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in other major industrial nations have risen more than in 
the United States. Increased competition has also played a 
role in the recent slowdown in the rate of increase in wages, 
which in turn has helped to hold down upward pressures on 
prices. Collective bargaining agreements negotiated last 
year in manufacturing industries tended to provide smaller 
increases than were obtained in earlier contracts. Since 

productivity also rose during the period, direct wage costs 
per unit of output remained virtually unchanged in 1962, 
and indeed at the end of the year were no higher (and 
possibly slightly lower) than the level reached more than 
five years earlier at the peak in business activity in 1957. 

Among the important components of the price structure 
that are not greatly affected by cyclical changes in business 
activity arc the prices of consumer services. These prices, 
which account for more than one third of the total con- 
sumer price index, have been rising continuously, in part 
because of the steady shift in demand to the service sector. 
In addition, productivity gains in many service sectors ap- 
pear to be relatively hard to achieve or at least to meas- 
ure. It is noteworthy, however, that even in this area price 
rises in most of the recent months have been more moder- 
ate than they had been for some time. 

To some extent, furthermore, the magnitude of the risc 
in service prices over the postwar period is probably over- 
stated because of the special difficulties of taking improve- 
ments in the quality of services into full account. For ex- 

ample, while the "medical care" component of the con- 
sumer price index has shown a much more rapid rate of 
advance than most other "service" components of the in- 
dex, the price equivalent of higher quality medical care is 
exceedingly difficult to define, much less to measure. 

Farm prices in recent years also have been largely in- 
sensitive to the over-all level of business activity. The chief 
cause of these fluctuations in the aggregate level of farm 
prices seems to be the livestock cycle. During the two 

upswings in general business activity preceding the present 
one, from mid-1954 to 1956 and from early 1958 to 1960, 
the timing of the livestock cycle brought to market a large 
increase in the supply of cattle and hogs and thus drove 
down food prices at both the wholesale and retail levels, 

offsetting rising prices for manufactured goods. In the cur- 
rent upswing, however, livestock production has stabilized 
at a fairly high level. As a result, wholesale prices of farm 
products and processed foods on balance have dipped 
only slightly since the business upswing began in early 
1961, and retail food prices have risen. Food prices in 
general were stronger in 1962 than in 1961, reflecting 
increases in meat prices and continuing uptrends in cereal 
and bakery product prices. 

Prices of goods other than food have not shown the 
sizable increases in the current business expansion that 
occurred in previous postwar upswings. Retail prices of 
nonfood consumer goods, to be sure, have risen some- 
what since the upturn began (in February 1961), but the 
increase has been less than in the comparable period of 
the preceding economic expansion. At the wholesale level, 
moreover, industrial commodity prices (i.e., wholesale 
prices other than farm products and processed foods) have 
changed little since the last recession trough, in contrast 
to a mild rise in the previous cyclical expansion and a con- 
siderable advance in the 1954-57 upswing. In all major 
categories, industrial wholesale prices are currently below 
their peak levels of the late 1950's. 

The Money Market in December 

The money market was moderately comfortable in the 
first half of December but became firmer in the second half, 
as the distribution of reserves first tended to favor the 
money centers and then shifted toward the country banks. 
The shift in atmosphere was associated in good part with 
the niidmonth tax date, as corporations sold securities to 
dealers, both outright and as a result of maturing repur- 
chase agreements, while the dealers in turn resorted to 
heavy borrowing from the money market banks in New 
York to finance thcir enlarged inventories. Thus, the effec- 
tive rate on Federal funds was generally 2b per cent 

through December 13, but moved to 3 per cent thereafter 
while member bank borrowing from the Federal Reserve 
increased. Similarly rates posted by the major New York 
City banks on new and renewal call loans to Government 
securities dealers were quoted within a 2¾ to 3¼ per cent 
range in the first half of December, and largely in a 3¼ 
to 3½ per cent range in the latter part of the month. 

On December 20, the Treasury issued a public invita- 
tion for bids on $250 million of Treasury bonds. The 
operation represents the first sale of Treasury bonds 
through competitive bidding by underwriters for rcofferirj 
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to the public. The bonds will be dated January 17, 1963 
and will mature on February 15, 1993 but may be called 
for payment on February 15, 1988 or on any interest pay- 
ment date thereafter. Under the terms of the offering, the 
successful bidder will be required to make a bona fide rc- 

offering of all of the bonds to the investing public. On 
January 2, the Treasury indicated that underwriters would 

be offered the option of bidding on either a 4 per cent or 
4½ per cent coupon rate and that each bidder might sub- 
mit only one bid, specifying one of the two coupon rates. 

Bids were received until 11 a.m., January 8, 1963. Shortly 
thereafter the Treasury announced that the successful bid 
carried a price of 99.85111 for a 4 per cent coupon, mak- 

ing the cost to the Treasury equal to 4.008210 per cent. 
The winning underwriting group reoffered the bonds at 

par. 
Also on January 2, the Treasury announced that it 

would auction $2.5 billion of one-year Treasury bills for 
new cash and in exchange for $2 billion of one-year bills 

maturing on January 15, 1963. The new bills will be 
dated January 15, 1963 and will mature on January 15, 
1964. Tenders were to be received through 1:30 p.m., 
January 9, 1963. 

On December 17, the Treasury announced that holders 
of $75 million of the $458 million of outstanding Series F 
and G savIngs bonds maturing from January 1, 1963 

through April 1, 1964 had elected to convert their holdings 
into the two marketable Treasury issues offered in the ex- 

change. Conversions into the 37 per cent bonds of 1971 

totaled $41 million, while $34 million was exchanged for 
the 4 per cent bonds of 1980. 

In the market for Treasury bills, rates moved slightly 
lower in carly December under the impact of a persistent 
investment demand. Around the midmonth tax and divi- 
dend period, however, the rate decline was reversed, as 
demand contracted and the volume of offerings grew. Over 
the balance of the month, rates moved irregularly higher, 
with the three-month bill closing at 2.93 per cent (bid) 
compared with 2.86 per cent at the end of November. 
Prices of Treasury notes and bonds showed small declines 
in the opening days of the month. This trend,, however, was 

subsequently reversed, reflecting the strong technical posi- 
tion of the market. In the closing days of the month, prices 
receded again as increased caution developed about current 
price levels. For the month as a whole, prices of most inter- 
mediate issues were up on balance while some of the 
longest term issues showed slight declines. In the market 
for corporate and tax-exempt bonds, prices were unchanged 
to slightly lower in early December but moved higher until 

- the closing days of the month, as demand expanded and 
e supply of new issues contracted. 

BANK RESERVES 

Market factors absorbed reserves in December, on bal- 
ance, as seasonal expansions in float and vault cash were 

more than offset by the effects of the holiday-induced out- 
flow of currency into circulation and a substantial expan- 
sion in required reserves. This latter increase reflected the 
usual December rise in loans to corporations making quar- 
terly tax and dividend payments, together with the related 
increase in borrowing by Government securities dealers, 
as the dealers took on securities from corporations raising 
cash to make quarterly payments. Reserves drained by 
market factors were partially offset by System open market 

operations. Average outright System holdings of Govern- 
ment securities increased by $495 million from the Last 

statement week in November through the last statement 

period in December, while holdings under repurchase 
agreements rose by $3 million and net holdings of bankers' 
acceptances (both outright and under repurchase agree- 
ments) increased by $38 million. From Wednesday, No- 
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vember 28, through Wednesday, December 26, System 
outright holdings of Government securities maturing in less 
than one year expanded by $313 million while holdings 
maturing in more than one year rose by $262 million. 

Over the four statement weeks ended December 26, free 
reserves averaged $309 million, compared with $447 mil- 
lion (revised) in the four weeks ended November 28. 

Average excess reserves declined by $93 million to $476 
million, while average borrowings from the Federal Re- 
serve Banks rose by $44 million to $167 million. 

THE GOVERNMENT SECURITIES MARKET 

Treasury bill rates edged lower over the first ten days of 
December, as a persistent investment demand, including 
some commercial bank buying in a slightly easier money 
market, encountered only a limited volume of offerings. A 
fairly good interest was evident in the regular weekly auc- 
tion held on December 10, when the new issues carried 
attractive mid-March and mid-June maturities. Average 
issuing rates were set at 2.807 per cent for the new three- 
month bill and 2.861 per cent for the six-month bill, down 
5 and 8 basis points, respectively, from the previous week. 
Rates moved irregularly higher from December 11 through 
the balance of the month, reflecting a combination of inves- 
tor sales associated with mid-December corporate tax and 
dividend payments and a firmer money market which raised 
dealers' financing costs on their enlarged inventories and 
induced some bank selling of bills. Despite this atmosphere, 
dealers bid aggressively in the auction on December 21 
(advanced to Friday because of the Christmas holiday the 
next week), especially for the three-month bills, and won 
exceptionally large awards. The dealers' eagerness to ac- 
quire bills apparently reflected the anticipation of a strong 
resurgence of investor demand after the rnidmonth tax 
date. Some net demand did emerge, but dealers' inventories 
remained relatively high and the atmosphere continued 
hesitant—based on the sustained firmness in the money 
market, on related market discussion of the possibility that 
credit policy may have shifted to slightly less ease, as well as 
on the heaviness of dealers' portfolios. In the final auction 
of the month, held on Friday, December 28, because of 
New Year's Day, average issuing rates were set at 2.926 
per cent for the new three-month issue and 2.966 per cent 
for the six-month bllls—7 and 3 basis points, respectively, 
above the rates established in the last auction in November 
and the highest auction rates since July and August, re- 
spectively. 

Prices of Treasury notes and bonds declined in the first 
few days of December, as retail and professional offerings 
outweighed a limited investment demand. Activity was 

largely confined to switching operations, including the 
usual year-end exchanges for tax purposes. By Deccmber 
5 a stronger tone began to emerge and prices worked 
higher until the closing days of the month, buoyed by the 
good technical position of the market, by talk of Congres- 
sional opposition to an early-1963 tax cut, as well as by 
some renewed misgivings regarding the strength of the 
economic advance. Against this background, a moderate 
outright investor demand, professional short covering, and 
a broadening volume of switching operations developed. 
By December 24 a number of intermediate and longer term 
issues had reached new highs for the year, and the single 
remaining 4 per cent yield in the Treasury's bond list 
(available on the 4¼'s of 1987-92 marketed last August) 
had disappeared. After the Christmas holiday a more cau- 
tious atmosphere developed, and prices moved down over 
the rest of the month, as some profit-taking was induced 
by reappraisals of the interest rate outlook, particularly in 

light of the firmer money market atmosphere and discus- 
sions of the possibility of a slight shift in monetary policy. 
Over the month as a whole, prices of Treasury notes and 
bonds generally ranged from 2 lower to W higher. 

OTHER SECURITIES MARKETS 

Prices of seasoned corporate and tax-exempt bonds 
moved somewhat lower at the beginning of December under 
the pressure of continuing investor resistance to recent 
price levels and the heavy volume of dealer inventories. A 
better tone subsequently emerged, however, reflecting some 
of the same factors that underlay improvement in the Gov- 
ernment securities market as well as a decline in the volume 
of new offerings. Investor interest quickened in both newly 
offered and outstanding issues, and prices of both corporate 
and tax-exempt bonds edged higher until the last few days 
of the period. In the final days, as in the Treasury bond 
market, a more cautious atmosphere developed. For the 
month as a whole, the average yield on Moody's seasoned 
Aaa-rated corporate bonds declined by 3 basis points to 
4.22 per cent at the close of the period, while the average 
yield on similarly rated tax-exempt bonds rose by 5 basis 
points to 2.94 per cent. (These indexes comprise only a 
limited number of issues, and do not always constitute an 
accurate guide to the tone of the market.) 

The total volume of new corporate bonds reaching the 
market in December amounted to $245 million, compared 
with $295 million the preceding month and $205 million 
in December 1961. The largest corporate issue marketed 
during the month was a $60 million Aa-rated utility issue 
of 4/s per cent first and refunding mortgage bonds matur-. 
ing in 1992. The issue, which was reoffered early in thO 



month to yield 4.33 per cent and is not refundable for five 

years, encountered some initial investor resistance. Later 
in the month, however, a similarly rated $45 million utility 
issue yielding 4.32 per cent was very well received, and 
interest also picked up in the aforementioned S60 million 
issue. New tax-exempt flotations during the month totaled 
$455 million, as against $470 million in November 1962 
and $625 million in December 1961. The Blue List of ad- 
vertised dealer offerings of tax-exempt securities declined 
by $45 million during the month to $514 million on the 
final day in December. The largest tax-exempt offering of 
the period was the $95 million (Aaa-rated) New Housing 
Authority issue. Awarded at a net interest cost of 3.114 
per cent and reoffered to yield from 1.50 per cent in 1963 

to 3.35 per ccnt in 2003, the bonds were well received. 
Most other new corporate and tax-exempt bond issues 
marketed during the period were accorded fairly good 
receptions by investors. 

During the last four months of 1962 and early in 1963, 
the monetary authorities in a number of foreign industrial 
countries reduced discount rates and relaxed other mone- 

tary restraints.' Like the numerous discount rate reduc- 
tions earlier last year, the recent moves generally reflected 

the continued strengthening of the international positions 
of these countries. To an important extent, however, the 
easing of monetary restraints toward the year end also 
occurred against a background of slower growth in do- 
mestic economic activity. In some cases, moreover, the 
measures taken were not merely designed to stimulate 
economic activity in general but were deliberately in- 
tended to channel available savings from short-term in- 
vestments into the capital market. 

The lowering of the Belgian National Bank's discount 
rate on December 6 to 3.5 per cent from 3.75 per cent— 
the sixth such reduction in less than sixteen months—ap- 
pears to have completed the process of aligning the Bel- 

gian rate with those of other Common Market countries. 
The move was also intended to bring about a further 

1 Por a discussion of the first eight months of 1962, see "Recent 
Monetary Potii.y Measures in Western Europe", this Review. April • 1962, pp. 64-66 and "Recent Monetary Policy Measures Abroad", 
this Review, September 1962, pp. 125-27. 

reduction of short-term rates relative to long-term rates, 
thus providing increased resources for longer term invest- 

mcnt. This policy reflects the belief of the Belgian central 
bank that industrial investment, operating within a frame- 
work of appropriate monetary policies, should be the main 
factor in the achievement of a faster rate of Belgian eco- 
nomic growth. 

The quick recovery in Canadian reserves since the finan- 
cial crisis of last spring permitted some easing of the auster- 

ity measures introduced in June. The discount rate was re- 
duced, in three steps, from the 6 per cent crisis rate to 4 per 
cent on November 13 (see table). These moves, which were 

made largely in response to the continued recovery of 
Canada's exchange reserves and to the authorities' desire 
to accommodate the growing demand for short-term 
credit, were reflected in a decline in Treasury bill rates 
from 5.47 to 3.91 per cent. The reductions may also 
have indicated official recognition that the pull of higher 
rates on foreign short-term capital was no longer needed 
now that an economic climate conducive to an inflow of 

longer term capital from abroad had been re-established. 
The $731 million reserve gain since midyear owes much 

of its strength to the return flow of short-term funds and 
to the revival of foreign investment in longer term Cana- 
dian securities. The reserve gain, in turn, has facilitated 
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PERSPECTIVE ON 1902 

The Federal Reserve Bank of New York has 

just published Perspective on 1962, a nine-page 
review of economic and financial developments. 
Many businessmen and teachers find Perspective 
useful as a layman's summary of the economic 
highlights treated more fully in the Bank's Annual 

Report. Copies of Perspective are available with- 
out charge in quantity to teachers for classroom 
distribution and in limited quantities to others as 

long as the supply lasts. Requests should be ad- 
dressed to the Public Information Department, Fed- 
eral Reserve Bank of New York, 33 Liberty Street, 
New York 45, N. Y. 

Recent Monetary Policy Measures Abroad 




