The FOMC in 1981: Monetary Control
in a Changing Financial Environment

DANIEL L. THORNTON

2. 4AST vear marked the second full year of the Fed-
eral Reserve’s implementation of operating proce-
dures introduced on Qctober 8, 1979, Since then, the
Federal Reserve has attempted to achieve better
control of the growth of the monetary aggregates by
placing more emphasis on controlling the growth of
brank reserves and less on controlling short-run
movements in the federal funds rate.?

R

This past vear was a turbulent one for both the
economy and the conduct of monetary policy. Real
GNP declined markedly in the fourth quarter after
increasing rapidly during the first quarter and hold-
ing steady during the middle two quarters. The
growth rates of the monetary aggregates diverged
over the vear, with the narrower aggregates grow-
ing at a substantially reduced pace compared with
the previous vear, while the broader aggregates
grew somewhat more rapidly than they did the
previous year,

The policy of the Federal Open Market Committec
(hereafter referred to as Commitiee or FOMC) in
1981 reflects a commifment to restrain the growth of
the monetary aggregates. Anumberoffinancial inno-
vations and regulatory changes, however, caused the
Committee to change the policy weights placed on
the various monetary aggregates. Furthermore, the
nationwide introduction of NOW accounts prompted
Note: Citations referred to as “Record” are to the “Record of
Policy Actions of the Federal Open Market Committee™ found in
various issues of the Federal Reserve Bulletin
tFor adescription of the current operating procedure, see R. Alton

Gilbert and Michael Trebing, “The FOMC in 1080: A Year of
ve Targeting,” this Aeview {August/September 19810, pp.
and Richard W. Lang, “The FOMC in 1974 Introducing
Reserve Targeting,” this Revicw (March 1980}, pp. 2-25.

the FOMC to introduce a new monetary aggregate,
shift-adjusted M1B, which it used to specify its
policy directives.

This article discusses the FOMC’s monetary pol-
icy decisions during 1981, The organization is as
follows: The financial innovations and regulatory
changes of 1981 are reviewed, and the impact of
these changes on the growth rates of the various
monetary aggregates is discussed. Next, the annual
policy ohjectives of the FOMC for the growth of
various monetary aggregates are reviewed, and
the actual growth rates for the vear are compared
with the annual targets. Finally, the short-run policy
directives of the FOMC are reviewed.

Several financial developments affected the divec-
tion of monetary policy in 1981, The most important
of these were the nationwide introduction of NOW
accounts on January 1, the liberalization of interest
rate ceilings on small-savers certificates on August 1,
the introduction of tax-exempt All-Savers Certifi-
cates on October 1, and the rapid, albeit varied,
growth in money market mutual funds (MMMFs),

The firstofthese developments resulted in the use
of shift-adiusted M1B for policy purposes. The
FOMC had anticipated that the introduction of
NOW accounts would produce a shiftin the public’s
holding of financial assets, from non-demand deposit
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assets, such as savings deposits, into NOW accounts
(see table 1 for the composition of the monetary
aggregates).? As a result of this shift, the FOMC
anticipated that measured M1B would contain
a certain amount of “hidden savings.” Further-
more, until complete, this shift would cause the
growth rate of measured M1B to overstate the actual
srowth rate in transactions balances.

Initially, it was estimated that this shiff would
cause the growth in measured M1B to overstate the
growth in transactions balances by 2 to 3 percentage
points.® In anticipation of this development, the
Committee stated both its long-run and short-run
policy directives in terms of shift-adjusted M1B.
Shift-adjusted M1B was obtained by subtracting
from measured MIB, the estimated increase in
other checkable deposits (above some expected
normal growth) that came from sources other than
demand deposits.4

Furthermore, the FOMC anticipated that nearly
all of the shift into NOW accounts from sources other
than demand deposits would come from sources in-

EFor u more detailed discussion of the composition of the mone-
tary aggregates, see R. W. Hafer, “The New Monetary Aggre-
gates,” this Review {February 1980, pp. 25-31.

31t was assumed that individuals would shift assets primarily out
of traditional demand deposits and other interest-earning assets
included in M2 into NOW accounts. Thus, the growth rates of
M2 and M3 would be unaffected by these shifts. There were two
reasons for anticipating shifts out of savings deposits into NOW
accounts: First, most NOW accounts had substantial minimum-
balance reguirements. Thus, it was assumed that individuals
waould shift part of their savings into NOW accounts to meet
these requirements. Second, the New England experience with
NOW accounts indicated that about ene-third of the low into ATS
and NOW accounts had come from savings deposits. See “Mone-
tary Policy Objectives for 19817 {Board of Governors of the
Federal Reserve System, 1981), p. 4-3; and “Monetary Report
to the Congress,” Federal Beserce Bulletin (March 1981), pp.
195-208.

1The proportion of the increase in other checkable deposits (QCD;
that was estimated to have been shifted from sources other
than demand deposits was determined from a number of surveys
and a cross-sectional econometric study. T was estimated that
the proportion of QCD diverted from sources other than demand
deposits was between 20-25 percent in January, and 25-30
percent thereafter. Shift-adjusted M1B was obtained by first
estimating the proportion of the change in seasonally unadjusted
QCD from end of the year 1980, above some trend growth in
OCD that came from sources other than demand deposits. The
proportion was assumed to be the midpeint of the above ranges.
Next, this amount was seasonally adjusted using the seasonal
factors for commercial bank savings deposits. Thiz seasonally
adfusted amount was then subtracted from seasonally adjusted
M13B to obhtain seasonaily adjusted, shift-adjusted MIB. For
more details, see “Becent Revisions in the Money Stock,”
Federal Reserve Bulletin {July 1981}, po. 539-42; and John A.
Tatom, “Recent Financial Innovations; Have They Distorted
the Meaning of M1?7 this Review (April 1982), p. 23-35,

Later in the vear, it appeared that most of the shift out of
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demand and nendemand deposit components of M2 appeared to
have taken place during the first four months of the vear. As a
result of the completion of the major portion of the shift, the
Federal Reserve Board discontinued ifs series on shiftradjusted
MI1B, effective January 6, 1982, The M1A measure was dropped
at the same time.
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cluded in M2. This would cause the growth rate of
measured M1B to increase relative to M2, However,
the Committee was uncertain about the extent of the
shift and about the ultimate source of the new NOW
accounts, Hence, it was uncertain about the appro-
priate weighting of shift-adjusted M1B and M2 for
policy purposes. This uncertainty was exacerbated
by the rapid and varied growth of the money market
mutual fund component of M2 during the vears

The shift from non-interest-bearing checking
accounts into interest-bearing NOW accounts re-
sulted in a substantial reduction in the growth rate
of M1A (currency plus demand depasits at commer-
cial banks). This blurred its meaning, as the propor-
tion of checkable deposits it represented declined
markedly after the first of the vear. As a result, the
Committee eliminated any reference to the M1A
measure from its short-run policy objectives and
from its tentative long-run policy objectives for

1982.8
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It was believed that the liberalization of interest
rate ceilings on small-savers certificates and the
introduction of tax-exempt All-Savers Certificates
would increase the attractiveness of these com-
ponents of M2 relative to money market assets that
are not included in M2. By the middle of 1981, the
Committee was concerned that these regulatory
changes, especially the introduction of All-Savers
Certificates, would produce shifts from money
market assets into these components of M2, The
Committee believed that these changes might cause
a rapid acceleration in the growth rate of M2, espe-
cially during the fourth quarter of the year, altering
the relative growth rates of M2 and shift-adjusted
MIiB still further. Thus, these regulatory changes
also contributed to the uncertainty about the appro-
priate weighting of shift-adjusted M1B and M2,

This uncertainty was heightened by the increase
in the income velocity of shift-adjusted M 1B during

35ee “Record” (April 1981}, p. 314; and “Record” {(June 1981},
b, 500-01.

¥The Committee decided to omit reference to M1A from its state-
ment of the shortrun policy objectives for 1981 at the March
meeting and from its statement of long-run policy directives for
1981-82 at the July meeling. See “Record” {June 1981), p. 5300,
and “Record” (September 1981), p. 7186,
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the vear.” It was argued that high interest rates had
induced the use of new cash management tech-
niques that reduced the demand for traditional trans-
actions balances, thus increasing the income veloci-
ty of money. For example, it was argued that since
many MMMFs have check-writing privileges, they
may themselves he considered transactions bal-
ances, or at least close substitutes for the transac-
tions balances included in M1B. If this were true,
shift-adjusted M1B would understate the growth in
transactions balances of the economy.

4

ANNUAL TAR

e

The Full Employment and Balance Growth Act
of 1978 {also called the Humphrey-Hawkins Act)
requires the Board of Governors, each February and
July, to transmit to Congress reports on the objectives
for growth rate ranges for monetary and credit aggre-
gates over the current calendar vear and, in the case
of the July report, the ohjectives for the following
calendar vear as well. The Committee has chosen to
establish ranges from the fourth quarter of the pre-
vious year to the fourth quarter of the current vear.®
While these ranges must be reported to Congress
each February and July, the Act provides that the
Board and the Committee may reconsider the annual
ranges at any time.? The period to which the annual
ranges apply, however, may not be changed. The
base period (the fourth quarter of the previous vear)
would remain the same even if the Committee de-
cided to change the desired growth rates of the
aggregates for the year.

Atits February meeting, the Committee agreed on
the desirability of reducing the rate of monetary
growth, thereby contributing to reducing the in-

See “Record” {July 16813, p. 5368, The income velocity of money
is given by the ratio of nominal GNP to money. |t indicates
the number of times each unit of nominal money “tums over”
in producing this vear’s final cutput.

8Prior to 1979, the Committer adopted one-vear growth rates
each guarter, and the base period for the annual targets an-
nounced each quarter was brought forward to the most recent
guarter. This method resulted in a problem referred to as "base
drift.” Growth in aggregates above {below) an annual growth
range in a quarter would raise {lower) the base level for caleu-
lating the next annual growth path. Specification of annual objec-
fives in terms of calendar vear growth rates, which eliminates
the base drift problem within a calendar vear, does not solve
this problem from one calendar vear to the next, since new
ranges are established from the end of each calendar year.

BAtL its midyvear review of the annual ranges, the Committee also
established tentative ranges for the monetary aggregates for the
next year — measured from the fourth quarter of the corrent vear
to the fourth quarter of the following vear.
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flation rate and providing a basis for economic stabil-
ity and sustainable growth in GNP.1¢ The Commit-
tee agreed to specify an annual target range for
shift-adjusted M1B that was ¥% percentage point he-
low the comparable range for 1980.11 There was
fess agreement, however, on the specification of the
growth rate ranges for the broader monetary aggre-
gates.

Members differed somewhat more in their views
concerning the hroader monetary aggregates, in part
because of uncertainty about the potential effects of
interest tate relationships on the behavior of the
nontransaction component. Reflecting an expectation
that growth of the broader aggregates would increase
relative to that of the narrow aggregates adjusted
for expansion of NOW accounts, a number of mem-
hers favored specification of ranges slightly higher
than those for 1980, However, most members be-
lieved that sufficient allowance for the possibility of
would be made by reiterating the 1980 ranges for
them in association with ranges tor the narrower ag-
gregates that were 1/2 percentage point lower than
those for 1980, In this connection, it was stressed
that specification of ranges rather than precise rates
for growth over the vear inherently provided for some
change in relative rates of growth among the mone-
tary aggregates, and that growth of both M2 and M3
might well be in the upper portions of their ranges.
Even so, growth of the broader aggregates would be
fess than actual growth in 1980, One member pre-
ferred to fucus exclusively on the narrower aggre-
gates, not specifyving ranges for the broader aggre-
gates. 2
Atthe end ofthis discussion, the Committee estabh-

lished the same annual target ranges for M2 and M3
as it had established in 1980. Table 2 shows the
target growth rates for shift-adjusted M1B, M2 and
M3 that the Committee established at its February
meeting.1® The Committee did not establish annual
growth rate ranges for measured M1B. However, it
was estimated that a range of 6 to 8% percent for
measured M1B would correspond to the Commit-
tee’s range for shift-adjusted M1B.1* Growth rates
of the monetary aggregates relative to their long-run
ranges are presented in charts 1 and 2.

L Record”™ {April 1981}, p. 315.

UThere was no shift adiustizent to M1B in 1980, Thus, the “com-
parable range’ is the 1980 range for actual M1B.

2 Record” (April 19810, p. 315.

B Record” {April 1981}, p. 316; and “Monetary Report to Con-
gress,” p. 205. An annual target range for M1A was adopted at
the February meeting {3-3% percent}). It is not reported here,
however, because M1A was dropped for policy considerations
later in the year. See footnote 6.

"M onetary Report to Congress,” p, 207,

6
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As shown in tahle 2, the broader monetary aggre-
gates grew at rates above their long-run ranges for
the vear: M2 grew ata 9.4 percentrate, just above the
top of ifs range, while M3 grew ata 11.4 percent rate,
2 percentage points above the top of its annual vange,

In contrast, the growth rate of shift-adjusted M1B
was substantially below its target range for 1981,
Shift-adjusted MIB grew at an annual rate of 2.3
percent from the fourth quarter of 1980 to the fourth
quarter of 1981, about | percentage point helow the
lower end of its planned growth range.!s

While this shortfall in the growth of shift-adjusted
MI1B was somewhat larger than the Committee
anticipated by mid-vear, financial developments
during the vear led it to accept a slower growth in
shift-adjusted MIB as long as the growth in the
broader monetary aggregates remained at the upper
ends of their ranges,

... in light of its desire to maintain moderate growth

in money over the balance of the year, the Committee

wished to affimn that growth in MIB near the lower

BReciuse there was no shift-adjusted M 1B for the fourth quarter

of 1980, its growth rate was calculated from the average Jevel
of M1B for the fourth quarter of 1980.
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Chart §

MIB, Shift-Adjusted M1B and Growth Objectives for Shift-Adjusted M1B
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end of its range would be ucceptable and desivable. various monefary aggregates, and the extent to
At the same time, the Committee recognized that which these developments in tum were affecting
o . : o oader yretary arereesates mig o - . . - .

growth in the broader monetary aggregates might be the relationship between the aggregates and eco-

high in their ranges {italics added).t®

nomic activity. This is most evident in the Commit-
tee’s discussion of short-run policy directives for
1981,

Much of the willingness to accept a slower rate of
growth in shift-adjusted M 1B stemmed from uncer-
tainty about the extent to which financial develop-
ments were affecting the relative growth rates of

= The announcement of annual target ranges for the

16" Record” (September 19815, p. 716, Similar statements appear o ) o ]
on numerous eccasions in the “Record.” Forexample, “Record” monetary aggregates, mandated by the ‘FHH Em-
(October 1981, p. 792 and 794; (December 1981), p. D08, and ployment and Balanced Growth Act of 1978, is
(Eum;atry 19821, p. —1.1.‘3’\].‘;('), ser ﬁxt;itc‘r]ﬁzeut v Panl AL \-_‘()lrkv}‘, intended to set public guidelines for the FOMC in
Chairman, Board of Goverors of the Federal Reserve Sys . N . 1 . li o i ives duri .
hefore the Committee on Banking, Finance and Urban Affairs,” choosing short-run policy objectives during the year.
Federal Beserce Bulletin (August 1981, p. 615, Committee decisions that influence the day-to-day

7
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Chort 2
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Chart 3
FOMC Ranges for Federal Funds Rate
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implementation of monetary policy, however, are
specified in the short-run policy directives, The
Committee issues these directives to the Manager
of the Open Market Account at the Federal Reserve
Bank of New York.

At each meeting in 1981, the Committee specified
short-run growth rates for shift-adjusted M1B and
M2.17 It also specified an intermeeting range for the
federal funds rate.® These ranges and the actual

1A short-run growth rate target for M1A was established at the
February meeting; however, M1A was dropped from the Com-
mittee’s short-run objectives at the March meeting. The short-
run target moege for M1A set at the February meeting was 5-6
pereent,

18 movements of the federal funds rate within the mnge appear

rate are presented in chart 3. The
growth rates for the monetary aggregates and the
ranges for the federal funds rate that the Committee
specified during 1981 are presented in table

Charts 4 and 5 show the short-run ranges for shift-

feder 1I funds

to be inconsistent with short-run objectives for the monetary
aggregates and related reserve paths during the intermeeting
period, the manager for Domestic Operations at the Federal
Reserve Bank of New York i to promptly notify the Chairman,
who in turmn decides whether the situation calls for supple-
mentary instructions from the Committee, Two such meetings
were called during 1981, Meetings were called on February 24
and May 6; see “Record” (April 19810, p. 318 and “Record”
{Tane 19811, pp. 302-03. The federal funds rate range lirst
appeared as & “trigger mechanism” with the change to reserve
targeting procedure on Octeber 8, 18978, See “Record” (IDecem-
ber 19791, p. 977,
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adjusted M1B and M2 based on first-published
data, First-published data give a more accurate
representation of the Committee’s short-run policy
decisions based on information available atthe time.
Revised data for shift-adjusted M1B are lower
relative to its annual ranges than first-published
data. Revised data for M2 are substantially higher
celative to its annaal ranges than first-published
data.'?

The Committee’s short-run policy directives

197y see this, compare charts ] and 4, and charts 2 and 5. The data
for M2 i chart 3 is higher than the M2 data as of the February
1982 revisions. Much of this difference is due to the redefini-
tion of M2 to include retail BEs (those issued in amounts of less
than $1000000 and te exclude “institation only” MMMFs
{(funds which do not offer accounts to individuals). See the
Board’s H.6 release of February 5, 1982, for details.

10

followed three phases and are reflected by the
general movement of the monetary aggregates
during the vear. During the first phase, the Cominit-
tee’s objective was to achieve a gradual acceleration
in the growth of shift-adjusted M1B within its anmual
range, after it fell below the lower end of its Tange in
January. During the second phase, the Commitice
gave greater weight to keeping the growth of M2
around the top of or within its annmal range, while
permitting growth in shift-adjusted M1B to fall sub-
stantially below the lower bhound of its range. ln the
final phase, the Committee once again desired more
rapid growth in shift-adjuste A MI1B, while accepting
4 somewhat larger departure of M2 above the upper
limit of its anpual range. Growth rates of shift-
adjusted M1B, measured M1B, M2 and the adjusted
monetary base corresponding to these phases are
presented in table 4.
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Meetings in February and March

The first phase encompasses the FOMC's first two
meetings in February and March. In determining
short-run policy chiectives at the February meeting,
the Committee took special note of the fact that the
srowth of shift-adjusted MI1B, from the fourth guar-
ter of 1980 to January 1981, had fallen below the
lower end of its annual range. It was generally agreed
that open marketoperations, before the March meet-

ing, should be directed toward a gradual restoration
of the growth in shift-adjusted MIB to a rate consis-
tent with its annual range. While there was disagree-
ment over the acceptable amount of growth during
the intermeeting period, it was agreed that the
gradual approach lessened the danger of misintes-
preting policy intentions.
In accepting the gradual approach toward encour-
aging rates of monetary growth consistent with the
ranges adopted for 1881, several members com-

11
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Chort 4

Short-Term and Long-Term Growth Objectives for Shift-Adjusted MI1B
Based on First-Published Data
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mented on the danger of potentially confusing
interpretations of policy intentions and also of pos-
sible instability in financial markets. It was observed,
for example, that efforts to raise monetary growth
promptly toward the longer-run paths could have the
undesitable consequences of encouraging first rela-
tively rapid growth and then an abrupt decleration.

A few members also suggested that the gradual ap-

proach to making up the shortfall would be accept-

able provided that it proved to be compatible with
relative stability or some easing in money market
pressures,??

Atthe March meeting, it was noted that the growth
of shift-adjusted M1B had expanded substantially
during the first two weeks in March, but remained at
a level below the bottom end of its annual range. It
was also reported that the growth of M2 had ap-

20“Record” (April 1981} pp. 316-17.

12

parently accelerated considerably in March, spurred
on by a record expansion in money market mutual
funds that had more than offset the weakness in
small savings and time deposits. It was argued that
the weakness in the growth of shift-adjusted M1B
might be a misleading indicator of the growth of
transactions balances, since a part of the rapidly
growing money market mutual funds might them-
selves be considered transactions balances. As a
result of this discussion, the Committee decided to
give more weight than before to M2 in interpreting
its short-run policy directives.®2

2:*Record” {June 1981}, pp. 300-01. Many MMMFs have check-
writing privileges. However, most require checks to he written
in amounts of $500 or more. For an analvtical argument why
MMMPF deposits should not be considered money, see B W,
Hafer, “Muach Ado abeut M2, this Review (October 1981). pp.
13-18.
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Chart 5

Short-Term and Long-Term Growth Objective for M2 Based on First-Published Data
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The Committee established a short-run growth
rate for shift-adjusted M1B for the period March to
June of 5% percent or somewhat less,” and for M2
of “ahout 10% percent,” some 2% percentage points
above the range established in February.?2

If achieved, these short-run growth rates would
have resulted in a level of shift-adjusted M1B at the
upper bound of its annual target and of M2 above
the upper bound of its annual target, as illustrated in
charts 4 and 5. Thus, the Commiittee raised the short-
run target growth rate for M2 and simultaneously
gave more weight to M2 in evaluating the behavior
of the monetary aggregates.

22The disparity in the changes in these rate ranges for shift-
adjusted M1B and M2 is even more pronounced when “base
drift is taken into consideration.” On March 31, shiftadjusted
MIB was at a level below the lower end of its annual range,
while M2 way above the upper end of its annual range.

13
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Meetings in May through Augusi

The second phase of short-run policy directives
encompasses the May through August meetings. Its
beginning is marked by a reversal of the policy of
gradually accelerating growth of shitt-adjusted M 1B,
which was characteristic of the February and March
meetings. At the May meeting, the Committee
noted that the growth of the monetary aggregates
had been very rapid during March and April. The
Board staff told the Committee that the growth of
shift-adiusted M1B during May and June would
have to be negligible if the growth rates specified in
March were to he achieved.?? However, the staif's
analysis indicated that the growth of M2 in the com-
ing months would be less rapid, reflecting a slowing
in the growth of savings and small-denomination
time deposits and a weakness in the growth of
MMM Fs. It was reported that the broader monetary
aggregates might move back toward the tops of their
annual target ranges.

The Committee took particular note of the con-
tinuing strength of economic activity in the first
gquarter, the rise in income velocity of MIB, which
it believed posed the risk of pressure for further
expansion of money and credit later in the vear, and
the continuing strength of inflation expectations in
deciding to reduce the growth ofthe monetary aggre-
gates rather quickly.?? The Committee voted for a
substantial deceleration in the growth of the mone-
tary aggregates. The target rates of growth of shift-
adiusted M1B and M2 were reduced to “3 percent or
lower” and “about 6 percent,” respectively, for the
two-month period from April to June.

By the July meeting, the Commitiee noted that

the rapid deceleration in the growth rates of the
monetary aggregates that it had voted for in May had

materialized. It was reported that the growth rate of

M2 was reduced to about 5 percent for the May and
June periods and that shift-adjusted M1B declined
at annual rates of 5 percent in May and 10% percent
in fune, following a growth rate of almost 17 percent
in April. This brought the growth rate of shift-
adjusted M1B to about 2% percent from the fourth
quarter of 1980 to the second quarter of 1981, over

28 Record” {July 1981), n. 368,

24 he Committes anticipated that the large bulge in the income
velocity of M1B wonld reverse itsell later in the yvear, resulting
in a sighificant increase in the demand for MIB and a corre-
spondingly large inor in the level of M1B later. See
“Record” (July 19811, p. 568; “Record” (June 18811, p. 500; and
“Record” (September 1981), p. 715
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1 percentage point below the lower end of the
annual range.®® At the same time, it was noted that
the shortfall in the rate of growth of shift-adjusted
MIB was accompanied by an unusually large in-
crease in its income velocity. The significance of
the relative growth of shift-adjusted M1B and M2
was considered once again.

The shortfall in growth of shift-adjusted MI1B in
the first halt of the vear followed relatively rapid
growth in the latter part of 1980; and it was accom-
panied by an usually rapid rise in the income velocity
of money, as nominal GNP expanded strongly, In
partial explanation, extraordinarily high interest
rates in combination with the introduction of NOW
accounts on a nationwide basis apparently provided
a greater stimulus to intensive management of cash
balances than that normally associated with an in-
crease in interest rates. In the period ahead, MIB
might behave somewhat differently from earlier
measures of transaction bhalances, because of the
sizable volume of deposits earning interest and be-
cause of the greater weight of household balances in
the total. The behavior of M2 was likely to be affected
to some extent by two recent decisions of the Deposi-
tory Institutions Deregulation Committee (DIDC),
effective August 1: one removed rate caps on the
2Va-vear small saver certificate, enabling the 1ate
to Huctuate with the vield on 2%-vear Freasury
securities at all levels; and the other eliminated
ceilings altogether on small time deposits with initial
maturities of four vears or more. The rapid growth of
money market funds appearedtoinfuence the growth
of both M1 and M2, in opposite directions, but the
magnitude of the effects was difficult to judye. 26

At the conclusion of this discussion, the Commit-
tee decided to foster the growth of shift-adjusted
M1B gver the third quarter that would be fast enough
to push the growth of this aggregate toward the lower
end of its annual range. Accordingly, the Committee
adopted the following short-run policy directive.

in the short run the Committee seeks hehavior of
reserve aggregates consistent with growth of MIB
from June to September at an annual rate of 7 percent
after allowance for the impact of Hows into NOW ac-
counts {resulting in growth at an annual rate of about

2 percent from the average in the second guarter to

the average in the third quarter), provided that

growth of M2 remains around the upper Himit of, or
moves within, its range for the gear (italics added).??

The Committee established a growth rate for shift-
adjusted M1B that, if achieved, would result in a

level of shift-adjusted M 1B just above the lower end
of its annual range. This policy directive was reak

2 Record” (September 1981), p. 713
281{hid., p. 715.

271hid., p. 718
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firmed at the August meeting.2® However, even this
growth path was conditional on the M2 proviso, that
is, on M2 remaining about or moving within its
annual growth rate range.

By the August meeting, the Committee was con-
cerned that new legislative and regulatory changes
were likely to alter the relative growth paths ()f&zhi&-
adjusted M1IB and M2 still further. In particular, i
expressed uncertainty aboutthe effect of the 11bemh—
zation of interest rate ceilings on small-savers cer-
tificates and the then-pending introduction of tax-
exempt All-Savers Certificates.?? It was thought that
these developments, especially the All-Savers Cer-
tificates, might contribute to a marked acceleration
in the growth of M2 during the fourth quarter of the
year.3? Several Committee members expressed
concern ahoutrelving too much on M2 in view of the
potential sources of distortion. At the end of this
discussion, the Committee reiterated the short-run
objectives it had agreed upon at its July meeting.

Meetings in Uctober through December

At the October meeting, the Committee took par-
ticular note of the widening divergence in the be-
havior of shift-adjusted M 1B and the broader mon-
etary aggregates, It continued to express uncertainty
about the impact of the recent legislative and regula.
tory changes on the relative growth paths of the
monetary aggregates. Moreover, it noted that the
public’s desire to hold transactions balances in
forms included in MI1B apparently had declined.

This was evidenced by the unusually high level of

M1B velocity, given interest rate levels. While the
Committee generally agreed to seek more rapid
growth in shift-adjusted MI1B, it disagreed about
how much more growth was appropriate and how the
aggregates should be weighted.

Committee members agreed on the desirability of
continuing to seek more rapid growth in M1B over
the remaining three months of 1981, while taking
account of the relative strength of the broader aggre-
gates. The observation was made that a pickup in

2 Record” {Qctober 1981}, p. 794,

#iee “Record” {October 18811, p. 792. The Depository Institu-
tions Deregulation Committee (DIDC) removed the interest
rate “caps” on 30-month smali-savers certificates effective
August 1, 1981, The interest ate ceilings an small-savers certifi-
cates was allowed to fluctuate with the rate on 30-month Trea-
sury securities. Prior to August |, the caps were 11.75 percent
for commercial banks and 12.00 percent for thrift institutions.
The DIDC also approved the introduction of tax-exempt All-
Savers Certificates effective October 1, 1641,

3 Record” (October 1981), pp. 792-G3.
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growth of M1B now would reduce the risks of cumu-
fative contraction in activity, which could well he
followed by an excessively rapid recovery and expan-
$1D1,

At the same time, many members expressed the
view that very rapid growth of M1B over the few
remaining months of the vear would contribute to
instability and would interfere with achievement of
longer-term economic goals. Specifically, such
growth maost likely would dissipate the gains already
made in moderating inflation, exacerbate inflationary
expectations, and induce a rebound in interest rates
after no more than a temporary decline. Moreover,
rapid growth in M1B waould significantly increase
the risk that the broader monetary aggregates would
exceed their ranges for growth over the vear by siz-
able margins, which was a source of concern in
Hght of the uncertainties about the interpretation of
the various monetary aggregates in the current cir-
cumstances. 81

At the end of this discussion, the Committee
decided to give approximately equal weight to shift-
adjnsted M1B and M2 in developing short-run
policy directives, and voted for more rapid growth in
MZ. This marked the beginning of the third phase in
policy. The growth rate for M2 was established at
“10 percent or slightly higher,” at least I percentage
point above the rate established by the M2 proviso
of the previous two meetings. In contrast, the Com-
mittee established a growth rate of 7 percent for
shift-adjusted M1B for the fourth quarter of 1981, the
same short-run growth rate it had established for the
third quarter.

By the November meeting, the Committee ac-
knowledged that the downward drift in economic
activity, which it had noted at the previous meeting,
had developed into a recession. It also acknow-
ledged that there was a modest shortfall in the
growth of shift-adjusted M1B from the 7 percent rate
that the Committee had established in October.
Committee members continued to agree on the
desirability of seeking somewhat more rapid growth
in shift-adjusted M1B and reaffirmed their October
growth path for the narrower aggregate. The growth
path for M2, however, was increased to “around 11
percent,” despite the fact that M2 was above the
upper end of its annual range. Furthermore, it was
understood that a faster growth of shift-adjusted
M1B than specified in the short-run objective was
acceptable.

It was understood that somewhat more rapid
growth of M1B, consistent with the objective for

3t"Record” {(December 1981}, po. B08-09.
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growth aver the fourth quarter adopted at the pre-
vicus meeting, would be accepted in the event that
transaction demands for money proved to be stronger
than anticipated; it was also understood that moder-
ate shortfalls from the growth path would not be un-
acceptable, particularly if broader aggregates con-
tinued to expand rapidly.52

At the December meeting, the Committee noted
that the growth of both shift-adjusted M1B and
M2 had accelerated during November, reflecting
the growth of other checkable deposits and the non-
transactions components of M2. The Committee
continued to express uncertainty about the inter-
pretation of the monetary aggregates.

In the near-term pursuit of the fundamental ob-
jective of fostering the fnancial conditions that
would help to reduce inflation and promote recovery
in economic activity on a sustainable basis, the
Committee continued to face considerable uncer-
tatnty about the interpretation of the behavior of the
monetary aggregates. Growth of other checkable
deposits {OCD} had picked up sharply in November
and early December. (Such deposits include NOW
accounts and ATS accounts at banks and thrift in-
stitutions and credit union share draft accounts.)
Moreover, the surge in OCD was accompanied by a
renewal of Hows into savings deposits at commercial
banks and continuation of substantial flows into
money market mutual funds, which raised growth of
M2 in November to the highest rate so far in 1981
Given the volatility of the behavior of the monetary
aggregates in the short run, it seemed that the recent
spurt might have resulted partly from an expansion
of highly Hqguid precautionary balances at a time of
considerable uncertainty about near-term economic
and financial conditions, as well as a response to the
lower level of marketinterest rates in earlier weeks 33

After considerable discussion over the appropriate
growth rates for the aggregates, the Committee
decided to set target ranges for the period November
1981 to March 1982 of “4 to 3 percent” for M1
{previously measured MIB) and “around 9 to 10
percent” for M2, If achieved, this growth of M2
would produce a level of M2 in March 1982 above a

3 Record” (January 1982}, p. 42.
8 Record” (February 1982}, p. 108,
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projection of the 11 percent growth rate that the
FOMC had voted for at the November meeting,
Thus, the apparent reduction in the desired growth
rate of M2 is really more expansive when “bench-
marked” at the November level of M2 {see chart 3),

{CONCLUSIONS

During 1981, the Federal Reserve achieved a sub-
stantial reduction in the rate of growth of M1B (both
shift-adjusted and unadjusted). In fact, shift-adjiusted
MI1B grew at a rate substantially below the lower
bound of its target range for the yvear. In contrast, the
growth rates of the broader monetarv aggregates
were more rapid than a vear earlier.

Monetary policy decisions in 1981 reflectthe Com-
mittee's commitment to restrain the growth of the
monetary aggregates. However, uncertainty about
the effect of financial developments on the growth
rates of shift-adjusted M1B and M2 and on the rela-
tionship between these aggregates and economic
activity led to uncertainty about which aggregate is
most important to control. As a result, the FOMC
twice changed its weighting of shitt-adjusted M1B
and M2 for the purpose of implementing its short-
run policy directives. During most of the vear, the
Committee allowed shitt-adjusted M1B to grow
below the bottom of its annual target range when M2
grew within or at the top of its range. In the fourth
guarter of the vear, M2 was permitted to exceed the
top of its annual range when the Committee in-
creased the priority for a faster growth of the narrow-
er aggregate in response to declining economic
activity.

Thus, it appears that the most significant question
for monetary policymakers in 1981 was which mone-
tary aggregate to control in a financial environment
marked by innovation and regulatory change. The
impact of such developments on the growth rates of
the monetary aggregates, and the relationship be-
tween the aggregates and economic performance
will undoubtedly be significant policy issues in

1982,
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Appendix: Summary of Discussion at

Committee Meetings

e
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R
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In their discussion of the economic outlook and
sitnation during this meeting, Committee members
disagreed on the expected path of real output and
unemployvment for 1981, However, all members
anticipated a somewhat higher inflation rate for 1981.

At this meeting, the Committee completed a
review of the long-term growth rates of the monetary
aggregates for the period from the fourth quarter of
1980 to the fourth quarter of 1981, as mandated by
the Full Employment and Balanced Growth Act of
1978, This discussion began at the December 1980
meeting. Members of the Committee agreed that, in
light of their long-standing goals of contributing to
a reduction in inflation and providing a basis for
the restoration of economic stability and growth in
real output, a further reduction in the ranges for
monetary growth was appropriate. However, there
was concern that the impact of the nationwide intro-
duction of NOW accounts on December 31, 1980, as
authorized under the Monetary Control Act of 1980,
had changed the relationships among the measured
orowth rates of the monetary aggregates.

It had been anticipated that shifts into NOW
accounts would significantly reduce the growth in
MI1A and enhance the growth of M1B., However,
the experience during the first few weeks in January
revealed much larger shifts than anticipated. It was
generally concluded that estimates of the impact of
such shifts on the measured growth rates of the two
monetary aggregates could be only tentative due to
the size of and uncertainty about the ultimate source
ofthe funds. Nevertheless, the Committee, abstract-
ing from the NOW account effects, specified ranges
for M1A and M1B, one-half percentage point below
the 1980 ranges. While the members differed some-
what more in their views about the growth rates for
the broader monetary aggregates, the Committee

Note: Citations to “Record of Policy Actions of the Federal Open
Market Committes” are referred to as “Record.” Money growth
rates referred to in this appendix are taken from published min-
utes of the Committee’s meetings for 1981 and, theretore, may
not correspone to more recent benchmark revisions. The data
reflect information available to the Committee at the time of the
meetings.

ultimately decided to maintain the 1980 long-term
growth rates for M2 and M3 and commercial bank
credit in 1981,

Considering the objectives for monetary growth
for the intermeeting period, the Committee took
particular note of the fact that both M1A and MI18B
had fallen below their 1981 growth paths during the
December-January period. It was generally agreed
that open market operations should be directed
toward a gradual restoration of the growth in M1A
and M 1B, adjusted for NOW account effects. Almost
all members were willing to accept the continuation
of relatively slow growth in relation to the ranges for
1981, at least through March, in recognition that it
would generally compensate for the rapid growth
during the fourth gunarter of 1980, which carried
growth for the vear slightly above the epper bounds
of the ranges,

Thus, the Committee decided to seek growth rates
in M1A and M1B that would gradually bring these
aggregates within their annual target ranges, with
the provision that the Chairman would be notified
if a range for the federal funds rate of 15 to 20 percent
appeared to be inconsistent with the monetary and
related reserve paths.

Late in February, data on M1A and MIB, after
adjusting for NOW account shifts, indicated these
aggregates were growing at rates well below those
consistent with the policy directive. Simultaneous-
ly, the growth in M2 and M3 was stronger than antici-
pated. Also, the federal funds rate had declined to
around the 15 percent level. As a result of a tele-
phone conference on February 24, the Committee
adopted the following modification to its earlier
policy directive:
In light of the relatively strong growth of M2 and M3
and the substantial easing recently in money market
conditions, as well as uncertainties about the inter-
pretation of the behavior of M1, the Committee on
February 24 agreed to accept some shortfall in growth
of MIA and MI1B from the specified rates in the
demestic policy directive adopted on February 3 as
consistent with developments in the aggregates
generatly and the objectives for the year?

“Record” (April 1981, p. 318
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Elpveh

The Committee’s discussion of policy for the
immediate future tocused on two interrelated issues:
the desired rate of growth of narrowly defined
money, and the appropriate weight for M2 in imple-
menting policy, Tt was suggested that the slow rate
of growth of M1B during the early months of the vear
might be a misleading indicator of the growth rate
of transactions balances over this period. It was
argued that some part of money market mutual funds
might be regarded as transactions balances. Thus,
the rapid growth in these funds might indicate a
faster growth in transactions balances than the
growth rate of measured M1B would show.

The Committee also noted that shifts into money
market accounts would probably continue to distort
the growth of MIB to an unpredictable extent. Thus,
the Committee agreed to the following change in
procedure;

In evaluating the behavior of the aggregates, it was

agreed that greater weight than hefore weuld be

given to the hehavior of M2.2

On May 6, the Committee held atelephone confer-
ence. Available data showed a sharp increase in the
rate of growth of M1B, pushing it to about the mid-
point of the 3% to 6 percent range established for
1981, The growth of M2 had decelerated slightly in
April; however, it continued to expand ata relatively
rapid rate. Simultaneously, it was reported that the
reserves supplied through open market operations
declined substantially, putting strong pressure on
banks’ reserve positions. As a result, borrowings
from the Federal Reserve increased sharply in late
April and early May, the federal funds rate in-
creased from 13 to 14 percent and the surcharge was
increased from 3 to 4 percent, effective Mav 5. Due
to the short time before the next regularly scheduled
meeting on May 18§, the Committee agreed to main-
tain the short-run objectives for monetarv growth
established at the March 31 meeting.

v

The staff projections presented at this meeting
indicated that the sharp upturn in real GNP that
occurred in the first quarter of the vear would
moderate over the rest of 1981, However, a number
of Committee members expressed the opinion that
the expansion in economic activity over the remain-
der of the vear was likely to exceed earlier expecta-

2“Record” (June 1981}, p. 501,
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tions. It was generally agreed that there was a need
to reduce the growth rates of the monetary aggre-
gates quickly in order to maintain a posture of mone-
tary restraint.

In considering objectives for monetary growth over
the remainder of the quarter, the members in general
agreed that a posture of restraint needed to be main-
tained. They generally agreed with the view that it
was particularly important to reduce growth of the
monetary ageregates rather quickly, and initial dif-
ferences in views concerning the precise specifica-
tions for monetary growth were relatively narrow. In
the discussion a number of points were emphasized,
The indications of continuing sirength in economic
activity combined with the recent exceptional rise in
the income velocity of money posed the risk of pres-
sure for excessive expansion in money and credit as
the year developed. Growth of the breader monetary
aggregates was already somewhat high relative to
the Committee’s ranges for the year. The indications
of some slowing of the rise in the consumer price
index did notappear to reflect as vet any elear relaxa-
tion of underlying inflationary pressures, and empha-
sis was placed on the importance of conveving a clear
sense of restraint at a critical time with respect to
inflation and inflationary expectations.®

Thus, the Committee reduced the short-run
growth rate ranges rather sharply from the levels
established at the March 31 meeting.

In the short run the Committee seeks behavior of
reserve aggregates consistent with a substantial de-
celeration of growth in M1B from April to June to an
anmual rate of 3 percent or lower, after allowance for
the lmpact of flows into NOW accounts, and with
growth in M2 at an annual rate of about 6 percent,
The shortfall in growth of M 1B from the two-month
rate specified above would be acceptable, in light of
the rapid growth in April and the objective adopted
by the Committee on March 31 for growth from
March to fune at an annual rate of 5% percent or
somewhat less.*

In accordance with the provisions of the Full
Employment and Balanced Growth Act of 1978, the
Committee reconsidered its long-term growth
ranges for the monetary ageregates from the fourth
quarter 1980 to the fourth quarter 1981 and gave
preliminary consideration to its long-run ranges for
the fourth quarter 1981 to the fourth quarter 1982, It
cited the recent unexpected strength in the economy
and the need to reduce the rate of inflation as the
primary considerations that influenced its choice of
long-run ranges.

3 Record™ (July 1981), p. 568.

Ibid., p. 369.
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In the Committee’s discussion of the longer-run
ranges, the members were in agreement on the need
te maintain a policy of restraint. However, continua-
tion of the increase in velocity of M1B at the rate of
the first half seemed unlikely, and thus the public’s
demand for narrowly defined money would prohably
pick up in the second half. Moreover, a significantly
more rapid increase in narrowly defined money
would be necessary to reach the Committee’s ohjec-
tive for the vear, At the same time, it was observed
that the present situation provided a critical oppor-
tunity to sustain the signs of progress in reducing
the rate of inflation, an opportunity that could he lost
if monetary growth in the months ahead became too
rapid. Even if rapid monetary expansion should
fower interest rates, which was debatable, such
effects would likely be tempormary, and latent de-
mands for goods and services would he released at
the potential cost of a still more difficult period of
high interest rates and financial strains later. The
point was made that lasting declines in nominal
interest rates and a solid base for sustained growth
would depend on convincing progress in reducing
inflation.?

In reaffirming the fourth quarter 1980 to fourth
quarter 1981 growth rate ranges for the monetary
aggregates established during the February meet-
ing, the Comittee expected that the growth in M 1B
for the vear would be near the lower end of its annual
range, while growth in the broader monetary aggre-
gates might be high in their ranges.$

In the Committee’s discussions of policy for the
short run, it argued for faster growth in M1B, that
would permit third-quarter growth in this aggre-
gate toward the lower end of its range for the
year.

However, the Committee wanted to be cautious,
avoiding too rapid a rebound in M1B. It was argued
that too rapid expansion in M1B would need to he
sharply reduced later and might tend to raise the
growth in M2 above the upper end of its targetrange
for the yvear. Thus, the Committee introduced the
following M2 provise into its domestic policy
directive,

In the short run the Committee seeks behavior of

reserve aggregates consistent with growth of M1B

from June to September at an annual rate of 7 percent
after allowance for the impact of flows into NOW ac-
counts (resulfing in growth at an annual rate of about

2 percent from the average in the second quarter to

the average in the third quarter), provided that

growth of M2 remains around the upper limit of, or
mouves within, its range for the year (italics added).”
Record” (September 19813, pp. T15-16.
81bid., p. 716,
“Ibid., p. 718.
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In discussion of policy for the immediate future,
the Conunittee engaged in a lengthy discussion of
the impact of financial developments on the growth
paths of the monetary aggregates. In particular, the
impact of recent legislation and regulatorv develop-
ments on the growth rate of M2 was questioned.

Among the uncertainties in question were the further
impact or M2 of the liberalization of interest rate
ceilings on small saver certificates, the continuing
attractiveness of money market mutual funds, and
the extent to which pavments to stockholders as a
result of recent merger activities were being invested
in nontransaction-tvpe accounts included in M2.
FEven more difficult to assess was the impact of the
introduction of tax exempt “all saver” certificates on
Octoher 1, 1981, those certificates could well con-
tribute to a marked acceleration in M2 growth during
the fourth quarter, but in the interim measured M2
might he artificially lowered to the extent that funds
earmarked for investiment in these new instruments
were being temporarily accumulated in repurchase
agreements with October 1 maturities.®

The view was expressed that, because of the in-
creasing difficulty in interpreting the performance of
the monetary aggre gates, one might argue that more
weight should be given to interest rates in evaluating
monetary policy. However, it was argued that an
attempt to stabilize or reduce interest rates might be
counterproductive if it forced excessive monetary
expansion and then encouraged inflation expecta-
tions. Some members of the Committee had ex-
pressed the heliefthat there were signs that inflation
expectations were beginning to abate. Several
members expressed concern about placing too much
emphasis on M2, given the potential sources of dis-
tortion of this aggregate. Nevertheless, the Commit-
tee’s short-run domestic policy directive contained
an M2 proviso.

In the short run the Committee continues to seek
behavior of reserve aggregates consistent with
growth of MIB trom June to September at an annual
rate of 7 percent after allowance for the impact of
flows into NOW accounts (resulting in growth at an
annual rate of about 2 percent from the average in the
second quarter to the average in the third quarter),
provided that growth of M2 remains around the
upper limit of, or moves within its range for the year
(italics added).®

8 Record” (October 1981, p. 792,
2Ibid., p. T94.
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Much of the discussion at this meeting centered
on concerns over the appropriate weighting of the
monetary aggregates given their divergent growth
paths. This discussion followed along lines similar
to the August meeting, It was decided that equal
weight would be given to movements in M1B and
M2Z. The M2 proviso, which had first appeared in
July domestic policy directive, did not appear in the
policy directive for this meeting.

The Committee recognized that the hebavior of that

aggregate would be affected by the recent regulatory

and legislative changes, particularly the public’s
response to the availability of the all savers certifi-
cate. In developing related reserve paths, approxi-
mately equal weight would be given to the move-
ments in M1B and M2. It was understood that if these
objectives were realized, growth of M1B from the

fourth quarter of 1980 to the fourth quarter of 1981

would remain below the Committee’s range for the

vear, while growth of M2 would equal or slightly
exceed the upper end of its tange.1?

There was a general consensus that real GNP was
drifting downward and would likely continue to
follow this general path into mid-1982. It was noted
that a more rapid expansion of M1B growth would
reduce the risk of a cumulative contraction in real
economic activity. However, many Committee
members expressed concern that too rapid expan-
sion of M1B over the remaining months of the year
might exacerbate inflation expectations, thus dis-
sipating gains in moderating inflation made so far
during the vear. It was feared that this would cause
interest rates to rise after no more than a temporary
decline.

November 17 Meeting

There was a general consensus among Committee
members that the downward drift noted at the Octo-
ber meeting had developed into a recession. The
weakness in the economy had begun to spread and
intensify, However, it was thought that the sched-
uled reductions in federal income taxes, the pro-
jected increase in expenditures for national defense
and falling interest rates would generate an uptum
in economic activity sometime in mid-1982.

At the same time, the Committee remained con-
cerned thatinflationary tendencies remained strong.
It was emphasized that inflation expectations
would have a significant impact on long-term inter-

18" Record” {December 1981), p. 909,
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est rates and, thus, the ability of the economy to sus-
tain a recovery. Thus, the Committee decided to
pursue a somewhat more rapid growth of M1B pro-
vided the broader aggregates did not expand too
rapidly.

Committee members continuzed to agree on the de-
sirability of secking somewhat more rapid growth in
MIB, while taking account of the relative strength
of the broader monetary aggregates. At the same time,
however, questions were raised about how aggres-
sively more rapid growth in M1B should be pursued
in the short period before the end of the yvear. The
view was expressed that objectives for growth of
MIB over that interval should tuke account of the
desirability of a smooth transition to the targets for
monetary growth tentatively established for 1982 as
well ag the relatively rapid growth in the broader
aggregates., While recognizing the variability of
demands for money over the short run, many mem-
bers thought that an aggressive effort to stimulate
MIB growth over November and December ata pace
sufficiently rapid to compensate for the shortfall in
October would interfere with achievement of longer-
term economic goals and would risk overly rapid
expansion of money and credit in later months,
particutarly if the effort were accompanied by the
precipitous decline in short-term interest rates to
levels that might not be sustainable. Such a decline
in short-term rates could exacerbate inflationary
expectations and abort a desirable downtrend in
bond vields and mortgage interest rates. . . . It was
anderstood that somewhat more rapid growth of
MIB, consistent with the objective for growth over
the fourth quarter adopted at the previous meeting,
would be accepted in the event that transaction
demands for money proved to be stronger than
anticipated; it was also understood that moderate
shortfalls from the growth path would not be un-
acceptable, particularly if broader aggregates con-
tinued to expand rapidly.

The range for the federal funds rate was narrowed
to 4 percentage points, 11 to 15 percent.

December 21-22 Mecting

In the Committee’s discussion of the economic
sitnation and outlook, the consensus was that real
GNP was declining substantially in the current quar-
ter. It was observed that the risk of further significant
contraction in the automobile and housing indus-
tries appeared small. Furthermore, it was noted that
the already legislated income tax reductions were
likely to contribute to an upturn in economic activity
by the middie of 1982.

With respect to the monetary aggregates, it was
noted that shift-adjusted M1B had expanded in

11“Record” (January 1982), p. 41-42.
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November and early December to levels somewhat
above thelevels established at the previousmeeting.
Nevertheless, the growth of shift-adjusted M1B from
the fourth quarter of 1980 to the fourth quarter of
1981 was about 2 percent, about 1% percentage
points below the lower end of the annual range.
Growth in M2 for November was at the highest rate
thus far in 1981, reflecting a surge in its non-trans-
actions component in addition to the recent strength
in M1B. Growth over the year was estimated atabout
9% percent, somewhat above the upper bound of its
annual range.

In discussing the near-term policy objectives, the
Committee noted that its fundamental objective isto
foster financial conditions that would help reduce
inflation and promote economic recovery on a sus-
tainable basis. However, the Committee continued
to face considerable uncertainty about the interpre-
tation of the behavior of monetary aggregates and,
therefore, the desired growth rate.

Growth of other checkable deposits (OCD) had
picked up sharply in November and early December.
(Such deposits inciude NOW accounts and ATS
accounts at banks and thrift institutions and credit
union share draft accounts.) Moreaver, the surge in
OCD was accompanied hy a renewal of flows into
savings deposits at commercial banks and continua-
tion of substantial flows into money market mutual

APRN. 1982

funds, which raised growth of M2 in November to the
highest rate so far in 1981, Given the volatility of the
behavior of the monetary aggregates in the short run,
it seemed that the recent spurt might have resulted
partly from an expansion of highly liquid precaution-
ary balances at a time of considerable uncertainty
about near-term economic and financial conditions,
as well as a response to the lower level of market
interest rates in earlier weeks.

Some members stressed the desirability of specifyving
growth rates for both M1 and M2 for the four-month
period that would be within the ranges that had been
tentatively adopted for 1982, partly with a view to
avoid any possible misunderstanding of the Commit-
tee’s objectives in the period before completion of
the review of its growth ranges for 1982, Other mem-
bers stressed the importance of avoiding an abrupt
deceleration of monetary growth in the first quarter
of 1982, particularly if accompanied by upward
interest rate pressures, because such developments
might well hamper recovery in economic activity,
A number of members were willing to accept rela-
tively rapid growth in the period ahead, to the extent
that it reflected a continuation of the recent behavior
of other checkable deposits and this might refiect
expansion in its sizable savings component.?

At the conclusion of this discussion, the Commit-
tee established growth rates for M and M2 of 4 to 5
percent and “around 9 to 10 percent,” respectively.
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