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The Money and Bond Markets in March 

Developments in domestic financial markets during 
March were largely dominated by events in the foreign 
exchange and gold markets. Renewed speculative pressures 
on the pound sterling and the Canadian dollar, which corn.. 

nced in the final days of February, spread to the United 
States dollar. Through midmonth, the demand for gold 

• built up to unprecedented proportions, forcing into 

sbaper focus the fundamental problems of the interna- 
tional monetary system and the domestic economy. The 

ptcssure on member bank reserve positions increased 
steadily over the month, and between March 15 and 22 
the discount rates of all twelve Federal Reserve Banks 

• 

were increased by percentage point to 5 per Cent, the 
highest level in almost forty years. Nine Federal Reserve 

• Banks announced increases in their discount rates on 
March 14, effective on March 15, and the Federal Re- 
serve Banks of San Francisco and Philadelphia later an- 
nounced similar increases in their rates effective on March 
1$..and 18, respectively. The Federal Reserve Bank of 
New York did not take similar action until March 21, ef- 

• fective the following day. 
The structure of interest rates shifted moderately up- 

• ward in March, reflecting concern in the credit markets 
over international developments and the degree of mone- 

tary stringency that would ultimately be required to de- 
fend the dollar. The effective rate for Federal funds was 
generally quoted at 5½ per cent after the discount rate 
Increase. At midmonth, the large New York City banks 
increased their offering rates on new negotiable time cer- 
tificates of deposit (C/D's) in the shortest maturity cate- 
gory to 5½ per cent, the maximum permissible rate under 
Regulation Q. Rates on bankers' acceptances, finance com- 
pany paper, and commercial paper rose as much as 
percentage point. Market yields on Treasury bills closed 
the month about 15 basis points higher, as a sharp in- 
Crease through March 14 was partially reversed later Un- 

ler the impact of a strong investment demand due to 

easonaj 
and other influences. 

The market for Treasury notes and bonds was shaken 
the events in international financial markets, and price 

psses on long-term issues mounted to more than 4 points 
y mid-March. Subsequently, after international agree- 

ment on a two-price system for gold had been reached, the 
market recovered a substantial part of these losses. Par- 
ticipants were also encouraged when the discount rate in- 
crease proved smaller than many had expected and when 
the Administration expressed wiffingness to consider the 
budget cuts that may be necessary in order to secure pas- 
sage of the needed surtax legislation by the Congress. 
Yields trended sharply higher in the corporate and munici- 
pal bond markets. The volume of new corporate financing 
fell off from recent levels, while tax-exempt offerings in- 
creased sharply as a result of a rush to market industrial 
revenue bonds before the effective date of an expected 
Treasury ruling which would subject interest payments on 
these securities to Federal income taxation. 

BANK RESERVES AND TIlE MONEY MARKET 

The availability of reserves at member banks contracted 
sharply in March, since severe reserve drains through gold 
and foreign account transactions were not fully offset by 
System open market operations. On a daily average basis, 
aggregate net borrowed reserves increased steadily over 
the month, from $136 million in the final statement week 
of February to $410 million in the closing March week 
(see Table 1). For the month as a whole, average net bor- 
rowed reserves of $306 million contrasted with average free 
reserves of $16 million in February. The increased pressure 
on member bank reserve positions produced heavier bor- 
rowings from the Reserve Banks; daily average borrowings 
for the four March statement weeks jumped to $649 mil- 
lion from $368 million in the preceding four weeks. 

The pronounced contraction of nationwide net reserve 
availability had the greatest impact on the banks in major 
money centers outside New York City. The basic reserve 
position of the eight New York City money market banks 
improved, on average, in March but fluctuated widely 
from week to week within the period (see Table H). 
After declining to $16 million in the first statement week, 
the average basic reserve deficit of the city banks rose 
to $371 million in the week ended on March 13, largely 
as a result of sizable outflows of demand deposits asso- 
ciated with the quarterly corporate dividend payments 
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Table I 

FACTORS TENDING TO INCREASE OR DECREASE 
MEMBER BANK RESERVES, MARCH 1968 

In miU&OciS of doUara; (+) dcnolcs incrcaso, 
(—) decrease in excess reacrves 

Table II 
RESERVE POSITIONS OF MAJOR RESERVE CITY BANKS 

MARCH 19611 

In millkjiis of dolksrs 

Factecs affecting 
bade raune psiitions 

Daily aniages—wtek ended on 
A1er,51 
fai Wreki 
endpd an (h 27. March March Much Mardi 

6 13 20 27• . 

Eight bucks In New Ycik City 

Reserve esce or deflciency(—)t 24 125 33 — II 43 
Less borrowings front 
Reserve Banks — 219 126 15 
Less net intcrbank Federal funds 
purchases or snle(—) 

Gross puichaacs .. 
Gross sales 

40 
797 
756 

277 
906 
629 

— 114 
860 
975 

42 
966 
924 

, 
61 

882 
82! 

. 

Equals net basic reserve surplus or deficit(—) — 16 — 371 21 — 68 — 109 . 

Net loans to Government 
securities dealers 1,077 841 866 860 911 

Thirty-eight banks outside New York CItY 

Reserve excess or dcficlcncy(—)t 9 47 2 3 16 
Less borrowings from 
R.escrvc Banks 
Less net Intcxbank Federal funds 

236 232 179 110 189 • 

purchases or sa]es(—) 
Gross purchaies .. 
Gross sales —. 

Equals net basic reserve surplus 
01' dcliclt(—) 
Net loans to Government 

753 
1,735 

982 

— 980 

831 
1.76! 

931 

—1,015 

863 
1.776 

91.0 

—1,039 

552 
1.86! 
1,309 

— 657 

750 
1,783 
1,0.04 

— 923 

securities dealers 813 581 435 338 542 

Table III 
AVERAGE ISSUING RATES• 

AT REGULAR TREA5URY BILL AUCTIONS 

In per cent 

Msturltlu 

Wedly auction datis—Msrch 1968 

March 
4 

March Mardi March 
11 1.8 25 

Three-month .... 

Six-month. ... 

5.000 

5.173 

5.107 5.285 5.186 

5.321 5.373 5,301 

Nine-month .... 

One-year ..... 

Monthly auction dates—January-Mardi 1968 

January Ftbruary Mnrch 
25 21 26 

5.254 5.239 5.424 

5.267 5.281 5.475 

• Interest rates on bills are quoted In terms of a 360-day year, with the discountS 
from par as the return on the face amount of the bills payable at maturity. 
Bond yield equivalents, relatcd to the amount actually invested. would be 

slightly higher. 

H 

1 

* 

Factors 

Chantes us daily a,eraese— 
weat ended no — — 

March March Mardi March 
6 1.3 20 27 

Nat 
citanges 

'Martet" factors 

Nester banS reqtzed rveunm 

0puatth tzauuscsJoaa Isubtotal) 
1i'ederal Besuryc flueS 

Treasury opcrattoart 
Gold and fortieTh account 

Currency outatd, banSs' 

Other Ocalaral Raservo accounts (oct11.. 

Total "marluar' lactar, 

Direct I ederal Reserve credit 
transactions 

Opens market laau'uiccauts 

Oulsliuttt holdinen: 

tioccynment uecwltlej 

Itaniuerv acceptances 

Ilepiunbawe agrecunente: 

Oo,erssteust aseuirtiles 

itankeas' seoeiutnnees 

fedorsi agency oblirsUcan 
Mesnb bank borrowings 

Other 1ona, dLuuuusta. and ad,aaora 

Tutal 

(XeOI$ rcscrsol 

— US 

—233 

4. 173 

+ 49 

— S 

—195 

— 94 

+ 405 
— 754 

— 255 

+ 8 
— 244 

— aso 

+ 6? 

—179 

— 405 

+ 195 

÷ a 

— 781 

+ eu 

+ 108 

÷ 99 

— 10 

— 15j 

+ 109 

— 427 

+ tss 

÷ 23 

.4. 163 

1,405 

— so 

4. 
—1,457 
— 

+ 143 

— 358 — 846 —054 ÷ 80 — L239 

+ 395 
— 1 

+ 4D 

+ ° 
+ 89 
-4- 1 

+111 

+ 147 
— I 

+ 63 

+ 2 

+ 270 

+ 7 

+488 

+ 014 — 319 + 80? 
— + 1 — 1 

— 101 — — 
— 4.48 + 48 

— 11 — — 

— 48 — 151 + 140 

+ 7 — ÷ 15 

+522f 823 +1.008 

4- 13 -+13 — 
621 

—141 

M.auber bank: 
Total nuauenu& including vault C&1b 

Becona rcvts 
Barrowt.sga 

Free re—_erves° 

Nunborrowcal rceoycea 

Daily nelson sails 

30.5904 

35.34ff 
3433 

8491 

.....306l 

24.9411 

25.514 

25.488 

828 

500 

— 114 

15214 

95.648 

25.080 

443 

179 

— Ill 
34.709 

15,605 

35.239 

108 

723 

— 837 

34,933 

55.333 

15.160 

UI 
523 

— 410 

24,750 

System Acocuot holdIngs at Go,ament 
curlt1o, maturing In: 
Lc than coo ritz 
Moru than 

TOtal 
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+ 500 
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+ DO 
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Note: Because of rounding, figures do not necessarily add In totals. 
Estimated reserve figures have not bees ndjusled for so-called "as of" debits 

and credits. Thce Items arc taken Into account In Itnal data. t Reserves held after mU adjucunenla appucabte to the reporting period lee 
rcquszed reserves and early-over reserve dctlcicncles. 

Note: Bcaun 01 rounding. hlgurla do not necgsaazLIJ add to totals. 
These figures are estimated. f Includes cbnnces In Treseury currency and cash. I 1ncluda assets drnOin1ated In forsl1 currcnclee. I A,ersss of four WeiSs ended on March 27. 
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concentrated in that week. In the following statement 
week, containing the March 15 corporate income tax pay- 
ment date, the city banks moved into a position of basic 
eserve surplus, as corporate tax borrowing was relatively 
limited and the banks gained funds through the crediting 
of corporate income tax payments to Treasury 'fax and 
Loan Accounts. In addition, the city banks benefited from 
recent sizable increases in Euro-dollar balances due to their 
own foreign branches, and they were quite successful in 

• çeplacing the bulk of the C/D's that matured in volume 
• 

around the corporate tax date. In the final week of March, 
the city banks reverted to a position of basic reserve deficit, 

• primarily due to a decline in average Euro-dollar holdings. 
The money market was firm during March. Transac- 

tions in Federal funds generally took place at a premium 
over the discount rate. This premium rose to 1 per cent 
on the eve of the discount rate increase but was generally 
¼ to per cent at other times during the month. Other 
short-term interest rates rose during March. Dealers in 
bankers' acceptances lifted their offering rate on ninety- 

• 

day unendorsed paper by percentage point to 5¾ per 
cent. Commercial paper dealers raised their offering rates 
on prime four- to six-month paper by ¼ percentage point 
to 5¾ per cent, and major finance companies raised their 

• rates on paper placed directly with investors by ¾ per- 
• centage point. The published rate on finance company 

paper maturing in 30 to 179 days is now 5½ per cent. 
• Earlier, major finance companies had paid a rate of 5¼ 
per cent on paper with maturities of sixty days or more. 
Market yields on outstanding three- and six-month Trea- 
süry bills increased over the month by 15 basis points, as 
the sharp increases through March 14 were later partially 
erased (see chart on page 80). 

The large New York City banks raised their offering 
rates on C/D's to the ceiling rate of 5½ pcr cent "across 
the board" by midmonth. Until March 13, a rate of 4¾ 
per cent had generally been postcd on one- to three-month 
maturities. The increases in offering rates aided the city 
banks in replacing all but $145 miffion of the heavy vol- 
ume of C/D's maturing in the week of March 20. At large 
Commercial banks throughout the country, $5.8 billion 
of CID's matured in March, about 30 per cent of the 
total amount they had outstanding. In the four statement 
Weeks ended on March 27, C/D's outstanding at these 
Institutions declined by $540 million. 

THE OOVERNMENT SECURITOES MARKET 

In the Treasury coupon market, the confidence that 
had prevailed throughout February broke down rapidly 
in early March. Prices weakened moderately in the first 

few days in reaction to news reports of a possible need 
for an extraordinarily large troop buildup in Vietnam, evi- 
dence of increased reserve pressure in the banking system, 
and the reappearance of speculative demand for gold 
abroad following two months of relative calm in inter- 
national financial markets. Later, the decline in prices of 
Treasury coupon issues accelerated as gold buying reached 
a feverish pitch. The market was also adversely affected by 
announcements of sizable offerings of securities to be made 
later in the month by the Federal National Mortgage Asso- 
ciation (FNMA) and the International Bank for Recon- 
struction and Development. By Thursday, March 14, price declines from end-of-February levels were as much as 
4'%c points in the long-term area, and incrcases in market 
yields available on intermediate- and long-term Treasury 
issues averaged about 40 basis points. 

Subsequently, on Friday and Monday, March 15 and 
18, a sharp reversal of the earlier losses occurred, after 
which prices fluctuated moderately and irregularly through the month end. The sudden improvement in the market 
tone at midmonth stemmed from a succession of official 
moves undertaken to restore confidence in the dollar and 
to end the gold crisis. On March 15, the discount rate 
increase became effective at ten Federal Reserve Banks, 
gold trading was suspended in most major markets abroad, 
and the markets looked forward to the results of a spe- 
cial weekend meeting of the heads of seven central banks 
and two international financial organizations. The meet- 
ing produced agreement on the adoption of a two-price 
system for gold, whereby the participating monetary authorities will no longer supply gold to the free market 
but will transfer gold among themselves at official prices, 
leaving the free market price to fluctuate independently. 
(The Congress had passed legislation removing the gold 
cover requirement on Federal Reserve notes on March 14.) 
Moreover, President Johnson indicated a willingness to 
accept across-the-board budget cuts in nondefense spend- 
ing as a means of inducing the Congress to enact the long- 
sought tax increase, and he apparently also decided on a 
more moderate buildup of troops in Vietnam than had 
been requested by the military authorities. 

The Treasury bill market opened March on a strong 
note, reflecting a sizable investment demand for shorter 
issues originating in part from would-be buyers of equities 
and long-term debt instruments, who were affected by a 
general weakening of market confidence. In the first regular 
weekly auction held on March 4, the three- and six-month 
bill issues were awarded at average issuing rates of 5.00 
per cent and 5.17 per cent (see Table 111), down some- 
what from rates established in the last regular February 
auction. However, bidding was not as aggressive as had 
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been anticipated. Market participants showed some con- 
cern over new pressures on the pound sterling and the dol- 
Jar in international markets and their implication for do- 
mestic monetary policy. Subsequently, dealers began to 
press offerings of bills aggressively on the market, as the 
money market firmed and financing costs rose and as the 
atmosphere of tension in the financial markets heightened. 
Consequently, market yields on Treasury bills maturing 
within six months rose by about 43 basis points through 
March 14. In the regular weekly bill auction held on 
March 18, after market yields had subsided from their 
monthly peaks, the three- and six-month issues were 
awarded at average issuing rates of 5.29 per cent and 
5.38 per cent, 29 and 21 basis points higher than cor- 
responding rates established in the March 4 auction. Over 

the remainder of the month, bill rates treaded lower under 
the influence of a broad demand from investors, reflecting 
both seasonal factors and the search for a safe haven. 

Prices of Federal agency obligations also weakened 

during March under the influence of the new uncertainties 

stemming from the gold crisis and a large increase in the 

supply of securities in the market. On March 26, the 
FNMA sold $1 billion of participation certificates, $730 
million to the public and the remaining $270 million di- 

redily to Government investment accounts. The public 
offering, which sold out immediately, consisted of a $200 
million issue due in 1971, priced to yield 6.30 per cent., 

plus a $330 million issue due in 1973 and a $200 million 
issue due in 1988, both priced to yield 6.45 per cent. The 
6.45 yield on the longer term noncallable issues is the high- 
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gst on any "full faith and credit" obligation of the Gov- 

nent in more than a century. In secondary market 
1diàg, the certificates met with an overwhelming demand 

from individuals and small investors, and yields available 
the three securities were driven down to 6.15 per cent, 

6.30 per cent, and 6.42 per Cent for maturities ranging 
from the shortest to the longest. 

OTHER SECURITIES MARKETS 

The calendar of tax-exempt bond offerings was heavy 
in early March, largely reflecting a new surge in industrial 
revenue bond financing in advance of an expected Trea- 

sury ruling on March 15 which would deny the tax- 
exemption privilege to bonds issued subsequent to that 
date. However, the ruling was not issued until later in the 
month, when it was made effective as late as September 
1968 for those offerings for which sufficient prcparatory 
steps had been taken by March 15. Then, on March 28, 
the Senate voted to end the tax-exemption privilege on 

sUcb bonds, effective January 1, 1969, and made no transi- 
onal .provision. Many of the industrial revenue issues 
that were marketed were accorded excellent receptions, 
though at yields which were often close to historic highs. 
One issue was reoffered, after competitive bidding, to 
yield 6.75 per cent. Other new tax-exempt offerings mar- 

keted during the month Eared less well, and dealers re- 
sorted to widespread price cutting in order to move un- 
sold balances of recent issues. Over the month, the Blue 
List of dealers' advertised inventories declined slightly 
from $489 million to $454 million. The Weekly Bond 
Buyer's yield series of twenty seasoned tax-exempt issues 

(carrying ratings from Aaa to Baa) rose sharply to 4.62 
per cent at niidmonth but declined to close the period at 
4.54 per cent (see chart), 10 basis points above the level 
at the end of February. 

In the corporate bond market, new issue activity tapered 
off in the first half of March and expanded later in the 
month. Syndicate pricing restrictions were terminated on 
a number of recent issues in early March, in adjustment to 
rising yields in all sectors of the capital market. One Aaa- 
rated public utility offering of bonds due in 1993 and 
carrying five-year call protection met an excellent re- 
ception on March 11 at a reoffering yield of 6½ per cent, 
20 basis points higher than the yield on a comparable 
offering on February 19. By the end of the month, how- 
ever, a smaller Aaa-rated public utility offering with sim- 
ilar features was accorded only a fair reception at a 
reoffering yield of 6.67 per cent, a record high for this 
type of offering. Over the month, the Moody's index of 
yields on Aaa-rated seasoned corporate bonds rose to 
6.19 per cent from 6.08 per cent. 




