The Money and Bond Markets in October

The note of caution which pervaded thc Government
securities market in September receded somewhat during
the first half of October and a steadier tone gradually
emerged. Market participants derived some encouragement
from the widely circulated vicw that the Administration
was continuing to emphasizc the importance of interest
rate stability, although thc market also noted that selective
interest rate incrcases were taking place. An undertone of
uncertainty persistcd and became more pronounced in the
second half of the month. The continuing strength in the
economy and in business demands for funds seemed to

some observers to suggest the possibility that the balance of
market forces might eventually work toward somewhat
higher intcrest rates, The renewed air of hesitancy during
the later period also reflected a pausc in investment activity
as the market awaited the announcement of the terms of the
Treasury's November refunding.

Against this background, prices of Treasury notes and
bonds moved generally upward in fairly active trading
through mid-October, but then receded again in thc Jast
half of the month. A better tone was also cvident in the
corporate and tax-exempt markcts in the first half of
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Table 1
FACTORS TENDING TO INCREASE OR DECREASE
MEMBER BANK RESERVES, OCTOBER 1965
In millions of dollary; (+) denotes increase,
{—) dccrease in excess reserves
Charges In daily averages——
weeh ended Met
Factors changes
OcL Oct. Oct. Oct.
6 13 20 27
“Market’* factors
Member bank roqulred reseeves®. ... — 57| 406 | —a8t| 11| — 0%
Op Ing tr Sona ( Y einenn —033 ] =216 478 | ~ 322 — #0
Vedoral Reserve floal ......oivuisnes —1r | — 4l gaem| g4 | + 18
Treasury operatfuns? .....c..cei.0a — 70| 4 38| — 32| 4 &8 + U
Qold and forelgn 60o0UNt +ovur...-- + 0|4 014 9|4+ 8| + 27
Currency ouitslde Lanks® ..........- 30 | =201} L1684 | 4172 -~ 319
Other Federal Resecve
aooounts (netdd . ......iiiiiiiannes — B 4 B[ 4185 4 8 -+ 144
Toeal “market’’ 82018 .........-- ~089 ] — 11, 4303 | 19| 188
Dtrett Federa! Reserve credit '
transactioas
Opet: market Instrumeats
Ouerlahie hotdings:
(orernment pecurities _............ f-770 | — 101 § — 325 | -~ 132 +- 38
Dankers' acceptanoen ............. 4+ 4 _ -— — 4+ 4
Repurchaze agreciments:
Gorernment weurilles ..ol — ‘ 4- 30 | 4+ 28| — 63 —_—
Hankers* aercpeances - 19— 18|+ 21| 4+ 1
Meraber bank borrowings - 41| 4 98| —353| — 28
Other loans, dipconnta, and odvances. ..l L S| . 1|+ B | 4 14| 4 88
TORAL <ein e 93| 10 | —sor | ~a1t]| + ¢
Encosy ronorves® ... ... ..iiiviiine. 4106 | — 143 ( 4280 | — 208 | — 143
Daily average levels
Bember bank: "
Total reserves, lncluding vault cash®....| 22083 | 21,708 | 32,273 | 31.840 21,9888
21,013 | 201,408 | 21,789 | 21,048 21,8154
440 %8 184 192 asq|
578 495 691 338 41003
e 08 =197 | 107 | — 140 — 130§
31517 | 21,211 | 21,682 | 21.502 | 2L478%
Changes in Wednescay tevels
System Account holdings of Government
socurithes maturing in:
Lecs than one YABE ........oionnnnnnns 4983 (4109 | —~T00| 4 38| — 331
Moro than omo year .............c0.... - = — — —
TOWL .ereinieiiiiiiiaaaaaaes 228 4109 [ —=T00 | 4 38 | —3M

)

Note: Recause of rounding. figures ¢o not neceagarily 8dd to totals.

* These figures are estimated.

1 Includes changes In Treasury currency and cash

¢ Meclud

agiots 4
§ Average for four works ended October 87,

d 10 forelgn currencles.

Table 11
RESKRVE POSITIONS OF MAJOR RESERVE CITY BANKS
OCTOBER 1965
In millions of dollars
Daily sverapes—week ended Average
. of four
Fattors affecting weeks
basic reserve positions oct oct , oct oct ended
6 | W { 20 | zze |0T*
Eigtit banks In New York Clty

Reserve excess or deficlency(—)t..... 3 29 7 2 10
Less borrowings from Reserve Banks..| — 83 12 11 k 7]

Less net interbank Federal funds
putchases or sales(—) . — 41 466 152i— 46 133
Gross purchases .. 8O8| 1,183 819 1,008 934
Gross sales . 849 717 666 | 1,051 821

Equals net basic
or deficit(~) . “4|— 520}— 1M 37|— 154
Net loans to Go
securities dealers ............. ... 332 489 647 499 492
‘Thirty-¢ight banks outside New York Clty

Reserve excess or deficiency(—)ft. ... 11 23 20 S 15
Less from Reserve Honkag,. 290 193 238 29 188

1.css net interbank Federal funds
purchases or sales(—) e 888 857 259 738 835
Gross purchares 1,482 1,682 1376 1469 1,502
Gross sales .. 197 825 7, 731 658

Equuls net basic re TP
or deficlt(—) ... e
Net loans to Government

sccurities dealers ... ..

= 1,163 |—1,026'—1,077 — 762{-1,007

st 149; 20, 13 1
|

Note: Because of rounding, figures do not necessarily add to totals.
¢ Estimated rescrve figures have not been adjusted for so-called “as of” debits

and credits. These items are taken

into account in final data.

t Reserves held after all adjustments applicable 10 the reporting period leas re-
quired reserves and carry-over reserve deficiencies.

‘Table TN

AVERAGE ISSUING RATES*
AT REGULAR TREASURY BILL AUCTIONS

In per cent
Weekly auction dates—October 1965
Matirities
Oct. ' Oct, Oct. Oct.
4 n 18 25
Threo-month .........ccccocceecrnennnen - 4.050 4.006 4.0)4 | 4.040
SIX-month ..o 4.201 4.180 | 42 | 4192
Monthly auction dates==August-October 1965
Aup. Sept, Oct.
24 23 26
ONE-YEAT ..ot ennis 4.006 4.236 l 4.192

® Interest rates on bills are quoted in

counts from par as the relurn on the face amount of
maturity Bond yield equivalcats, related to the amount actually

would be slightly higher.

terms of a 360-day year, with the dis-
bills pna!able at

vested,
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October, but the tax-exempt sector subsequently weak-
ened as an unusually heavy volume of new flotations drew
a somewhat disappointing investor response. In the
shorter term markets, demand for Treasury bills was
strong during the first half of the month and bill rates
generally declined. Around midmonth, rates edged a bit
higher, but then fluctuated narrowly over most of the re-
mainder of thc month.

Conditions in the money market rcmained generally firm
in October, although there were some variations in tonc
and sizable fluctuations in reserve distribution during the
month. Nationwide rescrve availability was little changed
on average in October, as System opcn market operations
offset reserves absorbed by “market” factors. Most Fcd-
cral funds trading was at 4% per cent, but limited
amounts of funds traded at rates as low as 3%2 per cent
and as high as 4% per cent.

THE GOVERNMENT SECURITIES MARKET

In the wake of considcrablec declines in Septcmber,
prices of Trcasury notes and bonds first steadicd und then
moved higher in the first two weeks of October. (The right-
hand panel of the chart on page 234 shows the dcclinc in
yields which accompanicd this rise in bond prices.) As
the month opencd, market participants displayed some
ncrvousness over the interest rate outlook. They warily
assesscd the announcement by a major New York City
bank that it was boosting by %4 of 1 per cent its lending
rates on loans to nonbank financial institutions—a move
which was followcd by other selective lending rate adjust-
ments by a number of banks. Moreover, traders continucd
to ponder the possibility that a shift in monetary policy
might soon take place. A somewhat morc confident tonc
gradually emerged, however, as participants apparently
concluded that, at least in the short run, interest rates
would remain generally stable and ratc incrcases sclective.
Prices rebounded and trading was dominated by profes-
sionals, as aggressive short-covering operations by dealers
pressed upon a rather light supply of coupon issucs in the
market. Modest investor demand was concentrated in
purchascs of the 2%2 per cent deep-discount wartime
issucs, both on an outright basis and in conncction with
commercial bank switching operations. The biggest price
gains during this period were recorded by selected issues
at the longer end of the maturity scale.

From midmonth onward, a hesitant tonc again emerged
in the coupon sector as participants awaited news about
the Trcasury’s approaching mid-November refinancing.
With investment activity light, prices tended to react to
current news developments, including variations in reserve

availability. The buoyancy of thc economy and of stock
prices, as well as the indiffercnt response accorded the
sizable volume of new tax-exempt bond issucs, tended to
rcvive some uncertainty about the future coursc of interest
rates. Against this background, offcrings expanded and
prices of notcs and bonds again gave ground, carrying
yields to their highest levels in five years.

After the close of business on October 27, the Treasury
announced thc terms of its November refinancing oper-
ation. Tt offered for cash a new issuc of 44 per cent
notes dated November 15 and maturing in May 1967
priced at 99.83 to yield 4.37 per cent, the highest initial yicld
for any Treasury offering in somc time. The proceeds
from thc salc of thc ncw notes will be used to redeem
$9.7 billion of Treasury notecs maturing on November 15.
Subscription books for the new notes were open only on
November 1. The refunding terms were closely in line with
earlier market expectations, but only moderate intercst in
the ncw issuc developed. In the final days of the month,
prices of outstanding issues due in from one to two years
were only slightly changed. At the same time, prices of
other outstanding issues continued to declinc as profes-
sional offerings increased.

On November 3, the Treasury announced the results of
the refunding. Subscriptions for the new 414 per cent notes
totaled approximately $12 billion, of which $9.7 billion wis
accepted. Subscriptions in amounts of $200,000 or less
were allotted in full, as were subscriptions from various
official organizations. All other subscriptions were subject
to a 48 per cent allotment (but assured of a minimum award
of $200,000).

The tone of the Treasury bill market also improved in
early October, following the sharp upward adjustment in
ratcs which had occurred in late September. Demand from
investor and official sources cxpanded, so that dealer in-
ventories contracted and the technical position of the bill
markct strengthened markedly. At the Treasury’s Oc-
tober 5 auction of $3 billion of March and $1 billion of
Junc tax anticipation bills, a lively interest developed,
particularly from commercial banks which were permitted
to pay for their purchascs in full by crediting Treasury
Tax and Loan Accounts. The market valued the Tax and
Loan deposits that would be created in connection with
the operation at approximately 40 to 45 basis points for
the March bills and 25 basis points for the June bills. In
recognition of this factor, the average issuing rates of
3.783 per cent and 3.938 per cent, respectively, for the
March and June tax bills were far below prevailing market
rates for outstanding bills of comparable maturities. A
strong corporate and professional demand appeared for
thc new bills in “when-issued™ trading prior to the Oc-
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tober 11 payment date, and commercial bank offerings
were rcadily absorbed at prevailing market rates. Investor
intercst in outstanding bills was also good during this
period—particularly for those bills maturing within three
months. As market supplies were rapidly absorbed, acute
scarcities developed in certain bill maturities, and rates
generally moved lower. During this period, the shorter
maturities generally recorded the larger declines.

Around midmonth, bill rates edged a bit higher on in-
creased bill offerings from commercial banks and dcalers.
Late in the month, bill rate movements were narrowly
mixed. Although investor interest was modest, dealers
appeared willing for a time to maintain their inventories
in the expectation that enlarged bill demand would soon
arise from the Treasury’s November refunding and from

anticipated seasonal bill purchases by the System Account.
Rates tended to edge higher at the close of the month, re-
flecting some professional disappointment that the Trea-
sury’s refunding would be on a cash basis rather than on a
“rights” basis and, consequently, would not generate any
immediate reinvestment demand from holders of the matur-
ing issues. The three- and six-month Treasury bills closed
the month at 4.06 per cent and 4.19 per cent bid, respec-
tively.

OTHER SECURITIES MARKETS

The same factors which bolstered the tone of the Gov-
ernment securities market in early October also con-
tributed to the emergence of a stcadier atmosphere in the
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markets for corporate and tax-exempt bonds. In thc cor-
porate sector, there was a resurgence in the demand for
recent issucs with rclatively attractive yields. At the same
time, the excellent rcception accorded two high-grade
utility bonds markcted at the beginning of the month,
coupled with the light calendar of scheduled flotations, rc-
sulted in a morc confident tone which prevailed during
most of the month. Toward the end of October, however,
caution emerged again in the corporate sector when inves-
tor demand became more restraincd as the calendar of
scheduled flotations expanded. In the tax-exempt sector,
dealers made considerable headway in reducing their
inventorics of state and local bonds as demand cxpanded
following the recent downward price adjustments. Some
hesitancy persisted in the tax-cxempt sector, however, as
participants werc faced with an unusually heavy calcndar
of impending issucs. This cautious tone becamc more
prevalent latcr in thc month when a substantial volume
of new issues cncountered a lackluster investor response.
Over the month as a whole, the average yield on Moody's
seasoned Aaa-rated corporate bonds rose by 3 basis points
to 4.56 per cent, while The Weekly Bond Buyer's serics
for twenty scasoned tax-exempt issucs (carrying ratings
ranging from Aaa to Baa) declined by 1 basis point over the
month to 3.40 per cent. (Scc right-hand panel of the chart.)
These indexcs are based on only a limited number of issues
and do not nccessarily reflect market movements fully.

THE MONEY MARKET AND BANK RESERVES

Nationwide net reserve availability was little changed
on average in October, while member bank borrowings
from the Reserve Banks fluctuated from week to wcck
in response to sharp shifts in the distribution of re-
serves from reserve city to “country” banks and then
back again. The over-all tone of the moncy market was
slightly more comfortable on average in the first week of
the month, turned firm over most of the remainder of the
period, and then cased slightly late in the month. The
major sales finance companies raised their offering rates
on 60- to 270-day directly placed paper by Y& of a per-
centage point to 43 per cent on October 15. Rates on
new call loans to Government securities dcalers posted by
thc major New York City banks were generally in a 4%4
to 4% per cent range, whilc rates on rencwal call loans
were quoted in a 4%4 to 412 per cent range.

System opcn market operations relcased substantially
more reserves to the market during the week ended Octo-
ber 6 than were absorbed by net movements of market

factors, with the result that nct borrowed rescrves con-
tracted by $123 million to $96 million. This was accom-
panicd by the accumulation of a small busic reserve sur-
plus at the major New York City banks. The bulk of the
remainder of the available reserves, however, was lodged
at country banks, while money markct banks outside New
York City found themsclves under reserve pressure. Since
these other reserve city banks turned increasingly to the
“discount window” to meet their reserve needs, total
member bank borrowings receded only slightly to an
average of $536 million for the week.

Reserve positions at money center banks outside New
York City remained under pressure in the following
week, and pressures also mounted on the New York City
banks. These developments reflected both the increasced
financing provided to Government securitics dcalers (who
acquired from the commercial banks thc March and June
tax anticipation bills auctioncd by the Treasury on Octo-
ber 5) and the sharp expansion in required reserves as the
banks paid for the bills by crediting Treasury Tax and
Loan Account deposits. Nevertheless, as country banks
unloosed a part of the reserve cxcesses built up in the pre-
ceding week, the reserve city banks were able to fill a sizable
portion of their reserve needs through purchases of Federal
funds generally at 4% per cent. ‘Total member bank bor-
rowings from the Reserve Banks actually declined a bit
during the October 13 statcment week.

In the second half of the month, the sequence of cvents
in the moncy market closely mirrored the pattern of carly
October. Thus, once again the alternative accumulation
and redistribution of excess reserves by the country banks
contributed to opposite movements in net borrowed re-
serves and in member bank borrowings from the Federal
Reserve. Early in the statement period ended October 20,
country banks built up a substantial volume of excess
reserves and the reserve positions of the New York City
banks improved somewhat as nationwide reserve avail-
ability expandcd. At the same time, pressures upon the
reserve positions of other rcserve city banks remained
heavy, and consequently member borrowings from the
Fcderal Reserve Banks bulged temporarily. Subsequently,
as country banks releascd a portion of their reserve ex-
cesses, the flow of Federal funds improved and reserve
pressures on thc money center banks slackened. Thus,
in the later part of thc month the tone of the money market
was rclatively comfortable—with the effective rate on
Federal funds varying from 4% per cent to as low as 3%
per cent—and member bank borrowings from the Fed-
eral Reserve contracted.





