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AT ALL BUT ONE meeting throughout the first
eight months of 1973, the Federal Open Market Com-
mittee (FOMC) issued a directive calling for slower
growth in monetary aggregates. During the last two
meetings of the year, with information on the likely
consequence of the oil shortage continuing to be as-
sessed, the Committee sought “to achieve some easing
in bank reserve and money market conditions.”

This annual review of FOMC decisions is intended
primarily as a description of actions under varying
legal, traditional, and economic constraints. The make-
up of the Committee and the published intentions
and instructions to the Trading Desk of the New York
Federal Reserve Bank are summarized in accompany-
ing exhibits. A brief outline of observed and projected
economic conditions, as presented in various docu-
ments,1 is discussed in conjunction with actions taken
at that time.

POLICY .ACT.IONS IJY 1973

At the time of the FOMC meeting in January 1973,
the United States was experiencing one of the strong-
est economic recoveries in its recorded history. At
the end of 1972, gross national product was up 10.6

percent from a year earlier, which consisted of a 7
percent growth in output and a 3.3 percent increase
in the price level. Employment rose at an unprece-
dented rate of 3.3 percent and unemployment de-
clined to 5.1 percent. A strong demand for credit
manifested itself in an annual increase of bank credit
of 14 percent over the year and, in spite of the
7.7 percent increase in the narrowly defined money
stock (M1), the prime rate still rose from 5.25 per-
cent in late December 1971 to 5.75 percent in De-
cember 1972. Over the same period the market yield

~The “Record of Policy Actions,” Federal Reserve Bulletin
(April J973-February 1974). “Financial Developments” for
the four quarters of 1973, Federal Reserve Bulletin (April,
August, November 1973, and Februasy 1974).

on Treasury bills rose from about 4 to just over 5
percent, and the Federal funds rate rose from 4,14
to 5.33 percent.

The economic expansion of 1972 was marred by
anticipations of reemerging inflation. In 1973 price
rises did indeed accelerate and were accompanied by
a rapid rise in interest rates. Concern with inflation
and the high cost of credit became widespread early
in the year. On numerous occasions in various public
sources it was referred to as the major problem facing
the economy.

A higher rate of inflation, particularly during the
first part of this year which now seems likely, is
bound to endanger the outcome of the many wage
negotiations that will begin this spring. A low rate of
inflation is a necessity for assuring labor to accept
moderate wage increases.

Unfortunately, the assurance that must be offered
to labor is the promise that inflation will again mod-
erate sometime by the end of the year and not the
demonstrable fact that inflation has been sufil-
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ciently checked, - [Wilbur D. Mills, New York
Journal of Commerce, February 8, 1973]

However, with labor and capital resources being
utilized more fully, the expanding demand for goods
and services could begin to pull prices upward and
thereby reinforce prevailing cost-push pressures. In
the absence of monetary and fiscal restraint, excess
aggregate demand might easily re-emerge and touch
off a new round of inflation

This must not be permitted to happen. The hard-
won gains our Nation has made in the struggle
against inflation must not be frittered away. To do
so would sap the confidence of our people in the
integrity of govermnent. [Arthur F, Bums, State-
ments to Congress, Federal Reserve Bulletin (March
1973), pp 164-68]

In addition to the inflationary problems which un-
derscored the course of 1973, the predictable decline
in the growth rate of real product began to take
place. The rate of growth of output in 1972 had been
almost double its long-term trend, and the decline in
the rate of growth was inevitable. This became quite
apparent in the middle of 1973 when reported short-
ages of intermediate goods began to develop, reflect-
ing capacity constraints and misallocation of resources
generated by price and wage controls. The announce-
ment of the Arab oil boycott in October was inter-
preted as a factor which would create a decline in
energy supplies and would further exacerbate the de-
cline in production. The FOMC staff correctly pro-
jected this decline and the Committee took this
projection into consideration, It is important to em-
phasize that this projected decline in the growth of
output was attributed by some to supply considera-
tions, rather than to the decline in demand which
normally accompanies recessionary periods.

Meanwhile, inflation continued on its upward path.
There were many different factors to which the ac-
celeration of prices was attributed:

But as the Fates would have it, several unusual
factors combined to impart a new dimension to our
inflationary problem this year First, the devaluation
of the dollar not only resulted in higher prices of
imported goods, but also affected our price level by
leading to some substitution of domestic for foreign
products and by imparting a sharp impetus to foreign
demand for our products. Second, our economic ex-
pansion has been accompanied by rapid expansion
in virtually every other industrial country. The
worldwide demand for capital equipment and in-
dustrial materials — goods for which the United
States is a major supplier — has therefore burgeoned.
Third, our current ability to expand output of basic
industrial materials is narrowly limited — in large
part because investment by producers of key ma-
terials has been held back in recent years by unsatis-
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factory profits and new environmental controls,
Fourth, bad weather in a number of countries se-
verely restricted agricultural production last year —

at the very time when the demand for foodstuffs
was rising rapidly in response to the worldwide ex-
pansion of incomes and employment. The concatena-
tion of these special factors has played a decisive
role in driving up prices this year jiArthur F. Burns,
“Objectives and Responsibilities of the Federal Re-
serve System,” Federal Reserve Bulletin (September
1973), p. 655]

In spite of these special considerations, the Com-
mittee apparently felt that a rapid growth of the
money stock could have been a contributing factor2

and repeatedly voted to restrain the expansion of
monetary aggregates.

As discussed in the “Record of Policy Actions” of
the Federal Open Market Committee, the Commit-
tee’s staff reported increases in the price level at
every meeting, and projected further increases in
February and the last four months of the year. Given
the economic conditions at the beginning of the year,
developments during 1973, and the staff projections
of a decline in money demand because of the cumula-

2”At present there is no real alternative to a restrictive mone-
tary policy. To be sure, if we permitted money and credit
to expand at a more rapid pace, short-term interest rates
would decline for a brief period But in so doing we would
be adding fuel to the inflationary fires now raging. Before
very long interest rates would rise again, and probably well
beyond their present level, as both lenders and borrowers
adiusted to the quickened pace of inflation. The simple and
inescapable truth is that inflation and high nominal interest
rates go together.” [Arthur F. Burns, “Objectives and Re-
sponsibilities of the Federal Reserve System,” Fedemal Re-
serve Bulletin (September 1973) p. 656]
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tive impact of rising interest rates, the Committee
voted for slower growth of monetary aggregates in all
of its meetings between January and August with the
exception of April. On seven occasions the FOMC
called for a slower growth than had occurred over
the previous six months. And, indeed, if the results of
these actions were expected to become effective over
an approximate span of the subsequent six months,
the Committee’s actions can be interpreted as having
been successful (see Table I). In April and in the
last four months of the year, the staff projected mod-
erate growth in the demand for money and the Com-
mittee adopted a directive indicating a desire to
achieve moderate growth in monetary aggregates.

Growth of the narrowly defined money stock dur-
ing 1973 can be divided into two periods: in the first
half of the year money grew at a 7.4 percent annual
rate, as measured from the last quarter of 1972 to
the second quarter of 1973; in the second half the
growth was 4.8 percent from the second quarter of
1973 to the fourth quarter of 1973. When the trend
is measured from the first quarter of 1970 to the
fourth quarter of 1973, this sharp change in the
growth rate of M1 reduced the average growth of
money only from 7.0 to 8.7 percent.

Although the growth of monetary aggregates slowed
as desired, month-to-month growth was highly vola-
tile; it varied from a 15.1 percent annual rate of

growth in the May/June period to a 3.5 percent an-
nual rate of decline in August/September. Such
volatility has been attributed to many factors3 which
were operating in the economy in 1973. These erratic
short-run movements were resisted by the Committee,
and between meetings the Committee was consulted
nine times when the growth of the aggregates seemed
to fall outside acceptable ranges. In all cases but three,
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”Soon after the April meeting, it appeared that the mone-
tary aggregates would grow in the April-May period at
rates in excess of an acceptable range even though esti-
mates suggested that reserves available to support private
nonbank deposits (RPD’s) would grow in that period at an
annual rate below the range of 10 to 12 per cent specified
by the Committee. The divergent tendencies were attrib-
uted to two main factors: Banks’ excess reserves were
lower than anticipated and currency in circulation was
growing snore rapidly than expected.” [“Record of Policy
Actions” of the Federal Open Market Committee, Federal
Reserve Bulletin (August 1973), p. 5771

“The narrowly defined money stock (Mt), after changing
little over the third quarter, grew moderately in October
and rapidly in November. It appeared that the November
rate of growth hnd been affected by such temporary in-
fluences as expansion in precautionary balances held by the
public in response to the ne’v economic uncertainties and
increases in deposits of foreign commercial and central banks.”
[Ibid., Federal Reserve Bulletin (February 1974), p. 116.]

Also see “Financial Developments in the First Quarter of
1973,” Federal Reserve Bulletin (May 1973), and p. 9
of this Review; “Financial Developments in the Second
Quarter of 1973,” Federal Reserve Bulletin (August 1973),
and pp. 9-10 of this Review; and “Record of Policy Actions”
of the Federal Open Market Committee, Federal Reserve Bul-
letin (August 1973) and (February 1974), and p. 17 of this
Review.
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lions in order to move mo etary ‘g regates nto h and v t ash, and the an ual recomputation of sea-
desired angc; in the three reman ng cas s it agree so al adjustment factors which are app ied to each
to mai tam current money ma Lot conditions n sic has deposit and rr cy se ies.
of the sensitiv state of financia ma kets a d he gen-
eral e ono ic tuation.

There is o doubt that the growt o money
stokslo edinl93ascompard -th 92. hi
outcome is onsist n with the e p sed esi o
the Federal Open arket Conmitt e. prcsce s
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the correct framework for an- yang mon tary growth,
alternative interpretations are possible. he fol owing
section analyzes the moveme ts n mone~aiyaggre-
gates in great i detail and offers alte ative e plana-
tions of the factors contributing to the observed
g owth.

On January 31, 1974 the Board of Governor of the
Federal Reserve System rel ased re ised data fo
currency held by the public demand deposits held able illustrates e dfferences in the growth
by the public, and lime deposits at all commercial of money stock and the moneta y b~se fo three-
banks. This revision inc uded adjustments based on month periods in 1973 a d the differences between
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The pattern of monctary growth in 1973, as indi-
cated by the data available to policymakers through-
out the year, is compared with the pattern of growth
displayed with the revised series. This comparison is
useful since actual results of policy actions might be
interpreted differently in light of the revised data.
Generally, the revised series for monetary aggregates
show that the increases in the narrowly defined and
broadly defined money stock in 1973 were greater
than previously reported.

This section provides two approaches to analyzing
some of the factors influencing movements in money
throughout the year. One approach is essentially sup-
ply-oriented and employs a concept referred to as
the “monctary base”. The other approach implies that
factors affecting the demand for money and credit
are also important in the money supply process.

1. Page 6
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the old and new series of money. The table also
shows growth rates based on three-month (quarterly)
averages of successive quarters and on the end-months
of successive calendar quarters.

The end-month figures for both the old and new
series shosv essentially the same pattern, especially in
1973. Beginning in late 197Z they leave the impres-
sion that the pattern of money growth from one quar-
ter to the next was fast — slow — fast — slow fast.
Since the data are seasonally adjusted, one would
not expect such a repetitive pattern in the adjusted
data to persist for a prolonged period of time, even if
it prevailed in the raw data.

The growth of money in 1973, as indicated by the
quarterly average figures, reveals a different pattern
in the new series as compared to the old. Refer-
ring to the old series, the 4,8 percent rate of increase
for the first quarter of 1973 appeared to indicate a
significant slowing from previous money growth rates,
although less than the 1.7 percent rate of growth on
an end-month basis. Either figure was clearly in the
direction consistent with the directive shown in the
“Record” for the meetings in early 1973 which called
for achieving “slower growth in monetary aggregates.”
Under the new data series, however, the 7.1 and 7.7
percent rates of money growth recorded in the first
two quarters of 1973, respectively, were only mar-
ginally slower, on average, than the growth that had
prevailed in the recent past. Thus, by mid-1973 the
average growth rate of money for three years was
7 percent, the fastest growth for such a period since
World War II.

The figures for the fourth quarter of 1973 lead to a
somewhat ambiguous interpretation of the path of
monetary growth. On a quarterly average basis, both
the new and old series show further slowing in the
growth of money from the rate registered in the tlnrd
quarter. In contrast, the growth rate of money in-
dicated by the end-month figures shosvs a sharp re-
acceleration. The difference in interpretation of mon-
etary growth caused by data revisions or by different
time spans can be clarified by reference to other
theoretically-related series. The concept of the mone-
tary base is used here to aid in assessing the pace of
monetary growth.4

By definition, the base is the “net monetary liabili-
ties of the government sector” or the non-interest

4
Thc monetary base is also referred to as high-powered
momsey or demand debt of the government.
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ratify or confirm the slowing in money growth, or by
a combination of these developments.

The growth rates of money and the monetary base
are shown in the accompanying chart. The growth
of the base in 1973 was about the same as the average
rates of growth over the past two- and four-year pe-
riods. The factors contributing to the continued
growth of -the base in 1973 are shown in Table IV.
Clearly, the rise in the monetary base in 1973 oc-
curred mainly as a result of the large increase in the
Federal Reserve portfolio of U.S. Government securi-
ties. The other single factor contributing significantly
to the growth of the base was related to the monetiza-
tion of gold following the rise in its official price
from $38 per ounce to $42.22 per ounce.7

The significant factor explaining the slower growth
of the narrowly defined money stock, as compared to
tile monetary- base, last year is shown in the line en-
titled “Base Absorbed by Time Deposits” in Table IV.
The increase in required reserves against time de-
posits at mnember banks absorbed 27.9 percent of the

of the “model” relating the monetary base and the money
stuck, see Albert E. Burger, The Money Supply Process
(Belmont. California: Wadsworth Pnblishing Company, Inc.,
1971), and Robem-t E. Weintraub, Introduction to Monetary
Economics; Money, Banking, and Economic Activity (New
York: Ronald Press Co., 1970).

7For a detailed analysis of the monetary effects of the de-
valuatiomm and monetization of the increased value of the
gold stock, see Albert B. Burger. “The Monetary Economics
of Gold,” this Review (January 1974), pp. 2-7.

rise in the monetary base last year, compared with
19 percent a year earlier. Thus, the base available
to support growth of M5 in 1973 rose 6 percent —

very similar to the 6.1 percent rise in the money stock.

This approach to analyzing money growth leads to
the conclusion that since the rise in the base in 1973
was only slightly slower than in 1972, the slower growth
in money is attributable to the very large rise in total
time deposits at member banks and the reserves that
were thereby absorbed. The term “supply-oriented”
is applied to this approach since the “linkage” is from
open market reserve-supplying operations to the total
monetary base and, given the amount of reserves ab-
sorbed by tune deposit growth, to the money stock.

The implication for monetary control is that open
market reserve-supplying operations, under the direc-
tion of the FOMC, are a primary determinant of the
growth of the money stock. Open market operations
in 1973 increased the monetary base at about the
same rate as in 1972; however, the much more rapid
growth of time deposits in 1973 resulted in a slower
growth of the narrowly defined money stock.

Official public documents discussing monetary and
financial developments, such as the “Record of Policy
Actions,” and the quarterly report of “Financial De-
velopments” submitted to the Joint Economic Com-
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The rate of growth in M5 was slower than might
have been expected in the first quarter given the
rapid increase in gross national product. Fart of the
slowing was apparently attributable to a drawing
down of the year-end bulge in State and local de-
-mend bala-nccs dice to shifts of rcvcn-ue—sharing fm-cnds
into interest-earn-ing assets - Also, dur-ig the f-i-rst
quarter there was some reduction in dollar cash hal-
a-nces in connectio-n with spec-ulat-ive outflows into
foreign cum-rcncies during the winter. In the second
quarter, in addition to the continuing impact of en-
larged transactions demands for money by consum-
ers and businesses, special factors such as unusually
large personal income tax refunds in April and May
may have contributed to the faster growth in M~.
[emphasis added]

The report to the fEC states:

There was a marked slackening in growth of the
monetary- aggregates in the third quarter. Following
a moderate rise during July, the narrowly defined
money supply (M1) declined in both August and
September. On balance, M1 showed almost no gain
over the third quarter, as measured on an end-month
of quarter basis from June to September. However.
when changes are measured from the average for a
full quarter, M1 expanded at a 5.1 per cent annual

Page 10

rate in the third quarter, only moderately slower
than the 6.9 per cent pace of the second quarter.
These quarterly average growth rates — svhich tend
to smooth out fluctuations in the volatile M1 series
and are the method used for measuring related eco-
nomic quantities such as CNP — are perhaps a better
reflection of the moderating trend in Ni, growth.

The reduction in M1 gm-owth in the third quarter
was in large part -related to the lagged effect of high
and rising interest rates that increased substantially
the opportunity cost associated with holding demand
balances. There also may have been one-time shifts

Selected Interest Rates
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from demand balances to consumer-type time de-
posits following the regulatory action on deposit rate
ceilings in July and the subsequent upward adjust-
ment of offering rates on time and savings deposits.
Furthermore, in September corporations seemed to
rely more heavily than in past years on demand bal-
ances to finance third-quarter tax payments, thus
contributing to slower M, growth late in the quarter.
[emphasis added]

The report to the JEC states:

During the second half of 1973, the narrowly de-
fined money stock expanded at a 3.7 per cent annual
rate, much slower than the 7.7 per cent growth rate
of the first half. However, it grew at a relatively
rapid rate in the final months of the year when
public demands for cash balances -may have been
enhanced by precautionary motives in the uncertain
financial and economic environment. The rapid M1growth late in the year occurred with only a small
increase in reserves available to support private non-
bank deposits, as a reduction in large negotiable cer-
tificates of deposit (CD’s) f,eed reserves to support
expansion in the demand deposit component of
M [emphasis added]
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Measured on an end-month of quarter basis, M1increased at a 7.5 per cent seasonally adjusted an-
nual rate during the fourth quarter after showing
little net change in the third quarter. When mea-
sured on the quarterly average basis commonly em-
ployed in calculations of such economic aggregates
as gross national product, the fourth-quarter growth
rate of M1 was 3.9 per cent as compared with a 5.5
per cent rate for the third. M0 expanded at an an-
nual rate of 10.1 per cent from September to De-
cember, buoyed by stronger inflows of consumer-
type time and savings deposits at commercial banks.

rose at a 9.2 per cent rate over the period, re-
flecting expansion in M2 and improved deposit flows
at nonbank thrift institutions. These growth rates re-
flect year-end revisions in the monetary aggregates,
incorporating new benchmark data for nonmember
banks and updated seasonal adjustment factors. The
revisions raised measured 1973 growth rates for M1
by close to 1 per cent and for M2 and M3 by lesser
amounts.

Special factors stemming primarily from the Arab
oil embargo may have enlarged money stock growth
late in the year. As the dollar gained strength in in-
ternational markets because of the presumed greater

impact of the fuel shortage on foreign economies,
some foreign central banks sold dollar assets to sup-
port their own currencies. In November some of
the proceeds of these sales were deposited tempo-
rarily at Federal Reserve Banks, thereby increasing
the growth of M, in that month. Also, near year-end,
the coincidence of European banking holidays with
bank reporting dates led to an apparent accumula-
tion of dollar balances by foreign commercial banks
at U.S. commercial banks. Uncertainties associated
with the energy crisis may also have induced domes-
tic wealth holders to seek refuge for a time in deposit
claims of banks and thrift institutions rather than in-
vesting in marketable securities. [emphasis added]

The analytical framework implicit in these descrip-
tions of monetary developments suggests that demand
forces were an important factor influencing the
growth of the money stock in 1973. This approach
also holds that shifts in these denmnd forces would
result in undesired changes in short-term interest
rates unless at least partially offset.

APPENIMX

FOMC Decisions in 1973

With the exception of some footnote references, this
Appendix consists entirely of excerpts from the “Rec-
ord of Policy Actions” of the twelve regularly sched-
uled Federal Open Market Committee meetings held
in 1973. The full “Record” is published in the Federal
Reserve Bulletin. The excerpts for each meeting in-
clude the Committee’s decisions with regard to mon-
etary magnitudes, the “directive” issued to the Fed-
eral Reserve Bank of New York, and any dissents
from the actions taken. Unless otherwise stated, em-
phasis has been added by this Bank. Table I provides
statements from the “Record” reflecting profections
m-ade at each meeting by the Federal Open Market
Committee staff with regard to the outlook for real
output growth and prices.

The Committee agreed that the economic situation
continued to call for growth in the monetary aggregates
over the months ahead at slower rates than those re-

corded in the second half of 1972. The members took
note of a staff analysis of prospective reserve-deposit re-
lationships, which suggested that more moderate rates of
monetary growth might be achieved in the January-
February period by fostering growth in RPD’s in that
period at an annual rate within a range of 9 to 11 per
cent, In view of the very rapid monetary expansion in
December, however, the members concluded that open
market operations should be directed at achieving still
greater restraint and that reserve-supplying operations
that would result in an easing of money market condi-
tions should be avoided unless the annual rate of RPD
growth appeared to be dropping below 4.5 per cent.
Specifically, they decided that operations should be di-
rected at fostering RPD growth during the January-Feb-
ruary period within a range of 4.5 to 10.5 per cent, while
continuing to avoid marked changes in money market
conditions.

To implement this policy - - - the Committee seeks
to achieve bank reserve and money market condi-
tions that will support slower growth in monetary
aggregates over the months ahead than occurred in
the second half of last year.
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Early in the inter-meeting period2
it had appeared

that growth in the raonetary aggregates would remain
strong and that bank sales of CD’s, in association with
the larger-than-expected demands for bank credit, might
result in growth in RPD’s in the February-March period
at an annual rate in excess of 2.5 per cent. Consequently,
the System had acted promptly to slow the expansion in
RPD’s, and the Federal funds rate rose to about 6% per
cent for the statement week ending February 21 from
around 6% per cent in the days before the February
meeting, After March 1 — when Committee members
agreed that the weekly average rate for Federal funds
should be permitted to rise somewhat further if necessary
to limit growth in RPD’s — the rate fluctuated around a
level slightly above 7 per cent.

The Committee agreed that the economic situation
called for growth in the monetary aggregates over the
months ahead at somewhat slower rates than had oc-
curred on the average in the past 6 months. The mem-
bers took note of a staff analysis suggesting that the
cumulative impact of the advance in short-term interest
rates that had already occurred would probably siow
growth in the monetary aggregates over the months
ahead. Nevertheless a relatively rapid rate of growth in
RPD’s was projected for the March-April period, chiefly
because the substantial increase in the outstanding vol-
ume of large-denomination CD’s that had occurred in
recent weeks would affect required reserves with a lag
and further expansion in the outstanding volume was
expected. Therefore, the Committee’s objectives for mon-
etary growth might be fostered by pursuing growth in
RPD’s in the March-April period at an annual rate
within a range of 14 to 16 per cent. The analysis also
suggested that attainment of RPD growth in that range
might be associated with some further increase in some
short-term interest rates and probably also in long-tenn
rates.

The Committee concluded that active reserve-supply-
ing operations should be limited unless RPD’s in the
March-April period appeared to be growing at an annual
rate of less than 12 per cent. Specifically, the members
decided that operations should be directed at fostering
RPD growth during that period at a rate ‘within a range
of 12 to 16 per cent, while continuing to avoid marked
changes in money market conditions.

To implement this policy . . - the Committee
seeks to achieve bank reserve and money market
conditions that will support somewhat slower growth
in monetary aggregates over the months ahead than
occurred on average in the past 6 months.

On April 11, 1973, less than one week before the date
scheduled for the Committee’s next meeting, the System
Account Manager reported that in light of the latest
estimates for RPD’s and the monetary aggregates, he
interpreted the Committee’s instructions to call for re-
serve-supplying operations consistent with an easing in

2This paragraph was excerpted from the March “Record.”

money market conditions. On that day a majority of the
members concurred in a recommendation by the Chair-
man that such operations not be undertaken prior to the
next meeting, when the Committee would have an op-
porturrity to deliberate on the appropriate policy course.

On March 15, 1973,
Committee members had voted to increase from $2
billion to $3 billion the limit on changes between Com-
mittee meetings in System Account holdings of U.S.
Covernment and Federal agency securities specified in
paragraph 1(a) of the continuing authority directive with
respect to domestic open market operations, effective
immediately, for the period ending with the close of
business on March 20, 1973.

Absent and not voting~
Messrs. Burns, Daane, and Sheehan

This action, which was ratified by unanimous vote at
this meeting, had been taken on recommendation of the
System Account Manager. The Manager had advised
that a substantial volume of open market purchases of
Treasury and Federal agency securities had been re-
quired in the period since the Committee’s previous
meeting in order to offset the reserve absorption caused
by a sizable unanticipated rise in Treasury balances at
Federal Reserve Banks, an increase in currency in cir-
culation, and changes in certain other market factors,
and that a temporary increase in the leeway for System
purchases appeared desirable in light of the prospective
near-term needs to supply reserves.

The Committee agreed that the economic situation
and prospects called for moderate growth in the mon-
etary aggregates over the months ahead, continuing the
policy course agreed upon at the preceding meeting. The
members took note of a staff analysis suggesting that the
demand for money was likely to he stronger over the
near term than it had been in the first quarter of the
year, reflecting the unusually large Federal tax refunds
— which would add to demand deposits temporarily —

and continued strong expansion in economic activity.
Although it ‘vas likely that expansion in the outstanding
volume of large-denomination CD’s would slow from the
rapid pace in February and March, the increase was
still expected to be large. Therefore, a relatively rapid
rate of growth in RFD’s in the April-May period was
projected to be consistent with moderate growth in the
monetary aggregates over the months ahead. The anal-
ysis also suggested that such a rate of growth in RPD’s
might be associated with little change in money market
conditions and short-term interest rates in general.

The Committee decided that operations should be di-
rected at fostering RPD growth during the April-May
period at an annual rate within a range of 10 to 12
per cent, while continuing to avoid marked changes in
money market conditions.

To implement this policy - - - the Committee
seeks to achieve bank reserve and money market
conditions consistent with moderate growth in mon-
etary aggregates over the months ahead.
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Absent and not voting:
Mr. Mayo
(Mr. Winn voted as his alternate.)

The Committee agreed that the economic situation
and prospects called for somewhat slower growth in
the monetary aggregates over the months immediately
ahead than had occurred on average in the past 6
months. A staff analysis suggested that the unusually
large refunds of Federal personal income taxes had
added temporarily to both demand deposits and con-
sumer-type time and savings deposits and that as
such refunds diminished growth in the demand for
money would tend to moderate in the period immedi-
ately ahead. The analysis also suggested that the lagged
effects of recent increases in interest rates would work in
the direction of moderating the demand for money.
Faced with sustained strong demands for credit, banks
were likely to continue to increase substantially the out-
standing volume of large-denomination CD’s. Therefore,
according to the analysis, relatively rapid growth in
RPD’s in the May-June period was likely to be con-
sistent with somewhat slower growth in the monetary
aggregates than had occurred on average over the past
6 months. The staff analysis also indicated that such a
slowing in monetary growth would probably be asso-
ciated with further increases in short-term interest rates
and also with some rise in longer-term rates,

The Committee decided that operations should be di-
rected at fostering RPD growth during the May-June
period at an annual rate within a range of 9 to 11 per
cent, while continuing to avoid marked changes in
money market conditions. - . . It was understood that
the Chairman might call upon the Committee to con-
sider the need for supplementary instructions before the
next scheduled meeting if significant inconsistencies ap-
peared to be developing among the Committee’s various
objectives and constraints; the chance seemed greater
than usual that such consultation would be needed.

To implement this policy . . . the Committee
seeks to achieve bank reserve and money market
conditions consistent with somewhat slower growth
in monetary aggregates over the months immediately
ahead than occurred on average in the past 6
months.

Absent and not voting:
Mr. Mitchell

Soon after the May meeting,a it had appeared that in
the May-June period the monetary aggregates would grow
at rates in excess of acceptable ranges and that RPD’s
would grow at an annual rate above the range that the
Committee had specified. Consequently, the System had
acted promptly to resist the expansion in RPD’s, and the
Federal funds rate rose from around 7% per cent in the
days before the May meeting to an average slightly
above 8 per cent in the statement week ending May 23.

3This paragraph was excerpted from the June Record.”

On May 24 and again on June 8, a majority of the Com-
mittee members concurred in recommendations by the
Chairman that money market conditions should be per-
mitted to tighten still further if mwcessary to limit growth
in RPD’s, and the Federal funds rate rose to around
8½per cent in the days before this meeting.

The Committee agreed that the economic situation
and prospects called for somewhat slower growth in mon-
etary aggregates over the months immediately ahead
than appeared indicated for the first half of the year. A
staff analysis suggested that expansion in the demand
for money was likely to slow considerably from the high
rate indicated for the second quarter in response to the
anticipated moderation in CNP growth, to the sharp rise
in short-term interest rates that had occurred in recent
months, and to the running down of the deposits that
had been built up in association with the unusually large
refunds of Federal income taxes in the second quarter.

It was noted, however, that projections of the de-
mand for money were subject to more uncertainty than
usual because of the unknown effects of the short-term
freeze on prices and the lack of information concerning
the elements of the price and wage stabilization pro-
gram to follow.

In view of the rapid monetary expansion in the second
quarter and uncertainty about the demand for money
in the months ahead, the Committee agreed that the
lower end of the range specified for the annual rate of
RPD growth in the June-July period should be lower
than that projected in the staff analysis. Specifically, the
members decided that operations should be directed at
fostering RPD growth during that period at an annual
rate within a range of 8 to 11.5 per cent. They agreed
that money market conditions might be permitted to vary
somewhat more in the inter-meeting period than had
been contemplated at other recent meetings, if such var-
iation appeared indicated in the conduct of operations
directed toward achieving RPD growth in the desired
range.

To implement this policy . . . the Committee
seeks to achieve bank reserve and money market con-
ditions consistent with somewhat slower growth in
monetary aggregates over the months immediately
ahead than appears indicated for the first half of the
year.

Absent and not voting:
Messrs. Balles and Hayes
(Messrs. Clay and Debs voted as alternates
for Messrs. Balles and Hayes, respectively.)

Soon after the June meeting,4 available data suggested
that in the June-July period RPD’s would grow at an an-
nual rate above the range that the Committee had
specified and that M1 would grow at a rate in excess
of an acceptable range. Data that became available after
the July 4 holiday continued to suggest excessive strength

-This paragraph was excerpted from the July “Record,”
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in RPD’s and the monetary aggregates in the June-July
period, even though money market conditions had con-
tinued to tighten, and on Friday, July 6, a majority of
Committee members concurred in a recommendation by
the Chairman that money market conditions should be
permitted to tighten to a greater extent than had been
contemplated at the June meeting. The Fede,al funds
rate, which had been about 8% per cent in the days
before the June meeting, was close to 9% per cent dur-
ing most of the week preceding this meeting, and in the
last few days it had risen further.

On July 6, 1973, Committee members voted to increase
from $2 billion to $3 billion the limit on changes between
Committee meetings in System Account holdings of
U.S. Covemnment and Federal agency securities specified
in paragraph 1 (a) of the authorization for domestic open
market operations, effective immediately, for the period
ending with the close of business on July 17, 1973.

Absent and not voting:
Messrs. Bucher, Daane, Hayes, Mayo, and
Morris
(Messrs. Debs and Winn voted as alternates
for Messrs. Hayes and Mayo, respectively.)

This action was taken on recommendation of the Sys-
tern Account Manager. The Manager had advised that
a substantial volume of open market purchases of secu-
rities had been required in the period since the Com-
mittee’s meeting on June 19 in order to offset the reserve
absorption caused by a rise in Treasury balances at Fed-
eral Reserve Banks, an increase in currency in circula-
tion, and a decline in Federal Reserve float, and he
further advised that a temporary increase in the leeway
for System purchases appeared desirable in hght of the
prospective near-tenn needs to supply reserves.

The Committee agreed that the economic situation
and prospects called for slower growth in monetary ag-
gregates over the months immediately ahead than had
occurred on average in the first half of the year. A staff
analysis suggested that expansion in the demand for
money was likely to slow considerably from the high rate
recorded in the second quarter — in response to the
anticipated moderation in CNP growth and to the sharp
rise in short-term interest rates that had occurred in re-
cent months,

To implement this policy . . . the Committee
seeks to achieve bank reserve and money market
conditions consistent with slower growth in mone-
tary aggregates over the months immediately ahead
than occurred on average in the first half of the
year.

Absent and not voting:
Mr. Mitchell

Mr. Francis dissented from this action not because he
disagreed with the objectives of the policy adopted by
the Committee but because he believed that — as had

proved to be the case following other recent meetings —

the objectives would not be achieved because of the
constraint on mooney market conditions.

During the first 2 weeks after the July meeting,5

available data had suggested that in the July-August pe-
riod RPD’s would grow at a rate above the range that
the Committee had specified and that the monetary
aggregates would grow at rates in excess of an accept-
able range. Therefore, the System had acted promptly to
limit expansion in RPD’s, and the Federal funds rate —

which had averaged around 10¼per cent in the state-
ment week ending July 18 — rose to around 10½per cent
in the next two statement weeks.

On August 3, a majority of the Committee members°
had concurred in a recommendation by the Chairman
that money market conditions should be permitted to
tighten still further if necessary to limit growth in RPD’s
and in the monetary aggregates, but in light of sub-
sequent developments, tighter conditions were not
sought and the funds rate remained close to 10% per
cent.

The Committee agreed that the economic situation
and prospects called for slower growth in monetary ag-
gregates over the months immediately ahead than had
occurred on average thus far in 1973. A staff analysis
suggested that despite the substantial growth expected in
nominal CNP the demand for money in the period ahead
would be limited by the sharp rise in short-term interest
rates that had occurred in recent months. In the imme-
diate future, moreover, monetary growth was likely to be
restricted by a downward adjustment in the public’s de-
mand for cash balances in response to the increases in
rates paid on time and savings deposits.

To implement this policy , . - the Committee
seeks to achieve bank reserve and money market
conditions consistent with slower growth in mone-
tary aggregates over the months immediately ahead
than has occurred on average thus far this year.

Absent and not voting:
Mr. Mitchell

Mr. Francis dissented from this action, although he
agreed with the objectives of the policy adopted by the
Committee, because he could not accept the constraint
placed on money market conditions.

The Committee agreed that the economic situation
and prospects called for moderate growth in monetary
aggregates over the months ahead. A staff analysis in-
dicated that, although transactions demands for money

~This paragraph was excerpted from the August “Record.”
OThis paragraph was excerpted from the August “Record.” The
July “Record” notes, “On August 3, 1973, the available mem-
bers — with the exception of Messrs. Bucher and Sheehan —
co,icurred in a recommendation by the Chairman that money
market conditions should be permitted to tighten still further
if necessary to limit growth in RPD’s.”
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probably would expand, growth in the money stock in
the months ahead was likely to be limited in lagged
response to the rise in short-term interest rates that had
occurred in recent months. Consequently, achievement of
moderate growth in monetary aggregates within an ac-
ceptable period of time was likely to require some easing
in money market conditions. In the current environment
of unusual sensitivity of expectations in financial mar-
kets, however, signs that mnonetary policy was moving
toward a significant easing in money market conditions
might result in large expectational declines in short-term
interest rates and also in further declines in long-term
rates, tending to erode the existing degree of monetary
restraint.

In view of the relatively weak behavior of the mone-
tary aggregates in August and prospects for limited ex-
pansion in the months immediately ahead, the Com-
mittee concluded that reserve-supplying operations
should not become restrictive unless RPD’s in the Sep-
tember-October period appeared to be growing at an
annual rate of more than 18 per cent. Specifically, the
Committee decided that operations should be directed
at fostering RPD growth during that period within a
range of 15 to 18 per cent, while taking account of
deviations in monetary growth from an acceptable range
and avoiding unduly sharp changes in money market
conditions. Although the members recognized that pur-
suit of the objective for RPD’s might be associated with
some easing in money market conditions, a number of
them cautioned against the risk of generating market
impressions that monetary restraint was being relaxed
significantly, and it was agreed that, in the conduct of
operations, account should be taken of domestic financial
market developments.

To implement this policy . - - the Committee
seeks to achieve bank reserve and money market
conditions consistent with moderate growth in mone-
tary aggregates over the months ahead.

Absent and not voting:
Messrs. Brimmer and Hayes
(Mr. Debs voted as alternate for Mr. Hayes.)

On October 1 the Account Manager reported’ that sig-
nificant inconsistencies existed among the Committee’s
various objectives and constraints, and the Committee
held a telephone meeting on October 2.

Following the telephone meeting, at which the ma-
jority of the members concluded that money market con-
ditions should be allowed to ease somewhat if such eas-
ing did not threaten to reinvigorate the sharp rally in
markets for short-term securities, the System became
somew-hat more aggressive in supplying reserves.

On October 10 the Committee held another telephone
meeting, at which the members agreed that in the few
days remaining until this meeting, reserves should be
supplied at a rate consistent with some easing in money
market conditions beyond that decided upon on
October 2.

‘The following three paragraphs were excerpted from thc
October “Record.”

//.s g~. .~

At this meeting the Committee agreed that the eco-
nomic situation and prospects continued to call for
moderate growth in monetary aggregates over the
months ahead. A staff analysis indicated that, although
the transactions demand for money would probably ex-
pand, the sharp rise in short-term interest rates that had
occurred through eariy September would tend to dampen
the demand for money in the months ahead. Conse-
quently, achievement of moderate gro\vth in monetary
aggregates \vas likely to require some easing in money
market conditions,

In view of the weak behavior of the monetary ag-
gregates in August and September, the Committee con-
cluded that reserve-supplying operations should not be-
come restrictive unless RPD’s in the October-November
period appeared to be growing at an annual rate of more
than 5 per cent. Specifically, the members decided that
operations should be directed at fostering RPD growth
during that period within a range of 2 to 5 per cent,
while avoiding unduly sharp changes in money market
conditions,

To implement this policy . . - the Committee
seeks to achieve bank reserve and money market
conditions consistent with moderate growth in mone-
tary aggregates over the months ahead.

The Committee agreed that the economic situation
and prospects continued to call for moderate growth in
monetary aggregates over the months ahead. A staff
analysis suggested that in the near term the demand for
money would expand in response to the sizable increase
in nominal CNP estimated for the fourth quarter and
to the uncertainties generated by the oil shortage.
While the outstanding volume of large-denomination
CD’s was expected to expand toward the end of the year
in response to a renewal of growth in business loans at
banks, it was anticipated that required reserves against
such CD’s would drop further in the November-Decem-
ber period. Consequently, negative growth in RPD’s in
that period — at an annual rate within a range of —1 to
—3 per cent — was thought likely to be consistent with
moderate growth in b0th the narrowly and the more
broadly defined money stock over the months ahead, It
was expected that such a change in RPD’s would be
associated with little change in money market conditions.

To implement this policy . . . the Committee seeks
to achieve bank reserve and money market conditions
consistent with moderate growth in monetary aggre-
gates over the months ahead.

Mr. Morris dissented from this action because he felt
that in view of the marked deterioration in the economic
outlook that had occurred over the past few weeks,
stemming from the energy crisis, a modest move in the
direction of a more stimulative monetary policy was
appropriate.

Subsequent to the meeting it appeared that in the
November-December period growth in the monetary ag-
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gregates might exceed acceptable ranges. In view of that
behavior, the System, under ordinary circumstances, would
have become somewhat more restrictive in its reserve-
supplying operations, expecting that money market condi-
tions would tighten somewhat. On November 30, however,
the available members concurred in a recommendation
by the Chairman that, in light of current uncertain-
ties regarding the economic outlook and the sensitive
state of financial market psychology, the System aim to
maintain current irtonoy market conditions for the time
being.

— 5 5 //c

The Committee concluded that the economic situation
and outlook called for a modest easing of monetary pol-
icy, The members decided that for the period until the
next meeting somewhat more emphasis should be placed
on money market conditions than had been the case in
recent months; specifically, they decided that operations
should be directed toward achieving some easing in bank
reserve and money market conditions, provided that the
monetary aggregates did not appear to be growing ex-
cessively. Taking into account the staff analysis, the mem-
bers expected that pursuit of that objective would be
consistent with growth in RPD’s in the December-January
period at an annual rate within a range of 8¾to 11
per cent.

To implement this policy . . . the Committee seeks
to achieve some easing in bank reserve and money
market conditions, provided that the monetary ag-
gregates do not appear to be growing excessively.

Absent and not voting:
Mr. Francis
(Mr. Kimbrel voted as alternate for Mr.
Francis.)

Mr. Hayes dissented from this action because, with
the problems of inflation increasing rather than abating
and with the monetary aggregates apparently growing
more rapidly in 1973 than the Committee had considered
desirable, he favored a continuation of the current degree
of monetary restraint without noticeable relaxation unless
signs of weakening in the economy became more ap-
parent. He believed that, while there was not much that
monetary policy could do to relieve the economic prob-
lems arising from the oil shortage, a premature easing of
policy could exacerbate the problems of inflation.

Subsequent to the meeting it appeared that in the
December-January period the annual rate of growth in
RPD’s might be close to the upper limit of the range that
had been specified by the Committee and that rates of
growth in M1 and M2 might exceed acceptable ranges,
although a significant part of the growth in the monetary
aggregates could be attributed to an unanticipated in-
crease in deposits of foreign commercial banks at U.S.
banks. On January 11 the available members — with the
exception of Mr. Francis — concurred in a recommenda-
tion by the Chairman that, in view of the sensitive state
of financial markets and the general economic situation,
the System aim to maintain prevailing money market
conditions for the time being.

On January 4, 1974, a majority of Committee members
voted to increase from $2 billion to $3 billion the limit on
changes between Committee meetings in System Account
holdings of U.S. Covernment and Federal agency securi-
ties specified in paragraph l(a) of the authorization for
domestic open market operations, effective immediately,
for the period ending with the close of business on Janu-
ary 22, 1974.

Absent and not voting:
Messrs. Balles, Bucher, and Daane
(Mr. Clay voted as alternate for Mr. Balles.)

This action was taken on recommendation of the Sys-
tem Account Manager. The Manager had advised that
a substantial volume of open market purchases of securi-
ties had been required in the period since the Commit-
tee’s meeting on December 18, 1973, in order to offset
reserve absorption resulting from market factors and that
a near-term need to supply reserves was in prospect; he
had further advised that strength of the dollar in foreign
exchange markets suggested that foreign official sales of
U.S. Treasury bills might be heavy and that the System
should be in a position to acquire some of those bills
while offsetting any undesired effects on bank reserves
by other means.

Mr. Francis dissented from this action because, in view
of his concern over the continuing rapid rate of growth
in the monetary aggregates, he preferred that additional
reserves necessary to meet requirements over the next
few weeks be obtained through member bank borrowings
rather than provided through additions to System hold-
ings of secutities. Moreover, he believed that foreign
official sales of Treasury bills should be absorbed in the
market.
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