
Monetary And Financial Variables
This article is included in the revised 1969 

edition of Keys for Business Forecasting. This 
booklet describes in nontechnical terms key sta
tistical series and techniques used in professional 
appraisal of economic conditions. The publication 
also includes a listing of reference sources for 
current and historical data.

Keys for Business Forecasting (1969 edition) 
is available upon request from this Bank.

Total spending by consumers, businesses, and gov 
ernments affects the general level o f economic ac
tivity. In turn, decisions to spend depend to a great 
extent upon the availability and cost of money and 
credit. Thus, there is a strong interdependence 
between economic changes and financial changes.

The business forecaster, therefore, must under
stand the role of money and credit in a free market 
economy. The Federal Reserve System has the 
responsibility of fostering a flow of credit and money 
to facilitate orderly economic growth and a stable 
dollar. T o  perform this task the Federal Reserve 
collects and publishes a mass of statistical data on 
the country’s banking and monetary system. Some 
of the key measures used in assessing the financial 
climate in the nation are discussed below.

Member Bank Reserves In fosterin g  orderly  
economic growth, the Federal Reserve System relies 
primarily on its ability to increase or decrease the 
volume and cost of member bank reserves. The 
System requires each member bank to hold a fraction 
of its deposits as “ reserves”  at the Federal Reserve 
Banks. The ability of the System to vary the frac
tion for “ required reserves” is one tool of monetary 
policy. In addition to deposits held at Reserve 
Banks, member banks have been allowed to count 
vault cash as reserves since 1960. The difference 
between total reserves and the required minimum 
is called “ excess reserves.”  W hen member bank 
borrowings from  the Federal Reserve are deducted 
from excess reserves, the result is termed “ free re
serves”  if the figure is positive, and “ net borrowed 
reserves”  if negative.

Federal Reserve Credit T he analyst, how ever, 
must look behind the “ reserve measures” to the 
factors supplying or absorbing reserves. The Board 
of Governors publishes a weekly statement showing 
the credit and currency factors which affect member 
bank reserves. The sum of three items— total R e
serve Bank credit, gold stock, and Treasury cur
rency— equals the sum of the following item s: cur
rency in circulation, Treasury deposits, foreign de
posits and other deposits at the Federal Reserve

Banks, other Federal Reserve liabilities and capital, 
and member bank reserves. Increases in the first 
three items supply reserve funds and decreases in 
them absorb reserve funds. The reverse is true of 
the other factors.

In establishing its credit policy, the System takes 
into consideration the movements of each of these 
factors affecting reserves. The System, however, 
controls directly only two components of Federal 
Reserve credit— its holdings of U . S. Government 
securities and bankers’ acceptances, and borrow 
ings of member banks. The other components of 
Reserve Bank credit are Federal Reserve float, a 
bookkeeping item connected with its function in the 
check collection process, and other Federal Reserve 
assets.

It is primarily by purchasing securities in the open 
market that the Federal Reserve is able to supply 
reserves to member banks. Conversely, open market 
sales reduce member bank reserve funds. Open 
market operations constitute another tool of monetary 
policy. If reserves are plentiful, the member banks 
are able to expand their loans and investments. This, 
in turn, increases their deposit liabilities and, there
fore, their required reserves. If reserves are reduced 
below the required minimum, banks may borrow 
temporarily from  the Reserve Banks. Changing 
the interest rate charged— called the discount rate—  
is another policy tool. A s monetary policy be
comes more restrictive, the ability of the banking 
system to buy securities and make loans is also 
restricted.

Availability of Data on Reserves and Related 
Items F igures on m em ber bank reserves, R e 
serve Bank credit, and related items are published 
as of W ednesday dates and as weekly and monthly 
averages of daily figures, thus smoothing out the 
erratic day-to-day movements. Historical data are 
available from 1917 forward. In addition, reserves 
and borrowings of member banks are published by 
class o f bank.

A  monthly series on aggregate reserves, adjusted 
for changes in reserve requirements, and deposits 
subject to reserve requirements is available from 
1947 to date. The complimentary weekly series on 
reserve aggregates is available back to 1959. Both 
series are seasonally adjusted and are averages of 
daily figures. Current and historical data on the 
discount rate, reserve requirements of member banks, 
and System open market transactions are also 
published.
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Commercial Bank Credit T h e interrelation b e 
tween changes in member bank reserves and changes 
in bank credit has been described above. The bank 
credit series, by m ajor components— total loans, U . S. 
securities, and other securities— is currently pub
lished weekly; prior to February 1969 it was pub
lished semimonthly, monthly, or for call dates. The 
data are for Wednesday dates except for June 30 
and December 31 call dates.

A lso available is a seasonally adjusted monthly 
series, in which the figures are adjusted to exclude 
interbank loans, which have little direct effect on 
the volume of credit available to the public. The 
seasonally adjusted series is available from  1948.

In addition the System collects from a sample of 
large commercial banks a detailed weekly statement 
of condition which includes information on types of 
loans and types of securities. A  subsample o f the 
weekly reporting banks furnishes information on 
business loans by type of borrower. These weekly 
series are particularly sensitive to short-term de
velopments in financial markets.

Money Supply A nother variable close ly  linked 
with the fractional reserve mechanism is the stock 
of money held by the public. The money supply 
is defined a s : (1 )  currency and coin outside the 
Treasury, Federal Reserve Banks, and commercial 
banks; and (2 )  demand deposits at commercial 
banks, other than those due to domestic commercial 
banks and the U. S. Government, less cash items in 
process of collection and Federal Reserve float, and 
foreign demand balances at Federal Reserve Banks. 
Because of the high liquidity of time deposits, some 
analysts include these deposits in the definition of 
money supply. The Federal Reserve publications 
on money supply include related deposits data.

The average daily series is seasonally adjusted and 
extends back to 1947 (m onthly averages for the 
entire period, semimonthly averages from 1947-1960, 
and weekly averages beginning in 1959). Data on 
time deposits at commercial banks, other than those 
due to commercial banks and the U. S. Government, 
are published on the same basis as the two com 
ponents of the money supply. A  separate figure for 
U. S. Government demand deposits, not adjusted for 
seasonal variation, is also shown.

The average daily series is not strictly comparable 
with the single-date series on the money supply and 
related deposits, available for selected dates back to 
1892. The single-date series, currently published as 
of the last W ednesday of the month, is useful in 
comparing the money supply with other bank and 
nonbank asset and liability items.

Elisabeth W . A ngle

60 

50 

40 

0

26

24

22

0 
0.5

0

-0 .5

400

350

300 

0

200 

150 

100 

0

200 

150 

100 

0
1966 1967 1968

Note: Data in charts 1, 2, 4, and 5 are monthly 
averages of daily figures; in chart 3, as of last 
W ednesday of the month. Data for charts 3, 
4, and 5 are seasonally adjusted.

Source: Board of Governors, Federal Reserve System.
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