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THE ECONOMIC OUTLOOK AND MONETARY 
POLICY I N 1971 

By 

Andrew F. B r immer * 

I am d e l i g h t e d t o share my v i ews on t h e c o n d i t i o n s b e a r i n g 

on m o n e t a r y p o l i c y i n t h e c u r r e n t y e a r . To p r o v i d e a f r a m e w o r k f o r 

such a d i s c u s s i o n , i t w o u l d be h e l p f u l t o p r e s e n t a b r i e f r e v i e w o f t h e 

r e c o r d o f money and c r e d i t f l o w s i n t h e r e c e n t p a s t and t o make an 

assessment o f t h e g e n e r a l economic o u t l o o k as w e l l . 

B e f o r e t a k i n g up t h i s t a s k , however , I mus t make i t c l e a r 

a t t h e o u t s e t t h a t t h e v i e w s exp ressed here a r e my own. By l o n g 

t r a d i t i o n , when members o f t h e F e d e r a l Reserve Boa rd a d d r e s s t h e m s e l v e s 

t o such m a t t e r s i n remarks such as t h e s e , t h e y speak f o r t h e m s e l v e s 

and n o t f o r t h e i r c o l l e a g u e s . A l s o by t r a d i t i o n , Boa rd members and 

F e d e r a l Reserve Bank P r e s i d e n t s s e r v i n g on t h e F e d e r a l Open M a r k e t 

Commi t tee (FOMC) t r y t o a v o i d mak ing comments t h a t m i g h t be i n t e r p r e t e d 

as f o r e c a s t i n g the f u t u r e cou rse o f mone ta ry p o l i c y . I b e l i e v e t h a t 

b o t h t r a d i t i o n s a r e w e l l - f o u n d e d , and I p e r s o n a l l y t r y t o a b i d e by 

them. 

I t i s a l s o w e l l t o remember t h a t - - d e s p i t e t h e numerous 

and d i v e r s e v o i c e s t h a t m i g h t be h e a r d u r g i n g a p a r t i c u l a r c o u r s e f o r 

^Member, Boa rd o f Governo rs o f t he F e d e r a l Rese rve Sys tem. 

I am g r a t e f u l t o M r . F r e d e r i c k M. S t r u b l e and M i s s H a r r i e t t 
H a r p e r f o r a s s i s t a n c e i n t he p r e p a r a t i o n o f t h e s e r e m a r k s . I n a d d i t i o n , 
M i s s Mary Jane H a r r i n g t o n d i d some o f t h e c a l c u l a t i o n s t o o b t a i n p a r t 
o f t h e d a t a on bank c r e d i t f l o w s . 
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m o n e t a r y p o l i c y - - t h e r e s p o n s i b i l i t y f o r m o n e t a r y management r e s t s 

w i t h two c l e a r l y d e f i n e d and s t a t u t o r y b o d i e s : t h e seven-member 

F e d e r a l R e s e r v e Board and t h e 12-member F e d e r a l Open M a r k e t Commi t tee 

( c o n s i s t i n g o f t h e seven Board members and f i v e o f t h e Reserve Bank 

P r e s i d e n t s ) . There i s no need ( n o r i s t h i s t h e o c c a s i o n ) t o d w e l l 

on t h e d i s t r i b u t i o n o f t a s k s be tween t h e two g r o u p s o r on t h e way i n 

w h i c h m o n e t a r y p o l i c y i s made. I t i s s u f f i c i e n t t o r e c a l l t h a t t h e 

B o a r d mee ts s e v e r a l t i m e s each week , t h e FOMC meets e v e r y t h r e e o r 

f o u r w e e k s , and open m a r k e t o p e r a t i o n s a r e engaged i n v i r t u a l l y on a d a i l y 

b a s i s - - and m o n i t o r e d d a i l y by t h e Board and t h e FOMC. Thus , t h e r e 

i s c o n t i n u o u s o p p o r t u n i t y t o f o r m u l a t e and e x e c u t e m o n e t a r y p o l i c y i n 

a t i m e l y and f l e x i b l e f a s h i o n . 

I wan ted t o make t h e s e p o i n t s because a g r e a t d e a l o f c o n f u s i o n 

d e v e l o p s f r o m t i m e t o t i m e (and t h e p r e s e n t a p p e a r s t o be such a t i m e ) 

a b o u t t h e l o c u s o f r e s p o n s i b i l i t y f o r m o n e t a r y p o l i c y . A g a i n , i t i s 

t h e r e s p o n s i b i l i t y o f t he F e d e r a l Reserve Sys tem. H a v i n g made t h e s e 

p o i n t s , I mus t go on t o s t r e s s t h a t m o n e t a r y p o l i c y i s a component 

o f n a t i o n a l economic p o l i c y and i t mus t be c o n d u c t e d as p a r t o f an o v e r -

a l l s t r a t e g y f o r t h e ach ievemen t o f economic g r o w t h w i t h r e a s o n a b l e p r i c e 

s t a b i l i t y . Exp ressed d i f f e r e n t l y , t h e F e d e r a l R e s e r v e , by C o n g r e s s i o n a l 

a c t i o n , i s endowed w i t h a s i g n i f i c a n t deg ree o f i ndependence w h i c h mus t 

be e x e r c i s e d w i t h i n t h e F e d e r a l Government and n o t a p a r t f r o m i t . 

A t t h e same t i m e , I b e l i e v e t h a t i t i s i ncumben t on t h e F e d e r a l Reserve 

t o w e i g h and a s s e s s a l t e r n a t i v e c o u r s e s o f n a t i o n a l economic p o l i c y 
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and t o keep t h e consequences o f t h e d i f f e r e n t c h o i c e s i n m ind a t a l l 

t i m e s . 

A g a i n s t t h i s b a c k g r o u n d , what appea rs t o be t h e p r o p e r t a s k 

o f m o n e t a r y management a t t h e p r e s e n t j u n c t u r e ? To answer t h i s q u e s t i o n , 

we s h o u l d c o n s i d e r t h e c o n s t r a i n t s w h i c h m i g h t l i m i t t h e scope f o r 

m o n e t a r y p o l i c y as w e l l as t h e o p p o r t u n i t i e s t h a t m i g h t be open f o r 

m o n e t a r y p o l i c y t o c o n t r i b u t e f u r t h e r t o t h e s t i m u l a t i o n o f economic 

e x p a n s i o n . One f a c t o r t o w h i c h I p e r s o n a l l y a t t a c h c o n s i d e r a b l e 

w e i g h t i s t h e s e r i o u s d e f i c i t i n o u r b a l a n c e o f paymen ts . A n o t h e r 

c o n s t r a i n t i s t h e p e r s i s t e n c e o f s t r o n g i n f l a t i o n a r y p r e s s u r e s - -

d e s p i t e t h e e x i s t e n c e o f an u n u s u a l l y h i g h r a t e o f unemployment and 

a s u b s t a n t i a l b a c k l o g o f excess p l a n t c a p a c i t y . On t h e o t h e r hand , 

t h e v e r y e x i s t e n c e o f t h e s e unused r e s o u r c e s c r e a t e s an o p p o r t u n i t y t o 

employ m o n e t a r y p o l i c y t o h e l p r e d u c e t h e r e a l c o s t t o t he economy 

w h i c h t h e y r e p r e s e n t . How t o "balance o f f t hese c o m p e t i n g o b j e c t i v e s 

i s t h e b a s i c q u e s t i o n t r o u b l i n g economic p o l i c y make rs . 

I n t h e r e s t o f t h e s e comments, my own v i e w s w i t h r e s p e c t t o 

t h e p r o p e r p r i o r i t i e s among t h e s e o b j e c t i v e s a r e s p e l l e d o u t f u l l y . 

They can be summar ized h e r e : 

- W h i l e t h e economy has been o p e r a t i n g w e l l be low 
i t s p o t e n t i a l f o r more t h a n a y e a r , we s t i l l have 
made l i t t l e l a s t i n g p r o g r e s s i n t he campa ign t o 
check i n f l a t i o n . Thus , a good p a r t o f t h e t a s k 
r e m a i n s ahead o f u s . 

- A t t h e same t i m e , t h e e x c e p t i o n a l l y h i g h unemp loy -
ment r a t e and t h e s i z a b l e b a c k l o g o f excess c a p a c i t y - -
i n d i c a t i o n s o f t h e r e a l c o s t s o f n a t i o n a l p o l i c i e s 
a d o p t e d i n t h e f i g h t a g a i n s t i n f l a t i o n - - have l e d 
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t o a new s c a l i n g o f p r i o r i t i e s w h i c h a s s i g n 
more w e i g h t t o t h e e x p a n s i o n o f o u t p u t and l e s s 
w e i g h t t o m o d e r a t i n g t h e r i s e i n p r i c e s . 

- Under t h e s e complex c i r c u m s t a n c e s , t h e t a s k o f 
m o n e t a r y p o l i c y i s o b v i o u s l y d i f f i c u l t . I n my 
j u d g m e n t , t h e modera te r a t e o f g r o w t h o f money 
and c r e d i t i n t h e l a s t y e a r has a l r e a d y r e s t o r e d 
much o f t h e economy f s l o s t l i q u i d i t y . I b e l i e v e 
i t has a l s o h e l p e d t o l a y a f o u n d a t i o n f o r t he 
g r o w t h o f r e a l o u t p u t a t a pace a b o u t as r a p i d 
as can be s a f e l y encouraged w i t h o u t r e k i n d l i n g 
t h e i n f l a t i o n a r y p r e s s u r e s t h a t a r e o n l y now 
b e g i n n i n g t o a b a t e . 

- F i n a l l y , t h e l a r g e and c o n t i n u i n g d e f i c i t i n o u r 
b a l a n c e o f payments s h o u l d a l s o be a cause o f 
c o n c e r n - - a p o i n t w h i c h mone ta r y p o l i c y must 
a l s o t a k e i n t o a c c o u n t . 

- B u t , i f f u r t h e r s i m u l a t i o n p r o v e s t o be needed, 
i n s t e a d o f p r e s s i n g f o r even g r e a t e r mone ta ry 
ease , I t h i n k i t i s p r e f e r a b l e t o adop t f i s c a l 
measures t o s t r e n g t h e n t h e p r o p e n s i t y o f consumers 
t o spend and t o encourage b u s i n e s s e s t o i n c r e a s e 
i n v e s t m e n t i n f i x e d a s s e t s . 

We can now t u r n t o t h e ma in body o f t h e a n a l y s i s . 

C r e d i t F lows i n 1970: An Overv iew 

To a c o n s i d e r a b l e e x t e n t , c r e d i t f l o w s i n 1970 r e t u r n e d t o 

more t r a d i t i o n a l channe l s — t h u s c o r r e c t i n g a s i g n i f i c a n t p a r t o f 

t h e d i s t o r t i o n w h i c h r e s u l t e d f r o m t h e p o l i c y o f seve re mone ta r y 

r e s t r a i n t f o l l o w e d t he p r e v i o u s y e a r . The p o l i c y o f r e s t r a i n t i t s e l f , 

o f c o u r s e , was n e c e s s a r y as p a r t o f t h e n a t i o n a l campaign t o check 

i n f l a t i o n . L i k e w i s e , i n 1970, t h e p o l i c y o f modera te e a s i n g i n c r e d i t 

c o n d i t i o n s was p a r t o f t he n a t i o n a l e f f o r t t o c u s h i o n the s lowdown i n 

t h e economy and t h e r e b y p r e v e n t a l a r g e d e c l i n e i n o u t p u t and an 

e x c e s s i v e r i s e i n unemployment . I n b o t h y e a r s , t h e p a t t e r n o f c r e d i t 

f l o w s was a b y - p r o d u c t o f c o n c e r t e d e f f o r t s t o a c h i e v e n a t i o n a l 

economic o b j e c t i v e s . 
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I n 1970, a c c o r d i n g t o p r e l i m i n a r y f i g u r e s f r o m t h e f l o w o f 

f u n d s a c c o u n t s p r e p a r e d by t h e B o a r d ' s s t a f f , t o t a l f u n d s r a i s e d by 

n o n f i n a n c i a l s e c t o r s amounted t o $95 .4 b i l l i o n . (See T a b l e 1 , a t t a c h e d . ) 

T h i s was an i n c r e a s e o f $5 b i l l i o n ( o r 5 1 /2 p e r c e n t ) o v e r t h e l e v e l 

r a i s e d i n t h e p r e v i o u s y e a r . However, when t h e b o r r o w i n g a c t i v i t y o f 

t h e F e d e r a l Government i s s e t a s i d e , t h e r e was a y e a r - t o - y e a r d e c l i n e 

o f $ 1 1 . 4 b i l l i o n - - a d r o p o f 12 pe r c e n t - - i n t h e v o l u m e o f f u n d s 

r a i s e d . I n 1969 , t h e F e d e r a l Governmen t ' s n e t r e p a y m e n t o f d e b t 

amounted t o $ 3 . 7 b i l l i o n ; o f t h i s amount , $ 1 . 3 b i l l i o n was i n d i r e c t 

p u b l i c d e b t i s s u e s , and $ 2 . 4 b i l l i o n was i n i s s u e s o f F e d e r a l a g e n c i e s 

i n c l u d e d i n t h e b u d g e t . I n c o n t r a s t , l a s t y e a r , t h e F e d e r a l Government 

was a n e t b o r r o w e r - - i n t h e amount o f $12 .7 b i l l i o n . I t r a i s e d 

$ 1 2 . 8 b i l l i o n i n d i r e c t d e b t w h i l e budge t a g e n c i e s made n e t r e p a y m e n t s 

o f $100 m i l l i o n . 

S e t t i n g a s i d e t he c a p i t a l m a r k e t a c t i v i t i e s o f t h e F e d e r a l 

Government , o t h e r n o n f i n a n c i a l s e c t o r s r a i s e d $ 8 2 . 7 b i l l i o n i n 1970 , 

compared w i t h $ 9 4 . 1 b i l l i o n i n t he p r e v i o u s y e a r . Among m a j o r s e c t o r s , 

o n l y S t a t e and l o c a l governments and a g r i c u l t u r a l b u s i n e s s e s i n c r e a s e d 

t h e amount o f f u n d s o b t a i n e d . I n t h e case o f f a r m s , t h e r i s e was 

v e r y modest - - by o n l y $100 m i l l i o n t o $ 3 . 3 b i l l i o n . On t h e o t h e r 

h a n d , S t a t e and l o c a l governments r a i s e d $12 .2 b i l l i o n i n 1970, an 

i n c r e a s e o f $ 3 . 7 b i l l i o n o r 45 pe r c e n t , above t h e amount r a i s e d i n 

1969. T h e i r s h a r e o f t h e t o t a l advanced f r o m 9 p e r c e n t t o a b o u t 15 p e r 

c e n t . So l a s t y e a r , S t a t e and l o c a l u n i t s r e g i s t e r e d some p r o g r e s s 

t o w a r d mak ing up t h e s h o r t - f a l l i n b o r r o w i n g w h i c h o c c u r r e d d u r i n g t h e 

p e r i o d o f c r e d i t s t r i n g e n c y i n 1969. 
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The l a r g e s t d r o p i n vo lume o f f u n d s r a i s e d o c c u r r e d among 

h o u s e h o l d s . L a s t y e a r , t h e y o b t a i n e d $ 2 1 . 3 b i l l i o n , a d e c l i n e o f 

$ 1 0 . 9 b i l l i o n o r o n e - t h i r d f r o m t h e p r o c e e d i n g y e a r . W h i l e h o u s e h o l d s 

a c c o u n t e d f o r o n e - t h i r d o f t o t a l f u n d s r a i s e d i n 1969, t h e i r sha re 

d e c l i n e d t o o n e - q u a r t e r i n 1970. A s u b s t a n t i a l p a r t o f t h e r e d u c e d 

b o r r o w i n g b y h o u s e h o l d s i n 1970 c e n t e r e d i n home m o r t g a g e s ( $ 1 2 . 7 b i l l i o n 

v s . $ 1 5 . 7 b i l l i o n ) and consumer c r e d i t ( $ 4 . 3 b i l l i o n v s . $ 9 . 3 b i l l i o n ) . 

B o t h o f t h e s e t y p e s o f b o r r o w i n g i n t u r n r e f l e c t e d t h e l o w e r r a t e o f 

s p e n d i n g on home c o n s t r u c t i o n and consumer d u r a b l e goods . 

N o n f i n a n c i a l c o r p o r a t e b u s i n e s s e s r a i s e d $ 3 7 . 9 b i l l i o n i n 

1970 , a b o u t $ 1 . 2 b i l l i o n l e s s t h a n t h e amount r a i s e d i n t h e p r e v i o u s 

y e a r . B u t , because o f t he g r e a t e r r e l a t i v e s h r i n k a g e i n b o r r o w i n g by non -

f i n a n c i a l s e c t o r s as a g r o u p , t he s h a r e o f c o r p o r a t e b u s i n e s s e s rose s l i g h t l y - -

f r o m 42 p e r c e n t t o 46 p e r c e n t . I n 1969 , t h e c o r p o r a t e s e c t o r was t h e 

p r i n c i p a l g a i n e r i n f unds r a i s e d i n b o t h a b s o l u t e and r e l a t i v e t e r m s . 

I n t h a t y e a r , t h e i r heavy b o r r o w i n g was u n d e r t a k e n p a r t l y t o f i n a n c e 

a s i z a b l e e x p a n s i o n i n c u r r e n t o u t p u t and p a r t l y t o f i n a n c e a s t r o n g 

i n v e s t m e n t boom. L a s t y e a r , b o t h o f t h e s e a c t i v i t i e s r e g i s t e r e d o n l y 

m o d e s t g a i n s , and n e t c o r p o r a t e b o r r o w i n g responded a c c o r d i n g l y . 

I n t e r m s o f t h e s o u r c e s o f f u n d s s u p p l i e d i n 1970, t h e more 

t r a d i t i o n a l p a t t e r n was a l s o s u b s t a n t i a l l y r e s t o r e d . I n 1969, t h e r e 

was a s h a r p s w i n g away f r o m f i n a n c i a l i n s t i t u t i o n s and t o w a r d houses 

h o l d s and n o n f i n a n c i a l b u s i n e s s e s as s o u r c e s o f f u n d s . The r e v e r s e 

was t r u e l a s t y e a r . 
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As shown i n T a b l e 1 , t h e r e was a modes t e x p a n s i o n l a s t y e a r 

i n f u n d s s u p p l i e d by t h e F e d e r a l Reserve Sys tem. The amount r o s e f r o m 

$ 4 . 2 b i l l i o n i n 1969 t o $ 5 . 2 b i l l i o n i n 1970. T h i s r e p r e s e n t e d a 

s l i g h t i n c r e a s e i n t h e Sys tem 1 s sha re o f t o t a l f u n d s s u p p l i e d 

( f r o m 4 . 7 p e r c e n t t o 5 . 2 p e r c e n t ) . Here a g a i n i t must be s t r e s s e d 

t h a t t h e s e f i g u r e s r e p r e s e n t n e t changes r e c o r d e d i n t h e f l o w o f 

f unds a c c o u n t s , and t h e y s h o u l d n o t be i n t e r p r e t e d as measures o f t he 

i m p a c t o f m o n e t a r y p o l i c y . The U .S . Government p l a y e d a m o d e r a t e l y 

e n l a r g e d r o l e i n t h e a g g r e g a t e s u p p l y o f f u n d s l a s t y e a r - - r a i s i n g 

i t s sha re f r o m 3 p e r c e n t t o a b o u t 5 p e r c e n t . Somewhat o v e r h a l f 

o f t h e e x p a n s i o n was a c c o u n t e d f o r by c r e d i t a g e n c i e s . 

Among o t h e r s o u r c e s , t h e most s t r i k i n g t u r n a r o u n d o c c u r r e d a t 

c o m m e r c i a l b a n k s . I n 1970, t h e s e i n s t i t u t i o n s s u p p l i e d $ 3 1 . 1 b i l l i o n 

( o n e - t h i r d o f t h e t o t a l ) , compared w i t h $ 1 2 . 2 b i l l i o n ( o n e - s e v e n t h o f 

t h e t o t a l ) t h e p r e v i o u s y e a r . I n 1969, t h e r e l a t i v e p o s i t i o n o f commerc ia l 

banks s h r a n k d r a s t i c a l l y f r o m what i t had been t h e y e a r b e f o r e . 

These i n s t i t u t i o n s , w h i c h b o r e t h e b r u n t o f m o n e t a r y r e s t r a i n t , l o s t 

a s i z a b l e amount o f t i m e d e p o s i t s i n 1969 , and t h e i r l e n d i n g a b i l i t y was 

c o n s t r a i n e d a c c o r d i n g l y . I n 1970, w i t h a s l o w i n g i n economic a c t i v i t y and 

t h e move o f m o n e t a r y p o l i c y t o w a r d modera te ease , t h e y g a i n e d d e p o s i t s 

( e s p e c i a l l y t i m e a c c o u n t s ) , and t h e y i n c r e a s e d g r e a t l y t h e vo lume o f 

f u n d s s u p p l i e d . P r i v a t e nonbank f i n a n c i a l i n s t i t u t i o n s ( p a r t i c u l a r l y 

s a v i n g s and l o a n a s s o c i a t i o n s ) a l s o expanded somewhat t h e vo lume o f 

f u n d s s u p p l i e d . L a s t y e a r , t h e amount p r o v i d e d by S&L f s came t o 
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$ 1 4 . 9 b i l l i o n (16 p e r c e n t o f t h e t o t a l ) , compared w i t h $ 1 0 . 4 b i l l i o n 

(12 p e r c e n t o f t h e t o t a l ) i n 1969. A g a i n , t h e much s t r o n g e r p e r f o r -

mance o f t h e s e i n s t i t u t i o n s r e f l e c t e d t h e g r e a t l y enhanced f l o w o f 

s a v i n g s t o them (as w e l l as t o m u t u a l s a v i n g s banks and o t h e r f i n a n c i a l 

i n t e r m e d i a r i e s ) . 

I n c o n t r a s t t o t h e expanded r o l e o f f i n a n c i a l i n s t i t u t i o n s , 

p r i v a t e d o m e s t i c n o n f i n a n c i a l s o u r c e s e x p e r i e n c e d a s h a r p d e c l i n e i n 

t h e vo lume o f f u n d s s u p p l i e d . I n 1969, t h e s e s o u r c e s ( b u s i n e s s e s , 

h o u s e h o l d s , and S t a t e and l o c a l g o v e r n m e n t s ) p r o v i d e d $ 3 9 . 5 b i l l i o n 

and a c c o u n t e d f o r o v e r t w o - f i f t h s o f t h e t o t a l f unds s u p p l i e d . I n 

1970 , t h e amount o f f u n d s o r i g i n a t i n g w i t h them d r o p p e d t o $ 7 . 5 b i l l i o n 

and r e p r e s e n t e d o n l y 8 p e r c e n t o f t h e t o t a l . The d e c r e a s e was 

e s p e c i a l l y n o t i c e a b l e among b o t h b u s i n e s s e s and h o u s e h o l d s . I n b o t h 

c a s e s , t h e f l o w s r e f l e c t a f u n d a m e n t a l change i n t h e a t t i t u d e s o f 

b u s i n e s s e s and i n d i v i d u a l s w i t h r e s p e c t t o t h e v a l u a t i o n o f m a r k e t 

s e c u r i t i e s as i n v e s t m e n t o u t l e t s . D u r i n g 1969 , a s u b s t a n t i a l p a r t o f 

t h e o u t f l o w o f f u n d s f r o m c o m m e r c i a l banks and s a v i n g s i n s t i t u t i o n s was 

c h a n n e l e d i n t o m a r k e t s e c u r i t i e s - - i n c l u d i n g h i g h l y a t t r a c t i v e 

F e d e r a l agency i s s u e s and s h o r t - t e r m c o m m e r c i a l p a p e r . D u r i n g 1970, 

as m a r k e t y i e l d s d e c l i n e d and i n v e s t o r s e n t i m e n t d e t e r i o r a t e d somewhat, 

p a r t i c u l a r l y a f t e r m i d - y e a r , t h e s e f l o w s were r e v e r s e d , and n o n f i n a n c i a l 

b u s i n e s s e s and i n d i v i d u a l s c o n s t i t u t e d much l e s s h o s p i t a b l e o u t l e t s f o r 

m a r k e t i s s u e s . 
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Sources and Uses o f Commerc ia l Bank Funds 

A t t h i s p o i n t , we m i g h t l o o k somewhat more c l o s e l y a t 

t h e b e h a v i o r o f c o m m e r c i a l b a n k s . I t i s i n t h e r e s p o n s e o f t h e s e 

i n s t i t u t i o n s t h a t one can t r a c e most g r a p h i c a l l y t h e i m p a c t o f m o n e t a r y 

p o l i c y on c r e d i t f l o w s . The f i g u r e s i n T a b l e 2 can be used f o r 

t h i s p u r p o s e . 

The expanded r o l e o f commerc ia l banks as a s o u r c e o f f u n d s 

i n 1970, d i s c u s s e d a b o v e , was made p o s s i b l e by a s i z a b l e i n c r e a s e 

i n t h e i r r e s o u r c e s . As measured by the n e t i n c r e a s e i n t h e i r l i a b i l i t i e s , 

t h e s e r e s o u r c e s r o s e by n e a r l y $40 b i l l i o n l a s t y e a r , compared w i t h 

$18 b i l l i o n t h e y e a r b e f o r e . The r i s e i n demand d e p o s i t s was a b o u t 

t h e same i n b o t h y e a r s ( $ 6 . 4 b i l l i o n and $ 5 . 2 b i l l i o n , r e s p e c t i v e l y ) . 

However , t h e s i t u a t i o n w i t h r e s p e c t t o t i m e d e p o s i t s was d r a m a t i c a l l y 

d i f f e r e n t . As a l r e a d y m e n t i o n e d , i n 1969 c o m m e r c i a l banks e x p e r i e n c e d 

a s i z a b l e a t t r i t i o n i n t i m e d e p o s i t s - - a m o u n t i n g t o n e a r l y $10 b i l l i o n . 

A c t u a l l y , t h e d e c l i n e i n n e g o t i a b l e c e r t i f i c a t e s o f d e p o s i t i n 

d e n o m i n a t i o n s o f $100 ,000 and o v e r (CD 's ) was a b o u t $12 1 / 2 b i l l i o n ; 

t h i s was p a r t l y o f f s e t by a n i n c r e a s e o f n e a r l y $ 3 b i l l i o n i n 

o t h e r t y p e s o f t i m e d e p o s i t s . I n 1970, t h e b a n k s 1 t i m e d e p o s i t s 

jumped by $38 b i l l i o n , o f w h i c h $15 b i l l i o n ( t w o - f i f t h s o f t h e 

t o t a l r i s e ) was a c c o u n t e d f o r by CD ' s . A g a i n , t h e s h a r p s w i n g 

i n t h e s e d e p o s i t f l o w s r e f l e c t e d t h e c h a n g i n g p o s t u r e o f m o n e t a r y 

p o l i c y i n b o t h y e a r s . As m a r k e t y i e l d s r o s e i n 1969 above t h e c e i l i n g s 

s e t by t h e s u p e r v i s o r y a u t h o r i t i e s on t h e maximum r a t e s o f i n t e r e s t 

w h i c h c o u l d be p a i d on t i m e d e p o s i t s , t h e banks l o s t f u n d s . I n 1970 
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( a n d p a r t i c u l a r l y a f t e r m i d - y e a r when t h e c e i l i n g s were suspended w i t h 

r e s p e c t t o CD's w i t h m a t u r i t i e s o f l e s s t h a n 90 d a y s ) , i n t e r e s t r a t e s 

o f f e r e d by t h e banks were a g a i n c o m p e t i t i v e w i t h m a r k e t y i e l d s w h i c h 

w e r e d e c l i n i n g s h a r p l y - - and t h e banks g a i n e d f u n d s . 

The f i g u r e s i n T a b l e 2 a l s o show t h e p r i n c i p a l uses t h e 

b a n k s made o f t h e i r e n l a r g e d r e s o u r c e s l a s t y e a r . T h e i r n e t a c q u i s i t i o n 

o f f i n a n c i a l a s s e t s amounted t o $42 b i l l i o n i n 1970 - - more t h a n d o u b l e 

t h e t o t a l f o r t h e p r e c e d i n g y e a r . M o r e o v e r , a n o v e r w h e l m i n g p r o p o r t i o n 

o f t h e i r f u n d s wen t i n t o i n v e s t m e n t s i n 1970 r a t h e r t h a n i n t o l o a n s . 

T h i s was i n marked c o n t r a s t t o t h e b a n k s 1 b e h a v i o r d u r i n g t h e y e a r 

b e f o r e . I n t h e l a t t e r p e r i o d , t h e banks l i q u i d a t e d $9 1 / 2 b i l l i o n o f 

U . S . Government s e c u r i t i e s and s w i t c h e d t h e f u n d s i n t o l o a n s . I n 

f a c t , bank l o a n s r o s e by a p p r o x i m a t e l y $27 b i l l i o n i n 1969. Of t h i s 

a m o u n t , o v e r $5 b i l l i o n r e p r e s e n t e d r e a l e s t a t e m o r t g a g e s , o v e r 

$3 b i l l i o n was consumer c r e d i t , and o t h e r l o a n s ( i n c l u d i n g l o a n s t o 

b u s i n e s s e s ) a c c o u n t e d f o r $18 b i l l i o n . I n 1970 , t h e r e was o n l y 

m o d e s t g r o w t h i n bank l o a n s , t h e n e t i n c r e a s e was i n t h e n e i g h b o r h o o d 

o f $5 b i l l i o n - B u t bank i n v e s t m e n t s expanded by n e a r l y $20 b i l l i o n . 

W e l l o v e r o n e - h a l f o f t h e r i s e ( $ 1 1 . 2 b i l l i o n ) was i n S t a t e and l o c a l 

g o v e r n m e n t s e c u r i t i e s , and a b o u t t w o - f i f t h s were i n U . S . Government 

i s s u e s . 

F i n a l l y , l a s t y e a r , t he c o m m e r c i a l banks emp loyed a s u b s t a n t i a l 

p o r t i o n o f t h e i r e n l a r g e d r e s o u r c e s t o r e p a y l i a b i l i t i e s t o t h e i r 

f o r e i g n b r a n c h e s . D u r i n g 1969, t h e s e l i a b i l i t i e s ( m a i n l y E u r o - d o l l a r 

b o r r o w i n g s ) r o s e by $7 b i l l i o n as U . S . banks s o u g h t a c t i v e l y f o r 
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a l t e r n a t i v e r e s o u r c e s t o expand l o a n s i n t h e f a c e o f s h r i n k i n g d e p o s i t s . 

The r i s e i n such b o r r o w i n g s a c c o u n t e d f o r n e a r l y t w o - f i f t h s o f t h e 

n e t i n c r e a s e i n t h e b a n k s 1 l i a b i l i t i e s i n 1969. S u b s e q u e n t l y , as 

d o m e s t i c f u n d s became more r e a d i l y a v a i l a b l e l a s t y e a r (and a t l o w e r 

c o s t s ) , a c o n s i d e r a b l e p r o p o r t i o n o f t h e s e l i a b i l i t i e s was unwound. 

D u r i n g t h e c o u r s e o f t h e y e a r , c o m m e r c i a l banks r e d u c e d t h e l i a b i l i t i e s 

t o t h e i r f o r e i g n b r a n c h e s by $6 b i l l i o n . 

On t h e b a s i s o f t h e f o r e g o i n g a n a l y s i s , i t i s c l e a r t h a t 

c o m m e r c i a l banks e n t e r e d 1971 w i t h a g r e a t l y enhanced c a p a c i t y t o 

meet a s i z a b l e sha re o f t h e economy 's f i n a n c i a l needs as t h e y e a r 

u n f o l d s . I n t h e l a s t few m o n t h s , t h e i r p o s i t i o n has been s t r e n g t h e n e d 

even more by f u r t h e r e a s i n g i n c r e d i t c o n d i t i o n s . A g a i n we s h a l l r e t u r n 

t o t h i s s u b j e c t i n t h e f i n a l s e c t i o n o f t h e s e comments. I n t h e mean t ime , 

i t w o u l d be h e l p f u l t o s k e t c h t h e m a i n f e a t u r e s o f t h e economic o u t -

l o o k f o r 1971. 

The Economic O u t l o o k : GNP P r o j e c t i o n s 

A l t h o u g h t h e f i r s t q u a r t e r o f 1971 i s n e a r l y o v e r , i t i s 

s t i l l t o o e a r l y t o have a d e f i n i t e v i e w o f economic p r o s p e c t s f o r t he 

c u r r e n t y e a r . Y e t , t h e i n f o r m a t i o n t h a t has become a v a i l a b l e i n t h e 

l a s t mon th o r so seems t o i n d i c a t e t h a t a boom i n economic a c t i v i t y i s 

n o t l i k e l y t o be g e n e r a t e d i n t h e n e a r f u t u r e . The u n f o l d i n g e v i d e n c e 

a l s o s u g g e s t s t h a t t h e p e r f o r m a n c e o f t h e economy i n 1971 may 

n o t come up t o some o f t h e more o p t i m i s t i c e x p e c t a t i o n s advanced a t 

t h e b e g i n n i n g o f t h e y e a r . 
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W h i l e i t i s s t i l l t o o e a r l y i n t h e y e a r t o have a f i r m 

f a c t u a l b a s i s f o r an assessmen t o f t h e economy 's p r o s p e c t i v e p e r -

f o r m a n c e , a bumper c r o p o f f o r e c a s t s has a l r e a d y been made a v a i l a b l e 

t o t h e p u b l i c . The re i s no need h e r e t o summar ize t h e s e e x t e n s i v e l y 

o r t o examine them i n d e t a i l . However , i t w o u l d be h e l p f u l - - when 

we r e t u r n t o t h e d i s c u s s i o n o f m o n e t a r y p o l i c y - - t o have i n m i n d a 

g e n e r a l o u t l i n e o f t h e e x p e c t e d l e v e l and p a t t e r n o f economic a c t i v i t y 

i n t h e c u r r e n t y e a r - - as seen i n t h e o f f i c i a l F e d e r a l Government 

p r o j e c t i o n and i n p r i v a t e f o r e c a s t s . The n o t i c e a b l e d i v e r g e n c e 

be tween t h e s e p r o j e c t i o n s has been commented on q u i t e w i d e l y . N e v e r -

t h e l e s s , t h e d i f f e r e n c e s a r e i m p o r t a n t , and t h e i m p l i c a t i o n s f o r p u b l i c 

p o l i c y a r e s i g n i f i c a n t . Thus , i t m i g h t be w o r t h p a u s i n g a t t h i s p o i n t 

t o compare t h e two s e t s o f f o r e c a s t s . The f i g u r e s a r e shown i n 

T a b l e 3 . 

F o r t h i s p u r p o s e , a number o f p r i v a t e f o r e c a s t s were 

r e v i e w e d , and f r o m t h e s e a " c o n s e n s u s " f o r e c a s t o f GNP and s e l e c t e d 

components was d e v e l o p e d . The o f f i c i a l F e d e r a l G o v e r n m e n t ' s " t a r g e t " 

f o r e c a s t ( p r e p a r e d by t h e C o u n c i l o f Economic A d v i s e r s ) , a l o n g w i t h 

a few k e y components t h a t a r e s a i d t o be c o n s i s t e n t w i t h such a t a r g e t , 

i s shown. As a benchmark , t h e a c t u a l GNP e s t i m a t e s f o r 1970 a r e 

l i s t e d . 

As i n d i c a t e d , t h e o f f i c i a l p r o j e c t i o n o f $1 ,065 b i l l i o n f o r 

GNP i n c u r r e n t d o l l a r s f o r 1971 i s $15 b i l l i o n above t h e consensus 
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f o r e c a s t o f $ 1 , 0 5 0 b i l l i o n ^ . I n t h e o f f i c i a l f o r e c a s t , t h e y e a r - t o -

y e a r i n c r e a s e i n GNP w o u l d amount t o $88 .5 b i l l i o n , o r 9 p e r c e n t . 

I n t h e consensus f o r e c a s t , t h e g a i n i s p r o j e c t e d a t $73 .5 b i l l i o n , 

o r 7 1 / 2 pe r c e n t . 

S i n c e t h e o f f i c i a l f o r e c a s t i n c l u d e s e s t i m a t e s f o r o n l y a 

few componen ts , i t i s n o t p o s s i b l e t o say v e r y much a b o u t t he economic 

u n d e r p i n n i n g s on w h i c h t h e g r o w t h i n GNP i s e x p e c t e d t o r e s t ^ ) # How-

e v e r , t h e b r o a d e s t i m a t e s p r o v i d e d do s p o t l i g h t a number o f c r u c i a l 

d i f f e r e n c e s i n a s s u m p t i o n s on t h e p a r t o f t h e F e d e r a l Government compared 

w i t h most o t h e r e c o n o m i s t s a b o u t t he p r o b a b l e b e h a v i o r o f m a j o r s e c t o r s 

o f t h e economy d u r i n g t h e c u r r e n t y e a r . 

Perhaps the mos t s t r i k i n g d i f f e r e n c e i s t h e p r o j e c t e d 

b e h a v i o r o f consumers . I n t h e o f f i c i a l f o r e c a s t , p e r s o n a l c o n s u m p t i o n 

e x p e n d i t u r e s a r e e s t i m a t e d t o r i s e by $58 .3 b i l l i o n t o $675 b i l l i o n ; 

t h i s i s an i n c r e a s e o f a b o u t 9 1 /2 p e r c e n t - - a r a t e o f e x p a n s i o n 

s l i g h t l y f a s t e r t h a n t h e p r o j e c t e d r i s e i n GNP as a w h o l e . I n t h e 

consensus f o r e c a s t , consumer s p e n d i n g i s p r o j e c t e d a t $665 b i l l i o n , 

a r i s e o f $ 4 8 . 3 b i l l i o n - - o r $10 b i l l i o n s m a l l e r t h a n i n t h e o f f i c i a l 

p r o j e c t i o n . T h i s w o u l d r e p r e s e n t a g a i n o f 7 . 8 p e r c e n t . The s t r o n g e r 

( 1 ) I n p a s s i n g , I s h o u l d m e n t i o n t h a t my own assessment o f t he 
economic o u t l o o k l e a d s me t o c o n c l u s i o n s n o t e s s e n t i a l l y d i f f e r e n t f r o m 
t h e consensus f e i m c a s t . 

(2 ) I n t h i s p r e s e n t a t i o n , I see no need t o e n t e r t h e c o n t r o v e r s y 
o v e r t h e " b e s t " way t o f o r e c a s t GNP - - i . e . , w h e t h e r t o p r o j e c t com-
p o n e n t s s e p a r a t e l y and add them up t o g e t t h e t o t a l o r w h e t h e r t h e 
t o t a l s h o u l d be f o r e c a s t i n d e p e n d e n t l y o f t h e components . But i n 
p a s s i n g , I w o u l d o b s e r v e t h a t - - f o r b o t h a n a l y t i c a l and p o l i c y d e t e r -
m i n a t i o n pu rposes - - some i n s i g h t i n t o t h e e x p e c t e d b e h a v i o r o f t h e 
components i s e s s t e n t i a l . I t s h o u l d be n o t e d t h a t t he C o u n c i l s u p p l i e d 
t h e e s t i m a t e s o f components a f t e r t h e $1 ,065 b i l l i o n GNP t a r g e t was 
s u b m i t t e d i n t h e A n n u a l R e p o r t . The components add up t o $ 1 , 0 6 7 b i l l i o n , 
b u t t h i s d i f f e r e n c e does n o t a f f e c t t h e b a s i c a n a l y s i s . Digitized for FRASER 
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p e r f o r m a n c e by t h e h o u s e h o l d s e c t o r v i s u a l i z e d i n t h e o f f i c i a l 

p r o j e c t i o n assumes t h a t p e r s o n a l s a v i n g as a p r o p o r t i o n o f d i s p o s a b l e 

p e r s o n a l income w o u l d d e c l i n e f r o m 7 . 3 p e r c e n t i n 1970 t o 6 . 9 p e r 

c e n t i n 1971. P r i n c i p a l f a c t o r s u n d e r l y i n g t h e assumed d e c l i n e i n 

t h e s a v i n g r a t e i n c l u d e i m p r o v i n g economic c o n d i t i o n s and consumer 

c o n f i d e n c e , and r i s i n g consumer a s s e t s and l i q u i d i t y . R e f l e c t i n g t h e 

h i g h e r l e v e l o f r e s i d e n t i a l c o n s t r u c t i o n and t h e a f t e r - e f f e c t s o f l a s t 

y e a r ' s a u t o m o b i l e s t r i k e , consumer e x p e n d i t u r e s f o r f u r n i t u r e , h o u s e -

h o l d e q u i p m e n t , and a u t o m o b i l e s a r e a l s o assumed t o e x e r t downward 

p r e s s u r e on t h e s a v i n g r a t e . 

On c l o s e r e x a m i n a t i o n , h o w e v e r , i t becomes c l e a r t h a t t h e 

o f f i c i a l p r o j e c t i o n - - a l t h o u g h n o t s t a t i n g i t e x p l i c i t l y - - a l s o 

assumes a much l a r g e r i n c r e a s e i n p e r s o n a l income ( b o t h b e f o r e and 

a f t e r t a x e s ) t h a n t h a t p r o j e c t e d i n t h e consensus f o r e c a s t . O t h e r -

w i s e , t h e o f f i c i a l p r o j e c t i o n o f a $58 b i l l i o n r i s e i n consumer 

e x p e n d i t u r e s c a n n o t be s u s t a i n e d . Mos t e s t i m a t e s i n c l u d e d i n t h e 

concensus f o r e c a s t p u t t h e r i s e i n p e r s o n a l income i n 1971 i n t h e 

n e i g h b o r h o o d o f $55 b i l l i o n , t h e r i s e i n a f t e r - t a x income a t a b o u t 

$50 b i l l i o n , t h e i n c r e a s e i n consumer e x p e n d i t u r e s a t $48 b i l l i o n , and 

t h e d e c l i n e i n t h e s a v i n g r a t e t o a r o u n d 7 p e r c e n t . S i n c e t h e s a v i n g 

r a t e i s e s s e n t i a l l y t h e same i n t h e o f f i c i a l and consensus f o r e c a s t s 

( 6 . 9 p e r c e n t and 7 p e r c e n t , r e s p e c t i v e l y ) , t h e much l a r g e r e x p a n s i o n 

i n c o n s u m p t i o n o u t l a y s shown i n t h e o f f i c i a l p r o j e c t i o n p resupposes 

e i t h e r a much f a s t e r r i s e i n p e r s o n a l income ( p e r h a p s on t h e o r d e r 

o f $ 6 - $ 8 b i l l i o n ) o r g r e a t e r r e l i e f i n p e r s o n a l income t a x e s - - o r 
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some c o m b i n a t i o n o f b o t h . I t i s w e l l t o keep t h i s i m p o r t a n t p o i n t i n 

m i n d when j u d g i n g t h e r e a s o n a b l e n e s s o f t h e two s e t s o f f o r e c a s t s . 

A n o t h e r s i g n i f i c a n t d i f f e r e n c e i n a s s u m p t i o n s l e a d i n g t o 

d i f f e r e n c e s i n t h e p r o j e c t i o n s r e l a t e s t o e x p e c t a t i o n s a b o u t t h e 

b e h a v i o r o f e x p e n d i t u r e s f o r r e s i d e n t i a l c o n s t r u c t i o n . I n t h e o f f i c i a l 

f o r e c a s t , such o u t l a y s a r e p r o j e c t e d a t $41 b i l l i o n i n 1970, compared 

w i t h $29 .7 b i l l i o n l a s t y e a r . Thus , an i n c r e a s e o f $11 .3 b i l l i o n 

( o r n e a r l y t w o - f i f t h s ) i s assumed i n t h e o f f i c i a l e s t i m a t e . I n 

c o n t r a s t , t h e consensus f o r e c a s t s u g g e s t e d a r i s e o f $ 9 . 3 b i l l i o n - -

t o $39 b i l l i o n ( o r an advance o f l e s s t h a n o n e - t h i r d ) . The o f f i c i a l 

e s t i m a t e f o r r e s i d e n t i a l c o n s t r u c t i o n e x p e n d i t u r e s assumes t h a t h o u s i n g 

s t a r t s w i l l c l i m b t o a b o u t 2 m i l l i o n i n 1971, compared w i t h 1 . 4 3 m i l l i o n 

i n 1970 , an i n c r e a s e o f a b o u t 40 p e r c e n t o v e r l a s t y e a r . The c e n t r a l 

e s t i m a t e i n t h e consensus f o r e c a s t p u t s h o u s i n g s t a r t s i n 1971 i n 

t h e n e i g h b o r h o o d o f 1 . 9 m i l l i o n , an i n c r e a s e o f r o u g h l y 33 p e r c e n t . 

The much s t r o n g e r p e r f o r m a n c e o f t h e h o u s i n g s e c t o r v i s u a l i z e d i n 

t h e o f f i c i a l f o r e c a s t - - 100 ,000 more s t a r t s and $2 b i l l i o n i n s p e n d i n g -

a p p a r e n t l y can be t r a c e d ( a t l e a s t i n p a r t ) t o an e x p e c t a t i o n o f s t r o n g e r 

f l o w s o f f unds t o s a v i n g s i n s t i t u t i o n s and l o w e r m o r t g a g e r a t e s - - b o t h 

o f w h i c h i n t u r n seem t p p resuppose a g r e a t e r a v a i l a b i l i t y o f c r e d i t 

t h a n a n t i c i p a t e d i n t h e consensus f o r e c a s t . 

The re i s l i t t l e d i f f e r e n c e be tween t h e two p r o j e c t i o n s w i t h 

r e s p e c t t o b u s i n e s s f i x e d i n v e s t m e n t . B o t h e x p e c t such o u t l a y s t o 

t o t a l a b o u t $106 b i l l i o n i n 1971, r e f l e c t i n g an i n c r e a s e o f 3 1 / 2 t o 
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4 p e r c e n t f r o m t h e p r e v i o u s y e a r . W i t h r e s p e c t t o i n v e s t m e n t i n 

b u s i n e s s i n v e n t o r i e s , h o w e v e r , t h e o f f i c i a l f o r e c a s t assumes a much 

more v i g o r o u s r i s e . I n t h e o f f i c i a l p r o j e c t i o n , t h e i n c r e a s e i n 

such s t o c k s i s p u t a t $8 b i l l i o n , d o u b l e t h a t assumed i n t h e 

consensus f o r e c a s t . W h i l e b o t h p r o j e c t i o n s a l l o w f o r some c a t c h - u p 

f o l l o w i n g t h e a u t o m o b i l e s t r i k e l a s t y e a r , t h e o f f i c i a l f o r e c a s t 

a l s o assumes a much more e n e r g e t i c e x p a n s i o n i n t h e pace o f economic 

e x p a n s i o n . T h i s i n t u r n w o u l d g i v e an a p p r e c i a b l e l i f t t o t h e r a t e 

o f i n v e n t o r y a c c u m u l a t i o n . 

I n t h e case o f t o t a l gove rnmen t p u r c h a s e s , b o t h p r o j e c t i o n s 

a r e f a i r l y c l o s e t o g e t h e r . However , t h e y d i v e r g e somewhat w i t h r e s p e c t 

t o t h e e x p e c t e d b e h a v i o r o f t h e F e d e r a l v s . S t a t e and l o c a l g o v e r n m e n t s . 

The o f f i c i a l f o r e c a s t assumes a s l i g h t l y l a r g e r d e c r e a s e i n F e d e r a l 

s p e n d i n g - - and a somewhat l a r g e r i n c r e a s e i n S t a t e and l o c a l s p e n d i n g - -

t h a n i s assumed i n t h e consensus f o r e c a s t . The o f f i c i a l e s t i m a t e 

r e s t s h e a v i l y on e x p e c t a t i o n s o f an e x t r a o r d i n a r y r i s e i n F e d e r a l 

g r a n t s t o S t a t e and l o c a l u n i t s as w e l l as on t h e p r o j e c t e d improvement 

o f t h e economy and t h e c o n c o m i t a n t i n c r e a s e i n S t a t e and l o c a l t a x 

r e v e n u e s . I n a d d i t i o n , t h e g r e a t e r a v a i l a b i l i t y o f c r e d i t assumed 

i n t h e o f f i c i a l p r o j e c t i o n i s e x p e c t e d t o p r o v i d e e x t r a s t i m u l u s t o 

S t a t e and l o c a l s p e n d i n g f o r c a p i t a l i m p r o v e m e n t s . I n p a s s i n g , i t 

s h o u l d be p o i n t e d o u t t h a t t h e o f f i c i a l a s s u m p t i o n o f a s i z a b l e r i s e 

i n F e d e r a l g r a n t s i s made a l t h o u g h t h e m a i n s o u r c e o f t h e e x p a n s i o n - -

r e v e n u e s h a r i n g , i f e n a c t e d - - w o u l d n o t b e g i n u n t i l t h e f o u r t h q u a r t e r 

o f t h e c u r r e n t c a l e n d a r y e a r . 
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The above a n a l y s i s o f t he two p r o j e c t i o n s l e a d s t o t h e 

f o l l o w i n g c o n c l u s i o n : t h e o f f i c i a l p r o j e c t i o n i s much more o p t i m i s t i c 

t h a n t h e consensus f o r e c a s t , and the e x p l a n a t i o n o f t h e d i f f e r e n c e 

i s a l s o c l e a r . The o f f i c i a l o u t l o o k v i s u a l i z e s p o w e r f u l t h r u s t s f r o m 

consumer s p e n d i n g w h i c h w o u l d s t i m u l a t e b u s i n e s s i n v e n t o r i e s as w e l l as 

o u t l a y s f o r r e s i d e n t i a l c o n s t r u c t i o n . U n d e r l y i n g b o t h i s t h e c r i t i c a l 

a s s u m p t i o n o f a s i g n i f i c a n t f u r t h e r e a s i n g i n m o n e t a r y o o n d i t i o n s f r o m 

t h e a l r e a d y e a s i e r c o n d i t i o n s a c h i e v e d t h r o u g h m o n e t a r y p o l i c y o p e r a t i o n s 
by t h e b e g i n n i n g o f t h i s y e a r . 

I m p l i c a t i o n s o f t h e GNP P r o j e c t i o n s 

The consequences o f t h e d i v e r g e n t f o r e c a s t s f o r r e a l o u t p u t , 

p r i c e s and unemployment a r e w o r t h n o t i n g . A g a i n , t h e o f f i c i a l p r o j e c t i o n s 

p r o v i d e l i t t l e i n f o r m a t i o n on e x p e c t e d deve lopmen ts w i t h r e s p e c t t o 

t h e s e f a c t o r s d u r i n g 1971. I n s t e a d , t h e f o c u s i s on a l o n g e r r u n 

h o r i z o n — m i d - 1 9 7 2 - - and o n l y t h e g e n e r a l d i r e c t i o n o f changes i n 

p r i c e s , unemp loymen t , and r e a l o u t p u t d u r i n g t h e c u r r e n t y e a r a r e 

i n d i c a t e d . I t i s s t a t e d t h a t a $1,065 b i l l i o n GNP i n 1971 w o u l d a s s u r e 

s a t i s f a c t o r y p r o g r e s s t o w a r d an unemployment r a t e i n t h e 4 1 / 2 p e r 

c e n t zone and an i n f l a t i o n r a t e a p p r o a c h i n g t h e 3 p e r c e n t r a n g e by 

m i d - 1 9 7 2 . G i v e n t h e assumed g r o w t h i n GNP i n 1971 , r e a l o u t p u t w o u l d 

r i s e s t r o n g l y , t h e unemployment r a t e w o u l d be s u b s t a n t i a l l y l o w e r a t 

t h e end 6 f 1971 t h a n i t was a t t h e c l o s e o f 1970 , and t h e r a t e o f 

i n c r e a s e i n p r i c e s w o u l d be d e c l i n i n g t h r o u g h t h e y e a r . 

These q u a l i t a t i v e e x p e c t a t i o n s c a n n o t be t r a n s l a t e d e a s i l y 

i n t o q u a n t i t a t i v e e s t i m a t e s . However , by d r a w i n g on t e s t i m o n y and 
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coraments by F e d e r a l Government o f f i c i a l s - - as w e l l as by i n f e r e n c e s 

d e r i v e d f r o m t h e o f f i c i a l f o r e c a s t - - one can s k e t c h t h e b r o a d c o n t o u r s 

o f changes i n o u t p u t , unemp loymen t , and p r i c e s c o n s i s t e n t w i t h t h e 

o f f i c i a l GNP p r o j e c t i o n . These can t h e n be compared w i t h t h e changes 

i m p l i e d by t h e consensus f o r e c a s t . 

The r e s u l t s o f my own a n a l y s i s s u g g e s t t h a t t h e two s e t s 

o f e s t i m a t e s , r e s p e c t i v e l y , m i g h t be i n t h e f o l l o w i n g zones : t h e r i s e 

i n r e a l o u t p u t , 4 p e r c e n t v s . 2 3 / 4 p e r c e n t ; t h e r a t e o f u n e m p l o y -

m e n t , 5 1 / 2 v s . 6 , and t h e r a t e o f i n c r e a s e i n p r i c e s , 5 p e r c e n t v s . 

4 1 / 2 p e r c e n t . Even i f t hese e s t i m a t e s a r e o n l y a p p r o x i m a t e l y 

c o r r e c t , t h e y p u t i n t o s h a r p f o c u s t h e p r o b a b l e consequences o f t h e 

a l t e r n a t i v e p a t h s o f economic p e r f o r m a n c e i m p l i e d by t h e two p r o j e c t i o n s . 

I f t h e o f f i c i a l f o r e c a s t a c t u a l l y s h o u l d b e a c h i e v e d d u r i n g 1971 - - a 

p o i n t w h i c h i s by no means c e r t a i n - - i t w o u l d p r o b a b l y y i e l d a l a r g e r 

g a i n i n r e a l o u t p u t and a l a r g e r r e d u c t i o n i n unemployment t h a n w o u l d 

m o s t l i k e l y o c c u r i f t h e consensus f o r e c a s t were t h e ou tcome. On 

t h e o t h e r hand, v e r y l i t t l e p r o g r e s s w o u l d be l i k e l y ^ c h e c k i n g t h e r a t e 

o f I n f l a t i o n . T h i s i s t h e d i lemma w h i c h t h e f r a m e r s o f n a t i o n a l 

e c o n o m i c p o l i c y - - and t h e c o u n t r y a t l a r g e - - must f a c e . We s h a l l 

r e t u r n t o t h i s i s s u e i n t h e c l o s i n g s e c t i o n o f t h e s e r e m a r k s . 

The I m p a c t o f M o n e t a r y P o l i c y 

I n t h e case o f m o n e t a r y p o l i c y , i t i s c l e a r t h a t t h e m o d e r a t e 

e x p a n s i o n o f bank r e s e r v e s t h a t has been underway f o r more t h a n a y e a r 
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has a l r e a d y had a s i g n i f i c a n t i m p a c t on money and c r e d i t f l o w s . The 

e v i d e n c e i s summar ized i n T a b l e 4 . A number o f c o n c l u s i o n s a r e sugges ted 

by t h e s e f i g u r e s , b u t s e v e r a l s h o u l d be m e n t i o n e d e x p l i c i t l y . I n 

t h e f i r s t p l a c e , i f one i s t o have a c l e a r v i e w o f m o n e t a r y t r e n d s , i t 

i s o f c r u c i a l i m p o r t a n c e t h a t one a v o i d b e i n g t r a p p e d i n t o f o l l o w i n g 

any s i n g l e s t a t i s t i c a l measu re . T h i s i s p a r t i c u l a r l y t r u e i f t h a t 

measure happens t o be t he n a r r o w l y d e f i n e d money s u p p l y ( c u r r e n c y p l u s 

p r i v a t e demand d e p o s i t s ) . As i n d i c a t e d i n T a b l e 4 - - so d e f i n e d - - t he 

money s u p p l y r o s e by a b o u t 5 1 / 2 p e r c e n t i n 1970, compared w i t h 3 p e r 

c e n t i n 1969. D u r i n g t h e f i r s t n i n e months o f l a s t y e a r , t h e e x p a n s i o n 

was c l o s e t o 6 p e r c e n t a t an a n n u a l r a t e . However , i n t h e f o u r t h 

q u a r t e r , t h e a n n u a l r a t e d ropped t o 3 1 / 2 p e r c e n t , and i t f e l l f u r t h e r 

t o 1 p e r c e n t i n J a n u a r y o f t h i s y e a r . T h i s b e h a v i o r o f t h e n a r r o w l y 

d e f i n e d money s u p p l y l e d t o a g r e a t d e a l o f comment w i t h a number o f 

o b s e r v e r s s u g g e s t i n g t h a t m o n e t a r y p o l i c y s h o u l d be made s i g n i f i c a n t l y 

more s t i m u l a t i v e . 

I am p e r s o n a l l y g r a t i f i e d t h a t t h e F e d e r a l Reserve d i d n o t 

f o l l o w t h a t a d v i c e . I n s t e a d , t he System a d h e r e d t o a modera te pace 

o f m o n e t a r y g r o w t h . S i m u l t a n e o u s l y , i t was p o i n t e d o u t t h a t a con-

s i d e r a b l e amount o f l i q u i d i t y had been c r e a t e d , and much o f i t was 

show ing up i n t h e f o r m o f t i m e and s a v i n g s d e p o s i t s i n c o m m e r c i a l 

banks and s a v i n g s i n s t i t u t i o n s . I n 1970 , such d e p o s i t s r o s e by 

18 1 / 2 p e r c e n t , and a t S&L f s and m u t u a l s a v i n g s banks t he r i s e was 

8 p e r c e n t . I n t h e f i n a l q u a r t e r o f l a s t y e a r , t h e i n c r e a s e s were 
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a t a n n u a l r a t e s o f 22 p e r c e n t and 12 p e r c e n t , r e s p e c t i v e l y . F o r b o t h 

g r o u p s , t h e a n n u a l r a t e o f g r o w t h jumped t o a b o u t 25 p e r c e n t i n J a n u a r y . 

O f f i c i a l s i n t h e F e d e r a l Rese rve a l s o s t r e s s e d t h a t t h e s p r e a d i n g 

e f f e c t s o f t h e a u t o m o b i l e s t r i k e l a s t f a l l w o u l d have an a d v e r s e i m p a c t 

on t h e demand f o r money and c r e d i t . W h i l e t h i s p o i n t a p p e a r s obv ious , i t 

a p p a r e n t l y was g i v e n l i t t l e w e i g h t by many o f t h o s e who have become f a s c i n a t e d * 

by t h e b e h a v i o r o f t h e n a r r o w l y d e f i n e d money s u p p l y - - and were t h e r e -

by i n d u c e d t o u r g e t h a t t h e F e d e r a l Rese rve f l o o d t h e economy w i t h even 

more l i q u i d i t y . By F e b r u a r y , as t h e economy began t o show t h e e f f e c t s 

o f t h e r e s u m p t i o n o f a u t o m o b i l e p r o d u c t i o n , i t became even more e v i d e n t 

t h a t bank c r e d i t and money w o u l d expand a l o n g w i t h t h e q u i c k e n i n g o f 

economic a c t i v i t y . I n F e b r u a r y , bank c r e d i t (as measured by t h e 

a d j u s t e d bank c r e d i t p r o x y ) r o s e a t an a n n u a l r a t e o f 13 p e r c e n t 

and t h e n a r r o w l y d e f i n e d money s u p p l y a t an a n n u a l r a t e o f 14 1 / 2 p e r 

c e n t . I f J a n u a r y and F e b r u a r y changes a r e comb ined , t h e g r o w t h r a t e s 

o f a l l 6 f t h e m o n e t a r y v a r i a b l e s a r e h i g h e r t h a n f o r 1970 as a w h o l e , 

and some o f them even exceed t h e n o t i c e a b l y r a p i d r a t e s o f e x p a n s i o n 

i n t h e t h i r d q u a r t e r o f l a s t y e a r . 

The i m p a c t o f s l u g g i s h economic c o n d i t i o n s - - w h i c h were 

f u r t h e r d e p r e s s e d by l a s t f a l l ' s a u t o m o b i l e s t r i k e - - on t h e b e h a v i o r o f 

bank c r e d i t i s a l s o r e f l e c t e d i n T a b l e 5 . As t h e s e f i g u r e s show, 

t o t a l l o a n s a t c o m m e r c i a l banks d e c l i n e d a t an a n n u a l r a t e o f 1 p e r 

c e n t d u r i n g t h e f o u r t h q u a r t e r b u t t h e n a s h a r p t u r n a r o u n d o c c u r r e d o v e r 

t h e f i r s t two months o f t h i s y e a r . A marked s w i n g i n b u s i n e s s l o a n 

g r o w t h ( f r o m an a n n u a l r a t e o f d e c l i n e o f 9 p e r c e n t t o an a n n u a l r a t e 

o f g r o w t h o f 10 p e r c e n t ) was m a i n l y r e s p o n s i b l e f o r t h i s s h i f t i n c r e d i t 
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g r o w t h . I n a d d i t i o n t o t h e c o n t r a s t i n t h e s t r e n g t h o f b u s i n e s s c o n d i t i o n s 

i n t h e two p e r i o d s , heavy repayment o f bank l o a n s o u t o f t h e p r o c e e d s o f 

c a p i t a l m a r k e t f i n a n c i n g d u r i n g t h e f o u r t h q u a r t e r and a s h a r p l e t up 

i n such repaymen ts e a r l y t h i s y e a r was r e s p o n s i b l e f o r t h e d i f f e r i n g 

r a t e s o f b u s i n e s s l o a n g r o w t h . 

From my e x a m i n a t i o n o f t h e s e t r e n d s i n money and c r e d i t , I 

am c o n v i n c e d t h a t t h e F e d e r a l Reserve has a l r e a d y gone a l o n g way 

t o w a r d p r o v i d i n g t h e r e s e r v e s t h e economy w i l l need t o r e s t o r e t h e 

l i q u i d i t y l o s t d u r i n g t h e p e r i o d o f m o n e t a r y r e s t r a i n t i n 1969 . I n 

f a c t , as I r e f l e c t on t h e enormous s t o c k o f s h o r t - t e r m a s s e t s w h i c h 

b a n k s , h o u s e h o l d s , b u s i n e s s f i r m s , and o t h e r s e c t o r s have a c c u m u l a t e d 

i n t h e l a s t y e a r , I t h i n k we can - - and s h o u l d — c o n s i d e r w h e t h e r 

enough l i q u i d i t y has a l s o been c r e a t e d t o see t h e economy w e l l on 

i t s way t o w a r d g e n e r a t i n g a c o n s i d e r a b l e e x p a n s i o n i n r e a l o u t p u t i n 

t h e c u r r e n t y e a r - - and t h i s w i t h o u t r e k i n d l i n g t h e i n f l a t i o n a r y 

p r e s s u r e s w h i c h a r e o n l y now s u b s i d i n g . 

I n t e r e s t R a t e s , C a p i t a l F l o w s , and t h e Ba lance o f Payments 

My c o n c e r n f o r a v o i d i n g an e x c e s s i v e g r o w t h o f c r e d i t s tems 

p a r t l y f r o m t h e s h a r p f a l l t h a t has a l r e a d y o c c u r r e d i n i n t e r e s t r a t e s . 

W h i l e t h e d e c l i n e has been most d r a m a t i c i n s h o r t - t e r m r a t e s , l o n g -

t e r m r a t e s have a l s o d e c l i n e d a p p r e c i a b l y . C u r r e n t l y , y i e l d s on 3 -

month U . S . t r e a s u r y b i l l s a r e i n t h e n e i g h b o r h o o d o f 3 . 5 0 p e r c e n t . 

I n c o n t r a s t , d u r i n g 1969, y i e l d s on t h e s e i s s u e s r e a c h e d a h i g h o f 

8 p e r c e n t . I n 1970, t h e ave rage was c l o s e t o 6 1 / 2 p e r c e n t . The 

f e d e r a l f unds r a t e has a l s o d ropped t o a b o u t 3 . 5 0 p e r c e n t — f r o m a 
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h i g h o f 9 . 6 8 p e r c e n t i n 1969 and a n a v e r a g e o f 7 . 1 7 p e r c e n t l a s t 

y e a r . The d i s c o u n t r a t e a t t he F e d e r a l Rese rve Banks has been 

r e d u c e d f r o m 6 p e r c e n t t o 4 3 / 4 p e r c e n t s i n c e l a s t November. 

I n t h e c a p i t a l m a r k e t s , y i e l d s on U . S . Government s e c u r i t i e s 

w i t h a 1 0 - y e a r m a t u r i t y have d e c l i n e d t o 5 3 / 4 p e r c e n t . I n 1969 , 

i n t e r e s t r a t e s on t h e s e i s s u e s c l i m b e d t o a h i g h o f 7 . 8 4 p e r c e n t . 

R e f l e c t i n g t h e c o n t i n u i n g heavy vo lume o f new i s s u e s , t h e d e c l i n e i n 

i n t e r e s t r a t e s on c o r p o r a t e bonds has been somewhat s m a l l e r . Fo r 

e x a m p l e , y i e l d s on new c o r p o r a t e i s s u e s r a t e d Aaa d e c l i n e d f r o m a 

h i g h o f 9 . 3 0 p e r c e n t i n 1970 t o 6 . 7 6 p e r c e n t d u r i n g t h e l a s t week 

o f J a n u a r y . However , unde r t h e i m p a c t o f a l a r g e vo lume o f f l o t a t i o n s , 

y i e l d s b a c k e d up s h a r p l y and c l i m b e d t o 7 . 7 9 p e r c e n t i n t h e f i r s t 

week o f M a r c h . S u b s e q u e n t l y , t h e s e r a t e s eased o f f t o a c u r r e n t l e v e l 

o f a b o u t 7 . 5 4 p e r c e n t . Ra tes on r e s i d e n t i a l m o r t g a g e s (as measured 

by FNMA a u c t i o n y i e l d s ) have d e c r e a s e d f r o m a h i g h o f 9 . 3 6 p e r c e n t i n 

1970 t o a b o u t 7 . 4 3 p e r c e n t c u r r e n t l y . 

On b a l a n c e , t h e r e m i g h t be an o p p o r t u n i t y f o r some f u r t h e r 

d e c l i n e i n l o n g - t e r m r a t e s , p a r t i c u l a r l y i f t h e s t r e a m o f new 

f l o t a t i o n s eases up somewhat. B u t , i n t h e case o f s h o r t - t e r m r a t e s , 

I p e r s o n a l l y t h i n k t h a t t h e l e v e l o f s h o r t - t e r m y i e l d s may a l r e a d y 

have d r o p p e d so f a r - - and so r a p i d l y - - as t o s t i m u l a t e an 

u n d e s i r a b l e o u t f l o w o f s h o r t - t e r m c a p i t a l f r o m t h e U n i t e d S t a t e s . 

To a c o n s i d e r a b l e e x t e n t , as i n d i c a t e d a b o v e , t h i s o u t -

f l o w has c e n t e r e d i n t h e repaymen t by U .S . banks o f E u r o - d o l l a r s 

o b t a i n e d p r i m a r i l y t h r o u g h t h e i r f o r e i g n b r a n c h e s . As shown i n T a b l e 5 , 
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t o t a l E u r o - d o l l a r b o r r o w i n g s r o s e by $8 1 / 2 b i l l i o n i n 1969. L a s t 

y e a r , such b o r r o w i n g s s h r a n k by $ 5 . 9 b i l l i o n . However , t h r e e - q u a r t e r s 

o f t h i s amount ($4 1 / 2 b i l l i o n ) was r e p a i d i n t h e second h a l f o f t h e 

y e a r , when d o m e s t i c i n t e r e s t r a t e s d e c l i n e d s h a r p l y ( b o t h a b s o l u t e l y 

and r e l a t i v e t o i n t e r e s t r a t e s a b r o a d ) , t h e c o s t s t o t h e banks o f 

h o l d i n g on t o such funds became i n c r e a s i n g l y burdensome. Fo r a number 

o f b a n k s , t h e p o t e n t i a l a d v a n t a g e o f m a i n t a i n i n g a r e s e r v e - f r e e base 

f o r E u r o - d o l l a r b o r r o w i n g s u n d e r F e d e r a l Reserve Board r e g u l a t i o n s 

c o n t i n u e d t o be a p p e a l i n g . 

Y e t , w i t h t h e p r o g r e s s i v e d e c l i n e o f i n t e r e s t r a t e s i n t h i s 

c o u n t r y , a g r o w i n g number o f banks d e c i d e d t h e y c o u l d no l o n g e r a f f o r d 

t o pay t h e d i f f e r e n t i a l c o s t o f f unds ( p e r h a p s on t h e o r d e r o f 1 p e r -

c e n t a g e p o i n t ) , and a s u b s t a n t i a l amount o f E u r o - d o l l a r l i a b i l i t i e s was 

p a i d down. These l i a b i l i t i e s ( i n c l u d i n g b o r r o w i n g s f r o m o t h e r i n s t i t u t i o n s 

as w e l l as f r o m f o r e i g n b r a n c h e s ) d e c l i n e d by $2 1 / 2 b i l l i o n i n t h e t h i r d 

q u a r t e r o f 1970, by $2 b i l l i o n i n t h e f o u r t h , and by a n o t h e r $2 b i l l i o n 

i n t h e f i r s t two months o f t h i s y e a r . The l i a b i l i t i e s o f banks t o 

t h e i r own f o r e i g n b r a n c h e s d e c l i n e d by $1 1 /2 b i l l i o n i n t h e t h i r d 

q u a r t e r o f 1970, and $3 1 / 2 b i l l i o n i n t h e f o u r t h q u a r t e r . So f a r t h i s 

y e a r t h e r e appea rs t o be no a p p r e c i a b l e s l o w i n g f r o m 1 9 7 0 f s s e c o n d - h a l f 

r a t e o f r e p a y m e n t s , a l t h o u g h t h e s a l e s o f $ 1 . 5 b i l l i o n o f s p e c i a l 

E x p o r t - I m p o r t Bank s e c u r i t i e s t o f o r e i g n b r a n c h e s o f U .S . banks has 

a b s o r b e d d o l l a r s w h i c h m i g h t w e l l have ended up i n t h e r e s e r v e s o f f o r e i g n 

c e n t r a l b a n k s . As o f March 17, o u t s t a n d i n g l i a b i l i t i e s t o f o r e i g n 

b r a n c h e s amounted t o abQUt $ 4 - 8 b i l l i o n , compared t o $14 1 / 2 b i l l i o n i n 

J a n u a r y 1970 ( t h e peak f r o m w h i c h t h e c u r r e n t d e c l i n e b e g a n ) . Even 
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when t h e , $ l 1 / 2 b i l l i o n o f E x - I m s e c u r i t i e s a r e i n c l u d e d , t h e amount 

o u t s t a n d i n g on March 17 ( $ 6 . 3 b i l l i o n ) i s l e s s t h a n o n e - h a l f t h a t o f 

j u s t o v e r a y e a r a g o . A t some p o i n t , h o w e v e r , one m i g h t e x p e c t a 

m o d e r a t i o n i n t h e pace o f r epaymen t o f E u r o - d o l l a r s - - d e s p i t e t h e 

c o n t i n u e d somewhat h i g h e r c o s t o f m a i n t a i n i n g t h e l i a b i l i t i e s . The 

r e a s o n u n d e r l y i n g t h i s e x p e c t a t i o n i s t h e need on t h e p a r t o f some o f 

t h e head o f f i c e s o f U . S . banks t o h o l d a c e r t a i n amount o f E u r o - d o l l a r s 

as w o r k i n g b a l a n c e s and t o f a c i l i t a t e t h e a c t i v i t i e s o f t h e i r f o r e i g n 

b r a n c h e s . 

What I f i n d most t r o u b l i n g a b o u t t h e s e o u t f l o w s o f s h o r t - t e r m 

c a p i t a l i s t h e f a c t t h a t t h e f unds end up i n f o r e i g n c e n t r a l b a n k s . 

When t h i s happens , t h e r e s u l t i s a d e e p e n i n g o f t h e d e f i c i t i n t h e U .S . 

b a l a n c e o f paymen ts , measured on t h e o f f i c i a l s e t t l e m e n t s b a s i s . I n 

1970 , t h i s d e f i c i t amounted t o $10 .7 b i l l i o n , and t h e d e c l i n e i n l i a b i l i t i e s 

t o f o r e i g n c o m m e r c i a l banks ( i n c l u d i n g b r a n c h e s o f U . S . i n s t i t u t i o n s ) 

a c c o u n t e d f o r t h r e e - f i f t h s o f t h e t o t a l . W h i l e c e n t r a l banks i n a 

number o f c o u n t r i e s have d e m o n s t r a t e d a w i l l i n g n e s s t o h o l d a s u b s t a n t i a l 

amount o f d o l l a r s i n t h e i r i n t e r n a t i o n a l r e s e r v e s , we can s c a r c e l y 

e x p e c t them t o be o t h e r t h a n r e l u c t a n t t o see a s i g n i f i c a n t r i s 6 i n such 

h o l d i n g s . N e i t h e r can t h e y be e x p e c t e d t o r e f r a i n i n d e f i n i t e l y 

f r o m e x c h a n g i n g some a f t h e i r d o l l a r a c c u m u l a t i o n s f o r 

o t h e r r e s e r v e a s s e t s ( e s p e c i a l l y g o l d o r S D R ' s ) . 

I c e r t a i n l y w o u l d n o t l i k e t o o v e r - e m p h a s i z e t h e p o t e n t i a l 

p r o b l e m s w h i c h c o u l d a r i s e i f s h o r t - t e r m c a p i t a l o u t f l o w f r o m t h e 

U n i t e d S t a t e s c o n t i n u e s a t a n y t h i n g l i k e t h e r e c e n t r a t e . N e v e r -

t h e l e s s , I d o u b t t h a t anyone w o u l d a r g u e t h a t t h e i n t e r n a t i o n a l m o n e t a r y 
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s y s t e m i s s t r e n g t h e n e d by such f l o w s . I n s t e a d , t h e y u n d o u b t e d l y 

make more d i f f i c u l t an a l r e a d y hampered a d j u s t m e n t p r o c e s s i n t r a d e 

and paymen ts . They a l s o c o n t r i b u t e t o u n d e r m i n i n g t h e e f f o r t s o f a 

number o f o t h e r i n d u s t r i a l c o u n t r i e s t o b r i n g t h e i r own i n f l a t i o n s 

u n d e r c o n t r o l . 

F o r t h e s e r e a s o n s , I b e l i e v e t h a t , i n t h e c o n d u c t o f m o n e t a r y 

p o l i c y i n t h e months ahead , t he F e d e r a l Reserve s h o u l d g i v e c l o s e 

a t t e n t i o n t o t h e i m p a c t o f i t s d e c i s i o n s on c a p i t a l o u t f l o w s . 

Economic P o l i c y f o r S t a b l e Growth 

D e s p i t e t h e c o n s t r a i n t s on m o n e t a r y p o l i c y d e s c r i b e d a b o v e , 

I s t i l l b e l i e v e t h e m o n e t a r y a u t h o r i t i e s have a c o n s t r u c t i v e r o l e t o 

p l a y i n o u r n a t i o n a l e f f o r t s t o spur a f a s t e r r a t e o f economic g r o w t h . 

However , i n my p e r s o n a l o p i n i o n , t h a t r o l e c e r t a i n l y does n o t r e q u i r e 

t h e F e d e r a l Reserve t o swamp commerc ia l banks and s a v i n g s i n s t i t u t i o n s 

w i t h an u n b r i d l e d f l o o d o f a d d i t o n a l l i q u i d i t y . I n f a c t , some o b s e r v e r s 

have a r g u e d t h & t t h e Sys tem may have a l r e a d y p r o v i d e d more r e s e r v e s 

t h a n t h e economy can use p r o d u c t i v e l y i n t h e n e a r t e r m . I r e a l i z e , 

o f c o u r s e , t h a t j u d g m e n t s can - - and w i l l - - d i f f e r on t h i s p o i n t . 

However , t h e s h a r p d e c l i n e i n s h o r t - t e r m i n t e r e s t r a t e s and t h e g r e a t l y 

i n c r e a s e d a v a i l a b i l i t y o f c r e d i t c e r t a i n l y do s u g g e s t t h a t t h e economy 

i s n o t s u f f e r i n g f r o m a s h o r t a g e o f money. 

I n s t e a d , i n my o p i n i o n , t h e r e i s a s e r i o u s s h o r t a g e o f 

e f f e c t i v e demand. N e i t h e r b u s i n e s s e s n o r consumers a p p e a r w i l l i n g t o 
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s t e p up t h e i r r a t e o f s p e n d i n g f o r goods and s e r v i c e s - - w h i c h w o u l d 

i n t u r n s t i m u l a t e i n c r e a s e d p r o d u c t i o n , r i s i n g emp loymen t , and a 

d e c l i n e i n t h e b a c k l o g o f unused p l a n t c a p a c i t y . M o r e o v e r , t h e 

s l u g g i s h p r o p e n s i t y t o spend on t h e p a r t o f consumers seems t o r e f l e c t 

p e s s i m i s t i c e x p e c t a t i o n s a b o u t f u t u r e employment p r o s p e c t s and t h e 

l i k e l i h o o d o f a f o r e s e e a b l e check t o i n f l a t i o n . B u s i n e s s e s - - t o o - -

seem t o be s u f f e r i n g f r o m a p e s s i m i s t i c v i e w o f t h e economic o u t l o o k . 

Caugh t i n a s e v e r e p r o f i t s squeeze and f a c i n g s u b s t a n t i a l excess 

p l a n t c a p a c i t y , t h e y see l i t t l e need f o r - - and l i t t l e chance 

t o b e n e f i t f r o m - - a l a r g e i n c r e a s e i n s p e n d i n g on new p l a n t and 

e q u i p m e n t i n t h e n e a r t e r m . I n f a c t , g i v e n t h e weakness i n consumer 

demand, many f i r m s a r e s t i l l c u t t i n g b a c k on t h e vo lume o f c u r r e n t 

o p e r a t i o n s . T h i s p a r t l y e x p l a i n s t h e m o d e r a t e d e c l i n e i n t h e F e d e r a l 

R e s e r v e B o a r d ' s i n d e x o f i n d u s t r i a l p r o d u c t i o n i n F e b r u a r y - - c o n t r a r y 

t o a g e n e r a l e x p e c t a t i o n o f a f u r t h e r r i s e as t h e economy c o n t i n u e d t o 

r e b o u n d f r o m l a s t f a l l ' s a u t o m o b i l e s t r i k e . 

Under t h e s e c i r c u m s t a n c e s , t h e s i t u a t i o n may w e l l c a l l f o r 

d i r e c t measu res t o s t r e n g t h e n e f f e c t i v e demand i n t h e p r i v a t e economy. 

S i n c e t h e m a j o r p a r t i c i p a n t s i n t h e p r i v a t e s e c t o r ( h o u s e h o l d s and 

b u s i n e s s e s ) a p p a r e n t l y a r e u n w i l l i n g t o p r o v i d e t h e autonomous s u p p o r t 

r e q u i r e d — t h a t i s , by s p e n d i n g more and s a v i n g l e s s o u t o f a g i v e n 

income we may f a c e a c l a s s i c case t h a t m i g h t c a l l f o r a c t i o n by 

t h e F e d e r a l Gove rnmen t . I n my o p i n i o n , i f t h a t a c t i o n s h o u l d be 
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t e q u i r e d , i t c o u l d t a k e a v a r i e t y o f f o r m s . However , a key r e q u i r e m e n t i s 

t h a t i t w o r k d i r e c t l y t h r o u g h t h e p r o v i s i o n o f i nducemen ts t o consumers 

t o spend and i nducemen ts t o b u s i n e s s f i r m s t o u n d e r t a k e f i x e d i n v e s t m e n t . 

F o r t h i s p u r p o s e , f i s c a l measures a r e c l e a r l y t h e most p r o m i s i n g . 

The re i s no need t o l i s t an e x t e n s i v e c a t a l o g h e r e , b u t a few examples 

recommended by o t h e r s can be summar ized t o i l l u s t r a t e the essence o f 

t h e p o i n t . J u s t t h i s week , t h e Congress t o o k two s t e p s w h i c h s h o u l d 

l e n d some s u p p o r t t o consumer s p e n d i n g i n t h e months ahead . I t q u i c k l y 

passed a 10 p e r c e n t b o o s t i n S o c i a l S e c u r i t y payments and s i m u l t a n e o u s l y 

p o s t p o n e d t h e r i s e i n p a y r o l l t a x e s t o f i n a n c e them. The base f o r t h e s e 

t a x e s - - i n e a r l i e r l e g i s l a t i v e p l a n s — was s c h e d u l e d t o be r a i s e d f r o m 

$ 7 , 8 0 0 t o $ 9 , 0 0 0 e f f e c t i v e J a n u a r y , 1971. The change was d e l a y e d f o r 

a f u l l y e a r . The e f f e c t o f t h i s a c t i o n s h o u l d be a $ 1 . 4 b i l l i o n g a i n i n 

d i s p o s a b l e p e r s o n a l income and a s i m i l a r r e d u c t i o n i n b u s i n e s s c o s t s . 

I t has a l s o been s u g g e s t e d t h a t s c h e d u l e d r e d u c t i o n s i n p e r s o n a l income t a x e s 

be a c c e l e r a t e d . The p e r s o n a l e x e m p t i o n and t h e s t a n d a r d d e d u c t i o n a r e 

s c h e d u l e d t o i n c r e a s e a t t h e b e g i n n i n g o f n e x t y e a r , i n c r e a s e s t h a t were 

a d o p t e d as p a r t o f t h e t a x r e d u c t i o n p r o g r a m i n t h e Tax Refo rm A c t o f 

1969. I f b o t h o f these p r o j e c t e d r e d u c t i o n s were moved f o r w a r d t o t h i s 

y e a r , t h e y m i g h t p r o v i d e an a d d i t i o n a l b o o s t o f $2 1 / 2 b i l l i o n t o 

c o n s u m e r ' s spendab le i ncome. 

S t i l l o t h e r e f f o r t s have been u rged t o s t r e n g t h e n t h e r a t e 

o f f i x e d i n v e s t m e n t . W h i l e d i f f e r e n t s u r v e y s o f i n v e s t m e n t i n t e n t i o n s 

v a r y w i d e l y i n t h e i r e s t i m a t e s o f p l a n n e d e x p e n d i t u r e s , most obse rves 

seem t o e x p e c t t h e r a t e o f i n c r e a s e t o be i n t h e n e i g h b o r h o o d o f 
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3 1 / 2 p e r , c e n t . Hence, t h e r e a p p e a r s t o be room t o encou rage a some-

w h a t more v i g o r o u s e f f o r t . I t w i l l be r e c a l l e d t h a t a move has 

a l r e a d y been u n d e r t a k e n t o l i b e r a l i z e d e p r e c i a t i o n g u i d e l i n e s f o r 

b u s i n e s s e q u i p m e n t . T h i s a c t i o n w i l l y i e l d a s t i m u l u s o f a b o u t $3 b i l l i o n 

i n 1970 . Beyond t h i s , Congress has been u r g e d t o r e s t o r e t h e i n v e s t -

men t t a x c r e d i t w h i c h was r e p e a l e d n e a r l y two y e a r s a g o . A t t h a t t i m e , 

some o f us a r g u e d a g a i n s t t h e d e c i s i o n - - because we f o r e s a w t h e l o n g -

r u n need t o s t r e n g t h e n i n v e s t m e n t i n c e n t i v e s . I f t h e t a x c r e d i t were 

r e s t o r e d , t h e s h o r t - r u n i m p a c t on a f t e r - t a x p r o f i t s and t h u s t h e f l o w 

o f i n v e s t i b l e f u n d s m i g h t be a r o u n d $2 1 / 2 b i l l i o n . 

I f f u r t h e r s t i m u l a t i o n o f t h e economy p r o v e s t o be needed 

( w h i c h i s n o t c e r t a i n a t t h i s t i m e ) , I u r g e t h a t c a r e f u l c o n s i d e r a t i o n 

be g i v e n t o t h e f i s c a l a p p r o a c h - - r a t h e r t h a n t o t h e r e l i a n c e on a s t i l l 

e a s i e r m o n e t a r y p o l i c y . On t h e o t h e r h a n d , we must be e x t r e m e l y c a r e f u l 

t o i n s u r e t h a t t h e s t e p s we t a k e and t h e i n s t r u m e n t s we use i n t h e n e a r 

t e r m do n o t d e f e a t o u r l o n g e r - r u n o b j e c t i v e : t h e a c h i e v e m e n t o f 

s u s t a i n a b l e economic g r o w t h w i t h a r e a s o n a b l e deg ree o f p r i c e s t a b i l i t y . 

S i n c e i n f l a t i o n i s f a r f r o m c h e c k e d , we mus t n o t p r o v i d e t h e f u e l f o r 

i t s r e k i n d l i n g b e f o r e i t has been e f f e c t i v e l y a b a t e d . I am p e r s o n a l l y 

c o n v i n c e d t h a t t h e zone open t o t h e F e d e r a l Rese rve Sys tem w i t h i n w h i c h 

t o a l l o w a f u r t h e r e x p a n s i o n o f money and c r e d i t — w i t h o u t a d d i n g 

t o i n f l a t i o n a r y p r e s s u r e s - - i s n o t v e r y w i d e , and i t i s i m p o r t a n t t h a t 

we s t a y w i t h i n i t . 
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Table 1. Amount a n f r ^ o u r c e s o f Funds Raised i n C a p i t a ^ j 
Markets by Major Sec to rs , 1969 and 1970 

(Amounts i n b i l l i o n s o f d o l l a r s ) 

(1) Excludes sponsored c r e d i t agenc ies . 

(2) I nc l udes unconso l i da ted bank a f f i l i a t e s . 

1969 1970 
Per cent Per cent 

Sector Amount o f t o t a l Amount o f t o t a l 

T o t a l funds r a i s e d by n o n f i n a n c i a l 
s e c t o r s 90.4 100.0 95.4 100.0 

U. S. G o v e r n m e n t ^ - 3 .7 - 4 . 0 12.7 13.3 
P u b l i c debt s e c u r i t i e s - 1.3 - 1 .4 12.8 13.4 
Budget Agency issues - 2 .4 - 2 .6 - 0 . 1 - 0 . 1 

A l l o t h e r n o n f i n a n c i a l sec to rs 94 .1 104.0 82.7 86.7 

D i s t r i b u t u i o n among sec to rs 94 .1 100.0 82.7 100.0 

S ta te and l o c a l governments 8 .5 9 .0 12.2 14.8 
Households 32.2 34.2 21.3 25 .8 
N o n f i n a n c i a l bus iness 49.7 52.9 46.3 56.0 

Corporate 39 .1 41.6 37.9 45 .8 
Nonfarm noncorpora te 7 .4 7 .9 5 . 1 6 .2 
Farm 3.2 3 .4 3 .3 4 .0 

F o r e i g n 3.7 3 .9 2 .8 3 .4 

Sources o f funds advanced 90.4 100.0 95.4 100.0 

Federa l Reserve System 4 .2 4 .7 5 .0 5 .2 

U.S. Government 2 .7 3 .0 4 .5 4 .7 
D i r e c t 2 .5 2 .8 3 .3 3.5 
C r e d i t agencies ( n e t ) 0 .2 0 .2 1 . 2 1.2 

Funds advanced 9 .0 9 .9 8 .8 9.2 
Less funds r a i s e d i n c r e d i t 

market 8 .8 9 .7 7 .6 8 .0 

( 2 ) Commercial banks, n e t v ' 12.2 13.5 3 1 . 1 32.6 
Funds advanced 16.5 18.3 29.3 30.7 
Less funds r a i s e d i n c r e d i t 

market 4 . 3 4 . 8 - 1 .8 - 1.9 

P r i v a t e nonbank f i nance 30.4 33.7 37.3 39 .1 
Savings i n s t i t u t i o n s , net 10.4 11.5 14.9 15.6 
Insurance 21.8 24.2 23.3 24 .4 
F inance , N .E .C . , n e t - 1 .8 - 2 .0 - 0 .9 - 0 .9 

P r i v a t e domest ic n o n f i n a n c i a l 39.5 43.7 7 .5 7.9 
Business 13.8 15.3 1 .9 2 .0 
S ta te and l o c a l g o v ' t . , gen. 6 . 1 6 .7 - 2 .7 - 2 .8 
Households 18.0 19.9 7 .0 7 .3 
Less n e t s e c u r i t y c r e d i t - 1 .6 - 1 .8 - 1 .2 - 1.3 

Fo re i gn 1.3 1 .4 10.0 10.5 
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T a b l e 2 . 

Source or Use 

Net a c q u i s i t i o n of f i n a n c i a l assets 

19 

Amount 

19.7 

69 
Per cent 
o f t o t a l 

100.0 

19 

Amount 

41.9 

70 
Per cent 
o f t o t a l 

100.0 

T o t a l bank c r e d i t 16.5 83.8 29.3 69.9 

C r e d i t market ins t ruments 17.7 89.9 27.5 65.6 
U.S. G o v ' t , s e c u r i t i e s - 9.5 - 48.2 8.2 19.6 

D i r e c t - 9.3 - 47.2 5.2 12.4 
Agency issues 1 .1 5.6 3 .7 8,8 
Loan p a r t i c i p a t i o n c e r t i f s . - 1.3 - 6 .6 - 0.7 - 1.7 

S ta te and l o c a l o b l i g a t i o n s 0.4 2 .0 11.2 26.7 
Corporate bonds - 0 . 1 - 0 .5 0.5 1.2 
Home mortgages 3 .0 15.2 0.9 2 . 1 
Other mortgages 2.3 11.7 1 .0 2 .4 
Consumer c r e d i t 3.3 16.8 1.9 4 .5 
Bank loans , N.E.C. 17.8 90.4 0.6 1 .4 
Open market paper 0.5 2.5 3.2 7.6 

S e c u r i t y c r e d i t - 1 .1 - 5.6 1.8 4 .3 

Loans to a f f i l i a t e banks 0.6 3 .0 - 0 . 1 - 0.2 

V a u l t cash and member bank 
reserves 0 .4 2 .0 2.2 5.3 

Misce l laneous assets 2.2 11.2 10.5 25 .1 

Net inc rease i n l i a b i l i t i e s 18.0 100.0 39.8 100.0 

Demand d e p o s i t s , net 5.2 28.9 6 .4 16.1 
U.S. Government i< 2.7 6.8 
Other 5.2 28.9 3.7 9.3 

Time depos i t s - 9.7 - 53.9 38.0 95.5 
Large nego t i ab l e CD's - 12.6 - 70.0 15.2 38.2 
Other 2.9 16.1 22.8 57.3 

Federa l Reserve f l o a t 0 . 1 0.6 0.7 1.8 
Borrowing a t Federa l Reserve Banks * * 0.2 0.5 
Loans from a f f i l i a t e s 0.6 3,3 - 0 . 1 - 0.3 
Bank s e c u r i t y issues 0 . 1 0.6 * * 

Commercial paper issues 4 .2 23.3 - 1.9 - 4 .8 

P r o f i t tax l i a b i l i t i e s 0 . 1 0.6 0 . 1 0.3 
Misce l laneous l i a b i l i t i e s 17.4 96.7 - 3.7 - 9.3 

L i a b i l i t i e s to f o r e i g n branches 7.0 38.9 - 6 . 1 - 15.3 
Other 10.4 57.8 2 .4 6 .0 

Discrepancy 0.3 - 0 . 1 

Current surp lus 3 . 1 3.0 
P lan t and equipment 1.0 1 .1 

Note: Data show combined statement f o r commercial banks and a f f i l i a t e s . 

* Not a v a i l a b l e 

Ou r c e s and I ces o f Funds by C o m m e r ^ ^ . B a n k s , 
' ~ 1969 and 1970 

(Amoun ts i n b i l l i o n s o f d o l l a r s ) 
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T a b l e 3 P r o j e c t i o n s o f Gross N a t i o n a l P r o d u c t f o r 1971 
(Amounts i n b i l l i o n s o f d o l l a r s ) 

n . a . No t A v a i l a b l e . 

Change: 1970 - 71 
1971 F o r e c a s t Amount P e r c e n t a g e 

1970 O f f i c i a l O f f i c i a l O f f i c i a l 
C a t e g o r y < ( A c t u a l ) Consensus Adm. Consensus Adm. Consensus Adm. 

Gross N a t i o n a l P r o d u c t 9 7 6 . 5 1050 .0 1065 .0 7 3 . 5 8 8 . 5 7 . 5 9 . 1 

P e r s o n a l Consumpt ion 
E x p e n d i t u r e s 6 1 6 . 7 6 6 5 . 0 6 7 5 . 0 4 8 . 3 5 8 . 3 7 . 8 9 . 4 

D u r a b l e goods 8 9 . 4 9 7 . 0 n . a . 7 . 6 n . a . 8 . 5 n . a . 
N o n d u r a b l e goods 264 .7 234 .0 n . a . 1 9 . 3 n . a . 7 . 3 n . a . 
S e r v i c e s 262 .6 2 8 4 . 0 n . a . 2 1 . 4 n . a . 8 . 1 n . a . 

Gross P r i v a t e Domes t i c 
I n v e s t m e n t 135 .7 149 .5 155 .0 1 3 . 8 19 .3 1 0 . 2 14 .2 

B u s i n e s s f i x e d 
i n v e s t m e n t 102 .5 106 .5 106 .0 4 . 0 3 . 5 3 . 9 3 . 4 

R e s i d e n t i a l c o n s t r u c t i o n 2 9 . 7 3 9 . 0 4 1 . 0 9 . 3 11 .3 3 1 . 3 3 8 . 0 
Change i n b u s i n e s s 

i n v e n t o r i e s 3 . 5 4 . 0 8 . 0 0 . 5 4 . 5 14 .3 1 2 8 . 0 

Net E x p o r t s 3 . 6 3 . 5 4 . 0 - 0 . 1 0 . 4 - 2 . 8 1 1 . 2 

Government Purchases 2 2 0 . 5 2 3 2 . 0 233 .0 1 1 . 5 1 2 . 5 5 . 2 5 . 7 

F e d e r a l 9 9 . 7 9 8 . 5 9 8 . 0 - 1 . 2 - 1 . 7 - 1 . 2 - 1 . 7 
De fense 7 6 . 6 73 .5 n . a . - 3 . 1 n . a . - 4 . 0 n . a . 
O t h e r 2 3 . 1 2 5 . 0 n . a . 1 . 9 n . a . 8 . 2 n . a . 

S t a t e and l o c a l 120 .9 133 .5 135 .0 12 .6 1 4 . 1 1 0 . 4 11 .7 
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Table 4. Trends i n S e l e c t e d M o n e t a r y V a r i a b l e s , 
1969, 1970 and J a n u a r y - F e b r u a r y , 1971 

(Pe r c e n t , a n n u a l r a t e s o f change) 

n . a . No t a v a i l a b l e . 

A n n u a l Q u a r t e r l y and M o n t h l y 

1969 1970 
1 s t Q. 

1970 
2nd Q. 

1970 
3 r d Q 

1970 
. 4 t h Q. 

1970 
J a n . 
1971 

Feb. 
1971 

D e c . ' 7 0 
F e b . ' 7 1 

1 . T o t a l r e s e r v e s - 1 . 6 6 . 4 - 2 . 9 2 . 6 1 9 . 1 6 . 6 1 2 . 2 1 1 . 1 11 .7 

2 . Nonbor rowed r e s e r v e s - 3 . 0 9 . 5 - 0 . 4 4 . 1 2 4 . 4 9 . 4 8 . 8 1 4 . 9 1 1 . 9 

3 . C u r r e n c y p l u s p r i v a t e demand 
d e p o s i t s 3 . 1 5 . 4 5 . 9 5 . 8 6 . 1 3 . 4 1 . 1 1 4 . 5 7 . 8 

4 . Commerc ia l b ank t i m e and 
s a v i n g s d e p o s i t s - 5 . 0 1 8 . 4 1 . 4 1 4 . 1 3 2 . 2 2 1 . 8 2 5 . 5 2 8 . 6 2 7 . 3 

a . l a r g e CD's - 5 3 . 3 1 3 2 . 4 9 . 5 6 1 . 8 2 5 6 . 2 7 9 . 4 5 0 . 9 1 2 . 4 3 1 . 9 

b . o t h e r t i m e and s a v i n g s 1 . 4 1 1 . 5 0 . 9 1 1 . 3 1 6 . 5 1 5 . 4 2 2 . 3 3 0 . 5 2 6 . 7 

5 . S a v i n g s d e p o s i t s a t m u t u a l 
s a v i n g s banks and S&L 's 3 . 4 7 . 8 2 . 5 7 . 0 9 . 3 1 1 . 5 2 5 . 3 1 3 . 4 1 9 . 5 

6 . A d j u s t e d bank c r e d i t p r o x y n . a . 8 . 3 0 . 5 6 . 5 1 7 . 2 8 . 3 1 0 . 5 1 3 . 3 1 2 . 0 

Concep ts o f Money 

7 . M x : ( 3 ) 3 . 1 5 . 4 5 . 9 5 . 8 6 . 1 3 . 4 1 . 1 1 4 . 5 7 . 8 

8 . M 2 : ( 3 ) + (4b ) 2 . 4 8 . 2 3 . 4 8 . 4 1 1 . 0 9 . 2 11 .5 2 2 . 4 1 7 . 0 

9 . M 3 : ( 3 ) + (4b ) + (5 ) 2 . 8 7 . 9 
! 

2 . 7 7 . 9 1 0 . 3 9 . 7 1 4 . 2 2 1 . 5 1 8 . 0 
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Table 5. Changes i n Bank C r e d i t and R e l a t e d Measu res , 
1969, 1970 and J a n u a r y - F e b r u a r y , 1971 

1969 1970 1971 

Year Year 
F i r s t 

H a l f 
Second 

H a l f 
T h i r d 

Q t r . 
F o u r t h 

Q t r . 
F i r s t 

2 months 
( S e a s o n a l l y a d j u s t e d a n n u a l r a t e ) ( p e r c e n t ) 

T o t a l bank c r e d i t 1 / 4 . 0 7 . 4 4 . 5 1 0 . 1 13 .9 6 . 1 1 5 . 2 

U . S . Government s e c u r i t i e s - 1 5 . 7 1 1 . 8 8 . 5 1 4 . 4 2 5 . 9 2 . 8 16 .5 

O t h e r s e c u r i t i e s 2 0 . 1 1 0 . 4 2 8 . 3 2 0 . 3 3 4 . 5 2 9 . 4 

Loans 1 / 9 . 9 3 . 4 2 . 4 4 . 4 9 . 8 - 1 . 0 1 0 . 9 

B u s i n e s s l o a n s 1 / 1 3 . 1 2 . 1 8 . 1 - 3 . 7 1 . 8 - 9 . 2 9 . 7 

I n b i l l i o n s o f d o l l a r s 

1 / A d j u s t e d f o r t r a n s f e r s o f l o a n s be tween banks and t h e i r a f f i l i a t e s . 

E u r o - d o l l a r b o r r o w i n g ( i n c l u d i n g 
f r o m o t h e r t h a n b r a n c h e s ) 8 . 5 - 5 . 9 - 1 . 4 - 4 . 5 - 2 . 5 - 2 . 0 - 2 . 1 

B a n k - r e l a t e d c o m m e r c i a l p a p e r 4 . 3 - 1 . 9 3 . 3 - 5 . 3 - 3 . 0 - 2 . 3 - 0 . 4 
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