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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
oo the pound sterling and the Canadian dollar, which com-

. menced in the final days of Fcbruary, spread to the United

States dollar. Through midmonth, the demand for gold

_puilt up to unprecedented proportions, forcing into

- sharper focus the fundamental problems of the interna-

tional monetary system and the domestic economy. The

- pressure on member bank reserve positions increased
"gteadily over the month, and between March 15 and 22

the discount rates of all twelve Federal Reserve Banks

" were increased by %2 percentage point to 5 per cent, the
* highest level in almost forty years. Nine Federal Reserve

.Banks announced increases in thecir discount rates on
'March 14, effectivc on March 15, and the Federal Re-
~ gerve Banks of San Francisco and Philadelphia later an-

nounced similar increases in their rates effective on March

" 15.and 18, respectively. The Federal Reserve Bank of

New York did not take similar action until March 21, cf-

- fective the following day.

‘The structurc of intcrest rates shifted moderately up-

“ward in March, reflecting concern in the credit markets

" over international developments and the degrec of mone-

tary stringency that would ultimately be required to de-
fend the dollar. The effective ratc for Federal funds was
generally quoted at 5% pcr 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 5% per cent, the maximum permissible rate under
Regulation Q. Rates on bankers’ acceptances, finance com-
pany paper, and commercial paper rose as much as 2
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-
der the impact of a strong investment demand due to
\reasonal and other influences.
! The market for Treasury notes and bonds was shaken
by the events in international financial markets, and price
sses on long-term issues mounted to more than 4 points
ly mid-March. Subsequently, after international agree-

ment on a two-price system for gold had becn 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 expccted and when
the Administration expressed willingness to consider the
budget cuts that may be necessary in order to secure pas-
sage of the necded 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-cxempt 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 THE 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
{sec Table I). 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
moncy centcrs outside New York City. The basic rescrve
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 (sce Table II).
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 1 Table 11
FACTORS TENDING TO INCREASE OR DRCREASE RESERVE POSITIONS OF MAJOR RESERVE CITY BANKS
MEMBER BANK RESERVES, MARCH 1963 MARCH 1968
In millions of dollars; (+) dcnotes inceeaso, 1o millions of dollars
(—) decreuse in cxcess rescrves
Daily averages—week ended on ?m,“, o
L LT weeks
Changes in daily averages— Facters affecting ended on
week ended on Nat baic resere pusitions Mareh | March | March | March March 270
Factors changes 6 13 20 27 .
Maoreh | March | March ( March
6 | B | 2|2 Eight basks In New York City
“Market” foctors Rescrve excess or deficiency(—)t..... 24 128 | - Nn a
Member banks roquired reserves® ......... —168| 4408 — 170 4+ 69 [ .4 103 KC33 borrowings from 1 =1 29l 12 18 % .
ting tr foa Dtotal) ...ee... . -1 — 08| —~ 10} 1. Less net interbank Federal fonds
o " B3| sy -t LA rchases of Sales(—) o w| ml-uns a2 e
Vedoral Reseres 068 .covieanniainnaro- 4173 —258| 4+ 195| —151| — @B (G;rau pﬂl;lcha.ru ;'3'; ggg ggg 336 882
Treasury operationst .................. + 48| 4+ 8| 4 6| 4209 4 372 EquglJ;‘n:x E.Iu i revnee surplus 4 &1 .
Gold and forclgn 22COUDL ...oeneueann.. — 8| —244| — 981 —a%7 | —1.457 or deficit(—) ... eemnenenenens| = 16 |— 371 21| - 6B -~ 109
Net loans to Gnvemmcm
Currency outside hankm® ............... —305| —330| 4 6| 4212 | — 47 sccurltics dealers .. IO I X & 1 84 866 860 9
Other Federal Roscrve nccountn (pet)f..| — 84 4 07| 4108 4 28| 4 149
Total ““markiot™ factars .............. — 298| —846| — 584 4 88| 1239 Thirty-elght banks outside New York City !
Dlreet Foderal Roeserve crodit 7 )
transactions Rmrg cxu;ss or' deficiency(—)t...... 9 47 2 5 16
Open markot Instruments Less borrowings from
Reserve Banks . -l 236 232, 179 110 189 ,
Outright holdings: Lcs:h net lnmb:lnk (Fe;!eral funds 253 o "6 s
_________ — purchases or sales(—) ... 1 %0
Goremnment securitles ... HIE| L UT or) —20] 4 o7 Gross purchases .. 1733 1781 1778| 1881| 1783
Hanhers® acoeplances ........ ceraenes -1l -1 — + - 1 Groas sales . 982 9117 913| 1,309 ! 034
. Equals ncl basic reserve sumlua
Repurchuss agreecounts: %’df"c t(— )G emeeeenneene e — 980 1—1,018 |—1,039 | — 657 —923
.............. —_ —_ - et loans to Government
Gorernment socuriiics - + o0l 4ol BOCUIILIES ACALETS o oesr oo su‘ ss1i| ais| 8| s
Bankers® acoeptances ............... I - - - +46) 4. {6
Pedaral agency obligationn .......... | + 0| 4 3| -1 - - 15%‘: Beisuxe of rognmha gures ‘%um! 'dttms:dﬂl}]y dec::ﬁ l:lalﬂ * dehits
BArTOWLUEE « oo ovirienecinns — - timated reserve figures have not n adjust or so-called “as of" dc
Meambes bk barrowluga + s 4am e B+ 10 and crcdits. These llem!‘nrc taken Into account in final data
Otber loans, discounts and adrances..... 4 4+ |4 7 - 4+ 18 1 Reterves held after all adjustments applicable to the mporuns period Jew
required rescrves and carry-over reserve deficiencies. .
L 3T +411| 488 ) 4-023| 328 41.090
EXCO38 POMOIVOS® . ...oecennanacnaaarans o 18| 4148 — 68 -:M] - 141
i
Table 11
Daily averago lovels
AVERAGE ISSUING RATES®
AT REGULAR TREASURY BILL AUCTIONS
Blecnber bank: In per cent
28,814 | 25,049 | 23.0609 | 25.333 | 30.5909 e
28,483 | 25,080 | 25,259 [ 25,180 | 85,8474 Wiekly auction dates—March 1968
28 a3 aoe
s ¢ oo\ . ma Maturities
so0 e 12 sas 6458 March Mareh March March
~1T4] — 911 | —~ 387 — 410 | —308§ 4 11 18 25
Nonborrowed POSAIFCS® ,..o.ouvssirioasns 25,814 | 84,700 | 90.938 | 94.750 | 24,9414
Threo-month.. 5.000 5.107 5.28% 5.186
Six-month_..... 517 5321 5.378 5.301
Changes in Wednesday levels
Manibly auctica dates—January-March 1968
Systom Acoount holdings of Government -—
escoritics maturing Ins January February March
+2| 10| yne| —qe| 4 500 @ a %
- - +
J 48] — |4 60| 4 61]|4 302
Nine-month...........ce.. [N 5.254 5239 $.424
4408| —110] 4766 | —332| 4 T0
ODO-YEAL...cv v rrersnreemreearecearrassrens 5.267 5.28% 5475
Note: Recauso of rotinding, figures do not necessarlly add to totals.
° These figures ore estimatod. * Interest rates on bills are quoted in terms of a 360-day year, with the discoutts
¢ Includes chaoges In Trescury currency and cash, from par as the_return on the face amount of the bills payablc at malurit’
% lnoludia agsets denoinlneted 1n forulgn currencied Bond yield equivalents, related to the amount actually invested, would b

§ Avarage of four weeXs onded on March 27, slightly higher.
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concentrated in that week. In the following statement
week, containing the March 15 corporatc income tax pay-
ment date, the city banks moved into a position of l?a31c
reserve surplus, as corporate tax borrowing was _relatl.v.ely
limited and the banks gained funds through the crediting
of corporate income tax payments to Treasury Tax and
Loan Accounts. In addition, the city banks benefited from
recent sizable increases in Euro-dollar balances due to their
own forcign branches, and they were quite successful in
replacing 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 dcficit,

- primarily duc 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 rosc to 1 per cent
on the eve of the discount rate incrcase but was generally

% 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 ¥4 percentage point to 5% per
cent. Commcrcial paper dealers raised their offering rates
on prime four- to six-month paper by % perccntage point

- t0 5% per cent, and major financc companics raised their
- rates on paper placed directly with investors by 38 per-

centage point. The published rate on finance company
paper maturing in 30 to 179 days is now 5% per cent.

. ‘Earlicr, major finance companies had paid a rate of 5%

per cent on paper with maturities of sixty days or more.
Market yiclds on outstanding three- and six-month Trea-

. sury bills increased over the month by 15 basis points, as
the sharp incrcases through March 14 were later partially
- erased (sce chart on page 80).

The large New York City banks raised their offcring
rates on C/D’s to the cciling ratc of 5%2 per cent “across
the board” by midmonth. Until March 13, a ratc of 4%

- per cent had generally been posted on onc- to three-month
't~ -maturities. The increases in offering rates aided the city
| . banks in replacing all but $145 million of the hcavy vol-

ume of C/D’s maturing in the week of March 20. At large
commercial banks throughout the country, $5.8 billion
of C/D’s matured in March, about 30 per cent of the

| - total amount they had outstanding. In the four statement
“weeks endcd on March 27, C/D’s outstanding at these

institutions declined by $540 million.

THE GOVERNMENT SECURITIES MARKET

In the Treasury coupon market, the confidence that
bad prevailed throughout February brokc down rapidly
in early March, Prices weakencd moderately in the first

few days in reaction to news reports of a possible need
for an extraordinarily large troop buildup in Victnam, 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'%e points in thc long-term area, and increases in market
yields available on intermediate- und 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 cnd. The sudden improvement in the market
tone at midmonth stcmmed from a succession of official
moves undcrtaken to restore confidence in the dollar and
to end the gold crisis. On March 15, the discount rate
increase became cffective 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 agrcement 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 indepcndently.
(The Congress had passed legislation removing the gold
cover requirement on Federal Reserve notes on March 14.)
Morcover, President Johnson indicated a willingness to
accept across-the-board budget cuts in nondefense spend-
ing as a means of inducing the Congress to cnact the long-
sought tax increasc, and he apparently also decided on a
more modcrate 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
issucs originating in part from would-be buycrs 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 threc- and six-month
bill issucs were awarded at average issuing rates of 5.00
per cent and 5.17 per cent (see Table IT1), 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 anticipatcd. Market participants showed some con-
cern over new pressures on the pound sterling and the dol-
lar 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
moncy market firmed and financing costs rose and as the
atmospherc 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

1

the remainder of the month, bill rates trended 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-

reclly to Government investment accounts. The public
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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 millioa

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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est on any “full faith and credit” obligation of the Gov-
ernment in more than a century. In secondary market
trading, the certificates met with an overwhelming demand
from individuals and small investors, and yiclds available
on 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 preparatory
steps had been taken by March 15. Then, on March 28,
ib¢ Senate voted to cnd the tax-exemption privilege on
.sich bonds, effective January 1, 1969, and made no transi-
‘tional .provision. Many of the industrial revenue issues
~ that were marketed were accorded excelient 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 fared less well, and dcalers 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 serics of twenty seasoned tax-exempt issues
(carrying ratings from Aaa to Baa) rosc sharply to 4.62
per cent at midmonth but declined to close the period at
4.54 per cent (see chart), 10 basis points above the lcvel
at the end of February,

In the corporate bond market, new issue activity tapcred
off in the first half of March and expanded latcr 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 duc in 1993 and
carrying five-year call protection met an exccllent re-
ception on March 11 at a reoffering yield of 612 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 offcring. 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.





