
REf.,\L\RKS OF ROBERT p I r,~vo 
PRESIDENT, FEDE~!3ESERVE BANK OF UiICAOO 

_ ~FORE 
T~E GRADUATE~ of BusI~ss' 

'lIDVANCED TOPICS IN HANKING 
UN IVERS IlY OF CHICAGO 

CHICAOO, ILLINOIS 
~'MO-I 4, Lg75 

~/HEN GALE -- OR PERHAPS I SHOULD SAY PROFESSOR FREEf'V\N -- INVITED ME 

TO TALK WITii YOU nns .1\FfERNOON HE GAVE ME AU'OST COMPLETE FREEOOM ON 11-iE 

CHOICE OF TOPIC, SUGGESTING ONLY THAT I TALK ABOUT TdE FEDERAL RESERVE, 

WHILE I APPRECIATE 11-IE LATITUDE, I REALIZE THAT I COULD EASILY STRAY PiWAY 

FROM TI~E TOPICS AND ISSUES THAT f'OST CONCERN YOU, CoNSEQUEITTLY, I'LL TRY 

TO KEEP MV OPEN I NG COM''1ENTS SHORT SO THAT YOU CAN RE-DIRECT ri:, IF 

NECESSARY, TI-fROUGH YOUR QUESTIONS, BESIDES, l WANT TO LEAVE TIME SINCE! 

KtOI FFVM Mf PAST EXPERIENCES HERE AT ™E lJtHVERSITY OF UilCAGO TI--IAT I 

GAIN A GREAT DEAL FROM 11-IE INTERCHANGE, 

ABour TEN YEARS AC-0, LARTER (i)LEMBE WROTE A PIECE ON TI-tE FEDERAL 

RESERVE SYSTEM IN WHICH HE SAID ''THE LI FE OF A RESERVE BANK PRES I I.ENT MUST 

SEEM EMPTY, ,A. RESERVE BANK PRESIDENT IS IN Q-fARGE OF FEEDING, HOUSING, AND 

KEEPING ft. LARGE NLMDER OF CLERICAL PERSONNEL WARM, DRY AND HAPPY Et.JOUG1 

SO 11-iAT TI ➔E \A/ORK GETS O!Jf Al'JD FLOAT OOES NOT RISE Ul'JDULY HIGH, INTERSPERSED 

wrrn ALL THE um.E ~un NE JECI s IONS 11-tAT SCM:0NE HAS TO TAKE CARE OF AND 

Wi-iIQ-f WOULD BE U'JSEEMLY FOR A SUBORDINATE TO DECIDE, IS lHE GLORIFIED TRIP 

TO WASHINGTON m AN OPEN MARKET Cort1ITTEE MEETING EVERY f"ONlH, THERE FOR 

A F81 BRIEF tU-1ENTS TiiE rESERVE BANK PRESIDENT REPORTS ON CONDITIONS IN HIS 

O'lf'J FEIERAL RESERVE DISTRICT, GIVES HIS IMPRESSIONS OF NATIONAL ECONOMIC AND 
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FINANCIAL CONDITIONS AND SAYS ~fHAT HE ~ULD RECCHEND FOR FEDERAL RESERVE 

POLI CY IF EVERYONE EL.SE AGREES I,, 

CARTER co~'T HAVE BEEN MJRE WRONG, LIFE ISN'T 8'1PTV 'FOR ME AT THE 

0-tICAro FED NOR IS IT FOR AN{ OF MY COLLEGUES, IT IS, IN FACT, EXTRB1:LY 

Flll - AND !'OT WITH LITTLE ROlJfINE DECISIONS, ~¼NAGING A G~ING AND 

CHANGING PAYMENTS MECHANISM, MAINTAINING AN APPROPRIATE SLPERVISORY AND 

REGULATORY STANCE IN A CHANGED ENVIRONMENT AND FRAMING AN EFFECTIVE 

r-VNETARY POLICY FOR TOD.l\Y' s AND ravnRRrnl s l'l)RU) ARE CHALLENGING EFFORTS. 

I WOUU) LIKE TO T/\LK Willi YOU FOR A FE\il ~·OV1ENTS ABOLIT ruE OF THESE 

CHALLENGES, J REALIZE THAT MI\NY OF YOU ARE PROBABLY M'.lRE INTERESTED IN 

M:>NETARY Pou cv AND cERTAI NLY I' u. DE'K>TE SO"lE TH'£ ro 11-iAT. Bur BEFORE 

OOING SO, I'D LIKE TO SHARE A FEW 11-fOUGHTS WITI-i YOU ABOlJf SOM: OF TI-iE 

011-fER ROLES OF TI➔E FED, J N PART I CIJ.AR, I 'D LI KE TO MENTION lrtE SUBSTANTIVE 

PLBLIC POLICY ISSUES ASSOCIATED Willi lHE FEI£PAL REsERVE'S RESPONSIBILITIES 

IN 11-IE PAYr-'ENTS MEO·WHSM AND SLPERVISION AND REGLLATI0N AREAS, 

IT SEEMS TO ME TI-IAT lHE f-.ON-f1:>NETARV POLICY Fu-tCTIONS OF THE FED ARE 

TOO FREQUENTLY A.~D INCORRECTLY CONSIDERED NARRCMLY WITIHN A STRICTLY OPERATIONAL 

CONTENT, FoR EXf1/~PLE, wrn; REGARD TO OiECK CLEARING OR TI~E PAYMENTS 

MEO-IANISM, TI~E FED IS VIEWED, Ml.CH AS YOU \'IOULD A Ml\NUFACTURING OR FINANCIAL 

FIFf-1, ,l\S A PRODUCER OF PRODUCTS Ar--m SERVICES. IT IS PRESUl"lED TI~T lHE 

PRODlCTS AND SERVICES AND IMPLICITLY EVEN 11-iE QUl\"ffITIES AND QUALllY 

O-iARACTERISTICS ARE PRESCRIBED, THE ROLE OF TiiE FED IS SIMPLY TO MEET "THESE 

PERFORMANCE REQUIREMENTS, Bur IN SPITE OF TI-HS IMPRESSION lHE SPECIFIC 

OBJECTIVES AS HELL AS THE MEANS OF ATTAINING l}fB-,1 IN tWN OF TI·iE SO-CALLED 

OPERATING AREM ARE ML.o-1 r-DRE VAGlE IN TI-IE FEDERAL RESERVE Acr nw. 
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11-iE t'ONETARY POLICY OR ECONCJt11C STABILIZATION OBJECTIVES ARE, 

THIS r-1:ANS lHAT Ml\NY OF 11-IE MAJOR DECISIONS OF THE FED ARE IN 

TERr'S OF DECIDING \'~'\T IS DESIRABLE, 'tliAT ARE 11-iE APPROPRIATE DIRECTIONS IN 

WHI0-1 TO f'OVE IN MEETING 11-IE PUBLIC NEEDS I Nor THAT THE STRICTLY OPERATING 

DECISIONS TO AOHEVE EFFICIENT PERFORM\~E MAY OOT BE DIFFICULT, THEY ARE 

AT TIMES. BUT THE t.-ORE OiALLENGING AND fvDRE DIFFIClLT AREAS ARE IN 

DETER~IN ING \r'n-tA T lliE DIRECTION SH)ULD BE, 

THE PAYMENTS MEO·fANISM IS AN EXCELLENT CASE IN POINT, THE FEDER.AL 

RESERVE 1-t~S TR/\DITlONALLY :-iAD A ROLE AS A LINK BffilEEN TI-IE SOME 11LOJO 

a:M1:RCIAL BANKS IN 1HE COUNTRY FOR CL.EARING AND SETTLING r.-ONEY PAWENTS, 

IN AN OPERATING SENSE, TI1E OMffilCATION, ACCOLl'ITING AND SORTING ARRANGEJ1:NTS 

FOR r-,t)VJNG MJNEY AND MJNEV Al.m{)RIZATIONS BElWEEN EACH PAIR OF 14,0JJ 

BANKING INSTITIJTIONS REQUIRES A FO~Illf\BLE CCM'LEX OF fv'AO-IINERY TO SAY TI-!E 

LEAST. IF IT WERE TO BREAK IXWN OR SHt.rr I.ntlN, CHECK BACKLOGS HOIJUJ PILE UP 

AT lHE RATE OF 3J - l~J MI LL ION ITEMS PER DAY, THE OOUAR 'vOLl.M: OF TRANSFERS 

GOING TH~l.G-1 TI-iE RESERVE ACCOllITS AT lHE FED ARE HUGE -- MJRE lHAN 

$25 TRil1-ION A YEAR IN WIRE TRANSFERS ALONE AND Af01lfER $l.J TRILLION IN O~ECKS, 

FoR YEARS, INTEREST IN THIS MASSIVE MEQ-fANISM WAS LARGELY LIMITED TO 

BANKERS AND 11-fE FEDEPAL RESERVE, WE ProCEEDED TO PROMULGATE REGULATIONS AND 

PROCEDURES DESIGNED TO INSURE ITS EFFICIENCY, Ir SE!.:MED TO BE A SIMPLE CASE 

OF MEETING PERFO~NCE REQUIREMENTS 'tn--tICH EVERYONE KNEW -- MAKE THE a-lECK 

/1S CLOSE TO Ct.RRENCV AND COIN AS POSSIBLE IN TEWS OF TIME AND ACCEPTABILllY, 

Bur IN THE LAST FEW YEARS IT HAS BECOME OBVIOUS lHAT 11-IE STRIClLY 

OPERATIONAL VIB1 OF TI--fE PAYMENTS MEC-IANISM IS INAPPROPRIATE, []{ TIE 

MID l<Hl's QlESTIONS WERE BEING RAISED ABOUT 11-iE LONG-TERM VIABILilY OF A 
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PAWENTS M:OWHSM BA.SED ON PAPER FLCMS, G.1VERNOR GEORGE MITOiELL BECArvE 

AN OUTSPOKEN ArMJCATE OF EVALl.VffING AND INVESTIGATING ALTERNATIVE 

ARRANGEMENTS AND F0R1S, THE IECISION NEXlE BEGAN TO SHIFT FRQ\1 IMPROVED 

EFFICIENCY OF THE EXISTING MECHANISM TO DIFFERENT MECHANISMS, Wrm THAT 

SHIFT CN1: A WHOLE NEW SET OF CONCERNS ABOUf IMPACTS O 'THE P LIC, BUSINESS 

FIRMS, BANKS AND 0lliER FINANCIAL INSTITUTIONS, 

1 HARDLY NEED TO TELL YOU l RAPIILY THE PAYMENTS MECHANISM HAS BEEN 

OiANG ING I J TERM, BOl'H OF F0 OF PAYMENT AND INSTITUTIONAL Pf. TICI PATION, 

Co"V'-1ERCIAL BAr KS AND SOME OF THE OON-PANK FINANCIAL I TITlffIO S HAVE 

fvOVED AHEAD VIOOROUSLY IN DEVELOPING Af.D EXPERif.'ENTING WITH NEW TEO-fNIQUES, 

Btrr lHERE ARE DIFFERENCES NOr~ FROM EARLIER ATTEMPTS BY BANKS TO IMPROVE lHE 

EFFICIENCY OF 0PEAATI0 S, !Ori THE STRUCTURE OF CCl~PETITI ~ IN 1liE PAYMENTS 

AREA IS Q-fANGING - FORMS OlHER 1liAN BANKS ARE INVOLVED, AND ~ THERE 

IS A CLEARER IDENTIFICATION OF TI-IE PUBLIC INlEREST, 

As YOU KrO\f, CoNGRESS HAS BECCJt1E INVOLVED IN ORDER TO BALANCE 1l-iE "1ANV 

EQUITIES IN M:>NEY TRA~SFERS FOR THE PUBLIC'S BENEFIT, THE Ccff.1ISSION ON 

ELECTRONIC FUNOO T RAr SFER HAS BEE ~ SET UP AND Is B I (j ' ~~RATE I 
f.A-l-1t r> • 1 w ,., 4 

THE LEGlSl::A+l~~ SHOULD BE HELPFUL IN ESTABLISHING PUBLIC INTEREST PRIORITIES 

AND IN CLARIFYnG THE ESP0NSI ILITIES OF V. RIOUS ARTICIPANTS IN FUNDS 

TRANSFER, Bur lHE ISSUES ARE DIFFICULT ONES. ffi S tOULD HAVE 'THE MAJOR 

RESPONSIBILITY FOR DEVELOPING AND OPERATING 11-iE SYSTEM FOR IWIDLING l"ONEY 

PAYM:NTS? Is IT OR SHJllD IT BE A PRIVATE OR A PUBLIC Fl.tJCTION? ls 11-iE 

CONTINUATION OF A MIXED PRIVATE AND PUBLIC RESPONSIBILITY IN THE BEST 

PUBLIC INTEREST~ IF 11 iERE IS A CLEP,R Pl.BU C INTEREST, WHO SHOULD HA VE 

ACCESS. 

THE FEDERAL ESERVE IS AND 0BVIOLBLV WILL CONTINUE TO BE INVOLVED IN 
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TiiE IELIBEPATIONS, Bl.ff THE~ OOESN'T STAND STILL AND EVEN BEFORE 11-iE 

FINAL OONCLUSIONS ARE PRESENTED, DECISIOOS Mt.ST BE t1l\ll:, AND EVEN ll-fESE 

INTERIM DECISIONS REQUIRE THE BALANCING OF ML\NY ELEMENTS, 

To CITE ONLY OE, WE HAVE ECENTLY HAD TO STRUG LE WITii THE ISSUE 

OF WHO S UL.D HA VE ACCESS TO THE MECHANISM HEPJ: IN I LL I OI S. THE 

SURFACE IT IS PERHAPS A SIMPLE ONE, THE PAYMENTS MED-iANIS SERVES A PUBLIC 

BENEFIT so IT WOULD SEEM "TI-IAT TI-fE s & L's SHOULD VE ACCESS. Bur WrlAT 

ABOITT E)4urrv? ER BANKS VI THEI £SERVE ACCOUNT s 
11PAYI G' FOR 

TI-fE SERVICE. <'Ho TI,E s L's E ABLE TO ENTER Wlll-lOUT COST? THE ISSLE 

COULD E EXPANIED, Co T TiiE SERVICES AND PROVIDE TO ALL AT l}IE SAME PRICE, 

Bur ARE lHE SOCIAL BENEFITS GREATER THAN THE COSTS AND, THEREFORE, SHOULD 

11-iE SERVICE S SIDI ZED? D SO O , TI-iE RAMIFICATIONS SEEJv1 AU-OST ENlliSS 

AT TIMES, AFFECTING THE STRlCTURE OF FINANCIAL INSTITUTIONS AND THE PLBLIC 

INTEREST, 

So IN lHIS A~ ALONE, MY DAYS ARE HARil..Y EM'lY, 
I 

THE SU'ERVISORY AND REGULATORY Flf\JCTION IS Af\OTHER AREA lHAT IS 

OBVIOUSLY LOAIED wrn-t DECISIONS p,s WELl, THE 11HOTTE ,.,, PUBLIC INTEREST 

I s UND Is TiiE s ,FE-rt AND so· ESS OF BA KS • To A DEGREE THE ISSUE 

IGHT E VIE\flED AS TRICTLY OPERATIONAL -- CE OF 

THE E><AMINERS , Bur TI-HS AREA, TOO, I LOADED \~ITH O ·IER CRITI CAL AND 

M~JOR ISSUES AS TO THE PPOOPRIATE OBJECTIVES OF THE SUPERVISION PROCESS, 

C.0MING FR0'1 UilCAOO, YOU MIGHT ARGUE THAT BANKS SHOULD BE ALLOI-IED 

TO ·FAIL, J REALIZE ll·iAT 11-fAT IS A SIMPLISTIC STATEMENT OF A MAJOR ISSUE., 

Bl.IT YOU KNOtl \\IHAT l MEAN. ROBLEM SIT ATIONS HAVE FREQUENTLY EE~ 

RESOLVED IN THE PAST THROUli MERGER, NEW OMNERSHIP OR AN INFUSION OF 
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CAPITAL -r-. FAIL~S IN A SENSE - WllH)Uf PLBLIC LOSS OR EVEN WITI-K)UT A 

RIPPLE IN TiiE FINANCIAL CQ\t~l1'JI1Y, WHAT PRICE ARE WE WIU..ING TO PAY FOR 

THE ZERO LOSS CRITERIA 'THAT SOME NO>/ APPEAR TO BE ArMJCATING? 

ONE APPROAO-i BEING TAKEN ~ IS TO MJVE TOA/ARD FLLL DISCLOSURE BY 

BANKS, I AM NOT OPPOSED TO REAS0 lABLE AW) MEANINGFUL DISCLOSURE, 

PARTICIPANTS IN TiiE MA.RKET FOR BANK DEBT AND EQUITIES SHOULD BE ABLE TO 

DIFFERENTIATE ACCURATELY AfVONG I NSTITlJfIONS AS TO SOUNDNESS, EARNINGS 

PROSPECTS AND MANAGEMENT CAPABILITY, 

WHAT DISTURBS 11: IS lriAT WE HAVEN'T DEFINED OUR OBJECTIVES VERY 

CLEARLY - IS IT A ZERO FAILURE PATE? NOR HAVE E CLEARLY IrENTIFIED lriAT 

THIS IS 1rtE M'J.ST EFFICIENT MEANS OF REACHING 11-tAT OBJECTIVE, 

IMPROPER DISCLOSURE CAN AROUSE NAIVE CONCERN THAT CAN ADVERSELY 

AFFECT lHE BANK AND ULTIM.\TELY Tiit. MElH0OO OF FINANCING IN OUR ECO~Ov1Y, 

0N ONE HAND INCREASED INF0~TI0N FOR lHE INVESTOR t.4AY HELP HIM TO PROTECT 

HIS INVES"WENT, BUT, ON 1HE OlHER HAND IT MAY ALSO SET IN TRAIN USELESS 

AND INAPPROPRIATE SPECULATION ABOITT 11-fAT AND OTHER lNSTITlITIONS IN GENERAL, 

fuES THE PRIVATE BENEFIT OFFSET THE PUBLIC cosr? 
THE CONCERN Willi "JK SOL.INI]\JESS HAS ALSO LED li INC ~ ED INTEREST 

I N THE ISSUE OF REGULATORY STRLCTURE, ILE A CASE MIGiT BE M4DE FOR AN 

OVERHAUL OF OU REGULATORY APPARTUS, I 00 NOT FEEL lHAT A RELATIO SHIP 

BE1WEEN PRESLM:D ANK PROBLE.MS AND lHE REGULATORY STRl.CTURE HAS ·r· EEN 

ESTABLISHED, THE FRANKLIN AND SAN IEOO FAILURES DID NOT OCCUR BECAUSE OF 

OUR REGULATORY STRUCTURE , 

VIOUSLY, lliERE A E rAA Y MORE ISSUES 1 1 n-ns AREA AS ~JELL, Mv DAY 

ISN'T EMPTY, 
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I 'D LI KE TO TURN ~ TO r"ONETARV POLI CY, THIS WAS AN AREA IN 

WHIOi l INTENroJ TO SAY THE fvOST Bur OBVIOUSLY I HAD A FEW TI-tlNGS TO SAY 

FIRST CUTTING INTO 11-fE Tlf'IE. Bur LET ME SKETCH our A FEW- 11-0UG-fTS AND 

lliEN IN 11-IE DI scuss ION WHICH FOLLOffS I 'LL TRY TO ROUND lHEM OUT I 

SINCE I'M HERE AT UilrAGO I FEEL COMFORTABLE IN ASSLMING lliAT YOU 

KN(),,I THE MAJOR ISSUES IN FORMING AND IMPLEMENTING roNETARY POLICY, 

RATHER lHAN ENlltf:RATING 11-iEM AND RAll-iER lHAN GOING TiiROUC:H THE DECISION 

PROCESS - USI ~G A POSITIVE APPROACH SOM: MIGHT SAY -- J 'M GOHIG TO TAKE 

ON SEVERAL OF TiiE CRITICISM.~ OF FED PROCEDURES IN AN OBLIQUE MANNER, 

l OON'T INTEND THAT THE CRITICISfvS BE STRAW MEN BUT AT THE SAME TIME I 

OON'T WANT TO ARGUE 11-fAT 11-iESE ARE NECESSARILY MILTON1S POSITIONS EilrlER, 

LEr's JLGT SAY THESE ARE .SCM: OF THE M)RE C()Mv()N CONCERNS ABOur H™ WE 

F0~1Ul.A TE AND IMPLB.-iENT fvONETARY POLI CY I 

I 000D PLACE TO BEGIN IS WITH lHE SENATE-HOUSE CoNCURRENT RESOLUTION· 133, 
THIS RESOLUTION REQUIRES lHE FEDERAL RESERVE TO CONSULT WITI-1 CoNGRESS WITH 

RESPECT TO 1HE GROlffit OF TiiE MJNETARY AND CREDIT AGGREGATES FOR 11iE YEAR 

AHctill, SoPf HAVE TAKEN THIS AS TI£ ffiST CONSTRUCTIVE OiANGE IN TI-iE STROCfURE 

OF MJ. ETARY POLICY IN YEARS, WHILE lliIS INCREAsED OVERSIGHT HAS HAD SOME . 

PU.ESE$ I N TERMS OF REt1::>VING SOME OF 1HE MYSTERY ASSOCIATED \-'HTI-f ~iiAT THE 

OBJECTIVES OF lHE FED ARE AND HAS WONSTRATED 11-tAT THcRE IS NO BASIS fOR 

<il~ING THE Fl:D's ACTIONS AS BEING INIMICAL TO THE PUBLIC INTEREST, IT IS 

OOT TI-U\T Uf>ORTANT A a:vELOPM:NT, 

THE CoNCURRENT RESOLUTION E UIRES Ul\RTERLY REPORTS -- SOMETHING 

THAT~ ALREADY BEING OONE ON EVEN A MJRE FREQLENT BASIS - ON LONGER 

TERM TARGETS -- SOMElHING ALREADY COVERED EXTENSIVELY IN Fa[ JELIBERATIOt1S, 
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THE RESOLUfION DID NOT REQUIRE OR EVEN SUGGEST AfN CHANGE IN POLICY 

FORMll.ATION AND IMPLEM:NTATION, 

UNFORTLtJATELY, SCJ-1E HAVE TAKEN 11-fE PUBLICATION OF TI-iE AGGREGATES IN 

t'ONEY AND CREDIT AS MEANING THAT TI-IE FED WAS NG/ "CONVERTED'' TO Fl.JU. Ml 
WATOiI NG, THEY IGNORED 11--fE 011-iER AGGREC:ATES AND THE STATEt-'EITTS OF THE 

CHAIRrW4, 

THE USE OF 1 -- PARTICULARLY CURRENT FIGURES ON 1 -- ftS A 

MEASURE OF fv'DNETARY POLICY MUST STILL BE LSED WITM GREAT CAUTION, 

1 Eill-iER I f\DR t1)ST OF MY COLLEGUES WOULD DENY 11-JE NOTION THAT TI-iERE IS 

A CONNECTION BETI'IEEN THE BEYAVIOR OF lHE K>NEY SUPPLY AND 11-fE BEHAVIOR OF 

ECONOMIC ACTIVIlY AND 'TI-iERE IS A 000D DEAL OF EVIDENCE TO SUPPORT IT. BUT 

I 00 FEEL 11-iAT 11-fERE IS f"ORE CONFUSION 11-iAN NECESSARY ABOlJf THE EXTENT 

TO WH I 01 TI-HS CONCEPT ENTERS INTO f'IONETARY POLI CY DELIBERATIONS, THE EXTENT 

TO ~IQ-f 11-tE FED CAN HIT SPECIFIC t-ONEY SUPPLY TARGETS OVER THE SHORT RltJ, 

AND lriE EXTEtIT TO \vH ICH 11-iE FED SHOULD FOCUS ON THE fvONEY SUPPLY RATI-iER 

THAN ON SUST INABLE ECONCJv1IC EXPANSION AS THE OOAL, 

WrTI-i RESPECT TO 11-IE USE OF 11-fE M)NEY STICK I N POLICY DELIBERATIONS, 

J CAN ASSU E YOU TI-IAT 11--tE BEHAVIOR OF Ml ( AND OTiiER fvONETARY AGGREGATES) 

IS TAKEN INTO ACCOLNr VERY SERIOLSLY IN FED POLICY DELIBERATIONS , WE 00 

NOT, OF COURSE, ACCEPT 17·iE SIMPLE VIEW 11-IAT r,DNETARY GROWTH SHOULD OCCUR 

AT A CONSTANT RATE, THAT CONCEPT I MPLIES TI-iAT M)NETARY POLICY SHOULD NOT 

BE USED AS A COLNTERCYCLICAL ECOtOMIC TOOL AT ALL, Mt\Nv WHO HAYE BECDME 

ENArv'ORED WITI-1 CONCEPT OF CONSTANT rvDNEY SUPPLY GRO~mi HAVE FORGOTTEN ni/.\T 

EVEN IF ATTAINABLE, SUCH AN APPROACH WOULD NOT PRODUCE ECONOMIC STABILI1Y. 

THLS, THE DISCRETIONARY USE OF M1NETARY POLICY AND VARYING RATES OF 

~NEV GROtmi WEIGi HEAVILY IN TiiE POLICY-MAKING PROCESS, 
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THE EXTENT TO WHIOi lHE FED CAN HIT SPECIFIC M:>NEY TARGETS 

HAS ALSO BEEN A CO~FUSlNG .PART OF 1HE PUBLIC IEBATE, SINCE ALL WE HAVE 

TO 00 IS OiANGE lHE ArvOUNT OF RESERVES, IT MIG-IT APPEAR TI-fAT THE FED 

HAS RATHER SPECIFIC a>NTROL OF 1HE M'.>NEY STOCK, 

Bur lHERE IS MUCH LESS CERTAINTY OF THE IMPACT OF A OiANGE IN 

RESERVES ON lHE r.oNEY STOCK ll-Wl Mt\NY SUGGEST, A GIVEN INCREASE IN 

BANK RESERVES IS NOT NECESSARILY ACCCM'AINED BY AN EXPANSION IN r.uNE.Y 

EQUAL TO TiiE 11--fEORETICAL POTEITTIAL ASED ON TiiE REQUIRED RATIO OF RESERVES 

TO DEMAND DEPOSITS, WHAT HAPPENS TO 1HE QUl\NlTN OF M:>NEY WILL VARY, 

Il:PENDING UPON 1HE REACTIONS OF lHE CQM\'ERCIAL BANKS AND THE PUBLIC, 

A NUVIBER OF LEAKAGES fJ..Y OCCUR, 1./HAT Af'Dl.M' OF RESERVES WILL BE DAAINED 

INTO iHE PUBLIC' ClRRENCY HOLDINGS, ERE lliE ULTIPLIER IS O E, f'OT 

EIG-IT TIMES? To AT EXTENT ~ILL 11-fE INCREASE IN lliE RESERVE BASE REMAIN 

UNUSED AS E~CESS RESERVES? Vth~ ICH BANKS WILL GAIN TiiE RESERVES? HotJ Ml.CH 

WILL BE ABSORBED Y TIME DEPOS ITS OR OTHER LIABILITI ES NOT USUALLY IEFINED 

AS f\'l>NEY ur AGAINST hHIQi BANKS MUST ALSO HOLD RESERVES - Blff Win~ A 

MULTIPLIER MUCH GREATER THAN EIGHT TIMES? How SE IBITIVE ARE THE BANKS TO 

a-fAN ES IN RESER PRESSURES EXERTED BY TI-IE CENTRAL BANK? THE At,SWERS TO 

lHESE QLESTIONS HOLD lHE EXPLANATION OF WHY CHANGES IN 'THE f'IONEY SUPPLY 

rt'AY BE DIFFERENT 11-iAN EXPECTED OR ~y RESPOND TO POLICY ACTION ONLY AFTER 

CONSIIERABLE TIME HAS ELAPSED, 

lJNFORTLNATELY, M'\NY IN THE FINANCIAL Mc\RKETS VE EC0ME O ATTU\IED TO 

WATCl-ilNG 11-IE tvONEY SUPPLY FIGURES TI-iAT EVERY WEEKLY WIGGLE, EVERY CHANGE, 

IS SEIZED UPON AS A CHANGE IN M:lNETARY POLI CY, Bur YET POLI CY fl-A Y OOT 

HAVE ~ED ONE IOTA, 
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THE BIGGEST PROBLEM, IT SEEfvS TO ~, IS lHAT TOO f"WN OBSERVORS HAVE 

FOCUSED ON OiANGES IN TifE f'/0 cf STOCK AS lHOl.Gf IT WERE THE GOAL ITSELF, 

YET THE ULTl~TE OOALS OF M:>NETARY POLICY INVOLVE THE BEHAVIOR OF Etf>LOWENT, 

PRICES, ECOf'l>MIC GROflT1-I, AND INTERNATIONAL TRACE AND PAYMENTS, SINCE t'ONETARY 

POLICY OOES NOT AFFECT 7HESE OOALS DIRECTLY Wlll-i SUFFICIENT SPEED TO HELP 

1HE FED tAAl<E POLICY DECISIONS, 11-fE FED HAS TO RELY ON· SCJAE INTEFffDIATE OBJECTIVES 

THAT CAN BE AOHEVED fvDRE DIRECTLY AND RELATIVELY QUICKLY AND lHAT HAVE 

SOME RELATIVELY PREDICTABLE RELATIONSHIP ~rrn TI-E ULTIMA.TE OOAL.S, 

ONE OF lHE INTERMEDIATE TARGETS IS CERTAINLY M1, Bur IT HAS MANY 

DRAWBACKS AS A EXCLUSIVE TARGET, IN TiiE PAST 20 YEARS, OUR COLNT'RY HAS 

EXPERIENCED RAPID ADVANCES IN FINANCIAL TEOif\OLOGY, i Ill-I TI-IE ADVENT OF 

CERTIFICATES OF IEPOSIT, ANK CREDIT CARDS, INTEREST-BEAR!' G DEPOSITS TI-IAT 

CAN BE USED FOR TRANSACTION PURPOSES, t,f.JNEY-~ARKET MlJfl.JAL FUNDS, AND AN 

INCREASE IN TI-iE LEVEL OF SOPHISTICATION OF Ml\NAGING CASH ASSETS ON 11-iE 

PART OF 1HE GENERAL P LIC, 11-iE DEMAND FOR CURRENCY AND CHECKING DEPOS ITS 

HAS AND CONTINUES TO UNil:ROO CHANGES, As A RESULT, CHANGES IN THE RELATIONSHIP 

'.61:ThlEEN Ml AD OUR GROSS NATIONAL PRODLCT t"AY ALSO BE OCCURRING, Sorvl: OF 

lHESE OiANGES CAN BE PREDICTED FAIRLY ACCURATELY, BUT OTHERS CANNOT, 

BECAUSE NO SINGLE DEFINITION OF t-,ONEV IESCRIBES COMPLETELY THE 

SPENDABLE F~ HELD BY lHE PUBLIC, TI-IE FEDEPAL RESERVE TAKES INTO 

CONSII'ERATION 11-IE BEHAVIOR OF A NLMBER OF r1'.)NETARY AND CREDIT AGGREGATES, 

INCLUDING TIME DEPOSITS AND EVEN DEPOSITS AT ALLANANCIAL INSTITlITIONS, 

IN ADDITION TO lHE t1JNETARY AGGREG\TES, i-11: fvt.lST ALSO t-'DN ITOR THE CONDITION 

OF FifWCIAL MARKETS -- 1HAT IS, f/0\181:NTS IN INTEREST RATES AND lHE 

LIQUIDllY NEEm OF BUS·INESSES AND FINANCIAL INSTITUTIONS, THEY IN TURN 
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REFLECT BUSINESS AND CONSLfER ATTITUll:S AND ANTICIPATIONS IN A 

~IQUE WAY, ATTENTION IS ALSO PAID TO DEVELOFM:NTS IN TI1E FOREIGN 

EXOiANGE ~KETS, THE BEHAVIOR OF ALL TiiESE VARIABLES INETERS INTO 

THE IECISION-~KING PROCESS - AND Wlll-i DIFFERING WEIGHTS 11:PENDING ON 

DIFFERING ECOOOMI C CONDITIONS I 

LIT I WOULD LIKE TO MAKE IT CL.EAR 11-iAT WHILE ONOOING f"ONETARY 

POLICY DECISIONS ~KE USE OF MANY INPUTS, TI-iE LONGER-TER"1 PAll-1 OF 

t-'DNETARY AGGREGATE GRCMTI-i OOES HAVE SIGNIFICANCE. ExfENIED PERIODS 

OF TOO PAPID OR TOO SUM A GROWTH OF 11-iE r'DNETARY AGGREGATES WILL TAKE 

A TOU. IN f'IORE RAPID I NA.A TION OR IN ~RE SLUGGISH RECOVERY. BECAUSE OF 

THIS, THE FEDERAL RESERVE CONCENTRATES ON SETTING M) ETARY AGGREGATE TARGETS 

OVER LONGER PERIODS OF TIME, 

ONE .FINAL WORD ABOLIT MY FULL rnvs. CARTER WAS WRONG, TOO, IN 

SUGGESTI NG A l'OMINAL, EVEN A PERFU'JCTORY ROLE OF 11-fE RESERVE BANK PRES IDENTS 

IN THE M:lNETARY POLI CV DECISION PROCESS. t.AOi OF US FEEL AND I AM CERTAIN 

CAN DEKlNSTRATE THAT\ E ARE FULL PARTICIPANTS, 

I WOULD BE PLEASED TO RESPOND TO ANY QlESTIONS YOU MIG-fT HAVE , 
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