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The Money and Bond Markets in February 

A deeply cautious tone pcrvaded the capital markets in 

February, and prices in both public and private sectors 
moved sharply lower over the month. Market attention 
turned increasingly to the substantial current and prospec- 
tive demands for funds—particularly on the part of cor- 
porations and Government agencies—which were con- 
verging upon the credit markets. It was widely believed 
in the market that such demands spelled significant fur- 
tlier upward pressures on interest rates. 

The money market was consistently firm in February, 
and member bank borrowings from the Reserve Banks 
rose moderately. Many banks in the leading money centers 
were under reserve pressures, but a good availability of 
excess reserves in the Federal funds market resulted in the 
smooth accommodation of a large portion of these needs. 
Treasury bill rates receded in early February, partly re- 
flecting switches out of coupon issues into short-term debt 
instruments by investors anticipating higher interest rates. 
Subsequently, however, the cautious atmosphere evident 
in the capital markets penetrated the bill sector as well, 
and rates rose irregularly until late in the month when 

they again edged lower. At the close of the month, a large 
New York City commercial bank increased the interest 
rate paid on nonnegotiable savings certiflcaics of deposit 
of nine months' or longer maturity from 4¾ per cent to 
S per ccnt. 

THE GOVERNMENT SECURITIES MARKET 

An extremely hesitant atmosphere descended upon the 
market for Government notes and bonds in February 
when several factors revived uncertainties over the via- 
bility of prevailing interest rate levels. Predominant among 
these developments were the prospective heavy demands 
upon the capital markets which came to light, the large 
volume of corporate, tax-exempt, and Government 
agency financing which was completed during the month 
itself, and the lukewarm response accorded a sizable 
offering of Export-Import Bank participation certificates. 
Government agency flotations alone, including large issues 
of the Federal Land Banks, the Federal Intermediate 
Credit Banks, the Federal Home Loan Banks, and the 

Federal National Mortgage Association, tapped the credit 
markets for over $1 billion, and it appeared likely 
that such financing, both to refund maturing issues and 
to obtain new money, would continue at a brisk pace. 
The market also reacted hesitantly to news that the Federal 
Housing Administration had raised the maximum permis- 
sible interest rate chargeable by lenders on insured mort- 
gages from 5¼ per cent to 5½ per cent. In addition, 
market participants were influenced by discussions in the 
press and in market advisory letters of the situation in 

Vietnam. continuing economic expansion, intensified in- 
flationary pressures, the uncertain prospects for additional 
fiscal restraint, and the possibility of more restrictive 

monetary policy. 
The announcement early in the month of the tines- 

pectedly large response to the Treasury's February re- 
funding of 1966 issues produced little improvement in the 
underlying market sentiment. In that refunding, $9.8 
billion of the total of $28.8 billion of outstanding notes 
and bonds eligible for exchange was converted into two 
new Treasury note issues.' Subscriptions for the new 4'/s 
per cent notes of August 1967 and the 5 per cent notes 
of November 1970 aggregated $2.1 billion and $7.7 bil- 
lion, respectively. Public owners of the eligible outstanding 
issues converted approximately X3.6 per cent of their 
holdin of the February 15 and April 1 maturities and 
44.S pcr cent of their May 15 and August 15 maturities. 

Against the backdrop of the widespread expectation of 
upward pressures on interest rates, prices of most out- 
standing Treasury notes and bonds declined sharply dur- 
ing February. Expanded offerings of coupon issues arose 
mainly from professional sources, but also included some 
investor selling. In the cautious atmosphere which gen- 
erally prevailed, demand favored the short-term area 
where a few issues rose in price over the month. The new 
5 per cent notes of 1970, in particular, enjoyed a per- 
sistent demand. Price declines of as much as 3 points in 

For dctails of the offering, see this Renew (February 1966), 
page 43. 
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the longer maturities, however, left yields on long-term 
Government bonds at their highest levels in more than 
forty years. (The right-hand panel of the chart illustrates 
Lhc recent rise in yields.) After midmonth, demand from 
official and investment sources triggered some professional 
short covering and prices of coupon issues improved. The 
rally was of short duration, however, and a very heavy 
tone reappeared in the latter part of the month when ag- 
gressive professional offerings and investment selling once 
again drove prices considerably lower. 

In contrast to the weakness evident in the coupon sec- 
tor, a steadier tone prevailed in the Treasury bill market 
in the first third of the month. During this period, bill 
rates edged irregularly lower (See left-hand panel of the 
chart) on fairly active demand favoring the shorter ma- 

turities. The interest in bills partially reflected switching 
out of coupon issues, as well as temporary purchases of 
short-term obligations by investors postponing commit- 
ments in the bond markets. Gradually, concern over the 
interest rate outlook also became more prominent in the 
bill sector. Bill rates generally rose from February 10 
through February 16 as the underlying uncertainty 
prompted aggressive professional offerings. At the higher 
rate levels that emerged, a moderate demand for short- 
dated bills persisted, including demand from state and 
municipal bodies, and rates receded at times. Although 
the affinity of investors for short-term debt instruments 
in periods of deep uncertainty continued to provide 
some reinforcement to the bill market, a hesitant under- 
tone dominated the sector, and as the March dividend and 
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tax dates drew nearer, Government securities dealers be- 
came more cautious. Late in the month, however, bill 
rates declined slightly when demand arising from the tem- 

porary investment of the proceeds of recent securities 
issues and from sources deferring bond investments de- 

pleted market supplies. At the close of the month, the 
newest outstanding three-month bill was bid at 464 per 
cent, 1 basis point above the comparable rate quoted on 

January 31. 

OTHER SECURITIES MARKETS 

As in the Government securities market, prices of cor- 

porate and tax-exempt bonds moved lower through most 
of the month while investors wcighed the impact on inter- 
est rates of current and prospective heavy demands for new 

capital. The tax-exempt sector was besieged, in addition, by 
continuing reports of selling by commercial banks. New cor- 

porate and tax-exempt bonds which were publicly floated 
in February totaled approximately $550 million and $745 
million, respcctively. They were marketed at progressively 

higher yields but were nevertheless accorded mixed recep- 
tions. (In addition, a substantial volume of corporate bonds 
was privately placed in February.) Among the major new 

corporate offerings, all the issues that were received favor- 

ably during the month carried special protection against 
early refunding. Dealers made some headway in paring their 
inventories of older bonds, although only after offering siz- 

able price concessions. As the month drew to a close, all 

signposts seemed to point to the maintenance of market 

pressures, since a steady stream of announcements raised 
the March calendar of prospective public offerings to about 
S¾ billion in the corporate sector and $1 billion in the tax- 

exempt sector. 
Over the month as a whole, the average yield on 

Moody's seasoned Aaa-rated corporate bonds rose by 
10 basis points to 4.84 per cent, while The Weekly Bond 

Buyer's series for twenty seasoned tax-exempt issues 

(carrying ratings ranging from Au to Baa) climbed by 25 

basis points to 3.76 pcr cent (see the right-hand panel 
of the chart). At the same time the average yield on new 

corporate bonds, adjusted to an Aaa basis, also rose by 25 
basis points to 5.10 per cent. All these indexes are, how- 

ever, 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 displayed a firm tone during Febru- 
ary, but no unusual pressures developed. The major money 
market banks as a whole remained in a relatively deep, 
though diminishing, basic reserve deficit. These banks 
bought large amounts of Federal funds—chiefly at the "pre- 
mium" rate2 of 4 per cent—from a few New York City 
banks which had substantial basic reserve surpluses as well 
as from "country" banks. The residual reserve needs of the 
deficit banks were filled through moderately greater bor- 

rowings from the Federal Reserve than had occurred in 

January. As the month progressed, nationwide reserve 

availability contracted somewhat, and average net bor- 
rowed reserves returned to a level more closely in line with 
the levels which had prevailed in early autumn. 

Rates posted by the major New York City banks on 
their call loans to Governmcnt securities dealers ranged 
from 5 per cent to as low as 4¾ per cent on most days. 

Early in the period, dealers in bankers' acceptances in- 
creased most of their rates by of a per cent, making the 
rate on ninety-day unendorscd acceptances 5 per cent 
(bid). At the close of the month, commercial paper dealers 
also raised their ratcs by of a per cent, setting the offer- 

ing rate on prime four- to six-month paper at 5 per cent. 
In addition, the offering rates posted by many of the large 
New York City banks on negotiable time certificates of 

deposit were adjusted progressively higher with rates on 
new three- and six-month and one-year certificates rising 
by about 10, 12, and 25 basis points, respectively, during 
the month. Despite these more attractive rates, the volume 
of negotiable time certificates of deposit outstanding at 

weekly reporting banks in New York City declined by more 
than $350 million in the four weeks ended February 23, in 
contrast to an increase of about $275 million in such 

deposits during the corresponding period last year. 

2 I.e., above the 4½ per cent Federal Reserve discount ratc, 




