


Money Stock-

Attention to Series Increases

As Link to Economy Discussed

—

Relationships between changes in
he money stock and changes in
he level of general economic ac-
tivity have been described var-
'0usly but most often in recent
Years from the approach taken by
Cither the Keynesians or the mon-
Ctarists, While these two groups of
€Conomists are in essential agree-
ent on many important points,

€ approaches they take provide
WO basically different views of
Money as a determinant of income
and prices,

The debate between these two
8roups has focused fresh attention
o0 the economic importance of the
Eloney stock. New interest has

€en created in the mechanics of
gl}:&r.lge in the stock of money and
€1nfluence of this change on
€Conomic activity. New signifi-
¢ance has heen assigned to move-
Ments in money, and attention has
en called to money stock statis-
slt%s’ means of measuring the money
3 FIE; and even the problems of
D?'Wll'lg at a workable definition
the money stock, given the the-

e —

oretical and very practical con-
siderations involved.

This article takes up the inter-
pretational, measurement, and def-
initional issues concerning the
money stock, It reviews money
stock statistics, discusses Keynes-
ian and monetarist views of the
role of money in the economy, out-
lines some of the empirical rela-
tionships between money and
economic activity in the United
States from 1953 to 1971, and ex-
amines reasons for the official
money stock series, as well as the
technical, practical, and concep-
tual problems of trying to measure
the money stock.

The economics of money

From either the Keynesian or the
monetarist approach, changes in
the money stock are seen as func-
tions of interest rates. But these
approaches provide entirely dif-
ferent views of the range and scope
of interest rates affected by mon-
etary change. In the Keynesian
model-largely the legacy of John

Maynard Keynes-monetary policy
lmpinges on a narrow, well-defined
range of capital assets, interest
rates, and expenditures. In the
monetarist model-most often asso-
ciated with the work of Milton
Friedman-the range of assets,
yields, and expenditures is much
broader.

According to the Keynesians,
the convenience of augmented
money balances achieved when
monetary authorities move to in-
crease the money supply (usually
by purchasing Government securi-
ties in the market) does not match
the opportunity costs represented
by the return available on other
assets. The portfolio adjustment
required to regain equilibrium after
such a policy action takes place
mainly (if not entirely) through
purchases of other liquid assets
and, in turn, causes further pur-
chases of somewhat less liquid as-
sets. Keynesians, then, see the ef-
fect of a change in the money stock
as a ripple passing across the whole
range of financial assets, losing

Definitions of the money stock

M]!
Mo

denomination negotiable certificates of deposit

M, + CD’s:
banks

M;:

loan associations

L: M, CD’s plus deposits at mutual savin_gs banks and Postal Savings System
share accounts at savings and loan associations, U.S. Government savings
bonds, and short-term U.S. Government securities

k-__

Demand deposits adjusted plus currency outside banks
M, plus all commercial bank time and savings deposits except large-

M. plus large-denomination negotiable certificates of deposit at commercial

M. plus deposits at mutual savings banks and share accounts at savings and
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strength (and, therefore, predict-
ability) as it rides out from the
initial disturbance.

Eventually, the ripple reaches
to the capital market, bringing a
change in long-term yields that,
in turn, causes a divergence be-
tween the costs of funds and the
returns businesses can earn by
borrowing for investment in prof-
itmaking operations. This model
shows the effects of changes in
the money supply on expenditure
decisions as coming almost en-
tirely through the changes in in-
terest rates on financial assets—
changes brought by policy actions
of monetary authorities.

With changes in interest rates,
Keynesians see monetary action
impacting on economic activity
through possibly two other chan-
nels—the availability of credit and
the worth of assets, particularly
the worth of common stocks.

The availability effects come
mainly from the rigidity of inter-
est rates on certain types of loans,
such as mortgage and consumer
loans, and the consequent diver-
gence of these rates from more
freely moving market rates. The
gap between market rates and
pegged rates often causes the chan-
nels through which funds flow to
change, bringing a tightening in
some forms of credit, even to the
extent that some credit may be
rationed or entirely cut off, brak-
ing growth in economic activity.
The housing market provides what
is probably the best-known exam-
ple of the economic impact of
credit availability. Tight credit has
sometimes brought residential
construction to a near-standstill.

The effect of rising interest rates
on the worth of assets (the wealth
effect of the money stock) results
primarily from changes in the cur-
rent value of existing physical
assets—a shift that becomes most
apparent in the changing value of
common stock. When interest rates
fall, the value of physical assets
and the prices of common stock
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tend to rise. Since owners of such
assets may feel better off and no
one feels worse off, spending tends
to rise.

In the monetarist model, money
is regarded as an asset with unique
characteristics that allow it to be
substituted not only for one class
of assets but for all assets, financial
and economic. Someone feeling
short of money balances, the mon-
etarists say, is just as likely to
adjust his position by postponing
expenditures as he is by selling fi-
nancial assets. All assets that are
not consumed immediately can,
therefore, be thought of as yielding
future services. And with goods
and services that are not immedi-
ately consumed viewed as yielding
future service, the relationship be-
tween the value of these future
services and the current cost of an
asset can be regarded as a yield—
as a rate of return. Monetarists call
this yield on an asset its “own-rate
of interest.”

Keynesians and monetarists are
agreed that holders of assets try
to bring the interest yield on a
stock of money to a point where
the own-rate of interest on the
money is equal to the own-rate of
interest on other assets. Keynes-
ians contend, however, that the
relevant own-rate is the rate on
some financial asset. Monetarists
contend that the own-rates on all
other assets are also relevant.

Thus, Keynesians expect people
to buy financial assets when they
feel they have excess money bal-
ances. Monetarists expect the ad-
justment to be made through direct
purchases of a wider range of as-
sets, including such physical assets
as consumer durables.

In the monetarist view, changes
in the stock of money bring small
but pervasive change in all planned
spending, whether for goods or
financial assets. The impact of
changes in the money stock is be-
lieved to be widespread, reaching
well beyond any particular group
of interest rates.

While Keynesians and monetar-
ists are not agreed on the mechan-
ics by which changes in money
impact on economic activity, the
money stock is relevant in both
their models. Both groups are in-
terested in the empirical relation-
ships between money, on the oné
hand, and spending and prices, 01!
the other.

Empirical generalizations
Comparison of growth in economic
activity in the United States be-
tween 1953 and 1971 with growth
in the money stock suggests that
monetary expansion has had an
important influence on both cycli-
cal fluctuations in the economy
and the rate of general price
change. While no effort is made
here to evaluate the extent and
stability of the linkage between
the money stock and economic
activity, changes in growth of the
money stock over these years see
to have been definitely related, fo
example, to changes in total
spending measured by GNP in cur
rent prices.

There also seems to be a fairly
definite sequencing of changes,
with production, for example, re-
sponding more quickly than prices
to monetary change. Production
measured as GNP in constant do
Jars rose and fell with faster and
slower increases in the money
stock well in advance of changes
in the rate of price change. This
sequencing suggests a tendency for
monetary restraint to slow outpt
without any immediate effect on
the rate of inflation—although the
effect seems bound to come even-
tually if the restraint is held long
enough. Conversely, in times of
monetary expansion to stimulate
recovery, there seems to be a fairly
clear tendency for the rate of pric®
increase to rise much sooner after
an advance in production.

According to definitions devel-
oped by the National Bureau of
Economic Research, there were
four recessions during this perio®”



Fluctuations in money stock
Influence cyclical changes in spending more than prices
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CONCEPTUAL PROBLEMS IN MEASURING THE

AGREED-ON PROBLEMS

Factors that cause
official money stock
to overstate true
level of public's
spendable balance

Factors that cause
official money stock
to understate true
level of public's
spendable balance

Mail
(checkbook)
float

Nonbank travelers’
checks and
money orders

OFFICIAL U.S. MONEY STOCK

DEBATED PROBLEMS

Faclors that cause
official money stock
to overstate true
level of public's
spendable balance

Factors that cause
official money stock
to understate true
level of public's
spendable balance

Deposits owned by
nonresident
foreigners

Major credit cards

Overdraft privileges
at banks

Compensaling
balances

Deposits owned by
U.S. Government

in 1953-54, 1957-58, 1960-61, and
1969-70. Each was preceded by a
marked slowing in the growth rate
of money, although the length of
time varied. Before the recession
of 1960-61, the money stock actu-
ally declined. Also, each of the
cyclical expansions between these
recessions was preceded by a defi-
nite acceleration in the growth of
money.

Although considerable effort has
been made-by Keynesians and
monetarists—to determine the na-
ture and extent of the effects of
monetary change on economic ac-
tivity, the evidence is still not con-
clusive. Analysis does, however,
suggest two generalizations
broadly accepted by economists of
both schools—

o That the acceleration and de-
celeration of monetary growth is a
major influence on cyclical changes
in total spending, in both nominal
and real terms.

e That short-run variations in
monetary growth have less impact
on price movements than does
total spending.

Since economists of both
Keynesian and monetarist persua-
sion want to base their evaluations

of the issues on evidence developed
by statistical, mathematical, and
computer models, both groups are
interested in the official money
stock series, how it is computed,
and what items it is defined to in-
clude and exclude. So that allow-
ances can be made in interpreting
and analyzing the impact of mon-
etary change, both groups want to
understand the statistical and
methodological difficulties in com-
puting the money stock.

Measuring the medium

Money has been officially defined
by the Federal Reserve as—

e Currency in circulation out-
side the banking system

e Plus demand deposits other
than U.S. Government deposits
and domestic interbank deposits

o Less cash items reported in
process of collection and Federal
Reserve float.

This is the definition used in mea-
suring the money stock.

The distinguishing characteris-
tic of this definition—often referred
to as the narrowly defined money
stock, or M;—is that it includes the
principal assets used as a medium
of exchange. Most other financial

assets cannot be spent directly
until they are converted into M.
And even if other assets can be
converted easily, the conversion
may involve a capital gain or loss.
This narrowly defined money stock
differs further from other assets
in that-aside from price changes
affecting all assets—holders of

M receive no explicit return of
interest.

Interbank deposits are not in-
cluded because they cancel each
other out. Deposits due to banks
are exactly equal to deposits due
from other banks. Cash items in
process of collection are not in-
cluded because such items are the
checks being processed within the
banking system at any one time.
Federal Reserve float is not in-
cluded because the float arises
only from checks clearing through
the banking system.* And while
coin and currency held in the
vaults of the commercial banks aré
not included-because, strictly
speaking, they are not yet in cir-
culation—currency held by other
financial institutions (such as
savings and loan associations,
mutual savings banks, and life in-
surance companies) is included,

1. Federal Reserve float is the difference between the amount of uncollected items (or cash items in process of collection) and deferred availability credit:

This ﬂ.oi‘il. representing an extension of Federal Reserve credit to member banks,
conversion of deferred availability eredit to actual credit does not ma
Reserve System, reserve balances become available to commercial banks whether checks have been col

arises solely because the payment schedule for determining the
tch the collection credit schedule, Under a fixed schedule established by the chol'“]
lected or not. Because of variations in the yolumeé

of eh?ckn processed by Fm_lernl Reserve banks and failures to meet collection schedules (as for example, because of bad weather), Federal Reserve
float is subject to large daily, weekly, and seasonal variations,

Effective September 1, a change in Federal Reserve regulations will speed

up check clearing, New procedures will require that banks pay off checks

drawn on them in immediately available funds on the same day checks are presented for payment. This change will eliminate most float,



METHOD OF DERIVING THE OFFICIAL U.S. MONEY STOCK (M,)

DEMAND DEPOSITS ADJUSTED

(1)
(2) LESS:

Gross demand deposits at commercial banks
Deposits due to U.S. commercial banks

(13) EQUALS: Gross demand deposits at commercial banks, excluding interbank

deposits

(4) LEss Gross demand deposits held by U.S. Government :

('5) EQUALS: Gross demand deposits of the nonbank public at commercial banks

(6) LESS:  cash items in process of collection

(7) LEss Federal Reserve float

(8) PLUS:  Foreign deposits held at Federal Reserve banks

(9) EQUALS: Demand deposils adjusted (demand deposit component of the money
stock)

SURRENCY IN CIRCULATION

(10) Total currency issued

(11) LEss: Currency held in vaults of commercial banks

(12) EQuALs: Currency in circulation (currency component of the money stock)

(9) Demand deposits adjusted
(12) PLUS:  Currency in circulation

(13) EQUALS: TOTAL MONEY STOCK

—

along with the demand deposits of
Such institutions.

C"Dcel)tual problems. . .

€asurement of the official money
Stock—the stock based on a con-
°ept of money as a medium of ex-
®hange-raiges several theoretical
Problems, Some are agreed on, and
S0me are not, There is general
48reement;, for example, that in-
“lusion of demand deposits fails
ake into account that some de-
Positg represent compensating bal-
nceg and, therefore, tend to over-
State the balances available for
Sbending, Tnclusion of mail float
aso overstates the balances avail-
8ble fop spending. It is also gen-
Srally agreed that failure to include
Nonbank travelers’ checks and
Oney orders understates the
ount of money available for
SPending,
Mail float-Because of the dollar
t ounts always in transit in the
hqml of checks, bank ledgers show
igher deposit totals than records
€positors would show. Data re-
Orted by jssuers of currency and
ankl} with deposit liabilities are
Sed in measuring the money sup-
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ply, rather than data reported by
holders of currency and deposits.
A discrepancy between holder rec-
ords of deposits and bank ledgers
arises from mail (or checkbook)
float—the dollar amount of checks
that deposit holders have drawn
against their accounts and mailed
but that are not yet credited to
payees’ records.

Compensating balances—-Because
deposits held as compensating bal-
ances are not available to their
owners for their discretionary use,
they are (theoretically, at least)
not part of the money stock. Not
only is the total of these balances
very large—in the billions of dol-
lars-but the total is not necessarily
a function of the totals of either
business deposits or business loans.

Until the credit crunch of 1966,
banks were fairly loose in their
enforcement of these requirements.
Part of their looseness was due to
the generally easy availability of
credit through late 1965. And part
of it was due to the large amount
of bank float allowed to substitute
for compensating balances. Banks
were simply not able to measure
collected funds close enough to in-

sist on strict maintenance of com-
pensating balances.

However, as a result of the re-
curring periods of restrictive mon-
etary conditions since 1965-in
1966, 1969, and early 1970-banks
have tended to be more insistent
about the maintenance of these
balances. And business borrowers,
anxious to maintain bank lines of
credit, have been more willing to
maintain their required balances.
These recent restrictive periods
have, in fact, caused large numbers
of businesses to formalize their
bank credit arrangements, either
through assured lines of credit or
through definite commitments
from their banks. In either case,
the result has been a further in-
crease in the total of compensating
balances.

Nonbank instruments—Several
arguments have been presented for
the inclusion of nonbank travel-
ers’ checks and money orders in
the official money stock. One is
that a person using currency or a
bank draft to buy one of these in-
struments has, obviously, not re-
duced his holdings of the medium
of exchange. He has merely shifted
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the composition of his money bal-
ances. In fact, since companies
issuing these instruments operate
on a fractional reserve basis, con-
version of demand deposits or cur-
rency into a nonbank traveler’s
check or money order actually rep-
resents a net expansion of the
money stock.

Another is that because travel-
ers’ checks and money orders is-
sued by commercial banks are
treated as officers’ checks, they are
included in the official money
stock. The exclusion of similar is-
sues by companies other than
banks creates an asymmetry in the
definition of money.

Still another is that when these
nonbank instruments are received
at a commercial bank, they are en-
tered as cash items in process of
collection. To the extent, there-
fore, that they are deposited with
commercial banks for collection,
these instruments understate the
true money supply (at least as it
is now defined).

While the total of compensating
balances at commercial banks
might be hard to measure, collec-
tion of data on nonbank travelers’
checks and money orders could be
fairly easy. There are only three
nonbank issuers of travelers’
checks. And while there are many
nonbank issuers of money orders—
including an unknown number of
mutual savings banks and savings
and loan associations—there are
only six issuers with operations
large enough to have any signifi-
cant impact on the money stock.
And of these, the largest is the
Postal Service. Effects of nonbank
issues of travelers’ checks and
money orders on the money stock
could be monitored merely by re-
quiring that nine issuers of these
Instruments report their operations
to the Federal Reserve System.

. . . and possible problems

Other problems with the official
definition of the money stock are
not so clearcut. Some economists
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contend that inclusion of deposits
owned by nonresident foreigners
tends to overstate the money
stock. And others disagree. Also,
some economists say the exclusion
of credit cards, overdraft privileges
at commercial banks, and U.S.
Government deposits understates
the true level of the stock. And
here again, there is disagreement.

Credit cards and overdrafts—
The spreading use of credit cards,
which are often more generally ac-
cepted as a means of payment
than personal checks, and over-
draft privileges at banks may
imply that the public’s reported
holdings of money are actually
far less than the amount instantly
available for spending. Some
economists point out that by pro-
viding purchasing power on de-
mand, both these credit devices
share many of the characteristics
of money.

Others point out, however, that
credit cards and overdrafts are
also different from money in one
important respect. Their use re-
quires the automatic assumption
of a matching liability. Assumption
of an obligation to make future
payments creates a liability that
exactly offsets the asset. This
difference may make it inappro-
priate to include these items in
the money stock.

Foreign-owned deposits—
Deposits owned by foreign com-
mercial banks have been counted
as part of the money stock since
1960, and deposits owned by
central banks and other official
overseas institutions at Federal
Reserve banks have been counted
since 1962. One reason for includ-
ing these deposits is that they can
be used in this country for invest-
ment and other expenditures in
much the same way balances of
other deposit holders are used.
Another reason is that exclusion
of these deposits would (theoreti-
cally) require exclusion of U.S.
currency abroad. Since estimates
of U.S. currency circulating

abroad are not available, an ac-
curate adjustment to the money
stock would be hard to make.

As an argument, against the
inclusion of these deposits, how-
ever, some economists point out
that many of the dollars held in
this country by foreigners are not
related to the domestic economy:
Many foreign deposits are differ-
ent from domestic deposits in that
they perform functions related to
the role of the U.S. dollar as the
world’s dominant reserve and ve-
hicle currency.

Foreign central banks and
governments commonly use dollar
accounts to settle financial trans-
actions with countries other than
the United States. Foreign centr
banks also hold dollar deposits s0
that they can use the dollars in
intervening in foreign exchange
markets to maintain the exchangeé
rates for their own currencies.
Much of the balance accruals in
the accounts of foreign central
banks and payments out of them,
then, reflects the payments pos!-
tions of their countries relative
to all other countries, and not just
to the United States alone.

With the enormous growth in
world trade since World War II,
the trade invoiced and financed 11
dollars increased. And with this
increase, foreign deposits in this
country could probably be ex-
pected to grow without regard t0
the domestic economy. Also,
growth of the Eurodollar market,
which is external to the domestiC
economy, may have contributed
to the rise in foreign deposits.
And finally, fluctuations and ex-
pansion in foreign deposits may
sometimes reflect the increased
(and changing) foreign operations
of U.S. corporations.

Government deposits—The
exclusion of U.S. Treasury depos-
its creates another conceptual
problem. These deposits are not
included primarily because they
do not represent money in the
hands of the public. Also, some



€Conomists believe changes in
Money balances have only minor
mpact on the Government’s ex-
Penditure decisions.

Several arguments have been
advanced favoring the inclusion
of Government deposits. First, the

Overnment’s sovereignty is not
Considered in the compilation of
Most other economic data. In fig-
Wing GNP, for example, the Gov-
eI'Ilm_ent’s share is added directly

0 brivate production,

Second, the Treasury manages
Its cash in much the same way
Other Jarge institutions manage
their funds, Many state and local
S0vernments manage their deposit

alances so that a minimum

alance is maintained to compen-
Sate banks for the services they
Provide. This, of course, is also

€ case with corporations obli-
8ated to maintain compensating

alances, To meet these require-
Ments, some corporations arrange

Or their banks to adjust their
Dalanceg daily through automatic
vestment accounts.?

Third, the official definition
%Tmoney is designed to include
assets serving as means of pay-
rne1'11:..§"3ince Government demand

€Posits meet this criterion, it is
'easoned that they should be in-
Cluded in the official measurement

the money stock.

ri‘echnical deficiencies

In addition to the conceptual
Yoblems of defining a measurable
oney stock, there are several
; ¢hnical problems with the con-
TUction of the official money
ck series, Two of these relate
:Othe overstatement of cash items
< lpl'Ocess of collection. A third
Clates to the infrequency of re-
Porting by nonmember banks.
ash items in process of collec-
I through the check-clearing
Stem include three major classi-

\-‘-“---

tio

fications of entries expressly ex-
cluded from computation of the
money stock. One is Government
payments. Another is entries due
to bank accounts. The other is
nonbank travelers’ checks and
private money orders.

Such items as Treasury checks,
Postal Service money orders, re-
deemed savings bonds, food
stamps, coupons on Government
securities, and possibly some non-
cash items make items in process
of collection larger than mere pri-
vate checks in transfer and, when
deducted from private demand
deposits to arrive at that com-
ponent of the money stock, cause
the true level of spendable money
to be understated.

Total deposits are also distorted
by nonbank travelers’ checks and
private money orders in process
of collection through the system.
They distort money supply calcu-
lations to the extent that they
exceed the demand deposits from
which they are deducted. By over-
stating items in process of collec-
tion, they understate the adjusted
level of demand deposits.

The basing of money stock data
on weekly and monthly reports of
only the banks that are members
of the Federal Reserve System
creates still another technical
problem. Balances of depositors
with accounts at nonmember
banks can only be estimated on
the basis of observed changes at
member banks, and the estimates
can be adjusted only every six
months, when call report data are
available for all banks.

Alternative definitions

Some economists feel that the
medium-of-exchange concept is
not altogether meaningful in the
definition of the money stock. T'wo
objections to this definition have
been raised—one major and one

minor. The minor objection is that
!;he medium-of-exchange criterion
18 an uncertain guide to the classi-
ﬁ_cation of assets. The major objec-
tion is that this criterion begs the
question of whether the central
feature of money is its use as a
medium of exchange.

Regarding the first objection,
critics point out, first, that cur-
rency includes $10,000 notes,
which can seldom be used in trans-
actions. Ordinarily, these notes
must first be converted into
smaller denominations.

Second, critics point out that
demand deposits are not altogether
as readily acceptable a medium of
exchange as currency. Holders of
demand deposits often cannot
complete transactions directly by
check, especially where they are
not known to the other parties,
and must first convert their drafts
into cash, either at their banks or
with someone that does know
them.

In practice, these situations,
of course, pose only minor prob-
lems. They do, however, point up
the ambiguity of medium of ex-
change as a theoretical concept.

The more fundamental objec-
tion relates to the matter of
whether the essential feature of
money is its use as a means of pay-
ment. Critics point out that a
money economy is distinguished
from a barter economy by the
separation of the acts of sale and
purchase. In a money economy, a
person does not have to depend
on the coincidence of finding
someone that both has what he
wants and wants what he has, He
has only to find someone that
wants what he has. He can then
exchange his goods or services for
money, finding someone else that
has what he wants. For the act of
purchase to be separated from the
act of sale, there must, of course,

2 I obening an putomatic investment account, a bank debits the demand deposit balance of its corporate customer at the close of the business day (but
before the end-of-day balances are prepared) by the amount outstanding in excess of the agreed minimum compensating balance and eredits a
rﬂl'rowing account. These funds are borrowed overnight and secured by collateral. The next day, after the bank prepares its opening balances, the

nds are automatically transferred back and credited to the corporation’s account.
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Cyclical patterns show more similarities than differences
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be some asset that is generally
aCcepted in payment~that serves
88 a medium of exchange.
Critics argue, however, that

€cause the two acts are not si-
Multaneous, there must also be
S0me agset that serves as a store
%t value—“a temporary abode of
Purchasing power.” With this
asset, a seller holds the proceeds
of a sale until he is ready to pur-
“hase, Arguing that both features
Ofmoney are required to separate
the. two acts into distinct trans-
Actions, critics contend that such
'Snot necessarily always the case—

at the something generally ac-

“epted in payment may not neces-
“arily coincide with the something
*®IVing as a store of purchasing
Power,

To illustrate this point, they
Argue that time or savings deposits
02y be the main abode of purchas-
;l'lg Power for many low-income
ilies and that currency (or

——

money orders) may be their main
means of payment. For such peo-
ple-at least at times—savings
deposits may be a closer substitute
for currency than demand de-
posits, which the official definition
treats as almost interchangeable
with money. At times, in fact,
savings deposits and currency may
be closer substitutes than either
is for demand deposits.
Economists that view the
medium-of-exchange concept as
meaningful contend, however, that
anything a person owns is an abode
of purchasing power and that any
asset allows a person to separate
sales from final purchases. Com-
mon stocks, equity in a house, or
deposits of whatever kind can serve
as a store of value. All wealth is
a store of purchasing power, they
say, for consumers that are not
liquidating their economic sub-
stance. This line of reasoning leads
them to the conclusion that the

Treng patterns also remain fairly close over the long term
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temporary-abode concept would
define money as a society’s entire
wealth-with the result that the
far narrower medium-of-exchange
definition was still warranted.
Insisting that a nation’s money
stock includes far more than cur-
rency and demand deposits, some
economists have developed
broader concepts based on the
inclusion of other financial assets
liquid enough to be called near-
money. These include time de-
posits at commercial banks,
deposits at mutual savings banks,
savings and loan share accounts,
Postal System savings deposits,
Series E savings bonds (redeem-
able on demand for amounts
stated in advance), the cash sur-
render value of life insurance
policies (available on demand by
termination of life insurance pol-
icies), balances at stockbrokers,
and policy dividends left at inter-
est with life insurance companies.



When time and savings deposits
other than large-denomination
certificates of deposit at commer-
cial banks are added to the nar-
rowly defined money stock (M;),
the yield is called M. This is the
designation used in financial sta-
tistics in the Federal Reserve
Bulletin. A related concept,
termed M; in Bulletin statistics,
refers to the further addition of
deposits at mutual savings banks
and savings and loan associations.
When all categories of near-money
are added to currency and demand
deposits, one measure of total
liquidity is derived.

Another common definition of
money is M; plus total time and
savings deposits at commercial
banks, including large-denomina-
tion CD’s. Referred to as broadly
defined money, this concept is
identified as M, 4 CD’s. The sym-
bolic designations applied to var-
ious definitions of money are not
uniform in economic literature,
however, and this definition is
sometimes designated simply as
M. Until commercial banks began
issuing large-denomination nego-
tiable CD’s in 1961, M, and M, +-
CD’s were, of course, the same.
And although M, - CD’s still
appears in economic analyses, its
use seems to have diminished in

CORRELATION OF VARIOUS MEASURES OF MONEY STOCK

AND SELECTED LIQUID ASSETS

(Matrices of simple correlation coefficients

based on quarterly data expressed as percentage changes)
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and M; +
measure My M, CD's Ma L
1953-60
[ e s s 1.00 0.79 0.79 0.80 0.62
(| S b e .79 1.00 1.00 .99 .36
M, + CD's ... .79 1.00 1.00 290 36
Mt o .80 .99 99 1.00 .35
L e v et .62 .36 36 .35 1.00
1961-71
Myt e et 1.00 a5 62 .63 63
S e 5 1.00 83 .93 81
M, + CD's ... .62 .83 1.00 .78 90
My mina e .63 .93 78 1.00 82
........... .63 .81 90 .82 1.00
1953-71
My 1.00 .83 74 74 73
Matonnann it .83 1.00 89 .95 77
M, + CD's ... .74 .89 1.00 .86 82
M, 74 .95 .86 1.00 .76
(A o by s P .73 J7 .86 .76 1.00
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recent years—and for two impor-
tant reasons.

First, since large CD’s are nego-
tiable, they are more nearly com-
parable to market instruments,
such as commercial paper, than to
items classified as time deposits.

Second, except at maturity,
large CD’s cannot be sold on de-
mand for a sum fixed in advance.

Since they are negotiable, they
can be sold. But their market valué
is determined by current interest
rates. If interest rates have
changed since the certificate was
purchased, its value will have als0
changed.

It sometimes makes very little
difference which definition is
used. Cyclical patterns in the

New member bank

The First National Bank of Colleyville, Colleyville, Texas, a newly organized
institution located in the territory served by the Head Office of the Federal
Reserve Bank of Dallas, opened for business August 18, 1972, as a member of the
Federal Reserve System. The new member bank has capital of $300,000, surplus of
$300,000, and undivided profits of $150,000. The officers are: Gearld C. Clark,
Chairman of the Board; Thomas W. Ellison, President and Chief Executive
Officer; and Rupert L. Hamilton, Vice President and Cashier.
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alternative definitions of money
ibow more similarities in defini-
10ns than differences, and trend
: fﬁltterns remain fairly close over
: elong term. But there have been
Imes when rates of change in
€ money stock varied apprecia-
ly, dependin g on the definition
| Used. The differences have been
| Most pronounced when commer-
| Clal banks were gaining or losing
- °Posits relative to other financial
. Institutions, such as savings and
| %an associations. In the 1950’s,
; 801' €xample, share accounts at
i;“’lngs and loan associations
Creased faster than time and
Savings deposits at commercial
anks, In the 1960’s, the situation
Was reversed.
All the major definitions of
‘oney have also shown many simi-
lties to measures of total li-
glllldlty_n But there have also been
iniar differences, as when market
- 1Brest rates have moved higher
Ilower than the ceiling rates at
anks and thrift institutions, in-
Ucing sharp shifts of funds be-
I‘it?en deposits and market secu-
intIes. In 1969, for example, market
: erest rates rose well above the
ates deposit institutions were
Owed to pay on deposits, and
®Posits fell. Then, in 1970, rate
€llings on large CD’s were raised

and relaxed. With many market
rates declining, funds flowed
rapidly back into banks and thrift
institutions.

A final consideration

Determination of the money stock
may always fall short of the ideal.
Not only are the conceptual prob-
lems of defining the money stock
difficult, but technical and re-
porting problems may stand in the
way of the development of a series
that is both ideal and workable.
These difficulties, however, do
not mean that efforts to make
broad judgments about the signifi-
cance of growth rates in various
statistical measures of money can
be abandoned. On the contrary,
they call for continuing studies
of relationships between the al-
ternative indicators of money and
measures of economic activity,
such as total spending and general
price levels. As efforts are made
to determine which definition of
money has the most stable and
predictable empirical relation-
ships to spending and prices, it
may well be that both the broad
and narrow definitions of money
are useful in interpreting the
course of economic developments.

—Lacy H. Hunt, II

The Peoples Bank & Trust Company, Blanchard, Louisiana, an insured
nonmember bank located in the territory served by the Head Office of the Federal
Reserve Bank of Dallas, was added to the Par List on its opening date, August 1,
1972. The officers are: Wayne Ladner, President, and Rodger Thomason, Cashier.

‘ New par banks
|
|

The Twin City Bank, Texarkana, Texas, an insured nonmember bank located
in the territory served by the Head Office of the Federal Reserve Bank of Dallas,
was added to the Par List on its opening date, August 14, 1972. The officers

are: H. H. Wommack, Jr., President; Basil S. Hoag, Jr., Executive Vice President;

and Robert G. Fuller, Cashier.

——
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