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prices at the wholesale and retail levels have become major 
threats to the orderly growth of the economy. During the 

1961-65 phase of the expansion, prices and costs rose on 
average at a fraction of the recent rates of increase. The 
ONI' deflator moved up at an average annual rate of 1.5 

per cent in those five years. Industrial wholesale prices 
yeraged annual increases of 0.4 per cent, and consumer 

prlces___reflecting mounting service as well as other costs— 
advanced at an average yearly rate of 1.4 per cent. At the 
same time, labor costs per unit of output actually declined 

by an average of 0.3 per cent per year, as productivity grew 
faster than wages. The overheating of the economy in 1966 
changed all this, however. Prices in that year moved up 
sharply in response to excess demand, while depressed agri- 
cultural production accentuated the rise in food prices. Then 
in 1967 coSt pressures, inherited partly from the demand- 

pull inflation in 1966, pushed prices up on all fronts, 
particularly in the last half of the year when demand con- 
dltons began to improve. Thus, the GNP deflator rose 3.0 

per cent in that year even though demand pressures were 
generally moderate. Industrial wholesale prices turned up 
sharply last summer, after virtual stability in the first half 
of.the year, and increased 1.8 per cent over 1967 as a 
whole. In manufacturing, unit labor costs—reflecting strong 

competition in the labor markets, increasingly large nego- 
tiated wage settlements, and slow productivity growth— 
climbed 4.0 per cent last year, and consumer prices rose 
3.1 percent. 

In the first three months of this year, price advances con- 
tinued to accelerate. The GNP deflator increased at an 
annual rate of 4.0 per cent, and by the end of the quarter 
industrial prices had soared at an annual rate of 4.5 per 
cent over the December level, although preliminary figures 
suggest that this upward trend moderated a bit in April. 
Wage costs increased even more than other price trends. 
Higher wage rates and other labor costs, such as the in- 
creased social security contribution required of employers, 
combined with lagging productivity gains to push labor 
costs per unit of output up at an annual rate of fully 10.1 
per cent in the first three months of the year. Reflecting 
this broad upward movement, consumer prices advanced 
at an annual rate of 4.4 per cent in the quarter, and in 
March the index rose at a yearly rate of 5.0 per cent. 
Against this background of rising wage costs, a tight labor 
supply, and the recent increases in industrial wholesale 
prices, the first-quarter surge in consumer demand adds 
further to the likelihood that consumer prices will rise 
sharply in the coming months. 

The Money and Bond Markets In April 

Short-term interest rates continued to climb during April, 
under the impact of sustained pressure on member bank 
reserve positions and further moves by the Federal Reserve 
System to restrain inflationary forces in the economy and 
to strengthen the position of the dollar. On April 18, the 
Board of Governors of the Federal Reserve System an- 
flounced that it had approved increases in the discount 
rates of the Federal Reserve Banks of New York, Phila- 
delphia, and Minneapolis to 5½ per cent from S per cent, 
effective the following day. At the same time, the Board 
3flnounced the adoption of a liberalized schedule of max- 
imum interest rates payable by member banks on large- 
denomination negotiable certificates of deposit (C/D's), 
With ceiling rates scaled upward from 5½ per cent on the 

shortest maturity category to 6¼ per cent on the longest. 
In the next week, similar discount rate action was 
taken by the other nine Reserve Banks.1 Immediately fol- 

lowing the initial moves by the System, large commercial 
banks across the country raised their prime lending rate— 
the minimum rate charged on loans to the largest and 
best-rated business borrowers—to 6½ per cent, and 
major money market banks in New York City and outside 

'The discount rate increase became effective on April 19 at the 
San Francisco Reserve Bank, on April 22 at the Atlanta Reserve 
Rank. on April 23 the Boston and St.. Louis Reserve Banks, 
and on April 26 at thc remaining five. 
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Elahi banks In New Yostc City 
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Maturities 

Weekly auction datei..—Aprll 3•93 

April April April April April 
1 8 15 Z2 29 

Threc-snontis 

Six-month 

Nine-month 

One-year 

5.146 5.309 5,463 5.542 5.499 

5.265 5.400 5.568 5,689 5.612 

Moethly auction dalu—Fchruary-ApzIl 1968 

February Mprch April 
21 26 23 

5.239 5.424 5.665 

5.281 5.475 5.663 

• Interest rates on bills are quoted In terms of a 360-day year, with the discountS 
from par as the return on the (ace amount 01 the bIIl4 payable ut macwily. 
Bond yield equivalents, related to tho amount actually imestcd, would be 

slightly higher. 
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Tabie I 
FACTORS TENDING TO INCREASE OR DECREASE 

MEMBER BANK RESERVES. APRIL 1944 

In millions øf dollars; (+) dcotcs increase, 
(—) decrease in excess reserves 

Table U 
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posted higher offering rates on new C/D's. 
Whilc nationwide net reserve availability averaged about 

the same in April as in March, the reserve positions of the 

major money market banks in New York City deteriorated 
sharply, and most Federal funds trading took place at 53/4 

() 57/s per cent, compared with 5¼ to 5½ per cent in the 
latter half of March. During the three statement weeks 

cndcd on April 17, covering the income tax date and pre- 
ceding the increase in the Regulation Q ceiling, the city 
banks experienced a C/D attrition of $503 million, 
substantially greater than the $186 million attrition in the 
comparable period of March which also included a tax 
date. After the March 31 quarterly statement date, banks 

• liquidated Treasury bills in volume, so that bill rates came 
uider strong upward pressure early in April. They were 

marked up further after an announcement by the Treasury 
of. an addition to its weekly auction of six-month bills, 

• and still further after the discount rate increase. The latter 
action also prompted increases in rates on bankers' ac- 
ceptances, finance company paper, prime commercial pa- 
per, and Euro-dollars. 

In contrast to the pronounced upward trend of short- 
term interest rates, yields rose only slightly on intermediate- 
term issues and declined moderately on long-term Treasury 
securities during April. Prices of Treasury coupon issues 
rose sharply at the beginning of the month after President 

• Johnson announced on March 31 that he had ordered a 
• limitation of the bombing of North Vietnam and was seek- 
• ing early peace negotiations. However, price gains were 

limited by increasing disappointment in the market over the 
• delay in reaching agreement on a site for peace talks and 
over the failure of the Congress to act affirmatively on a tax 
increase. The announcement of increases in the discount 
rate and in the Regulation 0 ceiling on April 18 caused a 
sharp markdown of prices, but rcvived hope of peace nego- 
tiations and tax action served to steady the market later. 

However, the approach of the Treasury's May financing 
was a restraining influence on prices. Similarly, in the mar- 
kets for corporate and tax-exempt bonds, an atmosphere of 
buoyancy early in the period was later replaced by one of 

hesitancy and caution, and yields established on new offer- 
ings rose. 

DANK RESERVES AND THE MONEY MARKET 

Avcrage net borrowed reserves of member banks 
amounted to $334 million during the four statement weeks 
ended in April (see Table 1), only moderatcly higher than 
the $31 I million average (revised) in the four statement 
weeks of March. Net reserve availability varied widely 
Within the period, however, with average net borrowed 

reserves easing to the $200 million level in the second 
and third statement weeks and deepening to $535 million 
in the final week of the month. 

The money market was continuously firm during April, 
and Federal funds were generally quoted at a substantial 
premium over the prevailing discount rate. This premium 
rose as high as 7/ percentage point at the start of the 
month, when the major money market banks in New York 
City began to feel the effects of a marked deterioration in 
their basic reserve position. The average basic reserve 
deficit of the forty-six reporting money market banks 
mounted to more than $2.5 billion in the week of April 17 
(see Table 11) from $0.7 billion in the final wcek of March, 
reflecting the continuing heavy financing needs of dealers in 
United States Government securities and an increased de- 
mand for business and sales finance company loans. In the 
statement week of April 17, moreover, the city banks, 
along with banks elsewhere in the country, sustained a 
sharp loss of C/D's as maturities around the income tax 
date were not renewed. Prior to the increase in the discount 
rate, rates charged by the city banks on new call loans to 
Government securities dealers were quoted at about 6 to 
6½ per cent, compared with 5½ to 5¾ per cent in late 
March (see chart). Money market rates moved generally 
higher following the increase in the discount rate. Later in 
the statement week ended on April 24, however, conditions 
tended to ease temporarily, mainly because of the release of 
accumulated excess reserves by the "country" banks. In 
that week, moreover, the basic reserve position of the 
money market banks improved, largely because of a rapid 
repayment of business loans and a sharp decline in the 
financing needs of dealers in United States Government 
securities. At the end of the month, however, pressures in 
the money market intensified; the effective rate for Federal 
funds rose to 6¼ pcr cent, thc highest since November 
1966, and new call loans to dealers were quoted at 64 to 
6¾ per cent. 

Under the new schedule of maximum rates of interest 
payable on C/D's, rates of 5¾ per cent may be offered 
on 60- to 89-day maturities, 6 per cent on 90- to 179-day 
maturities, and 6¼ per cent on maturities of 180 days or 
more. The 5½ per cent ceiling, which had previously 
applied to all maturities, continues in effect for maturities 
of 30 to 59 days. Immediatcly after the ceilings were lifted, 
the money market banks in New York City raised their 
posted offering rates on new C/D's maturing in 90 days or 
more to 5Va per cent,and a rate of 6 per cent was posted 
by the end of the month. The new C/D offering rates posted 
at the end of April compared with dealer offering rates of 
5/8 per cent on 90-day unendorsed bankers' acceptances 
and 6 per cent on prime four- to six-month commercial 
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paper, with a published offering rate of 5% per cent on 
• 

directly placed finance company paper maturing in 30 to 
270 days and with a bond cquivalent yield of 5.88 per 
cent on six-month Treasury bills. 

During the statement week ended on April 24, the 
wcekly reporting banks in New York City gained $184 
million through an increase in large C/D's, after having lost 
$359 million through C/D runoffs in the preceding week. 
At large commercial banks throughout the country, the net 
contraction of C/ID's in the April 17 statement week 
amounted to $697 million, a substantial proportion of the 
$1,243 million that had been scheduled to mature on the 
April 15 tax date. in the following statement week, how- 
ever, C/D liabilities of these institutions rose by $286 mil- 
lion, in response to the higher issuing rates posted subse- 
quent to the increase in the Regulation 0 ceiling. 

THE GOVERNMENT SECURITIES MARKET 

PrIces of Treasury notes and bonds rose sharply during 
the first three days of April, in reaction to the speech by 
President Johnson on March 31 announcing a halt in the 
bombing of much of North Vietnam and calling for peace 
negotiations, and to subsequent indications that this de- 
escalation move had met with a favorable response from 
the Hanoi government. The coupon market was further 
strengthened by news that the United States Senate, on 
April 2, had approved legislation providing for a 10 per 
cent income tax surcharge and a $6 billion reduction in 
Federal Government spending. Optimism in the market 
soon faded, however, as progress toward peace negotiations 
was stalled by the failure of the Washington and Hanoi 
governments to reach agreement on a site for the talks, 
and as further considcration of income tax legislation by 
the Congrcss was postponed until alter the Easter recess. 
Moreover, market participants began to reflect that the 
Vietnam negotiations might be quite lengthy and that even 
a total cessation of hostilities in Vietnam would not bring 
about an immediate sizable reduction in defense spending. 
They saw further cause for concern over the outlook for 
intermediate- and long-term yields in the recent resur- 
gence in the demand for business loans at commercial 

banks, in the sizable calendar of new corporate financing, 
and in increasing evidence of strong monetary restraint. 
As midmonth approached, in fact, there was growing spec- 
ulation about an increasc in the commercial bank prime 
lending rate. 

After the announcement of the discount rate increase on 
• 

April 18, prices of Treasury coupon issues were marked 
down sharply. Over the remainder of the period, however, 
prices fluctuated irregularly, mainly in response to varied 

news reports regarding the outlook for peace ncgotia0 
and for enactment of income tax legislation. Activity Waa 
limited, as participants awaited an announcement of 
terms of the Treasury's refunding of May maturities e. 
pected near the month end. (The Treasury announced o 
May 1 that it was offering at par a 6 per cent seven.ye 
note in exchange for the 4¾ per cent note and 3 
cent bond maturing on May 15. The maturing issues 
$8 billion, approximately $3.9 billion of which is publicly held. Additionally, the Treasury announced a concurre 
offering for cash of about $3 billion of a fifteen-month note, 
priced at par to yield 6 per cent. The payment and delivery 
date for both of the new issues is May 15.) 

Rates on Treasury bills rose substantially during April, 
attaining their highest levels since the fall of 1966. 'flit 
news of a reduction in hostilities in Vietnam producJ 
only a limited markdown in bill yields on the opening 
day of the period. Over the first half of the month, rates 
tended to rise in response to aggressive selling by com- 
mercial banks meeting increased pressure on their reserve 
positions and by dealers attempting to reduce inventories 
in the face of substantially higher financing costs. On April 
II, rates were marked up sharply after an announcement 
by the Treasury that the size of the regular weekly offering 
of six-month bills would be increased by $100 million. 
Around midmonth, however, the market firmed in re- 
sponse to the reappearance of investment buying. Demand 
was strong from public funds and other investors, including 
holders of April tax anticipation bills who redeemed for 
cash bills not tendered in payment of income taxes. Fre- 

quently such demand encountered a thin supply of offer- 

ings. thu rates were adjusted roughly 20 to 30 basis points 
higher on April 19, when increases in the discount rates of 

four Reserve Banks and in the Regulation 0 ceilings on 
C/D's became effective. 

Bidding in the regular weekly auctions of three- and 
six-month bills was unenthusiastic in the first two auctionS 
held during the month, but was quite aggressive in later 
auctions at the higher rate levels after investment buying 

reappeared. In the auction held on April 15, the first in 

which the additional $100 million of six-month maturities 
was offered, bidding resulted in average issuing rates of 
5.46 per cent and 5.57 per cent for the three- and siX 

month issues, respectively, 15 and 17 basis points higher 
than corresponding rates established in the preceding weekly 
auction (see Table III). Issuing rates rose further in the 

next auction, but tapered off in the final weekly auction of 

April. In the regular monthly auction of longer bill ma- 
turities held at the end of April, the nine-month and one- 

year bills were awarded at average issuing rates of 5.61 

per cent and 5.66 per cent, respectively, 24 and 19 basis 
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points above rates established on comparable offerings in 
the March auction. 

In the market for Federal agency securities, a $445 
million issue of nine-month debentures of the Federal in- 
termedJate credit banks, originally intended to be offered 
JUSt before the discount rate increase, was postponed until 
April 24, when it received an excellent market reception at a yield of 6.10 per cent. On April 17, the Export-Import 
Bank. of the United States, for the first time, began selling 
short-term discount notes in order to obtain supplemental 
funds for its various export programs. Maturities of the 
Dotes, ranging from 30 to 360 days, arc selected by hives- 
tors with the approval of the agency. The Attorney Gen- 
eral has ruled that contractual obligations of the Export- 
Import Bank are general obligations of the United States. 

OTHER SECURITIES MARKETS 

Prices of corporate and tax-exempt bonds moved sharply 
higher at the beginning of April in the wake of the an- 
nouncement of new attempts by the Administration to seek 
a negotiated settlement of the Vietnam war. Dealers' in- 
ventories of both corporate and tax-exempt debt issues were 
reduced substantially: unsold balances of recent offerings 
were quickly taken from dealers, and new issues being 
marketed at higher prices met a favorable response from 
investors. As the month processed, however, signs of in- 
vestor resistance to the higher price levels became am 
parent. A few issues were postponed, and one prospective 
corporate borrower canceled an offering after obtaining 
financing through a commercial-bank term loan. 

pyflnO _____________________- 
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After the discount rate increase, prices in the corporate 
and tax-exempt markets weakened considerably. Illustrat- 
ing the sharp change of sentiment in the corporate market, 
a large issue of Aaa-rated long-term telephone bonds was 
sold late in the month at a reoffering yield of 6.75 per cent, 
whereas a comparable offering at the start of the period had 
been successfully marketed at a yield of 6.60 per cent. Al- 
though many participants in the tax-exempt market were 
hopeful that the increase in the Regulation 0 ceiling would 
provide some assurance of continued bank buying, more 
apparently felt that the increase in monetary restraint tak- 

The growth of money and bank credit slowed further 
in the first quarter of 1968 as the movement toward credit 
restraint, which began in the closing months of 1967, 
intensified. Dangerous stresses in the international mone- 
tary system, resulting in Large part from this country's con- 
tinuing balance-of-payments deficit, plus growing infla- 

tionary pressures in the domestic economy necessitated 
the coordinated use during the first quarter of all the 
principal instruments of monetary policy. In mid-January, 
reserve requirements on demand deposits in excess of 
$5 million at member banks were increased by per- 
centage point, absorbing about $550 million of member 
bank reserves. Then, on March 14, following Un- 
prcccdentcd speculative demand for gold abroad, the 
Board of Governors of the Federal Reserve System an- 
nounced approval of an increase in the discount rate from 
4½ per cent to 5 per cent, effective the next day, at nine 
Federal Reserve Banks.t The new 5 per cent discount rate 
was the highest in nearly four decades. (After the quarter 
closed, monetary restraint moved a step further in April 
with another increase in the discount rate to 5½ per 
cent.)2 Moreover, open market operations were adjusted 

ing place did not augur well for the market over the months. 
ahead. Thus, The Weekly Bond Buyer's average yield series 
of twenty seasoned tax-exempt issues, which had declined 
sharply from 4.54 per cent at the start of April to 4.29 
per cent just prior to the discount rate and Regulation Q 
actions, rose to close the month at 4.43 per cent. Over the 
latter part of April, inventories of both corporate and tax.. 

exempt issues tended to accumulate in dealers' hands. The 
Blue List of dealers' advertised inventories of tax-exempt 
bonds climbed to $585 million at the month end, sub- 
stantially higher than the $454 million at the cud of March 

progressively during the quarter to restrain furthcr the 
expansion of money and credit. As one measure of the 
increasing restraint brought to bear on bank reserve posi- 
tions, daily average free reserves declined steeply during 
the quarter, dropping from an average of about $100 mil- 
lion in the first weeks of the year to an average of minus 
$310 million in March. At the same time, the effective 
rate on Federal funds increased sharply, rising from just 
over 4½ per cent in early January to roughly 5½ per 
cent in late March. 

The System's move toward progressively tauter monetary 
conditions was reflected in slower rates of growth in most 
credit and liquidity indicators during the January-March 
period. The growth of total commercial bank credit fell 
to a seasonally adjusted annual rate of 6.8 per cent from 
7.5 per cent in the fourth quarter of 1967, markedly below 
the growth in 1967 as a whole. The rate of increase in the 
money supply also slowed during the first three months 
of this year, as did the growth of commercial bank time 

deposits. At the same time, nonbank thrift institutions ex- 

perienced relatively modest growth in their deposits and 
share capital. 

The progressive tightening of money market conditions 
was also manifested in upward pressure on market interest 
rates. While yields on most short- and long-term Govern- 
ment and private debt issues declined during the first part 
of the quarter, they climbed thereafter as monetary re- 
straint intensified and, for the most part, closed the quarter 
at higher levels than those prevailing three months earlier. 
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1 The Federal Reserve Banks of San Francisco and Philadelphia 
posted increases in their rates cffectivc on March 15 and 18, respec- 
tively, while the Federal Reserve Bank of New York did not take 
similar action until March 21, effective the following day. 

2 For details, see page 95 of this Review. 




