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Financial
Developments in the
Fourth Quarter

of 1972

This report, which was sent to the Joint Economic Committee of
the U.S. Congress, highlights the important developments in finan-
cial markets during the fall and early winter.

Accelerating economic activity was accompanied by large demands
for short-term credit during the fourth quarter and some firming
in the stance of monetary policy. As a result, short-term interest
rates increased approximately 30 to 45 basis points on balance,
with the sharpest increases occurring in the Federal funds rate and
in rates paid by banks on large negotiable certificates of deposit
(CD’s). Short-term rates increased further in early 1973 as credit
demands remained strong, particularly at banks. In adjustment to
the rising level of short-term rates, the Federal Reserve discount
rate was raised from 4.5 to 5 per cent in mid-January.

Although the rate at which reserves were supplied through open
market operations was restrained, reserves available to support
private deposits (RPD’s) expanded at a somewhat faster rate in
the fourth quarter than in the third, as there was a sharp rise in
member bank borrowing from Federal Reserve Banks. The narrow
money stock M, (currency plus private nonbank demand deposits)
also increased at a slightly faster pace than in the third quarter
because of an exceptional upward surge in December. A reduced
rate of growth of consumer-type time deposits resulted in a little
slower expansion in both M, (M, plus bank time deposits other
than large CD’s) and M; (M, plus deposits at mutual savings banks
and savings capital at savings and loan associations) in the fourth
quarter of 1972.

During 1972, M, rose at an 8.3 per cent annual rate measured
from December to December. But to compare the increase in M,
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with the rise in gross national product that the increase was
accommodating, it is more appropriate to employ the quarterly
average for M, in the fourth quarters of 1971 and 1972. On this
basis, M, increased 7.4 per cent over the year. This represents
a slightly smaller rise than the 7.7 per cent increase in real GNP
and is considerably smaller than the 10.9 per cent rise in nominal
GNP. Money growth was thus consistent with the financing re-
quirements generated by an unusually large rise in real output at
a time when there was still undesirable slack in levels of resource
utilization. Moreover, in January of this year, there was a substan-
tial offset to the December upsurge, as M, showed little change
on average.

RPD’s increased ata 10.6 per cent annual rate in the fourth quarter.
However, with the Federal Reserve holding back on the supply
of reserves through open market operations, all of the fourth-quarter
growth in RPD’s reflected an increase in member bank borrowing
from Federal Reserve Banks. In December, such borrowing ex-
ceeded $1.2 billion, an amount substantially above the average
levels recorded in the first three quarters. At the same time, the
increasing pressure on the reserve positions of commercial banks
was reflected in the Federal funds market, where the daily-average
Federal funds rate rose more than 45 basis points from September
to the end of December.

Total reserves increased at an annual rate of 14.2 per cent during
the last quarter of 1972, as the System accommodated banks’ needs
for reserves to support increases in the quite volatile U.S. Govern-
ment and interbank deposits. Nonborrowed reserves of banks in-
creased at only a 4.8 per cent annual rate over the quarter, however.

In addition to its open market operations, the Federal Reserve
instituted two major changes in its Regulations D and J on No-
vember 9 that affected the reserve positions of member banks.
These changes were not designed to meet any general monetary
policy objective, however; they were designed to restructure reserve
requirements against Federal Reserve member bank deposits on
a more uniform basis (Regulation D) and to speed up and modernize
the Nation’s check-clearing system (Regulation J). Their net effect
was to provide about $1.1 billion of the seasonal reserve need.
Monetary policy operations took these regulatory actions into
account and helped smooth the adjustments of banks to the new
regulations over the transition period.

The rapid expansion in economic activity contributed to a rising
demand for private cash balances for transactions purposes, in turn
increasing bank demands for reserves to support them. The narrow
money stock, M,, grew at an 8.6 per cent annual rate during the
fourth quarter, somewhat above the 8.0 per cent annual rate
recorded in the first 9 months of the year. Much of the fourth-quarter
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1| BANK RESERVES

~ BILL ARS, SEASONALLY ADJUSTED
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Monthly averages of daily figures for member banks. Total and nonborrowed reserves are
adjusted to exclude the effects of changes in reserve requirement percentages. Nonborrowed
reserves are total reserves adjusted minus member bank borrowings from the Federal
Reserve.

growth in M, was associated with an unusually sharp expansion
in December during which the increase in the money stock acceler-
ated to a very rapid 13.3 per cent annual rate. Following the
December surge, however, the money stock showed no further
increase in January, and the 6.7 per cent average growth rate for
the two months combined was approximately the same as that
recorded during the October—November period. Contributing to the
December acceleration—in addition to increasing transactions de-
mands for money by consumers and businesses—was an apparent
temporary increase in demand deposits held by State and local
governments associated with the initial disbursement of Federal
revenue-sharing funds early in the month. The fast fourth-quarter
pace brought growth in M, for the year to 8.3 per cent, a consid-
erably larger increase than in other recent years.

In contrast to the more rapid growth in M,, the broad measure
of the money stock, M,, increased at about the same rate during
the fourth quarter as in the July—September period; in this case
the acceleration in the demand deposit component was apparently
offset by slower growth in consumer-type time and savings depos-
its. The moderation in inflows of consumer-type time deposits
occurred as yields on competing money market instruments rose
relative to interest rates offered on consumer-type deposits.

Since July, offering rates on the latter accounts have been at
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TABLE 1
CHANGES IN SELECTED MONETARY AGGREGATES

In per cent; quarterly figures are seasonally adjusted annual rates

1972

Type of aggregate 1971 1972

Member bank reserves:

Total. ..icocvsvsmmiinm iy mmie 72 10.6 10.4 12.6 3.6 14.2
Nonborrowed: . ...k v e s 8.1 121 10.7 13:1 — 4.8
Available to support private non-

bank deposits’ ... 12 9.9 10.4 6.6 9.9 10.6

Concepts of money:?

6.6 8.3 9.2 6.1 8.2 8.6
11.4 10.8 12:9 8.5 10.3 10.2
13 12:9 14.9 10.7 12.3 11.4
9.4 11.6 11.0 %S 9.8 12:1
MEMO (change in billions of dollars,
seasonally adjusted):
Large CO’S w:ivsivesoiivmivinines T4 10.1 8 3.7 2.4 3:3
U.S. Govt. demand deposits at
member banks .o =3 4 -4 S =111 1.4

ITotal reserves less required reserves for U.S. Government and interbank deposits.

2M, is currency plus private demand deposits adjusted. M, is M, plus bank time and
savings deposits adjusted other than large CD’s. M; is M, plus deposits at mutual savings
banks and savings and loan associations.

3Total member bank deposits plus funds provided by Euro-dollar borrowings and bank-
related commercial paper.

NoTe.—Data for the money stock and other monetary aggregates have recently been
revised to reflect changes in seasonal adjustment factors, corrections to the latest benchmark
levels available for nonmember banks, and adjustments for discontinuity associated with
the November 9 implementation of changes in Regulation J. A complete description of
these revisions appears on pp. 61-79.

Changes are calculated from the average amounts outstanding in the last month of each
quarter.

or close to Regulation Q ceiling levels at most banks, whereas
other short-term interest rates increased 60 to 100 basis points
between July and December. Despite this widening yield spread,
however, growth in consumer-type time deposits remained rela-
tively strong throughout the second half of the year, although
considerably below the very high rates recorded in the fourth quarter
of 1971 and the first quarter of 1972. M, grew at an annual rate
of 10.2 per cent for the last quarter as a whole, only slightly below
its average rate for the year, while M; increased at an 11.4 per
cent rate, reflecting sustained levels of deposit inflows at nonbank
thrift institutions as well.

Member bank credit, as measured by the adjusted credit proxy,
increased at an annual rate of 12.1 per cent over the quarter, with
growth in private consumer-type time and demand deposits accom-
panied by substantial increases in U.S. Government deposits and
in large CD’s. Net sales of CD’s, which had been strong throughout
the year, increased another $3.3 billion in the last quarter to bring
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2 |CONCEPTS OF MONEY

RATIO SCALE, BILLIONS OF DOLLARS
900

R il
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Seasonally adjusted monthly averages. M, is currency plus private demand deposits adjusted.
M, is M, plus commercial bank time and savings deposits adjusted other than large CD’s.
M; is M, plus deposits at mutual savings banks and savings and loan associations.

the level of outstanding CD’s at the end of the year to just under
$44 billion. As banks bid competitively for CD funds during the
quarter, interest yields on these short-term instruments rose about
40 basis points; even with this rise, year-end rates remained below
the levels recorded in the summer of 1971.

With the economy growing rapidly, banks continued to experience
heavy demands for credit in the fourth quarter. As a result, the
bulk of their investible funds was channeled into loans and less
into acquisitions of securities during the period. Consequently, total
loans in the last quarter increased at an exceptionally rapid annual
rate of 19.5 per cent, with almost all loan categories showing
unusual strength during the period. Real estate loans, for example,
increased at an annual rate in excess of 17 per cent for the fourth
consecutive quarter, reflecting the continuing strength in residential
construction and housing activity; consumer loans accelerated from
their already high rate of increase as purchases of consumer durable
goods maintained the momentum of earlier months.

Increasing needs for working capital and inventory financing led
to a sharp advance in business loans in the October—November
period. Despite a subsequent slowing in December, the over-all
fourth-quarter rise in business loans—at a 10.2 per cent annual
rate—indicated continued strength. This growing corporate demand
for bank credit was accompanied by expansion in commercial paper
outstanding as well. Thus, with relatively moderate activity in the
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BANK CREDIT- COMPONENTS

04 af [
emel9IL 1212

Seasonally adjusted. Loans adjusted for
transfers between banks and their holding
companies, affiliates, subsidiaries, or foreign
branches.

*Adjusted for $800 million matched sale-

BANK LOANS-MAJOR COMPONENTS

Seasonally adjusted. Business adjusted for
transfers between banks and their holding
companies, affiliates, subsidiaries, or foreign
branches.

*Adjusted for $800 million matched sale-

purchase transactions at the end of Sep-

purchase transactions at the end of Sep-
tember.

tember.

public market for corporate bonds, business preferences shifted
toward shorter-term rather than longer-term financing.

Following a substantial decline in the third quarter, bank holdings
of U.S. Treasury securities showed essentially no change over the
fourth quarter, despite a sizable amount of Treasury financing
during the period. Instead, a large proportion of Treasury issues
were absorbed by both foreign central banks and by State and local
governments. In the latter case, revenue-sharing payments and large
tax inflows were contributing to comfortable liquidity positions.
Banks did increase their holdings of other security issues—includ-
ing participation certificates, municipal bonds, and Federal agency
issues—during November and December, but at a slower rate than
in the third quarter.

Increases in deposits at nonbank depositary intermediaries, although
still at very high levels, moderated appreciably during 1972.
Growth in such inflows slowed from a seasonally adjusted annual
rate of more than 16 per cent in the third quarter to 13.0 per cent
in the fourth, with most of the slowdown occurring at savings and
loan associations. The sharp rise in short-term interest rates over
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the second half of 1972 narrowed the spread between yields on
thrift accounts and those on alternative market investments and
probably contributed to the dampening of deposit growth.

Mortgage debt outstanding expanded at a record seasonally
adjusted quarterly rate of $16.6 billion in the final quarter of 1972.
Whereas nonresidential mortgage debt accumulation continued to
be relatively little changed from the substantially advanced rate
reached early in the year, expansion in the residential category
rose further. Altogether, for all of 1972 the net rise in total mortgage
debt exceeded $64 billion. This compared with previous highs of
$49 billion in 1971 and $28 billion in 1969.

Savings and loan associations accounted for nearly half the
increase in total mortgage holdings during the fourth quarter of
1972 as well as for the year as a whole. Participation by commercial
banks and mutual savings banks also continued to be exceptionally
strong. As a result, activity by the Federal National Mortgage
Association and other agencies operating in the secondary market
was limited.

TABLE 2
NET CHANGE IN MORTGAGE DEBT OUTSTANDING

In billions of dollars, seasonally adjusted quarterly rates

1971 1972
Type of debt
v I 11 II¢ Ive
Totall aih ool s fat TR ot 13.6 15.6 16.2 16.1 16.6
Residential 10.2 11.3 11.8 11.6 12.3
(@)1 - O ARANE oL e 3.4 4.3 4.4 4.5 4.3

'Includes commercial and other nonresidential as well as farm properties.
¢Partly estimated.

Total corporate security offerings rose to $9.7 billion in the fourth
quarter. The bulk of the $0.5 billion increase from the preceding
quarter was attributable to the rise in private placements of bonds
as corporations were able to take advantage of abundant fund flows
at insurance companies. Gross issues of public bonds and stock
were about unchanged from third-quarter levels.

For 1972 as a whole, gross offerings of corporate securities were
about $40 billion, 11 per cent below the record 1971 level. Gross
stock issues were maintained at about the 1971 pace, in large part
because public utilities continued to do an unusually high proportion
of their external financing by means of equity capital. Private
placements of bonds rose during the year, undoubtedly due both
to the needs of smaller, lower-rated firms and to the interest of
insurance companies and other institutional investors in acquiring
the usually higher-yielding securities offered in this market. On
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TABLE 3
OFFERINGS OF NEW SECURITY ISSUES

Quarterly totals, in billions of dollars, not seasonally adjusted

1971 1972
Type of issue
v I 11 111 TVE
Corporate securities—Total .................... 10.8 9.8 L2 9.2 9.7
Bondseitemp il iR e L | 7.6 7.0 7.4 6.1 6.5
StoCkS o e S s i 3.2 2.9 3.8 3.1 3.2
State and local government bonds ............ 6.1 6.0 6.3 5.4 5.7

¢Estimated.
NoTe—Details may not add to totals because of rounding.

the other hand, public offerings of bonds, especially those by large
manufacturing firms, declined dramatically. Offerings by such firms
accounted for only 16 per cent of total public bond issues in 1972,
in contrast to 1971 when they had represented one-quarter of the
total. Most large industrial firms had issued long-term debt and
restructured their balance sheets in late 1970 and 1971, but in 1972
a large number of financial firms, especially banks and finance
companies, were still active in the public bond market.
Long-term bond offerings by State and local governments also
rose somewhat in the fourth quarter, but total volume was meas-
urably below the $6.0 billion quarterly average that had charac-
terized the period from late 1970 through mid-1972. Like corpora-
tions, many State and local units had taken advantage of improved
capital market conditions in 1971 and early 1972 to restore liquidity
ratios to more normal levels and to catch up on borrowing post-
poned during the 1969-70 period. Furthermore, needs for borrowed

TABLE 4
FEDERAL GOVERNMENT BORROWING AND CASH BALANCE

Quarterly totals, in billions of dollars, not seasonally adjusted

1971 1972
Item
111 v I 11 111 v

Budget surplus or deficit ............. ~1.8 =106 21055 5.8 =205
New cash borrowings, or

repaymentsi(E)s rmmie o 9.1 1255 3:9+ 7 =60 5.0 12:3
Other means of financing® ........... =1 -.6 3.0 2:665=3) =35
Change in cash balance .............. 1.2 113222316 2.4 ) 123
MEMO:

Net borrowings by Federally
sponsored credit agencies” ..... 1.7 1.4 4 12 . .8

!Checks issued less checks paid and other accrued items.

2Includes debt of FHLB's, the Federal Home Loan Mortgage Corporation, Federal land
banks, Federal intermediate credit banks, banks for cooperatives, and FNMA (including
discount notes and bonds guaranteed by the Government National Mortgage Association).
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funds were reduced for many municipal units by two factors: the
improvement in economic activity, which stimulated tax revenues
and helped to generate surpluses, and the increase in Federal grants,
much of which was received even before the first revenue-sharing
payment in December.

Net cash borrowing by the U.S. Treasury increased sharply in
the fourth quarter, but both the deficit and the debt increase were
less than had been anticipated. Net borrowing by Federally spon-
sored credit agencies was only a little higher than in the third
quarter.

Foreign central banks continued to acquire U.S. Treasury se-
curities, but the bulk of their purchases were in intermediate- and
longer-term issues.

Short-term rates continued to increase, on balance, over the fourth
quarter. The supply of Treasury bills was increased by additions
to the weekly auctions, to the 52-week bill cycle, and to tax-antici-
pation bills. The monthly average for Treasury bill rates in De-
cember was about 40 basis points higher than in September. Private
open market rates moved in a pattern much like that of Treasury
bills. By the end of the quarter the Federal funds rate was up
about 45 basis points and commercial paper rates were about 30
basis points higher, reflecting increased private and public needs

3 | INTEREST RATES

PER CENT PER ANNUM
10

1970 1971 1972 1970 197i 1972

Monthly averages except FHA (based on quotations for one day each month). Yields: U.S.
Treasury bills, market yields on 3-month issues; prime commercia! paper, dealer offering
rates; FHA, weighted averages of private secondary market prices of new-home 30-year
mortgages converted to annual yield (dashed line indicates period of adjustment of change
in contractual interest rate); corporate bonds, averages of new publicly offered bonds rated
Aaa, Aa, and A by Moody’s Investors Service and adjusted to an Aaa basis; U.S. Govt.
bonds, market yields adjusted to 20-year constant maturity by U.S. Treasury; State and
local govt. bonds (20 issues, mixed quality), Bond Buyer.
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for short-term credit and the Federal Reserve System’s reluctance
to supply reserves through open market operations.

Long-term rates were generally unaffected by increases in short-
term rates, and the December averages of yields on long-term
securities were lower than in September. Yields on long-term
Government securities were down about 10 basis points over this
period, while municipal rates were about 15 basis points lower
and corporate rates were down a quarter of a percentage point.
Mortgage rates were unchanged.

Over all of 1972, long-term interest rates fluctuated in a relatively
narrow range. Demands on long-term credit markets were mo-
derating, institutional investors had ample flows of funds, and
expectations of future inflation appeared to have declined to some
extent. By the end of the year, however, the obvious strength of
the economy was raising expectations of increases in credit de-
mands, in interest rates, and in prices. Investors showed growing
resistance to underwriters’ attempts to raise security prices further,
and long-term rates were beginning to edge upward in December.
The market for long-term Government bonds also adjusted upward
late in the year, partly in anticipation of the long-term bond offering
scheduled for early January 1973. (]



Revision of the Money Stock Measures and
Member Bank Reserves and Deposits

At the beginning of February, the Board of
Governors released the annual revision of its
regularly published money stock and related
measures. In addition, revised data on member
bank reserves and deposits were published.!
The revision of the money stock and related
measures included the regular updating of sea-
sonal adjustment factors, as well as the usual
benchmark level revision that incorporates the
latest data available from nonmember domestic
banks. The benchmark revision this year also
included, however, new figures from several
internationally-oriented banking institutions. In
addition, a special level revision was required
in the money stock series because of the change
in the Board’s Regulation J governing check-
collection procedures on November 9, 1972.
Finally, data on large negotiable time certifi-
cates of deposit (CD’s), heretofore available
only back to 1964, were estimated back to early

NoTe. —This revision was carried through by Anton Nissen,
Darwin Beck, Neva G. Van Peski, and Edward R. Fry,
members of the Banking Section of the Board’s Division of
Research and Statistics. Mr. Nissen had principal responsibil-
ity for preparation of the article for publication.

! The money stock and related measures include M,
(private demand deposits adjusted plus currency), M,
(M, plus commercial bank time and savings deposits
other than large negotiable certificates of deposit), M;
(M, plus deposits at mutual savings banks and savings
capital at savings and loan associations), and their com-
ponents, as well as (1) large negotiable time CD’s
outstanding at weekly reporting banks and (2) U.S.
Government deposits. Monthly and weekly data on
these series are published in the BULLETIN and appear
in the Board’s H.6 press release.

Member bank reserves includes total, nonborrowed,
and required reserves at member banks, as well as
reserves available to support private nonbank deposits
(RPD’s). Member bank deposits includes total deposits
subject to reserve requirements (the credit proxy), the
components of that total consisting of time and savings
deposits and private and U.S. Government demand
deposits, and the adjusted credit proxy (total member
bank deposits subject to reserve requirements plus
Euro-dollar borrowing, bank-related commercial paper,
and other nondeposit items). Monthly data on the re-
serves and deposits series also are published in the
BULLETIN and monthly and weekly data appear in the
Board’s H.3 press release.

1961 when these obligations first were issued
in significant volume, and this permitted the
extension of M, and M; back to 1959.

Like the money stock revision, the revision
of the member bank reserves and deposits data
included the annual updating of seasonal ad-
justment factors. This revision also included,
however—for private demand deposits and both
the adjusted and the unadjusted credit proxy
series—a level adjustment occasioned by the
change in Regulation J.

The main effect of the annual revision was
to raise the levels of the money stock and related
measures, as well as member bank private de-
mand deposits and the credit proxy series. As
shown in the chart, the upward revision in the
money stock measures ranged from about $300
million in January 1959 to a maximum of about
$8.6 billion in December 1972. Of the total
revision for December 1972, the Regulation J
component accounted for about $4.5 billion,
while the benchmark revision for domestic non-
member banks and internationally-oriented in-
stitutions accounted for about $4.1 billion.? The
revisions in private demand deposits and the
credit proxy series extended back to December
1959, but they were related wholly to the change
in Regulation J and were significantly smaller
for the most part, ranging from about $300
million at the outset to about $2.5 billion in
December 1972.

The effects of the revisions on annual rates
of change, as illustrated in Table 1, generally
were small for quarterly and longer periods. In
the case of M, for instance, the yearly growth
rate for 1972 was raised by only 0.1 per cent,

2 As was noted at the time of the change in Regulation
J, the impact of this action on the money stock measures
and member bank deposits first appeared in the data
for the week ending November 15, 1972. In order to
avoid discontinuities in the series between that time and
the release of the revised data at the beginning of
February, the current data on the H.6 and H.3 releases
were adjusted temporarily downward.
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MONEY STOCK AND THE ADJUSTED BANK CREDIT PROXY

1960 192 1964 1966 1968

RATIO SCALE, BILLIONS OF DOLLARS

400

1972

Seasonally adjusted monthly averages of daily figures.

and the largest upward revision for other recent
years was only 0.6 per cent. Some quarterly
growth rates were increased by up to 0.8 per
cent at an annual rate, but these were partially
offset by reductions in adjacent quarters.
Monthly growth rates for the most part were
revised somewhat more, but again the changes
generally were offsetting.

Revised monthly data back to January 1959
on the money stock and related measures and
for member bank reserves and deposits are
shown in the tables on pages 72-75 and 78-79.3
Revised weekly data on M, and M, for 1972
are shown in the tables on pages 76 and 77.
Weekly data on M;, M,, and member bank
reserves and deposits for earlier years are avail-
able on request from the Banking Section in the
Board’s Division of Research and Statistics.

MONEY STOCK REVISION

This part of the article describes the reasons for
the Regulation J and benchmark revisions in the

3Monthly data on M, for 1947-58, which were not
revised, were published in the BULLETIN for December
1970, pp. 895 and 896.

money stock series and discusses briefly the
seasonal factor review. Additional detail on the
procedures employed in making the Regulation
J adjustment is presented in the Technical Ap-
pendix.

Regulation J component. In computing the
demand deposits adjusted component of the
money stock measures, cash items in the process
of collection and Federal Reserve float are de-
ducted from gross demand deposits. The main
reason for these deductions is to avoid the
so-called ‘‘double-counting’’ of deposit bal-
ances that otherwise would occur when checks
drawn on money stock deposit accounts at one
bank and deposited in money stock deposit
accounts at other banks are in the process of
collection. These deductions always have con-
tained, however, certain elements that were not
appropriate from the viewpoint of measuring the
money stock.?

For the most part, the inappropriate elements
in the cash items and float deductions exerted
little effect on the measured rates of growth in
the money stock series. The main influence was

4 Federal Reserve BULLETIN, October 1960, p. 1110.
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TABLE 1

CHANGES IN MONEY STOCK MEASURES AND THE ADJUSTED CREDIT PROXY

Seasonally adjusted annual rates of change, in per cent

M, M, Adjusted credit proxy -
Period
(0] 1] Revised Old | Revised Old Revised
series series series series series series
1968 .. .ovsvs vonionns 7.8 7.8 9:3 9.3 9.7 9.5
19695 % 50 22 LA 3.2 3.6 2.3 246 .6 4
N0 ot 5.4 6.0 8.1 8.4 8.3 8.2
) K7 6.2 6.6 11.1 11.4 9.5 9.4
K5 75700 = e S 8.2 8.3 10.7 10.8 11:7 11.6
1970—H1 .......... 5.6 6.1 5.8 5.7 4.8 5.0
H2: st 52 57 10.1 10.8 11.4 11.1
1971—H1 .......... 10.0 10.1 15.5 14.9 9.7 10.1
H2d maiteaa 2.4 3.0 6.3 7.4 8.8 8.4
1972—H1 .......... 7.4 7.0 Izl 10.8 11.3 11.4
H2: 1 8.6 8.5 9.8 10.3 11.4 11.1
1971—Q1 .......... 9.1 8.9 18.1 17:1 10.9 10.8
Q250 10.6 Pl 12.4 12.1 8.4 9.1
O30 s o 3.7 4.1 4.4 6.0 7.6 6.7
(0. R 1.1 1.9 8.0 8.7 9.7 9.8
1972—Q1 covsoiis 9.3 9.2 13.3 12.7 11.3 11.0
(0 74T et P 53 6.1 8.6 8.5 11.1 11.5
@3Ea v i 8.5 8.2 9.3 10.3 10.7 9.8
8 e e 8.6 8.6 10.0 10.2 11.8 12.1

NoTeE.—Rates of change calculated as difference between the daily-average amounts

outstanding in last month of each period.

on the levels of the series and the amounts
involved were relatively minor in terms of the
size of the base. Moreover, even some of the
level effects were known to be at least partially
offset by other influences.® Thus, a more de-
tailed breakdown of the relevant bank balance
sheet items was not thought necessary, particu-
larly, in light of the costs and reporting burdens
involved in collecting the requisite data. The
change in Regulation J altered the situation,
however, by eliminating once and for all some
of the inappropriate cash items and float.

The inappropriate cash items and float deduc-
tions eliminated by the change in Regulation J
stemmed from the fact that, prior to this
amendment, many banks were on what was
termed a ‘‘deferred-payment’’ basis in remitting
to the Federal Reserve for checks presented to
them for payment. That is, when the Federal
Reserve presented checks to a payee bank for
payment, remittance in immediately available

SIbid.
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funds was not due at the Federal Reserve until
the following business day.® Even though re-
mittance was not due until the day after checks
were presented, however, banks nonetheless
were able to reduce their customers’ demand
deposit accounts on the day of presentation and
to carry the liability for remittance to the Federal
Reserve in a nondeposit account under ‘‘other
liabilities.”” Because the reductions in the de-
posit accounts generally occurred before the
corresponding cash items or Federal Reserve
float disappeared and the liability for remittance
was not carried in a money stock deposit ac-
count, the deduction of these items was too large
for money stock purposes and the level of the
series was understated.

Under the change in Regulation J, former
deferred-payment banks were required to remit
for checks presented for payment by the Federal

6 Other banks—generally those located within Fed-
eral Reserve Bank or branch cities—were, and continue
to be, required to remit for checks presented by the
Federal Reserve in immediately available funds on the
day of presentation.
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Reserve on the day of presentation rather than
the following business day.” This meant, of
course, that with payee banks in general remit-
ting to the Federal Reserve one day earlier, the
time required by the Federal Reserve to collect
interterritory checks (that is, checks presented
by banks in one Federal Reserve territory that
are drawn on banks in other Federal Reserve
territories) was brought into closer accord with
the schedule according to which it passes credit
for those checks to presenting banks. One effect
of the change, therefore, was to eliminate Fed-
eral Reserve float that formerly was inappro-
priately deducted for money stock purposes.

The earlier remittance by banks to the Federal
Reserve under the change in Regulation J ap-
plied not only to checks that originally were
presented to the Reserve Banks and branches
by banks in other Reserve territories, but also
to checks that were presented by banks in the
payee banks’ own Reserve territories (intraterri-
tory items). Even prior to the change in the
regulation, however, the Federal Reserve gen-
erally had been able to collect such intraterritory
checks by the time credit was passed to pre-
senting banks, and the speed-up in remittance
meant that it was able to pass even earlier credit
to presenting banks on such items. Since an
important reason for the change was to speed
up the entire check-collection process, the Fed-
eral Reserve immediately began to pass this
earlier credit. And since presenting banks re-
duce their cash items when such reserve credit
is received, this led to a once-and-for-all reduc-
tion in the amount of inappropriate cash items
on the books of member banks.

With the once-and-for-all disappearance of
inappropriate cash items and float and no corre-
sponding reduction in gross deposit liabilities,
the change in Regulation J would have led, in
the absence of adjustments, to large discon-
tinuities in the various money stock series. To
preserve continuity, therefore, historical money
stock data back to December 1959, when banks
first were able to include liabilities for remit-
tance to the Federal Reserve in other liabilities,
were adjusted upward to be consistent with the
new data. To make these adjustments, a large

7 The change in Regulation J is discussed in more

detail in the BULLETIN for July 1972 on pages 626-30.

org/
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body of data collected specially for this purpose
from the Federal Reserve Banks and branches
was employed. These data generally were
available for the period from January 3, 1966,
through November 8, 1972, and for this period
they were used directly. In addition, the data
were used to estimate an econometric equation,
which then was simulated to obtain the adjust-
ments for the period from December 1, 1959,
through January 2, 1966, when actual data were
not available. The details of the adjustment
procedure are described in the Technical Ap-
pendix.

Benchmark component. In computing cur-
rent weekly and monthly data for the money
stock, demand deposits at nonmember banks are
included in the deposit component, and vault
cash at such institutions is excluded from total
currency outside the Treasury and the Federal
Reserve in arriving at the currency component.
Because actual data for nonmember bank de-
posits and vault cash are not available on a
current basis, however, figures for these non-
member components are estimated initially on
the basis of data for country member banks.
Subsequently, when actual data for nonmember
banks become available from the call reports
that these institutions file for two dates each year
(June 30 and December 31) with the Federal
Deposit Insurance Corporation, the call report
data are used as benchmarks to revise the initial
interim estimates.

Since the annual revision of the money stock
generally occurs near the end of the year, the
most recent call reports available at that time
are for the preceding June. In this year’s revi-
sion, therefore, the benchmarks were based on
the call reports for June 1972 and December
1971. Taking into account both vault cash and
demand deposits, this year’s benchmark revi-
sion for nonmember banks raised the level of
the money stock series by about $1.6 billion
in the months from June to December 1972,
and in earlier months by amounts declining to
about $1.0 billion in December 1971 and to
roughly $150 million in July 1971. The upward
revision in the deposit component alone
amounted to about $1.8 billion as of June 1972,
the largest such revision on record. This was
partially offset by a downward revision in the
currency component, however, as nonmember
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bank holdings of vault cash had been underesti-
mated.

The benchmark revision for the internation-
ally-oriented banking institutions extended back
to the beginning of 1959, and was essentially
the same as a revision made for other compara-
ble institutions in December 1970. Briefly, the
need for the revision sttemmed from an over-
statement in the amount of cash items on the
books of domestic banks, arising from the
clearing activities of these internationally-
oriented institutions that formerly were not in-
cluded in the banking system for purposes of
money stock calculations.®

Seasonal factor review. With revisions this
year in the deposit component of the money
stock extending back to 1959, seasonal adjust-
ment factors for this component were recom-
puted and reviewed on the basis of the revised
data for the entire period. For all but the most
recent years, however, the monthly factors
based on the revised data were about the same
as the factors employed last year. The combi-
nation of revised data and the accumulation of

TABLE 2

MONTHLY SEASONAL FACTORS FOR
COMPONENTS OF M, (1972)

Demandideposi Currency component
component
Month

Old New Old New

factor factor factor factor
January. ceoiiieias 103.8 103.8 99.7 99 .4
February ......... 99.1 99.0 98.9 98.7
March =i i s 99.0 99.0 99.1 99.0
ADLIL v 100.9 100.9 99.1 99.2
May ....oommmmmmene 97.9 97.9 99.4 99.5
101 (AR —— 99.0 99.0 99.9 100.1
JIVE S S st 99.0 99.2 100.6 100.8
ANFUSE 2o 98.1 98.3 100.4 100.5
September . s 99.2 99.3 99.9 99.9
OCtOBET .. .nvis o - 99.9 99.8 100.0 100.0
November: . .y ¢ 100.8 100.6 101.0 100.9
December ........ 103.3 103.2 102.0 101.8

an additional year’s figures did lead to some
changes in the seasonal factors for 1972, as
shown in Table 2, but even these changes were
not major.

In general, the modifications in the 1972
factors were concentrated in the second half of

8 For a more detailed explanation of this problem and
its solution, see the BULLETIN for December 1970, pp.
887-909.

the year, with those for months in the third
quarter being increased somewhat and those for
months in the fourth quarter being reduced. In
the case of the weekly deposit component data,
the combination of the revisions in the not
seasonally adjusted data and the accumulation
of an additional year’s data led to larger revi-
sions for weekly factors than for monthly fac-
tors. This is usual, however, given the wider
week-to-week volatility in the underlying data.
Revisions in both weekly and monthly factors
for the currency component of the money stock
were quite modest.

REVISION OF MEMBER BANK RESERVES
AND DEPOSITS

As was noted earlier, the revision of the member
bank reserves and deposits series included the
review of seasonal adjustment factors, and the
levels of private demand deposits at member
banks and the credit proxy series were revised
upward because of the change in Regulation J.
The Regulation J revisions in private demand
deposits and the credit prox