
116 MONTHLY REVIEW, JUNE 1964 

Since dealer loans are a major outlet for excess funds, 
changes in the demand for dealer loans or in the supply 
of funds seeking temporary investment heavily influence 

closely related sectors of the money market, such as the 
markets for Federal funds and Treasury bills. A sharp 
increase in dealers' positions, for example, may cause an 
increase in the New York City banks' dealer loans even at 
higher lending rates, thus leading these banks to buy more 
Federal funds and place upward pressure on the Federal 
funds rate. And dealers who have unusual difficulty in 

finding financing may intensify their efforts to sell 
Treasury bills, thus perhaps producing interest rate in- 
creases in this area. 

The Manager of the System Open Market Account gives 

close attention to developments in dealer financing in de- 
ciding what actions are necessary to implement the policy 
directives of the Federal Open Market Committee. Traders 
at the Federal Reserve Bank of New York talk to the non- 
bank dealers frequently throughout the day to follow their 

progress in meeting financing requirements. These reports 
on the availability and cost of money from banks and other 
lenders provide the Manager with one indication of the 
balance being struck in the money market between the de- 
mand for bank reserves and the supply of them. Altogether, 
the scale of Government securities dealers' financing needs 
and the flexibility of their financing arrangements make the 
dealer borrowing mechanism a factor of prime importancc 
in influencing and reflecting the state of the money market. 

The Money Market in May 

A steadily firm tone was evident in the money market 
in May. Average member bank borrowing from the Fed- 
eral Reserve Banks was somewhat higher than in April, 
although it remained within the range of other recent 
months. The reserve positions of the major money market 
banks—which had been relatively comfortable around 
the end of April following large Treasury redeposits of 
tax receipts in Class C bank Tax and Loan Accounts—came 
under increased pressure during much of the month, as 
Treasury balances at these banks were drawn down. Toward 
the close of the month, however, these pressures diminished. 
Almost all trading in Federal funds was at 3½ per cent, 
while rates posted by the major New York City banks on 
new and renewal call loans to Government securities 
dealers were predominantly in a 3¾ to 4 per cent range. 
Offering rates for new time certificates of deposit issued by 
the leading New York City banks generally changed little, 
although some banks at times raised their rates temporarily 
to add to, or retain, their deposits. The range of rates within 
which such certificates traded in the secondary market rose 

somewhat during the month. Rates on other leading short- 
term money market instruments were largely unchanged 

until the closing days of the month, when rates on various 
maturities of directly placed finance company paper and 
commercial paper were increased by of a per cent. Treas- 
ury bill rates moved narrowly in May, with rates on shorter 
maturities tending to rise and those on longer maturities 
tending to decline. 

In the market for Treasury notes and bonds, prices 
moved higher during the first half of May as the success of 
the Treasury's May refunding and statements of officials 

strengthened market confidence in the likelihood of near- 
term stability of interest rates. Around midinonth, prices 
of intermediate-term issues declined slightly while longer 
term obligations edged upward irregularly; in the latter 
part of the month, prices rose once again in most maturity 
areas. Prices of seasoned corporate and tax-exempt bonds 
held steady at the beginning of May, and then rose mod- 
estly before steadying again toward the end of the month. 

BANMIRESERVS 

Market factors absorbed excess reserves on balance 
from the last statement period in April through the final 
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statement week in May. Member banks lost reserves, pri- 
marily as a result of a seasonal expansion in currency 
outside banks and through the effects of a routine Treas- 
ury interest payment to System Account. 

System open market operations provided reserves over 
the period as a whole, partly offsetting reserves absorbed by 
market factors. System outright holdings of Government 
securities rose on average by $834 million from the last 

statement period in April through the final statement week 
in May, while System holdings of Government securities un- 
der repurchase agreements fell by $81 million. System net 
holdings of bankers' acceptances declined by $31 million. 
From Wednesday, April 29, through Wednesday, May 27, 

System holdings of Government securities maturing in 
less than one year contracted by $1,302 million, while hold- 
ings maturing in more than one year expanded by S2, 185 

million; this shift largely reflected the effects of the Treas- 

ury's May refunding operation and the passage of time. 
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THE GOVERNMENT SECURITIES MARKET 

The market for Treasury notes and bonds was bolstered 
in May by the favorable reception accorded the Treasury's 
refunding operation' and by optimism regarding the pros- 
pects for the short-run stability of interest rates. During 
the early part of the month, trading activity in the May 
refunding issues strongly favored the newly offered 4¼ 
per cent bonds of 1974, which attracted a good demand 
from investors. Offerings of "rights"—the maturing issues 
eligible for exchange—were modest and were readily ab- 
sorbed by investor and professional demand. On May 15, 
the settlement date for the refunding, approximately $10.1 
billion of the $10.6 billion of the maturing notes and 
certificates eligible for conversion was exchanged for the 
two issues which had been offered by the Treasury. Sub- 

scriptions for the new 4 per cent notes of November 1965 
and for the new 4¼ per cent bonds of May 1974 totaled 
$8.6 billion and $1.5 billion, respectively. Approximately 
S0.5 billion of the three maturing issues (or about 12.6 

per cent of the $4.2 billion held by the public) was re- 
deemed for cash. Since the maturing securities were un- 
usually widely dispersed among many types of holders, 
the rate of attrition was not considered high and actually 
fell somewhat short of earlier market expectations. 

Prices of outstanding notes and bonds rose irregularly 
in fairly active trading during the first half of May. Grow- 
ing confidence in current interest rate levels—following 
statements by officials that, in view of prevailing supply and 
demand factors, there seemed to be no immediate prospect 
for higher interest rates—prompted an increase in profes- 

_____ sional short-covering operations and stimulated investment 

_____ demand as well. Buying favored the 2½ per Cent wartime 
issues and the new 45/4 per cent bonds but modcrate offer- 

ings of other outstanding issues, which arose partly on 
swaps into the new bonds, were also quickly absorbed. In 
the longer term sector, offerings were light, and prices con- 
tinued to move irregularly higher in response to a continu- 
ing demand from investors and a limited market supply. 
Around midmonth, some hesitancy developed and prices 
of intermediate issues receded a bit, as demand tapered off 
and higher price levels prompted professional offerings. 

— S4 This reaction was short-lived, however, and during the lat- 
+ ter part of May the market tone once again strengthened, ______ in part because o increased public fund interest in inter- 

mediate maturities. At the close of the month, prices of 
short- and intermediate-term Treasury notes and bonds 

I The lcrms of this refunding, announced late in April. were dis- 
cus5cd in last month's Review, p. 86, 
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were generally %2 to t%2 above end-of-April levels, while 

longer term obligations were 19 to 2%2 higher. 
In the market for Treasury bills, rates fluctuated nar- 

rowly over much of the month in a range slightly above 
the lower rate levels prevailing toward the end of April. 
At the beginning of May, reinvestment demand for bills 
from sellers of rights to the Treasury's refunding fell short 
of market expectations, and bill rates edged higher since 
demand from other sources was also relatively limited. As 
confidence in the current structure of interest rates be- 
came more widespread, however, both investor and pro- 
fessional demand increased considerably. Scarcities began 
to develop in some maturity areas, and bill rates generally 
receded from May 6 through midmonth. In the latter part 
of the month, activity contracted somewhat and only small 
mixed changes in rates on outstanding bills occurred. The 
Treasury's decision to add $100 million to the six-month 
bills sold in each of the last two regular weekly auctions 
of the month had little impact on the market. Rates on 
most outstanding bills were 1 basis point higher to 9 basis 
points lower on balance during the month, while the yield 
spread between three- and six-month bills declined to 12 
basis points. 

At the last regular weekly auction of the month held on 
May 25, average issuing rates were 3.475 per cent for the 
new three-month issue and 3.595 per cent for the new 
six-month bill—3 basis points higher and 2 basis points 
lower, respectively, than the rates of the final auction in 
April. The May 27 auction of $1 billion of new one-year 
bills resulted in an average issuing rate of 3.719 per cent, 
compared with an average issuing rate of 3.705 per cent 
on the comparable issue sold in April. The newest out- 
standing three-month bill closed the month at 3.47 per cent 
(bid), as against 3.45 per cent at the end of April, while 
the newest outstanding six-month bill was quoted at 3.59 
per cent (bid) on May 28 (the final business day of the 
period), unchanged from April 30. 

OTHER SECURITIES MARKETS 

A confident tone emerged in the markets for corporate 
and tax-exempt bonds In early May, largely in reaction 
to the same factors that strengthened the Government 

securities market during this period. Prices of seasoned corporate and tax-exempt bonds held generally steady, al- 
though heavy previously accumulated dealer inventories 
of new bonds prompted several syndicate terminations. 
The price concessions that resulted on several recent issues 
rekindled investor interest, thus facilitating the placement 
of unsold balances. At the same time, the tax-exempt 
sector was encouraged by the contracting calendar of 
scheduled state and local flotations. In the latter part of 
May, a number of new corporate bond offerings moved 
slowly, as investors resisted the lower reoffering yields re- 
sulting from aggressive underwriter bidding. The tax- 
cxcmpt market closed with prices firm, partly because of 
the moderate near-term calendar. Over the month as a 
whole, the average yield on Moody's seasoned Aaa-rated 
corporate bonds was unchanged at 4.41 per cent, while the 
average yield on similarly rated tax-exempt bonds de- 
clined by 4 basis points to 3.08 per cent. (These indexes 
are based on only a limited number of issues.) 

The volume of new corporate bonds floated in May 
amounted to approximately $470 million, compared with 
$375 million in the preceding month and $535 million in 

May 1963. The largest new corporate bond issue mar- 
keted during the month consisted of $100 million A-rated 
(Standard and Poor's) 4Vs per cent finance company 
debentures maturing in 1989 and not redeemable for eight 
years. Offered to yield 4.675 per cent, the debentures 
were accorded a good investor reception. New tax-exempt 
flotations in May totaled approximately $625 million, as 
against $1,125 million in April 1964 and $830 million in 

May 1963. The Blue List of tax-exempt securities adver- 
tised for sale declined slightly by $3 million during the 
month to $594 million on May 28, the final business day of 
the period. Thc largest new tax-excmpt bond issue during 
the period was a $100 million state flotation, consisting of 
$50 million of school building bonds reoffered to yield 
from 2.25 per cent in 1966 to 3.40 per cent in 1988 and 
$50 million of water development bonds reoffered to yield 
from 2.95 per cent in 1974 to 3.625 per cent in 2013. 
Both offerings were Aa-ratcd (Moody's) and were well 
received by investors. Other new corporate and tax-exempt 
issues marketed in May were accorded mixed receptions 
by investors. 




