The Money and Bond Markets in September

The money market was generally comfortable during
September, with no significant pressures evident around
the midmonth tax and dividend payment dates. Free re-
serves fluctuated in a range slightly higher than in August,
and Federal funds tradcd at about 4 per cent throughout
the month. The basic reserve positions of banks in leading
money centers deteriorated sharply during the first half
of the month. These banks, however, had little difficulty
covering their rescrve needs through the Fedcral funds
market, and borrowings from thc Federal Reserve System
were relativcly light. A large volumc of negotiable cer-
tificates of deposit (C/D’s) matured during September. In
order to limit attrition of thesc funds, a number of banks
increased offering rates for C/D’s.

Continuing the pattern of recent months, the comfort-
able tonc of the money market during September coincided
with further increases in yields on capital market instru-
ments. The month opencd with prices of Treasury coupon
issues buoyed by prospects of possible new peace feelers
following the election in South Vietnam. Howcver, the
price situation quickly deteriorated after the Labor Day
holiday (Scptember 4), as apprehension grew that Treasury
financing needs in the months ahead would be considerably
larger than previously anticipated even with passage of the
Administration’s proposed surtax. Also, hopes faded for a
near-term solution in Vietnam, and it appcared likcly that a

long automobile strike might create additional difficulty
for thc Administration’s tax proposals. Treasury bill rates
declined briefly early in the month, but then rose almost
steadily until September 25, after which rates again de-
clined. During the month, rates on some bills climbed to
new 1967 peaks, while yiclds on long-term Treasury bonds
exceeded last year's highs.

The market for corporate securities also began the
month with an improved tone. The calendar of new offer-
ings scheduled for September was lighter than in August,
and there was good investment demand. Early in the month
prices increased from their lows for the year, although re-
ceptions were mixed when dealers attempted to price ncw
offerings more than slightly above previously accepted lev-
els. During the last half of the month, corporate bond
prices declined moderately as dcaler inventories and the
calendar of prospective new offerings mounted. Tax-exempt
securities were under pressurce throughout September, and
underwriters generally had difficulty reducing inventories
without deep price concessions. The prevailing caution was
enhanced by a growing calendar of future issues.

BANK RESERVES AND THE MONEY MARKET

The money market remained generally comfortable in
September: average nationwide free reserves were $274
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million, and average member bank borrowings from the
Federal Reserve Banks were $82 million (sce Table 1).
Federal funds continued to trade prcdominantly at 4 per
cent, the level of the Federal Reserve discount rate. No
significant pressures developed around the September 15
payment date for the quarterly instalment of corporate
income taxes. Although loans extended by commercial
banks rose substantially in thc week ended on September
20, the advance was apparently no greatcr than cxpected,
and investmcnts also increased moderately during the week.

The basic reserve positions of the major moncy market
banks dcteriorated sharply during the first half of the month.
The shift of reserves away from banks in the leading moncy
centers reflected attrition of C/D's and Euro-dollar hold-
ings, as well as sizable calls on Treasury Tax and Loan Ac-
counts, at a time when loans to securitics dcalers were in-
crcasing. The reserve positions of the major banks in New
York City improved after the September 15 corporate tax
date, due largely to an inflow of Euro-dollars, an increase
in Government deposits as corporate tax payments were
credited to Treasury Tax and Loan Accounts, and a dcecline
in lending to Government securities decalcrs. On the other
hand, the basic reserve deficit of the major banks outside
Ncw York City continued to decpen through September 20
and, although thcrc was some improvement toward the
close of thc month, the average deficit remained substantial
(see Table I1).

Approximately $5.1 billion, or onc fourth, of the C/D's
outstanding at weekly reporting banks matured in Sep-
tember. Of that total, more than $1.1 billion fell due on
September 15 alone. In view of the heavy volume of matur-
ing C/D’s, several banks raiscd their offering rates and gen-
crally succeeded in replacing a substantial portion of their
maturities. At thc end of the month, the most often posted
rates ranged from 4% per cent for the shortest maturities to
5% per cent for certificates maturing in onc ycar or longer.
The corresponding rates a month earlicr were 4% per cent
and SV per cent, respectively. Rates on bankers’ accept-
ances rosc by Y& percentage point to 5 per cent during
September.

THE GOVERNMENT SECURITIES MARKET

A cautious atmosphcre continucd to pervade the Gov-
ernment securities market during September, and prices
generally declined. Prior to the Labor Day holiday, how-
cver, prices of fixcd income securities increased slightly as
professional tradcrs covered short positions and rcbuilt in-
ventories. Morcover, underlying investment scntiment was
buoyed by an improved tone in thc corporate bond mar-
ket, the possibility of new peace efforts following the elec-

tion in South Vietnam, and the prospect that a strike in
the automobile industry might temporarily dampen eco-
nomic activity. Reports of lagging loan demand also ap-
peared to have a favorable impact on the market.

Markct sentiment deteriorated after the holiday, how-
cver, and price declines during the second weck wiped
out almost all the increases of the preceding two weeks.
The underlying tone bccame cautious and indecisive, as
opinions differed concerning the probable length und eco-
nomic impact of the automobile strike and its possible
effect on passage of the Administration’s tax proposals by
the Congress. In addition, hopes faded for ncar-term peace
in Vietnam and there was some discussion of the likcli-
hood of a shift from ease in monetary policy, although
most participants fclt that no such change was immincnt.
In this environment, professional traders began to lighten
inventories accumulated over the preceding two weeks,
thereby further dcpressing prices. Prices of Treasury notes
and bonds continued to drift lower as markct participants
considered the possibility that, even with the passage of
the Administration’s tax proposals, Trcasury financing
needs stemming from the cxpected large deficit would
probably be appreciably grcater than previously antic-
ipatcd. By the end of the month, priccs of many long-term
Government bonds were below their lowest levels of last
year, although prices of intermediatc-term issucs remained
well above their 1966 lows,

The Treasury bill market began thc month on a com-
paratively steady note, with dealers making fairly good
sales at slightly lower rates. The Federal Reserve System
cntered the market to meet the reserve needs associated
with the long holiday weckend, and there was good demand
from the public and commercial banks. The market bid
ratc for three-month bills fell to 4.29 per cent at the end of
the first week, about 10 basis points below the level in the
final week of August (see chart). In subscquent days, how-
ever, the demand for bills abated, especially for shorter
maturities, as dealcrs focused their attention on the possi-
bility of an increascd supply of bills to the market during
the dividend and tax payment period. Treasury bill rates
then continucd to rise under investor selling and dealers’
desirc to prepare for the possibility that the Treasury might
soon be entering the market to sell up to $5 billion of new
tax anticipation bills, At the last regular weekly auction of
the month on September 25, the average issuing ratc for the
new three-month bills was 4.629 per cent (sce Table 111),
about 14 basis points higher than the average rate of the
last regular auction in August and the highest auction rate
since January 23, 1967. The average rate on the six-month
issuc was 5.143 per cent, about 15 basis points higher than
that of thc last auction in August and the highest since De-
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cember S, 1966. Strong demand devcloped for Treasury
bills at the higher rates, partly as commercial banks bought
before the September 30 statcment publishing date. As a
consequence, bill rates fell sharply and the rates on three-
and six-month bills closcd the month at 4.39 per cent and
5.02 per cent, respectively.

On September 22, the Treasury announced plans to raise
$4.5 billion of cash through the sale of tax anticipation bills
maturing in April and Junc 1968. The bills were auctioned
on Tuesday, October 3, for payment on Monday, October
9. Of the $4.5 billion total, $1.5 billion represented an
additional offering of tax anticipation bills maturing on
April 22, 1968, of which $2.0 billion was already out-
standing. The rcmaining $3.0 billion comprised a new is-
suc of tax anticipation bills maturing on June 24, 1968.

The shorter maturitics were sold at an average yield of 4.

93

per cent, and the longer maturitics yielded 5.11 per cent.

Commercial banks were allowed to pay for 75 per cent of

the bills allotted to themselves and their customers through

credits to T'reasury Tax and Loan Accounts. The Trea-
sury also announced that it would continuc adding $100

million each week to the weekly offerings of three-month
bills through another full thirteen-week cycle. The pre-

vious cycle of $100 million weckly additions was com-

plcted with the bills paid for on October 5. Subsequent
weekly offerings will consist of $1.5 billion of three-month

bills and $1.0 billion of six-month bills.

Several new Government agency obligations were mar-

keted during September. Among the larger issucs, the Fed-

eral IJome Loan Banks offered two $300 million issucs

on
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Tuesday, September 12, to replace a $650 million ma-
turity on September 27. The two issues were offered at
yields of 5.45 per cent and 5.50 per cent for ten- and
sixteen-month maturities, and both were trading at small
premiums by the end of the week. Shortly after midmonth,
the announcement by thc Federal National Mortgage Asso-
ciation of a $400 million three-ycar debenture issue to be
offercd September 22 tended to depress the market, as it was
a larger amount than the outstanding issue being refunded.
However, at a yield of 5.82 per cent it was generally well
received, although there werc slight price declines in subse-
quent trading.

OTHER SECURITIES MARKETS

Many of the factors influencing the Government sccuri-
ties market early in the month also affected the corporate
market, but perhaps of most immediate influence was the
decline in the calendar of new issues scheduled for Sep-
tember to $860 million, still large but well below the aver-
age monthly volume floated publicly during the summer
months. In this environment, Aa-rated utility issues with
five years of special call protection, which had reached
yields of 6.20 per cent or more during the last week of
August, posted price advances during early Scptember
large enough to bring yields down to around 6.10 per
cent. However, underwriters who bid aggressively for
a sizable Aaa-rated telephone issue at the start of the
month encountered considerable investor resistance at
a reoffering yicld of 5.95 per cent. This was roughly 12
basis points under the yicld on a similar issue marketed the
previous week and the lowest rate on this type of security
since June. Only offerings which came¢ out at yields
around the levels of the preceding month tended to be
well received. After midmonth, underwriters became in-
creasingly concerned with their rather large unsold bal-
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ances of recently marketed bonds; and, in view of the
growing calendar of scheduled offerings, bidding tummed
cautious. An offering of $100 million Aaa-rated telephone
debentures with five years of special call protection was
priced to yield 6.06 per cent, 11 basis points higher than
had been offered on the earlier telephone issuc and the
highest interest cost incurred by the company in over
forty-five years. Neverthcless, the issue was accorded a
poor reception, with lagging sales in part due to competi-
tion from sizable dealers’ inventories of the carlier tele-
phone issuc. Other large corporate offerings toward the
end of thc month were mostly convertible issues and were
gencrally accorded excellent receptions. The average yield
on Moody’s Aaa-rated seasoned corporate bonds was 5.68
per cent at the end of September, virtually unchanged from
August.

The market for tax-exempt securities labored under
pressure throughout most of the month, although some
short-lived relicf appeared during the second week as un-
derwriters experienced a good distribution from their
hcaviest weekly schedule of new offerings since early in
the year. To attract buyers, however, yields on new issues
moved almost to the high levels reached in July, prior to
the President’s request for a tax surcharge. For most of
the month, underwriters had difficulty reducing unsold
balances of older issues without decp price concessions,
and investor interest in new issues was only fair despite
higher reoffcring yiclds. The prevailing caution was fur-
ther influenced by growing concern over the fate of the
proposed tax surcharge. The Weekly Bond Buyer's aver-
age yield scries for twenty seasoned tax-exempt bonds,
carrying ratings from Aaa to Baa, rose to 4.19 per cent
at thc month end, from 4.06 per cent at the close of
August (see chart). By the end of the month, the volume
of tax-excmpt issues advertised on the Blue List stood at
$469 million, compared with $433 million at the end of
Angust.





