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The Money and Bond Markets in October 

C 

Short-term interest rates changed little on balance dur- 
ing October. The rate on Federal funds fluctuated from 
week to week, averaging somewhat above the Septem- 
ber level. Other short-term rates rose early in October, 
but some later retreated to the levels prevailing at the 
beginning of the month. Average member bank borrow- 
ings from the Federal Reserve Banks were little changed 
from September, while the monetary aggregates grew at 
relatively moderate rates. 

Yields on Treasury securities were affected by plans 
for meeting the large cash needs of the Federal Gov- 
ernment. After raising $2 billion through an auction of 
notes early in October, the Treasury disclosed that it ex- 
pected to need to raise an additional $12 billion through 
the early weeks of January. Part of this need was met by 
the sale of $3 billion of intermediate-term notes at the 
beginning of November. In addition, the Treasury began 
adding $200 million to its weekly bill auctions starting on 
October 30. Rates on bills due within three months rose 
during most of the month, but those on longer term bills 
and coupon issues edged downward. 

The bond market responded to increased diplomatic 
activity directed toward settlement of the Vietnam con- 
ifict, and prices edged higher. Underwriters encountered 
some investor resistance to higher prices, however. Sales 
of new corporate and municipal issues were slow in many 
cases, and dealer inventories increased substantially. To- 
ward the end of the month, a more confident tone gradu- 
ally emerged throughout the securities markets, and the 
rally gained momentum early in November. 

BANK RESERVES AND THE MONEY MARKET 

Money market conditions fluctuated irregularly during 
October. The average effective rate on Federal funds was 
5.04 percent, up 17 basis points from the level in Sep- 
tember. The supply of nonborrowed reserves was suffi- 
cient to meet the growth in required reserves over most 
of the month, and member bank borrowings from the Re- 
serve Banks declined slightly to an average level of $543 
million in the four weeks ended October 25. Net borrowed 
reserves averaged $323 million during this period (see 

Table I), compared with $332 million in the four preced 
ing weeks. Reserves available to support private nonban 
deposits (RPD) increased at an annual rate of 4 perce9j 
in October. 

The money market tightened appreciably late in the 
first statement week of October, as some banks soughtt 
to cover accumulated reserve deficiencies. Federal funds 
traded as high as 6 percent on the settlement day, an 
banks borrowed heavily at the discount window. In thç 
next two weeks, banks managed reserve positions more, 
cautiously, but reserve deficiencies occurred again in the. 
fourth statement week. These were run over the Veterans 
Day weekend and not covered until the weekly reserve set- 
tlement day, October 25. On that day, member bank bot- 
rowings from the Reserve Banks rose to a record $3.2 
billion and Federal funds traded up to 8 percent. 

Most short-term interest rates moved irregularly highdr 
early in October, but some declines were recorded in the 
final week of the month. The rate on 90- to 119-day com- 
mercial paper sold through dealers was raised percent- 
age point in the first week of October but returned to a 
level of 5V8 percent at the end of the month (see Chart I). 
Rates on most other maturities of commercial paper were 
unchanged to percentage point higher, while those on 
bankers' acceptances were raised by ¼ percentage point. 
Two large banks with floating prime lending rates linked 
to the cost of funds raised their rates percentage point 
to 5/8 percent, effective October 16. The rest of the in- 
dustry, however, retained the 5¾ percent rate established 
at the beginning of the month, and the banks with floating 
prime rates returned to that level early in November. 

According to preliminary estimates, the narrowly defined 

money supply (M1 )—adjusted private demand deposits 
plus currency outside banks—increased at a seasonally 
adjusted annual rate of about. 5 percent during the three 
months ended in October (see Chart II). This was mark- 
edly below the rate of growth of M1 over the third quarter, 
which had been inflated by an unsually sharp rise in July. 
Over the twelve months that ended in October, M1 grew 
by a relatively moderate 6½ percent. 

The growth of the broad money supply (M2)—defined 
as M1 plus time deposits at commercial banks other than 
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•are negotiable certificates of deposit (CDs)—continued 
in October at about the same pace as in the two preceding 
months. This brought the growth rate of M2 to about 8 

percent over the three months ended in October and to 10 

percent over the twelve months ended then. 
The adjusted bank credit proxy—which consists of 

daily average member bank deposits subject to reserve re- 
quirements and certain nondeposit liabilities—also ad- 
vanced in October at roughly the same pace as in the 
two preceding months. For the three-month period ended 
in October, the growth rate of the adjusted proxy was 
about 10 percent. Over the past twelve months, the ad- 

justed proxy rose by 11½ percent. 
On October 24, the Board of Governors of the Federal 

Reserve System announced that the amendments to Regu- 
lations D and J would be put into effect beginning No- 
vember 9,1 Implementation had been scheduled for Sep- 
tember 21 but was delayed by court action. On October 19, 
however, the United States District Court for the District 
of Columbia denied a motion for a preliminary injunction 
sought by some nonmember banks. The new effective date 
was selected in order to give commercial banks time to 
make necessary adjustments to the revised regulations. 
The net release of reserves will occur in phase with sea- 
sonal reserve needs. The change in Regulation D, which 
restructures reserve requirement ratios, is expected to re- 
duce member bank required reserves by about $3½ bil- 
lion in two steps. The change in Regulation J, which 

governs the payment schedule for users of Federal Re- 
serve check-clearing facilities, is expected to withdraw 
about $2 billion from the reserves of the banking system. 
The revisions are intended to be neutral with respect to 
monetary policy. 

THE GOVERNMENT SECURITIES MARKET 

Yields on Government securities responded to varied 
pressures during October. Treasury decisions about the 
timing and methods of finance affected rates on shorter 
term issues, which ended with mixed changes. Persistent 
rumors of progress in the Vietnam peace negotiations en- 

couraged optimism on the part of dealers and investors, 
and prices of most coupon issues rose over the month. ' Market rates on short-term Treasury bills rose sharply 
at the beginning of October. Part of this movement was 

1 A summary of the amendments to Regulations D and J ap- 
peared in this Review (July 1972), page 154. For a discussion of 
the issues involved, see this Review (August 1972), pages 201-7. 

caused by uncertainty about the Government's financing 
plans. Dealers attempted to reduce inventories of out- 
standing bills to prepare for a possible increase in the 

Table I 

FACTORS TENDING TO INCREASE OR DECREASE 
MEMBER BANK RESERVES. OCTOBER 1972 

In millions of dollars; (+) denotes increase 
(—) decrease in excess reserves 

Factors 

Changes in daily averafes.— 
week ended 

Oct. Oct. Oct. Oct. 
4 11 18 25 

Nit 
chanses 

"Market" factors 

Member bank required reserves 

Operating transactions (subtotal) 
Federal Reserve float 
Treasury operatlons 
(Sold and foreign account 

Currency outside banks 
Other Federal Reserve liabilities 
and capital 

Total 'market" factors 

Direct Federal Reserve credit 
transactIons 

Open market operations (subtotal) 
Outright holdings: 
Treasury securities 
Bankers' acceptances 
Federal agency obligations 
Repurchase agreements: 
Treasury securities 

Bankers' acceptances 
Federal agency obligations 

Member bank borrowings 
Other Federal Reserve assetst 

Total 

Excess reeerve. 

— 
—. 287 
— 372 

+ 287 

+ 8 
— 75 

— 133 

+ 
— 508 

+ 227 
— 188 

— 
— 493 

— 54 

— 
+ 833 

+ 840 

+ 490 
— 
— 571 

+ 81 

+ 584 

— 722 
— 25 

— 427 
— 22 
— 199 

— 49 

— 387 

— 684 

+ 670 

+ 162 

— 23 

—1.338 

— 159 

—.772 

+ 

+ 558 

+ 4 
— 9 

+ 384 

+ 28 

+ 27 

— 114 

+ 86 

— 359 .4—199 —138 —1.071 

+ 337 

+ 628 

+ 7 
— 11 

— 269 
— 3 
— 7 

+ 99 

+ 

— 428 

— 209 

+ 
— 

— 115 

— 
— 20 

— 102 

+ 

— 186 

— 379 

+ 
— 1 

+ 181 

+ ' + 3 

+ 384 

.4— 86 

+ 710 

+ 530 

+ 9 
— 20 

+ 181. 

+ 10 

+ 2 
+ 217 

+ 287 

+ 985 + 487 — 447 + 213 +1.218 

± 193 + 128 — 249 + + 147 

Member bask: 
Total reserve,, Including vault cash 
Required reserves 

Excess reserves 

Borrowings 
Free. or net borrowed (—I, reserves 
Nonborrowed reserve, 

Net carry-over, excess or deficit (—(9...- 

. Daily average levels 
Monthly 
averases 

33.731 
33.581 

238 

436 
—206 

83.295 
44 

33,710 
33.392 

358 

535 
— 177 

33.175 
107 

34.096 
35.987 

109 

433 

—324 

83.663 
183 

33.507 
33.403 

184 

767 

—583 
32.820 

68 

33.7910 
33.5813 

2203 
5430 

— 3230 

83.2385 
1010 

Note: Because of rounding. figures do not necessarily add to totais. 
• Includes chsnges In Treasury currency and csah. 

Includes assets denominated In foreign currencies. 

0 Average for four weeks ended October 25. 

• Not reflected In data above. 
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supply of new issues. On October 5, the Treasury an- 
nounced the sale at auction of $2 billion in 6 percent notes 
maturing on September 30, 1974. This decision removed 
immediate supply pressure from the bill sector, but lack 
of investor interest pushed rates on short-term bills higher 
over most of the month. 

Investor behavior also influenced the results of the 
weekly bill auctions. The average issuing rate on new 
three-month bills rose from 4.60 percent on October 2 to 
4.82 percent on October 16 (see Table II). At the next 
auction, advanced to October 20 because of the Veterans 
Day holiday, the rate declined. However, this movement 
was reversed after the Treasury announced, on October 

24, plans to increase offerings of new three- and six-month 
bills by $100 million each. The first such increment was 
sold at the October 30 auction, and the average issuing 
rate on the three-month bills was 4.77 percent, 13 basis 
points higher than at the end of September. 

Market yields on longer maturities of Treasury bills 
edged lower during most of October, and this pattern ( 
was little affected by the announcement of new supplies. 
At the regular monthly auction, the average issuing rate on 
the 52-week bill was 5.32 percent, 21 basis points below 
the rate set in the previous month. 

The auction of the two-year notes was held on October 
11. It represented the second recent action by the Treasury 

Chad I 
SELECTED INTEREST RATES 

Auguut-Octobsr 1972 
BOND MARKET YIELDS Percent — 9.00 

8.00 

7.00 

20-year tax.exompt ba 

Yields on new long a-rated public utility bondu, 
Reoffering yield—.- Market yield 

-ffiie 
Aao-rat.d ,eavoned 

corporate bonds 
3-to 5year 

Gov.rnm.nt securities 

Long-term 
Government aecuriti a 
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- 6.00 

5.00 

4.00 

3.00 

Nat. Data are shown tor business days only. 

MONEY MARKET RATES QUOTED, Bid rates for three-e,onib Euro-dollars in London, atleflng 
rates (quoted in tern,, of rate of discount) on PO-to 119.day sarime commercial pgpç,r 
quated by three of the tour dealers that report their rate,. or th, midpoint at the range 
quoted if no consensus is avaitable; the eFfective ration Federal funds (the rat, mast 
representative at the transaction, executed); closing bid rates (quoted in terms af rate of 
discount) an newest outstanding thr.e.month1r.osury,j5s. 

BOND MARKET YIELDS QUOTED; Yields an new An-rated pnblicutilitv hendi (arraws point from 
underwriting syndicate r.aff.ring yield an a given sloe to market yield on the lam, issue 

2 9 16 23 30 6 13 20 27 4 It 18 25 

August September October 

2.00 

immediately alt., it has bs.n released tram syndicate restrictions), daily ovsrages of yields 
on s.asaned Aao.reted corporate bonds, deity ow.,.,.. at ni.Ids on lann,tnmGnnen,n..ei 
securities (bonds du. or callabt. in ten ysars or era;.) ;nd an Gov.,nmenl se;uriti.s due in 
three to live yjRK.i, computed on the basiu af clasing bid prices, Thursday averages af yields 
on twenty seasoned 5t!,ty:ysar too -exempt bands (carrying Moody's ratings af Aae, AD, A, 
and Baa(. 

Source,, Federal Re,erv. Bank of N,w Verb, Board of Governors af the Federal Reserve System, 
Moody's Investors Service, and Tb. Bond Buyer, 
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S o raise new cash, and a favorable response by investors 
produced an average issuing rate of 5.86 percent. Com- 
mercial banks were permitted to pay in full for their 
awards by crediting Treasury Tax and Loan Accounts and 
therefore bid aggressively. The Treasury contemplates fur- 
ther issues of two-year notes, timed to mature at quarterly 
intervals. 

On October 25 the Treasury announced the terms of 
its November financing. In accordance with this plan, an 
additional $3 billion of 6¼ percent notes maturing No- 
vember 15, 1976 was sold at auction on November 1. 

Aggressive bidding produced an average yield of 6.20 

percent. Payment will be made on November 15, and $1.3 
billion of the proceeds will be used to pay off notes matur- 
ing on that date. Commercial banks were permitted to pay 
for up to 75 percent of accepted tenders by credit to Trea- 
sury Tax and Loan Accounts. This auction provided one 

quarter of the $12 billion that the Treasury expects it will 
need to raise through early January. The $200 million 

weekly addition to the bill auctions will also fill part of the 
Treasury's cash needs. In addition, the Treasury indicated 
that it expects to sell about $2 billion more of notes in 
December or early January and that at least the bulk of its 
remaining near-term cash needs will be met by sales of tax 
anticipation bills maturing in April and June 1973. 

Government agency financing was quite active during 
October. The pricing of many of the issues offered com- 

petitively was somewhat aggressive in relation to market 
appetites. For example, $225 million of Government- 
guaranteed bonds of the Washington Metropolitan Area 
Transit Authority, D.C., sold slowly when reoffered on 
October 10 to yield 7.30 percent. One week later, a $150 
million issue of Tennessee Valley Authority bonds priced 
to yield 7.37 percent also encountered a cool reception 
from investors. However, both issues eventually sold out 
and rose to slight premiums when the underwriting syndi- 
cates disbanded late in the month. During the week of 
October 30 to November 3, the General Services Admin- 
istration auctioned a total of $196.6 million of thirty- 
year participation certificates in five segments to finance 
construction of Federal buildings in various cities. The 
issues, which are guaranteed by the Federal Government, 
were well received at declining yields ranging from 7.40 
percent to 7.19 percent. 

OTHER SECURITIES MARKETS 

Prices of corporate and municipal securities were 

greatly affected during October by the prospects for a 
Vietnam settlement. Dealers raised prices when the politi- 
cal outlook improved and made some reductions when 

peace negotiations seemed stalled. The calendar of new 
issues was moderately heavy, but the near-term supply ap- 
peared to be small. Underwriters were therefore willing to 
retain the inventories left by selective investor demand. 

The market opened the month at the end of one rally 
based on rumors of progress toward peace. The first Aa- 
rated utility bond was reoffered on October 4 to yield 7.45 

percent. This was about 15 basis points below the return 
established in September, and initial sales were slow. When 
the issue was released from syndicate on October 12, its 
yield rose 4 basis points. One week later, comparable 
issues were priced to yield 7.54 percent and 7.60 percent. 
Their reception was better, reflecting both the higher 
returns and the effects of renewed diplomatic activity. 

These developments and a lighter calendar encouraged 
the aggressive pricing of a new telephone debenture rated 
Aaa by one service and AA by another. On October 24, 

l I Ml 
I 

From 12 

= 

nIbs eo mr 

earlier 

5 

- 

0 11111 

From 12 I 

month ea I. 

From 3 
months ear 

111111111 it iii liii 0 

20 ADJUSTED BAN K CREDIT PROXY 

:: 

c iilii 

am 
hi e 

ram 3/ 
ths earlier 

111111111 

12 
a le 

ii iii ii 1 I 

Lu 

15 

10 

Cha,t II 
CHANGES IN MONETARY AND CREDIT AGGREGATES 

Seasonally adjusted annual rates 
Percent Percent 
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Notli Date tar October 1972 or. pr.liminory astimeinc. 

Mt Curr.ncy plus adjusted demand depasits held by th, public. 

M2 0 Ml ptu.uommar:iaI back savicgs and tim. deposits held by the public. 
las, negotiable ertit1ates af dapusit issued in denominations of 9100.000 
or mare. 
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Table II 

AVERAGE ISSUING RATESS 
AT REGULAR TREASURY BILL AUC1ONS 

In percent 

Maturities 

Weekly auction dates — October 1972 

Oct. Oct. Oct. Oct. Oct. 
2 6 16 20 30 

Three months 
Six months 

Nine months 
Fifty-two weeks 

4.601 4.743 4.818 4.71.2 4.767 
5.082 5.159 5.127 5.105 0.141 

Monthly auction dates — Auust-OctObur 1972 

Aug. Sept. Oct 
24 26 24 

5.040 5.348 5.223 
5.178 0.529 5.318 

intereot rates on bills are quoted in terms of a 368-day year. with the discounts from 
par as the return on the fore amount of the bins payable at maturity. Bond yield 
equlv.ients, related to the amount actually inested. would be siiohtly higher. 

this issue was reoffered to yield 7.40 percent. Its reception 
was cool, since this was about 3 basis points below the re- 
turns obtainable on similar securities in the secondary 
market. However, this issue and several other slow- 

moving offerings sold out and rose to a premium in the 
early-November rally. 

Prices of seasoned tax-exempt securities rose on balance 
over the month. The Bond Buyer index of twenty munici- 

pal bond yields declined from 5.30 percent on Septem- 
ber 28 to 5.13 percent on October 26 and then fell further 
to 5.04 percent on November 2. The month's largest mu- 
nicipal bond flotation occurred on October 11, when New 
York City sold $304 million of bonds at a net interest cost 
of 5.74 percent. Although the cost was well below the 6.17 

percent the City paid last July, the bonds sold out quickly. 
As offering yields declined, sales of other new issues slowed 

during the month and the Blue List of advertised inven- 
tories increased by a substantial $306 million over the 
month to $922 million. 
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