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Mention rnonetary policy. 11ncl the 
first thing that Inany people thinli of 
is the f ec le~~ l  1-i~ncls Kite. Th~ls. to the 
extent tlxit the I>ehavior of the funcls 
rate is tri~ly synonymous Lvith mone- 
tary policy. the news from the l:itest 
meeting of the Fecleral Open Mar- 
ltet Committee (FObIC) is no news: 
Subsecluent to that meeting, the 
feder;il funcls rate has remained in 
the j- 1 /.i% neighborhood \\~\;here it  
h- .I$ ..  sicle led - , . since Jzinuary 1996. 

It is clear that marliet obselvers 
clo not espect this stability to persist 
indefinitely. Implied yielcls on fecl- 

er;~] fclncls f~ttures, ~vhich reflect es- 
pcct:itions of future polic)., suggest 
that in\.estors are anticipating higher 
sates as the year proceeds. Although 
s~ lch  espect>ttions have in the past 
provecl lar from infallible-the 
Iligher sates espectecl to ~naterialize 
cluring 1996 never dicl-the Ixlief 
that a Kite hilie is imminent 1 ~ 1 s  un- 
clouI>teclly t~olsterecl hp Chairlnan 
Greensp;in'srecent rerllincler that 
the "1;OivIC in Fact has signaleel a 
state of heightened alert for possil~le 
policy tightening since last J ~ d y  in its 
policy clirectives." 

I t  he;irs noting that the ;~l>sence of 
21 fecle~il filncls rate change cloes not 
neccss;irily imply a constant mone- 
tary policy. A growing gap I,et\v\;een 
marliet rates ancl the f~lnds rate is 
liliely to reqrlire changes in the 
g ~ ) \ v t h  sate of l~anli  reserves S C L ~ -  
pliecl by the Feel, \vhich in turn irn- 
plies 21 cllange in the gro~vtli rates of 
rhe l>roacler me2isures of money. N o  
compelling sign of any s~lch gap h:is 
developecl. hilt i t  is \\~orth\\~hile to 
rcmeml~er that monetary policy is 
c~ltimately a h o ~ ~ t  the r:ite at -which 

fcollli~l~led 011 ~ ~ e ~ ~ t p q g e J  
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a. Growth rates are percentage rates calculated on a fourth-quarter over fourth-quarter basis. 
NOTE: All data are seasonally adjusted. Last plot is estimated for February 1997. For the monetary base, dotted lines represent growth ranges and are for 
reference only. All other dotted lines are FOMC-determined provisional ranges. 
SOURCE: Board of Governors of the Federal R e s e ~ e  System. 

the rlione). suppl). csp~unds. not 
;iI,oc~t :I n:lrro\\. intcrl3anlc interest 
Kite ( the fecie~11 fut~cls r:~te) thxt 
monc.t:tr!. ~~t~thor i t ies  emplo). to 
~lronitor Inone). gron.th. 

Tlie FOh'iC ch~~is 's  semiannc~al re- 
port lo Cor~gress. t~\.pically referreel 
lo as tlic I I~~mphre)~-I-l;~\\~liins tesii- 
inon).. still reflects the kict that mon- 
e t x y  polic!- is al,o~~t mane!.. ;\s part 
of  his report of I:cl,rc~:ir). 26. Chair- 
m;in Greenspan notecl that "at its 
Fel>ri~:iry mccting, tlte FOhpIC reaf- 
fismecl the pro\.isional ranges set last 
Jc~ly for irloilcy :uncl clc1)t gro\vth tllis 

)-ear: I to 5 percent for h12. 2 to (3 

percent for M3. ancl 3 to 7 percent 
for the clel,t of clomestic nonfinan- 
cia1 sectors." 

:2lthoi1gh the l-I~~n~phrey-H~~v\-liins 
tr;~tlition of reporting monitoring 
mngcs Sor these l~road 1nonet:u-y :lg- 
gregatcs continues, it  is colnnronly 
recognizeel that the role of these 
rnonc). mc:tsures in the ongoill:,. op- 
e ~ l t i o n s  o f  monet:iry policy has cli- 
minishecl over time. At least part o f  
the prol>lem ;Irises from the klct th:li 
ii1ciisLlres lilie M2-n.hich i~nclc~cles 
s i~ch l>anli li;lI>ilities 21s sa\-ings zit- 

counts. mane!. ~uarket m ~ ~ t u ; ~ l  funcls, 
:111d so  on-are relatively far re- 
moved 1.1-om clirect control 1,y the 
111onetar)- :luthority. 

One measure of money more cli- 
I-ectly clncler the infl~~encc of mone- 
tai-1- ~ x ~ l i c y  is the monetary Ixtse, 
\\-l~ich consists of currency held hy 
the pul~lic 171~1s I~mli reser\-es. Mow- 
e1.e~. even this measlire can be 
p ~ ~ l ~ l e m a t i c .  '['he prime contributor 
to [lase gro~vtil in recent years 11:~s 
l ~ e e n  cLlrl.ency gro\vth. zinc1 it is un- 
c,le:~s hou .  ~ n ~ ~ c h  of this is attrilmt- 

(cotlti~~ricd o t ~  tlentt p ~ ~ g c )  
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Monetary Policy (cont.) 
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a. Growth rates are percentage rates calculated on a fourth-quarter over fourth-quarter basis. 
b. Adjusted for sweep accounts. 
NOTE: All data are seasonally adjusted except depository institutions' excess reserves at Federal Reserve Banks. Last plots are estimated for February 1997. 
Dotted lines represent growth ranges and are for reference only. 
SOURCE: Board of Governors of the Federal Reserve System. 

:tble to clo~nestic rather than foreign 
:lccumulation. In fact, totd reserves 
h:tve contin~~eci to shrink at a lapicl 
pace. Althoi~gh stabilizing of late, 
negative reser-\.e groywth h:ts shown 
through to a leveling off in the nar- 
row money 1ne:tsure MI. (&I1 con- 
sists primarily o f  currency ancl 
chuckal,le tleposits.) 

The I,eha\4or of reserves and ,441 
over the p:ist se\.eral years h;ts gen- 
erally been ;tttrilx~ted to the devel- 
opment ot' sweep ~tccounts, \\?11ich 
allow Imnks to minimize resenre po- 

sitions by short-term "sweeping" of 
clelmsits from accounts that recluire 
reserves into those that clo not. In- 
cleecl. after acljusting for sweep actill- 
ities, the negttive trends seen in the 
nonaclj~~sted clata elisappear. 

Still, this provides little sol:~ce 
given the recognition that reserves 
are the proximate lever of monetaly 
policy. I)evelopnients that have al- 
lo~ved banlis to minimize their re- 
s e n e  positions have raisecl concerns 
; t l>o~~t  the Fecl's ability to control 
monetar-y gro~vth, prompting sonle 

to suggest 1egisl;ltion that ~woulcl 
boost the reserves held by I~anlis. 
However, certain theories suggest 
that excess reserves, rather than 
total reserves, are the critical deter- 
lllinants of money growth ancl 
monetary control. I-Iere the news 
may I,e less threatening: Ilespite 
substantial changes in the fin:tnci:tl 
111arliets. there is little inclication that 
excess reserve levels are changing 
c1rarn:ltically. 
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