclated to the Junc 30
bank-statcment publishing date and the July 4 holiday.
Banks managcd their rescrve positions very cautiously
prior to both these dates. They bid aggressively for Fed-
eral funds at rates as high as 48 per cent and 4'4 per
cent, and then borrowed hecavily at the Fedecral Reserve
“discount window” to cover their residual reserve nceds.
As a result of these Federal funds purchases and heavy
borrowings from the Federal Reserve, the major money
market banks managed to accumulatc substantial cxcess
reserves. After the July 4 holiday, these heavy accumu-
lations of excess reserves spilled into the money market,
Federal funds were bid at rates as low as %2 per cent
on July S, and member bank borrowings contractcd
sharply. Despitc the substantial volume of reserves sup-
plied by System Account operations over the July 5 state-
ment period, nationwide free rescrves dipped to an un-
expectedly low average of $109 million while member bank
borrowings from the Reserve Banks averaged $353 million
(see Table I), the highest weekly level since February.

In the statement weeks cnded on July 12 and July 19,
a fairly comfortable tonc prevailed in the money market,
although the underlying conditions were quite different in
each week. Reserve distribution sharply favored “‘coun-
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try” banks during the July 12 period. Thus, while nation-
wide average free rescrves expanded to almost $600 mil-
lion, primarily reflccting increases in float and in System
Account holdings of Govermment securities, the basic
reserve deficit of banks in the lcading money centers in-
creased (see Table I1). However, their rcserve needs
were readily filled in the Federal funds market to which
some of the abundant reserves lodged in country banks
gravitated. Against this background, most Fcderal funds
trading took place in a 3% to 4 per cent range and mem-
ber bank borrowings from the Federal Reserve Banks
contracted sharply.

During the July 19 statement period, nationwide aver-
age free rescrves contracted, but available reserves were
more evenly distributed within the banking system and an
casier tonc cmerged in the money market. As a result, the
basic reserve deficits of banks in the leading money centers
dcclined somewhat, member bank borrowings from the
Federal Reserve Banks contracted further, and the effec-
tive rate on Federal funds steadily declined from 4 per
cent at the beginning of the period to 2 per cent at the
close. The money market remained comfortable during
the remainder of the month. The reserve positions of the
major money market banks improved further, while na-
tionwide rescrvc availability increased and Federal funds
continucd to tradc largely in a 334 to 4 per cent range.

The money market banks gencrally continued to boost
their offering rates on negotiable C/D’s during July in
order to attract additional deposits and replace the sub-
stantial amount maturing during the month. Individual
banks frequently posted higher rates for sclective maturi-
ties, placed new certificates, and then lowered their rates.
Toward the end of the month, the most frequently quoted
ratcs on new C/D's ranged from 4.50 per cent for the
shortest available maturities to 5.25 per cent for longer
certificatcs, approximately 25 to 37 basis points above the
comparable rates a month earlicr. The C/D’s outstanding
at weekly reporting banks rose by approximately $545
million betwecn June 28 and July 26. During the month,
some of the major moncy market banks also borrowed
substantial amounts of Euro-dollars from their foreign
branches.

Adjustments were madc in the rates on several other
short-term money market instruments during July. By the
end of thc month, offering rates on prime commecrcial
paper and on directly placed finance company paper were
generally % per cent higher than a month earlicr, while
rates quoted by dcalers in bankers’ acceptances on ninety-
day unendorscd paper were Y& per cent lower.





