The adjusted monetary base does not reveal the
drastic turn in policy action in the last three months that
some have suggested. Many observers of the recent rapid
decline in the federal funds rate have interpreted this as a
significant easing in monetary policy. The Federal Reserve,
however, long ago announced a policy of targeting on reserve
growth and allowing the federal funds rate to fluctuate
within relatively wide bands. In this environment, an easing
in policy would be associated with an increase in reserve or
base growth, not necessarily with a falling federal funds rate.

The adjusted monetary base, which consists of
member bank reserves plus currency in circulation (adjusted
for reserve requirement changes), has shown no increase in
growth in the last three months. For example, from the four
weeks ending July 1 to the four weeks ending September 30,
the adjusted monetary base grew at only a 3.4 percent rate.
In comparison, over the prior three-month period from the
four weeks ending April 1 to the four weeks ending July 1,
the adjusted monetary base grew at a 6.7 percent rate.

From a longer term perspective, the adjusted
monetary base grew at a 4.7 percent rate from November
last year to August 1981, compared with a 9.1 percent rate
over the previous year. This slowdown in base growth has
correspondingly resulted in slower MI1B growth. From
November 1980 to August 1981, M1B grew at a 4.1 percent
rate, compared with a 7.8 percent rate over the previous year.
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BILLIONS OF DOLLARS

ADJUSTED MONETARY BASE
AVERAGES OF DAILY FIGURES
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ADJUSTED BANK RESERVES v
AVERAGES OF DAILY FIGURES
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BILLIONS OF DOLLARS

MONEY STOCK (MIA)
AVERAGES OF DAILY FIGURES
SEASONALLY ADJUSTED
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MONEY STOCK (MIB)
AVERAGES OF DAILY F|GURES
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Y|ELDS ON SELECTED SECURITIES
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SELECTED- INTEREST RATES
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DEMAND DEPOSIT COMPONENT OF MONEY STOCK (MI1A)
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SAVINGS PLUS SMALL TIME DEPOSITS
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BORROWINGS FROM FEDERAL RESERVE BANKS
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