|
\ Moncy market rates edged higher on balance during
February, as nationwide net reserve availability contracted
aad member bank borrowings at the Reserve Banks in-
‘reased. The eflective rate for Federal funds was gen-
trally 1% percentage point higher than in January, and
other short-term rates rebounded from late-January lows

tarly in the month and rose irregularly thereafter. An out-

The Money and Bond Markets in February

flow of funds from maturing certificates of deposit (C/D’s)
early in February was subsequently reversed, and short-
term C/D rates remained below earlier ceiling levels, al-
though some increascs were posted in these maturities.
The movement of yiclds in the Treasury bill sector was
greatest in the six-month area, where rates moved up as
much as 20 basis points, while three-month bills rose 14
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Table I Table 11
FACTORS TENDING TO INCREASE OR DECREASE RESERVE POSITIONS OF MAJOR RESERVE CITY BANKS
MEMBER BANK RESERVES, FEBRUARY 1968 FEBRUARY 1968
In millions of dollars; (+) denotes increase, In millions of dollars
(—) decrease in cxcess rescrves —_—
Dally averages—week ended on
Fattors aRecting euﬁ?:;‘:
Changas in daily averages—
basic reservy pesitions ded
week enced on et Fab. | Feb. | Fob. | Feb [ Feb. 20
Factors L changes 7 14 a 28 '
Feb. | Feb. | Feb. | Fen. -
7 14 sz 28 Right banks tn New York City
ngrl:: excess or deficiency(—)1.... 18 127 28 4 4

u " rrowings from
Market™ fastars ReSTrve Banks .............ocooomennn 1| 1| 1| mne %

Member bank requlrod Peservos® 4+ 138! —408) 4 61 Lessnct Inurbalnk(Fe)dcnl funds 2 410 161 2

purchases or sales(—) ...

Operating transactions (muttotal) +818) 4 2] 4 1 Gross purchases 21| 1026 93| se| 3
Poderal Reserro 0088 ..ovevurarens 1-‘:7 :l:: 4+ 07 Emwﬁ; ngm : 6lo| 616 792 824 m.
Treasury opezotiomat ..... R, 4 -+ 161 q net cmervesurpus
Gold and forolgn B00OUDE «...e.eevs.e.- — 3] — 8] — s QEAEARCE) ] = 304 | —427) — 264 | —140] — 284

168 188 - 104
Currcney outside banks® + + securities dealers ..........ccoovicieeciorencans 1,252 878 985S 956 1,020
Otbor Fedoral Reserve accounts (net}d..| < 145 - 43| — 18| — 18] 4 24 —
Total “marke” focers ..ooooeeen | = W0| 4 10| 6| — a0l + @ Thirty-eight banks outside New York City 3

Olroct Federal Roserve credit :

transastions Reserve cxcess or deficiency(—)1...... 23 n” 7 54 39

Open marbot instraments Less borrowings from
Outright boldings: Rescrve Banks .........o.coveeecie vocnaa, 4 67 110 ki ”

¥ Less net interbank Federal funds
Gorernment secaritles .......... eeeed] = 11 =110 —378} 4281 — 202 pu:Gchsse or ?lu(—- ! ggg l,}ﬁ I.g% L 540 648 ¢
BanRers’ acosptances ......... cevacer - 8 1] — 8| = 4 — 8 rosy purchases 7701 1720
Ropurchace agrecmenta: + E"G"’"’ ""g‘ lo2s| loze| 958 1,230| 1072 .
Qovernment socurities ....... -39 — - ‘L‘adfﬁd“:-)d& ] —698] —718| —703[ —561| —eBs "’
Bankore’ acocpilancos ....-.. - 18] —- - 25 : oans to Government
Federal agmay obligaticns . . - & = — securities dealers ..............oeceeen e 792 680 673 ne 716
Member bank DorrOWIDgs «.ec-vvuvnnnee ol = + 13| 4 | 4 37 420
Otker loans, discounts, snd advanoe..... —_ — - - - Note: Because of rounding, figures do not necessarily add to totals
® Estimated reserve figures have not been adjusted for so-called “as of” @ebita
Total e 2 178 ) T0 and credits. These ilems are taken into account in final data,
""" R TR LR R [ + . + - flleurvu held after all adjusunents applicable 10 the reporting period fess
required reserves and carry-over rescrve deficiencles,
EXOEID POLEYVES® .., . 0o.cinnciiiniriannna. 4+ ¥ 4103 =130 —~ S —_ 18
Daily average lewels Table I
AVERAGE ISSUING RATES*
AT REGULAR TREASURY BILL AUCTIONS
In per cent
Membor bank:
Total reserves, ineluding vault cash® ....| 20.853] 38.529) 25.875| 935.625| 24.608)
£3,575| 25,038 264,013 23.310( 233118 Weekly auction dates—Feb, 1968
818 a0 233 308 384§ Maturities
11 284 403 "3 2683
. v 0| = 4] ~13 163 Feb Feb. Fs. 3
Noaborrowsd reserees® ..........- evrsee.] 26,712| 28.145| 34.870| 25,183 25.337¢
4,957 5.040 4.940 $.063
$.119 $.27 s, ]
Changes in Wednesday tevals i 133 5.3
Monthty acttion dates—Dec. 1967-Feb. 1968
8ystem Actount hotdings of Governmaent

soturities matgring lo:

Las then ono year ....... cereensrveeene| 4838 — 18| preor| oer| pram Des. - Fab.
Moro than oD Jeal civ--ieraasnre.. eesve] = — -T,088 - -1,838 —e
TOIBY wrverrerrrensocrarerserseneoss] 4338) — 318’ + “l +m| — Nine-momih............ccoormiemicimronee $.555 5.254 5.239

ODC-YEAL ... e errerecmes sveres e 5.544 5.267 5281

Note: Beosuse of rounding, figures o not beoessarily add to totals.
ed.

® These Agures are estimat

t includea changes in Treacury currency and cash
3 Ioeludes aseets denaminated in forelgn currencies
§ Arerage of four weeks anded on February 28.

® Interest rates on bills are quoted in terms of a 360-day year, with the discouats
par as the return on the face amount of the bills payable at malurm

from
Boad yield equivalents, related to the amount actually invested, would b

slightly higher,

—_ L

IS

S v T S V= SR WY



FEDERAL RESERVE BANK OF NEW YORK 51

pasis points over the month. The three-month Euro-dollar
rate was generally quoted in a narrow range around 5.50
cent.

The principal feature of the markets for intermediate-
and longer term securities was the Treasury exchange
offering (including a prerefunding) involving a 5% per
cent scven-ycar note and the subsequent cash offering of
$4 billion of a 5% per cent fifteen-month note. Both were
well received. Federal agency offerings of $1.4 billion of
short- and intermediate-term securities in mid- and late
February were quite successful. Over the month, yields on

coupon issues were gencrally steady to somewhat higher.
Prices were supported by a growing conviction among

market participants that capital market pressures arising
“from greater expenditures in the event of further escalation
.m :Asia would be mitigated by stringent fiscal measures.

In such an event, consensus born of crisis would be ex-
pected to offset the legislative stalemate now plaguing the
proposed tax increasc.

BANK RESERVES AND THE MONEY MARKET

On balance, money market rates were slightly higher in
February than in January. The effective rate for Federal
funds was generally 43 per cent, ¥ percentage point
above the most frequently prevailing rate a month earlier,
and trading at 476 per cent was not uncommon. Rates on
commercial paper were generally unchanged during the
month, but early in February rates on bankers’ acceptances
were raised ¥ perccntage point to 5% per cent (offered)
and rates on 60- to 89-day finance company paper declined
by a similar amount to 5V per cent. Treasury bill rates

. a.oo._LLLLLUJ_LLIL_!JU_h Qoo leedeas g

3 20 27 3 0 7 24 A 7 4 2 20
February

December Janvory
1967 1968
Note: Dola are shown {or business days enly.
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rose sharply in early February from the lows of the pre-
vious month, and rates werce fairly stcady—particularly
in shorter maturitics—throughout the balance of the month.
Increases early in the month, which generally ranged from
10 to 30 basis points, reflectcd adjustments in dealer posi-
tions emanating from smallcr than anticipated reinvestment
demand associated with the Treasury refunding operations
and higher dealer financing costs. The principal increase
in the cost of financing occurred in the first week, when
rates quoted by New York City banks on call loans to
Government securities dealers rose as much as 4 per-
ccntage point. Thesc rates fluctuated narrowly for the bal-
ance of the month,

At banks in New York City, rates posted on C/D's in
the 90- to 179-day maturity range fluctuated mostly be-
tween 5% per ccnt and 52 per cent, V& to % percentage
point higher than at the end of January. Rates for other
maturities were gencrally steady: 60 to 89 days at § per
cent and over 180 days at the 542 per cent Regulation Q
ceiling. Although on balance New York City banks experi-
cnced a decline in the volume of outstanding C/D’s in
February, much of this outflow was offset by gains in funds
drawn from thcir own forcign branches. These funds,
which are not subject to reserve requirements and deposit
insurance assessments, became attractive as the three-
month Euro-dollar rate declined about 1 percentage point

during January and then stabilized between 5.40 per cent .
and 5.60 per cent for most of February. Indeed, the avail-
ability of these funds reduced upward pressure on do--
mestic money market rates.

Aggregate daily avcrage free rescrves declined on bal*
ance during February, and borrowings from Fedcral
Reserve Banks increased markedly after the first weck,
Although over the first two statement weeks free reserves -
were little changed from average January levels, there was
a sharp contraction in the last two wecks, when net bor-
rowed reserves averaged $43 million and $136 million;
respectively (sec Table I). The shift from free to nct bor-'
rowed rescrves during the third week was strongly influ:
enced by a decline of $794 million (on a daily average
basis) in System holdings of open markct instruments,
which more than offset an increase in float of $467 million.

“Country” banks were rcsponsible for most of the gain
in borrowings from Federal Reserve Banks in February, .
when their daily average borrowings reached the highest
level since October 1966. Moreover, borrowings by New
York City banks for the month were the largest in a year,.
and this resort to the discount window was evidence of -
increased money market pressurc. Rescrve stringency at
rescrve city banks mounted in the first half of February
after some easing in the final two weeks of January. Al-
though nationwide nct reserve availability contracted i .
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. me'.last half of Fcbruary, reserve distribution was more

*favorable to money market banks, particularly those in
New York City, than earlier in the month (sec Table II).

. " THE GOVERNMENT SECURITIES MARKET

Prices of Treasury notes and bonds fluctuated irreg-
- glarly during February, and at the month cnd yields on
both intermediate- and longer term coupon issues were
mﬂe changed from levels a month earlicr. In part, the
frmness of prices during the month reflected an attitude
* that the worsening Asian situation would not significantly
aﬁect fixed-income securities. It was beclieved that an
aggravauon of hostilities which stimulated greater defense
expendnures would at the same time result in the impo-
-gition of fiscal measures which would relieve market
- pressures.
‘Two sizable Treasury financing operations were con-
-"ducted in February. In the first, a new 5% per cent seven-
x ygar note was offered in exchange for a maturing note
1'alld as a prerefunding, for issues maturing in August and
NpVember 1968. Subscription books were open for three
'days beginning February 5. Although initial enthusiasm
.« waned somewhat, the exchange was regarded as very suc-
oessful About 72 per cent of the $1.7 billion in February
matuntnes held outside Fedcral Reserve and Government

» aceounts was exchanged, and 25 per cent of the $10.3

s 'bﬂhon in other maturities was tendercd. On February 13

I

the -Treasury received subscriptions for a $4 billion offer-
“ing of a 5% per cent fiftcen-month note. Banks were
“allowed full Tax and Loan Account credit, and scttlement
-~;was made on February 21. Allotments of 39 per cent on
snbscnptnons in excess of $200,000 were within the range
of ‘market cxpectations, and the new note was generally
~quoted around par in subsequent trading.

=" Treasury bill rates moved highcr in early February,

_iinfluenced partially by higher dealer financing costs, which
stimulated aggressive sclling. Rates for bills due in two to
six'months rose from 6 to 22 basis points during the first
Week, while rates on longer maturities were only slightly
- higher. At the higher yield levels interest emerged at mid-

" month, when demand by banks and state funds—particu-
latly for shorter maturities—moved rates lower. Rates
rebounded somewhat thercafter as these influences abated,

touncement that an additional $100 million would be of-
fered in the regular three-month bill auctions, probably for
afull thirteen-weck cycle. Interest in the monthly auction
| of ‘nine- and twelve-month bills favored the shorter issuc,
| and accepted bids covered a wide range of prices. The
\#Vgrage issuing rates of 5.239 per cent and 5.281 per cent,

\i and there was little reaction to the expected Treasury an-
L

respectively (see Table 11I), were little changed from those
a month carlier.

Prices of Federal agency sccurities fluctuated narrowly
during February. On February 14 the Federal Home Loan
Banks offered $400 million of a 5.70 per cent note matur-
ing on September 25, 1968 at par and $200 million in a 6
per cent note duec March 25, 1970, priced at 100¥s. The
next day the Federal Intermediate Credit Banks offered
$453.5 million of a 5.75 per cent nine-month debenture
at par. At the month end the Federal National Mortgage
Association offered $350 million of a 6 per cent three-year
debenture, priced to yield 6.02 per cent. All issues were
very well reccived, and the earlier offerings subscquently
traded at premiums.

OTHER SECURITIES MARKETS

Prices in thc market for corporate bonds were generally
stcady throughout February, although some weakness de-
veloped toward the end of the month. While the volume of
new offerings was light, investor resistance was fairly
pervasive—cspecially to issucs priced aggressively by
underwriters. The successful conclusion of Treasury financ-
ing operations during the first half of the month did not
trigger a renewal of demand for new issues, nor did the
prospect of a rclatively low volume of offerings in March
stimulatc buying. As a result, dealer inventories rose dur-
ing thc month. At the same time, spreads bctween new
and seasoned high-grade issues were slightly wider on bal-
ance than during January (see chart). On February 28
four underwriting syndicates were disbanded, and unsold
issues were released to trade at yields about 10 basis points
higher than originally offercd. The Moody index of yields
on Aaa seasoned corporate bonds changed little during
February and closed at 6.08 per cent.

Prices in the market for tax-exempt bonds drifted steadily
lower during February. Late in the month the prospect of a
revival in industrial revenue bond financing added further
pressure to prices. Buying by commercial banks favored is-
sues with short maturities. As a rule, longer maturities of
new issues moved slowly throughout the month, and the
Blue List of dealer-advertiscd inventories rose from $443.8
million at the end of January to $488.8 million a month
later. This swing about offset the decline in inventories
during January, and the resultant market congestion con-
tributed to the postponement of a major offering scheduled
for late February. Over the month, The Weekly Bond Buy-
er's serics of twenty scasoncd tax-exempt issues (carrying
ratings from Aaa to Baa) rosc by 19 basis points to 4.44
per cent, only slightly below the 1967 peak reached last
December.
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