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The Money and Bond Markets in October 

A firm tone generally prevailed in the money market 
in October, although easier conditions emerged from time 
to time during the month. The major banks in New York 
City and other important Cities were under substantially 
less reserve pressure than in the previous month when they 
bore the brunt of special pressures associated with quar- 
terly dividend and tax payments. Treasury bill rates edged 
upward at the beginning of the month, primarily in re- 
sponse to heavy dealer inventories and high financing costs, 
but then eased as investment demand reappeared and 
special pressures subsided. 

Prices of Government notes and bonds edged narrowly 
lower in quiet trading during the first half of the month, 
as participants continued to appraise cautiously the out- 
look for interest rates. International developments tem- 

porarily accentuated the underlying feeling of hesitancy 
around midmonth, but neither these nor domestic economic 
and balance-of-payments considerations had any major 
impact on prices. Prices rebounded later in the month as 
market participants came to feel increasingly that a near- 
term rise in the British bank rate was unlikely. In the mar- 
ket for corporate bonds, a cautious undertone was evident 
through much of the month, but prices improved toward 
the close. Prices of tax-cxcmpt issues showed little change 
until late in October when they also rose. 

THE MONEY MARKET AND BANK RESERVES 

Federal funds continued to trade predominantly at 3½ 
per cent during October, although crosscurrents in reserve 
distribution produced redundant reserves on some occa- 
sions, leading to considerable trading below the 3½ per 
cent level on several days. One such occasion arose during 
the week ended October 14 when float moved erratically 
around the Columbus Day partial holiday, providing an 
unexpectedly large supply of reserves that caused the Fed- 
eral funds rate to drop sharply. A comparatively small 
volume of Federal funds traded during the month at 3 
per cent, per cent above the Federal Reserve discount 
rate. Trading at this rate was initiated by a major New 

ork City bank, which stated that it was seeking to in- 

troduce greater flexibility into the Federal funds market. 
Rates posted by the major New York City banks on 

call loans (in Federal funds) to Government securities 
dealers were largely in a 3M to 4 per cent range during 
the month. At the beginning of the month when dealer 
financing needs were quite heavy, rates were as high as 
4½ per cent, but funds were made available to dealers at 
rates as low as 3¼ per cent in the easy money market en- 
vironment of October 14. Offering rates for new time cer- 
tificates of deposit issued by the leading New York City 
banks, as well as the range of rates at which such certifi- 
cates traded in the secondary market, rose somewhat in 

early October but held generally steady thereafter. Rates 
on bankers' acceptances were generally unchanged 
throughout the month, but one dealer lowered his bid and 
asked rates for bills maturing prior to the year end in 
order to stimulate a supply of shorter maturities, which 
were in good demand. Early in the month, dcmand from 
nonbank investors permitted dealers to work down posi- 
tions considerably, but subsequently portfolios again ex- 

panded. 
Net reserve availability in the banking system as a 

whole averaged $88 million in the four weeks ended Octo- 
ber 28, as against $84 million (revised) in the five weeks 
ended September 30. Member bank borrowings from the 
Reserve Banks averaged $305 million in the October pe- 
riod, compared with $341 million the month before. Re- 
serve availability bulged sharply in the week ended October 
14, as System open market operations absorbed less re- 
serves during that week than were provided by unexpected 
movements in the market factors.' In this environment the 
major money market banks, on average, were able to in- 
crease their purchases of Federal funds and reduce their 
borrowings from the Reserve Banks. By the week's close, 
as "country" banks came to the end of their reserve averag- 
ing period, a sizable volume of excess reserves piled up 
unused in the money centers and Federal funds traded at 

'Operating transactions (as detailed in the table), cash allowed 
as reserves, and required reserves. 
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rates as low as per cent. In the following week, possibly 
anticipating another end—of-week easing, many banks were 
content to accumulate sizable reserve deficiencies as the 
period progressed. At the end of that week, however, these 
banks were unable to meet their accumulated needs in the 
Federal funds market, and total member bank borrowings 
from the Reserve Banks bulged to over $1_i billion on 
Wednesday, October 21. Subsequently, the distribution of 
reserves shifted in favor of banks in the major money cen- 
ters, and total borrowings from the Reserve Banks declined. 

On balance, over the four-week period ended October 
2K, the weekly average of System outright holdings of Gov- 
ernment securities contracted by $246 million, while aver- 
age holdings of Government securities under repurchase 
agreements declined by $29 million. Average System hold- 
ings of bankers' acceptances, both outright and under re- 

purchase agreement, fell by $13 million over the period. 
From Wednesday, September 30, through Wednesday, 
October 28, System holdings of securities maturing in less 

_____ than one year decreased by $205 million, while holdings of 
issues maturing in more than one year rose by $73 million. 

THE QOVERNMEHT SECURITIES MARKET 

A cautious atmosphere pervaded the market for Gov- 
ernment notes and bonds in early October, as market 
participants continued to appraise the interest rate outlook 
warily. The market was influenced by persisting uncertain- 
ties regarding prospective balance-of-payments develop- 
ments and the possible emergence of inflationary tenden- 
cies. In the absence of a clear consensus about the outlook, 
many investors continued to postpone the commitment of 
funds or to limit purchases to shorter maturities. Against 
this background of ligi-it activity, which largely involved 

_____ switching operations, prices of Government notes and 
_____ bonds drifted lower through October 16. Ffowever, while 

investment demand was limited, selling was also light, and 
_____ the price declines primarily reflected dealer efforts to 

stimulate some outright buying interest. Market activity 
was especially restrained around midmonth while partici- 
pants digested the important developments reported from 
London, Moscow, and Peking. The market performed 
smoothly, however, and no real pressures emerged. Soon 
after mid-October, investor interest began to develop at the 
lower price levels and over-all activity picked up somewhat. 
The market's underlying sentiment improved steadily over 
the balance of the month. It was particularly buoyed in the 
final week of the month when the British authorities chose 
to employ selective measures to deal with the country's 
balancc-of-payments problems and stated that they had no 
present intention of raising the Bank of England's rate. 
United States bond market participants generally interpreted 
this action as diminishing the likelihood of near-term in- 
terest rate increases in this country. In this improved 
atmosphere, investors—who had remained on the side lines 
earlier in the month—showed renewed interest in coupon 
issues. At the month's close, prices of Treasury notes and 
bonds maturing before 1973 were generally %z lower to %s 
higher than end-of-September levels, while longer term 
issues were generally %2 to 1t higher. 

On October 28, the Treasury announced a cash offering 
of approximately $9¼ billion of new eighteen-month 4 per 
cent notes to be dated November 15, 1964, and priced at 
par. Subscription books for the new issue were open only 
on November 2, with payment and delivery scheduled for 
November 16. The proceeds of the offering will be used 
mainly to redeem $8.7 billion of notes scheduled to matu 

CHANGES IN FACTORS TEP4DING TO INCREASE OR DECREASE 
MEMBER BANK RESERVES. OCTOBER 1964 
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on November 15, of which only about $2.3 billion is pub- 
licly held. 

On November 5 the Treasury announced that subscrip- 
tions for the new 4 per cent notes of 1966 totaled ap- 
proximately $21.8 billion, of which $9.5 billion was ac- 
cepted. Subscriptions from states, Federal Reserve Banks, 
and other official institutions, totaling $6.6 billion, will 
be allotted in full. Subscriptions from other sources will 
be allotted in full up to $100,000, while larger subscrip- 
tions will be subject to a 16.5 per cent allotment, al- 
though assured of a minimum allotment of SI 00,000. Pre- 
liminary reports indicate that subscriptions subject to al- 
lotment include about $8.K billion from commercial banks 
for their own account and $6.5 billion from other sources. 

A new type of instrument was floated in the market for 
Government agency issues in October when the Federal 
National Mortgage Association sold through an under- 
writing group $300 million of participation certificates 
representing beneficial interest in mortgages held in the 
Government's Mortgage Liquidation Trust. The offering 
—at yields ranging from 4.10 per cent for certificates 
maturing in November 1965 to 4.375 per cent for cer- 
tificates maturing in November 1974—was accorded a 
favorable reception, with investor interest in the shorter 
maturities particularly good. 

In the Treasury bill market, rates moved slightly higher 
in the early days of October. Although a moderate demand 
for bills was evident during this period, offerings continued 
to press upon the market as dealers—confronted with 
relatively high financing costs—attempted to trim their 
positions. Subsequently. an expanded demand for bills 
from public funds and corporations pared dealer supplies 
and strengthened the market's technical Position. At the 
same time, the increasing availability of corporate funds 
for repurchase agreements and the occasional easing in 
the money market brought about a reduction in dealer 
financing costs. l'hese developments contributed to a 
steadier tone in the bill market, and bill rates Iluctuated 
narrowly from October 6 through October 21, with rate 
declines—concentrated in short—dated issues—outnumber- 
ing increases. 

The market took in stride the Treasury's October 14 
announcement that it would auction on October 20 $1.5 
billion of 147-day March 22 tax anticipation bills to 
be issued on October 26. (The securities represent addi- 
tions to an outstanding $1 billion issue of tax anticipation 
hills originally dated September 2, 1964.) Commercial 
banks were permitted to make 50 per cent of the payment 
for the bills through credit to Treasury Tax and Loan 
Accounts, and this had a moderate strengthening effect on 

jiarket psychology. Only minor rate increases, largely in 

March and April maturities, followed the announcement. 
In the auction, commercial banks bid strongly to obtain 
the accompanying Tax and Loan deposits—estimated to 
be worth about 15 to 20 basis points in yield—and the 
average issuing rate was set at 3.5 18 pcr cent. 

From October 22 through the end of the month, rates 
tended lower. The confidence in current rate levels gen- 
erated by the developments noted above stimulated both 
investment and professional demand. Over the month as 
a whole, rates on outstanding bills were generally un- 
changed to 2 basis points lower, although most 1964 
maturities registered larger declines. 

At the last regular weekly auction of the month, held 
on October 26, average issuing rates were 3.567 per cent 
for the new three-month issue and 3.724 per cent for the 
new six-month bill, in each case I basis point higher than 
the average rates at the final weekly auction in September. 
The October 27 auction of $1 billion of new one-year 
bills resulted in an average issuing rate of 3.790 per cent, 
compared with a rate of 3.773 per cent on the comparable 
issue sold in September. The newest outstanding three- 
nionth bill closed the month at 3.55 per cent (bid), un- 
changed front the end of September, while the newest out- 
standing six-nionth bill was quoted at 3.71 per cent (hid) 
at the end of October, compared with 3.72 per cent (bid) 
on September 30. 

OTHER SECURITIES MARKETS 

Prices of corporate and tax-exempt bonds moved nar- 
rowly in quiet trading during most of the month but rose 
toward the close. A somewhat hesitant undertone prevailed 
during much of the period, particularly in the corporate 
sector, as participants in these markets also assessed cau- 
tiously the outlook for interest rates. i'he new corporate 
issues publicly marketed in October as well as several pre- 
vious recent offerings encountered some investor resistance, 
partly because private placements continued to absorb a 
substantial amount of investment funds from the corporate 
market. Syndicates marketing a number of corporate issues 
were terminated around midmonth, and most of the issues 
involved subsequently sold readily at the slightly lower 
prices to which they moved in free trading. In the tax- 
exempt sector, most new issues reportedly moved well dur- 
ing the month, while slight price concessions stimulated in- 
vestor interest in the unsold balances of recent offerings still 
on dealers' shelves. The relatively light calendar of sched- 
uled corporate and tax-exempt flotations on tap exerted a 
steadying influence on both sectors during the period. A 
sharp improvement in the tone of the corporate and tax- 
exempt markets occurred in the latter part of the month, 



214 MONTHLY REVIEW, NOVEMBER 1964 

largely in response to the firming of expectations regarding 
near-term interest rate stability noted earlier. Over the 
month as a whole, the average yield on Moody's seasoned 
Aaa-rated corporate bonds rose by I basis point to 4.43 per 
cent, while the average yield on similarly rated tax-exempt 
bonds remained unchanged at 3.11 per cent. (These in- 
dexes are based on only a limited number of issues.) 

The volume of new corporate bonds floated in October 

amounted to approximately $180 million, compared with 
$365 million in the preceding month and $510 million 
in October 1963. New tax-exempt flotations in October 
totaled approximately $735 million, as against $850 mil- 
lion in September 1964 and $1,245 million in October 
1963. The Blue List of tax-exempt securities advertised 
for sale closed the month at $570 million, compared 
with $673 million on September 30. 

Recent Banking and Monetary Developments 

Bank credit and deposits continued to expand at a good 
clip in the third quarter, as the economy moved further 
ahead. Bank credit, in fact, has advanced at a relatively 
steady rate throughout the current expansion. The growth 
in demand deposits caused a spurt in the money supply 
during the quarter, but over the year as a whole the money 
supply has shown about the same rate of increase as last 
year. Commercial bank time deposits, in contrast, have 
grown less rapidly this year than in 1963. 

The third-quarter rise in total bank credit included a 
sizable increase in loans to commercial and industrial busi- 
nesses. The growth in such loans this year, though no- 
where near a match for the record postwar surge in 
1955-56, has been at a more rapid pace than in earlier 
years of the current business upswing. While these recent 
developments suggest that banks for the most part have 
not felt inhibited in making new loans, the putting-on of 
these loans has gradually reduced the liquidity position of 
the banking system as a whole. Indeed, the aggregate loan- 
deposit ratio at all commercial banks at the end of Sep- 
tember was at 58.5 per cent, up from 56.5 per cent a year 
earlier. Moreover, there have been reports of more fre- 
quent requests by some smaller banks to have their big city 
correspondents participate in new loans, a development 
which indicates that the especially rapid rise in loan-deposit 
ratios at banks outside the money centers is already having 
an effect on lending practices. To the extent that banks as 
a whole are becoming somewhat less willing to allow their 
loan-deposit ratios to rise appreciably further, additional 
gains in bank loans may be more dosely dependent on 

deposit increases, and ultimately on advances in bank re- 
serves, than has been true thus far in the current expansion. 

CNANSES IN LOANS AND INVESTMENTS 

Total bank credit at all commercial banks increased by 
$5.4 billion (seasonally adjusted) in the third quarter, or 
at an annual rate of 8.4 per cent. This gain extended fur- 
ther the relatively steady upward trend in commercial 
bank loans and investments that has now persisted for sev- 
eral years. Indeed, the steadiness of the growth rate in 
total bank credit over the past three years of general eco- 
nomic upswing is one of the striking aspects of the current 
business expansion. Federal Reserve policy during the up- 
swing as a whole has, of course, shifted gradually toward 
supplying member bank reserves—the underlying support 
for bank credit—a little more reluctantly and toward allow- 
ing credit demands to produce a firmer tone in the money 
market and somewhat higher levels of short-term interest 
rates. On the other hand, public demand for bank de- 
posits and credit—stemming from the growing pace of 
economic activity—has increased. In terms of bank credit, 
the net result of these two forces has been to leave the 
actual growth rate since 1961 essentially unchanged. To 
be sure, the period can be divided into two distinct parts. 
Between the fourth quarter of 1961 and the second quar- 
ter of 1963, bank credit grew at a faster rate than the 
over-all economy, as evidenced by the appreciable rise in 
the ratio of bank credit to gross national product (see.. 
Chart 1). Since the middle of 1963, on the other han 




