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The Money and Bond Markets in December

The improved tone that had emcrged in the money and
bond markets in November strengthened further in De-
cember when the conviction spread among market par-
ticipants that monctary policy was moving in a somewhat
less restrictive direction. Some indications that the pace
of cconomic expansion might be slowing also bolstered
market hopes that credit demands would cventually relax
and that the apparent shift in monctary policy would be
prolonged. In this sctting, obscrvers became quite opti-
mistic about thc outlook for lower interest rates, and al-
most cvery market development during the month was in-
terpreted in a way that reinforced this optimism. ‘Toward
the end of the period, the moncy and bond markets took
further encouragement from the announcement that, due
to changed circumstanccs, the special factors referred to in
the Federal Rescrve System’s September 1 policy statement
on business loans and discount administration were no
longer applicable.!

In thc market for Treasury obligations, a very strong
and broadly based demand for all maturitics prevailed dur-
ing the month. A lively profcssional demand developed as
dealers entered thc market to replenish their inventorics,
cspecially since funds were readily available to finance their
positions, At thc same time, investment demand was quite
spirited. Against this background, prices of Treasury notes
and bonds advanced sharply, rising by as much as 3%
points in December. The three-month Treasury bill rate
declined to as low as 4.78 per cent, its lowest level since
early August, and sharply bclow the 5.59 per cent level to
which it had climbed in September. In the corporate and
tax-cxcmpt bond sectors, where a large volume of new
issues rcachcd the market in December, keen investor buy-
ing interest developed and prices of most new and sea-
soned bonds rose steadily.

The money markct displayed a generally comfortable
tone during th¢ month. In this environment, the churn-

1 For the full text of the September 1 policy statement, sec this
Review (Septcmber 1966 ), page 209.

ing associated with the quarterly corporate dividend and
tax payments was accommodated without strain. Thus,
most Federal funds trading occurred in a 5 to 52 per cent
range during the month, compared with the 5%2 to 6 per
cent rate range which had predominated in November, and
by the end of December several other short-term moncey
market rates were below their late November levels. Both
net borrowed reserves and member bank borrowings from
the Federal Reserve Banks also declined somewhat on
average during the month. Total bank credit expanded at
a fairly rapid pace in Dcccmber, after a sluggish perfor-
mance in the autumn.

THE QOVERNMENT SECURITIES MARKET

After having declined sharply in latc November, Trea-
sury bill rates fluctuated narrowly in carly December and
then resumed their downward trend. Early in the month,
investment demand temporarily slackened somewhat at the
lower prevailing yield levels, and offerings from professional
sources increased. During this period, dealers cautiously
awaited thc approaching quarterly corporate dividend
and tax payment period, when a large portion of their
repurchasc agrecments with corporations would maturc
and market supplies of bills would increase. On balance,
however, dealers remained fairly optimistic about the gen-
eral outlook in the bill sector. Consequently, bidding was
quitc aggressive at the December 6 auction of $800 mil-
lion of additional June tax anticipation bills, which werc
sold at an avcrage issuing rate of 5.246 per cent.?

Subscquently, the tone of the bill market again
strengthened markedly. Demand from a broad spectrum
of investors—including public funds, corporations, and
commercial banks—expanded sharply, stimulating lively
profcssional demand as well. Both the heavy corporate
dividend payments ovcr the December 9-12 period and the

* For the details of the offering, sec this Review (December
1966), page 267.



6 MONTHLY REVIEW, JANUARY 1967

SELECTED INTEREST RATES*

|

90-day finance
company popor
i

3I.month Treosury bills

Per cont MONEY MARKET RATES October-Docamber 1966 BOND MARKET YIELDS Por cont
7.00 7.00
Yialds on new public utility bonds
Reoflering yield—Marke? yield
Callloans l “ Aaa - *
= I””Ill l | "IIII | - ° I
600-“4'\ f ) MK "l B : ’ L ° —je00
TR PN | SRy ey e .h -l .- .
I' ' j 4 \ |'T 1 " °_I .
-l : LR Y J e — ..
Li N T VAR 3]
- - —— —{s.50
350 i ~ o° o l'--" s?" e ——

1Y "l -t
Adgo-roted seasoned carparate bonds N,

J-5year Govaornment? secutitios RSP Y

Note: Doto are shown lor business days anly.

B JAONEY MARKET RATES QUOTLD: Daily range of rates posted by major New York City banka
on newm ¢nHl louny lin Faderal fundy aecured by United S1ater Goverr mont aecurities (o point
indicatenr the chaente of o=y range); ofiering rates for directly ploced licnce campony noner:
the effective rate on Federgl funds [the rate most representative ol the ronscibons sascuted);

closing bid sotes [quoted in lerms of «otw of di
Treoausy bills.

BOND MARKET YIELDS QUOTED: Yields on naw Aac. and Ac-rated public utilisy bands ore plotted
o1ovnd a line showing dcsly averaga yislds on seosceed Acu-taled corporqla boeds lasrows

] on nawet

- i
4.50 ' | Long.-term Governmen? securities
] &-month Treasury bills
l
I 70-yoor tox- oxomp! bonds
4.00}~ - b e o 4.00
F-r.’qunl funds . B - e
e - _---"--- T ——— .
ssoleliesdranliel 'Mlllvrrlnllllni!mlml.‘mv’vull p bbb e b o b boc e L e il fa so
s N 19 26 2 9 W 23 30 7 4 21 28 5 12 19 26 2 9 1 23 W 7 14 21 20
October November December October Novemter December

dicg three- a=d six-month

point{ram underwriting syndirate reotfering yisld on o given iaave fo marketyisld on the
same issve immediotely alter ithas been released from syndicate restrictions], daily
averoges of yislds on lgng.tgrm Govgrmnent secyrities [bonds due or collable in tea yeo:s
or mare) end al Govarameed securities due in thras io five ywa 1y, computad on the basis ol
clasing bid prites; Thunsday averages of yieids on twanty saciened Iwanly-ye0; tan.aserut
bondaicarrying Moody's ratings of Aco. Ao, A, ond Banl.

Sources: Federal Reserve Bond 0! New Yori, 8oard of Governors of the Federc! Reterve System,
Meody's Investors Service, ond The Weakly Bond Dyyer,

midmonth quarterly corporate tax datc passed without
giving rise to any real pressure in the bill market, and
dealers were able to refinance with little difficulty the bills
returncd to them when a large volume of corporate repur-
chasc agrcements matured. The underlying tone of the bill
market became progressively more bullish through most
of thc month, and very aggressive bidding took place at
most of the bill auctions. In the last half of the month, com-
mercial bank demand for Treasury bills expanded con-
siderably when banks actively added bills to their port-
folios in preparation for the publication of their ycar-cnd
statements, Against this background, bill rates declined
stecply from December 9 until late in the month, when they
fluctuated narrowly. (See the left-hand panel of the chart.)
At the regular monthly auction of new nine- and twelve-

month bills on Dccember 27, average issuing rates were set
at 4.920 per cent and 4.820 per cent, respectively, some 63
and 70 basis points below average rates set a month earlier
(see Tablc 111 on page 8). At the final regular weckly auc-
tion of the month on December 30, average issuing rates
were set at 4.822 per cent and 4.911 per cent, respectively,
38 and 43 basis points below average rates at the compa-
rable auction a month earlier.

In the market for Treasury notes and bonds, thc more
confident undertone that had emerged in November car-
ried over into carly Dcecember. To be sure, the coupon
sector was somcwhat restrained at the beginning of the
month by thc prospect of the very large volume of
new corporate and tax-cxempt bonds scheduled for sale
in December, by talk that the sale of participation cer-
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tificates might soon be resumed, and by the continuing
uncertainty surrounding the outlook for Federal fiscal
action, Activity was dominated by sizablc year-end switch-
ing transactions by commercial banks and other investors.
Prices moved irregularly, with some gains recorded by
high-coupon issucs maturing in five to ten years, which were
in strong demand during the first statement week of the
month. During the same period, offerings of longer term
coupon issues cxpanded, partly reflecting sales by investors
switching into new corporate bonds.

Around December 9, a very strong tone began to ap-
pear in all sectors of the coupon market. Sentiment was
buoyed by thc growing belief that monetary policy was
in thc process of shifting toward a posture of somcwhat
less credit restraint. Some market observers also fclt that
the rate of domestic economic cxpansion might be slow-
ing, which might portend an casing of credit demands. In
addition, the coupon sector was very much cncouraged by
the good investor receptions being accorded the hcavy
December volume of new corporate and tax-cxempt bonds,
cven at their rising price levels, Against this background,
an aggressive professional demand developed as dealers
eagerly attempted to add to their inventories. A strong
investment demand for many issues of Trcasury notes
and bonds also arose from commercial banks, mutual
funds, corporations, and public funds, and substantial
switching activity for tax purposes persisted. At the samc
time, markct participants seemed to be optimistically
awaiting an ¢xpected Treasury announcement that the sale
of participation certificates would soon be resumed. In-
deed, when this announccment was actually made on De-
cember 19, markct sentiment became even morc buoyant,
and dealers reportcd that customers were showing strong
interest in the forthcoming certificates. In this sctting,
prices of notcs and bonds generally surged higher through-
out the maturity spectrum from December 9 through the
end of thc month. (The right-hand panel of the chart
illustrates the dcclinc in yields which accompanicd the
rise in prices.) Late in December, some profit taking
occurred and prices occasionally cdged slightly lower.
These setbacks were short-lived, however, and markct
scntiment quickly rccovered. At the close of December,
yields on thrce- to five-year coupon issues were at,
or close to, their lows of the ycar, and more than 1 full
percentage point below their midsummer peaks. At the
end of the year, yields on long-term issues were also close
to their 1966 lows and roughly 45 basis points below
their August highs.

A buoyant atmosphere also emerged in the market for
Government agency issues in December, when demand
from commercial banks and others expanded, and prices

generally advanced. New offerings during the month to-
taled approximately $750 million and were accorded
good receptions, In Dccember, the Federal Reserve Bank
of New York, acting for the first time under authority re-
cently granted, purchased Government agency issues undert
repurchase agreements with securities dealers. On Decem-
ber 19, it was announced that the Federal National Mort-
gage Association would on January 5 scll $1.1 billion of
participation certificates, of which $600 million would be
publicly offered—Iess than had generally been expected by
the markct—and $500 million would be placed directly
with Treasury trust accounts. The public offerings included
$150 million of five-year maturities, $150 million of ten-
year maturities, and $300 million of fifteen-year maturi-
ties—considerably less than the amount anticipated in this
maturity arca. Markct reaction to the announcement was
quite enthusiastic. When considerable stress developed in
the capital markets during the summer, offerings of partici-
pation certificates were temporarily suspecnded. Thus, the
January sale of participation certificates represented the
first sincc Junc.

OTHER SECURITIES MARKETS

The markets for corporate and tax-exempt bonds
opened the month anticipating a heavy supply of new
flotations in December. Market sentiment soon became
quite confident, however, that the offerings could be
digested without great difficulty. Subsequently, investors
bid aggressively for all of the new sccuritics and prices of
most issues rose steadily during the month. As was the
case in the Government securities market, the corporate
and tax-cxempt bond sectors drew encouragement from
the view that monetary policy might be shifting toward
somewhat less restraint, and that a possible slowdown in
the rate of economic growth might ease demand pressures
in the credit markcts, In the corporate sector, underwriters
bid quite aggressively for the new bonds which rcached
the market in December and, cven at resulting lower re-
offering yields, rcadily placed the new securities with
investors. In subsequent trading, many of these issues
quickly moved to premium prices. Demand for tax-cxcmpt
bonds from commercial banks and othcr sources also ex-
panded in Dccember, and investors generally accorded the
substantial volume of new offerings fairly good receptions.
Howcver, a more restrained tone prevailed in the tax-
exempt sector than was evident in thc corporate sector
during the period.

Over the month as a whole, the average yield on
Moody’s seasoned Aaa-rated corporate bonds rose slightly
by 2 basis points to 5.39 per cent. The Weekly Bond



Table 1

FACTORS TENDING TO INCREASE OR DECREASE
MEMBER BANK RESERVES, DECEMBER 1966

In millions of dollars; (4) denotcs Increase,
(—) decrease in ¢xcess resesrves
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Changes in daily averages—
week onded
t Net
Factors changes
Dee. Dec. Des. Dec.
7 14 21 28
“Maorket™ factors
Member hank roqulred reserves® ......... —247 ) 4 & —085| — 421 03D
Opcratlng trangactions (subtolal) ........ — 108 | 4. 326 ) 4401 | —233 4+ &3
Federal Reoerve fIOst - o.oceeeirioiens 4+12( 4 18{ 4633 | 4106 4. K36
Treaanry aperationst ... .....c..iiieen 418 4-BaB | — 37 | — 148 4 25T
Gold and foreign acvoutit ......... ved vz - |4 2] — €3
Qurrency vutside hanks® ....... tieeeen — 98 | — 214 — 35| — 188 — 1)
Other ¥ederal Reserve accounts (netdd..l 4 20! 195 & 27| — 2u| 4219
Total market”’ fontars ....oiioaiaeee -4 4320 | — 84| =3 | —38
Direct Fodern! Resnrvo credit
transactions
Open markst instrumenta
Outrtght hoddings:
Government securities c....ivieiienee] 2141 | — 120 | — 88 | 4137 +4 02
Bank:rs' A0CCHLANCES .ot iuiieeoien RIS + 814 64 B + 17
Speclal oerilficates ....... Cererens -_ + 12! - 12 _ -—
Hepurclisie agrorments:
Governmant securities . ...... .00 45| =188} 4+ 2| S + 12
Tiankers' aOCCLAADDES ... ... NN 4 15| = 21| 4+ 41| 4 22| 4 S5¢
Fudural agency obllgatlons ........... e Bl 4 TI 4+ T4+ 3| 4
Member honk Lorrowlngs ............. vedd —187 | 4208} =178 4 76| — 83
Other loans, dtscouats, sud sdvansed.....[ — 1| 4 Bf — 8 — 2 — 3
[T U o 88| — 10| — 228§ 4 854 | <4 402
Excess roserves® ............... veveeeers| —238 ] 4319 ] 922 | 4280 ] + 17
Dally average levels
Momber bank: i
Total reserves, Lncluding vault cash®...... 23,197 | 93,512 | 23,816 | 26170 | 23.600
Roquired Teserses® .........o.. veweenrs| 22,008 | 22,005 | 93,610 | 25,771 | 23.R483
EXomn reserves® . ..oioiiiiieeiiiiieeains 198 S18 186 455 | 342%
Barrowlugn .vovviieennii e Ho 847 42 848 5209
Froo peacrves® ..., [ TR -2 -1 | —2 | — 93| — 187§
NONDOreawed PORCITCR® ...oeuovivneee e 28,748 | 22,845 | 23.403 | 23,623 | 28,161%
Char;es in Wednesday levels
Systom Acecount holdings of Government
securities maturing in:
Less than one year ...... erattaieeeansy —8 | =143 | 4376 4 31 + 8
More than ofic FeAF ..o .viiicaanriaree . —_— — 4+ 8] 4 12 -+ 20
1 S ‘l —2us [ —143 | 482 I +43| + 1

Note: Bocause of rounding, figures do uot necessarily add 1o tolals

* Theee flgured are esthmated,

t Includes changes in Treasary carrency and cach.
1 Includes ausets denocninnted in forelyn currencies,

§ Averuge for foar weells ended Decsnber 28,

Table 11

RESERVE POSITIONS OF MAJOR RESERVE CITY BANKS
DECEMBER 1966

tn millions of dollurs

- Daily averages—week ended Avarage
Factars affecting of four
basic reserve positions weeks
Dec. | Dec. | Dec. | Dec. [ ended
7 14 21 28 |De.28
Eight banks in New York City
Reserve excess or deficieney(—=)*....... 20 k1] 6 17 26
Less borfowings from Rescrve Banks.. — 12t 8 183 95
Lesx net interbank Federal funds
purchases or sales(—) 458 319 $86 738 524
Gross purchases ... 1,261 1390 1,527| 1,520 1,425
Gross sales . S 806 1071 941 788 o0l
Equalx net busic reserve surplus
or deficit{—) . | — 834 | — 810| — 626 — 901 | — 593
Net loans 1o Government
securities dealers ... 2%4 440 688 869 573
Thirty-eight banks outslde New York City
Reserve excess or deficiency(—=)®........ 10 14 41 23 14
Less borrowings from Reserve nnks 88 27 148 130 150
Lcsgs nct intesbonk Fedclal funds
purchases or sales( 6L 1130 1,413 74 1,023
Gross purcha:u 1,723 17273) 1,986 1397 | 1,782
Gross sales .. 997 642 373 823 739
Equals net basic reserve surplus
OF ABCIL() .oovooeeoeveessrs e oo — 8821 —1,353| —1.521 | — 674 {--1,100
Net loans to Gmemmem
sccurities dealers ... 234 129 394 242 300

Nnte: Because of rounding, figures do not necessarily ndd to totals,
® Reserves held after all adjustments applicable to the reporting period less
required reserves and carry-over reserve deficiencics.

Table Il

AVERAGE ISSUING RATES®
AT REGULAR TREASURY BILL AUCTIONS

In per cent

Weekly auction dates—Detentber 1966
Matuities
Dec. Det. Dec. Dec. Det.
S 12 16 23 30
Three-month ...................[ 5.198 5.048 4.842 4.747 | 4.822
[
Six-momtb ... ...........] 5281 | 5129 | 4939 | 4ss6 | 491
Monthly auttion dates—Octaber-December 1966
Getoler November Decemher
25 23 27
Ninc-month .. 5.567 5.552 4920
ORL-¥CAT ....cooeiiene e 5.544 5.519 4.820

® Interest rates an hills are quoted in terms of o 36D-day vear, with the dlis-
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 stightly higher.
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Buyer's scrics for twenty seasoned tax-cxempt issues, car-
rying ratings ranging from Aaa to Baa, declined by 23
basis points to 3.77 per cent, considerably bclow the 4.24
per cent peak reached in late August (sec the right-hand
pancl of the chart). These indexes are, however, based on
only a limited number of seasoncd issues and do not
necessarily reflect market movements fully, particularly in
the casc of new and recent issucs.

THE MONEY MARKET AND BANK RESERVES

A relatively comfortable tone prevailed in the money
market in Deccmber. Federal funds traded mainly in a §
to 5% per cent range, somcwhat below the 52 to 6 per
cent range which had predominated in November (sec the
left-hand panel of the chart). From Deccmber 21 through
Deccmber 23, dcalers in bankers’ acceptances reduced
their rates by ¥ of a percentage point, making the ratc on
nincty-day unendorsed acceptances 5% per cent (bid).
Both the average level of net borrowed reserves of all mem-
ber banks and average member bank borrowings from the
Federal Reserve Banks contracted moderately from the
month before (see Tablc 1).

A substantial volume of funds flowed through the
moncy market in Dccember in conncction with quarterly
corporate dividend and tax payments, ycar-end switching
transactions in the securitics markets, and commercial
bank portfolio adjustments in preparation for the publica-
tion of their December statcments. However, this activity
produced very little pressure in the money market. The
banking system rcadily accommodated the credit demands
of sccurities dealers, commercial and industrial borrowers,
and nonbank financial intermediarics which converged
upon the major moncy market banks over the December
9-12 popular dividend payment period and thc midmonth
tax date. During the two-week interval ended December
21, which included both the dividend and tax payment
periods, total loans® and investments at the weekly rcport-
ing banks increased by approximatcly $4 billion, with the
rise in loans accounting for about two thirds of thc gain.
For the month as a whole, bank credit at all commercial
banks cxpanded much more than scasonally, in contrast
to the relatively weak September-November performance.

1 Exclusive of loans to banks and after deduction of valuation
reserves.
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Banks in the major moncy centers accumulated fairly
large basic reserve deficits during the four Dccember
statement periods, mainly reflecting an cxpansion in their
dcaler lending operations (see Table 11). In general, these
banks managed to fill the bulk of their enlarged rescrve
needs in the Federal funds market, where a fairly good
supply of reserves was usually available, and satisfied their
residual rescrve needs through modcrate borrowing from
the Fcderal Reserve Banks.

An cstimated $5' billion of ncgotiable time certificates
of deposit matured at largec commercial banks ovcr the four
statement periods ended December 28. As yields on some
compeling money markct instruments—notably Trcasury
bills and bankers’ acccptances—declined during the period,
the 512 per cent ceiling rate generally being offered on new
time certificates became somewhat more attractive to in-
vestors. Conscquently, banks were able to replace a sub-
stantial amount of the certificates which matured in De-
cember. Indeed, after declining for cighteen consecutive
statcment weeks, the amount of certificates outstanding at
the large reporting banks in New York City cxpanded by
approximately $100 million in the final statement period
of the year. Morcover, a fair amount of the new certificates
sold in December will not maturc for three or four months,
in contrast to thc autumn sales pattern when many of the
new certificates sold by banks werc in the shortest maturity
area. As a result, commercial bankers generally seemed
much more optimistic about their ability to replace the
large amount of certificates which will reach maturity in
January.





