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The Money and Bond Markets in March 

Interest rates in the capital markets fell substantially in 

March, although they reversed direction and rose some- 
what toward the end of the month. A record volume of 
$4.2 billion of new corporate bonds was publicly offered 

during March. Yields on new Aa-rated utility issues de- 
clined by about 60 basis points over the first three weeks 

of the month and then backed up by about one fourth of 
that amount. Yields on long-term Treasury bonds fell by 
19 to 57 hasi points. Tue Weekly Bond Buyer's index 
of twenty municipal bond yields fell by 31 basis points 
over the month. Indeed, except in the corporate sector, 
the decline in yields erased the increases posted during 
February and left yields Ofl some long-term securities near 
their lowest levels in more than two years. 

In contrast to long-term yields, most short-term inter- 
est rates were relatively steady in March. However, the 

sharp drop in short-term interest rates over recent months 
has brought them to levels far below comparable rates in 

many European countries. This has prompted United 
States banks to reduce further their liabilities to their 

foreign brunches. Foreign cn'porations and subsidiaries 
of United States corporations operating abroad have 
drawn on Euro-dollar credits, as rates have fallen, and 

many of these have then been converted into foreign cur- 
rencies. Such conversions have led to an accumulation of 
dollars by foreign central banks and have increased the 

United States balance-of-payments deficit on the official 
settlements account basis) 

Beginning in January 1971, sales of notes by the 

Export-Import Bank to foreign branches of United States 

banks helped to prevent the reduction in commercial 
bank liabilities to their foreign branches from adding to 
the accumulation of dollars by foreign central banks. 

During the first quarter of 1971, two such sales were held 

totaling $1 .5 billion. However, as short-term interest rates 

I For a further discussion. see Charles A. Coombs, "Treasury 
and Fedcril Kccrve Foreign Eschingc Operations", this Review 

March 1971 . pages 4-57. 

in the United States dropped over the first quarter, com- 
mercial banks reduced their liabilities to their foreign 
branches by S3.6 billion, substantially more than the 
$1.5 billion absorbed by the Export-Import Bank note 
issues. Partly as a result of this, dollar holdings of for- 
eign central banks continued to swell. Marketable United 
States Government securities held in custody by the Fed- 
eral Reserve Banks for foreign and international accounts 
rose to $15.1 billion on March 31, up $1.9 billion from 
four weeks curlier and an increase of $3.K billion since 
December 30, 1970. To help avert an additional increase 
in foreign central bank dollar holdings, on April 1 the 

Department of the Treasury announced plans to offer $1.5 
billion in three-month certificates of indebtedness to foreign 
branches of United States banks. 

YH MONEY MARKY 

Most rates were relatively steady in the money market 

during March, in contrast to the precipitous declines 

experienced in other recent months (see Chart I). The 
effective rate on Federal funds averaged 3.71 percent in 
March. virtually unchanged from February's average. 
Uncxpcted firmness developed on the eve of the qual- 
terlv statement date at the month end. But, in general, 
the steadiness in the money market climate allowed most 

short-term rates to move in a trading range that con- 
solidated the sharp declines of earlier months. Rates 
on three-month Treasury hills, bankers' acceptances, and 

directly placed commercial paper moved narrowly, ending 
somewhat higher over the month. 

To align their lending rates more closely with other 
market interest rates, commercial banks cut the prime 
rate in March by percentage point to 5¼ percent. 
This was the fifth consecutive month in which the prime 
rate was lowered, and the reduction brought the rate to 
its lowest level since March 1966. Despite the prime rate 
reductions in November and December, commercial bank 
business loans actually declined during the last quarter 
of 1970 on a seasonally adjusted basis. Although modest 

growth resulted in January and February, demand was 
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Member bank: 

Daily average levels 

Total reserves. Including 
vault cash 29.542 29.403 29.927 29.501 29.979 29.6700 

Required reserves 29.372 29.122 29.693 29,438 29.559 29,4770 

Excess reserves 170 82 234 83 420 1940 
Borrowing, 258 421 290 353 257 3120 

Free, or net borrowed (—I, 
reserves — 88 — 339 — 58 — 270 368 — 1188 
Nonborrowed reserves 29.284 28,982 29.637 29,188 29,722 29.5595 

Net carry-o,er, excess or 
deficit (—){ 187 147 41 106 52 197* 

quite sluggish again in March. Over the four statement 
weeks ended March 24, which include the March 15 cor- 
porate tax payment date, business loans (adjusted for sales 

to affiliates) at weekly reporting banks grew by only $0.5 
billion. This contrasts with increases of $1.3 billion and 
$1.0 billion during the corresponding periods in 1969 and 

1970, respectively. 
The monetary aggregates continued to grow very rapidly 

in March, although at rates somewhat below the extra- 
Net ordinarily high growth rates posted in February. Since these- 

Changes series are erratic and subject to revision, longer time span 
_____ are more useful than monthly movements in examining the 

behavior of the monetary aggregates. In this vein, over 
the first quarter of 1971 the narrowly defined money sup- + 
ply (M1)—currency plus demand deposits held by the 

— 858 public—expanded at a seasonally adjusted annual rate of 
÷ 58 about 8 percent (see Chart II), compared with the 5.4 

: percent increase recorded over 1970 as a whole. This 
brought the growth rate in M1 over the last six months to 

+ 110 about 5½ percent. Commercial bank savings and time 
—818 deposits other than large certificates of deposit (CD's) 

have been growing much faster than the narrow money 
supply. Consequently, M2—a broader measure of the 
money supply which includes commercial bank time de- 
posits held by the public less CD's—rose at an extremely 
rapid seasonally adjusted annual rate of about 17½ percent 
over the first quarter of 1971, compared with an 8.3 percent 
growth posted over 1970. Over the last six months, this 
aggregate expanded at a seasonally adjusted annual rate 
of about 13½ percent. Largely reflecting the decline in 
liabilities to foreign branches and commercial paper issued 

_____ by bank holding companies or other affiliates, the adjusted 
bank credit proxy has grown less rapidly than M2 in recent 
months. Over the first quarter of 1971, the adjusted bank 
credit proxy increased by about 10½ percent, bringing the 

_____ growth rate over the last six months to about 10 percent. 

THE GOVERNMENT SECURITIES MARMET 

Treasury bill rates edged downward in the first half of 
March but at a much slower pace than in recent months. 
A somewhat cautious atmosphere prevailed, as market 
participants appeared uneasy about the recent sharp rate 

______ declines that brought them to their lowest levels in seven 
years. The hesitancy was partially dispelled when one 

major bank slashed its prime rate by percentage point. 
However, the March 16 announcement of offerings of new 

Treasury bills totaling $5 billion without Tax and Loan 
Account privileges caused a brief reaction in rates. 

The Treasury's offering was divided into three seg- 
ments: $200 million increments to the regular weekly 
offering of six-month bills for four weeks beginning March 
22 through April 12, a $2.0 billion issue of April 22 tax 
anticipation bills auctioned on March 24, and a strip 

Table I 
FACTORS TENDING TO INCREASE OR DECREASE 

MEMBER BANK RESERVES, MARCH 1971 

In millions ot dollars; (+) denotes increase 
(—) decrease in excess reserves 

Factors 

Chances in daily averages— 
week ended 

'Market" factors 
Member bank required 
reserves 

Operating transactions 
(subtotal) 

Federal Reserve float 
Treasury operattons 
Gold and foreign account 
Currency outside banks 
Other Federal Reserve 
liabilities and capital 

Total "market" factors 

Direct Federal Reserve 
credit transactions 
Open market operations 
(subtotal) 

Outright holdings: 
Treasury securities 
Bankers' acceptances 

Repurchase agreements: 
Treasury securities 
Bankers' acceptances 
Federal agency obligations. 

Member bank borrowings 
Other Federal Reserve 
assets? 

Total 

Exces, reserves — 147 — 88 + 152 — 171 + + 103 

Nate: Because of rounding. figures do not necessarily add to totals. 
• Includes changes in Treasury currency and cash. 

Includes assets denominated in foreign currencies. 
I Average for fire weeks ended March 51. 

Not reflected In data above. 
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totaling $2.2 billion auctioned on March 31 (comprising 
additions of $200 million each to eleven outstanding 
regular issues due from July 8 to September 16). The new 

fix,iancing package was somewhat larger than had been 
exécted, and rates on many bills rose by nearly ¼ per- 
centage point on the day after the announcement. 

A more cautious tone prevailed in the Treasury bill 
sector during the remainder of the month, as the weight of 
additional supply was felt. By the month end, rates on most 
issues were 10 to 20 basis points higher than at the begin- 
ning of the month. The rise in yields over the second half 
of March followed the downward trend that dated from 
the beginning of 1970, but still left Treasury bill rates 
at the close of the month near their lowest levels since 

2'1963. 

7. 

Yields on Treasury notes and bonds fell steadily until 
late in the month. Market sentiment was bolstered early in 
the month by System purchases of coupon-bearing issues 
and discussion of possible cuts in the commercial bank 
prime rate. There was also talk of possible reductions in 
reserve requirements and the discount rate. On March 11, 
one major bank cut its prime rate to 5¼ percent and yields 
on Treasury securities plunged in brisk trading. The effect 
of the prime rate reduction was especially pronounced 
in the intermediate-term securities market, where yields 
on some issues dropped as much as 15 basis points in 
a single day. The rally faltered briefly, as most major 
banks lowered their prime rates to only 5½ percent. How- 
ever, yields resumed their downward trend on March 15, 
when several other major banks reduced their prime rates 
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to 5¼ percent, and the Federal Reserve Board announced 
that the industrial production index had declined in Feb- 
ruary by 0.4 percent following a two-month gain. 

Market participants were also encouraged by favorable 
developments in the corporate and municipal bond mar- 
kets, and yields continued to fall until the last week of the 
month. However, yields rose moderately at the close of 
the month, in part because of profit taking by short-term 
investors. On balance, yields on intermediate-term Trea- 
sury securities declined by 33 to 44 basis points over the 
month, while yields on long-term issues fell 19 to 57 
basis points. The decline in long-term bond yields more 
than erased the rise in February; by the end of the month 
the average yield on long-term Treasury bonds was at 
the lowest level since December 1968. 

OTHER SECURITIES MARKETS 

during February, and the decline in the industrial produc- 
tion index. The decline convinced many investors that the 
economy was still weak, that monetary policy would re- 
main stimulative, and that corporate securities offerings 
would decrease over the next few months. Some evidence 
that the supply of new corporate issues was beginning 
to wane was already apparent, and this further 

bolste5ed 
investor confidence. The schedule of dealer-placed cor- 
porate bond offerings for April is about $2 billion, less than 
half the record monthly volume for March but about equal 
to the monthly average in 1970. 

Encouraged by these favorable developments, under- 
writers bid aggressively for new issues. Yields on newly 
issued prime corporate bonds plunged 62 basis points over 
the first three weeks of the month, nearly retracing the 
70 basis point increase for February. During the final 
week of the month, however, yields baëked up by about 
15 basis points. The Weekly Bond Buyer's twenty-bond 
index of municipal bond yields fell to 5.00 percent in 
the third week of the month, the lowest level since Feb- 
ruary 1969. Although the index rose over the remainder 
of March, by the month end it stood at 5.03 percent, 31 
basis points below its level at the end of February. 

The fundamental tone of the corporate and municipal 
sectors was still weak at the beginning of the month, as 
the market labored under mounting supply pressure and 
heavy dealer inventories. Investors were cautious and a 
number of new issues were released from syndicate price 

Maturities 

Weekly auction dates—March 1971 

March March March Mardi Mardi 
1 8 15 22 29 

Monthly auction dates—January.March 1971 

January February March 
26 23 25 

4.268 3.691 3.50? 
4.248 3.675 3.586 

• Interest rates on bills are quoted In terms of a 360-day year. with the discounts from 
par so the return on the face amount of the hUla payable at maturity. Bond yield 
equivalents, related to the amount actually Invested, would be allghtly higher. 

Chart II 

CHANGES IN MONETARY AND CREDIT AGGREGATES 
Seasonally adjusted annual rates of change 

1970 1971 1970 1971 
Nate, Data for 197l-I are preliarinary. 

*Corr.ncy plus d.mond deposits h.ld by tha public. 

Currency plus demand sad time dapositu h.ld by the public less negotiable 
certificates ol deposit i.soed in d.,ominations of $100,000 or more. 

1' Total member bank deposits subject to loser,. requiramentu plus nondepauit 
liabilities, each us Eurodollar borrowings and commercial paper issued by 
bank holding companies or other alfiliates. 

Source! Board of Governors alike Fed.ral R.uerve System. 

Table II 
AVERAGE ISSUING RATES 

AT REGULAR TREASURY BILL AUCTIONS 

In perCent 

Strong investor demand reemerged in the corporate 
and municipal bond markets in March. A record vol- 
ume of new issues was marketed at declining yields until 
late in the month, when a cautious atmosphere reemerged 
and yields moved higher. Investors responded enthusias- 
tically to reductions in the commercial banks' prime rate, 
the modest rate of increase in the consumer price index 

3,347 3.307 3.307 3.331 3.321 
3.467 3.339 3.416 3.481 3.603 

Three-month 
Six-month 

Nine-month 
One-year 
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restrictions, resulting in sharp upward yield adjustments. 
However, strong investor demand developed on March 

9, when a large telephone company offering met an excel- 
lent reception. Two days later, when the percentage 
point reduction in the prime rate was initiated, many other 
new securities issues sold quickly. The prime rate reduc- 
tion prompted underwriters to offer an electric utility issue, S rated Aa and priced to yield 7.42 percent, 45 basis points 
below two similarly rated corporate utility bond issues 
marketed on February 24. The agptssive pricing caused 
investors to hesitate, and less than half of the bonds were 
sold on the first day. But with further optimistic news, 
including announcements that several other major banks 

had reduced their prime rates by percent, sales picked 
up. The remainder sold on March 17, when another Aa- 
rated utility issue was marketed at a yield of 7.25 percent. 
This new issue also met first-day buyer resistance but sold 
out one week later. 

Investor resistance to further rate declines stiffened 
toward the end of the month. For example. a $40 million 
Aa-rated utility bond issue drew a cool response from 
buyers. when priced to yield 7.10 percent on March 23. 
At the end of the month, this issue was only about 40 
percent sold. When the issue was released from syndicate 
price restrictions on April 1, its yield rose to 7.42 percent 
in initial trading. 

Per Jacobsson Foundation Lecture 
The Per Jacohsson Fiwrnlatitni iii Washington, D.C.. has iuiade available to the rederal Re- 

serve Bank of New York a limited number of copies of the 197t) lecture on international monetary 
affairs. In sponsoring and publishing annual lectures on this topic by recognized authorities, the 
Foundation continues to honor the late Managing Director of the International Monetary Fund. 

The seventh lecture in this series was held at the University of Basic on September 14, 1970 
in Basle, Switzerland. William MeChesney Martin. former chairman of the Hoard of Governors of 
the Federal Reserve System. spoke on "Toward a World Central Bank?' Discussion on the subject 
was presented by Dr. Karl Blessing, former President of the German Federal Bank; Alfredo Ma- 
ehado Gomez, President of the Mercantile and Agricultural Bank of Caracas, Venezuela (and for- 

merly President of the Central Bank of Venezuela); and Dr. Harry 0. Johnson, professor of eco- 
nomics at the University of Chicago and the London School of Economies. 

This Bank will mail copies of the lecture without charge to readers of this Review who have 
an interest in international monetary affairs. 

Requests should be addressed to the Public Inlormation [)epartment, Federal Reserve Bank 
of New York, 33 Liberty Street, New York, N.Y. 10045. French and Spanish versions are also 
available. 




