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The Money and Bond Markets in November 

An atmosphere of uncertainty continued to prevail in 
the Government securities market during November. The 
long-standing concern on the part of market participants 
over the interest rate outlook was reinforced by indications 
that the economy was expanding on a broad front, and that 
the volume of new corporate and Government agency 
securities issues was rising. Against this background, the 
prices of Trcasury notes and bonds moved further down- 
ward in early November, reaching new lows for the year. 
Subsequently, the tone of the market improved when sev- 
eral corporate issues were accorded a favorable reception. 
Furthermore, successful official moves to restrain price 
pressures in the metals industries were seen as enhancing 
the prospects for interest rate stability. Near the close of 
the month, however, an easier undertone reappeared 
as the market reacted to upward revisions of estimates of 
the Federal deficit for the current fiscal year and to discus- 
sion of the possibility that Federal Reserve Bank discount 
rates and other interest rates might move higher. The tone 
of the corporate bond sector improved moderately during 
the first half of the month, when higher reoffcring yields 
on a heavy volume of new issues attracted investor inter- 
est. Investors resisted underwriter efforts to price new 
issues higher, however, and yields were near their peak as 
the month closed. In the tax-cxcmpt sector, considerable 
caution persisted. Prices declined virtually throughout the 
month, and new issues were offered at progressively higher 
yields. 

Treasury bill rates tended to edge irregularly higher over 
the month. Yields of the scarce shorter term issues re- 
ceded moderately at the beginning of the month, while 
rates on longer term bills edged higher. Subsequently, in- 
vestment activity contracted somewhat, and rates tended 
to creep higher at the close of the month as the December 
dividend and tax dates approached and rate expectations 
began to shift. 

The money market continued firm in November al- 
though the distribution of excess reserves shifted markedly 
within the month. The average level of reserve availability 
for the banking system was little changed during the 
month, although temporary reserve dislocations were caused 
by the power failure in the Northeast on November 9. 

THE GOVERNMENT SECURITIES MARKET 

Prices of Government notes and bonds receded further 
at the beginning of November. Uncertainty over the 
future course of interest rates continued to restrain inves- 
tor demand and stimulate professional offerings. Market 
caution was increased by the unexpectedly large allot- 
ments awarded subscribers to the Treasury's November 
cash refunding,' by the substantial calendar of scheduled 
capital market issues, and by continuing evidence of strong 
business loan demand. Government securities dealers 
sought to reduce their inventories, while investor offerings 
expanded both on outright sales and on switches into 
corporate and Government agency bonds. Prices of many 
Treasury coupon issues slipped to new lows for the year. 
(The right-hand panel of the chart on page 264 shows the 
rise in yields that accompanied this decline in bond 
prices.) 

Around midmonth, the higher yields on intermediate- 
and long-term Government securities attracted renewed 
investment interest, particularly in intermediate-term 
issues, and stimulated dealer short-covering operations. 
Bond traders also derived encouragement from the favor- 
able receptions accorded several sizable new corporate 
and tax-exempt offerings marketed during this period. 
Meanwhile, the cancellation of previously announced in- 
creases in aluminum and copper prices also aided confi- 
dence in the tenability of existing interest rate levels. Prices 
of Treasury coupon issues edged irregularly higher from 
November 10 until near the end of the month in moder- 
ately active trading, which included year-end switching 
for tax purposes. As November ended, the market received 
the news that the Federal deficit for the 1966 fiscal year 
would be larger than previously expected, primarily re- 
flecting increased military spending. This news led to re- 
newed price declines as the market weighed the possibility 
of higher interest rates. 

In the Treasury bill sector, rates moved narrowly in 

I For details see this Review, November 1965, page 233. 
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November but tended higher. In the opening days of 
the month, a fairly good demand from public funds and 
other investors for the scarce 1965 maturities as well 
as for bills maturing early in 1966 pushed rates on these 
issues lower. At the same time, rates for longer term bills 
edged higher on moderately large commercial bank offer- 
ings (see the left-hand panel of the chart). Investment 
activity contracted somewhat following the Treasury's 
November 12 announcement that it would sell an addi- 
tional $2.5 billion of June 1966 tax anticipation bills for 
payment on November 24 to meet its remaining cash 
needs for calendar 1965. At the Novembcr 17 auction, 
the tax bills drew lively interest from commercial banks, 
which were permitted to make full payment for their pur- 
chases by crediting Treasury Tax and Loan Accounts. 

Banks outside New York City were particularly attracted 
to the issue, and its average issuing rate was set at 4.075 
per cent. This was almost 20 basis points below the mar- 
ket rate prevailing on the June tax bills already outstand- 
ing, and reflected the value placed by the banks on acquir- 
ing additional Tax and Loan Account deposits. The auc- 
tion rate, however, was considerably higher than the 
3.938 per cent average issuing rate set at the earlier 
October auction of June tax bills, in part because of the 
shorter average duration expected this time for the Tax 
and Loan deposits. 

A good interest developed in the June tax bills after the 
auction, and dealers and investors readily absorbed com- 
mercial bank selling. Large Federal Reserve purchases 
toward the end of the month to supply reserves exerted 
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Table I 
FACIORS TEMflNG TO INCREASE OR DECREASE 

MEMBER BANK RESERVES, NOVEMBER 1965 

In millioni of dollars: (+) denotep lnca'eaac, 
(—) dcci'eae In eaccas reserves 

lOoter flciiuin or rnuItIjno. (iiruzra do nut nrcesirtty add 01 100.40. • Tbe,e tlturea are nIlrnar..,I. 
8 Iti.du,tes cliangri in Tr'u.1ury eurePrIc7 slid tal& 
S Iticiudee svorL, iteoioslnnt,1 in RI-Ion eiur,,nclet. • Arao roe four vLi eude.J Nue&ja 24. 

!attarl p1octn 
basic reuzv. iitiaa, 

Daily anBalis—.w,ek inded Aseras 
01 four 

idid 
Na, 24 • No'. Non. No,. Ito,. 

3 10 17 24 

Eight bank, to New York City 

Reserve excess or deflciency(—) 
Less borrowings from Reso,ve Banks 
Lena oct Intcrbank Federal funds 
purchases or n.ales(—) GrInj ptip4ej 

Groan sal,x 
Equals net basic reserve Surplus or dcflcil(—) ... 
Net loans It) Government 
securities dcalers 

II 
96 

— 114 
814 
949 

31 

521 

5? 
79 

296 
1,1)66 

770 

—319 

354 

Il 
59 

379 
)Q5 
616 

—426 

550 

— 9 
46 

202 
927 
723 

—2.57 

596 

20 
70 

191 
956 
765 

—24! 

505 

Thfrty-dgtit bank, ouIlde New York City 

Reserve excess or dcflcicncy(—)' Le, borrowings from Reserve Banks 
I.cr,a net interbank Federal funds 
purchases or sal{—) 

Groan psirchuse, 
Gross rain 

Equals net basic reserve surplus or dtOcit(—) 
Net loans to Govcrnzncoc 
securities deatcr 

20 
72 

745 
I3QQ 

654 

—797 

156 

29 
10 

802 
1494 
6)2 

—793 

53 

13 
157 

(43 
1,327 

685 

—7t7 

147 

26 
70 

5184 
1,2.85 

651 

—636 

120 

22 
79 

694 
1,364 6fl 

—751 

119 

Note: Because of pounding. uiures do not necessarily add to totaL,. 
Resenses held alter all adjustments applicable to the rc'portwg pcslod less 

reuircd reserves and carry-ore, reserve dellciencies. 

Table ID 
A%ERACE ISSUING RiTES 

AT REGULAR TREASURY Bitt. AIICTIONS 
In per cent 

Naturitiro 

Weekly suet ion dats—Noeurnber 1965 

No,. Nov. 
1 8 

.._________________ 
No,. Itv. Ne,. 
15 22 29 

Seat. Oct. Non. 
24 26 24 

One-year 436 4.192 4.276 

• Inoercs.t rates on bills are quoted In terms of a 360-day year, with the di,. 
counts from p;r rs. the rttsrn on the (ace amount of the bills pa.ubte at 
niatufity. Houid yield CQU)ValCulLs. cclatcd to Use amount aurtually invested, 
would be slightly hi18hef. 

Table II 
RESERVE POSITIONS OF MAJOR RESERVE Cfl'Y BANKS 

NO'.'EMBER 1963 

In ,nUllons of dollars 

ç 

ataooet in daily anraa.s— 
wnsk tndtd 

Net 

Nov. 
3 

No,. 
10 

No,. 
17 

No,. 
24 

Mart.t tatters 
Merobt bank requland 

— N? 

Op,asUzui tranuwione 
lvitgotoli — 4118 

Fu,%ersl ltawno 1tot — 251 

Tfl,auwry operattefluit + 60 u Liii for,lto account.... ÷ II 
tSoflcOCy outsile bank,' — 127 

Ottier Federal fle.,ivm 
aecciutta (nr) — 113 

Total 'marIt4 factors — 535 

DIesel Fedural Raw,. ovodIt 
fr.naacilou, 

Otwn iuatket tntrurnenLa 

0utrih boldIn,: 
Ouvnment uroulillee + 5 
ll.nkor* arepltanoen + 

Ripuretusar agreelnent.i: 
(loisenluent aecaritsen — 
Batuker,' acceptancra + 22 

Mecaber hank bafloWtflg, + 148 

Other loses. discounts. sod 
advances 1+ II 

Total 4.721 
Cxessa ruers• + 

+ 250 

— 4%! 

+ 200 
— III 
— 25 
— 510 

— 86 

— ' 
4. 40 

+ 03 

.4 27 

— 51 

+ 11 

-I 

+ 218 

+ 276 

+ 140 
— it 
— 87 

— 71 

+ 120 

— inS 

+ 316 

+ 126 
— 33 
— 781 

— 220 

— 125 — 39 +293 — 426 

420 

+ S 

+ 4 
— to 
— 102 

— 12 

— 201 
— 1 

— 
— 21 

÷ 118 

— 2 

— 2118 + 
+ 4 + 

— — 
+ 4 — 14 
— 020 + 22 

— t— i 
+ ti — TI — 3110 L + Oil 

4. 9 — Ill — 7 

.eub bank: 
Total .vO'.ov. induCing 
cavil ourS' 
Ibetuired u'nrvos' 

rlucrvev 

HUtrvwtnj 
Prey rai,,rvvu 
Nonb,nowol vw,,en 

Daily awras 1mb 

21.9108 
21.5731 

527$ 

117$ 
— 08$ 

21.4s]j 

22.111 
11.732 

372 

480 
— 1117 

51.621 

211104 

21,1711 
4214 

214 

+ 93 
31,370 

2I_88 
21,151.5 

3:5 
1153 

— 171 

21,1011 

21.117 
21,519 

22.0 

3111 

— 123 

21.5141 

System Aseoun? lioldtnçs of 
Go,nment itcisritisi 
Iiaturln In: 

lee, than one yen, 
More tb.ujz nun yin, 

Tbal 

ChantOs In Wedoroday l,viln 

— 1,714 
4. 6002 

+ 1.039 
— 

— 229 
— 

— 5.502 + 5.52 
+ 

— 

4. 1.039 — 2'' — ± 311 + 11414 

Three-month 

Six-month 

4.0182 4.045 

4.219 4.221 

4.097 4.104 4.115 

4.259 4.253 4.249 

Monthly iu'tiOn dates —SeIltuober.Wo,!Tlklr 1.965 



266 MONTHLY REVIEW, DECEMBER 1965 

little influence on rates, since dealer portfolios had been 
built up in anticipation of these seasonal purchases. A 
more cautious atmosphere, however, began to appear near 
the close of the month, as rates on bank loans to Govern- 
ment securities dealers edged higher and the market began 
to talk of the possibility of higher rates in the future. 

OTHER SECURS1IES MARKETS 

Prices of corporate and tax-exempt bonds drifted lower 
in light trading at the beginning of the month. Market 
attention focused upon the increasingly heavy calendar of 
scheduled flotations, particularly of corporate bonds. Over 
the midmonth period, a better tone emerged in the cor- 

porate sector after several new issues—marketed at rela- 

tively attractive yield levels—were quickly taken up by 
investors. Investor resistance developed in the second half 
of the month, however, and yields on new issues again 
tended higher. Investor interest reappeared at the higher 
rates, although a considerable amount of unsold bonds re- 
mained on the dealers' shelves at the month end. In the 
tax-exempt sector, on the other hand—where investment 
interest from commercial banks and other sources ap- 
parently waned—a cautious tone persisted throughout the 
month. Activity in both sectors centered upon new issues 

since reoffering yields on corporate and tax-exempt flota- 

tions were generally higher than yields on outstanding bonds. 
Over the month as a whole, the average yields on 

Moody's seasoned Aaa-rated corporate bonds rose by 4 
basis points to 4.60 per cent, while The Weekly Bond 

Buyers series for twenty seasoned tax-exempt issues 

(carrying ratings ranging from Aaa to Baa) rose by 7 
basis points to 3.47 per cent. (Sec the right-hand panel 
of the chart.) These indexes are, however, based on only 
a limited number of issues and do not necessarily reflect 

market movements fully. 

THE MONEY MARKET AND BANK RESERVES 

The money market remained firm in November. The 
effective rate on Federal funds held generally steady at 
4¼ per cent, while rates quoted by the major New York 

City banks on their call loans to Government securities 
dealers were generally within a 4¼ to 4½ per cent range. 
Nationwide reserve availability, on the other hand, fluctu- 

ated widely during the month in the wake of the massive 

power failure which beset the Northeastern United States 
on November 9. The unusual bulge in free reserves that 
occurred following the blackout, combined with a con- 
tinued generally firm tone in the money market, illustrated 

anew the limitations of any single measure—e.g., free (or 

net borrowed) reserves—as a satisfactory barometer of 
monetary policy. 

During the first statement period of the month, preced- 
ing the week of the blackout, Federal Reserve open mar- 
ket operations provided over Si billion of reserves on a 
Wednesday-to-Wednesday basis to offset the drains stem- 

ming from movements in "market" factors. As a result, 
the average level of net borrowed reserves was little 
changed from the preceding week. Reserve distribution 
remained in favor of the major banks in New York City, 
which continued to have a basic reserve surplus. Never- 
theless, total member bank borrowings from the Federal 
Reserve moved up from the low level of the preceding 
week to about the $500 million mark in the first week of 
the new "country" bank settlement period. 

At dusk on Tuesday, November 9, an abrupt interruption 
in electrical transmission over a broad area of Canada and 
the Northeastern United States plunged most of the First 
and Second Federal Reserve Districts into darkness. With 

transportation and communications systems severely dis- 
rupted by the power failure, check-clearing operations 
were considerably hampered and Federal Reserve float 

consequently soared by over $500 million on Wednesday, 
November 10. This rise in float and other factors caused 

average nationwide reserve availability to swell by $170 
million over the statement period. The bulk of the rise in 

excess reserves wound up as idle funds in the major money 
market banks in New York and Boston, but had little 
effect on the money market in view of the difficulties these 
banks had in estimating their reserve positions on Wednes- 
day, November 10. In recognition of the special difficulties 
caused by the power failure, these banks were permitted 
by the Federal Reserve authorities to carry the reserve 
excesses over into the following week. 

In that following statement wcek, once power was fully 
restored, the machinery of the banking system quickly 
returned to a normal operating basis. The reserve excesses 
carried over from the preceding week were quickly ab- 
sorbed, partly as a result of a large seasonal buildup of 
reserves at country banks. Over-all reserve availability 
returned to the levels prevailing before the blackout, and 
the market remained firm throughout the week, with Fed- 
eral funds trading mainly at 4¼ per cent. Subsequently, 
the money market was steady, as System open market 

operations withdrew reserves in large volume to offset the 

country banks' sharp reductions in their holdings of excess 

reserves in the final week of this reserve averaging period. 
In the final statement week of the month, firmness in the 
money market continued as System open market opera- 
tions largely offset the increase in reserves stemming 
from a rise in float and other market factors. 




