The Money and Bond Markets in June

The money markct remained firm in June while hun-
dling readily the substantial financial flows generated by
quarterly corporate dividend and tax paymcnts. Heavy
midmonth credit demands associated with thesc payments
increased the pressure on the reserve positions of the
money market banks., While thesc banks were able to
cover part of the special needs of the period in the Fed-
cral funds market, their borrowings from the Fudceral
Reserve Banks also increased. Trcasury bill rates gen-
erally declined during most of the month in responsc to
a steady demand from commercial banks, public funds,
and other sources, but edged higher toward the end of June.

Prices of Treasury notes and bonds fluctuated nar-
rowly in the carly part of June when the outlook for
interest rates was clouded by the congestion cvident in
the corporatc and tax-exempt bond markets. Around
midmonth, as selling of Governments by investors failed
to ¢xpand, a more confident tone developed. Dcmand for
coupon issues picked up, and prices moved higher in fairly
active trading until latc in the month when both activity
and prices receded. In the corporate and tax-exempt bond
scctors, market supplies of new and recent issues remained
very heavy and prices declincd during the first third of
the month. A better tone subsequently emcrged in the
corporate sector, as progress was gradually made in dis-
tributing bonds to investors, but prices of tax-exempt bonds
continued t0 move lower throughout the month in the
face of persistent markct congestion.

THE MONEY MARKET AND BANK RESERVES

Nationwide net reserve availability in June fluctuated
in approximately the same range which had prevailed in
other recent months. The money market remained firm,
with Fedceral funds trading on most days primarily at 44

per cent. Rates on new call loans to Government securities
dealers were most frequently quoted in a 4% to 4%2 per
cent range by the major New York City banks, while rates
on renewal call loans were generally in a 4% to 4 per
cent range (sce the left-hand pancl of the chart on page
139). Offering rates for new time certificates of deposit
issued by leading New York City banks cdged slightly
higher in carly June and then receded. The range of rates
at which such certificates traded in the secondary market
moved irregularly lower during the month, Rates on bank-
ers’ acceptances were unchanged and dealer inventories
increased only slightly in June, as the usual substantial ex-
pansion in dealer portfolios over the June 30 statement
date for banks failed to materialize. On June 1, the major
sales finance companies raised their offering rates on 30-
to 89-day directly placed paper by Y& of a percentage
point, thus setting a uniform rate of 44 per cent for all
such paper in the 30- to 270-day maturity category.

The month began with a consistently firm tone in
the money market. System opcn market operations re-
lcased reserves in the two statcement weeks ended June
2 and Junc 9 as an offsct to the absorption of reserves
resulting from the movements in *“market” factors. The dis-
tribution of reserves favored thc major New York City
banks, which continucd to add to their negotiable cer-
tificates of deposit outstanding, presumably to be in a
good position to meet credit demands expected over
the June dividend and tax dates. In the meantime, these
banks sold Federal funds on balance, including the siz-
able volume which they normally purchase from their
correspondents. The major money center banks outside
New York City werc able to cover a good portion of their
substantial reserve necds in the Federal funds market.
Membcr bank borrowings from the Reserve Banks, how-
ever. remained around the half billion dollar mark.
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Table 1

CHANGES IN FACTORS TENDING TO INCREASF OR DECREASE
MEMBER BANK RESERVES, JUNE 1965

In millions of dollars; (4-) denotes increase,
{—) decrease in cxoess reserves

Daily averapes——wesh ended
Factor r.h:r:'u
June | June June June June b
2 9 16 23 30
“Markst’* factors
Membdey bank required
Tesetvey® ... ...cliaiaans — 28| 4 20| =181 | —~318 | & & —
Operating transsctians
subtotady Lo —7239 | — 169 M| 483 | — 178 -— M8
Federnl Reseeve float -...| — 153 ] 4+ 110 | 43| 35 [ 4 80
Tresaury oparaticnst ..... - 6] 4 8 18| — 68 | 4 tn - 1B
Gold and forelun socount. .| - 431 4+ 161 — 254 o 22| — 08 -~ 128
Currency outside banks® ..| — 811 | =33 | 4 b7 | = 63| 412 — 3u4
Other Federal Reserce
aceounts (netdd o........ —181 | + 4| 4+ 63| 4 TO | 4 T2 + 48
Total “morket” factors. ! 1531 — 140 4+ 48] 4+ 95| — 88 — 850
Diroct Federal Resarve credit
transactions
Open market Jnsiruments
Qutright baldings:
Guvernment eocurities .| 4674 [ 4- 83 | o 32 ) 269 | + W + 938
Nonkery’ aoceptannes .| —= 1| — &) — 2] — 4+ 1| =
Repurchase agreemenis: |
Gavesnuent securities .| 4 63 [ - 110 | — 3| —211 | 4 51 — 62
Bankees” acccptances .| 4+ 91— T | = 10| w 6| 4 8 - 7
Member hank bartowlngs ... 4 35 ) — 44| 41T [ — 28| — W7 + 3
Other 1oans, discounts, and
SUYTANCCE ... iireerenae - 4+ 68| — 5| — 8|4+ 1 —
ToAal .eanaaeaae G+ 18| +124) 4 40|~ 81|+ 6 + 8%
Exces reserves® ... ... ...... <+ 28| — 25| 4 v |+ W | — 82| 3 28
Dally averago lovel of member
bank:
Tutal reserves, locluding
rault €ash® ...l 91,414 | 20,309 | 21,047 | 22,089 | 81,503 20.87¢1
Requlred rusersns® 21,087 | 21,067 | 81.245 | 21.848 | 21,501 21,3226
Exoeas reseties® . aa Jul 309 a3 i)} 544
...... S8 v 611 583 488 334§
Pree resetves® .............. — 191 | —173 | =212 | — 170 | — 155 - 1808
Noobarrowed resecves® ... 20,808 | 2,805 | 21,036 | 31.476 | 21,400 21,0424

Noto: Because of rounding. figures do not necesuarily add 1o totala.
® Thesao figures are estimated.

¥ Includes changes in Treasury currency and cash.

2 Includtes ameots denominated in foreldn eurreneles

§ Aserage (0¢ fivo wooks ended June 50, 1983

During the midmonth statement week, the money mar-
ket dealt smoothly with the huge flows set in motion by
the most popular dividend payment date, June 10, and the
quarterly corporate tax date, both of which fell in the same
statement week. Total demand deposits (including checks
in process of collection) at weekly reporting member banks
rose by $8.4 billion during the week, as corporations
acquired the deposits to pay out a substantial amount of
dividends and several billion dollars in Federal taxes.
On the assets side, the weekly reporting member banks
extended approximately $2.7 billion in loans over the
week ended June 16, over SO per cent more than in
the same period of 1964. Commercial and industrial
loans rose substantially, while loans to sales finance
companies and to brokers and dealers for purchas-
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ing or carrying securities also increased considcrably.
(During this period corporations not only borrowed from
banks, but also reduced their holdings of Government
sccuritics under repurchase agreements with securities
dealers as well as their holdings of finance company paper.)
These heavy credit demands brought a notable incrcase
in reserve pressure on the New York City banks,
while other major banks continued to have sizable basic
reserve deficits. However, reserves were in good supply at
44 per cent in the Federal funds market, and borrowings
from the Reserve Banks increased only moderatcly.

The pressures generated by the tax date led to hcavy
borrowing at the Federal Reserve “‘discount window" over
the June 18-20 weekend. Subscquently, the moncy market
became ecasier and Federal funds were available to buyers
at a nominal rate at thc end of the June 23 statement
weck. A comfortable atmosphere carried over into the
following statement week, but the tone of the money mar-
ket tightened as the week progressed, Borrowings from the
Reserve Banks rose very sharply on the cve of the midycar

Table 11
RESFRVE POSITIONS OF MAJOR RESFRVE CITY BANKS
JUNE 1968
In millions of dollars
Dally averages—week ended Averzge of
b Fattors :ﬂedl_!:r five “:!;ll
sic reserva positions ende
dJune | June | June | June | June
2 | 9 | 16 | 23 | spe | w30
Eight banks in New York City
Reserve excess or
deficieney(—)t .. .. 13 4 1 64 2 17
Less borrowings {i '
Reserve Banks . 18 L1 166 213 9% 108
Less net interbank
funds purchases or salcs(—) —124 |~ B} ki ISRl — 26| —~ 2
Gross purchases .. 77 891 937 934 782 865
Gross sales ... 903 974 899 777 808 872
Equals net bagsic reserve
surplus or deficit(—) ...... 119 401 —203 [ —306|— 68| — &4
Nect loans to GO\ernnten!
securitics dealers . . 486 424 831 942 998 736
Thirty-eight banks outside New York City
Reserve excess of
deficiency(—)t .. .o 16 26 21 52 13 26
Less borrowings from
Reserve Banks . 129 118 129 118 141 127
Less net interbank Federal
funds purchases or sales(=).. 289 503 493 691 367 469
Gross purchases .. . 0391 ) 1,281 1303| 1,110 1.258
Gross sales ..._.... 888 788 612 743 790
Equals pet basic rese
surplus or deficit(—) ......| —401 | — 895 { —602 | — 757 | — 495 | — 570
Net loans to Government
securities dealers ... W 179 82 401 363 298

Note: Because of rounding, figures do not necessarily add to totals.

¢ Estimated reserve figures have not been adjusted for so-called “as of” debits
and credita. items are taken into account in final data.

+ Rescrves held after all adjustments applicuble to the reporting period less re-
quired reserves and carry-over reserve deficiencies.
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Note: Data oreshown forbusiness doysonly.

# MONEY MARKETRATES QUOTED: Doilyronge of retes posted by major New Yark City banks onnaw

callloensiaPederal funds) secured by United Stares Government securities fa point inditates the
absence of any ronge;; offering rotes for directty placedfinance company paper; the offective

rote onFagderalfundsthe rate mastrepresentative ol the transactions esecuted|;closingbid rates

f{quotedin terms of rate of discounr) on newestoutstanding three. and six.-month Treasury bills,

BOND MARKET YIELDS QUOTED: Yields of ngw Agg-apd Aa- ;uro mhmhwjgnﬂj areplonad

orovnd uline showing deily oo yiokds of

honds larrows paint

SELECTED INTEREST RATES *
Apsil-Juna 1965
Per cont Par cant
T T
MONEY MARKET RATES BOND MARKET YIELD?
4.80[— 1 [ Yieldsonnew public utility bands —J4.80
Reoffering yield —— Market yield
Aga o .
Ao o 2
4.60 -1 + o ° ~14.60
C [N }J l °
. .o C Ocnl -
o r._—_‘ l,--_‘--“."-.‘----"
. e ponecme aS~ L DI N !
+4,40 IJ 1 - Aaa-rated 1esoned corporate bonds —14.40
TTEmEmm T --9°-d-ﬂy fmal’lce :ompunypaper B ) o
420~ Fodoral Fund: -1 r Long-term Government securitios 142
- N — " T ~~ s
n ‘Y -- " r‘" e e L L Ll q“."'.------.‘-.‘I..~-----~-\
/ \ 3-5year Governmenl securilies ]
400} eeed oo~ LJ m A - - -14.00
Seare et s 230 .
r~ -~
J.month Treosury bills g -
3.80;— :/‘ - 20-year 1ox-exemp! bonds —— —3.20
6-manth Treasury bills -—‘——_._*._._.__/_.
L 2.n0l0
360t by by el bt o bbb L S nd Lo bbb ool By D s b v beenn Deenn D1 3613.00
7 14 21 28 5 12 19 26 2 9 16 23 30 7 14 21 2B 5 12 19 26 2 9 6 23 30
Apr Moy June Apr May Juno

from underwiiting syndicote reoffering yisld of a given issue to marhetyield of the some issve
immadiately alterit hasbeenreloasod from syndicoto restrictions}; daily avernges of yieids of
{ongterm Governmentsecyritig) (bond s due or calloble in ten yeors or more} and of Government
securities duein theee 1o five yaors, computed on the basis ot closing bid prices; Thursdoy
averagosofyields of twenryseasoced twenty.year toz . exempibandscarrying Moody's
rotings of Mq,Ao, A, andBad).

Sourcos: FederalReserve Bonk of New York, Board of Govemors of the Faderol Resarve System,
Moady'sinveston Service, aad The Weekty 8ond Buyer,

statement date, on which banks ordinarily like to keep
their borrowings small.

Over the month as a whole, market factors absorbed
$850 million of reserves, while System open market opera-
tions provided $874 million. The weekly average of System
outright holdings of Government securities rose by $952
million from the final statement week in May through the
last weck in Junc, and average System holdings of Govern-
ment sccurities under repurchase agreements fell by $62
million, Average net System holdings of bankers’ accept-
ances (outright and under repurchase agreements), de-
clined by $16 million during the month. From Wednesday,
May 26, through Wednesday, June 30, System holdings
of Government securities maturing in less than one year

date, bill rates generally edged a

expanded by $359 million, while holdings of issues matur-
ing in more than one year rose by $452 million.

THE QOVERNMENT SECURITIES MARKET

Treasury bills were in broadly bused demand in the
opening days of the month. Market scarcitics developed,
particularly in the short-term maturity area, and rates
continued along the downtrend which had begun in
March (see left-hand pancl of the chart). The June 3 reduc-
tion in the British bank rate from 7 per cent to 6 per cent
was a factor contributing to the strength of Treasury bill
prices. Around the June 10 corporate dividend payment
trifle highcr, as dealers
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took on securities returning from maturing corporate rc-
purchase agreements. A stcady investment demand per-
sistcd, however, and moderate offerings related to the div-
idend payment date and to thc subsequent midmonth
corporatc tax date were rcadily absorbed. In the latter
part of June, a kcen investment interest centered upon
bills coming due within three months as well as on bills
maturing during future tax and dividend payment periods
in September and December 1965 and in 1966. The gen-
eral downward movement of bill rates resumed and con-
tinucd until the closing days of the month, when demand
tapered off and rates rose slightly.

At the last regular weekly auction of the month, held
on June 28, average issuing ratcs were 3.784 per cent for
the new three-month issuc and 3.824 per cent for the new
six-month bills, about 9 and 10 basis points lower than
the average rates at the final weekly auction in May. The
June 24 auction of $1 billion of new one-year bills pro-
duced an average issuing rate of 3.807 per cent, as
against 3.954 per cent on the comparable issuc sold a
month carlicr. The newest outstanding thrce- and six-
month bills closed the month at bid rates of 3.81 per cent
and 3.85 per cent, respectively.

In the market for Treasury notes and bonds, the atmos-
phere of caution which had developed in the latter part of
May persisted in the opening days of June. Throughout
this period, participants continued to react warily to the
substantial calcndar of offerings scheduled for flotation
clsewhere in the capital markets. In particular, as corporatc
bond yields moved higher, the widening spread between
yields of corporate bonds and those of Government secu-
rities of comparable maturity generated some concern
over the tenability of prevailing yield levels of Treasury
issues. Against this background, dealcr offerings of Gov-
emmment notes and bonds expanded somewhat. Howcever,
a moderate demand remained in evidence and provided a
steadying influcnce. Thus, after declining slightly on June
1, prices fluctuated narrowly from Junc 2 through June
10 (the right-hand panel of the chart illustrates the cor-
responding general stability of yields early in June).

Subsequently, investment demand and switching opera-
tions increased, and the coupon sector of the Government
securities market strengthencd. Participants were influ-
enced by an improved atmosphere in the corporate bond
market and by the cxccllent reccption accorded a $525
million offcring of Federal National Mortgage Association
participation certificates. The bond market was also influ-
enced by the decline in stock market prices—partially re-
versed late in the month—which was interpreted as being
likely to lead to some increase in the demand for fixed-
interest securities. The expansion in investor interest in

coupon issucs stimulated professional demand, offerings
were easily taken up, and prices gencrally moved higher
from June 11 through 24. Demand favored the short- and
intermediate-term maturities—particularly the 2% per
cent wartime issues. The System Account also madc open
market purchases of coupon issucs during thc month to
supply reserves in anticipation of large necds over the
July 4 holiday weekend. In the last few trading scssions,
investor interest declined and prices receded on profes-
sional profit taking.

OTHER SECURITIES MARKETS

In the early part of thc month, prices of corporate and
tax-exempt bonds generally moved lower in a hesitant
atmosphere. Considerable investor resistance contributed
to, and was reinforced by, the substantial backlog of new
issues and older bonds which crowded dealers’ shelves.
Market participants were also aware of the heavy volume of
impending flotations, including two large issues of capital
notes by commercial banks. In the corporate sector, a
steadier tone appeared in the latter part of the month as
pricc reductions facilitated the distribution of new and
recent corporate bonds. In the tax-exempt sector, how-
ever, dcaler inventories remained large and prices con-
tinued to decline over the remainder of the month. Over
the month as a whole, the average yield on Moody's sea-
soned Aaa-rated corporate bonds rose by 2 basis points to
4.47 per cent. During the same period, the average yicld
on The Weekly Bond Buyer's scrics for twenty scasoncd
tax-cxempt issues (carrying ratings ranging from Aaa to
Baa) increased by 11 basis points to 3.30 per cent. (These
yield series are shown in the right-hand panel of the
chart.)

The volume of new corporate bonds publicly floated in
June amounted to an estimated $720 million, compared
with $675 million in May 1965 and $460 million in Junc
1964. A $250 million offcring of commercial bank capi-
tal notes maturing in 1990 rcached the market carly in
the month. Reoffered at par to yicld 4.60 per cent, the
issue—which cannot be called for five ycars—initially en-
countered investor resistance, but demand for the notes
subsequently expanded. Another major commercial bank
also offered new capital notes in June. The latter issue con-
sisted of $266 million of 4 per cent notes maturing in
1990, which were offercd at par to stockholders and were
convertible into stock. The notes, which carried five-year
call protection, were well reccived. The largest publicly
offercd ncw corporate bond issue of thc month consisted
of $40 million of Aaa-rated 4% per ccnt utility company
dcbentures maturing in 2005. The debentures, which can-
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not be called for five years, were reoffcred to yield 4.55
per cent and were accorded a fair investor reception. New
tax-cxempt flotations totaled about $885 million, as
against $895 million in May 1965 and $780 million in
June 1964. The Blue List of tax-cxempt sccurities adver-

tised for sale closed the month at $834 million, compared

with $872 million at the end of May. The largest new tax-

exempt bond flotation during thc month consisted of $67
million of state bonds which were rcoffered to vield from
2.50 per cent in 1968 t0 2.95 per cent in 1980. The bonds
were Aaa ratcd by Moody's and were accorded a fair re-
ception. Most othcr new corporate and tax-exempt bonds
publicly offered during the period were accorded fairly
good investor receptions.





