
T h e  M o n e y  S t o c k

b y  W i l l i a m  N .  C o x ,  I I I

Federal Reserve policy actions in the 1970's have become increasingly 
concerned with controlling the nation's money stock.1 As a result, the public 
has become increasingly interested in the money stock figures com piled  
and published each week by the Fed.

These money stock figures, like all national econom ic data, are imperfect 
estimates. They reflect com prom ise solutions bridging differences 
between the econom ist's concepts of money and the m oney stock, on the 
one hand, and the availability of appropriate figures, on the other.
Despite efforts of the Fed, commercial banks, and other reporting financial 
institutions, published money stock figures contain imperfections and 
inconsistencies. This article discusses some of them, in simple terms.

W hat Is M oney?

Conceptually, "m o n e y " is whatever assets people are w illing to accept as 
payment. The test of whether something is money or not m ight be "C an  
you buy your lunch with it?" This acceptability of money is what is 
essential; other characteristics, such as legal tender status or the issuer's 
integrity or backing by gold, only serve to enhance and assure that 
acceptability.2

In our economy, at least two assets meet this criterion of acceptability:
(1) U.S. currency (and coin) in circulation, and (2) dem and deposit balances 
(checking accounts) at commercial banks. These are the two assets incorporated 
in Federal Reserve estimates of the "narrow " money stock, or M i.

Restricting the money stock to these two assets is the first and 
perhaps most important com prom ise involved in estimating the money stock. 
Personal checks drawn on demand deposit accounts are not always 
acceptable in payment. They can be converted into currency, of course,

•"Controlling Money with Bank Reserves," this Review, April 1973.
2Acceptability is what enables money to serve as a "medium of exchange" in the economy.
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but so can many other assets, like passbook 
savings accounts, which nevertheless are ex
cluded from the narrow money stock. W e shall 
return to this question.

Aggregating the nation's money assets into the 
nation's money stock is much more than a long 
addition problem. In the economist's concept, the 
money stock should include only money assets of 
those whose spending and investment decisions 
are influenced by the amount of their holdings.
For this reason, money assets held by commercial 
banks, the Federal Reserve System, and the U. S. 
Treasury are excluded.

The "narrow " money stock defined and 
published by the Fed, therefore, represents the 
currency and demand deposit holdings of 
individuals, businesses, nonbank financial 
institutions, state and local governments, and 
foreigners.

Currency as M oney

Everyone agrees that currency and coin serve as 
money in our econom y and that the public's 
holdings should be included in the money stock. 
But even in this situation, there are some dif
ferences between the concept we w ould like 
to measure and the published estimates of that 
concept.

First, the basis of the currency com ponent is 
the amount of currency and coin outstanding (as 
shown on the books of the Treasury and the 
Federal Reserve Banks) rather than the amount of 
currency actually circulating as money. The 
difference arises because some unknown amount 
has been destroyed or otherwise lost to the 
public.

Second, since money assets of commercial 
banks should not be included in the money stock, 
their holdings of "vault cash" must be deducted. 
The only direct measurement of vault cash held 
by banks that are not members of the Federal 
Reserve System comes but twice a year, however; 
so this deduction has to be estimated from mem- 
ber-bank data.

Dem and Deposits as M oney

Conceptually, the way to measure the demand- 
deposit or checking-account com ponent of the 
money stock is to contact each U.S. commercial 
bank and ask it to report the amount of demand  
deposits on its books owned by everyone 
except other commercial banks and the U.S. 
Treasury. M em ber banks supply much of this 
information when they prepare their reserve 
requirements report.3 For nonmember commercial 
banks, however, just as in the case of vault cash,

3"Meeting Reserve Requirements,” this Review, October 1973.

the necessary demand deposit information is avail
able only twice a year and, again, must be estimated 
using statistical techniques. This is a significant 
difficulty.

Mem ber bank reports and nonmember bank 
estimates, as mentioned, reflect the total demand 
deposits of individuals, businesses, state and 
local governments, foreigners, and nonbank 
financial institutions. But even this definition 
includes some demand deposit balances which, 
conceptually, should not be in the money stock. 
Non-Treasury Government accounts are counted. 
Also included are some foreign-owned deposits 
which are not likely to influence our domestic 
economy; but dollar demand deposits at 
overseas banks, which may well exert such an 
influence, are excluded.4

M any business demand deposits, moreover, 
are used as compensating balances against loans 
and are not, therefore, available for use.
Similarly, many individuals maintain extra balances 
in their personal checking accounts to qualify for 
"free" checking account services. It is questionable 
whether these balances should be included in 
the money stock. In practice, however, there is 
no way of measuring the size or changes in these 
immobilized balances, so they are included.

The "C ash  Item s" Deduction

If payments were transferred from one demand 
deposit to another simultaneously (in the 
sense that the payer's checking account were 
debited at the same time on the same day the 
paiyee's account were credited), then there would  
be no timing problems associated with the 
demand deposit com ponent of the money stock.
But in practice, most such payments are made 
by checks credited to the depositor's account 
one or more days before they are deducted from  
the check-writer's account. During this period when 
checks are in transit, demand deposits being trans
ferred are double-counted in the demand deposit 
com ponent of the money stock.

Checks m oving through the transit process 
are called "cash items in the process of collection." 
For the most part, member banks report these 
amounts to the Fed as part of their reserve- 
requirement calculations. In the Fed's compilation  
of money-stock demand deposits, it deducts 
these "cash item" totals in an attempt to 
compensate for the double-counting problem.5

The compensation is far from perfect, however, 
for several reasons. First, the "cash items"

4The money stock also includes the deposits held by foreign 
central banks at Federal Reserve Banks.

r,The deduction also includes Federal Reserve float.
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ESTIMATES OF THE M ONEY STOCK
Accord ing to Federal Reserve estimates, the nation's narrowly- 

defined money stock averaged $263.9 billion, on a seasonally ad
justed basis, during the month of August 1973. This table illustrates 
(1) the com ponents from which the estimate was derived, and (2) the 
further estimation of broader definitions of money.

The estimation begins with the G R O SS  D E M A N D  D EPO SITS at U. S. 
commercial banks, as reported by banks which are members of the 
Federal Reserve System, and as estimated for those which are not 
members. From these gross demand deposits are subtracted,

Bil. $

258.0

first, domestic INTERBANK DEMAND DEPOSITS, as re
ported by member banks and as estimated for non
members, and,

second, U. S. GOVERNMENT DEMAND DEPOSITS, as
shown by the records kept for the U. S. Treasury by 
the Federal Reserve, thereby yielding an estimate of

PRIVATE D E M A N D  DEPOSITS. This estimate is further modified. . .

. . .  to exclude ADJUSTED CASH ITEMS in an attempt 
to eliminate double-counted demand deposits (see 
article), . . .

. . to exclude FEDERAL RESERVE FLOAT for the same 
reason, . . .

. . .  and to include FOREIGN DEPOSITS AT THE FEDERAL 
RESERVE BANKS.

The resulting figure is the D E M A N D  D E P O S IT  C O M P O N E N T  OF THE 
M O N E Y  STO CK. Seasonal adjustment, which is designed to allow for 
"typ ica l" August behavior in previous years, produces the "seasonally  
adjusted" estimate of the demand deposit com ponent shown at the 
far right. To this is added . . .

. . . the amount of CURRENCY AND CO IN  outside the 
Treasury, the Federal Reserve Banks, ard vaults of com
mercial banks. This addition results in . . .

. . . the N A R R O W LY -D E F IN E D  O R  M i  M O N E Y  STO CK, seasonally 
adjusted (right) and unadjusted (left). For a broader measure of the 
money stock, one can add . . .

. . . the TIME AND SAVINGS DEPOSITS AT COMMERCIAL  
BANKS (excluding their large-denomina ion "negotiable" 
certificates of deposit) to get. . .

. . . the M 2  M O N E Y  STO CK, seasonally adjusted and unadjusted. For 
an even broader measure, one can add estimates of . . .

. . DEPOSITS AT SAVINGS AND LOAN ASSOCIATIONS 
AND MUTUAL SAVING BANKS to get, finally . . .

the M , M O N E Y  STO CK.

(“ ) 27.6

( - )  4.0

( =  )226.<

(~) 20.5

( — ) 5.4

( +  ) 0.3

Seas. Adj.

( =  ) 200.8 204.2

( +  ) 60.0 59.7

( =  ) 260.7 263.9

+  2 8 6 .3  2 8 6 .6

( =  ) 547.0 550.5

( +  ) 315.8 315.9

( =  ) 862.8 866.4
Source: August 1973 Federal Reserve Bulletin (Table A-16, where possible, otherwise 

estimated or forced from Tables A-12, A-18). Totals may not add because of rounding.
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include checks drawn on all demand deposit 
accounts, not just those demand deposit accounts 
included in the money stock. They also include 
other inappropriate items, such as money orders, 
redeemed savings bonds, and food stamps. 
Second, the cash items do not include certain 
checks deposited into Treasury tax-and-loan ac
counts maintained by Federal Reserve Banks but 
not yet deducted from the check-writers' demand 
deposit accounts.

A third difficulty is that some checks in 
transit are not picked up in "cash items" at 
all but are instead reflected in interbank cor
respondent accounts. Ironically, such checks 
used to be roughly offset by another accounting 
practice called "remittance bias," which disap
peared as a result of regulatory changes in 
November 1972.° Thus, the cash items deduction 
does not compensate for the double-counting 
produced by these payments.

Some new problems in estimating the money 
stock appeared in the 1970's. A  substantial 
portion of measured "cash items" resulted from  
certain transactions of international banks, 
which did not reflect double-counting in the 
money stock's demand deposit portion. To reduce 
these distortions, the Federal Reserve revised 
the money stock definition in 1970 and 1973.7 
This difficulty illustrates the dynamic nature 
of money definition, for these international cash 
items were unimportant ten years ago. In like 
manner, we can expect future changes in 
accounting and financial practices to bring 
changes in the Fed's definitions and measurement 
procedures.

Broader Estimates of M oney

Thus far we have focused on the "narrow " or M i  
money stock, which incorporates currency and 
demand deposits to the exclusion of all other 
financial assets. M any economists have argued 
that various other assets should be included in 
the money stock, either because they are accept
able as payment under some circumstances and 
therefore function as money or because they are 
regarded as close substitutes for demand deposits 
and currency.

Recognizing this disagreement about which 
assets should be included in the money stock, the 
Federal Reserve has taken an eclectic approach 
by publishing, along with monthly estimates of 
narrow money stock, two broader estimates of 
money called M 2  and M 3.

The M 2 estimate includes M i  assets and, ex-

6Federal Reserve Bulletin, February 1973.
’Federal Reserve Bulletin, December 1970 and February 1973.

cept for large-denomination negotiable 
certificates of deposit (CD's), all time and savings 
deposits at commercial banks. M any economists 
have argued that these deposits are close sub
stitutes for money because high interest rates, 
increasing consumer sophistication, and new ways 
of shifting funds have induced individuals to put 
their money into interest-bearing time deposits 
rather than interest-free demand deposits. At the 
same time, however, a grow ing proportion of con
sumer time deposits have moved out of liquid 
passbook accounts into time certificates, which 
the consumer cannot convert to a demand 
deposit or currency without incurring a penalty.

The third and broadest definition of the 
money stock, M 3, continues this building-block  
approach by including not only M L>, but also de
posits at savings and loan associations and mutual 
savings banks. These assets are generally 
regarded as being close substitutes for currency 
and demand deposits and, in two states, can 
be directly transferred between depositors through 
the use of "negotiable orders of withdrawal." 
Although conceptually the M s definition should 
not include demand deposit balances held by 
savings and loan associations and mutual savings 
banks, they are included.

This chain of close substitutes could be 
extended further, of course. Large-denomination 
bank CD 's, Treasury bills, and similar "m oney  
market" assets substitute for currency and demand 
deposits in some instances. M oney orders and 
nonbank traveler's checks function as money.
But none of these assets, as yet, have been in
cluded in any of the Fed's money-stock measures.

Finally, there are credit cards which are widely 
accepted as payment and function to a consider
able extent as money. Credit card activity is 
excluded from the money stock, however.
Payment with a credit card does not involve the 
transfer of an asset, as when payment is made 
with currency or check; instead it involves the 
assumption of a liability.

The M oney Stock Estimates

In describing the money stock estimates published 
by the Fed each week, we have not touched on 
the problems involved with blending diverse 
data from different financial institutions covering 
different time periods. Neither have we mentioned 
the formidable problem of seasonal adjustment 
of the money stock. (The Fed publishes its 
estimates both before and after such adjustment.) 
These further difficulties simply reinforce the 
implication of the previous discussion, which is 
that the published money stock figures should be 
regarded as imperfect estimates— adequate esti
mates, hopefully, but imperfect nevertheless.■
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