
Tightness Amidst Ease?

Mo n e t a r y  and fiscal policy each pro- 
vided a substantial amount of stim

ulus to the national economy during the 
spring and early summer months. The Fed
eral Reserve bought $1.6 billion of securities 
(net) in the second quarter, and this was re
flected in a $245-million average level of 
free reserves —  almost $200 million above 
the first-quarter average. T h e  T r e a s u r y  
meanwhile recorded a widening of the Fed
eral budget deficit, from an $ 1 1.9-billion an
nual rate in the first quarter to a $14.1-billion 
rate in the following period (national-income 
basis). Part of this policy stimulus stemmed 
from the re-institution of the investment-tax 
credit, retroactive to M arch 10.

Growth at the banks
In this atmosphere of ease, commercial- 

bank credit rose at a 6-percent annual aver
age rate during the spring quarter. Growth 
was not nearly so marked as in the first 
quarter, but the January-June period as a 
whole witnessed a lO1/^-percent rate of ex
pansion of bank credit— one of the sharpest 
increases of this fast-growing decade. More
over, the growth of the money supply speed
ed up, from a 6-percent to a 7-percent annual 
rate, between the first and second quarters. 
This expanded growth reflected the Treas
ury’s inability to build up its cash balance as 
much as usual during the final quarter of its 
fiscal year.

While the demand-deposit component of 
the money supply was thus expanding, time- 
deposit growth eased slightly, from a spec
tacular 18 V2 -percent annual rate in the first 
quarter to a 15 V2 -percent growth in the fol
lowing period. Large-demonimation certifi
cates of deposit, which had contributed heavi
ly to the first-quarter time-deposit expansion

with a $3V^-billion increase, rose moderately 
over the next several months, but still 
reached a near record $19 V2 billion by mid- 
July.

The reduced credit expansion during the 
spring quarter developed partly because of a 
slower growth of loan portfolios, but mostly 
because of an actual reduction in Treasury 
security portfolios. (Holdings of other se
curities, however, continued to rise at a quite 
rapid pace.) Total loans expanded at a  5- 
percent annual rate. Business loans grew at 
twice that rate— a quite respectable perform
ance, although one that was outshadowed by 
the unsustainably fast expansion of a year- 
ago. In other sectors, real-estate and con
sumer loans were up fairly steadily, albeit 
without any significant strength, and security
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loans declined somewhat, since security deal
ers needed less financing to carry the reduced 
inventories brought about by Treasury debt 
repayment.

The rush to borrow
Despite the generally easier tone created 

by the strong stimulus from the public sector, 
the money and capital markets came under 
increasing pressure by mid-year. Pressures 
were particularly evident in the capital m ar
ket, where the sharp uptrend during the 
spring quarter brought long-term rates back 
up to last August’s peak levels, but after mid
year short-term rates shot upward too.

The rise in long-term rates was occasioned 
by a strong volume of municipal financing 
and an unprecedented volume of corporate 
financing. Publicly offered corporate issues in 
particular rose very sharply, to a total of over 
$7 billion for the January-June period—  
more than the total for the entire preceding 
year. And the municipal market was also 
active; tax-exempt issues rose to $7.6 billion 
for this period, for a 24-percent increase 
over the comparable 1966 figure. Then, to 
cap the climax, the volume of new corporate 
offerings for July and August promised to 
eclipse the record June volume.

Growth of GNP supported 
by upsurge in financial sector

First-half '67 marked by growth
of money supply and savings flows
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The effect of this tremendous flow of new 
issues began to be felt around mid-May. By 
early July the average yield on top quality 
corporate bonds was up 60 basis points from 
the February low, to 5.59 percent, and in 
mid-July a number of top-rated bonds car
ried coupons of 6 Va percent. The run-up in 
high-grade municipals paralleled this ad
vance in corporate issues as tax-exempt 
yields rose to 4.09 percent in mid-July;

The Treasury's role
Corporate and municipal borrowers had 

little competition from the Treasury during 
the spring period. The Treasury posted net 
sales of $2 billion in participation certificates 
in pools of Federal loans, but meanwhile it 
reduced the publicly-held debt by $9.1 bil
lion, mostly through the redemption of tax- 
anticipation bills maturing in April and June. 
Yet, despite the usual heavy inflow of tax 
revenues, the Treasury increased its cash 
balance by only $0.9 billion during the quar
ter. as against a $ 6 .1-billion build-up in the 
same quarter of 1966.

The Treasury, however, will play a com
pletely different role in the markets in the 
second half of calendar 1967. It will be a
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large and consistent borrower for the re
mainder of the year, with cash-financing re
quirements estimated on the order of $15-20 
billion.

The Treasury undertook the first of these 
financing operations in early July, with a 
tender of $4 billion in tax-anticipation bills 
and with an additional $2.1 billion to be 
raised through the weekly and monthly bill 
cycles. Then, to refund $9.6 billion in cer
tificates and notes falling due August 15, the 
Treasury offered for cash a 15-month certifi
cate bearing a 5 XA  -percent coupon and 
priced to yield 5.30 percent. The Treasury 
may continue to fill most of its new cash 
requirements in the short-term market, al
though it is now able to offer rates in excess 
of the AlA -percent statutory limit on long
term issues with maturities out to 7 years, 
thus breaching the previous 5-year maturity 
limitation on such issues.

The short-term upsurge
Short-term rates moved differently from 

long-term rates throughout most of the first 
half of the year, falling fairly consistently 
from January to mid-June. But an abrupt 
turnaround then took place, as the market 
yield on 91-day Treasury bills jumped 82 
basis points in a single week’s time, to 4.28 
percent. This developed on the heels of the 
Treasury’s announcement of its first cash 
offering of the new fiscal year —  and the 
m arket’s realization of the size of the Treas
ury’s forthcoming r e q u i r e m e n t s .  Other 
money-market rates also moved upward but 
at a slower pace; yields on bankers’ accept
ances and prime commercial paper rose by 
10 and 12 basis points, respectively.

The sharp-second quarter upturn in inter
est rates was all the more remarkable in that 
it occurred during a period of monetary ease. 
In last summer’s crunch, upward pressure 
on rates developed from two directions— the 
vigorous demand for funds from both the 
private and public sectors, and the declining

availability of funds because of a strongly 
restrictive monetary policy. During this 
spring and summer, monetary policy was 
less restrictive and demand for bank credit 
was less strong, but there were very strong 
demands for financing on the part of corpora
tions and state-local governments. A t the 
same time, new forces were very much in 
evidence, as the upsurge was sparked by the 
market’s new-found certainty about the size 
of the Treasury (and  private) financing re
quirements, as well as its uncertainty about 
the exact dimensions of the Administration’s 
forthcoming tax-increase package.

The tax package
Much of this uncertainty of course disap

peared when the Administration unveiled its 
tax package in early August. The proposal, 
calculated to bring in $7.4 billion more rev-

Long-term rates rise but
short-term rates fall until midyear
Perctn l Per Annum
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enue in fiscal 1968, centered around a 10- 
percent surcharge on individual income-tax 
liabilities (effective October 1) and a 10- 
percent surcharge on corporate tax payments 
(retroactive to July 1). In addition, the A d 
ministration asked for the postponement of 
scheduled reductions in excises on automo
biles and telephone calls, and requested a 
speed-up of corporate-tax collections, so that 
corporations next January would pay esti
mated taxes on the basis of 80 percent of 
their liabilities instead of the present 70 per
cent.

The all-purpose nature of the tax bill was 
emphasized by the President when he sent 
his message to Congress. Noting that tax re
ductions enacted while he was President were 
saving taxpayers $23 billion at this year’s 
level of incomes, Mr. Johnson said: “Now

your Government is asking for a return of 
substantially less than half of those cuts. This 
is necessary to give American fighting men 
the weapons, equipment and help they need, 
to hold the budget deficit within limits and 
to continue our education, health, poverty, 
urban and other vital program s.”

Viewing the purely financial aspects of the 
program, Federal Reserve Chairm an Martin 
seconded the President’s plea with the fol
lowing statement: “Nobody likes higher taxes 
but I am firmly convinced, as I said in Toledo 
in June, that we must have adequate, effec
tive— and above all— prom pt tax action that 
will reduce the Government’s prospective 
budget deficit to more manageable propor
tions and at the same time reduce pressures 
on financial markets. The entire Board shares 
this view.” Herbert Runyon
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Refined
Petroleum Steel

1959 15,908 6,514 12,799 12,502 5.36 104 109 101 92
1960 16,612 6.755 12,498 13,113 5.62 106 98 104 102
1961 17,839 7,997 13.527 15.207 5.46 108 95 108 111
1962 20,344 7,299 13,783 17,248 5.50 113 98 111 100
1963 22,915 6,622 14,125 19,057 5.48 117 100 98 112 115
1964 25,561 6,492 14,450 21,300 501 5.48 120 112 107 115 130
1963 28.115 5.842 14,663 24,012 535 5.52 125 122 107 120 138
1966 29,858 5,444 14,341 25,90# 618 6.32 132 134 103 123 140

1966: June 29,688 4,919 14,780 25,001 622 6.18 131 134 105 128 144
July 29.791 5.071 14,753 25,265 628 131 137 104 130 143
A uk. 29,764 5,473 15,120 25,271 622 131 139 95 119 136
Sept. 29,532 5,190 14,819 25,159 629 6.58 132 140 93 123 140
Oft. 29,583 4,987 14,719 25,OSS 645 133 137 96 121 142
Nov. 29,538 5,267 14,800 25,318 642 135 135 89 125 142
Dec. 29,858 5,444 14,341 25,900 634 6.62 135 140 97 120 141

1967: Jan . 30,274 5,468 14,437 26,134 638 136 141 98 123 142
Feb. 29,923 5,889 14,376 26,425 644 6.28 137 136 96 119 135
M ar. 29,980 6,183 14,855 26,892 645 136 143 99 121 123
Apr. 29,811 5,634 14,571 27,128 654 136 141 102 124 137
May 29,729 5,852 15,035 27,168 658 6.02 136 145 98 131 133
June 30,071 5,265 15,181 27,460 681 136 143 93 133
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