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Week ending: February 10, 1971
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JUN 05 ’?5 The income velocity of money (gross national product divided by
the money stock) was 4.64 in the fourth quarter of 1970, down slightly from
the peak in the fourth quarter of 1969 (page 9); total spending, which was
hampered by the major strike, rose at a slower rate than the money stock.
Historically, velocity has exhibited both cyclical and secular movements.
It usually declines or changes little in recessionary periods and rises
during expansionary periods. Since World War II the rises have been greater
than the declines, resulting in an upward trend in velocity. From 1952 to 1970
velocity rose at about a 3 per cent annual rate.

The money stock, defined to include private demand deposits
and currency in the hands of the public, has increased at a 4.4 per cent
annual rate in the seven months since the four weeks ending July 1, and at
a 5.1 per cent rate since December 1969 (page 5). In comparison, money
grew 3.1 per cent in 1969. The demand deposit component of money has risen
at a 4.8 per cent rate since December 1969, compared with 2.4 per cent in
1969 (page 4). The currency component of money has increased at a 6.5 per
cent rate since December 1969, and 6 per cent in 1969.

System holdings of securities, discounts and advances, float, and
other Federal Reserve assets, denoted as Federal Reserve credit, have increased
at a rapid 12 per cent annual rate in the past seven months, and at a 6.4 per

. cent rate since December 1969 (page 2). In comparison, this aggregate grew
5.2 per cent in 1969. Most of the recent expansion has resulted from
Federal Reserve purchases of securities. Borrowings have declined from an
average of $1,380 million in the four weeks ending July 8 to $340 million in
the latest four weeks, while System holdings of securities have more than
offset this decline, increasing from $57.7 billion to $62 billion.

Federal Reserve credit is the largest source component of the
monetary base. The base has increased at an 8.6 per cent annual rate in the
past seven months, and at a 6.9 per cent rate since December 1969, after
growing 3.1 per cent in 1969 (page 2). The more rapid growth of these inter-
mediate aggregates than money in recent months was necessary to provide
for moderate monetary expansion and at the same time accommodate the rapid
reintermediation of time deposits into commercial banks.

Short-term market interest rates fell sharply in 1970, and have
continued to decline in 1971 (pages 10 and 11). Yields on three-month
Treasury bills and four- to six-month commercial paper averaged 3.72 per
| cent and 4.63 per cent, respectively, in the three days ending February 10.
These rates are about 1 percentage point below their early January 1971 levels
and about 4 percentage points below their January 1970 levels.
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THE NATION
AVERAGES OF DAILY FIGURES
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DEMAND DEPOSIT COMPONENT OF MONEY STOCK
AVERAGES OF DAILY FIGURES
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MONEY STOCK
AVERAGES OF DAILY FIGURES
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BILLIONS OF DOLLARS

TIME DEPOSITS

ALL COMMERCIAL BANKS
AVERAGES OF DAILY F|GURES

SEASONALLY ADJUSTED BILLIONS OF DOLLARS
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Income Velocity of Money
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annual rates, and seasonally adjusted monthly averages of daily money stock.
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AVERAGES OF DAILY RATES ENDED FRIDAY
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SELECTED SHORT-TERM INTEREST RATES
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DAYS EARLIER. CURRENT DATA APPEAR IN THE BOARD OF GOVERNORS' H.9 RELEASE
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BORROWINGS AND EXCESS RESERVES $
ALL MEMBER BANKS IN THE NATION
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