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currency assets on a covered basis, with the result that
the spot guilder declined slightly while the premium on
the forward guilder widened.
The Italian lira also fluctuated narrowly below its upper
limit. Italians were important borrowers in Euro-currency
markets to satisfy domestic liquidity requirements, which
partly arose from an enlarged trade deficit. Such borrowings also helped counter the influcnccof short-term capital
outflows connected with the April election and its aftermath as well as the effects of new regulations in January
and April governing portfolio investment by Italian residents. Nevertheless, the lira softened somewhat late in
May and June.
The Belgian franc, although remaining above its par
value, declined gradually during the first quarter of the
year. Belgian exports and imports were both reduced in
the early months because of the severe winter in Europe;
exports were at a particularly low level in February, resulting in a relatively large trade deficit in that month. In
March and April, the volume of Belgian trade increased
and the trade balance improved, accompanied by some
firming in the Belgian franc rate. Thereafter, the Belgian
trade balance again became less favorable, and this factor
—in combination with some moderate capital outflow—
ledto a renewed easing of the franc in May and June.
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The Japanese
yenremainedstrongduring the first quarter of the year, with the rate approximately at its upper
limit, 0.5 per cent above the par value of $0.002778.
During April, the Japanese authorities took measures to
bring Japan's international practices more closely in line
with those of other major currency centers. On April 1,
regulations regarding the repatriation of foreign capital
invested in Japanese securities were liberalized; and, on
April 22, the official support limits of the yen were
widened to 0.75 per cent on either side of parity. An
outflow of capital from Japan developed that month and,
with a partly seasonal increase in the trade deficit, the
yen rate declined in the second quarter of the year, reaching its newly established lower limit.
Indonesia moved to simplify its multiple exchange rate
structure late in May, with the net effect of a further devaluation of the rupiah. The Brazilian cruzeiro was devalued by about 30 per cent late in April, when the Bank
of Brazil raised its official buying and selling rates from
460-475 cruzeiros to the dollar to 600-620 cruzeiros. In
May, the Uruguayan peso was also devalued, and the
market rate moved from 10.98 to the dollar to 16.50 to
the dollar.

The Money Market in June
The money market remained generally firm in June,
continuing the firmer tone that developed in the latter
half of May. Reserve distribution tended to favor banks
outside the money centers during much of the month,
while reserve positions of banks in the money centers
were under some pressure—particularly in the latter half
of the month, after the midmonth corporate tax payment
date and the enlargement of Government securities
dealers' financing needs. As in the preceding month,
Federal funds traded almost entirely at the 3 per cent
"ceiling", with the supply of funds available at this rate
often falling short of a substantial demand. Member bank
borrowing from the Federal Reserve Banks continued
at about the levels reached in the latter part of May.
Rates posted by the major New York City banks on call
loans to Government securities dealers were generally

quoted within a 3¼ to 3½ per cent range throughout the
period. The tone of the money market became quite firm
earlyin July, reflectingboth the lingeringeffects of the endof-June commercial bank quarterly statement date and the
reserve pressures developing in advance of the July 4
holiday.
On June 6, the Treasury announced that it would offer
for cash approximately $1 ¼ billion of new bonds to be
dated June 20, 1963 and to mature August 15, 1970.
Subscriptionsfor the bonds-—carrying a 4 per cent coupon
and offered at par—were to be received on June 11,
with payment, which could be made through credit to
Treasury Tax and Loan Accounts, due on June 20. It
was also announced on June 6 that subscriptions in
amounts up to and including $100,000 would be al]otted
in full while amounts subscribed over $100,000 would be
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allotted on a percentage basis. At the same time, the
Treasury indicated that it was prepared to enlarge the
issue by 10 to 15 per cent if investor interest proved sufficiently extensive.
The results of the bond offering were announced after
the close of business on June 14. The issue was very
heavily oversubscribed, with the response far exceeding
the Treasury's expectations. Subscriptions numbered
almost 24,000 and amounted to approximately $16¼
billion—a figure that was much inflated as subscribers
expected a low allotment and consequently padded their
subscriptions. Even so, it soon became clear that allotting
in full the first $100,000of eachsubscriptionwould absorb
about $1.4 billion—leaving virtually no percentage allotmcnt on larger subscriptions unless the Treasury overallotted by a wider margin than had been indicated
earlier. In these unusual circumstances the Treasury accepted $1.9 billionof subscriptions, subjectingthat portion
of subscriptions in excess of $100,000 to a 5 per cent
allotment. Because the total amount allotted substantially
exceeded the $1¼ billion originally sought by the Treasury, no allotments were made to Government Investment
Accounts.
In the market for Treasury notes and bonds, interest
focused during most of the month on the Treasury's sale
of 4 per cent bonds of 1970. Price changes for outstanding issues were generally quite narrow and mixed,
with moderate declines centered in the intermediate-term
area, where the supply of securities was expanded by the
new bonds. Treasury bill rates continued to risc into
early June, then receded from June 4 through June 10
in the face of expanding demand. In the latter part of
the month, bill rates held generally steady. Prices of corporate bonds drifted slightly lower earlyin the month, but
moved moderately higher over the remainder of the pcriod
as the calendar of new offeringsgrew lighter and investor
demand expanded. In the tax-exempt sector, prices moved
down sharply at the beginningof June, then receded gradually over the balance of the month.
BANK RESERVES

Market factorsabsorbedrescries on balance from the
last statement period in May through the final statement
week in June. Reserve drains—stemming mainly from
an expansion in Treasury deposits with the Federal Reserve Banks, an outflow of currency into circulation, and
a large increase in required reserves—more than offset
a midmonth rise in float. The expansion in required
reserves primarily reflected an increase in loans to brokers
and dealers, as they took on securities from corporations
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raising cash to make quarterly payments; reserves were
also required to cover the increase in loans to corporations
which occurred over the quarterly tax and dividend dates.
Additional required reserves were generated when commercial banks paid for the newTreasury bonds on June 20
by directly crediting Treasury Tax and Loan Accounts.
System open market operations during the month approximately counterbalanced the net reserve drains due to
market factors. System outright holdings of Government
securities expanded on average by $520 million from the
last statement period in May through the final statement
week in June, while holdings under repurchase agreements
rose by $153 million. Net System outright holdings of
bankers' acceptances declined by $4 million, while holdings under repurchase agreements rose by $2 million.
From Wednesday, May 29, through Wednesday, June 26,
System holdings of Government securities maturing in less
than one year rose by $444 million, while holdings maturing in more than one year expanded by $64 million.

FEDERALRESERVE BANE OF NEW YORE

THE GOVERNMENT SECURITIES MARKET
Prices of Treasury notes and bonds moved irregularly
lower in early June, as the marketcontinued to weigh the
outlook for interest rates with caution, particularly in
view of further improvements in business statistics and
news of a renewed outflow of gold. Additional uncertainty
wasgenerated by expectationsthat a Treasury cash financing was imminent. In this atmosphere, expanded offerings
encountered only limited investment demand. Price declines centered in the 1968-72 maturity area, where the
market anticipated that Treasury financing might be executed. Response to the Treasury's announcement, after
the close of business on June 6, that it would sellapproximately $1V4 billion of new 4 per cent bonds of 1970 was
favorable, and became increasingly enthusiastic as the
subscription date approached. The Tax andLoan Account
feature of the financing made the new bonds particularly
attractive to commercial banks, while news that subscriptions up to $100,000would be allotted in full drew considerable interest from small investors. Response from
other market sources was also substantial, based in part
on the expectation that only small percentage allotments
might accrue to large subscribers and that a sizable premium would develop on the newissue once trading began.
The market for outstanding notes and bonds was
buoyed both by the enthusiastic reaction to the financing
terms for the new issue and by a widely held belief that
recent advances in interest rates had already reflected any
shift that might have taken place in monetary policy.
to
Prices of outstanding issues generally rose from
close
of
books
June
7
the
subscription
through
'%2 from
on June 11. Offeringsof five- to ten-year maturities being
sold to make room in portfolios for the 4's of 1970 were
limited andwere readily absorbed by professional demand.
The new bonds were quoted at premium bids of from
42 to %2 in "when-issued" trading. From June 12
through the June 20 payment date for the 4's, price
changes for outstanding issues were narrowly mixed, with
the bulk of activity consisting ofoutright sales and switches
outof 1968-80 maturities into the newbonds. Activity in
the new issuetaperedoff prior to the Treasury's allotment
announcement, as considerable market uncertainty developed over the possibility of unusually small percentage
allotments. The Treasury's June 14 announcement that
the total amount of the issue would be increased to $1.9
billion brought forth a sizable volume of offeringsof the
new bonds, but these were readily absorbed by a broadly
based demand.
Prices were little changed from June 20 through the
end of the month. Over the month as a whole, prices
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of intermediate and longer term issues ranged from %2
higher to '%2 lower, while the new 4's of 1970, which
continued in good demand throughout the period, closed
the month at 100'%2 (bid).
In the Treasurybill market, rates moved higher at the
beginning of June in a cautious atmosphere reflecting
market concern over reduced reserve availability, a further decline in the gold stock, and the possibility of still
higher short-term interest rates. After the June 3 auction
—at which rates were up 5 basis points from the preceding week on the three-month bill and 4 basis points on
the six-month issue—demand, particularly from banks
and public funds, revived at the higher rate levels. Thus,
dealers were easily able to absorb bills returned to them
under maturing repurchase agreements as corporations
prepared for June 10 dividend payments. Against this
background, rates edged generally lower from June 4
through June 10. Subsequently, a note of hesitancy developed in the wake of the June 10 auction, in which
dealer awards were heavy. Offeringsexpanded moderately
prior to the June 15 corporate tax payment date and encountered only limited retail demand. Over the remainder
of the month, rates fluctuated within a narrow range in
moderate trading, with persisting demand from nonbank
sources balancing some net supply from banks in the continuing firm money market. At the final auction of the
month,held on June 24, average issuing rates were 2.979
per cent for the newthree-month issue and 3.070 per cent
for the new six-month issue—about 1 and 2 basis points,
respectively, above the rates established in the final auction in May. The newest three-month bill closed the month
at 2.99 per cent (bid) as against 3.00 per cent at the end
ofMay.
OTHER SECURITIES MARKETS

In the market for corporate and tax-exempt bonds,
prices moved lower in early June as market participants
became increasingly convinced that somewhat higher interest rates were in prospect. The price decline was more
pronounced in the tax-exempt sector, where underwriters
attempting to reduce their large inventories in the face of
a substantial volume of new offerings made sizable price
concessions. Yields on some recent tax-exempt issues rose
by 5 to 15 basis points, and demand subsequently expanded at the lower price levels; dealers, however, continued to reduce prices throughout the month in order to
trim swollen inventories. In the corporate sector, where
the calendar of forthcoming issues contracted seasonally,
resurgent investor demand permitted dealers to reduce
their unsold balances; several new, fully priced corporate
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issues encountered some investor resistance, however.

Over the month as a whole, prices of corporate bonds
moved generally higher, while prices of tax-exempt bonds
declined. The average yield on Moody's seasoned Aaarated corporate bonds was unchanged at 413 per cent,
while the average yield on similarly rated tax-exempt
bonds rose by 10 basis points to 3.10 per cent.
The total volume of new corporate bonds reaching the
market in June amounted to approximately $455 million,
compared with $535 million in the preceding month and
$470 million in June 1962. The largest new corporate
bond issue publicly marketed during the month consisted
of $75 million (Aa-rated) 4¼ per cent industrial debentures maturing in 1988 and not refundable for five years.

Reoffered to yield 4.30 per cent, the debentures were very
well received and the issue was quickly sold. New taxexempt flotations during the month totaled approximately
$990 million, as against $830 million in May 1963 and
$730 million in June 1962. The Blue List of tax-exempt
securities fell by $53 million during the month to $643
million on June 28. The largest new tax-exempt offering
during the period consisted of $109 million of 3.60 per
cent revenue bonds issued by a state housing finance
agency and due to mature from 1966 through 2005. The
bonds, which were AA-rated by Standard and Poor's,
were reoffered to yield from 2.20 per cent on the 1966
maturity to 3.62 per cent on the 2005 maturity and were
very well received.
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