The FOMC in 1983-84: Setting
Policy in an Uncertain World

R. W. Hafer

.S one reads through the record of the Federal
Open Market Committee (FOMC) meetings during
1983 and 1984, two issues pervade the discussions.
One is the effect of new financial innovations on the
measurement of the monetary aggregates, especially
M1. The uncertain impact of such innovations can be
viewed as the underlying reason for reducing the
weight attached to M1 in favor of the broader aggre-
gates, M2 and M3. This action, taken in October 1982,
continued 1o hold throughout 1983 and through the

first part of 1984.

The other major issue throughout the two years was
the economic recovery. Concern focused initially on
the emerging possibility of the recovery and later on
the strength and depth of the expansion. Because of
these uncertainties, policy implementation involved
increased attention fo recent econemic develop-
ments. This sensitivity to economic developments was
heightened by uncertainties arising from both the di-
vergence of the relationship of M1 and M2 to GNP —
the income velocity of each monetary measure — from
historical patterns and concern about the influence of
recent financial innovations on velocity. Later, uncer-
tainty persisted because the economy was expanding
more rapidly than expected and little upward move-
ment in the rate of inflation was evident. Moreover, the
size of the federal budget deficit and its presumed
interest rate effects were viewed as a menace to a
continuing economic expansion and a burden to the
setting of a non-inflationary monetary policy.
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The purpose of this article is to provide a chronolog-
ical examination of the Federal Open Market Commit-
tee's (hereafter "Committee's”} policy decisions dur-
ing the 198384 period. In doing so, we shall attempt
to sumnmarize the numerous factors influencing the
setting of its long- and short-run monetary policy

objectives.

Under the requirements set forth in the Full Em-
ployment and Balanced Growth Act of 1978, also
known as the Humphrey-Hawkins Act, the Committee
must transmit to Congress reports on its objectives for
annual monetary and credit growth targets. These re-
ports are submitted twice a vear, in February and
again in July. The February report discusses the Com-
mittee's annual growth rate targets for the current
calendar year, typically expressed as a growth rate
range from the fourth quarter of the previous year to
the fourth quarter of the current year® At the July

NOTE: Citations referred to as "Record” are to the "Record of
Policy Actions of the Federal Open Market Commitiee” found in
various issues of the Federal Reserve Bulletin. Citations referred to as
“Report” are o the “Monetary Policy Report to the Congress,” also
found in various issues of the Bulfetin.

'For a description of the FOMC’s membership during 198384, see
the insert on p. 16 of this issue.

*The use of fourth-quarter-to-fourth-quarter target ranges reduces
the problem of base drift. Before the use of these set annual targets,
the Committee would establish an annual money growth target each
quarter. Thus, the base of the new annual target would “drift” during
the calendar year depending on whether actual money growth in
any one quarter was above or below the existing target range. ki
shouid be noted, however, that the current procedure does not
efiminate base drift from one calendar year to the next.






meeting and in its midyear report to Congress, the
Committee reviews its progress toward achieving
these goals. At this meeting it also establishes tentative
growth rate ranges for the following calendar vear.

In establishing the 1983 growth rate ranges at its
February 1983 meeting, the Committee faced a situa-
tion in which the money-income relationship during
1982 had deviated substantially from historical norms.
Moreover, there was concern about the possibility that
these relationships would continue to change during
1983.

The cause of this concern was the significant de-
cline in the income velocity of both M1 and M2 in 1982.
For example, from the fourth quarter of 1981 to the
fourth quarter of 1982, M1 velocity fell at a 5.6 percent
rate and M2 velocity declined at a 6.2 percent rate. In
both instances, this prolonged decline in velocity was
unprecedented since the 1950s.°

Concern about the unpredictability of velocity was
related to a number of institutional developments that
transpired in 1982. These developments were the large
volume of maturing all-savers certificates beginning in
October, the introduction on December 14 of money
market deposit accounts (MMDAs) and the availability
of Super NOW accounts beginning January 5, 1983. It
was believed that these new accounts would blur the
historical distinction between M1 and non-M1 bal-
ances, that is, between balances held primarily for
transaction purposes and those held for savings. Con-
sequently, the Committee decided at its October 1982
meeting to aftach less weight in making policy deci-
sions on the behavior of M1 and rely more on the
behavior of M2 and M3."

Following this decision, the Committee set only a
tentative 1983 "monitoring” range for M1. This range
was set at 4 to 8 percent for the period from IV/1982 to

sNumerous studies have appeared recently atternpting to expiain the

recent behavior of velocity. Explanations for the large decline in M1
velocity include a significant reduction in inflationary expectations
(Keran {1984)), the decline in inflation and nominal interest rates
{(Judd (1983}), the cyclical response of velocity t0 a lengthy and
severe recession {Tatom {1983)), and the effect of the introduction
of new accounts in late 1982 and early 1983, which led o sharp
increases in the growth of M1 and, therefore, temporarily distorted
the observed behavior of velocity (Hafer (1984)).

“See Thornton (1983a) for a full discussion of this decision.

£/1983 {see table 1). Although higher and wider than
the 1983 target growth range established at the July
1982 meeting (2.5 percent to 5.5 percent), the new
monitoring range reflected a slowing from the actual
M1 growth of 8.7 percent for 1982.

The setting of this relatively wide range reflected
most Commitiee members’ concern about M1’s future
relationship with GNP because of the introduction of
new deposit accounts. Dissenting from the majority
vote, however, Presidents Black and Horn argued that
more policy weight should be given to M1. In this
regard they expressed the opinion that M1 “was more
reliably related 1o the Committee’s ultimate economic
objectives than were the broader aggregates” and that
it was more controllable® In the end, however, the
majority of the Committee voted to monitor the behav-
ior of M1 and evaluate its appropriate policy weight in
light of incoming evidence about the behavior of M1
veloeity.

In setting the 1983 growth target for M2, the Com-
mittee voted for a range of 7 to 10 percent. Breaking
from the use of a fourth-quarter-to-fourth-quarter pe-
riod, the M2 growth range for 1983 uses the February—
March average as the base period (see table 1). This
change was made because of the surge of funds in late
1982 and early 1283 into the new MMDA accounts
from sources not currently included in M2.

For example, by the end of 1982, MMDAs outstand-
ing had increased 1o about $87 billion and, by the end
of January 1983, to about $230 billion. It was expected,
however, that this influx of funds into MMDAs from
non-M2 assets would run its course by March, Thus,
the February-March base period was used to mini-
mize the distortions associated with banks’ aggressive
campaigns for the new MMDA accounts that occurred
since their mid-December introduction. Moreover, al-
though the 7 to 10 percent range for 1983 was higher
than the tentative § to § percent range established at
the July 1982 meeting, this growth path was judged to
represent about the same growth for the year as a
whole, once the distortions from the new accounts
were considered.

The 1983 growth range for M3 was set at 6.5 to 9.5
percent, identical 1o its 1982 range (see table 1). This
range reflected a reduction frem M3’s actual growth in
1982, about a 10 percent rate. Moreover, the Commit-
tee generally assumed that the new deposit accounts
would have only a minor impact on the behavior of
M3.

sRecord (April 1983), p. 290.



Also at this meeting the Committee agreed to estab-
lish a monitoring range for the growth of the total debt
of domestic nonfinancial sectors. The consensus was
to establish a growth range of 8.5 to 11.5 percent for the
peried from fourth quarter 1982 to fourth quarter 1983.
The Committee hoped that the debt measure would
provide an alternative piece of information that it
might use in assessing developments in the targeted
monetary aggregates *

Hhid., p. 289. The uselulness of this broad debt measure was argued
in a series of articles by Benjamin Friedman (1981, 1982, 1983).
Further support for this debt measure was presented in Kopcke
(1983} and Morris (1982, 1983). Other studies have demonstrated
that the reiationship between the behavior of debt and economic
activity makes debt a dubious candidate for an intermediate target.
See Hafer {1984 19835). Porter and Offenbacher (1983) and David-
son and Hafer (1983).
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As shown in table 1, the Committee reaffirmed its 7
to 10 percent growth range for M2 {using a February—
March 1983 base period) and its 6.5 to 8.5 percent
range for M3 at its midyear review. For 1984, the tenta-
tive ranges for M2 and M3 were reduced 8.5 percent-
age points. Thus, measured from IV/1983 to IV/1984,
the 1entative growth range for M2 was set at 6.5 to 4.5
percent and at § to 9 percent for M3. In setting these
ranges, it was argued that the distortions caused by
the shifting of non-M2 funds into MMDAg earlior in tho
vear had ceased to be significant. Also, the Committee
reaffirmed the 1983 range for total debt and estab-
lished a tentative 1984 growth range one-half percent-
age point lower at 8 to 11 percent.



The M1 data available for the first half of 1983 sug-
gested that the declines in M1 velocity observed dur-
ing 1982 and early 1983 were abating. T'o some extent,
the Committee recognized that factors influencing M1
velocity fand, therefore, M1 demand) during the pre-
ceding year probably were beginning to wane:

As the upward impact on M1 demand of earlier inter-

est rate declines has faded and a sizable buildup in

liquid balances has taken place, it seems probable that
some pickup in the velocity of M1 will develop over the

quarters ahead, in closer conformance with cyclical
and secular patterns of earlier years”

Though it appeared that the relationship between
M1 and GNP was returning to its historical norm, un-
certainty remained about the changing nature of the
M1 measure. That is, to the extent that M1 reflected
both transaction demands and the "savings propensi-
ties of the public,” the behavior of the current measure
of M1 relative to economic activity remained unclear.

In light of these doubts, two actions were taken:
First, the Comimittee agreed to retain the current
weighting structure of the monetary aggregates in the
formation of policy. Second, it decided to rebase the
1983 M1 growth range from IV/1982 to 11/1983. The
Committee agreed that rebasing M1 growth ranges

“Report {August 1983), p. 582,

would clarify to the public the fact that the expansive
growth of M1 during late 1982 and early 1983 was a
function of special financial innovations and not a
policy decision. Thus, by rebasing to 1/1983, the Com-
milttee wished to emphasize the point that it expected
and desired slower M1 growth ?

With the base period set at 1I/1983, the Commitiee
established a 5 to 9 percent growth monitoring range
fer M1 ending in IV/1983. Moreover, it also decided to
establish a tentative monitoring range of 4 to 8 percent
growth for the period from IV/1983 to IV/1984.

&

Table 2 reports both the target ranges and actual
growth rates for M1, M2 and M3 in 1983. The actual
growth rates reported use the original data and data
that reflect the 1984 benchmark and seasonal adjust-
ment revisions. Also, the M3 revisicn captures some
changes in its definition.®

The data reported in table 2 indicate that the actual
growth of M1 and M2 during 1883 were within the
targeted growth ranges set by the Committee. M3's
original growth rate of 9.2 percent was at the upper
bound of the range established for the year. Revisions
and the definitional change increased its growth
slightly, pushing the actual growth rate to 9.7 percent,
just above the 9.5 percent targeted upper bound for
the year.

At its January 30-31, 1984, meeting, the Committee
reviewed the tentative growth ranges lestablished in
July 1983} for the monetary aggregates. Although the
economic record of 1983 indicated that a substantial
recovery from the 1981-82 recession was under way,
concerns over the sustainability of the current expan-
sion and the breadth of the economic advance into
1984 remained.”

“Frank Morris, president of the Federal Reserve Bank of Boston,
dissented from this action on the grounds that both M1 and M2 were
unreliable measures to be used as infermediate targets for policy.
instead, he argued for increased emphasis on M3, L and total
nonfinancial debt in policy discussions.

sSee Appendix B to Report (February 1984).

°Staff projections presented at this meeting indicaled that real GNP
growth in 1984 would be moderate. Alsc, the central tendency of
Committee members' forecasts for real GNP in 1884, measured on
a IV/1983 to 1V/1984 basis, was 4 {o 4.75 percent, reflecting some
siowing from the actual & percent growth rate in 1983,
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With the possible impact of unprecedented federal
budget deficits, the rising foreign value of the dollar
and a growing imbalance between our exports and
irnports viewed as threats to the current expansion,
Committee members argued at this meeting that the
monetary growth ranges set for 1984 should promote a
long-lasting expansion along with a continuing con-
trol of inflation. As shown in table 1, the ranges estab-
lished for the period from IV/1983 to IV/1984 were as
follows: a 4 to 8 percent growth range for M1; 6 to 9
percent for M2; 6 to 9 percent for M3; and 8 to 11
percent for total domestic nonfinancial debt "

Al this meeting there also was some discussion
about the relative weight to be given to M1 in imple-
menting policy. The growth of M1 velocity had begun
to return to “normal,” expanding at a 5.4 percent rate
in IV/1983. Given M1’s recent behavior, “one member
urged placing primary emphasis on M1” and "a num-
ber of other members supported giving M1 greater
weight, if not primary emphasis, in light of what they
viewed as the emergence of a more predictable pat-
tern in its velocity."

Other members viewed M1’s future behavior in rela-
tion to GNP as uncertain due to the increased propor-
tion of M1 accounted for by interest-hearing NOW and
Super NOW deposits. Because of the perceived dif-
ficulties in predicting the public’s reaction to changes
in the economic environment — especially the inter-
est elasticity of these new accounts — the policy use-
fulness of M1 remained questionable. Thas, it was
agreed "for the time being"” that “substantial weight”
would continue to be placed on the behavior of M2
and M3, relative to M1 and total domestic nonfinancial
debt, in implementing policy.

[§
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Buring the first half of 1984, the M1 and M2 aggre-
gates behaved in a manner consistent with the Com-
mittee’s objectives established at its January meeting,.
Although some concern remained about the measure-
ment of the public’s demand for M1, the ranges estab-
lished previously for 1984 were reaffirmed (see table 1).
Although M3 and total debt increased at rates above
their target ranges during early 1984, the Committee
voted to retain their current 1984 growth ranges. The
Committee indicated, however, that, given develop-
ments in the first half of the year, M3 and total debt
might increase at rates somewhat above the limits of
their 1984 ranges.

*Record (April 1884}, p. 338.
2bid., p. 338.

AFRH 1985

The Committee discussed tentative ranges for 19835
at this meeting and, for M3 and total debt, the 1984
growth ranges were reaffirmed. For M1 and M2, how-
ever, the tentative 1985 ranges were set at rates below
those for 1984: the tentative range for M2 was set at 6 to
8.5 percent and, for M1, a range of 4 to 7 percent was
agreed upon.

An mmportant decision in this midvear review was
establishing a primary target range for M1 rather than
a monitoring range. Incoming evidence suggested that
M1 velocity was returning to a patlern consisternt with
previous cycles. For instance, from 1/1983 to 1171984,
M1 velocity increased at a 3.3 percent rate and, during
the first half of 1884, M1 velocity advanced at a 5.6
percent rate. Thus, with the evidence suggesting that
the M1-GNP relationship had returned to a more "'nor-
mal”’ pattern, it was agreed that M1 once again would
be used as an important tool in the implementation of
monetary policy.

Actual Money Growih in 1884

The growth of M1 during 1984, as in 1983, was
within the Committee’s long-run target range. As
shown in table 2, M1 growth was near the lower end of
the Committee’s 4-8 percent IV/1983-IV/1984 target
range. The growth rate for M2 in 1984 fell in the center
of the Committee's annual target: for the period from
IV/1983 to IV/1984, M2 increased at a 7.7 percent rate.
In contrast to M1 and M2 growth, the growth of M3
exceeded its target growth. The IV/1883 to IV/1984
growth rate for M3 — 10.5 percent — was 1.5 percent-
age points greater than the upper bound of the Com-
mittee’s desired 6 to 9 percent target growth range.

Sugrrrrmiasy
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Two themes clearly are evident in the long-run pol-
icy decisions of the Federal Open Market Committee,
One, the financial innovations of late 1982 and early
1983 influenced the Commitiee’s willingness to estab-
lish growth ranges for M1 and, to some extent, M2. The
rebasing of each measure's growth targets aftesis to
the fact that the sffects of the innovations were viewed
as temporary distortions.

While the perception that M2 was temporarily dis-
torted can be found in Committee discussions, the
majority opinion was that M1 would not prove as
dependable an intermediate target as M2. Stemming
from the fact that savings-type deposits had recently
become a larger proportion of M1, the Committee con-
tinued only to “monitor” its behavior until July 1984,
As more data hecame available through 1984, however,
the recognition that M1's behavior was returning to a
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more normal relationship with GNP induced the Com-
mittee to assign M1 a formal target range.

The Committee's setting of long-run growth objec-
tives in 1983 and 1984 secondly reveals its concern
over the durability and strength of the recovery. This
concernt does not seem to have stemmed from mone-
tary policy effects as much as non-monetary factors,
which some viewed as a threat to the expansion. Thus,
the long-run objectives aimed at promoting the recov-
ery and, at the same tirne, restraining the probable
inflationary impacts of rapid money growth.

SHORT-RUN POLIDY OBJRECTIVES

To examine more closely the impact of the changing
financial environment and the conflicting information
from the real economy, the following discussion
presents an outline of the Committee’s short-run deci-
sions during 1983-84.%

First Quarter 1983

The uncertainties stermniming from the effect of the
newly introduced MMDA and Super NOW deposits on
the monetary aggregates is revealed in the fact that no
short-term ranges were established at the February
1983 meeting {see tabie 3). At the March 28-29 meeting,
the data indicated that, although M2 had increased at
an exceptional pace in February due to a continuing
influx of non-M2 funds into MMDA accounts, the flow
had decreased sharply in March. M1 also had ex-
pancied sharply since January. Because the policy im-
portance of M1 had been lessened since the Gcetober
1982 meeting, however, the Comimniitee focused on the
behavior of the broader aggregates.

In light of the monetary data, the Committee agreed
that it would establish an environment consistent
with a slowing in M2 and M3 growth during the
March-June period 1o rates of about 9 and 8 percent,
respectively. Consistent with this was a growth range
of about 6 to 7 percent for M1, although the growth of
M1 was only monitored. It was noted, however, that
should predicted behavior of the monetary measures
or economic conditions change appreciably, policy
prescripticns may be altered during the intermeeting
period.

%
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Secorg {Jusrisr 1982
As the year progressed, the growth of real GNP came

in faster than had been forecasted. Preliminary data

28ynopses of the individual meetings are presented in the supple-
ment to this paper.
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reviewed at the May 24 meeting showed real GNP
rising at about a 2.5 percent rate during 1/1983. More
timely data indicated a strengthening in the economy:
industrial production increased 2.1 percent in April -
the largest one-month rise since 1975 — and unem-
plovment showed some downward movement. The
pace of inflation also continued to be moderate.

The monetary data for the period since the March
meeting supported the Commitiee’s expectation that
M2 growth would subside once the flow of funds into
the MMDA accounts slowed. Indeed, M2 increased at
only a 3 percent rate in April after growing at an 11
percent rate in March. Preliminary data for May, how-
ever, suggested that M2 growth had picked up again,
indicating that over the March—June period it might
run only slightly below the 9 percent target rate estab-
lished in March. As shown in table 5, the actual growth
rate of M2 during this period was 9 percent.

Although the policy importance of M1 had been
reduced, its above-target growth during the first quar-
ter of 1983 concerned some members of the Commit-
tee. That concern, together with continued signs of an
expanding economy, were factors in the decision to
follow a course of slightly reducing reserve availability
over the near term, even though M2 appeared to be
running only slightly below the 9 percent target
growth rate:

Other Compmittee members . . | felt that at least limited
tightening of reserve conditions was desirable in light
of the very rapid growth in M1 against the background
of accumulating evidence that the economic recovery
was accelerating.”

Although several members dissented, this policy
was reaffirmed in a telephone conference on June 23.
The evidence of a continued strengthening in eco-
nomic activity was mounting, and the growth of M1
remained relatively rapid. Consistent with these de-
velopments, it was agreed that the appropriate action
would be a modest increase in reserve restraint, even
though the growth rates of M2 and M3 remained near
their short-term targets,

Third {uarfer 1983

As shown in table 3, the Committee at its July 12-13
meeting established target growth rates for M2 and M3
at about 8.5 percent and about 8 percent, respectively,
for the period from June to September. The M1 moni-
toring rate for this period was set at around 7 percent.
At this meeting and again in August when the June—

“Record {August 1983}, p. 629
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September growth targets established in July re-
mained unchanged, the course and prospects of the
economic recovery were discussed at length. The
Commerce Department's preliminary estimate of a 6.5
percent growth in real GNP during the second quarter
was revised substantially upward to about 9.3 percent.
Moreocver, incoming data suggested that the economy
was continuing to expand quite rapidly in the third
quarter.”®

Some Committee members expressed their concern
during these mid-1983 meetings that the economy
might “overheat.” Two factors stand out in this re-
spect: first, the possible impacts of recently rising in-
terest rates on interest-sensitive sectors of the econ-
omy, such as housing; second, the growing belief that
large federal deficits and their effects on domestic
interest rates could, if left unchecked, "intensify credit
market pressures and divert financial and real re-
sources from needed private investment in plant and
equipment and housing.”* As Chairman Volcker
stated, "Left unattended {the budget deficit] remains

sFor example, the index of industrial production increased 1.8 per-
cent in July; non-farm payroll employment increased in July; produc-
tion of business equipment continued its early 1983 growth; and
inflation, measured by both the producer price and the consumer
price indexes, continued {0 be moderate.

**Record {October 1983}, p. 789.

the most single important hazard to the sustained and
balanced recovery we want.""

The notion thal the budget deficit would adversely
affect the economic recovery through its effect on in-
terest rates was stated often during the final meetings
of 1983. For example, at the meeting held on December
19-20, the retarding effects of deficit-induced high in-
terest rates again were discussed:

Some emphasized the vulnerability of the economy to
a substantial rise in interest rates, should one occur,
from levels that were already high in real terms. In this
connection, members referred to the desirability of
prompt action to reduce the federal deficit, whose size,
both current and prospective, was a major factor main-
taining upward pressure on interest rates.™

The continued rapid expansion of the economy also
brought forth concerns about future inflation. Al-
though some Committee members thought that the
available evidence from commodity and other price
measures did not indicate an acceleration of inflation,
others were less optimistic. The factors cited as har-
bingers of rising prices included underlying wage
pressures, a projected decline in productivity and the

Volcker (1983}, p. 603.

#Record (February 1884}, p. 117.
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possible fall in the foreign exchange value of the dollar,

These concerns are reflected, to a varying degree, in
the Committee’s directives during these final meet-
ings of 1983. At the October 4 meeting, M2 appeared to
be increasing at a rate well below the desired June—
September pace of 8 percent. As shown in table 5,
actual M2 growth for the June-September period was
about 6 percent. Although it continued only to be
monitored, M1 increased at about a 3 percent rate in
August and continued its slow growth into September,
In fact, actual M1 growth was 2.5 percentage points
below the Committee's desired June-September
growth rate of around 7 percent (see table 4).

In contrast to this sluggish end-of-summer growth,
the data reviewed at the November and December
meetings showed that M2 was increasing at a pace
near the 8.5 percent growth rate established for the
September—December period (see table 3). The growth
of M1, however, was slow in October, increasing at
only about a 1.5 percent rate. This slow growth contin-
ued through November, then showed a substantial
inerease in early December. As shown in table 4, M1
increased at a 3.1 percent rate from September to De-
cember, well below the Committee's monitoring rate
of around 7 percent. Thus, although M1 appeared to
be increasing at a slow pace, the strength of the recov-
ery and the renewed growth in the M2 and M3 mea-
sures cautioned against an easing policy stance dur-
ing the final months of 1983.

The economic data reviewed at the meeting held on

]
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January 30-31, 1984, suggested that the expansion was
slowing. Staff forecasts also suggested that real GNP
would grow moderately in 1984. At the same time,
most Committee mermbers felt that there would be
increased upward pressure on prices in 1984, due to
increased cost pressures as the economy experienced
a rise in its capacity utilization, decreased unemploy-
ment and the possibility of “special circumstances,”
such as an adverse harvest or a substantial decline in
the exchange value of the dollar. With M2 and M3
increasing at moderate rates during December and
January, and M1 growth accelerating in January
(based on unrevised data), the Committee agreed to a
policy action consistent with a growth rate of M2 and
M3 of about 8 percent and an M1 growth rate of about
7 percent for the period from December 1983 to March
19849

“Revised money growth data for 1983 became available after the
January meeting. These revisions, based on changes in the 1983
seasonal factors and benchmark adjustments, had significant ef-
fects on the growth of the monetary aggregates, especially in the
short run. For example, based on original data, M1 increased at
rates of 1.9 percend, 0.9 percent and 6.5 percent in Oclober, Novem-
ber and December 1983, respectively. The revisions suggested a
much stronger advance: October's growth rate was revised upward
o a 6.2 percent rate, November was increased {o a 3.2 percent rate
and the December figure was revised downward to a 5.3 percent
rate. Thus, the growth of M1 in IV/1883 jumped from a 2.1 percent
rate 10 a revised rate of 4.8 percent rate.

The revisions to M2 and M3 data also increased their growth rates
for IV/1983. On average, M2's growth rate for October, November
and December was increased 1.8 perceniage points. Revised M3
growth in November and December was 14.1 percent and 8.8 per-
cent, respectively, representing a 2.2 percentage-point increase in
the growth rate for each month over the preliminary data.



Several changes in the monetary, economic and
financial environment had transpired by the March
26-27 meeting. Based on data through mid-March,
M1's first quarter growth rate was estimated to be
about 7.3 percent, slightly above the short-run objec-
tive set in January (see table 3). M3 also was showing
some first quarter strength, rising at an estimated 8.5
percent rate. Both of these growth rates already placed
the two aggregates near the upper boundaries of their
1984 annual objectives. In contrast, M2 appeared to be
increasing at a rate that placed it near the lower
boundary of the 6 to 9 percent annuai growth rate
abjective.

The data available at the March meeting suggested
that real GNP growth was accelerating during /1984,
in contrast with earlier projections. In actuality, real
GNP increased at a 10.1 percent rate in /1984, up from
the 5.9 percent growth rate for IV/1983. Moreover,
monthly data available to the Committee at the March
meeting indicated falling unemployment and moder-
ate price increases.

Market interest rates generally increased 75 to 100
basis points between the January and March meet-
ings. Concern about these rising rates is reflected by
the telephone conference held on March 20, about a

2RBased on revised data.

week before the regularly scheduled March meeting.
During that discussion, the consensus was to pursue
the prevailing degree of reserve restraint, even if the
federal funds rate was persistently above the upper
boundary of 10 percent.

in light of these data, the FOMC decided at the
March meeting to maintain enough pressure on bank
reserve positions to be consistent with March-to-june
growth rate objectives of around 6.5 percent for M1, 8
percent for M2 and 8.5 percent for M3

An increase in credit demands during early 1984,
along with the relative restraint in money growth, ne-
cessitated an increase in the intermeeting range for
the federal fuinds rate to 7.5 to 11.5 percent, the first
such increase in over a year. In making this decision,
Comimnitiee members recognized that, not only was
there upward pressure on the federal funds rate, but

#'Three members dissented from this action. Governors Gramiey and
Wallich dissented in favor of a directive urging more reserve re-
straint and lower chjectives for money growth in the near term. Their
view was predicated on the idea that more restraint, given the
already robust recovery, would reduce the necessity of significant
restraintin the future should greater inflationary and financial market
pressures develop.

Governor Martin also dissented, based on the belief that currently
rising inlerest rates would adversely affect certain sectors of the
economy, such as housing, agriculture and thrift institutions.

g



the funds rate would likely fluctuate more because of
changing market expectations and the newly iniro-
duced two-week reserve period.”

During the period between the March and the May
23—22 meelings, interest rates continued 1o rise. In
response to these rising rates, the Federal Heserve
Board increased the discount rate from 8.5 percent {o

9 percent effective April 8, 1984. This increase, the first
since late 1882, came in response lo larger spreads
between short-term market interest rates and the dis-
count rate. As noted in the minufes of the May 21-22
meeting,
The increases in market rates apparently reflected
continuing strong credit demands as economic activ-
ity expanded, the absence of rapid progress in reduc-
ing the federal deficit, and related concerns about fu-
ture inflationary pressures and a possible need for a
more restrictive provision of reserves. ®

Along with rising interest rates, the data available at
the May meeting indicated that the real economy con-
tinued to expand at a relatively sirong pace. Moreover,
the growth of M2 and M3 in April was consistent with
the short-run objective set at the March meeting. M1,
however, showed essentially no change in its level
between March and April. Early May data, on the other
hand, suggested that M1 growth was strengthening
considerably.

2For a discussion of the effects of the contemporanecus reserve
requirerneris, see Thornion (1983h).
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In response to the conflicting signals from the mon-
etary measures, the economy and the financial mar-
kets, the Committee at its May meeting reaffirmed the
March-to-June growth rates for M1 and M2 estab-
lished at the March 26-27 meeting (see table 3). The
range for M3 growth was increased 1o about 10 per-
cent, up from the 8.5 percent rate previously set.

Interest rates continued to increase through the
surnmer. By the July 16-17 meeting, the federal funds
rate was about 75 basis points above its level at the
May meeting. Interest rates on bank CDs also were 50
ta 75 basis points higher® In contrast, rates on short-
term Treasury bills were little changed. Morsover, rel-
ative to the Committee’s desired money growth rates
for the March~June period, M1 was above ifs range
{table 4), while M2 and M3 were ahout in line with
expectations for the three-month period (fable 5).

The Committee faced an economic horizon clouded
by a variety of signals. It consequently agreed on pol-
icy actions consistent with getting the growth of the
monetary aggregates back to the desired annual range.
To do this, the June-September growth rate objectives
for M1, M2 and M3 each were revised downward from
the March-June path (see table 3). The Committee also
favored a further increase in the intermeeting range of
the federal funds rate to 8 to 12 percent.

Although CD rates were higher, there was congern that the recent
probiems with Continental Jllinois may have imparted a lazge risk
premium in hank CDs,



The rise in shortterm interest rates continued
through the August 21 meeting. In response, some
Committee members noted that a "lessening in the
degree of reserve restraint would appropriately tend
to offset the unusual pressures that had developed in
the federal funds market during June and July.”

This lessening in reserve restraint also was noted
with regard to the recent behavior of the monetary
aggregates. M1, for example, had declined at abouta 1
percent rate in July, after increasing at about a 12
percent rate in June. Early August data suggested that
M1 growth had recovered somewhat and that M2
growth was increasing at a relatively slow pace. In
light of the available data and the relative uncertainty
prevailing in financial markets, a June-September M1
growth of 5 percent or slightly less, down 0.5 percent-
age points from the three-month rate established at
the preceding meeting, was agreed upon. The rates for
M2 and M3 were not changed (see table 3},

Signs of an appreciable slowing in the pace of eco-
nomic activity appeared by the October 2 meeting. The
available data indicated that real GNP was still ex-
panding, but that its rate of growth had declined sub-
stantially since the first half of 1984. Final sales growth
also was off from rates established earlier, and the rate
of inventory accumulation had picked up sharply.
Consumer spending was down during the late sum-
mer months, and housing starts fell sharply in August.

In addition, the monetary data pointed to an unex-
pected shortfall in money growth for Y1984, The
available evidence showed M1 decreasing ata 1.1 per-
cent rate in july, a modest 2 percent rate of growth in
August and a moderate acceleration in September.
The broader measures, M2 and M3, also increased at
relatively sluggish rates during July and August. In
September, each measure showed some rebound in
growth *

At the October 2 meeting, a policy of increased re-
serve availability, followed during the August-October
intermeeting period, was continued. As shown in
table 3, this policy was expected to be associated with
a September—December growth rate for M1 of around
& percent, up from the sluggish growth for the third

#Record (November 1984}, p. 825.

*#The growth rates of M2 for July, August and September (original
values) were 5.3 percent, 4.9 percent and 7.9 percent, respectively.
The retevant growth rates for M3 are 5.0 percent, 8.0 percent and
11.2 percent.

quarter. The growth rates for M2 and M3 also were
expected 1o be slightly above actual third-quarter
rates.

Although this increase of reserve availability was
expected to produce faster fourth-quarter monetary
growth, the data available at the Novernber 7 meeting
continued to indicate that M1 and M2 were running
below fourth-quarter expectations. Although data for
M1 growth showed a sharp increase in September,
available October data suggested that M1 growth
would be negative.”

The persistent sluggish growth of M1 again gener-
ated opposing viewpoints among Commitiee mem-
bers about the reliability of M1 as an intermediate
target for policy. This is revealed in the following re-
port of the discussion:

During the Committee’s discussion of policy imple-
mentation for the weeks immediately ahead, a number
of members expressed concern about the persisting
weakness in M1, especially in the context of the con-
currenit "pause’” or "luli” in the economic expansion,
and they saw a need for some easing of reserve condi-
tions to encourage a resumption in M1 growth, Other
members, while not necessarily disagreeing, nonethe-
jess noted that the recent expansion of M2 had been
much closer to the Committee’s expectations and that
growth in M3 had been somewhat faster. A few mem-
bers cautioned against putting too much emphasis on
M1 in light of its typically volatile behavior, the difficul-
ties of achieving accurate seasonal adjustments, and
the often unpredictable relationship of M1 to aggre-
gate measures of economic performance.®

In setting policy for the intermeeting period, the
Committee voted for policy actions consistent with a
growth rate for M2 of around 7.5 percent and for M3 of
around 9 percent for the September-December pe-
riod. In each case, the expected growth was the same
as that indicated at the October meeting. In contrast,
M1 was expected to increase at only around a 3 per-
cent rale during the fourth quarter, or about half the
monitoring growth rate sef at the October meeting. In
addition, the intermeeting federal funds rate range
was dropped to 7 to 11 percent, down from the 8 to 12
percent range used since the July 16-17 meeting. This
reduction reflects the fact that interest rates fell sub-
stantially during the October—November intermeeting
period.

The sharp increase in Septembers growth rate over August (4.9
percent vs. 2.0 percent) reflects the effect of about a $7 billion
increase during the week of September 10, This increase, reflecting
the so-called Social Security effect, was temporary: during the next
few weeks, reported changes in M1 were negative. In fact, the
growth rate for October was —7.0 percent.

2Record (February 1985), p. 95.
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Between the Novernber and December meetings,
open market operations were directed toward an eas-
ing of reserve pressures in the banking system. This
policy course was taken for several reasons: "lagging
growth in the narrow money supply, generally slug-
gish expansion in the economy, subdued inflation,
and continued strength of the dollar in foreign ex-
change markets."*

The desire to increase reserve availability during
this period stems partly from the cbservation that,
even with a strong growth of M1 in November (about
8.5 percenti, M1 growth was low since summer and
would probably come in somewhere in the lower half
of the Committee’s 1984 range. Indeed, the discussion
of policy actions at the December meeting focuses on
the behavior of M1 more so than during previous
meetings. This is clear from the fact that, even though
the policy for the intermeeting period called for easing
reserve positions, M2 and M3 had shown extremely
strong advances in November (15 percent and 16 per-
cent, respectively).

At the December meeting, some members favored
“some further easing of reserve conditions to encour-
age satisfactory growth in M1 and to improve the pros-
pects for economic expansion in 1985.”* Also,

because of the currently estimated shortfall in M1
growth in the fourth quarter compared with the mem-
bers’ expectations at the beginning of the quarter, the
Committee decided that somewhat more rapid growth
of M1 would be acceptable for the period ahead, par-
ticularly if the faster growth occurred in the context of
sluggish expansion in economic activity and contin-
ued strength of the dollar in foreign exchange
markets,

Thus, in the final meetings of 1984, concern about
various factors that might slow the expansion contin-
ued to play a major role in policy discussicn. Staff
forecasts anticipated a moderate expansion in 1985,
Even so, considerable attention was paid to the “po-
tential complications associated with massive and
sustained federal deficits and very large imbalances in
the nation's foreign trade.”

Because of uncertainty about the sustainability of
the expansion, the Committee established the Novern-
ber 1984-to-March 1985 short-run growth ranges for
M1 and M2 at rates slightly above those for the fourth

2lbid., p. 232.
®ibid., p. 234.
*bid., p. 235.
®lpid., p. 233.
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quarter. The range for M1 was set at around 7 percent;
for M2, it was set at around 9 percent. Combined with
a lowering of the intermeeting federal funds range to 6
to 10 percent, this decision reflected the consensus
that somewhat faster money growth was desirable,

CONCLURION

The impact of financial deregulation on the mea-
surement and interpretation of the monetary aggre-
gates, along with concern about the strength of the
econopmic recovery, were major factors influencing the
setting of monetary policy in 1983 and 1984. The po-
tential etfect of two new accounts — money market
deposit accounts in December 1983 and Super NOW
accounts in January 1984 — on the growth of M1 and
M2 influenced the Committee to continue its policy of
giving little weight to M1 behavior and, with regard to
M2, to alter the base period for the 1983 annual target
10 & February-March average. Indeed, the uncertainty
about M1 growth and the coincident behavior of its
income velocity perpetuated the Commitiee's posi-
tion begun in late 1982 of basing policy primarily on
behavior of the broader aggregates throughout 1983
and the first half of 1984,

Unecertainty about the economic recovery also per-
vaded Comunittee discussions during the past two
years. This concern arose not only from the changing
behavior of the money-income linkage, but also from
the massive increases in the federal deficit, variable
interest rates and the sustained strength of the dollar
in foreign exchange markets. In large part, however,
these fears did not materialize in a faltering economic
expansion.

Changes in the financial and economic environ-
ment will continue to influence monetary policy-
makers’ decisions. Although changes in financial reg-
ulations influenced the use of monetary aggregates,
especially M1, during the past two vears, recent evi-
dence and Committee discussions suggest that M1 is
once again receiving an irnportant place in policy. The
important policy problem confronting the Committee
once again is how to maintain a noninflationary
growth of the monetary aggregates in the contextof a
dynamic economy.

BEFERENCES

Axirod, Stephen H.  “Issues in Monetary Targeting and Veloeity,” in
Monetary Targeling and Velocity (Federal Reserve Bank of San
Francisco, 1983).



Davidson, Lawrence S., and R. W. Hafer. “Some Evidence on Se-
lecting an Intermediate Target for Monetary Policy,” Southern Eco-
nomic Journal {October 1983), pp. 406-21.

Friedman, Benjamin M. “The Relative Stability of Money and Credit
‘Velocities' in the United States: Evidence and Some Specula-
tions,” Working Paper No. 645 (National Bureau of Economic
Research, 1981).

— . "Monetary Policy with a Credit Aggregate Target,” in
Karl Brunner and Allan H. Meltzer, eds., Money, Monetary Policy,
and Financial Institutions, Camegie-Rochester Conference Series
on Public Policy (Spring 1983a)}, pp. 11748,

“The Roles of Money and Credit in Macroeconomic
Analysis,” in James Tobin, ed., Macroeconomics, Prices, and
Quantities: Essays in Memory of Arthur M. Qkunt (The Brookings
Institution, 1983b), pp. 161~89.

Hafer, R. W. “The Money-GNP Link: Assessing Alternative Trans-
action Measures,” this Review (March 1984a), pp. 19-27.

——— . “Mioney, Debt and Economic Activity,” this Review
{June/July 1984b), pp. 18-25.

e+ 211008ING Between M1 and Debt as an Intermediate
Target for Monetary Poficy,” in Karl Brunner and Allan Meltzer,
eds., Camegie-Rochester Conference Serles on Public Policy
{Spring 1985, forthcoming).

Judd, John P, “The Recent Decline in Velogity: Instability in Money

Demand or inflation?” Federal Reserve Bank of San Francisco
Economic Review (Spring 1983), pp. 12-19.

Supplement

APRE 1885

Keran, Michael W. “Velocity and inflation Expectations: 1922-
1983,” Federal Beserve Bank of San Francisco Economic Review
{Summer 1984}, pp. 40-55.

Kopcke, Richard W.  “Must the Ideal ‘Money Stock’ be Controlla-
ble?” New England Econornic Review (March/April 1983), pp.
10-23.

Morris, Frank E. “Do the Monetary Aggregates Have a Future as
Targets of Federal Reserve Policy?” New England Economic Re-
view {March/April 1982}, pp. 5-14.

——e -+ “Monetarism without Money.” New England Economic
Review (March/April 1983), pp. 5-9.

Porter, Richard D., and Edward K. Offenbacher. “Empirical Com-
parisons of Credit and Monetary Aggregates Using Vector Autors-
gressive Methods,” Federal Reserve Bank of Richmond Economic
Review (November/December 1983), pp. 16-29.

Taton, John A, “Alternative Explanations of the 198283 Decline in
Velocity,” in Monetary Targeting and Velocity (Federal Reserve
Bank of San Francisco 1983).

Thornton, Daniei ..  "The FOMC in 1982: De-emphasizing M1,” this
Review (June/July 1983a), pp. 26-35.

. "l.agged and Contemporaneous Reserve Accounting:
An Alternative View," this Review {November 1983b), pp. 26-33.

Volcker, Paul A. “Statement before the Committee on Banking,
Finance and Urban AMHairs,” Federa! Reserve Bulletin {August
1983}, pp. 601-08.

FOMC Discussions in 1882 and 1984

This supplement provides the reader with a chronologi-
cal account of policy discussions for the meetings held in
1983 and 1984, These selected excerpts are taken from the
“Recerd of Policy Actions.” Included in each “Record” are
analyses of current economic conditions, staff projections
of future economic developments, discussions of existing
and possible policy actions and a reporting of the operating
instructions issued by the FOMC. The full text of each "Re-
cord” appears in issuss of the Federal Reserve Bulletin.

Meeting Held on February -8, 1383

On several occasions following the December meeting,
the Committee discussed the extraordinarily rapid growth
in MMDAs that had taken place since the accounts had
become available in mid-December and the implications of
that growth for the behavior and interpretation of the mon-
etary aggregates. At the conclusion of a discussion on Janu-
ary 28, 1983, it was the Commitiee consensus to maintain
the existing degree of reserve restraint for the time being but
not to increase that restraint further in response to the
reported over-target growth of the broader monetary aggre-
gates because that growth appeared to be primarily related
to the massive redistribution of funds under way.

At this meeting it was reported that MMDAs had grown to
more than §210 billion by late January, and available evi-
dence suggested that some of the December increase in M2
and much of the surge in January was related to the associ-
ated shifts of funds out of non-M2 assets — such as market
instruments and large-denomination CDs — into MMDAs....
Growth of M1 remained rapid in January, although the
increase was appreciably smaller than the average pace in
other recent months. To date, M1 growth appeared to have
been little affected on balance by the introduction of
MMDAs in mid-December or of Super NOW accounts in
early January,

While the gutlook for economic activity and prices was
generally viewed as favorable, it remained subject to consid-
erable uncertainty. Some members stressed the potential
abstacles to a sustained recovery, including the prospect of
continuing large federal deficits in the absence of new legis-
lation, the outlook for weak export markets, real interest
rates that were still high by historical standards, and the
possibility of further disturbances in international and do-
mestic financial markets. On the other hand, a number of
members commented that once under way, the recovery
might gather momentum and prove to be markedly more
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vigorous than the staff had projected, with the expansion in
1983 perhaps more in Jine with the average experience in
the first year of previous economic recoveries.

For 1983 the Committee faced the question of whether
underlying relationships between monetary and ultimate
economic objectives might still be in the process of chang-
ing. Past cyclical expansions had typically been accompa-
nied by sharp increases in velocity, particularly for the nar-
rower measures of money.... Members recognized that it
could take some time before this newly emerging behavior
of M1 in relation to GNP became clear. The broader mone-
tary aggregates, too, were being affected by institutional
changes, with M2 especially influenced in 1983 by shifts
into its MMDA component from market instruments and
large-denomination CDs.

In the course of the Committee’s discussion, a consensus
emerged in favor of setting target ranges for all three mea-
sures of money but to depart from past practice in some
respects in light of the complexities and uncertainties that
were involved. Most of the Committee members agreed that
it would be desirable for the time being to place substantial
weight on the broader aggregates, M2 and M3. It was ex-
pected that, once the bulk of shifts had taken place, the
performance of those aggregates in relation to economic
activity might be somewhat more predictable than that of
M1 during the year ahead, although major uncertainties
affected all of the aggregates.

It was agreed that the behavior of M1 would be monitored
and that the degree of emphasis to be placed on that aggre-
gate as the year progressed would depend on evidence
about whether the behavior of the velocity of M1 was be-
coming more predictable and beginning to show its usual
cyclical characteristics.

M2 grew at an estimated annual rate of about 24 percent
in February, only a little below the exceptional pace in
January, as its growth continued to be greatly affected by
shifts of funds from market instruments and other non-M2
sources into the new money market deposit accounts
{(MMDASs) included in M2. M3 grew at annual rates of about
12 and 1372 percent in January and February respectively.
However, growih in both of the broader aggregates ap-
peared to have decelerated substantially during March.

Growth in M1 accelerated to an extraordinary annual rate
of about 22 percent in February, and, on the basis of prelimi-
nary dala, was sstimated to have remained rapid in Maren,
though probably slowing somewhat from the February rate.

In the Commiitee’s discussion of the econormic situation
and outlook, the members agreed that a recovery in eco-
nomic activity appeared to be under way, although several
commented that the evidence available thus far was too
fragmentary to permit a firm evaluation of the strength of
the upturn.

Reference was also made to the retarding impact of rela-
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tively high real interest rates, and some members expressed
the view that an appreciable rise in interest rates, if such a
rise ‘were to occur, could greatly inhibit the recovery in
interest-sensitive sectors of the economy, such as housing
and automobiles, which had tended to lead the recovery
thus far.

With respect to M1, most members felt that persistence of
its unusually sharp decline in velocity early this vear cast
doubt on the aggregate as a principal guide for policy at this
time; however, a view was also expressed in favor of giving
M1 more weight in the formulation of the Committee's

In the course of their discussion, Committee members
expressed differing views with regard to the appropriate
course for policy in the weeks immediately ahead. The
members were narrowly divided between those who fa-
vored some increase in reserve restraint over the next few
weeks and others who preferred to maintain the degree of
reserve restraint contemplated at the March meeting. This
divergence reflected varying assessments of the strength
and sustainability of the economic recovery; differing views
with regard to the interpretation of the monetary aggre-
gates; and different opinions concerning the risks associ-
ated with the likely impact of alternative policy courses on
domestic interest rates.

A number of members were also concerned that under
current circumstances even a modest tightening of reserve
conditions might have a disproportionate impact on senti-
ment in domestic and international financial markets and
lead to sizable increases in domestic interest rates.

Other Committee members, however, weighed the risks
associated with alternative policy courses differently, They
felt that at least limited tightening of reserve conditions was
desirable in light of the very rapid growth in M1 against the
background of accumulating evidence that the economic
recovery was accelerating.

Several members commented that slightly greater re-
straint on reserves would be desirable at this point to mini-
mize the possible need for more substantial restraint later,
reducing the interest rate impact on financial markets over
time and helping to sustain the expansion. Reference was
made to the favorable effect such a move might have on
market perceptions about monetary policy and the outlook
for containing inflation, with the consequence that pros-
pects for stable or declining interest rates in long-term debt
markets would be enhanced as the recovery procesded.

Growth in M2 and M3 accelerated in May and continued
refatively strong in June, with both aggregates expanding at
an estimated annual rate of about 10 percent.

M1, which had surged to an annual rate of growth of
about 26 percent in May, expanded at a rate of around 1042



percent in june.

The view was expressed that the restraining impact on
private eredit demands and economic activity of even cur-
rent relatively high interest rates — which seemed espe-
cially high in real terms — could well be underestimated,
and a view was expressed that a decline in interest rates
trom present levels would probably be needed to prolong
the recovery during 1984.

At this meeting the Committee reviewed iis target ranges
for 1983 and established tentative ranges for 1984 in light of
the basic objectives of encouraging sustained economic
recovery while fostering continued progress toward price
stability and promoting a sustainable pattern of interna-
tional transactions. In setting these ranges, the Commitiee
recognized that the relationships among the money and
credit aggregates and nominal GNP in the period ahead
were subject to considerable uncertainty.

Against this background, a key uncertainty confronting
the Committee was whether M1 velocity in the future would
exhibit characteristics more in line with earlier postwar
experience. Recent evidence seemed o suggest that the
decline in M1 velocity was ending, as might be expected as
the lagged upward effect on demand from earlier declines
in interest rates wore off and as business and consumer
attitudes became more optimistic.

In this view M1 would continue to be given reduced
weight in the formulation of monetary policy and primary
emphasis would continue to be placed on the broader ag-
gregates. A few members, however, preferred to suspend
the targeting of M1 at this time because they viewed its
prospective behavior as too uncertain to permit the estab-
lishment of a meaningful range.

With a little greater restraint on reserve availability rela-
tive to demands, the federal funds rate and other short-term
interest rates rose about 20 to 40 basis points on balance
over the intermeeting period. Atypically, long-term rates
rose by more than short-term rates, increasing about 80
basis points. Market participants apparently reacted to in-
dications of further strength in the economy, 10 concern
about possible increases in inflationary pressure later dur-
ing the economic recovery, and to the heavy borrowing by
the US. Treasury, particularly in connection with the mid-
August financing, as well as to the slightly irmer degree of
restraint on hank reserve positions.

Members continued to express concern about the pros-
pects for large federal deficits. Although a stimulative fiscal
policy had contributed to the rebound in economic activity,
continued large deficits as the recovery proceeded would
tend to intensify credit market pressures and divert finan-
cial and real resources from needed private investment in
plant and equipment and housing. The view was expressed
that actions to reduce future deficits, if of sufficient magni-
tude, could work to ease pressures on interest rates in a
period of rising private credit demands.
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Turning to policy for the near term, the Commitiee con-
sidered whether any further adjustinent in the degree of
restraint on bank reserve conditions would be desirable
under current economic and financial circumstances, given
the behavior of the monetary and eredit aggregates. The
members noted that growth in the broader aggregates, on
whiich the Committee had been placing primary emphasis,
had slowed substantially.... Growth in M1 had moderated
somewhat further in July, but it remained above the short-
run, june-to-September path that the Comimnitiee had ex-
pected would be consistent with its third-quarter objectives
for the broader aggregates and also above its longer-run
monitoring range. Incoming data suggested, however, that
M1 growth would probably continue to decelerate in
August,

At the conclusion of the discussion the members agreed
that no change needed to be made at this time in the degree
of pressure on bank reserves. Accordingly, a consensus was
expressed in favor of maintaining about the existing degree
of reserve restraint for the period immediately ahead.

Meeting Held on OGetober 4, 1983

In the latter part of the summer, growth in M2 remained
at, or below, its reduced pace in July, and over the June-to-
September period its growth was estimated to have been
well below the annual rate of around 8 percent expected by
the Committee. Growth in M3 strengthened somewhat in
late summer and in the third quarter that aggregate ex-
panded at a pace close to the expected rate. Meanwhile,
expansion in M1 fell fo an annual rate a little below 3
percent in August, and growth remained relatively low in
September. By September all three monetary aggregates
appeared to be within the longer-run ranges specified by
the Committee, with M2 in the lower portion of its range, M3
in the upper portion of its range, and M1 somewhat above
the midpoint of its monitoring range.

In the Committee’s discussion of the economic situation,
the members were generally optimistic about the prospects
for continued recovery in economic activity and contain-
ment of inflationary pressures. They agreed that the staff
projection of moderate economic growth seemed to be the
most likely outcome for the year ahead, and in this connec-
tion some members commented that a more moderate rate
of economic growth than that experienced recently would
be more consistent over time with sustaining the expansion
and containing inflation. The view was expressed, however,
that the rate of inflation could turn out to be somewhat
higher than projected and the rate of expansion somewhat
slower . . . the members again expressed a great deal of
concern about the prospects for massive federal deficits. It
was observed that the Treasury's large borrowing needs
were already exerting upward pressure on interest rates,
and that greater pressure could be expected i relatively
large Treasury credit demands continued and were aug-
mented by growing business demands for a substantial
amount of external funds to finance their investments.



In October, both M2 and M3 grew at annual rates close to
the 8%z percent pace sought by the Commitiee for the Sep-
tember-to-December period: growth in M2, after slowing
substantially over the summer months, accelerated 1o an
estimated annual rate of about 9 percent, while growth in
M3 was at an estimated annual rate of about 8 Vs percent. On
the other hand, expansion in M1, at an annual rate of about
1/ percent, remained low. Through October, M2 was at a
level in the lower portion of the Committee’s range for 1983
and M3 was in the upper portion of its range. M1 was in the
lower portion of the Committee's monitoring range for the
second haif of the year.

While all the members expected the rate of economic
growth to moderate over the year ahead, there were some
differences of view with regard to the timing and likely
extent of the slowdown. Some members anticipated that
the slowdown might be appreciably less than projected by
the staff, with unfavorable implications for inflationary
pressures and the ultimate sustainability of the expansion.

In the view of some, however, an argument could be made
in favor of a small, precautionary step in the direction of
firming in light of the continuing strength of the economic
expansion and the associated danger of a resurgence of
inflationary pressures during the year ahead. While ac-
knowledging the risks of inflation in a rapidly expanding
economy combined with large budget deficits and the rela-
tively rapid monetary growth earlier in the year, most mem-
bers saw sufficient uncertainties in the outlook to counsel
against any change in reserve pressures at this time. Some
members were also concerned that under the prevailing
circumstances even a modest increase in restraint on re-
serves might have a disproportionate impact on domestic
and international financial markets.

One member indicated a preference for giving increased
weight to M1 in the formulation of monetary policy and
commented that its slow growth, should it persist, could
threaten the sustainability of the economic expansion,
Other members commented that the deceleration of M1
growth in recent months had to be evaluated against the
background of unusually rapid expansion in the latter part
of 1982 and the first half of 1983.

Meefing Held on December 19-20, 1983

In the view of some Committee members, the expansion
in economic activity during 1984 might well exceed the staff
projection, given the momentum of the recovery and a stim-
ulative fiscal policy.

Other members were somewhat less sanguine about the
prospective strength of the ongoing expansion. Some em-
phasized the vulnerability of the economy to a substantial
rise in interest rates, should one occur, from levels that
were already high in real terms. In this connection, mem-
bers referred to the desirability of prompt action to reduce
the federal deficit, whose size, both current and prospec-
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tive, was a major factor maintaining upward pressure ¢
interest rates.

while nearly all the members could accept a policy
maintaining at least the existing degree of reserve restrair
some expressed a preference for some slight firming imm
diately in light of their assessment of the economic situ
tion and concerns about the potential for a reemergence
inflationary pressures. Other members preferred to mal
no change in the existing degree of restraint for now, pemn
ing a further evaluation of economic developments ar
monetary growth.

A number of members were also influenced by the rel
tively sluggish growth of M1 over the course of rece
maonths, although such growth appeared to be acceleratir
in December. Some urged that greater weight be placed ¢
M1 in the formulation and implementation of policy; and |
the view of one member, reserve conditions should t
eased promptly if it became clear that growth in M1 w:
remaining sluggish.

Meeting Held on January 30--31,1984

in the Committee’s discussion, nearly all the membe
indicated that the ranges tentatively established for 19¢
remained acceptable, although some expressed a prefe
ence for slightly lower ranges for one or more of tb
aggregates,

The ranges under consideration for 1984 assumed thi
the relationships between the monetary aggregates an
nominal GNP - the velocity of money — would be broad
consistent with past trends and cyclical patterns followin
atypical behavior in 1982 and early 1983. A tendency f
velocity to rise as 1983 progressed suggested a return t
ward earlier velocity patterns, but several Committee men
bers believed that more experience was needed before thi
trend was confirmed,

In this situation most members agreed that for the tim
being substantial weight should continue to be placed o
M2 and M3 in policy implementation, while growth in M
should be evaluated in light of the performance of th
broader aggregates. The view was expressed that emphas!
on the broader aggregates appropriately recognized th
remaining uncertainties with respect to the relationshi
between M1 and economic activity, and it was also observe
that the use of a relatively wide range for M1 tended to wor
in the same direction. However, one member urged placin
primary emphasis on M1 and also supported a narrowe
range for that aggregate, noting that the introduction «
contemporaneous reserve accourding provided an oppol
tunity to exert closer control over its short-run behavior.
number of other members supported giving M1 greate
weight, if not primary emphasis, in light of what they viewe
as the emergence of a more predictable pattern in its veloc
ity, at least in relation to that of M2 and of M3. Still othe
members were not prepared to increase the policy role «
M1, at least at this time. In the view of these members, th
prospective behavior of M1 velocity remained subject t
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unusual uncertainties, in part because of the institutional
changes reflected in the increased role in M1 of NOW (nego-
tiable order of withdrawal account) and Super NOW com-
ponents, which bear interest and serve both a transactions
and a longer-terrn savings function. These and related
changes made it difficult to anticipate the public's demand
for cash balances under varying circumstances or the re-
sponse of depository institutions in altering terms on the
newer components of M1,

In the Committee's discussion of policy for the short run,
all of the members indicated that they could support a
policy directed toward maintaining essentially the existing
degree of restraint on reserve positions. Such a policy was
thought likely to be associated with short-run growth in the
monetary aggregates consistent with the Committee's ob-
jectives for the year.

In their discussion the members took note of uncertain-
ties associated with the introduction of contemporaneous
reserve accounting on February 2. The members agreed
that no substantial changes would be made in open market
operating procedures at this time, but they anticipated the
passage of some time before depository institutions fully
adjusted their reserve management to the new accounting
system. In that interval, for instance, depository institutions
might want to hold more excess reserves than usual. The
members agreed that such developments would need to be
accommodated by adjustments to reserve paths.

Data available through mid-March indicated that since
December M1 and M3 had been expanding somewhat more
rapidly than anticipated at the January meeting. Tentative
estimates suggested that in the first quarter as a whole M1
and M3 grew at annual rates of about 74 percent and 8V
percent from the fourth quarter, well up in their longer-run
ranges of 4 to & percent and 6 to 9 percent respectively
established by the Committee for 1984, Growth in M2 ap-
peared to have been less rapid than previously expected
and was estirnated to be at a rate in the lower part of the 6 to
9 percent range for 1984.

Market interest rates moved considerably higher over the
intermeeting pertod, generally rising about 34 to 1 percent-
age point in both short- and long-term markets. The in-
creases appeared to be induced hy the sirength of eco-
nomic activity and private credit demands, disappointment
over the absence of significant progress to curb the federal
deficit, concern that prices might rise more rapidly, and
expectations that monetary policy would not accommo-
date rapid growth in money and credit.

In the Committee’s discussion of the economic situation
and outlook, members expressed concern that the current
pace of the economic expansion, if maintained for long,
would lead to growing imbalances, to price and wage pres-
sures in some sectors of the economy and te continuation
— against the background of persisting large federal deficits
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— of exceptionally heavy credit demands. Consequently,
the sustainability of the expansion would be jeopardized.

At the same time, several members observed that, in the
light of various imbalances and distortions, both domestic
and international, the economy might be vuinerable to large
and sudden increases in interest rates and pressures on
financial markets. The emergence of strong business credit
demands on top of a continuing large rate of increase in
consumer and mortgage credit and massive Treasury
financings accentuated these risks.

The point was also emphasized by some members that
significant shortfalls in monetary growth might desirably
lead to some easing of interest rate pressures. There was
general aceeptance of an approach that would take into
account such factors as the apparent strength of economic
activity and of inflationary pressures in any adjustment of
the degree of reserve restraint. A number of members also
called attention to the rate of credit growth, which had
accelerated considerably in early 1984 and which appeared
to be an important factor in recent interest rate increases.

with regard to preferences for the Committee's opera-
tional approach, there were some differences of view about
whether the recent degree of reserve restraint should be
maintained or altered in the period ahead, and under what
conditions. Many felt that maintenance of something like
the degree of restraint that had developed in recent days
offered a reasonable prospect for achieving the monetary
growth and financial market conditions that would foster a
sustainable pace of economic expansion, help to contain
inflation, and minimize the potential damage t{o interest-
sensitive sectors of the economy.

Other members of the Committee, viewing demand pres-
sures on the economy as stronger and posing a more imme-
diate threat of rising price pressures and growing im-
balances, felt that some intensification in the degree of
reserve restraint was called for at this time. This would, it
was maintained, reduce the risk that much more vigorous
restraint would be needed later, with sharply adverse con-
sequences for sectors of the economy that were vulnerabie
to rising interest rates. These members were, nonetheless,
concerned about moving too aggressively in the direction of
greater restraint, given the sensitive state of domestic and
international credit markets and uncertainties about the
underlying strength of demand pressures.
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M1 changed little in April, but data available for early May
suggested a considerable strengthening. Given the pickup
in early May, it was estimaled that growth of M1 since
March was roughly in line with the 6 percent annual rate
of expansion sought by the Committee for the March-to-
June period. Expansion in M2 was at an annual rate of about
74+ percent in April, close to the rate specified by the Com-
miitee for the three-month period, while growth in M3, at
an annual rate of 10% percent in April, was well above its
81/ percent March-to-June growth path,

[#
£ad



FEDERAL RESERYE BANK OF 57, LOUS

Most of the members, as they had at previous meetings,
expressed concern that growing capacity constraints, de-
clining unemployment, and the prospect of reduced pro-
ductivity growth might be conducive to greater inflationary
pressures over time.

A more optimistic view of the ocutlook for inflation empha-
sized the possibility of currently relatively favorable wage-
cost developments continuing for some time.

In the view of most members, no significant change in
policy — in either direction — was desirable at this time in
light of the performance of the economy, the behavior of the
monetary aggregates, and conditions in financial markets.
Under present circumstances, it was argued, any significant
further restraint would produce added strains in interest-
sensitive sectors of the economy such as housing and agri-
culture and would incur an undue risk of a pronounced
effect on already somewhat unsettled financial markets,
with adverse effects on economic activity. At the same time,
the apparent strength of the ongoing expansion and in-
flationary concerns argued against any significant easing.
An argument advanced in favor of slightly greater restraint
was that such a policy would tend to improve the prospects
of achieving a desirable moderation in the rate of business
expansion and progress over time in containing inflation.

Meefing Held on July 16-17, 1984

The members recognized that there were a number of
threats to the realization of the relatively favorable eco-
nomic developments implied by their projections and that
the maintenance of a satisfactory economic performance
for an extended period could only be assured by timely
actions in a number of policy areas. Given the persisting
strength of domestic demands, which had been growing
faster than GNP as reflected in the widening deficit in exter-
nal trade, several members indicated their concern about
the risks that those demands might proceed too long at an
unsustainable pace, with potentially adverse implications
for inflationary pressures and for the continuation of the
expansion itself. On the other hand, most members clearly
did not want to rule out the possibility that relatively high
interest rates, partly related strains in international and
domestie financial markets, and cautionary attitudes that
might be emerging in economic sectors such as housing
might result in more substantial slowing than was typically
indicated. Various imbalances and distortions in the eco-
nomic and financial picture, notably the massive deficits in
the federal budget and in the current account of the bal-
ance of payments, were also viewed as particular sources of
Concern.

In the course of discussion about the appropriate ranges
for the aggregates, the members noted that in recent quar-
ters the behavior of M1 in relation to nominal GNP had been
more consistent with previous cyclical patterns than had
been the case during 1982 and early 1983. As a result it was
concluded that M1 should be given roughly equal weight
with the broader monetary aggregates in the implementa-
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tion of monetary policy. However, the behavior of M1 as w
as that of the broader aggregates would still continue to
appraised in light of developments in the economy a
financial markets, the outlook for inflation, and rate of cre
growth.

In the Committee’s discussion of policy implementati
for the weeks immediately ahead, a majority of the me
bers expressed a preference for continuing to maint:
about the current degree of restraint on reserve positions
number of members, while finding the current approach
policy implementation acceptable, nonetheless were p
pared to look toward some slight easing of reserve con
tions, either currently or soon should monetary growth |
to pick up from recent trends. They believed that such
approach would likely be consistent with attainment of 1
third-quarter objectives for monetary growth that had be
set at the July meeting, given the shortfall in the aggrega
since the meeting, and would also be consistent with sig
of some weakening in the rate of economic growth relat
to expectations. Moreover, in the view of at least some
these members, some lessening in the degree of rese
restraint would appropriately tend to offset the unus
pressures that had developed in the federal funds mar
during June and July. Those pressures were not associal
with any change in the degree of reserve restraint, but tb
appeared to reflect the emergence of more conservat
reserve management attitudes on the part of banks. Ot
members commented, however, that any active effort
ease reserve conditions would be undesirable at prese
and could well be misinterpreted, unless clearly related
emerging weakness in monetary growth in the context
appreciably slower-than-expected expansion in econor
activity,

As compared with conditions at the time of the previc
meeting, the monetary aggregates had weakened — w
M1, for example, closer to the middle of its longer-run rar
-— and there were more indications of a moderation in |
expansion of economic activity. It was understood that z
intermeeting adjustment in reserve pressures would not
made automatically in response to the behavior of the mu
etary aggregates, but would be undertaken only in the o
text of appraisals of the strength of economic activity a
inflationary pressures, and evaluations of conditions in «
mestic and international financial and banking markets a
the rate of credit growth.
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The information reviewed at this meeting indicated t
growth in real GNP had slowed appreciably in the th
quarter from the annual rate of about 8/ percent recort
in the first half of the yvear. The slowing was most markec
final sales, which seemed to grow little during the quar
while the rate of inventory accumulation appeared to h
accelerated. Thus far in 1984, the rise in various measure:



prices and wages appeared {o be close 10, or slightly below,
the pace in 1983,

As the intermeeting period progressed, incoming infor-
mation pointed to continuing substantial shortfalis in
growth of the monetary aggregates relative to the Commit-
tee's expectations for the third quarter. Growth of M1 in
August turned out to be dquite small, and while there ap-
peared to be a moderate acceleration in September, expan-
sion over the three-month period from June to September
was running well below the Committee's expectations.
Growth of M2 and M3 also appeared to have picked up in
September after expanding at relatively sluggish rates over
the previous two months, but growth in these broader ag-
gregates over the summer was also lower than expected.

Against the background of monetary growth that was
weaker than anticipated, evidence of a slowing pace of eco-
noric advance, and a rapidly rising dollar in foreign ex-
change markets, open market operations were conducted,
as the intermeeting period progressed, so as to lessen pres-
sures on bank reserve positions,

The Committee’s discussion of the economic situation
and outlook focused on the implications of recent indica-
tions of appreciably slower growth in the context of an
economic cutlook that was already complicated by unusu-
ally large, sustained federal deficits, a strengthening dollar
on exchange markets, and sensitive domestic and interna-
tional financial markets. Many members commented that
the economy appeared to be adjusting to a reduced, but
potentially more sustainable, rate of expansion and that the
moderation was likely in turn to be associated with rela-
tively subdued rates of wage and price inflation. 1t was
noted that many past expansions had been interruptecd by a
“pause” in the rate of economic growth. Although no one
could say with certainty whether this most recent experi-
ence represented a “pause” and, if so, how long it would
last. a number of members believed that a modest rebound
was a likely prospect for the next quarter or two followed by
some moderation in the rate of expansion later. Other mem-
bers gave more weight to elements of slowing in the current
economic situation, and they saw a greater likelihood of
sluggish growth in the period ahead.

Several members referred to the progress that had been
made in containing inflation, although some threats to fu-
ture progress remained, and a few members commented
that inflation was still the main econornic problem for the
longer run. In this connection, concern was expressed that
too strong a resurgence in spending, though not viewed as a
tkely development, would intensify inflationary pressures
and would set in motion forces, which could threaten the
sustainability of the expansion itself. Moreover, as the for-
eign exchange value of the dollar rose, the possibility in-
creased that a subsequent decline in the exchange rate
could be precipitous when it occurred, which would exert
significant upward pressures on domestic prices.

In the Committee's discussion of policy implementation
for the weeks hmmediately ahead, most of the members
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favored directing open market operations, at least initially,
toward maintaining the lesser degree of reserve restraint
that had been sought in recent weeks. Such an approach to
policy was expected to be associated with expansion in the
monetary aggregates from September to December at rates
that were somewhat above those experienced over the third
quarter, especially in the case of M1. It was noted in this
connection that the degree of reserve restraint had been
eased appreciably in recent weeks and that any further
easing should be contingent upon clear evidence of further
weakness in the monetary aggregates and the economy.

Growth in the monetary aggregates strengthened in Sep-
tember from the sluggish pace in August. But data available
for October indicated that M1 declined during the month;
as a result, M1 was running well below the Committee’s
expectations for growth in the fourth quarter. Expansion in
M2 was also below the Committee's expectations, although
to a much lesser extent, while growth in M3 appeared to be
at a pace somewhat above the Committee's expectations.

Toward the end of the intermeeting interval, open market
operations were conducted to further reduce pressures to
borrow in recognition of the extended weakness of M1, and
to a degree M2, against the background of incoming eco-
nomic and financial indicators suggesting, on balance, a
marked slowing in the pace of economic expansion. As a
result of these developments, together with market expec-
tations of monetary easing and a drop in other short-term
rates, the federal funds rate moved down irregularly from
around 11 percent just before the Qctober meeting to
around 10 percent most recently, with trading on several
days in the area of 9%z percent or below, At the same time,
other short-term rates fell about 1% to 132 percentage
points over the period. Long-term rates on taxable securi-
ties generally declined about 3/4 percentage point, re-
sponding in part to expectations of an improved outiook for
inflation as oil prices weakened as well as to the signs of
moderating economic expansion. Most major banks re-
duced their “prime” lending rate in several steps from 1234
percent to 12 percent, and a few banks lowered their rate to
11%4 percent.

In the Cuinmittee’s discussion of the economic situation
and outlook, members commented that a mixed pattern of
developments had fostered increased uncertainty about
the prospects for economic activity. While most agreed that
the staff projection of moderate growth in real GNP was a
reasonable expectation, much of the discussion focused on
the risks of an appreciable deviation from the projection
under prevailing circumstances. A few members believed
that the chances of a deviation were tilted in the direction of
somewhat faster expansion than the staff was projecting,
but others expressed concern that the rate of growth might
remain quite slhuggish in the near term with some possibility
of a rise in the rate of unemployment.

The outlook for consumer expenditures was cited as a
key area of uncertainty. Several mermnbers felt that evidence
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of general improvement was still lacking after the summer
slowdown. It was noted, however, that a number of retailers
expected sales to improve in conjunction with the forth-
caming holiday season. A failure of consumer spending to
revive in line with expectations would have adverse impli-
cations for economic growth beyond the fourth quarter, as
it would reinforce a recent tendency by businesses to curb
their accumulation of inventories or possibly induce them
to attempt to reduce previously acceptable inventory levels.

Members who were relatively optimistic about the pros-
pects for economic activity noted the favorable impact that
recent declines in interest rates were likely to have on inter-
est-sensitive sectors of the economy such as housing. They
also noted that the basic forces that had given impetus to
the expansion over the last several quarters were still largely
present. These included rising consumer incomes, a high
degree of consumer confidence and relatively strong finan-
cial positions, a subdued rate of inflation, a favorable out-
look for investment in plant and equipment, and a large
federal deficit that, at least in the short run, provided a
strong stimulus to the expansion. A number of members
observed, however, that while underlying factors favored
sustained expansion, the timing of a pickup in economic
growth following the “pause” experienced in recent
months remained uncertain and growth might well remain
relatively sluggish in the current quarter.

Most members felt that the potential for a sharp upward
surge in business activity had diminished appreciably for
the time being and with it the possible need for a near-term
reversal of easing steps already taken. On balance, nearly all
of the members favored further easing from the reduced
degree of reserve restraint sought recently. While prefer-
ences with regard to the extent of such easing differed
somewhat, a majority urged that the lesser restraint be
implemented in limited steps, pending an evaluation of its
impact on financial markets and of incoming information
on the economy and the monetary aggregates. A number of
members, who suggested slightly more aggressive steps,
stressed that the risks of stimulating an intensification of
inflationary pressures were relatively small under foresee-
able circumstances and that, on balance, more weight
needed to be given to the risks of inadequate monetary and
economic growth. With regard to the latter, some members
noted that the economy appeared to have the capacity for
somewhat faster expansion than was generally expected
without genérating significantly greater inflationary
pressures.

In the course of the Committee's discussion, the mem-
bers generally agreed that under prevailing economic and
financial conditions, policy implementation should be par-
ticularly alert to the possible need for adjustment toward
lesser restraint. It was felt that any such adjustment should
be made promptly, although not automatically, depending
on the behavior of the monetary aggregates and continuing
indications of relatively sluggish economic activity. In this
view, policy implementation should be relatively tolerant,
for a time, of a substantial rebound in monetary growth,
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given the unexpected weakness of M1 in October. Any ad-
justment of operations in a tightening direction should also
depend upon clear evidence of substantial strengthening in
economic activity,

Mesiing el on Decemmber 1718, 1884

The information reviewed at this meeting indicated a
mixed pattern of developments, with some sectors showing
a pickup from the hull of earlier months. On balance, how-
ever, economic activity appeared to be expanding in the
current quarter at a rate approximating the considerably
reduced pace recorded in the third quarter. Broad mea-
sures of prices generally continued to increase at rates
close to those in 1983,

Open market operations over the intermeeting interval
were directed at achieving some reduction in pressures on
bank reserves against the background of lagging growth in
the narrow money supply, generally sluggish expansion in
the economy, subdued inflation, and continued strength of
the dollar in foreign exchange markets. The average level of
borrowing by depository institutions at the discount win-
dow moved down on balance over the period. and in No-
vember nonborrowed and total reserves increased at an-
nual rates of about 171z and 11%4 percent respectively. The
decline in borrowing, along with a reduction in the dis-
count rate from 9 to 8% percent on November 21, was
associated with a drop in the federal funds rate from the 8/
to 10 percent area at the time of the November FOMC meet-
ing to around 8% percent recently, with trading on the days
immediately preceding this meeting somewhat below that
level. Other short-term interest rates also moved down, de-
clining about 50 to 90 basis points; intermediate-term rates
fell about 45 to 63 basis points, while most long-term rates
declined only modestly.

In the Comumittee's discussion of the economic situation
and outlook, the members differed 10 some extent on the
prospects for economic activity in 1985, but they generally
agreed that underlying economic conditions favored fur-
ther moderate growth during the year, especially in the
context of a stimulative fiscal policy and the decline in
interest rates that had occurred. While various measures of
economic activity continued to indicate a mixed pattern of
developments, some recent information suggested a less
sluggish overall performance than earlier.

The members continued to give considerable emphasis
to the many risks that could lead to an unexpected out-
come, especially in view of potential complications associ-
ated with massive and sustained federal deficits and very
large imbatances in the nation's foreign trade. Other areas
of uncertainty related to various financial strains or other
problems in several sectors of the economy, including
energy-related industries and especially agriculture which
was experiencing serious difficulties in many parts of the
country. It was alsce noted that the recent tax proposals of
the U.S. Treasury might tend to alter business spending
plans in uncertain ways as the likelihood of implementa-
tion of various elements of the proposals was assessed.



As they had at previous meetings, the members gave a
good deal of attention to the effects of the continuing
strength of the dollar in foreign exchange markets. The
related surge in imports was having a very negative impact
on production in many domestic industries, while expan-
sion in exports was being curbed by the appreciated value
of the dollar as well as by relatively slow economic growth
abroad. Somme members commented that they saw little or
no prospect for significant improvement in the trade bal-
ance in 1985,

The members continued to regard the outlook for in-
flation as relatively favorable in the sense that a moderate
expansion in economic activity was not seen as likely to be
associated with renewed upward pressures on wages and
prices or, absent a sharp decline in the dollar, strong new
price pressures from other sources. Members noted that
prices of sensitive commodities were still declining and that
there appeared to have been a downward shift in in-

flationary expectations in recent months, with favorable
implications for future progress in containing wage and
price increases. Indeed, a number of members commented
that somewhat faster econormic growth than was generally
expected at this time might also be compatible with little or
no additional inflationary pressures in 1985. At the same
time, it was emphasized that the rate of inflation was stiil
too high and needed to be reduced over time.

During the Committee’s discussion of policy implemen-
tation for the intermeeting period ahead, most of the mem-
bers expressed a preference for directing open rmarket oper-
ations toward some further easing of reserve conditions to
encourage satisfactory growth in M1 and to improve the
prospects for economic expansion in 1985. The views of
these members differed to some extent on the degree of
easing that should be sought. A few members, though,
wanted essentially to maintain, pending new develop-
ments, the lesser degree of reserve restraint that had been
achieved recently.



