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The Money and Bond Markets In Jun. 

The moncy market remained very firm in June. Bank 
credit expanded strongly over the mid-June corporate tax 
period and also in the latter part of the month, while 
nationwide reserve availability held steady on average at 
the reduced May volume. As both credit demand and re- 
serve supply pressures converged upon the money mar- 
ket in June, interest rates came under general upward 
pressure. This pressure was highlighted by a rise on June 
29 and June 30 in the prime lending rate of most com- 
mercial banks from 5½ per cent to 5¾ per cent. In addi- 
lion, rates on bankers' acceptances, commercial paper, and 
sales finance company paper were increased by of a 
per cent in late June. Federal funds traded at generally 
high rates throughout the month; toward the end of the 
period the effective rate climbed for the first time to 5½ 
per cent, I percentage point above the discount rate, while 

some funds even traded at 5Ys per cent. 
In sharp contrast to the firmness of most other money 

market rates, yields on Treasury bills continued to edge 
lower during most of the month in response to a broadly 
based demand from public funds and other sources which 

pressed upon scarce market supplies. Even over the June 
10 and June 15 corporate dividend and tax payment dates, 
bill offerings were not heavy and market pressures were 
minimal. The technical position of the bill sector subse- 
quently improved further when $4.5 billion of tax antici- 

pation bills matured on June 22. A hesitant tone devel- 

oped in the bill market late in the month, however, when 
offerings increased and rates rose. 

Bond yields continued to move higher in early June, but 
capital market sentiment improved markedly during the 
second third of the month, when many traders began to 

feel that interest rates might be near their peaks. In part, 
this feeling reflected the better receptions then being ac- 
corded new corporate, tax-exempt, and Government agency 

offerings, all of which carried near-record yields. An addi- 
tional factor was the feeling on the part of some traders that 
the pace of economic expansion was slackening. 

As bond market sentiment strengthened, a good in- 
vestment and dealer demand developed for Treasury notes 
and bonds, and prices of these securities rebounded sharply 
around midmonth. Later in June, prices of coupon issues 

first drifted below their highs of the month in profit-taking 
activity, and then fell sharply when renewed concern de- 
veloped over the viability of prevailing interest rate levels. 
Contributing to the reemergence of a cautious atmosphere 
throughout the bond markets was the increase from 4 per 
cent to 5 per cent in reserve requirements against certain 
time deposits of member banks announced by the Board of 
Governors of the Federal Reserve System on June 27. The 
increase will apply to each member bank's time deposits— 
other than passbook savmgs accounts—in excess of $5 
million. (The first S5 million of time deposit accounts will 
continue to be subject to a 4 per cent reserve requirement.) 

In the markets for corporate and tax-exempt bonds, new 
issue yields continued to rise through midmonth. Prices 
then generally edged slightly higher for almost two weeks 
when many offerings attracted fairly good investor inter- 
est. In the closing days of June, interest in new issues be- 
came more selective at the higher price levels and, as 
dealer inventories increased, a heavier tone reemerged. 

THE MONEY MARKET AND DANK RESERVES 

The money market was quite firm in June, especially in 
the week following the midmonth quarterly corporate tax 
payment date when accelerated payment schcdulcs for 
withheld personal income and social security taxes went 
into effect for large- and medium-sized firms. Net bor- 
rowed reserves fluctuated in a somewhat wider range in 
June than in other recent months, although the average for 
the month as a whole was about the same as in May. Mem- 
ber bank borrowings from the Federal Reserve Banks also 
fluctuated widely in June, increasing moderately on a 

monthly average basis (see Table I). Most transactions in 

Federal funds occurred in a 5 to 5¾ per cent range, 
to Vs of a per cent higher than the range predominating 
in May, and some trading even took place for the first 
time at rates as high as 5½ per cent and 5¼ per ccnt, I 
to 1¼ of a per cent above the discount rate. Rates posted 
by the major New York City banks on call loans to Gov- 
ernment securities dealers generally rose from to of 
a percentage point from their May peaks, ranging as high 
as 5l per cent on several days and climbing to 6¼ per 
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Table I 
FACTORS TENDING TO INEASE OR DECREASE 

MEMBER BANK RESERVES, JUNE 2966 

In millions of dollars; (-4-) denotes increase, 
(—) decrease in excess reserves 
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Table H 

RESERVE POSH1ONS OF MAJOR RESERVE CITY BANKS 
JUNE 1966 

In millions of dollars 
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Note: Because of rounding, figures do not necessarily add to total,. 'Estimated reserve figures have not been adjusted for so-called "as of" debits and credlua. These items net taken into account In final data. t Reserves held after all adjustments applicable to the reporling period less 
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Table Ill 
AVERAGE ISSUING RATES' 

AT REGULAR TREASURY BILL AUCTIONS 
In per cent 
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'Interest nten on bills arc quoted in terms of a 360'dey year, with the dis- 
counts from par as the return on the face amount of the bills payable at 
maturity. Bond yield equivalents, related to the amount actually Invested, would be slightly higher. 
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cent at the end of June. Late in the month, rates on 
bankers' acceptances, commercial paper placed by deal- 
ers, and directly placed finance company paper were ad- 
justed upward by of a per cent. Moreover, most large 
commercial banks raised the prime loan rate from 5½ 
per cent to 5¾ per cent on June 29 and June 30. Offering 
rates posted by the leading money market banks on time 
certificates of deposit continued to increase in June when the 
ceiling rate of 5½ per cent was reportedly paid by prime 
banks on new certificates maturing in as little as thirty days. 
The weekly reporting member banks were able to replace a 
considerable portion of the substantial $3.9 billion of cer- 
tificates maturing during the quarterly corporate dividend 
and tax month. 

As the banking system helped to service the substantial 
June credit demands of the economy, the reserve posi- 
tions of commercial banks remained under considerable 
pressure. The rate of growth of bank credit, alter having 
slowed in May, expanded more rapidly in June as credit 
requirements showed more than seasonal strength. During 
the midmonth corporate dividend and tax payment period, 
banks extended a large volume of loans to accommodate 
the seasonal credit demands of businesses and nonbank 
financial intermediaries. As usual, the New York City 
banks bore the brunt of the pressures over this period. At 
the New York City weekly reporting member banks, bank 
credit rose by approximately $1.5 billion during the state- 
ment period ended June 15 which included the dividend 
and tax payment dates, as against a $1.1 billion increase 
in the comparable week of 1965. These banks also ex- 
perienced a net decline of $428 million in their negotiable 
time certificates of deposit outstanding during the June 
15 statement week, compared with only about a $168 mil- 
lion drop during the comparable period a year earlier. Total 
demand deposits (including checks in process of collection) 
at weekly reporting member banks in New York expanded 
by a substantial $3.4 billion, however, as corporations 
accumulated deposits with which to pay dividends and 
Federal taxes. Even after the midmonth tax date had 
passed, loans and investments extended by city banks con- 
tinued to rise. Associated increases also occurred in 
their deposit liabilities as they filled the strong supplemen- 
tary loan demands from businesses making accelerated 
payments of withholding taxes. During the June 22 state- 
ment period, bank credit outstanding at the New York 
City banks rose by approximately $84 million, as against 
a decline of $232 million in the comparable week last year. 
By the last Wednesday of the month, bank credit extended 
by the New York weekly reporting banks had grown by 
$2.4 billion from the May 25 level, while total demand 
deposits had increased by $1.8 billion. 

As a result of this sizable deposit and credit expansion, 
member bank required reserves expanded by an estimated 
$622 million from the last Wednesday in May through 
the last Wednesday in June, in contrast with the dcclinc in 

required reserves which had taken place in May. The rise 
in required reserves absorbed a particularly large volume 
of member bank total reserves in the week ended June 
22, when net borrowed reserves increased to an average 
of $403 million. 

Against this background of an expanded demand for 
bank credit in June and the persisting limited supply 
of available reserves, the money market banks accumu- 
lated increasingly large reserve deficits as the month 
progressed (see Table 11). The reserve position of the 
eight major New York banks swung from an average sur- 
plus in the June 1 statement week to a deficit which 
reached as high as an average of $816 million in the Junc 
22 statement period. At thirty-eight large banks outside 
New York, the basic reserve deficit also grew substantially 
during the month, rising by $242 million on average in 
June. The reserve needs of the money market banks 
were satisfied both through purchases of Federal funds at 
rising rates and through a continuing heavy volume of bor- 
rowings at the Federal Reserve "discount window". 

THE GOVERNMENT SECURITIES MARKET 

Prices of Treasury notes and bonds fluctuated within 
a fairly wide range during June. In the opening days of 
the month, the Treasury coupon sector was buoyed by 
news from the corporate bond market where a fairly large 
new Aaa-ratcd utility issue offered at the highest yield in 
several decades was accorded an enthusiastic investor re- 
ception. At the same time investment dcmand for Treasury 
coupon issues, both outright and in switching transactions, 
expanded and sparked professional demand as well. As a re- 
suit, prices of coupon issues rose fairly sharply as the month 
began, with the largest gains recorded by intermediate- 
term maturities. The rally was of short duration, how- 
ever, and in the following week a cautious atmosphere 
reappeared in the coupon sector. During the latter period, 
the market was affected by the reported weakness of the 
pound sterling in the foreign exchange market, by the con- 
tinuing buildup in offerings scheduled in other sectors of 
the capital market, by renewed heaviness in the corporate 
bond market, and by developments in Vietnam. Against 
this background, dealer offerings of coupon issues ex- 

panded considcrably, investor selling also increased— 
particularly in the five- to ten-year maturity area, and 
prices of intermediate- and long-term Treasury issues 
again edged downward from June 3 through June 9. (The 
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right-hand panel of the chart on this page illustratcs the 
rise in yields which accompanied this decline in prices.) 
Subsequently, selling pressures subsided, demand ex- 

panded modestly, and prices of coupon issues started to 
inch higher. The price recovery gained momentum at mid- 
month, when market participants began to feel that the 

growth rate of the domestic economy might be modcrating 
and that, if this proved to be the case, prices of debt obli- 

gations might soon rise from their relatively low levels. 

At the same time, the improved tone emerging in the mar- 
kets for corporate, tax-exempt, and Government agency 
issues, as well as the intermittent rumors of peace moves 
in Vietnam, also buoyed the Treasury bond market. These 

developments triggered further investor and professional 
demand for coupon issues and, against this background, 

prices of Treasury notes and bonds generally moved higher 
from June 10 through June 21. Subsequently, offerings 

expanded as some traders realized profits, demand con- 
tracted, and prices generally receded from June 22 through 
June 24. In the closing days of the month, prices of cou- 
pon issues moved sharply lower in response to the revival 
of uncertainty over the future course of interest rates. 

Demand for Treasury bills was quite strong during most 
of June, as the increasingly firm tone taking shape in 

many parts of the money market again failed to influence 
the bill sector. In recent months, Treasury bills have 
been in especially heavy demand from investor groups 
who for various reasons tend to have a strong preference 
for these bills even at times when rates on competing 
money market instruments may be considerably higher. 
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Continuing this trend, a broadly based demand for bills 
prevailed in June. Public funds made substantial bill pur- 
chases, and holders of maturing June 22 tax anticipation 
bills who did not turn in these bills for taxes reinvested 
part of their proceeds in other issues. In addition, com- 
mercial banks built up bill positions in preparation for 
their June 30 statement-publishing date. Late in the month 
the Federal Reserve System bought bills in order to supply 
reserves to the banking system prior to the long July 4 
holiday weekend. In the face of the persisting widespread 
demand for bills through much of June, dealers' overall 
bill positions held steady at very low levels, and there werc 
pronounced scarcities of many individual issues. In this 
setting, the popular June 10 corporate dividend payment 
date, the midmonth corporate tax date, and the June 20 
accelerated withholding-tax payment date passed without 
giving rise to any real pressure in the bill sector. The 
moderate bill offerings that did arise, including bills sup- 
plied through maturing corporate repurchase agreements 
with dealers, were readily absorbed. Reflecting the strength 
of the bill market, rates generally receded during most 
of June (see the left-hand panel of the chart). At the 
end of the month, however, offerings expanded and bill 
rates moved higher when traders began to weigh the pos- 
sibility that the recent period of strong bill demand might 
be drawing to a close. 

In the market for United States Government agency 
obligations, new flotations continued to be issued at a rap- 
id pace in June. However, as yields rose, investor interest 
expanded considerably, and this contributed to the im- 
provement in sentiment throughout the bond markets 
during the second third of the month. Agency offerings 
totaled approximately $1.7 billion, of which $1.2 billion 
represented new money. Early in the month, a $125 mil- 
lion flotation by the Federal Land Banks, consisting of 
eight-month 5.60 per cent bonds offered at par, encoun- 
tered investor resistance. Subsequently, investors re- 
sponded quite enthusiastically to a $530 million June 9 
offering of new loan participation certificates. These obliga- 
tions were offered under the auspices of the Federal Na- 
tional Mortgage Association and were initially priced at par 
to yield from 5.70 per cent up to 5.75 pci cent on one- to 
five-year issues and from 5.40 per cent down to 5/8 per 
cent on thirteen- to fifteen-year issues. Around midmonth, 
the Federal Home Loan Banks marketed $750 million of 
short-term securities priced at par to yield from 5.65 per 
Cent on seven-month obligations to 5.75 per cent on one- 
year securities. This offering was smaller than the market 
had generally expected, and its high yields again attracted 

a very good interest on the part of investors. In the wake 
of this experience, investors began to feel that pressure 
in the agency market might be abating for a while, and 
a better feeling emerged throughout the capital markets. 
On June 21, a flotation by the Federal Intermediate 
Credit Banks of $283 million of nine-month debentures 
was fairly well received at an offering yield of 5.60 per 
cent, the same rate that had been placed on a comparable 
Credit Bank issue in May. 

OTHER SECURITIES MARKETS 

The markets for corporate and tax-exempt bonds gen- 
erally remained under pressure during the early part of 
June, when sizable additions were made to an already 
large volume of current and prospective new offerings. 
At the beginning of the month, a new $50 million Aaa- 
rated issue of utility debentures, carrying five-year call 
protection and priced to yield a near-record 5.45 per cent, 
was accorded an excellent investor reception. This devel- 
opment temporarily buoyed sentiment in various sectors 
of the bond market. A more restrained atmosphere 
quickly reappeared, however, as the weight of current 
and planned June corporate and tax-exempt offerings 
prompted dealers to make further price concessions on 
slow-moving accounts (see the right-hand panel of the 
chart). A better atmosphere took shape in the corporate 
and tax-exempt sectors for almost two weeks after mid- 
month, when the higher prevailing yields generated 
greater investor demand and traders also began to focus 
upon the lighter July financing calendar and the strength- 
ening tone of the Government agency market. During this 
period, several new corporate and tax-exempt issues were 
reoffered at yiclds as much as 10 basis points below those 
set on comparable flotations in early June and were ac- 
corded good investor receptions. Late in June, however, 
a more hesitant tone again developed in both sectors. 

Many new issues encountered investor resistance, and 
prices moved lower once more. 

Over the month as a whole, the average yield on 
Moody's seasoned Aaa-rated corporate bonds rose by 6 
basis points to 5.10 per cent, while The Weekly Bond 
Buyer's series for twenty seasoned tax-exempt issues 

(carrying ratings ranging from Aaa to Baa) increased by 
11 basis points to 3.83 per cent (see the right-hand panel 
of the chart). These indexes are, however, based on a lim- 
ited number of seasoned issues and do not necessarily re- 
flect market movements fully, particularly in regard to 
new and recent issues. 




