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Since 11s Felx L I , ~  meeting the Feclel- 
.iI Open hl,t~kct Conim~ttee (I'OXIC) 
h,i\ c hewn to rn,tlnt,iln tile Iccle~~il 
fund5 ~,tte ne,u .tn ~ntenclecl le\el of 
5'/i(H) I'lle tiinel\ 1,tte ( the interest 
rate h,tnb\ p,i) o n  o\ ernlght lo,ins 
to c'tch othcl) 15 .in .inclio~ to1 otller 
shot t-te~m I ,tte\ t3etu een June 1995 
.inel Fclx u,~r \ L996 the FOMC I oted 
to Ion er the ~ntencletl f~lncls r'tte in 
t h ~ e e  ~ ~ ~ c r e n ~ c n t s  of 25 I>,i\~s points 
e,lcl~ 7 hc y lelcl o n  one-\ c,lr 'I'I e'ls- 
ur le5 fell ,111out tn o perccnt'tge 

points fro111 its January 1995 peak, 
while the yielcl on the three-rnonth 
7'reasut-y hill clropped to 1~1o\ \ -  5%. 
That these yields h;icl fallen l~c low 
the overnight sate suggesteel an ex- 
pect:ttion of fi~rther Il~ncls-sate cuts. 

E:u.ly this year, however. the one- 
yeiir yielcl changed clirection cluickly 
as m:irliet sentiment revessccl. By 
miclyear, money marliet yieltls im- 
partecl an expectation that the next 
cleliberate policy action would result 
in a funds-sate increase. Such :in es- 
pect:ltion \\-as also evident in the feel 

funds futures market. The inlplicit 
yields on  these instruments in late 
June inclicated an  expectation that 
the funds rate wo~i ld  increase at 
least 25 basis points by early fall. 
As the summer progressed, how- 
ever, the expected trajector-y shiftecl 
out by more than two months. 

Interest rates paid on certificates 
o f  deposit (CDs) :tncl nloney marliet 
cleposit accounts (MMDAs) respond 
sluggishly to marliet conditions. As a 

( c o ~ ~ ~ ~ I ~ L ~ c c I o ~ ~  17extpu~yeJ 

http://clevelandfed.org/research/trends
September 1996

Best available copy



r e @ e m @  

Monetary Policy (cant,) 
Billions of dollars Billions of dollars 

770 I COMMERCIAL BANK LOANS 530 
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3,300 ITHE MZM  AGGREGATE^ 

a. Growth rates are calculated on a fourth-quarter over fourth-quarter basis. Annualized growth rate for 1996 is calculated on an estimated August over 
1995: IVQ basis. 
b. MZM is an alternative measure of money that includes M2 plus institutional money market mutual funds less small time deposits. 
NOTE: All data are seasonally adjusted. Last plot is estimated for August 1996. Dotted llnes tepresent growth ranges and are for reference only. 
SOURCE: Board of Governors of the Federal R e s e ~ e  System. 

coIlseclLlence. the opporti~nity cost 
of a gi\.en cleposit (typic;ill\- mc2is- 
~ ~ s e c l  as the spseacl I)et\\.cen the in- 
terest I.;lte p;~icl o n  ;I '1're:lsiiry l ~ i l l  
ancl that [xiicl o n  the clcposil) tencls 
to risc :111cl kill n.itli m~irliet Kites. 

Conimercial I~anli loxn gro\\-tll 
has slo\vetl in recent months. News- 
theless. both consumer nncl com- 
~nerci;il anel inclusirial creclit con- 
tinue to csp:lncl :lt :i rnoclcl-ate pace. 
lVitll lesscnecl creclit clem:incls. I~anlis 
:Ire c~nliliely to I.;iise clcposit Kites 
(l~iclil \ .  in response to a firming in 

rnarliet conclitions. Any risc in 017- 

porti111ity cost woi~lcl psol~:il~ly in- 
cli~ce a fiirther slo\vclon.n in the 
nionetary aggregates. - .  I he rcsponse ol rnonej- grot\-th to 
interest-sate c1i;lnges typi~illy occurs 
\\.ith ;I lag. Indeecl, h1L gro\vth 
slo\\.ecl in the second clilarter onl). 
after tile effects of the pse\-ious rate 
reductions \vore off. The :Lggrcg:lte 
zi[~~x;~ssto he sesj~o~iding more con- 
sistent[). wit11 its historical p;kttesn, 
afier heha\.ing :~ty[)ic:ilIy in the early 
1990s. Fcclerc~l Reserve Chais~nan 

Alan Greenspan notecl in his recent 
Congressio~~:~l tcstirnon!. tllal the re- 
lationsilip linking 312, to its opportu- 
nity cost h~is ',reasserted itself." 

hll contirlcles t o  f:~ll. I t  is n-iclely 
~inderstootl that \\.ealiness in this 
;~ggreg:ite is largely relatecl to 111c 
implementatio~i of s\\.eep accounts, 
n.hicli ;~utomaticall\. transfer funcls 
fro111 otlier checlial7le cleposils 
(OCIls) to VIh~lI)As. \\.lien I7:ilances 
allo\\.. It is helie\.ecl that &I I n.oi~l<i 
I7e increasing uwe it not for the pro- 
life~ltion of st\.eep accollnrs. 
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a. Handy and Harman base price, New York. 
b. Survey of Professional Forecasters, Federal Reserve Bank of Philadelphia. 
c. Horizontal lines represent trends. 
SOURCES: DRI/McG~~w-HI~I;  the Federal Reserve Bank of Philadelphia: and the Federal Reserve Bank of Cleveland. 
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The hl%!~I me:isLlrc o f  inone)- com- 
prises inststlmenls that I1al.e zero 
matusit). ancl Ilence ;u.c reclecrn;tl>le 
:tt par o n  clemanci. liecailsc tllis :ig- 
gregate inclucles I>oth OC1)s anel 
hIPII3As. it is i rn~n~ine  to the efkcts 
of su.ee[> ;tccoLints. hIZM gro\\.th 
has mocleratecl from its r:ipicl pace 
earlier this )-ear. 'l'he recent moclcst 
increase in m;irkcl interest rates is 
expected to slo.i\. MZAlI's pace even 
fustlier. 

Since early 1991. core inl1;ttion (as 
rnezts~~recl 1>v the mecli~un C1'1) 112s 

I~cen  in the neighI>orhoocl o f  3x1. 
Iktcing signs of inflatio~xuy pressures 
in e~irly 1994. the FOW'LC: heacled 
off '  the threat \vith a series o f  ;ictions 
that iiiiti;illy lecl to a periocl of rising 
interest sates 2tncl sion.ing money 
gro\\~tIl. 

As inflationrrl-y pressures s~lbsiclecl 
in 1995, the I'OMC took actions that 
lecl to falling interest sates. The series 
of luncls-sate reductions, altllo~lgh 
inclucing an accelesation in money 
growth. were modest. Consecl~~cntly. 
neither h12 nor PlZbl growth h:ts 
l>ersistecl at excessive rates. 

The price of' golcl Ilas historically 
heen one of the most sensitive incli- 
cators of' inflation. Altho~lgh golcl es- 
ceedetl 3400 per oillice in FeI>l.i~;i~-y, 
its price has receclecl sul~stanti~tlly 
since then. suggesting that inllation 
fe:irs are containeel. I\/loreo\.es, SLIS- 

vey clnt;t on inflation expectations 
corrol>orate a st:il~le outlooli for the 
price level. This stal~ility. however, 
hinges o1-1 tile I~elief that the FOMC 
\i:ill act sn-iftly to heacl off :my po- 
tential f'or accelerating inflation. 
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