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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- 
meat primarily reflected the favorable 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 the 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 considerably 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 late July and rates again declined. 

Higher available yield levels revived investor demand 
for corporate and tax-exempt bonds during the first half 

of July, dealer 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 I), but the effective rate on Federal funds generally 
fluctuated in a narrow 3¾ 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 
effort 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 continued 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 assessed 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, three-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 June 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 levels 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 set 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 Ill) wcrc 
about unchanged and 3 basis points lower, respectively, 
than the auction rates established a week earlier. Sub- 

'For details, see this Review, July 1967, pages 130-31. 
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sequently, the broadly based demand persisted, while in- 
vestor selling was limited, a situation which partly 
reflected the more comfortable tone that had gradually 
developed in the money market. In view of the continued 
uncertainty over the future course of interest rates, how- 
ever, demand generally 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 broadened 
once 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 earlier 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 response to good professional and investor demand. 

At the final weekly auction of the month on July 31, 
average 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 latest outstanding three-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 
4.6() 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 
apprehensive in reaction to the sharply rising trend in 

yields that had beset the capital markets and the Treasury 
bill market in June. After the July 4 Independence Day 
holiday, however, demand for coupon issues began to 
expand at the more attractive current yield levels, as the 
market derived encouragement from sevcral factors. Wide- 
spread discussion of the likelihood that the Administration 
would seek an early tax increase, and speculation that any 
further buildup of troops in Vietnam might be smaller 
than had been expected, led many in thc coupon sector 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 securities market. 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 
rate 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 appearance 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. 

After 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 intermediate-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 offered 
$9.6 billion of new fifteen-month 5¼ per cent notes 
(priced to yield 5.30 per cent), the proceeds of which 
will be used to redeem in cash three outstanding Trea- 
sury issues maturing on August 15. Subscription books 
were opcn on July 31, with payments—in the form of cash 
or in any of the maturing securities—due on August 15. 
The Treasury also announced that it will raise $2 billion to 
S2½ 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 refunding. Market reaction to the 
refunding announcement was quite favorable. In the clos- 

ing days of the month, prices of outstanding intcrmediate- 
and long-term coupon issues generally moved higher in 
response to good demand. 

In the market for Government agency obligations, 
prices of outstanding issues 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 v.'cTe accorded favorable inves- 
tor receptions. 
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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 responded 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 
issues and by indications of renewed invcstment 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 corporate 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 (see 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 reflected upon the large calendar of scheduled 
corporate bond offerings. In reaction, prices of corporate 
issues began to decline once more. As yields on new cor- 
porate bonds moved higher, demand expanded and some 
switching out of long-term Government securities into new 
corporate issues took place. 

In the tax-exempt sector during the fIrst half of July, 
widespread price cutting persisted and somewhat higher 
yields seemed necessary on new offerings in order to at- 
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tract good investor interest. However, at rising yield levels 

considerable demand was forthcoming from institutional 
investors (notably insurance companies), and dealers 

steadily reduced their unsold balances of recent offerings. 
In part, the better demand reflected the growing conviction 
that some tax increase 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-ratcd seasoned corporate bonds rose by 4 
basis points to 5.60 per cent. The Weekly Bond Buyer's 
average yield series for twenty seasoned tax-exempt issues, 

carrying ratings ranging from Aaa to Baa, fell by 8 basis 

points to 3.98 per cent (see the right-hand panel of the 
chart). These indexes are, however, based on only a lim- 

ited number of seasoned issues and do not necessarily re- 
flect market movements fully, particularly in the case of 
new and recent issues. 

BANK RESERVES AND THE MONEY MARKET 

The money market remained basically comfortable in 
July. Early in the month, the market was significantly 
affected by reserve adjustments related to the June 30 
bank-statement publishing date and the July 4 holiday. 
Banks managed their reserve positions very cautiously 
prior to both these dates. They bid aggressively for Fed- 
eral funds at rates as high as 4¼ per cent and 4'/4 per 
cent, and then borrowed heavily at the Federal Reserve 
"discount window" to cover their residual reserve needs. 
As a result of these Federal funds purchases and heavy 
borrowings from the Federal Reserve, the major money 
market banks managed to accumulate substantial excess 

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 per cent 
on July 5, and member bank borrowings contracted 

sharply. Despite the substantial volume of reserves sup- 
plied by System Account operations over the July 5 state- 
ment period, nationwide free reserves 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 ended on July 12 and July 19, 

a fairly comfortable tone prevailed in the money market, 
although the underlying conditions were quite different in 
each week. Reserve distribution sharply favored "coun- 

try" banks during the July 12 period. Thus, while nation- 
wide average free reserves expanded to almost $600 mil- 

lion, primarily reflecting increases in float and in System 
Account holdings of Government securities, the basic 
reserve deficit of banks in the leading money centers in- 

creased (see Table II). However, their reserve 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 Federal funds 
trading took place in a 3¾ 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 reserves contracted, but available reserves were 
more evenly distributed within the banking system and an 
easier tone emerged in the money market. As a result, the 
basic reserve deficits of banks in the leading money centers 
declined 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 reserve availability increased and Federal funds 
continued to trade largely in a 3¾ to 4 per cent range. 

The money market banks generally continued to boost 
their offering rates on negotiable C/Ds 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 selective maturi- 
ties, placed new certificates, and then lowered their rates. 
Toward the end of the month, the most frequently quoted 
rates on new C/D's ranged from 4.50 per cent for the 
shortest available maturities to 5.25 per cent for longer 
certificates, approximately 25 to 37 basis points above the 
comparable rates a month earlier. The C/D's outstanding 
at weekly reporting banks rose by approximately $545 
million between June 28 and July 26. During the month, 
some of the major money market banks also borrowed 
substantial amounts of Euro-dollars from their foreign 
branches. 

Adjustments were made in the rates on several other 
short-term money market instruments during July. By the 
end of the month, offering rates on prime commercial 
paper and on directly placed finance company paper were 

generally ¼ per cent higher than a month earlier, while 

rates quoted by dealers in bankers' acceptances on ninety- 
day unendorsed paper were ¼ per cent lower. 




