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The Money and Bond Markets in March 

Interest rates in the money and bond markets were 
about unchanged on balance over March. During the first 
week of the month, a temporary rise in the Federal funds 
rate led market participants to believe that the Federal 
Reserve was moving toward a less accommodative policy 
stance. In response to this, nearly all short-term and other 
interest rates increased abruptly. These increases were re- 
versed in trading over the remainder of the month, as 
market participants decided that their apprehensions were 
unwarranted. The short-term markets were also bolstered 
by the uncommon absence of net new issues of Treasury 
bills in the regular weekly auctions, as nearly all new cash 
raised by the Treasury during Match was obtained in 

longer term issues. 
The pattern of long-term interest rate movements was 

similar to the one followed by short-term rates. The im- 

provement in market sentiment as the month progressed 
generated good investor demand, and substantial new fi- 
nancing in the Treasury coupon, corporate, and tax-exempt 
markets was readily accomplished. New issues and trading 
in the secondary market also appear to have benefited 
from the report that price increases in February had been 
modest. In addition, prices of state and local obligations, 
which had lagged behind during the rally in other sectors, 
adjusted upward. Reports of progress in resolving the 
financial problems of certain New York State agencies 
contributed to the more optimistic outlook. 

Preliminary estimates indicate that the narrowly defined 

money stock (.M1) continued to rise moderately in March. 
A deceleration in the growth of consumer-type time and 
savings deposits, however, reduced the rapid expansion of 
the broadly defined money stock (M2). Another decline 
in large negotiable certificates of deposit (CDs) held the 
bank credit proxy to a small increase. 

THE MONEY MARKET AND THE 
MONETARY AGGREGATES 

Although the Federal funds rate increased sharply dur- 
ing the first week of March, it soon began to recede to 
about the levels that have prevailed since shortly after the 

start of the year. The effective rate on Federal funds 
averaged 4.84 percent during the month, compared with 
a 4.77 percent average for February (see Chart I). After 
rising at the beginning of the month, rates on most money 
market instruments declined to levels near those prevail- 
ing at the end of the previous month. At the end of March, 
yields on 90- to 119-day dealer-placed commercial paper 
were 5½ percent, unchanged from the level at the end of 
February. Rates on 90-day bankers' acceptances fell by 
5 basis points over the month to 5.10 percent. Large nego- 
tiable CDs maturing in ninety days traded in the second- 

ary market at 5.23 percent at the end of the period, an 
increase of 3 basis points over the month. Member bank 
borrowings from the Federal Reserve fluctuated around 
frictional levels (see Table I), as the discount rate re- 
mained above the rate on Federal funds. 

Business demand for bank loans continued to exhibit 
the weakness which has been characteristic throughout 
the current recovery. Over the five statement weeks ended 
March 31, commercial and industrial loans at large com- 
mercial banks fell by $1,676 million. For comparable 
periods in the preceding two years, these loans showed 
an average increase of about $4 billion. The demand for 
business loans has also been unusually sluggish relative to 
the early stages of past business upturns, in February, 
business loans at all commercial banks (seasonally adjusted 
and including loans sold to affiliates) were about 2 percent 
below their level in April 1975, about the beginning of the 
economic recovery. At the same stage of the previous four 
recoveries, these loans exceeded levels at their respective 
troughs by a range of 2½ to 5 percent. The unusually 
long lag in the response of loans to the current economic 

upswing is accounted for, in part, by more rapid advances 
in corporate liquidity and slower growth in inventories 
(which are usually financed by bank loans) than has 
been experienced in other recoveries. 

Preliminary data indicate that the faster growth in M1 
that began in February continued during March. Over the 
four weeks ended March 24, M1—private demand deposits 
plus currency outside commercial banks—advanced at a 
seasonally adjusted annual rate of 5.3 percent from its 
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level over the previous four weeks, bringing growth over 
the four weeks ended fifty-two weeks earlier to 4.9 percent 
(see Chart II). As a consequence of sharp decelerations 
in time and savings deposits in March, however, growth 
in M2—M1 plus these deposits—was somewhat more 
modest than in recent months. Compared with its average 
level in the previous four weeks, M2 in the first four weeks 
of March grew at an 8.5 percent rate. This brought the 
growth rate from the four weeks ended fifty-two weeks ear- 
lier to 9.3 percent. After a moderate increase in February, 
the bank credit proxy—total member bank deposits subject 
to reserve requirements plus certain nondeposit sources 
of funds—resumed its recent lackluster performance and 

rose by only 0.3 percent above its level over the previous 
four-week period, as large negotiable CDs continued to 
decline sharply in response to the weak demand for 
bank loans. 

THE GOVERNMENT SECURITIES MARKET 

Interest rates on United States Treasury bills during 
March were little changed from February, although they 
sustained a sharp increase at the beginning of March 
before gradually returning to earlier levels. According to 
market observers, the initial increases represented a sharp 
reaction to the temporary rise in the Federal funds rate 

MONEY MARKET RATES 
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Table I 
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early in the month. As a consequence, 52-week bills were 
sold in the regular auction on March 3 at an average yield 
of 6.01 percent, 44 basis points higher than rates obtained 
at the auction four weeks earlier (see Table II). After 
upward rate pressures in the money market disappeared, 
however, the average yield on 52-week bills auctioned at 
the end of the month fell to 5.78 percent. At the last regu- 
lar auction in March of three- and six-month bills, average 
yields were 4.93 percent and 5.33 percent, respectively, up 
6 and 12 basis points from average yields on February 23. 
For the first month in a year and a half, little new cash 
was raised by the Treasury in these short-term issues. 
Rates on most bill issues ended March unchanged to 20 
basis points below levels at the end of the previous month. 

Yields on Treasury coupon issues ended March slightly 
below those prevailing at the end of February, as the 
market was bolstered by the announcement of a low infla- 
tion rate in February. The Treasury continued efforts 
during March to meet its cash needs for the first half of 
1976 by offering a variety of new coupon issues. On 
March 5, $2 billion of new cash was obtained by the 
auction of four-year notes at a 7.54 percent average rate. 
On March 18, $3 billion of two-year notes was sold to 
raise $700 million in new cash at an average yield of 6.76 
percent. An additional $2.5 billion of 58½-month notes 
was sold to raise new cash on March 24 at an average 
return of 7.38 percent. These securities were well re- 
ceived. Many market observers expect the reliance placed 
by the Treasury on longer term issues in March to continue 
throughout 1976, since the average maturity of the debt 
declined substantially in 1975 and since the Congress has 
increased the volume of long-term Treasury bonds exempt 
from a 4¼ percent interest ceiling and has extended the 
allowable maturity of note issues (which are not subject 
to a rate ceiling) from seven to ten years. 

Rates in the market for Federal agency securities 
were little changed in generally light trading and re- 
mained quite close to those on Treasury issues. Early in 
the month, the Government National Mortgage Associa- 
tion (GNMA) auctioned two issues to raise $300 million 
of new money. The yield on $200 million of 7¼ percent 
and $100 million of 7½ percent thirty-year modified 
pass-through securities was 8.47 percent. Later in 
March, ONMA borrowed additional funds by auction- 
ing $239.3 million of 7¼ percent and 7½ percent 
modified pass-through securities priced to yield 8.23 per- 
cent. The Farm Credit Banks sold $1,613.6 million of new 
bonds to replace $1,196.5 million of bonds maturing 
April 1 and to raise $417.1 million of new cash. This 
financing was composed of $499.6 million of six-month 
Banks for Cooperatives bonds yielding 5.80 percent, 
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$753.5 million of nine-month Federal Intermediate Credit 
Banks (FICB) bonds yielding 6.1 percent, and $360.5 
million of ten-year FICB bonds returning 7.95 percent. 
The Federal National Mortgage Association offered $400 
million of four-year debentures and $300 million of 9½- 
year debentures toward the end of the month. These 
securities were enthusiastically received at yields of 7.375 
percent and 7.9 percent, respectively, and immediately 
traded at premiums in the resale market. 

OTHtR SECURITIES MARKETS 

Yields on corporate bonds ended March about un- 
changed from the end of February. Early in the month, 
interest rate expectations and additions to the schedule of 
new financing precipitated an increase in rates on sea- 
soned corporate issues. The market improved, however, in 
trading activity during the remainder of the month, as it 
became evident that a tighter monetary policy had not 
emerged, as a period of less new issue activity approached, 
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and as inflation in February appeared quite modest despite 
continued strength in the economic recovery. Yields on 

tax-exempt bonds declined, on balance, following reports 
of progress toward resolution of New York State's short- 
term financing needs. 

While new borrowing through corporate debt was very 
substantial during March, investors appeared willing to 
acquire longer term issues—albeit at somewhat higher 
yields than had been required in February. A return of 
8.70 percent was available on $200 million of thirty-year 
Aa-rated industrial debentures, 25 basis points higher 
than a similar issue in February. In sales of Aaa-rated 
debentures, $300 million of forty-year telephone debt 
provided an 8.56 percent return and $300 million of thirty- 
year industrial obligations yielded 8.57 percent. These 
yields were about 25 basis points above issues distributed 
a month earlier. 

Though the volume of tax-exempt financing was .so 
heavy in March, yields on most issues tradingi the sec- 
ondary market declined somewhat. In the largest general 
obligation issue on record, Massachusetts sold $535 mil- 
lion of 25-year bonds rated A-i by Moody's and AA by 
Standard & Poor's. The yield provided by these bonds was 
9 percent, and the underwriting was oversubscribed. Cali- 
fornia offered $100 million of Aaa-rated serial bonds at 
yields from 3.4 percent in 1978 to 5.7 percent in 2002. 
These aggressively priced bonds met with considerable 
sales resistance. Other sizable offerings included Penn- 

Table II 
AVERAGE ISSUING RATES 
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In percent 

• Interest rates on bIns are quoted in terms of a 360-day year. with the discounts 
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 slightly higher. 

Chort II 

GROWTH OF SELECTED MONEY STOCK MEASURES 
Sso,onolly adjuut.d annual rots. 

P.rc.nt Percent 
13 

10 

_____________________ _____________________________ -5 

'a 

I0 

1974 1975 1976 

Note Growth rat.. or. computed on th. boil, of four-week ov.rog.. of doily 
fleer.. for p.riodn .,d,d in th. statement w..k plott.d, 13 n..k. sarli.r and 
02 w.nkn earlier. The lot.st stot.m.nt we.h plotted is Moruh 24. 1976. 

Ml o currency pius odpo.t.d d.n,ond deposits held by the public. 

M2 Ml plot cosnn.ercioi bank toning, cod time deposit. h.Id by lb. pt,blic, I.,, 
n.gotisbl. eertif',cnt•, of deposit iseu.d in d.noe,inotion, of $100,000 or more. 

Score., bard of Gonr,,or, of the Federal t.s.rv. System. 



106 MONTHLY REVIEW, APRIL 1976 

sylvania's $110 million of bonds, with yields ranging from 
3.25 percent in 1976 to 7.05 percent in 1995, and Con- 
necticut's $100 million issue priced to yield 3.8 percent in 
1977 to 6.75 percent in 1996. Both issues were also rated 
A-i /AA and were well received. The tax-exempt market 
was buoyed during March by reports of progress in New 
York State's efforts to assemble a $2.6 billion package 
to allow four state construction finance agencies to avert 

a potential default in March and to finish their ongoing 
construction projects over the next thirty months. In par- 
ticular, this development contributed to the strong perfor- 
mance of Municipal Assistance Corporation issues during 
the month. The Bond Buyer index of twenty bond yields on 
twenty-year tax-exempt bonds fell 29 basis points to 6.69 
percent. The Blue List of dealers' advertised inventories 
rose by $47 million to close the month at $749 million. 

Per Jacobsson Foundation Lecture 
The Per Jacobsson Foundation in Washington, D.C., has made available to the Federal Reserve 

Bank of New York a limited number of copies of the 1975 lecture on international monetary affairs. 
The Foundation sponsors annual lectures on this topic by recognized authorities in honor of the 
former Managing Director of the International Monetary Fund, who died in 1963. 

The twelfth lecture in this series was given on August 31, 1975 in the International Monetary 
Fund Building in Washington, D.C. Alfred Hayes, former President of the Federal Reserve Bank 
of New York, presented a paper entitled "Emerging Arrangements in International Payments— 
Public and Private". Commentaries on the subject and on his paper were offered by Khodadad 
Farmanfarmaian, Chairman of the Board of the Bank Sanaye Iran, by Carlos Massad, consultant 
to the United Nations Economic Commission for Latin America, and by Claudio Segré, President 
of the Cie. Européenne de Placements, Paris. 

This Bank will mail copies of the lecture without charge to readers of the Monthly Review who 
have an interest in international monetary affairs. 

Requests should be addressed to the Public Information Department, Federal Reserve Bank of 
New York, 33 Liberty Street, New York, N.Y. 10045. 




