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The Money and Bond Markets In July 

The money market was generally firm throughout July, 
though the degree of firmness was somewhat greater 
in the first half of the month than in the second. Federal 
funds traded predominantly at 4½ per cent, with small 
amounts trading as high as 4¼ per cent in the early part of 
the period. At the same time, member bank borrowings 
from the Reserve Banks ranged around $600 million. Later, 
Federal funds traded as often at 4 per cent as at 4¼ per 
cent, and member bank borrowings receded. Treasury bill 
rates rose until around midmonth, as the high cost of 
financing inventories led to increased profcssional offerings 
of bills. Thereafter, bill rates declined in response to 
a good investment demand and an increased willingness 
of dealers to hold inventories with the approach of the 
Treasury's August rctInancing. 

Prices of Treasury notes and bonds fluctuated in a nar- 
row range during the month. Activity was light, and 
the atmosphere was cautious. Investment interest was 

dampened by a sizable flow of corporate offerings and by 
the proximity of the Treasury's refinancing of August ma- 
tunes, announced after the close of business on Wednesday, 
July 28. 

In the corporate bond market, prices wcre initially firm 
in the wake of the successful distribution of a very large 
volume of new issues in June. Subsequently, the sizable 
flow of new corporate bonds offered in July encountered 
mixed receptions, and reoffering yields on issues marketed 
late in the month were slightly above June levels. In the tax- 

exempt market, demand picked up and dealers were able 
to work down their inventories despite large offerings of 
new issues. 

THE MONEY MARKET AND BANK RESERVES 

Nationwide net reserve availability and member bank 
borrowings fluctuated somewhat more widely on a week- 
to-week basis during July than in other recent months, 
but the over-all tone of the money market remained 
generally fIrm. Federal funds traded mainly at 4'/8 per 
cent through the first half of the month, and on occasion 
there was some trading at 4¼ per cent. During the second 

half of the month, however, it was as common for Federal 
funds to trade at 4 per cent or below as at 4¼ per cent (see 
left-hand panel of the chart on page 163). Rates quoted by 
major New York City banks on new call loans to Govern- 
ment securities dealers were predominantly in a 4Y to 4 
per cent range through the middle of July, while rates on 
renewal call loans were quoted most frequently in the 43/h 
to 4½ per cent range—in both cases about ¼ of a per- 
centage point higher than the range of such rates quoted 
in other recent months. After midmonth, rates dropped 
hack to a predominant range of 4'/a to 4½ per cent on new 
loans and of 4¼ to 4fl per cent on renewals. Offering rates 
for new time certificates of deposit issued by leading New 
York City banks were essentially unchanged over the 
month. On July 1, the major finance companies lowered 
their offering rates of 30- to 89-day directly placed paper 
by of a percentage point to 4¼ per cent. 'their offering 
rates on 90- to 270-day paper, however, were maintained at 
4¼ per cent. Rates on hankers' acceptances were reduced 
by l/ of a percentage point late in the month, as dealer in- 
ventories of acceptances dropped to relatively low levels. 
The new rates on 90-day prime acceptances were set at 
4V4 percent hid-4¼ per cent offered. 

At the beginning of the month, banks in the central 
money market were under substantial reserve pressure. In 

part, this pressure reflected heavy demands for loans by 
Government securities dealers whose inventories were 
swollen 'by allotments of the June one-year bill as well as 
by bills which had been pressed on the market by com- 
mercial banks following the midyear bank statement date. 
At the same time, banks sought to avoid accumulating 
large reserve deficiencies over the long Independence Day 
weekend. While Federal Reserve open market operations 
offset the bulk of the reserve drain stemming from the 
preholiday increase in currency in the hands of the non- 
bank public, Federal funds were in particularly strong de- 
mand at 4¼ per cent. A small amount, however, traded at 
4¼ per cent. Member bank borrowings from the Reserve 
Banks rose, but net reserve availability was changed little 
from the preceding week. 

Over the middle two statement weeks of the month, there 
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was a marked divergence between statistical reserve avail- 
ability and money market conditions. In the statement week 
ended July 14, there was a sharp increase in nationwide 
net reserve availability. "Country" banks, however, built 

up their excess reserves to an unusual degree in the first 
week of their new statement period, reducing the supply 
of Federal funds to the market. Consequently, the money 
market was quite firm, and member bank borrowings 
from the Reserve Banks rose to $620 million for the 
week. In contrast, the moncy market was distinctly less 
taut in the statement week ended July 21, even though net 
borrowed reserves rose to $230 million. Country banks— 
now in the second week of their settlement period— 
worked down their excess reserves to $142 million from 
$482 million in the previous week. At the same time there 
was an improvement in the basic reserve positions of the 
money center banks, and Federal funds traded in volume 

at both 4 per cent and 3¾ per cent after the weekend. 
Thus, even with the sharp drop in over-all net reserve 

availability, member bank borrowings from the Reserve 
Banks declined to $425 million. 

The money market continued free of stress in the final 

statement week of the month. The major New York City 
banks developed a substantial reserve surplus, and there 
was a good flow of Federal funds at both 4½ per cent and 
4 per cent. Member bank borrowings were also moderate at 
$479 million. 

Over the month as a whole, "market" factors absorbed 
$116 million of reserves, while System open market opera- 
tions provided $125 million. The weekly average of 
System outright holdings of Government securities rose by 
$59 million from the final statement week in June 
through the last week in July, and average System hold- 

ings of Government securities under repurchase agree- 
ments increased by $84 million. Average net System 
holdings of bankers' acceptances, both outright and under 
repurchase agreements declined by $18 million during 
thc month. From Wednesday, June 30, through Wednes- 
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day, July 28, System holdings of Government securities 
maturing in less than one year rose by $131 miliion, while 
holdings of issues maturing in more than one year remained 
unchanged. 

ThE GOVERNMENT SECURITIES MARKET 

An atmosphere of caution prevailed in the market for 
Treasury bills during the first half of July. The taut money 
market conditions and associated high costs of inventory 
financing at the beginning of the period led to an expan- 
sion in professional offerings early in the month. The re- 
sulting upward movement in bill rates (see left-hand panel 
of the chart) was accelerated by sizable bill sales on the part 
of commercial banks following the June 30 statement 

date. Investment demand began to improve at the higher 
rate levels around midmonth, howcvcr, and as professional 
selling tapered off, a better atmosphere developed. At the 
same time, the more comfortable money market conditions 
after midmonth made it less expensive for dealers to finance 
their positions. In this environment, Treasury bill rates 
again moved lower—spurred in part by professional ex- 
pectations that the Treasury's August financing would be 
likely to generate additional demand. 

At the last regular weekly auction of the month, held 
on July 26, average issuing rates were 3.803 per cent for 
the new three-month issue and 3.873 per cent for the new 
six-month bills, about 2 and 5 basis points higher than the 
average issuing rates at the last weekly auction in June. 
The $1 billion of new one-year bills sold in the July 27 

P., (Cal 

SELECTED INTEREST RATES 
Moy-J,,Iy 19b5 

BONDMARK(T YIELDS 

YieIdi on new public utility bond, 
Rioffering yield—* Market ytold 
Aao . —. 

Po. con, 

480 
MONEY MARKET RATES 

480 - — 

III liii III - 

iii 11111 Iii 

440 111111 

derol lunch — 420 90-day hna,ce company paper I\ 
400TL1 P'' 

r 
Li 

L/\. [VI 
3 80 

— —-— — 

I 
month Irealury bi 

200 

3.60 iL IJJ LI! t U-I I lu_I_LI LULIJ iiil II' LLI liii hut il 
5 12 19 26 2 9 lb 23 30 7 M 21 28 

4.60 
Ao 

Ii ° . . 

aa-raiedsoa,onod corporote bondn 

Long-term Government tecuriliel 

— I --a.— ___._ 
3-5 year (,overnm.nt tccuritle, 

4.40 

4.20 

Moy 

400 

June 

2yeo, 100-eCempI bond, 

July 

320 

Note: Del..,. ike.,, to, businsi.do,ionly. * MONty Oi.&IUT IATtS QUOTIA Doily r.r. of .oN, po.'.d by —ojer Pie.. Y0.* City ,bionao 
,oIIIeoa.fi, t.d.,.I I.,4, ..c,.,.d byUniled Si.,., Go..rnn..nl ,e.o,iti.o(o point indiiel. lb. 
ob I .°y'ong.l.4I.'p .1.. for dir.cIIypIo..dlra..._oomo.,pe;th..Il.oti.. 
,o,. oa Ind.,oI l,,,d. Ilk.,.,. ..o.t r.pr...nlel elk. l,o,,clle,. •oecledI douio$ bid r..t 
qwotd in lsrn'iof roreoldiscoonlIon as—ofloutelendiag 'hr... o..dsi..momlh T,.o,ury.bjIj,, 

lOP-cD MAU nit IDSOUOTLD: Told. ems— As-. .ndAe.,ol.d p ttili or. pIo,l.d 
n's-nd. I.,, ho-...ng do.!yumrn. yi.ld, 1 .,n.en,dAco.ml,dcprpprpr. bs-d,le"o—.pein' 

1111111i il,,, ii,, iIi;Iii ¶1 ii,li iii 111.11111 I 

May 

5 12 19 26 2 9 16 23 30 7 14 21 28 

Jun. 

L nfl 

July 

I.e.. ond.,-ripu,,g .yndiool. re.fl.ring yi.Idologi,.n i,,c. Ponr.rb.tyi.tilolth. i.O limo 
mm.dieloIy of,., it he. b... ml....d I,.., nyridimolo r.Iriclise.);deiIy e.-.,op.. aI ,l.Id. of 
fg,Nrgn,r,m,.tl.corilin.fbondsdn. or ceIIabIo.vle, manor onel ondol Ooon'n,.J 
oocvrnllsndytypltn,so loll,. year,. compn'.d o,rho boils of clOilnO b.d prices: lP-on.d.y 

ov.nog.. a! ymid. .ilw.nly.....n.d .ly-y.pr t..-g....p 3nnyfrorryirq M.ondyi 
rating, Of As-. A0. A. end lool 

Se,rcsa: P.d.noIt.,..,. lank etH... Yonh.l..ndnl G.a.rnnn..f th. l.d.n.l P 

Moody. Inn.,,,. Semi,., and ThW..l, load On.' 



16 MONTHLY REVIEW, AUGUST 1965 

auction at an average issuing rate of 3.875 per cent, com- 
pared with 3.807 per cent for a comparable issue sold on 
June 24. A more hesitant tone developed in the wake of the 
July auction and persisted through the end of the month, as 
reinvestment demand from the refunding proved disap- 
pointing. The newest outstanding thrce- and six-month 
bills were bid at rates of 3.81 per cent and 3.89 per cent, re- 
spectively, at the close of the month. 

In the market for Treasury notes and bonds, the down- 
ward drift in prices that had begun toward the end of June 
continued in early July as investor activity remained light. 
(The right-hand panel of the chart shows the rise in bond 
yields that accompanied this decline in prices.) A tem- 

porary firming in market tone appeared at the end of the 
first week, partly in response to press discussion regarding 
the tenability of the current interest rate levels and the im- 

proved atmosphere in the corporate bond market. Activity 
once again subsided, however, and buyers became more 
price COnSCIOUS. A contributing factor to the renewed 
caution was thc high volume of new corporate issues being 
marketed combined with the rclativcly wide rate differential 
between Government and corporate bonds. As the 
month progressed, market activity was further restrained 
by reports of a deterioration in the Victnamese situation 
and by the approach of the Treasury's August refinancing. 
Discussion of the possibility that an intermediate issue 

might be offered lcd to declines, during July, of generally n to 2 in prices of issues maturing in two to five years. 
Prices of most longer issues also closed lower over the 
month. 

After the close of business on Vednesday, July 28, the 
Treasury announced that holders of $7.3 billion of 3% per 
cent notes maturing on August 13—about $3.2 billion of 
which was publicly held—would have the opportunity to 
exchange their holdings for either new 4 per cent I 8-month 
notes or reopened 4 per cent 3½-year bonds. The new 4 per 
cent notes, which will mature on February 15, 1967, were 
offered at 99.85 to yield about 4.10 per cent. The reopened 
4 per cent bonds of February 15, 1969 were offered at 
99.45 to yield about 4.17 per cent. Subscription books were 
open from August 2 through August 4, with payments for 
and delivery of the securities scheduled for August 13. 
While the terms of the financing were considered attractive, 
the trading activity that developed was only moderate, and 
prices tended to ease further after their initial adjustment to 
the refunding terms. 

OTHER SECURITIES MARKETS 

Attention in the markets for both corporate and tax- 
exempt securities in July was dominated by the substantial 

volume of new issues that were offered during the month. 
Activity in both markets was light at the beginning of the 
month as investors awaited the terms of the new issues, the 
major portion of which was scheduled to be offered later in 
the month. In the corporate market, a better tone emerged 
at the beginning of the month as the market assessed the 
successful sale of the preceding month's heavy volume of 
offerings. Subsequently, investors became selective, resist- 

ing efforts of underwriters to price new issues aggressively. 
This investor resistance restrained underwriter bidding and 
led to slightly higher yields on offerings late in the month. 
A $150 million negotiated offering of the Baa-rated deben- 
tures of a leading merchandising chain was quickly sold 
out at a reoffering yield of 4.90 per cent in late July. 

In the tax-exempt market, an element of caution pre- 
vailed early in the period, reflecting the slow sales of older 
issues and still sizable dealer inventories. Around mid- 
month, however, the demand for new offerings and for un- 
sold balances of old offerings picked up substantially as 
commercial banks began to show renewed interest in tax- 
exempt Securities. Later, investor interest became more 
selective, but dealers were able to hold down their inven- 
tories, despite the substantial supply of new issues coming 
into the market. Over the month as a whole, the average 
yield on Moody's seasoned Aaa-rated corporate bonds rose 
by 1 basis point to 4.48 per cent. During the same period. 
the average yield on The Weekly Bond Buyer's series for 
twenty seasoned tax-exempt issues (carrying ratings rang- 
ing from Aaa to Baa) declined by 5 basis points to 3.25 per 
cent. (These yield series are shown in the right-hand panel 
of the chart. ) 

The volume of new corporate bonds publicly floated in 

July amounted to an estimated $535 million, compared 
with $720 million in June 1965 and $230 million in July 
1964. The largest publicly offered new corporate bond 
issue of the month consisted of the offering—mentioned 
above—by a leading merchandising chain of $150 million 
of 47/s per cent sinking fund debentures nonrefundable for 
five years and maturing in 1990, New tax-exempt flotations 
totaled about $980 million, as against $885 million in June 
1965 and $835 million in July 1964. The Blue List of tax- 
exempt securities advertised for sale closed the month at 
$756 million, compared with $834 million at the end of 
June. The largest new tax-exempt bond flotation during the 
month was a $175 miHion municipal Baa-rated offering. It 
consisted of $1 11 million of general purpose bonds re- 
offered to yield from 2.80 per cent in 1967 to 3.565 per cent 
in 1995 which were quickly sold, and $64 million of bonds 
matu ring in 1966-70. The latter were awarded at a net in- 
terest cost of 3.499 per cent, but reoffering was delayed 
pending settlement of a legal question. 




