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The Money and Bond Markets in February 

Strong price advances in the money and bond markets 

during February carried most short- and long-term inter- 
est rates to the lowest levels since last fall. Investor 
belief that a turning point in interest rates might be at hand 
was fed by increasing conviction that economic activity 
was slowing and by anticipation, fostered by statements 
from prominent officials, that a relaxation of monetary 
policy was a near-term possibility. 

In the market for United States Government securities, 
very sharp yield declines were registered in all maturity 
sectors. Treasury bill rates dropped precipitously as strong 
investment demand pressed on low dealer inventories. 
Rates leveled off toward the end of the month, when the 

supply of bills was augmented by the auction of $1,750 
million of April tax anticipation bills (TAB's) and in- 

creases of $100 million and $200 million, respectively, in 

regular auctions of six- and twelve-month bills. Early in 

the month the three issues of new notes offered in ex- 

change for issues maturing in rnid-Februaiy and mid- 
March attracted very strong demand, and attrition was 

well below that expected earlier. The new notes maturing 
in 1971, 1973, and 1977 were quoted at rising price 
premiums over the month, as dealers and investors be- 
came increasingly confident that rates would continue to 
fall. Over the month as a whole, bid rates on almost all 

maturities of Treasury bills dropped around a full per- 
centage point, three- to seven-year notes yielded from 65 

to almost 100 basis points lower, and long-term bond 

yields declined 40 to 60 basis points. 
New issues of corporate debt were aided considerably 

by the shift in investor sentiment, and offering yields fell 

steadily over most of the month. A Bell System linancing 
in mid-February carried an 8.50 percent yield to investors, 
30 basis points below that of a similar offering a few 

weeks earlier. Individual investors were major buyers of 
the new issues, but during the month large institutional 
investors also began to commit funds. In the buoyant 
atmosphere, additions to the forward calendar of flotations 

checked, but did not reverse, the price trend. The recovery 
in the tax-exempt sector was less vigorous initially but 
tended to pick up steam as the month progressed. Never- 

theless, the large backlog of financings and the continued 
reserve stringency impinging on commercial banks exerted 
some cautionary influence. 

BANK RESERVES AND TNE MONEY MARKET 

Borrowings from Federal Reserve Banks averaged above 
$1.1 billion in February, and net borrowed reserves were 
slightly below the $1 billion mark (see Table I). The ef- 
fective rates on Federal funds were around 9¼ percent 
most of thc month, but drifted as low as 7½ to 8½ per- 
cent in the last week (see Chart 1). Othcr money market 
rates edged down during February. Three-month Euro- 
dollars were about ¼ point lower over the month, but the 
9 to 9½ percent range of quotations was as much as 

percentage points below rates in December. One factorS 
the drop of Euro-dollar interest rates since the year-c 
has been the slackening in demand for these funds by United 
States banks, which in January raised about $1.2 billion in 
the commercial paper market. Rates on directly placed 
ninety-day finance company paper cased in two steps by a 
total of ¾ percentage point and closed the month at 7¾ 

percent. 
System open market operations provided $288 million 

of reserves over the month. Operating transactions, which 
did not fluctuate so widely from week to week as they 
did the month before, absorbed $1,025 million, while re- 

quired reserves dropped $995 million. In the aggregate, 
major money market banks experienced fairly typical 
intramonthly shifts in their basic reserve position (sec 
Chart II). During the week of February 4, however, New 
York City banks enjoyed an unusual deposit inflow and 

were net sellers of $460 million in Federal funds (see 
Table 11)—the largest weekly volume of net sales by these 
banks since the series began in 1959. Indeed, some banks 
tended to overestimate the size of the temporary reserve 

windfall, and late on the final day of the settlement period 
a scramble for reserves briefly pushed the Federal funds 
rate to 12 percent, a new record high. Succeeding weeks 

during February witnessed more normal deposit fib 
between money center banks and others, and deman 
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for reserves were fairly steady throughout each of the 
periods, with the result that rates stayed around 9 percent 
or above until the last week of the month. In the state- 
ment week ended on February 25, more comfortable con- 
ditions emerged before the long weekend (many banks 
were closed February 23 in observance of the Washington's 
Birthday holiday), and on the final two days of the period 
the availability of a large volume of excess reserves pushed 
the effective rate on Federal funds down to 7½ to 8 per- 
cent. A comfortable tone persisted as the month closed. 

The money supply declined at a seasonally adjusted 
annual rate of 10 percent in February. according to pre- 
liminary data, after a 9½ percent advance in January. 

is month-to-month reversal was unusually large and 

- 
ceted the behavior of growth rates over a longer time 

horizon. Increases for three-month periods ranged from 
about zero to 2½ percent in each of the last six months of 
1969, then jumped to over 4 percent in January 1970 
before falling back almosi to zero in February (see Chart 
Ill). The adjusted bank credit proxy (member bank de- 
posits subject to reserve requirements plus certain non- 

deposit liabilities)1 also dropped in February, bringing the 
rate of decline for the latest three months to nearly 3 per- 
cent as compared with a 3 percent gain in the period ended 
in January. While total time deposits edged down about 1 

'The composition of these nondeposit liabilities is detailed in a 
footnote Lo Chart itt. 
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percent in February and were 3 percent lower over the 
latest three months, most of the recent decline took place 
in January, when banks lost a sizable volume of individuals' 
time and savings deposits after the December interest- 

crediting period. By contrast, the sharp drop in time de- 
posits during 1969 was attributable mainly to runoffs of 
large certificates of deposit. 

THE GOVERNMENT SECURITIES MARKET 

Prices of United States Government securities rallied 
strongly throughout February amid increasingly pervasive 
sentiment that the long-awaited turn in interest rates had 
finally materialized. Investor conviction that economic ac- 
tivity was slowing and public statements by Administration 
officials and others about the appropriate stance of mone- 
tary policy in the coming months contributed to expectations 
of lower interest rates. In this atmosphere, both short- and 

long-term Treasury issues enjoyed price advances which 
in many cases pushed yields to theft lowest levels since last 
October. 

The Treasury February refunding, which had dominated 

market attention in the latter part of January, coincid 
with the dramatic shift in market sentiment, and the rat 
of attrition on the maturing issues turned out to be well 
below that expected in late January.2 To a considerable 
extent, strong dealer interest in the new issues accounted 
for the very favorable exchange results, and dealer efforts 
to maintain their positions subsequently contributed to 
the upward pressure on prices. Over the month, yields 
on the new notes fell between 79 and 97 basis points to 
close at levels between 7.15 percent and 7.30 percent. 

In the market for Treasury bills, strong investor demand 
—in part from foreign sources and from reinvestment of 
proceeds from the maturing February 15 notes—encoun- 
tered relatively thin dealer positions. As a result, rates 
dropped very sharply throughout most of the month. 
Bidding at the regular weekly auctions was generally ag- 
gressive and, while the average proportion of noncom- 
petitive tenders to awards dropped below 25 percent from 
around 33 percent in January, participation by small in- 
vestors nonetheless influenced the slide of yields. 

On February 13 the Treasury announced plans to raise 
cash by the sale on February 25 of $1,750 million of 

April TAB's and by increases of $100 million in the reg- 
ular weekly six-month bill auction, beginning with 
February 20 auction, and $200 million in the regul 
monthly one-year bill auction, beginning February 2 
While the new cash operations of the Treasury did not 
produce a rollback in the price gains in the bill market, 
the concentration of three bill auctions during the last few 
business days of February did foster a note of caution in 

bidding as dealers probed investor demand at the lower 
rate levels. After week-to-week drops of from 30 to 60 
basis points in new-issue rates, yields on the new three- 
and six-month bills tended to level off in the last weekly 
auction of the month—held February 20 because of the 
Washington's Birthday holiday on February 23 (see 
Table III). The auction of nine- and twelve-month bills 
on February 24 received good interest, and average rates 
were set at 6.994 percent and 6.933 percent, respectively, 
73 and 60 basis points below those a month earlier. The 
next day, bidding was somewhat cautious in the April 
TAB auction—dominated by banks which could credit 
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2 Of the approximately $5.6 billion of maturing issues in the 
bands of the public, about $4.9 billion was exchanged into the 
three new issues: the 8¼ percent notes due in August 1971, the 
8½ percent notes due in August 1973, and the 8 percent not 
due in February 1977. The 12.8 percent attrition raLe on this e 
change was about one haif the rate of the previous refunding 
October. 
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floceeds 
to Treasury Tax and Loan Accounts. The issue 

te averaged 6.552 percent, and investor demand for 
the bills proved to be moderately strong. 

In the market for Federal agency issues, four large 
offerings during February were very well received by in- 
vestors at yields below those on new issues in the previous 
month. The largest financing for new funds came late in 

February, when the Federal National Mortgage Associa- 
tion (FNMA) raised $800 million by offering $500 million 
of 8½ percent 1¾-year debentures and $300 million of 
8.10 percent 3½-year debentures. These rates were 
around % percentage point below those paid by FNMA 
in a flotation in late January. 

OTHER SECURITIES MARKETS 

New issues of corporate and tax-exempt securities ben- 
efited from many of the same influences that pushed 
Government securities prices sharply higher. Not all 

offerings during the month were immediately sold out, 
however. The high volume of financings, aggressive pricing 
by underwriters, and somewhat reluctant institutional par- 
ticipation until after midmonth all combined to produce 
a succession of tests of the markets' absorptive capacity. 

hroughout the period, of course, the record $1.57 billion 
benture offering by American Telephone and Telegraph 

ompany, scheduled for April, continued to cast a very 
sizable shadow. 

After disposing of the remnants of some late-January 
market congestion, the corporate market quickly reflected 
the shift in investor expectations. In many cases, new flo- 
tations were marketed at yields well below levels antici- 
pated only days before. For example, $80 million of 25- 
year Aaa-rated bonds offered by Philadelphia Electric Com- 
pany on February 3 sold out quickly at a yield to investors 
of about 8.78 percent, compared with earlier estimates of 
from 8.80 percent to 8.90 percent. The receptions of other 
new offerings during the first half of February were mixed, 
however, but a brief easing in the volume of new financings 
during this period gave underwriters an opportunity to 
work inventories down. 

The highlight of the month's new issue activity was 
provided at midmonth by a $150 million offering of 
forty-year debentures by Michigan Bell Telephone Com- 
pany. The 8.50 percent yield to investors set on these 
debentures was 30 basis points lower than that on a Bell 

System financing in late January. Initially, smaller in- 
vestors responded well to the offering, and large insti- 
tutional buying later entered the market and absorbed the 

lance. Although financing activity slackened briefly 
ward the month end, on balance new issue yields held 
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dy. The announcements of several large industrial 
erings scheduled for early March added to an already 

sizable calendar and contributed to investor caution. 
In the tax-exempt sector, interest rates generally moved 

lower as dealers were able to maintain workable inven- 
tories in spite of a heavy volume of financings. Offerings 
with short maturities appeared to be relatively more at- 
tractive to investors, and the largest rate declines were 
on those issues. On February 10 local urban renewal 
agencies under the auspices of the Department of Hous- 
ing and Urban Development (HUD) sold $263 million 
of eight-month project notes at an average cost of 4.89 
percent, 66 basis points below the January level and also 
the lowest rate since the spring of last year. A week later 
local housing authorities sold (also under HUD auspices) 
eight-month project notes totaling $440 million at a net 
interest cost of 4.83 percent, 85 basis points below the 
rate in a Januazy financing. 

Issuers of longer term obligations benefited a bit less 
from the renewed optimism over the course of interest 
rates—in part because banks continue to be under severe 
liquidity pressures. Early in February an offering rated 
Aaa moved slowly at yields to investors from 4.90 per- 
cent in 1971 to 6.15 percent in 1990, around 10 basis 
points below rates on comparable maturities in a similarly 
rated financing in mid-January. Two weeks later, however, 
demand had strengthened and a flotation of Aa-rated 
bonds with equivalent yields and maturities sold out 
quickly. During the last week of February another Aa- 
rated offering sold at yields of from 4.60 percent for short 
maturities to 5.90 percent for maturities around 1990. The 
Blue List of dealer-advertised holdings drifted down to 
$346 million at the month end, $94 million below the end- 
of -January level. The Weekly Bond Buyer's index of yields 
on twenty municipal bonds closed February at 6.16 per- 
cent, 62 basis points lower over the month. 

Fifty-fifth Annual Report 
The Federal Reserve Bank of New York has published its fifty-fifth Annual Report, review- 

ing the major economic and financial developments of 1969. 
The Report notes that all the traditional monetary instruments were used in the firmly restric- 

live stance of monetary policy during 1969. Ji also observes that the experience of thc late 1960's 
makes clear "the danger of relaxing policies of restraint before there are clear signs that inflationary 
expectations arc being overcome". Although continued restraint involves an increasing risk of re- 
cession as the growth of the economy slows, the Report states that "policy makers are as aware 
of the danger of pushing restraint too far as of relaxing too Soon". 

One facet of the inflation that has plagued the American economy in the second half of thc six- 
ties is the balance of payments, which "remains a major unresolved problem for the United States 
and potentially a very disturbing element in the international system", according to the Report. In 
1969, however, monetary restraint helped keep the dollar strong in foreign markets and there 
were a number of developments "that augured well" for the international financial system. 

In his letter presenting the Report, President Hayes declares that "in 1970 we must get 
on with the task of checking inflation and improving the country's competitive position in world 
markets. The achievement of these goals will be neither easy nor painless. Fiscal policy, as well 
as monetary policy, must play a part in convincing the general public that inflation cannot and 
will not be permitted to continue. Liaders in business and labor must become more acutely aware 
that they too have responsibilities to this end". 

Copies of the Annual Report may be requested from the Public Information Department, 
Federal Reserve Bank of New York, 33 Liberty Street, New York, N.Y. 10045. 




