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break of the Korean conflict. Total government spending, 
of course, also includes sizable outlays for social welfare, 
interest on the debt, etc. Since these government "trans- 
fer" expenditures arc not purchases of goods or services, 
they are not counted directly in GNP. (They do, of 
course, affect GNP indirectly since they constitute income 
for the recipients of the transfers, who arc then able to pur- 
chase goods and services.) Such expenditures, which have 
been growing more rapidly than government purchases of 
goods and services, make up a considerably larger propor- 
tion of total Federal spending than of total spcnding at the 
non-Federal level. As regards government purchases of 

goods and services alone, the total at all levels of govern- 
ment accounted for about 14 per cent of GNP in 1950, with 

outlays at the state and local level very slightly larger than 
those of the Federal Governmcnt. By the end of 1953 
Federal purchases had grown to more than twice the size 
of state and local purchases, and combined government de- 
mand accounted for some 23 per cent of GNP. Since that 
time, the share in GNP of outlays for goods and services 

by all levels of government combined has been nearly con- 
stant at about 20 per cent, but such spending has grown 
more rapidly at the state and local than at the Federal 
level. 

The Money and Bond Markets in April 

The slightly firmer tone which had developed in the 
money market during the latter part of March generally 
also prevailed in April. Nationwide net reserve availabil- 

ity fluctuated about the lower levels reached in late 
March, and reserve positions at banks in the major money 
centers remained under pressure. A number of these 
banks raised their interest rates on brokers' call loans 
secured by stock exchange collateral, while some other 
short-term interest rates also rose during the month. De- 
spite this general firmness in the money market, Treasury 
bills continued to be in strung demand. Bill rates were 
little changcd during the first two thirds of the month and 
moved slightly lower in the latter part of April. 

Prices of Treasury notes and bonds receded at the be- 
ginning of the month in quiet trading, as the market 
evaluated the continued rapid advance of the domestic 
economy and awaited disclosure of the new British budget. 
This budget, presented on April 6, was well received. Sub. 
sequently, investment demand for coupon issues expanded 
moderately, and a steadier atmosphere emerged. Over the 
remainder of the month, prices of intermediate- and long- 
term Government securities fluctuated narrowly as market 
attention focused upon the Treasury's approaching May 
refinancing operation. Prices of corporate and tax-exempt 
bonds were little changed in early April, receded tempo- 
rarily around midmonth, and held generally steady during 
the remainder of the month. 

THE MONEY MARKET AND DANK RESERVES 

With nationwide net reserve availability remaining at 
the lower levels reached toward the end of March, the 
money market was steadily firm in April. Federal funds 
traded predominantly in a 4 to 4t/ per cent range during 
the month, and member bank borrowings from the Federal 
Reserve averaged somewhat higher in April than in the pre- 
ceding month. Rates posted by the major New York City 
banks on call loans to Government securities dealers were 
generally quoted in a 4¾ to 4½ per cent range during the 
month. Offering rates for new time certificates of deposit 
issued by leading New York City banks and the range of 
rates at which such certificates traded in the secondary 
market edged higher in April. New York banks expanded 
their volume of outstanding negotiable certificates of de- 

posit substantially during the month, and they accounted 
for the bulk of nationwide growth in such certificates. Early 
in the month, three dealers in bankers' acceptances tem- 
porarily rescinded a 1/8 of a per cent increase in rates that 
they had posted in late March. However, dealer holdings 
remained heavy, and on April 23 all five dealers raised their 
rates by 1/8 of a per cent, quoting ninety-day unendorsed 
bills at 4¾ per cent bid, 4¼ per cent offered. 

Jn the early part of the month, market factors absorbed 
an unexpectedly large volume of reserves, particularly re- 
flecting a substantial rise in required reserves and an in- 



102 MONTHLY REVIEW, MAY 1966 

crease in currency outside banks. System open market 

operations offset a part of these reserve drains, primarily 
through repurchase agreements with Government securi- 
ties dealers, but reserve positions of banks in the major 
money centers remained under considerable pressure. 
These banks were strong bidders for Federal funds, gen- 
erally at a 4¼ per cent rate, but with only a limited sup- 
ply of funds coming into the market, a substantial portion 
of their reserve needs had to be obtained through borrow- 

ing from the Reserve Banks. Money market banks con- 
tinued to incur basic reserve deficiencies in the statement 

period ended April 14. Federal funds still traded pri- 
marily at a 4¼ per cent rate, but the availability of such 
funds improved as "country" banks released some of their 
reserve surpluses accumulated the week before. Borrow- 

ings from the Reserve Banks thus declined somewhat. 
After mid-April, reserve distribution again favored the 
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country banks, and the reserve positions of banks in the 

major money centers came under heightened pressure in 

the wake of increased bank lending over the April 15 in- 
come tax date. Toward the end of the month, pressures on 
the central money market abated, in good part reflecting the 
fact that heavy Treasury tax receipts were temporarily re- 
deposited with major money market banks. As a result, 
Federal funds traded more frequently at 4 per cent than at 
4¼ per cent in the final days of the month. 

Alter having absorbed a substantial volume of reserves 

during the first half of April, market factors released a 
larger amount of reserves in the final two statement periods 
of the month. Over the month as a whole, market factors 

provided $157 million of reserves partly as a result of a sea- 

sonally large rise in float, while System open market opera- 
tions absorbed $145 million. The weekly average of System 

outright holdings of Government securities decreased by 
$58 million from the final statement week in March through 
the last week in April, and average System holdings of 
Government securities under repurchase agreements were 

unchanged on balance. Average net System holdings of 
bankers' acceptances, both outright and under repurchase 
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agreements, declined by $87 million during the period. 
From Wednesday, March 31, through Wednesday, April 28, 
System holdings of Govcrnment securities maturing in less 
than one year fell by $231 million, while holdings of 
issues maturing in more than one year remained unchanged. 

THE OOVERNMENT SECURITIES MARKET 

The market for Treasuiy notes and bonds took on a 
cautious atmosphere at thc beginning of April. On the 
domestic scene, attention focused on the continuing surge 
in bank lending to business, the moderate contraction in 
nationwide reserve availability, and reports that the un- 
employment rate had declined in March to the lowest level 
since 1957, while the market also awaited the details of 
the forthcoming British budget for 1965-66. Prices of 
notes and bonds drifted lower amid light trading. A small 
net investment demand did remain in evidence, however, 
and in the absence of significant selling pressures dealers 
gradually reduced their inventories. As the technical posi- 
tion of the market progressively strengthened, a somewhat 
more confident tone developed. The new British budget 
announced in the House of Commons on April 6 was 
generally accepted as a constructive effort to help deal 
with the British balance of payments problem and to 
strengthen international confidence in the pound sterling; 
a subsequent reduction in the French bank rate was also 
favorably received by the market. Against this background, 
a fairly good demand emerged, particularly for low- 

coupon issues in the intermediate-term maturity area, and 
prices of Government notes and bonds tended to move 
higher from April 6 through April 14. 

Around midmonth, offerings increased somewhat and 
prices briefly declined when the market learned that sev- 
cral large money market banks were raising their interest 
rates on brokers' call loans secured by stock exchange col- 
lateral. Activity tapered off in the latter part of the month, 
as the market geared itself for the terms of the Treasury's 
May refinancing operation, but a moderate investment 
demand persisted and was augmented at times by some 
professional intcrcst. As a result, prices edged irregularly 
upward from April 20 through Wednesday, April 28. After 
the close of business on the latter day, the Treasury an- 
nounced the refunding terms. Holders of $1.8 billion of 
4% per cent notes and $6.6 billion of 3% per cent notes 
coming due on May 15 were given the opportunity to ex- 
change the maturing securities either for the reopened 4 
per cent notes of August 1966 (offered at a discount to 
yield about 4.12 per cent) or for the reopened 4¼ per 
cent bonds of May 1974 (offered at a premium price to 
yield about 4.22 per cent). Subscription books were 

open from May 3 through May 5, with the payment and 
delivery date for the Treasury's offerings scheduled for 

May 17. The market reacted mildly to the terms of the re- 
funding, and the Treasury's announcement had little impact 
on prices of outstanding coupon issues. Prices of the "rights" 
issues—the maturing securities eligible for exchange— 
which had advanced prior to the Treasury's announcement, 
receded slightly in the closing days of the month, while 

prices of other outstanding notes and bonds were narrowly 
mixed. 

In the Treasury bill sector, the supply of securities in the 
market generally increased during the month. In the early 
days of the period, the usual portfolio adjustments follow- 
ing the April 1 Cook County, Illinois, personal property tax 
date triggered expanded offerings, and the Treasury en- 
larged the first two regular weekly auctions of the month by 
a total of $300 million over the amounts maturing. In addi- 
lion, some commercial bank selling developed as a con- 
sequence of the prevailing firm money market atmosphere, 
while relatively high dealer financing costs made dealers 
more willing to trim their inventories. These enlarged offcr- 
ings were readily absorbed, however, by considerable de- 
mand from public funds and, to a lesser extent, from cor- 
porations. As a result, bill rates fluctuated narrowly through 
April 20. SubsequenTly, rates receded slightly in response 
to professional and investment demand, which arose par- 
tially in connection with the Treasury's refunding operation. 

At the last regular weekly auction of the month, held 
on April 26, average issuing rates were 3.9 16 per cent 
for the new three-month issue and 3.977 per cent for the 
new six-month bill—about 1 and 2 basis points lower, 
respectively, than the average rates at the final weekly 
auction in March. The April 23 auction of $1 billion of 
ncw one-year bills produced an average issuing ratc of 
3.996 per cent, as against 3.987 per cent on the com- 

parable issue sold a month earlier. The newest outstand- 
ing three- and six-month bills closed the month at bid 
rates of 3.91 per cent and 3.97 per cent, respectively. 

OTHER SECURITIES MARKETS 

Prices of corporate and tax-exempt bonds were little 

changed in sluggish activity during the first half of April, 
as investors continued to focus their attention upon equi- 
ties. Investment demand for new bond flotations was 
selective, and dealers made little progress in reducing 
their inventories of recently marketed issues and seasoned 
bonds. Over the midmonth period, prices eased slightly 
in both sectors, largely in reaction to news of the in- 

crease in broker loan rates. En the latter part of April, 
prices of corporate and tax-exempt bonds held generally 
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steady as the Treasury's impending refunding and a buildup 
in the calendar of scheduled flotations tended to restrain 
activity. Over the month as a whole, the average yield on 
Moody's seasoned Aaa-rated corporate bonds rose by 2 

basis points to 4.44 per cent while the average yield on 
similarly rated tax-exempt bonds was unchanged at 3.09 
per cent. (These indexes arc based on only a limited num- 
ber of issues and therefore do not necessarily reflect market 
movements fully.) 

The volume of new corporate bonds publicly floated in 

April amounted to an estimated $395 million, compared 
with $570 million in March 1965 and $375 million in 

April 1964. The largest publicly offered new corporate 
bond issue of the month consisted of $65 million of 4 per 

cent convertible debentures maturing in 1985. The deben- 
tures, which were unrated by Moody's, were offered at par 
and were quickly sold. New tax-exempt flotations in April 
totaled about $920 million as against $950 million in 
March 1965 and $1,125 million in April 1964. The Blue 
List of tax-exempt securities advertised for sale closed the 
month at $821 million, compared with $750 million at the 
end of March. The largest new tax-exempt bond flotation 

during the month consisted of $125 million of A-rated 
municipal various-purpose bonds. Reoffered to yield from 
2.35 per cent in 1966 to 3.40 per cent in 1995, the bonds 
were accorded a fair investor reception. Other new cor- 
porate and tax-excmpt bonds publicly offered during the 
period were accorded fair to good investor receptions. 

Recent Banking and Monetary Developments 

Commercial bank credit increased rapidly in the first 

quarter, both reflecting and facilitating the substantial rise 
in economic activity during the period. Business loans at 
commercial banks grew in the quarter at a rate more than 
twice as fast as during all of 1964. Bank credit may well 
have risen more rapidly than credit at other types of fi- 
nancial institutions since banks were able to attract an 
increased share of the public's deposits following the 
liberalization of Regulation 0 in late November 1964. 

Nevertheless, total nonbank liquidity expanded at an 
accelerated pace in the first quarter, and over the past six 

months has in fact grown more rapidly than over-all 
economic activity. A large amount of the reserves needed 
to support the credit-deposit expansion at commercial 
banks was supplied through Federal Reserve open market 

operations. However, part of the increased reserve needs 

accompanying the surge in deposits had to be met by 
heavier borrowing at the "discount window", and member 
banks also drew down their excess reserve positions dur- 
ing the period. Toward the end of the quarter the banking 
system was operating consistently with net borrowed re- 
serves. 

•ANK CREDIT IN THE FIRST QUARTER 

Total bank credit at all commercial banks rose by $8.5 
billion, seasonally adjustcd, in the first quarter, or at an 

annual rate of 12.8 per cent (see Chart I). This was the 
largest absolute and percentage increase in bank credit 
in any three-month period since the second quarter of 
1958, and more than half again as large as the 8 per cent 
growth rate that has characterized most of the current 
business expansion of more than four years' duration. 

This surge in bank credit in the first quarter undoubtedly 
reflected to a large extent the increased credit demands 
generated by the rapidly growing economy. But a part of 
the rise in bank credit was at the expense of competitive 
sources of funds. Interest rates on borrowing from non- 
bank sources generally rose during the quarter whereas 
bank loan charges apparently did not. (For example, the 
rate of discount on directly placed six-month prime com- 
mercial paper rose from 4 per cent to 4¼ per cent over 
the quarter.) Prime borrowers — who have access both to 
the commercial paper market and to the banks for their 
credit needs — thus had an increased incentive to tap 
banks for funds rather than to issue commercial paper. 
Partly as a result, the seasonally adjusted volume of total 
commercial paper outstanding declined sharply in the 
first quarter after having increased by 24 per cent in 1964. 
It might also be noted that the latest quarterly survey of 
bank interest rates — which covered rates charged during 
the first fifteen days of March — showed a sharp rise 
since early December in the proportion of new loans made 
at the unchanged prime rate. 




