The Money Market in April

The money market continued gencrally firm in April,
although Federal funds traded in volume a shade below 314
per cent on a number of occasions. Nation-wide net reserve
availability expanded slightly in April, while average
member bank borrowings from the Federal Reserve Banks
declined somewhat. Banks in the money centers were un-
der considcrable reserve pressure in the first half of the
month, partly reflecting a drawing-down of Treasury de-
posits in such banks. Subsequently, the reserve positions
of these banks improved, as a portion of Federal individual
income tax receipts from all parts of the country was re-
dcposited in Treasury Tax and Loan Accounts at Class
C banks.! Rates posted by the major New York City banks
on new and renewal call loans to Government securities
dealers generally moved in a 33 to 4 per cent range.

In the Treasury bill market, where good investor demand
persisted and the redemption of $2.5 billion of April 15
bills reduced outstanding supplies, rates declined 7 to 20
basis points in April. Both offering rates for new time
certificates of deposit issued by the leading New York City
banks and the rates at which such certificates traded in the
secondary market declined somewhat in April. Rates on
prime four- to six-month commercial papcr were lowered

1In the Treasury’s classification of the commercial banks that
are depositarics of Tax and Loan Account funds, Class C banks
are the largest ones—those with foral deposits of $500 million or
more. These banks are subject to Treasury Tax and Loan Account
calls or redcposits on only a few hours® noticc.
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by ¥ of a per cent to 3% per cent (offered), while net
downward adjustments of approximately ¥s to % of a per
cent in rates on several maturities of dircctly placed finance
company paper occurred during the month. Dealers in
bankers’ acceptances raised their rates on all maturities by
14 of a per cent carly in the month, but this incrcase was
rescindcd toward midmonth.

Prices of Government coupon sccurities rose in April, as
commercial bank selling subsided and market participants
gradually came to feel that interest rates were not likely to
rise significantly in the near future. Prices of corporate
and tax-exempt bonds gencrally stabilized in April some-
what above the lower levels reached the month before, and
a sizable volume of ncw issues moved into investors’ port-
folios.

After the close of business on Wednesday, April 29, the
Treasury announced the terms of its May refunding opcra-
tion, Holders of $10.6 billion of notes and certificates
maturing on May 15 were given the opportunity to ex-
change thcm for either a new 4 per cent note maturing on
November 15, 1965, priced to yield about 4.09 per cent, or
for a new 44 per cent bond maturing on May 15, 1974,
offered at par. Subscription books were open from May 4
through May 6, and the exchange of sccurities was sched-
uled for May 15. The market’s initial reaction to the re-
financing terms was favorable. In carly trading, prices
of “rights”—the issues eligible for conversion—rose by
about ¥2. The 4v4 per cent bonds of May 1974, trading
on a “when-issued” basis, closed the month at a bid quota-
tion of 1004, while the 4 per cent notes of November
1965 were bid at 100%s, or %2 above the Treasury’s offer-
ing price.

BANK RESERVES

Market factors provided exccss reserves on balance
from the last statement period in March through the final
statement week in April. Member banks gained cxcess re-
serves primarily through contractions in Treasury deposits
with the Federal Reserve Banks and in required rescrves.
These gains were only partly offset by a decline in float.

System open market operations absorbed rescrves over
the period as a wholc, more than offsetting reserves pro-
vided by market factors. System outright holdings of Gov-
emment securities declined on average by $316 million
from the last statement period in March through the final
statcment weck in April, while System holdings of Govern-
ment securities under repurchase agrecements rose by $18
million. System holdings of bankers’ acceptances contracted
by $27 million. From Wedncsday, March 25, through Wed-
nesday, April 29, System holdings of Government securi-

CHANGES IN FACTORS TENDING TO INCREASE OR DECREASE
MEMBER BANK RESERVES, APRIL 1963

In millions of dollars; (+) dcnotes increase,
(=) decrease In excess reserves

Daily awerages—weeh ended
Factor Net
ﬂr. Apr. | Apr. | Apr. | Apr. chanyes
8 15 2 29
Operating transactions
Treasury operallana® ....... +18 |- 8 |- ™M|4 80| — 2 - g!
Fuderal Reaerve ffost ....... - 4f1 81 | 4183 | 4 410 § = 304 — 201
Currency In rircwlailon ..... —_ 5|7 <159 | 4 5|+ @ — 158
Gold nnd furelyn eccount....| — B4 1T |4 12| 2| = 7 + 12
Other Qepoalia, ola .....0.- — 8| =8 )4 0] f 03] -1 — 8
Totad......... -—B51 | — 185 | — 23 ) 4 G4B | — 340 — 221
Diroct Federal Rescrve crodit
{ransactions
Gurernment seeuritins:
Direct mackel purchasrs o
[ L T 4 833§ 4380 | — 73| 93| — @8 — 310
Held under repurchase
agTeCmEnls  o.oaeeoaoo. — 2] 4 28] - € - )41 + 18
Loans, discounta, and
adwmneen:
Member bank borrowings..| — 124 | 4 33 | — 18 | 120 ] e 181 — 144
Other ... iiiiiirreesn - 4 1 —_ 4+ 1 — + 2
Banliers’ scceplances:
Boygght outrlght oo..o.en.. - 2 - - - |- 8 — 10
Under ropurchsse
BETORTIIED veiieeeasn. — P[4+ B — 1|~ dl}|4 M| - 17
Toral......... e €4 4t aTe |~ | e — 4568
Momber bank reserves
With Feleral Reocrve Banhs.| — 887 | - BOD | — 193 ) — 60 | — 458 — GAT
Cash allowed B8 yeservest....| 4 86 | — 288 | 4810 | 10 | 4 &8 + 120
Total reservest _.............. -4 |4 |4 18 j~— 46|~ — b5
Effect of change In required
COMPVEST . ....iieeenaas — 38 | 4109 | —~ 21} 4188 | 4134 + 258
Excets peservest . ..., ...... — 20 | 4180 | —123 | + ez | — um — 203
Daily arerage level of memher T
bank:
Barrowings trom Reserve Banks ns 208 104 21 138 2013
Exness rroervest ..o ve... M 4123 vy 441 205 .41 M
Froe peservest ... ioiveeen. 11r a4 9 122 10 1278

Note: Bosuse of rounding, figures 4o pot nrcesnrlly add to totals
® Includes changes tn Trensury currenay and cash.

1 Thisn Qgiures Ao cstimated,

$ Acerage for fve woeks rodad Aprl) 29, 1964,

ties maturing in less than one year fell by $279 million,
and holdings maturing in more than one year rose by $36
million.

THE QGOVERNMENT SECURITIES MARKET

Prices of Treasury notes and bonds edged irregularly
higher through most of April, as offerings contracted and
demand expanded somewhat. Market confidence in the
near-term stability of intcrest rates was bolstered by re-
ports of a substantial improvement in the balance of pay-
ments during the first quarter, and by the strength of in-
vestor demand for short-term securitics which kept the
three-month Treasury bill rate below the discount rate for
most of the month. Commercial bank offerings of Treasury
coupon issues tapered off after having exerted consider-
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able downward pressure on prices in March. In addition,
moderate investment demand was evident throughout the
period, augmented from time to time by professional
short covering. Trading activity tended to decline during
the month, however, as investors moved to the sidelines to
await the terms of the Treasury’s approaching May re-
financing operation. At the close of the month, prices of
Govcrnment notes and bonds were generally %2 to 842
above end-of-March levels, with the largest gains recorded
by the 2! per cent wartime issues.

In the market for Treasury bills, rates receded in April
to the lowest levels since autumn of last year as a con-
sequence of both special and seasonal factors. Early in the
month, reinvestment in short-term securities of the pro-
ceeds of the rccent $1.2 billion American Telephone and
Telegraph Company common stock offering exerted a per-
vasive downward influencc on short-tcrm yields. At the
same time, statc and local governmental units werc active
buyers of bills, reflecting a seasonal expansion in tax re-
ceipts. Investment decmand thus was strong, and dealer
stocks bccame increasingly depleted—first of short-term
maturities, but later of longer maturities as well. Reinvest-
ment resulting from the redemption on April 15 of $2.5
billion of Treasury bills added further to demand. Market
sentiment was also strengthened by the Treasury’s dcci-
sion to confine the last thre¢ regular weekly auctions of
the month to the roll-over of maturing bills. These offerings
were S100 million smaller in each case than in several prior
weekly auctions when the amounts offered had included
roll-overs resulting from an earlier bill strip financing. To-
ward the end of the month, demand subsided somewhat but
rates stabilized near their lows for the month as market par-
ticipants anticipated additional demand for bills in conncc-
tion with the impending May refunding of coupon issues.

During April, rates on outstanding bills declined by
a nct of approximately 7 to 20 basis points. At the
last regular weekly auction of the month held on April 27,
average issuing ratcs were 3.446 per cent for the new
threc-month issue and 3.616 per cent for thc new six-
month bill—8 and 9 basis points lower, respectively, than
the rates produccd in the final auction in March. The
April 30 auction of S1 bhillion of new one-year bills re-
sulted in an average issuing rate of 3.70S per cent, com-
pared with an averagc issuing rate of 3.765 per cent on the
comparable issue sold in February. (At thc one-year bill
auctions held in February and April, banks were not ac-
corded the privilege of paying by crcdit to Treasury Tax
and Louan Accounts. In March when they were permitted
to pay for SO per cent of purchascs in this way, an aver-
age issuing rate of 3.719 per cent emerged.) The new-

est outstanding threc-month bill closed the month at 3.45
per cent (bid) as against 3.54 per cent (bid) at the cnd of
March, while the newest outstanding six-month bill was
quotcd at 3.59 per cent (bid) on April 30, compared with
3.72 per cent (bid) on March 31.

OTHER SECURITIES MARKETS

A firmer tone also cmerged in the markets for corporate
and tax-exempt bonds in carly April, following the sharp
price declines of March. Lower dealer inventories and the
light volume of new offerings reaching the market con-
tributcd to an improvement in the corporate sector during
this period. At the sume time, the tax-excmpt scctor was
cncouraged by the excellent reception accorded a large
new issue marketed at the beginning of the month. Against
this background, investor intercst in both sectors of the
market expanded at the prevailing higher yicld levels and
prices held generally stcady in the first half of April. The
good investor reaction to several large new flotations mar-
keted in the latter part of the month further reinforced
market confidence, and prices of both corporate and tax-
exempt bonds rose slightly toward the end of the period.
Over the month as a whole, the average yield on Moody’s
seasoned Aaa-rated corporate bonds rose by 1 basis point
to 4.41 per cent, while the average yicld on similarly rated
tax-exempt bonds declined by 4 basis points to 3.12 per
cent.

The volume of new corporate bonds floated in April
amountcd to approximately $375 million, compared with
$355 million in the preceding month and $345 million in
April 1963. The largest new corporate bond issue mar-
keted during the month was a $100 million Aaa-rated tele-
phonc and telcgraph company debenture issue maturing in
1999 and nonredeemable for five years. Reoffered to vield
4.48 per cent, the debentures were accorded a good initial
reception, although some of the bonds were still unsold
at the end of the month. New tax-exempt flotations in April
totaled approximatcly $1,125 million, as against $770 mil-
lion in March 1964 and $810 million in April 1963. The
Blue List of tax-exempt sccurities advertised for sale rose
by $77 million during the month to $597 million on April
30. The largest new tax-exempt bond issue marketed in
April consisted of a series of $141 million of Aaa-rated
housing authority bonds. Rcoffered to yield from 2 per
cent in 1964 to 3.50 per cent in 2004, the bonds were very
well received. Other new corporate and tax-excmpt bonds
floated in April encountered gencrally favorable investor
receptions, although investors responded slowly to aggres-
sively priced issues on several occasions.





