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T h e B u s in e s s  S itu a tio n

The most recent business news has continued to indicate 
some further current slowing in the economy. Industrial 
production drifted down in February for the seventh con
secutive month, despite settlement of a major strike. 
While new orders received by durables manufacturers 
moved higher, the orders inflow was still substantially be
low the September peak. Although housing starts ad
vanced, the near-term outlook for home building remains 
unfavorable. The unemployment rate rose to 4.2 percent, 
weekly working hours were shortened, and personal in
come registered only a modest gain. Despite the easing in 
demand pressures, prices continued to advance at a rapid 
pace. While March wholesale price data suggest the possi
bility that the rate of price advance may be starting to 
moderate, the evidence for any such turn of events is still 
very scanty. Recent sizable wage settlements and the pros
pect of further large contract agreements this year indicate 
that labor cost pressures will remain intense.

The slowdown in economic activity has been concen
trated in certain particular sectors, most notably home 
building and automobiles. There is a possibility that the 
decline in automobile sales and production may be bot
toming out. At the same time, recent surveys of capital 
spending intentions give no indication that plans for siz
able 1970 increases have been cut back. The boost in 
social security payments in April, retroactive to the begin
ning of the year, and the phasing-out of the surtax are 
adding to spendable income. In addition, it would now 
appear that Federal Government employee pay increases 
cannot be postponed until 1971 and that the increases 
granted may be larger than foreseen when the budget was 
prepared.

P R O D U C T I O N ,  I N V E N T O R I E S ,  A N D  S A L E S

The industrial production index drifted downward for 
the seventh consecutive month in February. The total drop 
has been 3.0 percent, a little greater than the 2.4 percent

decline during the months of the 1967 mini-recession. On 
the other hand, the recent 3.0 percent drop is sharply 
below the 7.3 percent contraction recorded for the mild
est post-World War II recession, which occurred at the 
outset of the 1960’s. The February drop in the index of 
0.5 percent exceeded only by a small margin the average 
monthly decline between last July and this January. If, 
however, allowance were made for the resumption of 
work at General Electric early in February, the total pro
duction index would have dropped close to 1.0 percent 
for the month.

The February production decrease reflected a sizable 
reduction in the output of nondurables manufacturers, a 
sector that had held up well in the last half of 1969. Feb
ruary declines in this sector were widely shared by the 
textiles and apparel, paper, chemicals, petroleum, and 
rubber industries. The output of durables manufacturing, 
the sector accounting for the bulk of the seven-month drop 
in the overall production index, decreased again in Febru
ary, with substantial further slippages in iron and steel out
put and the production of motor vehicles and parts. 
Ingot production figures for March, however, suggest a 
slight recovery in iron and steel production. The motor 
vehicles and parts component has accounted for approxi
mately one quarter of the July-February drop in the over
all index. Auto assemblies have fallen dramatically from 
a seasonally adjusted annual rate of 9.1 million units last 
summer to a 6.5 million unit rate in February. Higher 
output in March, running at a 7.0 million unit pace, and 
production schedules for the April-June period suggest 
that a bottoming out has occurred, although schedules 
may be cut back further if sales fall short of expectations. 
In contrast to manufacturing, considerable strength is still 
apparent in the mining and utilities components of the 
production index.

Despite the decline in industrial production, there had 
been a continuing modest accumulation of inventories 
until January, when the first outright decrease since June
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1967 occurred. Falling sales, however, have largely 
accounted for the increase to a very high level in the ratio 
of stocks to business sales. Even for January, when busi
nesses in certain sectors had some success in correcting 
inventory imbalances, the overall ratio remained high. The 
imbalances have been centered in the positions of durables 
retailers and durables manufacturers, for which decreasing 
sales have been marked (see Chart I ) .

Durables retailers’ inventories declined in January, but 
by proportionately less than sales, so that the ratio of 
stocks to sales continued to rise. While the ratio has been 
high for many sectors, autos dominate the statistics. In
ventories of automotive retailers were reduced each month 
from October to January, even though sales dropped 
sharply. Although the ratio of stocks to sales thus rose 
through January, recent unit sales and production figures 
point to success in industry efforts to improve the align
ment of the stock of unsold cars and the pace of sales.

Chart I

INVENTORIES A N D  SALES OF DURABLE G O O D S

Billions of do lla rs  B illions of do llars

Billions o f do llars B illions o f do lla rs

Source: United States Department of Commerce.

Unit sales of domestic-model cars registered a pronounced 
advance in February to a seasonally adjusted annual rate 
of nearly 8 million units; this advance was partly attrib
utable to new-model introductions and sales contests. As a 
result, the stock of unsold cars, on a seasonally adjusted 
basis, dropped to the lowest level since last July. In 
March, the sales pace slipped back to close to IV2 million 
units but remained considerably above the January rate 
of less than 7 million units.

The inventory buildup of durables manufacturers was 
modest in both January and February. Although ship
ments rose in February for the first time since last Octo
ber, the improvement in the balance between inventory 
holdings and sales was slight. Except for January, the 
inventory-sales ratio in February was the highest since 
October 1967. The sharp advance in the ratio to the high 
level at the outset of 1970 reflects a softening in sales 
rather than unusually large inventory gains. Half the drop 
in durables shipments since the October peak resulted 
from weakening sales of auto manufacturers; the remain
der reflected lower shipments of electrical machinery and 
equipment, instruments, and aircraft. This pattern sug
gests that the work stoppage at General Electric and the 
declining demands for autos and defense-related products 
were largely responsible for the drop in sales.

The inflow of new orders to durables producers rose in 
February, and the January figure was revised upward; 
nonetheless, new bookings remained considerably below 
the peak recorded last September. The principal source of 
strength was new orders for aircraft. Orders received by 
machinery and equipment industries continue to reflect 
the strength in capital spending.

C A P I T A L . S P E N D I N G  A N D  R E S I D E N T I A L .

C O N S T R U C T I O N

Businessmen plan to continue to increase their spending 
for expansion and modernization of production facilities 
at a rapid pace, according to a recent survey conducted 
by the Commerce Department and the Securities and Ex
change Commission. The findings of the survey, taken 
in late January and in February, indicate that expendi
tures on plant and equipment will advance 10.6 percent 
in 1970 from the 1969 level, which was 11.5 percent 
above that for 1968 (see Chart II). Last year’s in
crease in capital spending fell short of the 14.7 percent 
gain that the survey conducted in early 1969 had indi
cated. This suggests that some postponements, delays, 
or cancellations affected 1969 spending. Since late last 
summer, businessmen have raised their capital spending 
intentions for 1970 from around 5 percent above last year’s
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Chart I!

PLANT A N D  EQUIPMENT EXPENDITURES
Percentage change  from previous ca len d ar year  

Percent Percent

Source: United States Department of Commerce and the Securities and 

Exchange Commission.

level to the latest Commerce-SEC estimate of 10.6 per
cent. In addition, the latest survey results show that capital 
spending will accelerate during the second half of this year 
following a period of modest growth. The fall in 1969 
estimates and the rise in those for 1970 suggest a shift 
to 1970 of spending originally planned for late last year. 
There is a possibility that further stretch-outs may be in 
the offing; when economic activity slows, businessmen’s 
early estimates often overshoot actual spending. Nonethe
less, the January-February Commerce-SEC survey results 
have generally proven fairly accurate in estimating the 
year-to-year changes in plant and equipment expenditures.

The January-February survey shows substantial further 
increases in capital spending for 1970 by the electrical 
and nonelectrical machinery, railroad, electric utility, and 
communications industries, where demands for products 
and services have remained relatively firm. On the other 
hand, weak demands in several industries have apparently 
led to planned reductions in capital spending; cutbacks are 
expected by the steel, motor vehicle, aircraft, and rubber 
industries. Possibly in response to steeply rising prices, 
capital spending plans point to greater efforts by food pro
cessors and the nonferrous metals industries to expand or

modernize their production facilities.
While capital spending has been a buoyant factor in 

the economy, spending on residential construction has been 
in a steep downtrend since April 1969, and housing starts 
have fallen through January 1970. Although starts recov
ered in February, jumping 10.4 percent, it is doubtful that 
this upsurge represents a real turnaround in the housing 
sector. Unusually severe weather conditions in January 
could have cut deeply into starts that month, with postpone
ments reducing the January figure and lifting the February 
rate; the January-February average at a seasonally adjusted 
annual rate of 1.26 million units was lower than the rate for 
any other two-month period since the spring of 1967.

E M P L O Y M E N T  A N D  P R I C E S

The unemployment rate moved to 4.2 percent in Feb
ruary from the previous month’s 3.9 percent. Although still 
low by historical standards, the unemployment rate was 
nearly 1 percentage point above that recorded a year 
before. The jobless rates for most labor force groups are 
appreciably higher than in early 1969, but much of the 
increase in unemployment has occurred for adult males. 
Since men normally remain in the labor force when they 
become unemployed, rising unemployment has not appre
ciably diminished strong growth in the civilian labor force, 
and the overall unemployment rate has rather fully reflected 
the easing in the demand for labor. While this demand has 
weakened more in the areas where a dominant proportion 
of those employed are men, the sizable reduction in the 
number serving in the armed forces—202,000 persons from 
September 1969 to February 1970—has also contributed 
to the larger increase in unemployment among adult males. 
By occupational groups, the unemployment rate for blue- 
collar workers has increased more than those for white- 
collar workers and service workers; by industry classes, the 
rates for manufacturing and construction have advanced 
more than those for trade, finance and services, and gov
ernment.

The easing in demand for labor may also be seen in 
shortened workweeks. Most of the reduction in hours has 
occurred in manufacturing, where the seasonally adjusted 
workweek dropped below forty hours in February for the 
first time since January 1962. The average workweek has 
declined a full hour since March 1969, and average over
time hours have fallen markedly. Even though premium- 
pay overtime hours have been reduced, labor costs per unit 
of output continue to soar. While cost pressures are ex
pected to remain very strong, the passing of these costs on 
to buyers in the form of higher prices becomes more difficult 
as demand pressures ease. As yet, however, these forces
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have had a minimal impact on inflation.
At the wholesale level, industrial commodities prices 

continued rising at close to a 4 percent annual rate in 
February, about the same as the average monthly increase 
recorded last year. In March the upward pace slowed to 
about 3 percent mainly because of a much smaller rise in 
iron and steel prices. With the notable exception of the 
lumber and wood products component, which continued 
on a downtrend, most other major industrial commodities 
classes showed rising prices. Agricultural commodities 
prices edged up in March after increasing sharply for three 
months. Thus, price boosts are still widespread and, given 
the often erratic movements in these price indexes, it is

too soon to draw a firm conclusion regarding the trend in 
wholesale prices.

The consumer price index continued its excessive climb 
in February, advancing at an annual rate of 6.4 percent, 
compared with last year’s average rate of 6.1 percent. Both 
services prices and food costs are still rising at extremely 
high rates, nearly 9 percent and 7 percent, respectively. 
Nonfood commodities prices registered a fairly small in
crease, however, rising at a 3 percent rate as compared 
with AV2 percent through 1969 largely because of further 
declines in the prices of new and used cars. Sizable increases 
in the costs of medical care, apparel prices, and mortgage 
interest charges contributed heavily to the overall gain.

T h e M o n ey  an d  B on d  M a r k e ts  in M arch

Conditions in the money market were somewhat more 
comfortable during March than in the previous month. 
Federal funds traded chiefly in a range of 1 to 8V2 per
cent, while they had traded around 9 percent through 
much of February. Member bank borrowings from the 
Federal Reserve Banks also eased back. In the Treasury 
bill market, rates on new issues dropped sharply to the 
lowest levels in almost a year before rising again toward 
the close of the month.

There was a noteworthy quickening in the growth 
of monetary and credit aggregates during the month 
(see Chart I). Both the money supply and the adjusted 
bank credit proxy expanded in March. From December 
through March the money supply grew at a 3.2 percent 
seasonally adjusted annual rate, compared with a 0.6 per
cent rate in the last half of 1969. The adjusted bank 
credit proxy also exhibited some modest growth for the 
quarter as a whole after having declined during the first 
two months.

In the capital markets the burgeoning calendar of cor
porate bonds for March and April gradually dissipated 
the optimism built up in February. A sharp rise in new 
issue yields and a disappointing investor response gen

erated a gloomy atmosphere that spread to the markets 
for Treasury coupon securities, Federal agency issues, 
and eventually municipal bonds. The gathering gloom 
quickly gave way to ebullience on March 18, however, 
when Chairman Bums’ testimony before a Congressional 
committee was taken as confirmation that some relaxation 
of monetary policy was under way. The subsequent rally 
extended to most segments of the capital markets over 
the next few days, and further impetus was provided on 
March 25 when a number of money center banks reduced 
their lending rates to prime borrowers by V2 percentage 
point to 8 percent.

B A N K  R E S E R V E S  A N D  T H E  M O N E Y  M A R K E T

The effective rate on Federal funds averaged 7.7 per
cent during March, compared with an 8.9 percent level 
a month earlier. Average borrowings at the discount win
dow declined to $880 million (see Table I) from $1.1 
billion in February, and net borrowed reserves were 
also lower. Among short-dated money market instruments 
the bid rate on ninety-day bankers’ acceptances fell 3A  
percentage point to IV2 percent, while rates on directly
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Chart I

CHANGES IN MONETARY A N D  RESERVE AGGREGATES 
FROM THREE MO NTHS EARLIER

S e aso n a lly  adjusted an n u a l growth rates 

Percent Percent

Note: Rates ?or the latest month are based on preliminary data.

*  Total member bank deposits subject to reserve requirements plus liabilities 
to foreign branches and, beginning in September 1969, other nondeposit 

liabilities including Euro-dollars borrowed directly from foreign banks or 
through brokers and dealers, bank liabilities to own branches in United States 
territories and possessions, commercial paper issued by bank holding 
companies or other bank affiliates, and loans or participation in pools of 
loans sold under repurchase agreement to other than banks and other than 

banks’ own affiliates or subsidiaries.

+ At all commercial banks.

placed commercial paper were reduced by as much as 
% percentage point. The yield on prime four- to six- 
month dealer-placed paper declined by Ys percentage 
point to 8V6 percent over the month, and the bid rate on 
three-month Euro-dollars fell below 9 percent for the 
first time in a year (see Chart II), partly as a result of 
reduced borrowings by the major money center banks.

In a pattern which also occurred during the two pre
ceding years (see Chart III), the basic reserve deficit of 
the major money center banks deepened over the month, 
though some improvement occurred in the final two weeks 
(see Table II). To a large extent the churning of funds 
was related to the March corporate tax and dividend 
payment dates and a rundown of Treasury balances prior 
to the April tax date. Inflows of private deposits to the 
major banks were substantial during March but were 
offset by other factors. The most significant drains on 
their aggregate basic position were a $2.1 billion rise in 
loans and investments and somewhat smaller declines in 
Treasury deposits and Euro-dollar liabilities. The de
terioration in the basic position of the forty-six banks for 
the month as a whole amounted to $1.2 billion, most of 
which was attributable to the behavior of the reserve posi
tions of the eight New York City banks.

System open market operations provided about $40 
million of reserves during March through an increase in 
United States Government securities held outright. Market 
operating factors, in contrast, absorbed $395 million of 
reserves largely as a result of a rise in currency outside 
banks. Required reserves of member banks showed little 
change during the month.

T H E  G O V E R N M E N T  S E C U R I T I E S  M A R K E T

Prices of most Treasury notes and bonds declined over 
the first half of March and then rallied sharply, as the 
Government securities market reacted to a variety of in
fluences. A cautious tone pervaded trading in long-term 
bonds through midmonth largely in response to the diffi
culties corporate financings were encountering. Prices of 
long-term Governments declined by as much as 3 per
centage points during that time. However, expanded in
vestment demand developed for shorter dated issues as the 
month began, and most issues due within seven years 
registered improvements over the first week in March. 
During the following week, in contrast, there was growing 
concern that the Treasury would meet its pretax-date cash 
needs through the use of a coupon issue, and prices on 
all maturities declined. Adding to the heavier tone were 
new Commerce Department projections showing higher
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C h art  II

SELECTED INTEREST RATES
Percent M O N E Y  M A R K E T  R A T E S  J a n u a r y -M a r c h  197 0  Percent

January  February M arch  January February M croh

Note: Data  are shown for business days only.

M O N E Y  M ARKET RATES Q U O TED: Bid rates for three-month Euro-dollars in London; offering 

rates for directly p laced finance com pany paper; the effective rate on Federal funds (the 
rate most representative of the transactions executed); closing bid rates (quoted in terms 

of rate of discount) on newest outstanding three-month and  one-year Treasury bills.

B O N D  MARKET YIELDS QUOTED: Yields on new A a a -  and  Aa-ra ted  public utility b o nds 

(arrows point from underwriting syndicate reoffering yield on a given  issue to market 
yield on the same issue im m ediately after it has been released from syndicate restrictions);

daily averages of y ields on seasoned Aao-ra ted  corporate bonds; dai!y averages of 
yie lds on long -term Governm ent securities (bonds due or ca llab le  in ten years or more) 

and on Governm ent securities due in three to five years, computed on the basis of closing 
bid prices; Thursday averages of y ie lds on twenty seasoned twenty-year tax-exem pt bonds  

(carrying M o o d y ’s ratings of A a a , A a , A, and Baa).

Sources: Federal Reserve Bank of New  York, Board of Governors of the Federal Reserve System, 

M oody 's  Investors Service, and  The W ee k ly Bond Buyer.

capital spending than had been expected earlier and the 
lukewarm investor response to a long-term Federal agency 
offering.

The coupon market experienced some temporary relief 
from the Treasury’s announcement on March 13 that it 
would raise funds through a $1.75 billion tax anticipation 
bill (TAB) rather than issue a note. The improvement 
was short-lived, however, as an atmosphere of caution was 
generated by the weight of undigested new issues in the 
corporate bond market and by sizable dealer and investor 
selling. The drop in prices was quite sharp, but it was 
soon reversed as the market responded enthusiastically 
to Chairman Bums’ testimony before the Senate Banking

and Currency Committee on Wednesday, March 18. Par
ticipants found in his statements confirmation of their 
belief that the System had relaxed monetary restraint and 
drew hope concerning interest rates from his expressed 
desire for moderate growth in the money supply. Price 
gains of 3A  point and more were posted by several issues 
on that day. The market continued to rally over the 
next few days, drawing support from banking statistics 
that were taken as indicating a less restrictive monetary 
policy. Then, with the prime rate reductions which began 
at major banks on March 25, the rally was given new 
impetus. However, some profit taking emerged toward the 
close of the month. Over the month as a whole, issues due
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within seven years generally registered gams of from %s 
to 1 point. Long-term issues declined, however, by as 
much as 1% points.

Despite occasional rate increases due to restrained in
vestor demand, the performance of the Treasury bill mar
ket was generally strong during March. Bidding in the first 
weekly auction was only routine, and the average issu
ing rate on three-month bills was 6 basis points higher than 
at the close of February. The rate on the six-month bill 
declined, however, and in succeeding weekly auctions rates 
were set progressively lower on each of the bills until the 
final auction on March 30. Bidding in the monthly auction 
was also aggressive, with rates on the nine- and twelve
month bills set at 6.100 percent and 6.132 percent, re
spectively, their lowest levels since April 1969.

Some apprehension developed in the bill market follow
ing the Treasury’s announcement of its September TAB 
offering and, consequently, rates on several longer term 
bills edged somewhat higher. Renewed investor interest 
emerged as the auction approached, however, brought 
about in part by Chairman Burns’ testimony, and the TAB 
offering proved quite successful. The September 1970 bill

Chart III

BASIC RESERVE POSITION OF 
M A JO R  M O N EY  MARKET BANKS

Billions of do lla rs  Billions of do lla rs

Note: Calculation of the basic reserve position is illustrated in Table II.

was auctioned on March 19 at an average issuing rate of 
6.178 percent and elicited strong bidding by commercial 
banks, which were permitted to pay by crediting their 
Treasury Tax and Loan Accounts. The average issuing 
rate was the lowest yield on TAB’s since an issue sold in 
January 1969. Further support was given to the market by 
the measured pace of bank selling of TAB’s following the 
auction and bill purchases related to quarterly statement 
purposes and the Cook County, Illinois, April 1 tax date. 
Spirited bidding in the March 23 auction drove the aver
age issuing rates on three- and six-month bills 57 and 
52 basis points below those of a week earlier (see Table 
III). The size of the decline proved unsustainable, how
ever, and rates on the key three- and six-month issues 
closed at 6.38 and 6.48 percent. Even so, these rates were 
47 and 32 basis points below those prevailing at the end 
of February.

Four Federal agency issues that were marketed after 
midmonth received very good receptions. However, a fifth 
offering which came earlier in the period when corporate 
bonds were declining experienced a mixed response. This 
was a $1.2 billion financing by the Federal Home Loan 
Banks in the form of $850 million of one-year bonds and 
$350 million of bonds maturing in nine years and eleven 
months. The shorter maturity sold quite well at a yield 
of 7.70 percent, but the longer bonds at 7.75 percent were 
apparently too aggressively priced to withstand the sub
sequent deterioration in the market and traded at a sub
stantial discount for most of the month.

O T H E R  S E C U R I T I E S  M A R K E T S

Confronted with an unusually heavy calendar of new 
issues scheduled for sale during March and April, the 
corporate bond market came under heavy pressure dur
ing the first half of March. Individual buyers became more 
selective, and institutional investors returned to the side
lines in the knowledge that a large volume of offerings 
would soon be forthcoming and the prospect that higher 
yields might then be available. Including the $1.6 billion 
rights offering of the American Telephone and Telegraph 
Company, which will begin in April, a record two-month 
volume of some $5 billion in new corporate offerings is 
slated for marketing in March and April.

In an attempt to rouse investor interest, prices on new 
issues were marked progressively lower, but the response 
in several instances was only lukewarm. Thus, despite a 
higher yield than many participants had expected, a $100 
million offering of Chrysler Corporation 25-year bonds got 
off to a slow start and backlogs of other unsold issues also 
contributed to a buildup in dealer inventories. Aware of
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Table I

FACTORS TENDING TO INCREASE OR DECREASE 
MEMBER BANK RESERVES, MARCH 197#

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

Factor*

Changes in daily average*—  
week ended on Net

chancel

March
4

March
11

March
18

March
25

“ Market'' factors

Member bank required reserves . . . . . . . . . +  lie 4-107 — 811 4 - loo + 23
Operating transactions (subtotal) . . . . . . — 88 — 11 — 174 — i n — 895

— m 4- 89 4- 41 4 - tog + 108
Treasury operations* ............................ +  97 — If e —  m __ 90
Gold and foreign account ............... — n +  51 +  1! 4-114 4 , 109
Currency outside banks .................... - f  144 — 8? — 380 — 176 __ 499
Other Federal Reserve liabilities 
and capital .................................. . — 81 — 6 - f  180 — t i _ 2S

Total ‘‘market"' factors ................. . +  « +  86 — 48# — IS - 870

Direct Federal Reserve credit 
transactions

Open market operations (subtotal) — 91 — 301 4-647 — m + 42
Outright holdings:

Government securities ................... 4 - s is — JOT 4-118 — 81 + 888
Bankers* acceptances ..................... — 8 __ % — S — r

Repurchase agreements:
Government securities ................. — 226 _ 4- 89 — 81 _ Sit
Bankers* acceptances ............. . — 23 — +  8 — S __ 20
Federal agency obligations---- . . . . . . — 86 — +  37 — 81 50

Member bank borrowings ......... — 281 4 - 1»1 — n r 4 - i n 128
Other Federal Reserve a ss e ts t---- . . . . . -4-251 4- n 4- M +  20 + 352

Total ................. ........................... — 75 — 183 +  586 — 6f + 266

Excess reserves ....................................  ........ — 38 — 94 4- 101 — 74 — 100

TABLE II

RESERVE POSITIONS OF MAJOR RESERVE CITY BANK! 
MARCH 1970

In  millions of dollar*

Factors affecting 
basic reserve positions

Dally averages—week ended on Averages of 
four weeks

March
4

March
11

March
IS

March
25

ended on 
March 25

Eight banks in New York City

Reserve excess or deficiency (—)* . . . . 16 — 20 T 2 1
L ess borrowings from Reserve Banks.. 
Less net Interbank Federal funds

32 189 m 8? 111

purchases or sales (—) ................. 609 1,331 1,180 961 1,020
Gross purchases ................................... 1,914 2,299 2,288 2,081 2,151
Gross sales ....................................... «,

Equals net basic reserve surplus
1,805 969 1,108 1,078 1 .11*

or deficit (—) .....................................
Net loans to Government

— 625 —1,520 —1,819 —1,058 -1,180

securities dealers ................................. 735 m 557 741 708
Net carry-over, excess or deficit (—}*. 36 40 8 13 »

Thirty-eight banks ontskta New York City

Reserve excess or deficiency (—) * . . . 39 — 66 — 57 13 — 18
Less borrowings from Reserve Banks,, 46 349 216 289 221
Less net interbank Federal funds 
purchases or sales (—) ................... 3,385 3,444 3,699 3,341 8,467

Gross purchases .................... 5,275 5,252 5,307 5,016 5,212
Gross sales .................................. 1,890 1,808 1,608 1,675 1,745

Equals net basic reserve surplus 
or deficit (—) ...................... . . . . . . . . . . —3,892 —3,860 —3,972 —8,617 —3,710
Net loans to Government
securities dealers ...................... 140 193 153 151 159
Net carry-over, excess or deficit (—}?».. 28 69 — S 14 25

Note: Because of rounding, figures do not necessarily add to totals.
* Reserves held after all adjustments applicable to the reporting period less required 

reserves, 
t  Not reflected in data above.

Daily average levels

Member bank;

Total reserves, including vault cash . . . . 27,414 27,210 27,62* 27,451 27.4251
Required reserves ................................. 27,275 27,168 27,478 27,379 27,3251
Excess reserves ....................................... 139 4i 140 7 S 101*
Borrowings ........................................... 883 m 817 98$ 880|
Free, or net borrowed (—), reserves.... — 694 — 889 — 671 — 864 — 779*
Nonborrowed reserves .................... 26,581 26,276 26,808 26,515 26,545$
Net carry-over, excess or deficit 140 67 89 87 961

Changes in Wednesday levels

System Account holdings of Government
securities maturing In:

Less than one year .......................... — 681 — 141 +1,679 — 816 +  16
More than one year . . . . . . . . . . . . . . . . . . . . . — — — 154 — — 154

Total ..................................................... — 685 — 142 +1,525 — 826 — 128

Note: Because of rounding, figures do not necessarily add to totals.
* Includes changes In Treasury currency and cash, 
f  Includes assets denominated in foreign currencies. 
t Average for four weeks ended on March 26.
I Not reflected In data above.

Tabic UK

AVERAGE ISSUING RATES*
AT REGULAR TREASURY BILL AUCTIONS

In percent

Maturities

Three-month. 
Six-month__

Weekly auction dates— March 1970

March
2

March
9

March
16

6.868
6.778

6.876
6.71t

6.88#
6.707

March
23

6.261

6.188

March
30

6.330
6.391

Monthly auction dates—January-March 1970

January February March
27 24 24

7.725 6.994 6.100
7.588 6.938 6.132

> Interest rates on bills are quoted in terms of a 360-day year, with the discounts from 
par as the return on the faoe amount of the bills payable at maturity. Bond yield 
equivalents, related to the amount actually invested, would be slightly higher.
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the sizable volume of securities yet to be marketed, under
writers released five issues from price restrictions on March 
18, reportedly the largest number of syndicates to disband 
at one time. Prices initially plummeted by several points, 
but some of the losses were later recouped in the wake of 
investor bargain hunting and dealer covering of short posi
tions. On that same day, Chairman Bums appeared before 
the Senate Banking and Currency Committee, and the 
combination of the market optimism generated by his 
testimony, reduced inventories, and the indefinite post
ponement of a large new issue resulted in a rally which 
lasted for several days. During this period, underwriters 
were able to mark up prices on new securities and still 
attract buyers while seasoned issues also increased in 
price. Prices of corporate bonds rallied further in reaction 
to the prime rate reductions of March 25, and the market 
closed the month with a good tone as investors responded 
favorably to a $150 million Bell Telephone System offer
ing on the final day.

The February rally in the tax-exempt market continued 
into the early part of March, and yields on these securi
ties showed further declines. In the short-term area, for 
example, local urban renewal agencies under the auspices 
of the Department of Housing and Urban Development 
sold $315 million of project notes on March 10 at an 
average interest cost of 4.27 percent, 62 basis points less 
than a month earlier, as the demand for short-term notes

continued strong. Despite the decline in yields, there was 
no extensive buildup in the municipal calendar and new 
issues were priced more aggressively until investor resis
tance began to appear toward the close of the second week 
in March. Subsequent new offerings provided substan
tially higher yields, but the issues moved slowly and an 
increasing degree of market congestion developed. As a 
result, the Blue List of advertised dealer inventories 
climbed from $380 million on March 6 to $642 million 
eleven days later, prompting dealers to reprice or free from 
restrictions altogether some of the slow-moving securities. 
Reflecting the investor hesitation around midmonth, The 
Weekly Bond Buyer’s index of yields on twenty municipal 
bonds rose by 23 basis points on March 19 from its level 
a week earlier, the first increase in the index in six weeks.

A more receptive atmosphere also developed in the 
market for municipal securities following Chairman Bums’ 
testimony, and dealers were able to sell sizable balances 
of two slow-moving issues offered earlier in the month. 
In addition, new offerings were priced several basis points 
higher than in the preceding week and were enthusiasti
cally received. Participants in the tax-exempt market also 
welcomed the prime rate reductions, and prices moved 
sharply higher in response. A note of caution developed 
toward the close of the month, however, as investors be
came more selective and prices on some issues moved 
lower.
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G o v ern m en t-S p o n so red  C red it A g e n c ie s

The rapid growth in recent years of the Federal Gov
ernment’s role in shaping the flow and distribution of 
credit through the private domestic financial markets is 
an aspect of national economic policy that has only re
cently begun to capture the attention it deserves. In the 
budget year that will end next June 30, official estimates 
place the total net increase of all Federal and Federally 
assisted credit at $19 billion, or approximately a fifth 
of the probable expansion of total credit for the fiscal 
year. The Federal Government’s private credit activi
ties take three forms: (1) direct lending by agencies 
that are part of the Governmental structure, (2) direct 
lending by agencies that are legally privately owned 
but which are Federally sponsored and operate to serve a 
public interest, and (3) the insuring or guaranteeing by 
the Federal Government of loans made by private lenders 
directly to private borrowers. The latter do not ordinarily 
involve use of Government or agency funds, except in the 
case of borrower default, but the risk protection afforded 
lenders is designed to encourage a greater flow of funds 
into this type of lending than would otherwise occur.

The Federally sponsored agencies, which are the sub
ject of this article, are of particular interest since they 
operate with substantial independence and have potentially 
important implications for the behavior of the economy 
and the financial markets. Indeed, taken together the 
sponsored agencies have become major financial inter
mediaries in recent years, as their role in providing se
lective credit assistance has expanded in an environment 
of high interest rates and generally restricted total credit 
availability. The immediate function of these agencies is 
to provide credit assistance to borrowers whose position 
in the financial markets is marginal or is subject to wide 
swings for cyclical or other reasons. More basically, 
however, their purpose is to redistribute real resources 
within the economy and/or to promote a greater degree 
of stability for some sectors than would otherwise be the 
case. The activities of the major sponsored agencies are 
now focused on the housing and agricultural sectors of the 
economy, but their scope has been broadening and the

use of this technique for Federally assisting other sectors 
of the economy is increasingly being proposed.

T H E  M A J O R  G O V E R N M E N T - S P O N S O R E D  A G E N C I E S  

A N D  T H E I R  C R E D I T  M A R K E T  A C T I V I T I E S

Of the five major sponsored credit agencies, three serve 
the agricultural sector of the economy and two provide 
financial support for the housing sector. The agricultural 
agencies—all of which are under the general supervision 
of the Farm Credit Administration—are the Federal Land 
Banks, the Federal Intermediate Credit Banks, and the 
Banks for Cooperatives. The housing-related agencies 
are the Federal Home Loan Bank System (FHLB) and 
the Federal National Mortgage Association (FNMA). 
The Land Banks and the FHLB became fully privately 
owned institutions a few years after the end of World War 
II, while the remaining three credit agencies continued 
under mixed Federal and private ownership until late 
1968. In October of that year, the important open market 
function of the FNMA was shifted to full private owner
ship, and the remaining functions of the original organiza
tion were transferred to a new Federally owned agency— 
the Government National Mortgage Association. Both the 
Federal Intermediate Credit Banks and the Banks for 
Cooperatives were converted to private ownership at the 
end of 1968, when all remaining Federal investment in 
these agencies was retired.

The change to private status has, of course, had a sub
stantial impact on the operations of the credit agencies. 
In particular, it has freed them from the constraints of 
the Federal budget, enabling them to expand their scale 
of operations more rapidly than would otherwise probably 
have been the case and also to respond more flexibly to 
short-run developments in their borrowing and lending 
markets. In Federal budget accounting, the net lending 
of agencies that are owned in part or in full by the Fed
eral Government is considered to be a budget outlay 
which contributes to a reduced overall surplus or a larger 
deficit. This, of course, tends to place limits on the activi-
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when the overall aim of fiscal policy is to achieve a par
ticular budget outcome within fairly narrow limits. By the 
same token, the conversion of agencies to private status 
also benefits the appearance of the Federal budget. Thus, 
when the FNMA and the two agricultural agencies were 
dropped from the Federal budget in 1968, the effect was 
to produce a considerable betterment of the relationship 
between total reported budget outlays and budget receipts. 
Indeed, were these three agencies still included in the 
budget, their projected net lendng for fiscal 1970 would 
add more than $6 billion to total budget outlays, resulting 
in a sizable overall Federal deficit rather than the modest 
surplus officially forecast earlier this year.

All the five major sponsored agencies are highly spe
cialized lenders. This is particularly true of the three that 
serve the agriculture sector, as their titles suggest. The 
Land Banks supply long-term real estate loans to farmers 
and ranchers through 643 local Land Bank Associations. 
The Intermediate Credit Banks, of which there are twelve, 
supply working capital by acting as banks of discount for 
agriculture. They discount agriculture and livestock paper 
and make loans to local financing institutions, such as 
production credit associations, agricultural credit corpora
tions, livestock loan companies, and commercial banks. 
The Banks for Cooperatives, which number thirteen, 
specialize entirely in financing through short-term loans 
the operations of farmers’ cooperatives.

The housing-support agencies also have closely defined 
lending authority, though their policies and procedures 
have been subject to considerable change over recent 
years as they have probed for new and better ways to 
serve the tight residential mortgage market. The FNMA, 
since becoming privately owned, operates almost entirely 
in the secondary market for home mortgages insured by 
the Federal Housing Administration or guaranteed by the 
Veterans Administration and for certain loans insured by 
the Farmers Home Administration. The corporation, as 
an active buyer and seller of these mortgages, provides 
a substantial degree of liquidity to this sector of the mort
gage market. More importantly, through heavy net pur
chases of such mortgages, the FNMA increasingly in re
cent years has acted as a major supplier of net new 
money to the Government-underwritten area of the mort
gage markets, and thereby has tended to have an impact 
on credit availability throughout the residential mortgage 
markets.

The Federal Home Loan Banks assist the mortgage 
markets in a less direct fashion than does the FNMA. 
While not dealing in mortgages directly, the district Home 
Loan Banks—which number twelve—supply credit assis-

mutual savings banks, thus smoothing the operations of 
these mortgage-specialized institutions and helping to fi
nance larger portfolios of mortgages at these private in
stitutions than would otherwise be the case. The role of 
the Home Loan Banks as a net supplier of loanable mort
gage funds to its members has taken on increasing impor
tance in recent years as these depositary institutions have 
encountered difficulty in attracting deposit funds from 
individuals and others. Indeed, the provision of expansion 
loans to its members has become a major policy goal of 
the Home Loan Bank Board.

Taken together, the five sponsored credit agencies in 
recent years have been one of the most rapidly growing 
classes of financial intermediaries (see chart). In late 
1964, before the current inflationary period began, the

CREDIT OUTSTANDING  AT SPONSORED CREDIT AGENCIES
End of ca len d ar y e a r  

Billions of dollars B illions of dollars

Note: FNMA data, prior to its becoming a private agency in October 1968, 

include secondary market operations only, for co.mparability.

Source: Board of Governors of the Federal Reserve System.
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total credit outstanding at the five sponsored agencies was 
only $14.2 billion, but by the end of 1969 the total had 
more than doubled to $32.6 billion, an annual rate of 
growth of more than 20 percent. The two housing- 
support agencies accounted for the predominant share of 
this expansion; their loan portfolios nearly tripled in the 
five-year span from the end of 1964 through 1969, rising 
from just over $7 billion to nearly $20 billion. However, 
the agricultural credit agencies also enlarged their loan 
portfolios very sharply—at an average rate of about 13 
percent per year.

The importance of these agencies in supplying funds 
for agriculture and housing has fluctuated widely from 
year to year, responding to changes in the availability of 
private credit to those sectors of the economy. For in
stance, in 1964, when overall credit conditions were rela
tively easy, the FNMA’s secondary market operations 
were about balanced between purchases and sales, and 
the FHLB extended a modest $x/ i  billion in additional 
advances to their member associations. However, the 
activities of both these agencies stepped up rather sharply 
in 1965, as mortgage market conditions began to tighten 
appreciably. Then, in 1966, when thrift institutions ex
perienced massive losses of deposits and mortgage credit 
availability was curtailed sharply, net secondary market 
purchases by the FNMA soared to nearly $2 billion and 
outstanding FHLB advances rose almost $1 billion. The 
next year mortgage credit conditions eased greatly, and as 
a result net FNMA purchases of mortgages dropped back 
to about $1 billion while FHLB advances outstanding to 
members were actually reduced by more than $ 2 ^  billion. 
In 1968, both agencies were again heavy net suppliers of 
funds to the mortgage markets, and in 1969, when the 
supply of private mortgage funds was under renewed severe 
pressure, FHLB advances rose an unprecedented $4 billion 
and net FNMA mortgage purchases reached $3.7 billion. 
The three agricultural agencies, taken together, almost 
doubled their net lending from 1964 to 1966, advancing 
about $1.3 billion to borrowers in the latter year, and since 
then have closely maintained the high 1966 lending pace. 
Lending in 1969 was almost exactly equal to the 1966 
total, as a sizable increase at the Intermediate Credit Banks 
was offset by reduced net credit extension at both the Banks 
for Cooperatives and the Federal Land Banks.

The rapid expansion of the Federally sponsored credit 
agencies has made them the most important single source 
of funds for both agriculture and housing. Since 1966, 
the three agricultural lending agencies have supplied more 
than half of the net increase in farm debt, exceeding the 
next largest source of farm credit—commercial banks. The 
share of total residential mortgage credit supplied directly

and indirectly by the FNMA and the FHLB has been 
subject to rather wide fluctuations, but the trend clearly 
has been upward. In 1969, these two agencies supplied a 
total of $7.7 billion of funds to the mortgage markets, or 
more than a third of all credit made available for housing. 
This was a considerably larger share than the 20 percent 
supplied in 1966, when mortgage credit availability was 
also greatly restricted. The dollar volume of mortgage 
credit made available by the FNMA and the FHLB in 
1969 actually exceeded that supplied by savings and loan 
associations and mutual savings banks out of funds 
obtained from sources other than FHLB advances.

All five agencies raise the bulk of their funds in the 
private credit markets through the sale of their own 
debt obligations. Except for certain participation certifi
cates, these securities are not guaranteed by the Federal 
Government as to principal or interest. However, because 
the agencies are operated under Government auspices 
and have had a record of sound financial management, 
their obligations have typically sold at market yields lower 
than those on private securities of comparable character
istics—though higher than the rates on issues backed by 
the full faith and credit of the Federal Government.

The securities offered by the sponsored agencies span 
a wide maturity range, but for the most part fall within 
the short- and intermediate-maturity bracket. The Federal 
Land Banks formerly financed much of their farm real 
estate lending through longer term issues, but recently 
have confined their borrowing largely to maturities of five 
years or less. On the other hand, the other two agri
cultural agencies—the Intermediate Credit Banks and 
the Banks for Cooperatives—have historically financed 
through issues of no longer than one-year maturity. The 
latter issues—debentures which are the consolidated obli
gations of all the regional banks in each system—are 
liquid, readily marketable instruments that have become 
viable alternatives to other short-term investments for a 
fairly broad range of investors. The two mortgage-support 
agencies also tend to finance in the shorter term end of 
the market, though there has been some tendency toward 
a lengthening of their new issue maturities as the nature 
of their lending operations have changed to place greater 
emphasis on supplying funds on a relatively permanent 
basis. In 1969, the FHLB’s new issues averaged 1.14 
years to maturity date, while the FNMA’s new borrowing 
averaged a significantly longer 2.16 years to maturity date.

Because of the relatively short maturities of their out
standing obligations and their massive demands for new 
funds to finance expansion, the Federally sponsored agen
cies are very active in the financial markets, entering 
them with increasing frequency for increasingly large
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amounts of funds. In 1969 alone, the five major sponsored 
agencies entered the markets on sixty-five separate occa
sions to borrow a gross total of $23.5 billion. The FHLB 
was the most active, conducting twenty-one separate fi
nancings that ranged in individual size from $200 million 
to $650 million and totaled more than $8 billion. The 
FNMA was somewhat less active, borrowing a little over 
$4 billion in fourteen separate financings. The Banks for 
Cooperatives and the Intermediate Credit Banks together 
raised more than $9 billion in twenty-three separate bor
rowings, the bulk of which was needed to refinance their 
maturing short-term obligations. Finally, the Land Banks 
in 1969 sold almost $2 billion of securities through seven 
separate flotations, and concentrated those issues in the 
six-month to three-year maturity category.

All issues by the Federally sponsored agencies are by 
custom or law subject to review by the United States 
Treasury. This procedure allows for Treasury and agency 
borrowing to be coordinated in order to minimize disrup
tions in the financial markets that might arise as a result 
of the bunching of large Treasury and agency issues. Such 
coordination is likely to become increasingly necessary, in 
view of the growing size and frequency of agency issues 
and their concentration in the same maturity bracket as 
that of much new Treasury borrowing.

T H E  E C O N O M I C  S I G N I F I C A N C E  O F  T H E  

F E D E R A L . A G E N C I E S

The rapid growth of the Federally sponsored credit 
agencies in recent years has greatly expanded their poten
tial for influencing the structure and overall performance 
of the economy. However, largely because of their exclu
sion from the Federal budget, the activities of these agencies 
do not receive as wide attention as other Federal programs, 
including those lending activities which still remain within 
the coverage of the Federal budget. This situation is all 
the more unfortunate since the credit programs that have 
been placed outside the budget are large and growing 
rapidly, while those that have been left under full Federal 
ownership are, in the aggregate, expanding little.

To be sure, most fiscal analysts have long argued that 
Federal credit programs have a considerably weaker im
pact on the overall economy than do Federal spending 
programs directly affecting income and expenditure flows 
—that is, Federal spending on goods and services or trans
fer payments. It was partly for this reason that the Presi
dent’s Commission on Budget Concepts in 1967 recom
mended the procedure, currently in use, of drawing 
together all direct Federal loan programs into a budget ac
count separate from that covering expenditures for goods,

services, and transfer payments. Federal loans are similar 
to other Federal outlays in that they provide the private sec
tor with spendable cash. However, unlike funds received 
through Government spending on goods, services, and 
transfer payments, the recipient of a Federal or agency 
loan incurs an obligation to repay the proceeds, with in
terest, Moreover, in the case of the sponsored credit 
agencies—all of which obtain their loan funds from the 
private financial markets rather than from general Federal 
revenues—the effect on the private sector’s assets and 
liabilities is offsetting, since the agencies absorb funds 
(sell financial claims against themselves) equal to the 
amount lent.

This, however, does not mean that the sponsored 
agencies have no significance for the overall economy and 
the behavior of the financial markets. These agencies are 
intended to strengthen the position of borrowers whose 
position in the financial markets is most tenuous. To the 
extent they achieve this end, the credit agencies encourage 
larger spending in their area of lending than would other
wise be the case. The question is whether their borrowing 
in the private capital markets results in smaller credit for
mation elsewhere, and a resulting spending offset. If there 
is no full offset, the activities of the agencies would tend to 
enhance the flow of total credit in the economy and total 
spending on goods and services as well. And, inasmuch as 
agency borrowing competes in the securities markets 
against some of the most strongly positioned borrowers in 
the economy, such as the Treasury and large corpora
tions, it can be argued that the offset is incomplete. If such 
is the case, the agencies do tend to add to the flow of total 
credit in the economy, and thus to exert an important 
stimulative impact on overall economic activity. Unfortu
nately, the state of knowledge in this area is not adequate 
to permit confident judgments about the magnitude of 
any such overall credit effect. However, it might be 
noted that, if Federal credit activities do tend to be finan
cially stimulative, then the achievement of any particular 
economic stabilization objective through overall credit 
restraint would involve a greater degree of general credit 
stringency, and a higher level of interest rates, than would be 
necessary in the absence of agency borrowing and lending.

Another closely related area of uncertainty is the extent 
to which Federal agency borrowing bids funds away from 
the credit markets in which they lend. To be fully effective 
in shifting resources to a particular sector of the economy, 
the funds an agency raises in the credit markets must not 
come from the pool of private funds that would otherwise be 
placed directly in the agency’s lending area. For example, 
borrowing by the Home Loan Banks must not divert deposit 
funds from the thrift institutions if FHLB advances to mem
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ber institutions are to be fully effective in augmenting the 
total supply of mortgage funds available from its members. 
If, however, a significant proportion of actual or potential 
depositors at thrift institutions are highly sensitive to interest 
rates available elsewhere in the securities markets, FHLB 
borrowing in the securities markets may, by tending to bid 
up rates in those markets, cause a large shift of deposits 
away from thrift institutions, resulting in a substantially 
offsetting reduction in their mortgage market lending. A 
similar offset might occur if, in the process of borrowing 
in the securities markets and lending in the mortgage 
markets, the FNMA gave rise to an initial change in rela
tive yields on these two classes of instruments that en
couraged a substantial shift by other private lenders out 
of mortgages and into securities. Indeed, the effectiveness 
of the Federally sponsored credit agencies rests largely on 
the condition that financial markets are imperfect in the 
sense that lenders and borrowers do not—for reasons of 
custom, regulation, inertia, or other barriers—move freely 
among financial alternatives in response to differential in

terest rate movements, or that interest rates are sticky and 
do not fully respond to the demand and supply effects that 
agencies exert on individual markets. Again, too little is 
known about these particular characteristics of the finan
cial markets, but it is probable that offsetting actions by 
private investors and lenders are important, and that the 
net impact of an agency’s activity on total credit avail
ability to a particular class of borrowers is significantly less 
than that indicated by the magnitude of the agency’s own 
lending to those borrowers.

The uncertainties about the structural and aggregative 
economic effects of the sponsored agencies apply as well 
to other areas of Federal credit involvement, including the 
provision of Federal loan guarantees, insurance, and in
terest rate subsidies. In view of the increasing application 
of Federal credit programs to achieve national policy 
goals, the effects of these programs on overall economic 
performance and on the efficacy of monetary and con
ventional budget policy deserve considerably greater atten
tion than has so far been the case.
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