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couped most of December's unusual decline, the Com- 
merce Department estimates that personal income rose 

by a healthy $3/s billion in January, the same as the 
average monthly gain throughout 1967. Personal income 
is expected to be boosted in February by the rise in the 
minimum hourly wage from $1.40 to $1.60, which went 
intO effect on February 1, and in March by a 13 per cent 
average rise in social security benefit payments. 

One of the more noteworthy January developments was 

t)é apparent sharp increase in consumer retail buying, 
after many months of sluggishness. Retail sales reached a 
record high in January, according to preliminary data, as 
sales climbed 2.9 per cent above the December level. 
January retail sales were bolstered in particular by a 7.3 

per cent increase in auto sales to an annual rate of 8.0 
million units. 

The Commerce Department's most recent survey of 
consumer buying expectations, taken in January, indicates 
that households are more optimistic about the likelihood 
of income gains than they were when the survey was last 
taken in October 1967. On the other hand, the indexes of 
expected purchases of new and used cars and of expendi- 
tures on houses and household durables over the next two 
quarters showed no significant change from the levels 

reported in October 1967. However, the survey in its 
present form was inaugurated only a year ago, and it is 
difficult to assess its reliability in such a short period. 

COST AND PRICE PRESSURES 

Labor costs accelerated sharply in January. The com- 
bination of a sizable increase in employers' social security 

Money market rates edged higher on balance during 
February, as nationwide net reserve availability contracted 
and member bank borrowings at the Reserve Banks in- 
Creased. The effective rate for Federal funds was gcn- 
erally ¼ percentage point higher than in January, and 
Other short-term rates rebounded from late-January lows 
early in the month and rose irregularly thereafter. An out- 

tax payments and a modest decline in output per man- 
hour resulted in a very large 1.4 per cent increase in 
labor costs per unit of output. In January, the index of 
unit labor Costs in manufacturing stood at 108.8 per cent 
of the 1957-59 average, 3.8 per cent above the January 
1967 level. 

Rising demand and cost pressures have already caused 
rapid increases in wholesale prices. In January, the whole- 
sale price index jumped 0.4 percentage point to 107.2 
per cent of the 1957-59 average, with all the major com- 
ponents rising. Preliminary figures for February indicate 
an acceleration of wholesale price increases. The total in- 
dex surged another 0.6 percentage point, as farm products 
and processed foods and feeds climbed 1.3 percentage 
points after falling throughout most of the second half of 
1967. The evidence now available indicates that the in- 
dustrial commodity index showed an annual rate rise of 
4.5 per cent in the first two months of 1968, up substan- 
tially from the 2.6 per cent rate of the second half of 1967. 

Consumer prices rose sharply again in January. At 
118.6 per cent of the 1957-59 average, the January con- 
sumer price index was 0.4 percentage point above the 
December level. A large part of the January increase was 
due to a substantial advance in food prices. This increase 
followed a sharp advance in December which, in turn, had 
ended three months of declines. Prices of services rose 
rapidly again in January. However, prices of nonfood 
commodities increased at a relatively modest rate for the 
second consecutive month. Declines in apparel and new 
car prices, probably partly seasonal, helped to account for 
the small size of the overall rise in nonfood commodity 
prices. 

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 increases were posted in these maturities. 
The movement of yields 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 
FACTORS TENDG TO INCREASE OR DECREASE 

MEMBER BANK RESERVES, FEBRUARY 1965 

In millIons of dollars; (+) denotc* Increase. 
(—3 deecease In excess reserves 

MONTHLY RIWIEW, MARCH 1968 
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sis points over the month. The three-month Euro-dollar 
gate was generally quoted in a narrow range around 5.50 

per cent. 
The principal feature of the markets for intermediate- l longer term securities was the Treasury exchange 

offering (including a prerefunding) involving a 5¾ per 
cent seven-year note and the subsequent cash offering of 
$4 billion of a 5¾ 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 generally steady to somewhat higher. 
pgices were supported by a growing conviction among 
market participants that capital market pressures arising 

• 
from greater expenditures in the event of further escalation 
in 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 increase. 

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 4¾ per cent, percentage point 
above the most frequently prevailing rate a month earlier, 
and trading at 47 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 percentage point to 5¼ per cent (offered) 
and rates on 60- to 89-day finance company paper declined 
by a similar amount to 5½ per cent. Treasury bill rates 
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rose sharply in early February from the lows of the pre- 
vious month, and rates were fairly steady—particularly 
in shorter maturities—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 smaller 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 ¼ per- 
centage point. These 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 5¼ per cent and 5½ per cent, ¼ to ¼ percentage 
point higher than at the end of January. Rates for other 
maturities were generally steady: 60 to 89 days at 5 per 
cent and over 180 days at the 5½ per cent Regulation 0 
ceiling. Although on balance New York City banks experi- 
enced a decline in the volume of outstanding C/D's in 

February, much of this outflow was offset by gains in funds 
drawn from their own foreign 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 I 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 average free reserves declined on balk 
ance during February, and borrowings from Federal 
Reserve Banks increased markedly after the fIrst week: 
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 weeks, when net bur- 
rowed reserves averaged $43 million and $136 miIlion 
respectively (sec Table I). The shift from free to net bor- 
rowed reserves during the third week was strongly influ- 
enced by a decline of $794 million (on a daily average. 
basis) in System holdings of open market instruments, 
which more than offset an increase in float of $467 million. 

"Country" banks were responsible 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 pressure. Reserve stringency at 
reserve city banks mounted in the first half of February 
after some easing in the final two weeks of January. Al- 

though nationwide net reserve availability contracted ifl 
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Fifty-third Annual Report 
The Federal Reserve Bank of New York has published its fifty-third Annual Report, which 

reviews the major economic and financial developments of 1967. 
The Report notes that 1967 was a trying year for the economy, and that the country was 

plagued by a variety of economic ills in the midst of unprecedented prosperity. Delay in the ap- 
plication of fiscal restraint in the face of a large budget deficit and of inflationary pressures in the 
latter part of the year posed a serious dilemma for monetary policy; partly as a result, the policy 
of monetary ease was continued until late in the year, when the Federal Reserve System shifted 
its stance toward somewhat firmer credit conditions. The devaluation of sterling rocked the inter- 
national financial system in November, but the threat to the dollar was countered as 1968 opened 
by the President's unprecedentedly stringent balance-of-payments program. 

in his letter transmitting the Report to the member banks in the Second Federal Reserve Dis- 
trict, Alfred Hayes, President of the Bank, stated: "In 1968, economic policy must seek a reduction 
in inflationary pressures and a significant improvement in thc balance of payments, both in the 
context of a growing economy. An appropriate mix of monetary and fiscal policies, including en- 
actment of the long-needed tax increase, can make a major contribution to this effort." 

Copies of the Annual Report may be requested from the Public Information Department, Fed- 
eral Reserve Bank of New York, 33 Liberty Street, New York, N. Y. 10045. 
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the last half of February, reserve distribution was more 

favorable to money market banks, particularly those in 

New York City, than earlier in the month (see Table II). 

THE GOVERNMENT SECURITIES MARKET 

Prices of Treasury notes and bonds fluctuated irreg. 
.glarly during February, and at the month end yields on 
both intermediate- and longer term coupon issues were 

little changed from levels a month earlier. In part, the 

'firrness of prices during the month reflected an attitude 
that the worsening Asian situation would not significantly 
affeét fixed-income securities. It was believed that an 

-aggràvation of hostilities which stimulated greater defense 

exjónditures would at the same time result in the impo- 
• iition of fiscal measures which would relieve market 

Eessures. 
Two sizable Treasury financing operations were con- 

:duoed in February. In the first, a new 5¾ per cent seven- 

year note was offered in exchange for a maturing note 
as a prerefunding, for issues maturing in August and 

•rember 1968. Subscription books were open for three 
d's beginning February 5. Although initial enthusiasm 

waned somewhat, the exchange was regarded as very sue- 
•cessful. About 72 per cent of the $1.7 billion in February 

maturities held outside Federal Reserve and Government . aunts was exchanged, and 25 per cent of the $10.3 . bill on in other maturities was tendered. On February 13 

tbél'reasury received subscriptions for a $4 billion offer- 

lag of a 5¾ per cent fifteen-month note. Banks were 
allowed full Tax and Loan Account credit, and settlement 

•.was made on February 21. Allotments of 39 per cent on 
:Subscriptions in excess of $200,000 were within the range 
of market expectations, and the new note was generally 

quOted around par in subsequent trading. 
Treasury bill rates moved highcr in early February, 

.influenced partially by higher dealer financing costs, which 
siinu1ated aggressive selling. 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 
biher. At the higher yield levels interest emerged at mid- 
month, when demand by banks and state funds—particu- 
lady for shorter maturities—moved rates lower. Rates 
rebounded somewhat thereafter as these influences abated, 
and there was little reaction to the expected Treasury an- 
flOuncement that an additional $100 million would be of- 
fered in the regular three-month bill auctions, probably for 
a full thirteen-week cycle. Interest in the monthly auction 
of nine- and twelve-month bills favored the shorter issue, 
and accepted bids covered a wide range of prices. The 
average issuing rates of 5.239 per cent and 5.281 per cent, 

respectively (see Table III), were little changed from those 
a month earlier. 

Prices of Federal agency securities 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 due March 25, 1970, priced at 100¼. 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 received, and the earlier offerings subsequently 
traded at premiums. 

OTHER SECURITIES MARKETS 

Prices in the market for corporate bonds were generally 
steady 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—especially to issues 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 relatively low volume of offerings in March 
stimulate buying. As a result, dealer inventories rose dur- 
ing the month. At the same time, spreads between 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 offered. 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-advertised 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 series of twenty seasoned tax-exempt issues (carrying 
ratings from Aaa to Baa) rose by 19 basis points to 4.44 
per cent, only slightly below the 1967 peak reached last 
December. 




