The FOMC in 1976: Progress Against Inflation

ALBERT E. BURGER and DOUGLAS R. MUDD

HE primary objective of monetary policy in 1976
was to reduce inflationary pressures while sustaining
the recovery which began in early 1975. The monetary
authorities expressed concern that, in an inflationary
environment such as prevailed in late-1975 and early-
1976, attempts to quicken the pace of economic re-
covery through stimulative policy actions could yield
undesirable results. As expressed by Chairman Burns
in February,

Recent experience . . . suggests that once inflation
has become ingrained in the thinking of a nation’s
businessmen and consumers, highly expansionist
monetary and fiscal policies do not have their in-
tended effect . . . they may lead to larger precau-
tionary savings and sluggish consumer buyingl
‘Thus, with the pace of inflation a major concern, the
monetary authorities began the year with “ . . the
firm intention of staying with a course of moderation
in monetary policy.”

On balance, over 1976 the money stock (M) grew
5.5 percent, a rate that was “moderate,” at least by
comparison with the growth rates of money experi-
enced since the early 1970s. The growth rate of
money did not sharply reaccelerate this second year
of economic recovery, as it had in some previous re-
covery periods. When the money stock accelerated
sharply, as in April and May, the Federal Open Mar-
ket Committee (FOMC) adopted a more restrictive
policy and the growth of M, fell back. Associated
with this policy were falling interest rates and strong
growth of deposits at thrift institutions. There was no
increase in the trend growth of money — the major
influence on the trend growth of prices - and the
stage was set for a possible reduction in the trend
growth of M, in 1977,

In 1976, for the second consecutive vear, the FOMC
publicly announced longer-run ranges for the major
monetary aggregates, M, My, and M. The policy of
announcing longer-run ranges was begun in early 1975
at the request of Congress as expressed in House

NOTE: Unless otherwise stated citations throughout this
paper are from either the “Record of Policy Actions of the
Federal Open Market Committee” or “Statements to Congress,”
Federal Reserve Bulletin (February 1976-February 1977 ).

1“Statements” (March 1976}, p. 233.
ZArthar F, Burns, “Statements” {February 1976}, p. 112,
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Concurrent Resolution 133 passed on March 24, 1975
This resolution requested that the Board of Governors
consult with Committees of the Congress on a quar-
terly basis with respect to its objectives and plans for
the ranges of growth of the monetary aggregates over
the next twelve months?

Puring 1976 Chairman Burns met with Congres-
sional Committees at about 90 day intervals to present
the intended longer-run growth rates for the monetary
aggregates that had been decided upon at the FOMC
meeting about 15 days earlier. These yearly ranges
were based on the quarterly average for the most
recent quarter to the quarterly average for one year
in the future. The Federal Reserve repeatedly empha-
sized that targets of this nature must be subject to
review and administered with flexibility.

The FOMC in 1976 also decided to release its
short-run operating targets for the monetary aggre-
gates and the IFederal funds rate with a shorter delay
than had previously been the case. The “Record of
Policy Actions” for each FOMC meeting contains the
short-run operating targets for the monetary aggre-
gates and the Federal funds rate. From mid-1967 to
early 1975 there had been a delay of about 90 days in
releasing the “Record” for each FOMOC meeting. In
early 1975 this interval was shortened to 45 days. At
the May 18, 1976 FOMC meeting the Committee
voted to release this record with a delay of only
about a month.

The extent to which the Federal Reserve was hold-
ing the growth of the aggregates within the an-
nounced longer-run ranges was subject to very close
serutiny by Congress and the public. Whereas in
previous years the behavior of M, was considered
significant by some, in 1978 almost every financial
report and the bulk of Congressional testimony was
devoted to movements in M, relative to the ranges
announced by the FOMC,

This article reviews the operation of the FOMC
during this second year of announced longer-run
ranges of growth for monetary aggregates. A Supple-
ment at the end of the article presents a detailed
meeting-by-meeting summary of FOMC decisions.

3See Nancy Jianakoplos, “The FOMC in 1975: Announcing
Monetary Targets,” this Review {March 1978), pp. 8-10.
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Aggregnie Targets

The FOMC decided upon both longer-ran and
short-run ranges for the monetary aggregates. These
ranges tor 19768 are presented in Table I, and the
Ionger-run ranges are shown graphically in Chart L
The longer-run ranges cover a period of one year,
stretching from the most recent quarter to the cor-
responding guarter one year in the future. These
longer-run ranges were reviewed by the FOMC at
the end of each quarter, and were subject to modifi-
cation at any time based on new information about
the likely course of the economy. Therefore, as mem-
bers of the FOMC have repeatedly pointed out, the
FOMC does not consider itself “locked in” to previ-
ously announced growth ranges for the whole vear

pericd. Monetary targets are expressed as ranges,
rather than single numbers.

Once basic decisions have been made about rates
of money growth, problems arise concerning the
manner of specifyving the targets. There is the choice
between a single number and a range. A single
number virtually guarantees a miss but by virtue of
that fact also provides a reasonable excuse for miss-
ing. The uncompromising character of a single-
number target, however, is also more apt to provoke
controversy. A target range is easier to hit but, by the
same token, a miss may be more severely criticized.
At the same time, a range is likely to be less con-
troversial because it is less specific.t

+Henry €. Wallich, “Innovations in Monetary Poliey” {paper
presented at the Southern Feonomic Association meeting,
Atlanta, Georgia, November 18, 1976), p. 7.
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Chart 1

Twelve-Month My Tolerance Ranges Announced During 1976
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The FOMC also chooses short-run ranges for the
monetary aggregates that are thought to be consistent
with longer-ran ranges. These short-run ranges are
specified over moving 2-month periods, For example
at the January meeting the FOMC specified short-ran
operating targets for the 2-month period January-
February. Then at the February meeting, new targets
were set for the February - March period. Also, at
each monthly meeting the FOMC sets desired ranges
for the Federal funds rate that cover the period until
the next meeting. The funds rate range is chosen to be
broadly consistent with the short-ran ranges for the
aggregates. On a meeting-to-meeting basis, control of
the funds rate becomes the primary operating objec-
tive of the Trading Desk.

Longer-Bun Ranges — The FOMC began 1976
operating with longer-run ranges of 5 - 7% percent for
M, and 7% - 10% percent for M.. These ranges, which
had been announced in November 1975, covered the
period from third guarter 1975 to third guarter 1976,
At its January meeting the FOMC reviewed its longer-
run ranges and decided to reduce the lower range in
M, growth from 5 to 4% percent for the period from
fourth quarter 1975 to fourth quarter 1976, After
announcing the new longer-run range to Congress,
Chairman Burns further stated that “. . | the growth
rates of money and credit presently desired by the
Federal Reserve cannot be maintained indefinitely
without running a serious risk of releasing new infla-
tionary pressures.”

Throughout 1976 the FOMC’s longer-run ranges for
M, growth were further reduced. In the first quarter
of 1976 M, grew at only a 2.9 percent annual rate,
considerably below the lower range of 432 percent.
However, real output growth had been very strong in
the first quarter and stalf projections indicated that
prices would rise more rapidly during the remainder
of the year. At the April meeting,

It was stressed during the discussion that the rate
of growth in M1 needed to accommodate a good
economic recovery had been overestimated earlier:
Although M1 growth in the past two quarters had
fallen short of the lower limit of the range that had
been specified by the Committee, it obviously had
been sufficient to accommodate a strong recovery.®

Therefore, the FOMC voted to reduce the upper
gy

range on growth of M, from 7% i0 7 percent,
Tt was noted that the recovery in ecopemic activity

had been under way for 1 vear and that the end of

5“Statements” (February 1978), pp. 124-25.
8“Record” { June 1978), p. 517.
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the new period for the growth ranges would fall 2
vears after the recession trough. Morveover, the re-
covery recently had gained strength. Accordingly,
it was observed that this might be an opportune
time for the Committee to take a small step toward
its longer-range objective of returning growth in the
monetary aggregates toward rates comsistent with
general price stability.?

Although real output growth slowed substantially in
the second quarter of 1976, the FOMCQ decided at its
July meeting to retain its longer-run ranges for money
growth. In reaching the decision to maintain the
previous one-year range for My, the Committee noted
that even with the second quarter slowing in the rate
of economic expansion, real output had increased at
about a 7 percent annual rate over the first half of the
year. “A staff analysis of the economic outiook sug-
gested that the advance in business activity would
soon improve from the relatively slow pace of recent
months.”® Staff projections suggested a “moderately
rapid pace” for output growth over the next two quar-
ters, and favorable prospects for “. . . continuation of a
good rate of expansion in real output into 1977.7°
Since the outlock for economic activity was generally
viewed as favorable, there was some sentiment among
members of the FOMC to lower the longer-nim range
for M. However, the Committee concluded that

. . . this did not appear to bhe an appropriate tme to
reduce the [longer-rimn target! range [for M1
growth] in view of the recent hesitation in the
course of the economic expansion.?®

During the third guarter the FOMC continued to
be satisfied with the pace of economic activity and
expected a halt to the temporary “pause” and some
pick up in the growth of real output later in 1976, At
the Committee’s Augnst meeting,

Staff projections continued to suggest that real GNP
would expand at a moderate pace in the current
guarter and that moderate growth in output would
continue well into 1977,

Staff projections for the second half of 1976 dif-
fered little from those of 4 weeks earlier; they con-
tinued to suggest that the slackening in economic
growth in recent months would prove to be
temporary.

In gereral, Committee members felt that the pace
of expansion in over-all economic activity would
soon pick up again. B

Tibid., pp. 518-17.

3“Record” {September 1978}, p. 778,

9ihid, p. 774

W0Ibid., p. 781

Record” (Qctober 1678), pp. 837, 839-40, and 844,
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EXHIBIT |

FOMC ECONOMIC POLICY DIRECTIVES — 1976

Date of
FOMC .
Meeting Policy Consensus Operating Instructions Dissents
Janvary 20 te foster financial conditions that will while taking account of developments in domestic Nonag

encovrage continved economic recovery, while and international financial marketls, the Commitiee seeks

resisting inflationary presseres and contributing to maintain prevaiiing buank reserve and money market

o o sustainable paftern  of internctionol conditions over the period immediotely ahead, provided

transactions. thot menetory ogoregates appeor o be growing o! obout

the rates currently expected.

February 17-18 No Change No Change None
Absent and not voling: Mr. Gardner.

March 15-16 Ne Change while taking cccount of developments in domestic None

financial markets and the sensitive state of foreign ex-
change markets, the Committee seeks jo achieve bank
reserve and money market conditions consistent with
moderate growth in monetery aggregates over the period
chead.
April 20 No Change . while taking account of developments in domestic and Mone
international financial markets, the Committee seeks fo Absent and not vating: Mr. Holland.
dchieve bank reserve and money market conditions con-
sistent with moderate growth in monetary aggregates over
the period ahead.

May 18 No Change No Change Mr. Coldwell dissented because he did not want te
provide for the possibility of o rise of as much as %
percentage point in the Federal funds rate . . . . In his
opinion, a further rise of tha! amount could have an
exaggerated effect on expectations in the financial
markefs, provoking excessive increases in interest rutes.

June 22 . . to foster financial conditions that will No Chenge None

encourage confinued economic expansion, while
resisting inflationary pressures and contributing
to o sustainable patlern  of
transoctions,

international

Absent and net veling: Mr. Kimbrel. (Mr. Boughmen
voted as alternate for Mr. Kimbrel)




1, ofiey

July 19-20 Mo Change Mo Change Mr. Yolker dissented from Yhis action becuause in the
present circumstances he would not wish to roise
or lower the Federal funds rate by as much as 15 of
o percentage point— a change that might be inter-
preted as o shrong signel of a change in policy and
thet could have repercussions in financial markets —
in response merely io short-term fluctuations in the
monetory aggregates that migh! well prove transient.
August 17 No Chuange . . . while taking otcount of developments in domestic Mone
and international financial markets, the Commiltee seeks Absent and not voting: Mr. Balles. {Mr. Guffey voted
to maintain prevailing bank reserve and money market as alternate for Me. Balles.)
conditions over the period immediately ahead, provided
that monetary oggregates appear 1o be growing at about
the rotes currently expected,

September 21 No Change . . while taking account of developmenis in domestic Mone
and international financial markets, the Committee secks Absent and not voling: Mr. Partee
to achieve bank reserve and money market conditions con-
sistent with moderate growth in monetary aggregotes over
the period ahead.

October 19 No Change Ho Change MNone

Movember 16 No Change Ne Change None

Absent and not voting: Mr. Balles. {Mr. Guifey voted
as an clternate for Mr. Bolles.)

Pecember 20-21 No Change

. . while toking occount of developments in domestic
and internafional financial markels, the Committee seeks
to maintain prevailing bonk reserve and money market
canditions over the period immediotely chead, provided
thot monetary oggregates appear to be growing ot about
the rates currently expected.

None
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This view was again expressed by the FOMC in
September:

Staff projections suggested that growth in real GNP
would pick up somewhat in the fourth quarter and
would remain at a good rate well into 1977.

Staff projections for the period through the second
quarter of 1977 suggested that growth in real out
put of goods and services would be at a somewhat
higher rate than in the second and third quarters of
1976.

During the Committee’s discussion of the eco-
nomic situation at this meeting no member expressed
substantial disagreement with the staff projection of
stronger growth in real GNP over the quarters
immediately ahead.!?

At the October 19 FOMC meeting the preliminary
estimates of growth in real GNP showed a further
slowing to about a 4 percent rate in the third quarter
of 1976 from the 4.5 rate recorded in the second
quarter. The FOMC, although somewhat concerned
about the slower than anticipated growth of real
GNP, expected some improvement in real output
growth in the future and retained their serious con-
cern about inflation.

Staff projections continued to suggest that growth
in real GNP would pick up somewhat in the fourth
quarter and would be sustained at about the fourth-
quarter rate well into 1977,

No member suggested that a decline in economic
activity was likely, but some of the members ex-
pressed concern that the rate of growth in coming
quarters would not achieve a sufficient reduction in
unemployment. Serious concern was also expressed
by various members about the persistence of a high
rate of inflation.®®

At the October meeting the longer-run ranges were
discussed, but since it would be 23 days before Chair-
man Burns testified before Congress, the FOMC de-
cided to postpone its decision on the appropriate
ranges from third quarter 1976 to third quarter 1977
until early November. On November 8 the Commit-
tee held a telephone conference meeting where it was
decided to lower the upper range on M, from 7 to

e percent. The Committee decided that such a
range “. . . would provide ample scope for faster
monetary growth, while still seeking a gradual return
to  general price stability.”* Consequently, the
FOMC was operating at the end of 1976 with an
upper target boundary for M; growth that was one
full percentage point lower than at the end of 1975.

12Record” (November 19768), pp. 818, 919, and 922,
13“Record” ( December 1976), pp. 1019 and 1025,
Hlbid, p. 1031, )
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The FOMC also made some downward adjust-
ments in its target ranges for the broader monetary
aggregate M.. These adjustments were less marked
than those in the M, ranges. The lower band of the
M, range was left unchanged at 7% percent through-
out 1976. The upper band was reduced at the April
meeting by % percentage point, and then was further
reduced by % percentage point at the July meeting.
However, in November when the upper band of the
M, target range was lowered, the upper band on the
M, range was raised % percentage point. This up-
ward adjustinent in the M, target range was made
because:

Expansion in the types of time and savings deposits
included in the broader aggregates had been larger
than expected mainly because short-termn market
interest rates had proved to be lower than antici-
pated while rates offered by bank and neabank thrift
institutions had remained generally at regulatory
ceilings. Under such circumstances, it was observed,
it would be appropriate to accommodate higher rates
of growth in M2 and M3 than contemplated in Jfuly,
if they should develop.’®

Short-Run Ranges — At each of its monthly meet-
ings the FOMC decided upon short-run ranges for
M;, M., and the Federal funds rate that were thought
to be consistent with the longer-run goals of policy.
Because of the sharp month-to-month variation in the
growth rates of the monetary aggregates, the FOMC
has (1) stated its short-run objectives in terms of
average growth rates over two-month periods and (2)
specified much wider short-run ranges for the growth
rates of the aggregates than longer-run ranges. The
two-month periods cover the month in which the
meeting is held and the following month. The short-
run ranges, as shown in Table I, were usually about
4 percentage points in width.

- The short-run implementation of policy remained,
as it had been in the past, keved to control of the
Federal funds rate.

The Federal Reserve policy strategy is based in
large part on the monetary aggregates, but its short-
run tactical instrument is the Federal funds rate.
Under the funds rate approach, the Federal Reserve
estimates the level of short-termy interest rates, in-
cluding the funds rtate, at which the public, given
projections of income, will want o hold the amount
of money the Federal Reserve intends to supplv,
Then reserves are supplied in an amount that will
maintain that level of the funds rate, and that will
cause the banks to generate the targeted amount
of money.18

Bibid, pp. 1031-32.
1Wallich, “Innovations in Monetary Policy,” p. 12
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Periodically during 1976 primary importance was
assigned to control of the Federal funds rate as an
operating target. For example, money market condi-
tHons received primary emphasis at the January, Au-
gust, and December meetings:

In view of the current uncertainties regarding the
behavior of the monetary aggregates, many members
advocated that the Committee continue to give
greater weight than usual to monev market condi-
tions in conducting open market operations in the
period until the next meeting and that it specify
2-month ranges of tolerance for growth in the mone-
tary aggregates that were wider than usuall?

Most members favored directing operations
toward maintaining about the current Federal funds
rate. Accordingly, thev preferred to give more
weight than usual to money market conditions in
formulating the operating instructions contaied in
the last paragraph of the domestic policy directive,
and they advocated specifving a relatively narrow
range for the Federal funds rate centered on the
prevailing rate of 5% per cent.!3

Most members favored giving greater weight than
usual to money market conditions in conducting
open market operations in the period until the next
meeting, in part because projections of growth in
monetary aggregates around the vear-end were
highly uncertain.®

As shown in Chart IT and Table 1, the Federal Re-
serve in 1976 consistently held the Federal funds rate
within its short-run target ranges, usually at about
the mid-point of the target ranges. Even though the
two-month growth targets for the aggregates were
specified with wide ranges, the actual growth rates of
the aggregates were frequently above or below the
specified ranges, as shown in Chart ITL. However, as
noted at the January meeting, “It was . . . understood
fby the FOMC] that, as a result of short-run factors,
growth rates from month to month might well
fall outside the ranges contemplated for annual
periods.”? At each meeting the FOMC reviewed the
short-run behavior of the aggregates relative to their
expected behavior, When the aggregates were grow-
ing above their expected ranges, the FOMC in 1976
generally raised its short-run specification for the
Federal funds rate. For example, the growth of M,
accelerated rapidly in April and May. At the April
meeting the FOMC voted to raise the lower band on
the funds rate by 25 basis points.

" Record” (March 1978), p. 243.
18 Record” {October 1976), p. 8453,
1%“Record” {February 1977), p. 137.
20"Record” (March 1976), p. 243,
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In view of their assessment that the pace of eco-
nomic expansion would be relatively strong, most
members favored directing operations in the period
immediately ahead toward restraining growth of
the moenetary aggregates within ranges not very
much higher than the longer-run ranges agreed upon
at this meeting and indicated that they would toler
ate some modest firming in money market condi-
tions. It was observed that some firming in money
market conditions in this period would reduce the
likelihood of excessive monetary growth in subse-
quent months.2?

Then at the May 18 meeting,

The members agreed that growth in monetary
aggregates recently had been at unacceptably high
rates, especially in view of the longer-run ranges for
growth that had been adopted at the preceding
meeting.

. to sustain confidence it was important for the
System to demonstrate its intention to resist unduly
rapid growth in the monetary aggregates; and that .
pursuit of that objective would run little or no risk of
aborting the recovery in economic activity.

In general, Committee members favored directing
operations in the period immediately ahead toward
moderating growth of the monetary aggregates, and
they indicated that in pursuit of that end they would
accept some modest further firming in money market
conditions, 22

Consequently, the FOMC adopted a Federal funds
range of 5-5% percent, compared to the 4% - 5% per-
cent range adopted in April.

Mr. Coldwell dissented from the Committee’s deci-
sion at the May meeting to raise the Federal funds
rate range by % percent. An increase in the funds rate
of as much as % percent over the next inter-meeting

21"Record” (June 1976), p. 518.
22"Record” (July 1976}, pp. 586-87.
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period, in Mr. Coldwell’s opinion, . . . could have an
exaggerated effect on expectations in the financial
markets, provoking excessive increases in interest
rates.”®

As the summer progressed it became evident that
money growth was low relative to the short-run tar-
gets. The Desk operated in early July to reduce the
Federal funds rate to its lower band of 5% percent
established at the June FOMC meeting. At the July
FOMC meeting the lower band on the funds rate was
lowered % percentage point to 4% percent.

Mr. Volker dissented from the Committee’s action
at this meeting. In his view, allowing a change in the
Federal funds rate of as much as % percentage point
in response to short-run variations in monetary aggre-
gates “. . . might be interpreted as a strong signal of a
change in policy and that could have repercussions in
financial markets. . . 7%

The gradual reduction in the Federal funds rate
continued throughout the rest of 1976. By the end of
the year the range on the Federal funds rate had been
reduced to 4% to 5 percent. At the August FOMC
meeting the Desk was directed to aim for a funds
rate of 5% percent, and this directive was continued
at the September meeting. At the October meeting,

in view of the slow growth of the monetary aggre-

21hid., p. 589.
24“Record” (September 1978), p. 786.
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gates, the Desk was initially directed to aim for a 4%
percent funds rate. This was later raised to 5 percent
as there appeared evidence of renewed strength in
the aggregates.

At the November FOMC meeting it appeared that
real output was currently expanding at an even slower
rate than the 4 percent preliminary estimate for the
third quarter. Members of the FOMC were generally
agreed that the pause in real output growth was still
in force. The Committee was concerned that near-
term real output growth would not be adequate to
make any progress toward reducing the unemploy-
ment rate. Consequently, the FOMC decided to ease
money market conditions at the November meeting.

In the discussion of current policy at this meeting,
members of the Committee in general favored some
easing in money market conditions in the period
immediately ahead, so long as growth in the mone-
tary aggregates did not appear to be unduly rapid.”?

. . .System operations were conducted pursuant to
the Committee’s decision that the Manager should
aim to reduce the Tederal funds rate to about 4%
per cent within the first week after the meeting and
to 4% per cent within the following week — pro-
vided that growth in the monetary aggregates did
not appear to be strong relative to the specified
ranges.?S

In November and early December the projections
for the growth of M, and M., over the November-
December period were vevised downward. By early
December it appeared that M, growth might fall
below its lower short-run target band. The Desk be-
came “somewhat more accommodative in the provi-
sion of reserves” and by the time of the December
20 FOMC meeting the Federal funds rate was at
about 4% percent,

Summarg and Conclusions

The FOMC began 1976 with the firm intention of
avoiding a reacceleration of inflation while continuing
to encourage economic recovery. In pursuit of this pol-
icy, throughout the year the FOMC moved to gradu-
ally reduce its longer-run ranges for the growth rate
of the money stock (M, ). Although these ranges were
reduced, the actual growth rate of the money stock
was only reduced slightly, compared to its rate during
the first three quarters of the current econonic recov-
ery. M, which had grown at a 5.6 percent rate from
the first quarter of 1975 to the fourth gquarter of 1975,

25“Record” { January 19773, p. 23.

26“Record” (February 19773, p. 133.

Page 11



FEDERAL RESERVE BANK OF 8T, LOUIS

continued to grow at the same rate over the first two
quarters of 1976. Over the last half of 1976, the growth
of money was reduced slightly to 5.4 percent. Al-
though the actual growth rate of money was hardly

MARCH 1977

reduced over 1876, relative to its past trend of about
8 percent it grew at a somewhat slower rate. By thus
avoiding a reacceleration in money growth the FOMC
made a first step toward reducing inflation.

SUPPLEMENT
FOMC Decisions in 1976

This supplement consists of selected excerpts from
the “Record of Policy Actions” for each of the FOMC
meetings in 1976. The excerpts are selected to high-
light key factors influencing FOMC decisions. They
include analyses of current and projected economic
developments, discussions of current policy actions,
and long- and short-run operating instructions issued
by the FOMC to the Trading Desk. The full text of
each “Record of Policy Actions” appears in issues of
the Federal Reserve Bulletin.

Meeting Held on January 20, 1976

Staff projections suggested that growth in output
would moderate somewhat further in the first half
of 1978 and that the rate of increase in prices would
change little.

System open market operations in the inter-meet-
ing period had been guided by the Committee’s
decision to maintain the bank reserve and money
market conditions prevailing at the time of the De-
cember meeting, provided that monetary aggre-
gates appeared to be growing at about the rates
then expected. Data that became available week by
week after the December meeting suggested that in
the December-January period M1 and M2 would
grow at rates below the lower limits of the ranges of
tolerance that had been specified by the Committee.
Accordingly, near the end of December, the System
began to direct operations toward some easing in
bank reserve and money market conditions. By
January 12 the Federal funds rate had declined from
the neighborhood of 5% per cent - the level pre-
vailing at the time of the December meeting — to
an area of 4% to 4% per cent.

Subsequently, a majority of Committee members
concurred in Chairman Burns’ recommendation of
January 12 that the Manager be instructed to hold
the weekly-average Federal funds rate at the ap-
proximate level of 4% per cent until the time of this
meeting.

. . .part of the fourth-quarter shortfall in growth of
M1 appeared to be attributable to a decline in the

Page 12

demand for checking deposits, especially because of
the shift in business deposits from demand accounts
to savings accounts. Businesses were expected to
continue to substitute savings accounts for demand
deposits over the year ahead, although at a slower
pace than in recent weeks. For that reason, and also
because of other indications that demand deposits
were being used more efficiently, the Committee
decided to reduce the lower lmit of the longer-run
range specified for M1 from 5 per cent to 4% per
cent.

The ranges specified for M2 and M3 . . .
unchanged from those adopted in October.

were

in the discussion of current policy at this meeting,
the Committee took note of a staff analysis suggest-
ing that for the period immediately ahead uncer-
tainty about the behavior of the demand for money
was greater than usual.

In view of the current uncertainties regarding the
behavior of the monetary aggregates, many members
advocated that the Committee coniinue to give
greater weight than usual to money market condi-
tions in conducting open market operations in the
period until the next meeting and that it specify
Z-month ranges of tolerance for growth in the mone-
tary aggregates that were wider than usual. Some
members preferred to give greater emphasis to
variations in the behavior of the monetary aggre-
gates relative to expectations, and the suggestion
was also made that more weight be given to the
behavior of M2 relative to that of M1 than had been
the case in the past,

Meeting Held on February 17-18, 1978

Staff projections for the second quarter of this year
suggested that growth in output would remain mod-
erate and that the rate of increase in prices would
change little.

Staff projections for the first half of 1976 sug-
gested that growth in real output would be some-
what stronger than had been suggested 4 weeks
earlier.

Systemn open market operations in the inter-meet-
ing pericd had been guided by the Committee’s
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decision to maintain the bank reserve and money
market conditions prevailing at the time of the Janu-
ary meeting, provided that monetary aggregates
appeared to be growing at about the rates then
expected. Data that became available week by
week suggested that in the Januarv-February period
M1 would grow at a rate near the lower limit of the
range of tolerance that had been specified by the
Committee but that M2 would grow at a rate near
the upper limit of its range of tolerance. Therefore,
operations were directed toward inaintaining - the
Federal funds rate close to 4% per cent, the level
prevailing at the time of the January meeting.

In the discussion of current policy at this meeting,
the Committee took note of a staff analysis suggest-
ing that in the period immediately ahead transac-
tions demands for monev — at current levels of
short-term interest rates — might be expected to
pick up in association with expansion in economic
activity.

During the discussion it was noted that the eco-
nomic situation and outlook had improved in recent
weeks, and almost all Committee members indicated
that they favored essentially no change in policy.

AMzeting Held on Mareh I5-18, 1578

Staff projections for the second quarter of 1978
were similar to those of 4 weeks earlier,

System open market operations in the inter-meet-
ing period had been guided by the Committee’s
decision that open market operations should be
directed toward maintaining the bank reserve and
money market conditions prevailing at the time of
the February meeting — characterized by a Federal
funds rate of about 4% per cent - provided that
monetary aggregates appeared to be growing at
about the rates then expected.

Data that became available near the end of Feb-
ruary suggested that both M1 and M2 were grow-
ing faster than had been expected, and open market
operations permitted a slight firming in bank reserve
and money market conditions. However, data that
became available toward the end of the first week
in March suggested that the monetary aggregates
were growing at rates closer to those that had been
originally expected, and money market conditions
eased

In the discussion of current policy at this meeting,
the Committee took note of a staff analysis suggest-
ing that in the period immediately ahead transac-
tions demands for money — at current levels of
short-term interest rates — might be expected to
increase in association with expansion in nominal
GNP; in view of recent experience, however, the
analysis also suggested that the increase might be
Jess than would be expected on the basis of histori
cal relationships.

During the discussion it was noted that the recov-
ery in economic activity had remained orderly, that
liquidity had improved, and that the outlock for
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activity was satisfactory - although inflation re-
mained a problem. Against that background, Com-
mittee members indicated that thev favored essen-
tially no change in policv.

Meeting Held on Apeil 26, 1976

Staff projections for the remaining quarters of this
vear suggested that growth in output would be
moderate and that the rise in prices would be above
the relatively low fixst-quarter pace.

System open market operations since the March
15-16 mesting had been guided by the Committee’s
decision to seek bank reserve and money market
conditions consistent with moderate growth in mone-
tary aggregates over the period ahead. Data that
became available week by week during the inter-
meeting period suggested that in the March-April
period M1 and M2 would grow at rates near the
midpoints of the ranges that had been specified by
the Committee. Accerdingly, System operations
were directed toward maintaining conditions of re-
serve availability consistent with a Federal funds
rate of about 4% per cent — the rate prevailing at
the time of the March meeting and the midpoint of
the operating range that the Committee had speci-
fied for the inter-meeting period.

During the discussion, the view was expressed
that an appreciable tightening in money market con-
ditions in the period immediately ahead would be
premature. . . .

. .. fnancial markets were particularly sensitive at
this time, and any appreciable tghtening in money
market conditions could have a substantial effect on
short-term interest rates and could adversely affect
flows of time and savings deposits at both banks and
nonbank thrift institutions.

Meeting Held on May 18, 1976

Staff projections suggested that growth in real out-
put was continuing at a vigorous, although slightly
less rapid, pace in the current quarter and that it
was likely to be more moderate in the second half
of the year, The projections also suggested that the
rise in prices would be above the relatively low
first-quarter rate.

Immediately after the April meeting the System
became less accommodative in the provision of re-
serves. Operations were directed toward achieving
conditions of reserve availability consistent with a
Federal funds rate of 4% per cent-— the midpoint
of the 4% to 3% per cent operating range that the
Committee had specified for the inter-meeting
pericd and % percentage point above the rate
prevailing at the time of the April meeting.

[Jata that had become available soon after that
meeting and in each subsequent week suggested
that in the April-May period growth in M1 and M2
would be strong relative to the ranges that had been
specified by the Committee. Accordingly, the System
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gradually became still less accommodative in the
provision of reserves. By the end of the inter-meet-
ing period the Federal funds rale was around 5%
per cent, the upper limit of the specified range. . . .

In the discussion of current policy at this meeting,
the Committee took note of a staff analysis suggest-
ing that over the May-June period the rate of
growth in M1 was likely to subside from the rapid
pace in April. . .,

During the Committee’s discussion, it was ob-
served that the recovery in ecomomic activity had
proceeded in a satisfactory way, although the rate of
unemployment remained high and re-intensification
of inflationary pressures was a serious threat.

Altogether, the outlook for economic activity was
strong; to some members of the Committee, it
appeared stronger than suggested by the stafl
projections.

The members agreed that growth in monetary
aggregates recently had been at unacceptably high
rates. . . .

It was cbserved that the moderate monetary policy
that the Svstem had been pursuing had contributed
to a return of confidence; that to sustain confidence
it was important for the System to demonstrate its
intention to resist unduly rapid growth in the mone-
tary aggregates; and that pursuit of that objective
would run little or no risk of aborting the recovery in
economic activity.

Meeting Held on June 22, 1076

Staff projections suggested that during the second
half of the vear real GNP would expand at a good
pace and that prices would continue to rise some-
what faster than they had in the first quarter.

A stafl analysis of the economic sitwation indi-
cated that the economic expansion had slowed
somewhat more in the second quarter than had been
anticipated a month earlier. . . .

Immediately following the May meeting, the System
had become a2 little less accommodative in the provi-
sion of reserves, as it aimed at reserve conditions
consistent with a Federal funds rate averaging
around 5% per cent.

Data becoming available in the latter part of May
suggested that the May-June rates of growth in both
M1 and M2 would be near the upper ends of the
Committee’s ranges of tolerance. Accordingly, the
System sought reserve conditions consistent with a
Federal funds rate of about 5% per cent.

. . .the Committee took note of a staff analysis sug-
gesting that, . . growth in M1 would be influenced
by increasing demands for money associated with
expansion in nominal GNP, but that the rise in June
was likely to be somewhat smaller than in July be-
cause of continuing adjustments of cash balances
built up during the April bulge in money growth.

Page 14

MARCH 1977

During the Committee’s policy discussion, it was
observed that the apparent moderation in the rate
of growth in real GNP in the second gquarter was, by
and large, a healthy development, in the sense that
continuation of the rapid first-quarter rate of expan-
sion would soon have generated undesirable boom
conditions. On the whole, the members were of the
view that the economic expansion was proceeding
satisfactority and that the outloock was favorable. At
the same time, some concermn: was expressed about
the possibility that inflationary pressures would
strengthen as the expansion proceeded.

The Committee agreed that it would be desirable
to maintain relative stability in money market con-
ditions at this juncture, in light of the current slow-
ing of the econcmic expansion and the moderation
of growth in the monetary aggregates since April.

A substantial majority favored a relatively narrow
range of 5% to 3% per cent, on the grounds that a
significant easing of money market conditions would
be undesirable at this time in view of the likelihood
that it might have 10 be reversed shortly, and that a
significant firming would be inappropriate in view
of the element of uncertainty in the economic
cutlook.

As at other recent meetings, they decided that
approximately equa!l weight should be given to Ml
and M2 in assessing the behavior of the aggregates.

Mecting Held on July 19-20, 1976

Staft projections continued to suggest that during
the second half of the year real GNP would expand
at a moderately rapid pace and that prices would
rise somewhat faster than they had during the fisst
half. Moreover, prospects appeared favorable for
continuation of a good rate of expansion in real
output into 1977.

. .in early July, data becoming available suggested
that in the June-July period growth in M1 would be
below the lower end of the specified range while
growth in M2 would be close to the lower limit of its
range. In those circumstances, the System became
a lttle more accommodative in the provision of re-
serves, and by midmonth the Federal funds rate had
declined to around 5% per cent, the lower limit of
the specified range.

During the Commiitee discussion at this meeting,
some members stressed the signs of hesitation in the
economic expansion in the second guarter. . . .

Several members expressed a belief that the pace
of economic expansion would pick up again from
the reduced rate in the second quarter, and a num-
ber anticipated that in the quarters immediately
ahead growth in real GNP would be faster than that
suggested by the staff projections.

In the discussion of current policy at this meeting,
the Committee took note of a staff analysis suggest-
ing that in the July-August period varicus factors
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that appeared to have depressed M1 balances in
June would no longer be operating and, therefore,
that M1 would expand appreciably.

As to policy for the period immediately ahead,
members differed litde in their preferences for
ranges of growth in the monetary aggregates over
the Julv-August peried and for the midpoint of the
inter-meeting range of tolerance for the Federal
funds rate.

Differences of view were more marked with re-
spect to the appropriate width of the range for the
Federal funds rate. At its previous meeting, the
Committee had agreed upon a relatively narrow
range. , . .

Most members, however, favored specifving a
somewhat wider range for the Federa! funds rate
... .Some of these members also stressed the existing
uncertainty about the forces influencing the behavior
of the monetary aggregates, . . .

. .n their view this uncertainty was a reason for
specifying a wider range for the Federal funds rate
and for continuing to base operating decisions in
the period immediately ahead primarily on the be-
havior of the aggregates.

it was agreed that until the next meeting the
weekly-average Federal funds rate might be ex-
pected to vary in an orderly way within a range of
4% to 5% per cent.

Meeting Held on Awgust 17, 1978

Staff projections continued to suggest that real GNP
would expand at a moderate pace in the current
quarter and that moderate growth in output would
continue well intoe 1977. The projections also sug-
gested that average prices in the current quarter and
in subsequent quarters would rise somewhat faster
than thev had during the second quarter.

Staff projections for the second half of 1976 dif-
fered little from those of 4 weeks earlier; they con-
tmued to suggest that the slackening in economic
growth in recent months would prove to be
temporary.

As the inter-meeting period progressed, incoming
data suggested that in the July-August period growth
in M1 and M2 would be close to the midpoints of
the ranges specified by the Committee. In these
circumstances, Systemn open market operations were
directed toward maintaining conditions of reserve
availability consistent with a Federal funds rate of
about 5% per cent — the rate prevailing at the
time of the July meeting and the midpoint of the
operating range that the Committee had specified
for the inter-meeting period.

In the discussion of current policy at this meeting,
it was brought out that the accelerated expansion in
ML since early this year, taken in conjunction with
the reduced rate of growth in nominal GNP and
with relatively little change in interest rates, could
indicate that the downward shift in the demand for
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money that was so evident in the latter part of 1975
was proceeding much more slowly,

During the Committee’s discussion at this meeting
no member expressed substantial disagreement with
the stafl projection of moderate growth in real GNP,
although several members did stress the elements of
weakness that had developed in the past few
months. It was felt that uncertainty about the precise
course of economic developments had increased. . . .

In general, Committee members felt that the pace
of expansion in over-all economic achivity would
soon pick up again.

As to policy for the peried immediately ahead,
Committee members in general advocated contimua-
tion of the current stance. Most members favored
directing operations toward maintaining about the
current Federal funds rate, Accordingly, thev pre-
ferred to give more weight thar usual to money
market conditiens in formulating the operating in-
structions contained in the last paragraph of the do-
mestic policy directive, and they advocated specifying
a relatively narrow range for the Federal funds
rate. . ..

It was agreed that Svstem operations until the
next meeting would be directed toward maintaining
the weekly.average Federal funds rate at about its
current level of 3% per cent. The members also
agreed that, if growth in the aggregates should ap-
pear to be deviating significantly from the rates
expected, the weekly-average Federal funds rate
might be expected to vary in an orderly fashion
within a range of 5 to 5% per cent.

Meeting Held on Seplembper 21, 1976

Staff projections suggested that growth in real GNP
would pick up somewhat in the fourth quarter and
would remain at a good rate well into 1977, The
projections also suggested that average prices would
continue to rise at about the recent pace.

The rate of increase in M1 thus far in 1976 was
consistent with the view that the downward shift in
the demand for currency and demand deposits that
was so evident in 1975 may have slowed. As a result,
the velocity of M1 increased on the average over
the second and third quarters of 1976 at a much
slower rate than over the vpreceding three
guarters. . . .

During the inter-meeting period the Federal
funds rate deviated little from the 5% per cent mid-
point of the operating range that had been specified
by the Committee.

As to policy for the period immediately ahead,
Committee members in general advocated continua-
tion of the current stance. Interest rates, especially
on long-term debt, had been adjusting downward, it
was observed, in good measure because of improving
confidence that the rate of inflation was being re-
duced, and also because of stability in the Federal
funds rate.
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There was near unanimity in the preferences ex-
pressed for ranges of growth in the monetary aggre-
gates over the September-October period.

It was suggested that the relatively rapid growth in
M2 ought to be accommodated.

With respect to the Federal funds rate, the mem-
bers agreed that it would be appropriate to maintain
the prevailing level of 5% per cent so long as the
monetary aggregates were growing at about the
rates expected. They differed, however, in their
preferences for the width of the range for the funds
rate.

It was observed, that if the Committee specified
a wider range for the Federal funds rate than it had
at the August meeting, it would be appropriate to
place greater emphasis than at that meeting on the
behavior of the aggregates in formulating the operat-
ing instructions contained in the last paragraph of
the domestic policy directive issued to the Federal
Reserve Bank of New York.

Meeting Held on Octeber 18, 1978

Staff projections continued to suggest that growth
in real GNP would pick up somewhat in the fourth
guarter and would be sustained at about the fourth-
quarter rate well into 1977. However, the projected
rates of growth were slightly below those of 2 month
earlier. . . .

. Data that became available at the end of Septem-
ber indicated a substantial weakening in the growth
of demand deposits. It appeared that in the Sep-
tember-October period growth in Ml would be
below the lower end of the specified range while
growth in M2 would be close to the midpoint of its
range. In those circumstances the System began to
be a little more accommodative in the provision of
reserves, and the Federal funds rate eased to about
5 per cent

During the Committee’s discussion of the eco-
nomic situation, several members expressed the view
that the economic outlook was less favorable now
than it had been a month or two ago, and that the
risk of a shortfall from expected growth rates in real
GNP had increased.

In the course of the discussion, it was pointed out
that uncertainty about the fiscal policy that would
be pursued in the months ahead — and about pro-
jections of economic activity for coming quarters —
was greater than usual.

With respect to annual rates of growth in the
apgregates over the October-November period, most
members favored a range of 5 to 9 per cent for M1,
given the rebound in growth already in train for
October. For M2, most members favored a range of
9 to 13 per cent. While it was noted that these
ranges were high in relation to the Committee’s
12-month ranges for growth in these aggregates, it
was argued that the Committee should consider
that M1 had not grown at all in September and that
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recent and prospective rates of growth in M2 — and
in M3 as well — reflected the temporary stimulus
provided by recent declines in vields on market
securities to levels below the rates being offered on
deposits.

With respect to money market conditions in the
period wuntil the mnext meeting, most members
favored a slight easing.

It was agreed that until the next meeting the
weekly-average Federal funds rate might be ex-
pected to vary in an orderly way within a range of
4% to 5% per cent. Tt was also agreed that the
Manager should aim to reduce the Federal funds
rate to about 4% per cent within the next week, and
to decide on subsequent objectives on the basis of
incoming data on the monetarv aggregates.

Meeting Held on November 16, 1978

The information reviewed at this meeting suggested
that real output of goods and services . . . might be
expanding at a semewhat slower pace in the current
quarter. The rise in average prices . . . appeared to
be somewhat faster than in the third quarter. . . .

Staff projections suggested . . . that growth in real
GNP would pick up somewhat in the first quarter of
1977 and that it would be sustained at about the
first-quarter rate well into the new vear,

On October 21, 2 days after the October meeting,
incoming data suggested that over the October-
November period rates of growth in both M1 and
M2 would be at about the upper limits of the ranges
specified by the Committee. Therefore, it appeared
likely that any reduction in the Federal funds rate
in that week — pursuant to the Committee’s con-
sensus at the QOctober meeting — would have to be
quickly reversed. In those circumstances the Com-
mittee concurred in Chairman Burns’ recommenda-
tion of October 21 that the Manager be instructed to
continue to aim during that week for a Federal
funds rate at about the prevailing level of 5 per cent.

Data becoming available during the following
week continued to suggest unexpected strength in
growth of the monetary aggregates. In response to
an inquiry from the Manager concerning the appro-
priate interpretation of the Committee’s instructions,
Chairman Bums . . . . advised that in his judgment
any significant increase in the Federal funds rate at
that time from the prevailing level of 5 per cent
would be inconsistent with the Committee’s intent,
No member of the Committee expressed the view
that a rise in the Federal funds rate would be
appropriate.

In their discussion of the economic situation,
members of the Committee were in agreement that
the sluggishness or “pause” in the growth of real
output was continuing. As at the mid-October meet-
ing, no member suggested that a recession was

likely.

In the discussion of current policy at this meeting,
members of the Committee in general favored some
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easing in money market conditions in the period im-
mediately ahead, so long as growth in the monetary
aggregates did not appear to be vnduly rapid.

Tt was agreed that until the next meeting the
weekly-average Federal funds rate might be ex-
pected to vary in an orderly way within a range of
412 to B% per cent. It was also agreed that the
Manager should aim to reduce the Federal funds
rate to about 4% per cent within the next week and
to about 434 per cent within the following week w
provided that growth in the monetary aggregates

did not appear to be strong relative to the specified

ranges — and to decide on subsequent objectives
on the basis of incoming data for the monetary
aggregates.

Meeting Held on December 20-21, 1976

The information reviewed at this meeting suggested
that growth in real output of goods and services
the fourth quarter had remained close to the pace in
the third quarter. . ..

Proiections of economic activity for the rest of 1977,
it was noted, depended on the assumptions made
with respect to the economic policies that would be
pursued by the new administration taking office on
January 20.

After the first week of December, incoming data
suggested that in the November-December period
growth in M1 would be below its specified range
while growth in M2 would be at about the midpoint
of its range. Therefore, System operations became
sornewhat more accommodative in the provision of
reserves, and at the time of this meeting the Federal
funds rate was about 4% per cent — near the lower
limit of the specified range. . . .

In their discussion of economic developments and
prospects at this meeting, Committee members gen-
erally agreed that the latest business statistics in-
dicated a strengthening in the situation and that the
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recent- sluggishness appeared to have been only a
“pause” in the growth of real cutput rather than the
forerunner of a new recession.

Moreover, it was suggested that confidence had
improved.

Although Committee members in general viewed
the business situation and outleok as having im-
proved, some noted that the strengthening thus far
had not been great and that it wus not certain that
the pause had ended.

Inflation also continued to be a source of concern

Scame concern was expressed that fiscal stimulus
might foster new inflationary expectations or that, as
at times in the past, its effects might come so late in
the expansion as to cause growth of real ocutput to
accelerate at a time when it should be moving
gradually toward the longer-term rate of growth in
potential output. The view was also expressed, how-
ever, that a degree of fiscal stimulus was desirable.

Most members favored giving greater weight than
usual to money market conditions in conducting
open market operations in the period until the next
meeting, in part because projections of growth in
monetary  aggregates around the vear-end were
highly uncertaii. A majority favored directing opera-
tioms toward maintaming the Federal funds rate at
about its prevailing level of 4% per cent for the time
being, unless growth in the monetary aggregates
appeared to be deviating significantly from the rates
currently expected.

The members agreed that, if growth in the aggre-
gates should appear to be streng or weak relative
to the specified ranges, the weekly-average Federal
funds rate might be expected to vary in an orderly
fashion within a range of 4% to 5 per cent. As at
other recent meetings, the Committee decided that
approximately equal weight should be given to M1
and M2 in assessing the behavior of the aggregates.
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