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a. Growth rates are percentage rates calculated on a fourth-quarter over fourth-quarter basis. 
b. Adjusted for sweep accounts. 
NOTE: All data are seasonally adjusted. Last plot is estimated for February 1996. Dotted lines represent growth ranges and are for reference only. 
SOURCE: Board of Governors of the Federal Reserve Svstem. 
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All o f  the n:trro\v rme:tsclres of 
nilone). fell Izlst month. Currency cle- 
clinecl zit ;I 2.5% m e .  total reserves 
plunged 1j./t(W1. the monetary base 
(which measures currency in tile 
hands o f  the pul>lic pins reserves 
ancl currency held hy I~anks) was 
clown 1.Or!0. :tnd M1 (which in- 
cltlcles l>otli currency and checltable 
deposits) clroppetl 3.9%). In January. 
currency incrcasecl 1.3% ancl the 
monetary base \xl:ls up :t me;iger 
0.4%, while M I  :tncl total reserves 
kll 3.C)'x~ and 15.7%, respectively. 
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One factor that is depressing both 
tot:tl reser\.es ancl M1 is the emer- 
gence of sweep accounts, which 
1)anlis have initiated over the past 
fen. ye:lrs in order to economize on 
their reserves. These arrangements 
.'s\veel~" excess household check- 
able cleposits. which are resen/:tblc, 
into money rnarket cleposit ac- 
counts. \vliich :Ire not. Analysts ha\re 
estimateel that absent these sweep 
accounts. total reserves WOLIICI have 
esp;tnclecl 1.3%) over the past calen- 
c1:lr year, iristeacl of the s11;trp it.9% 
clecline tliztt w;ts actually posted. M1 
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woulcl have g1.on.n 1.5% over the 
s:ume periocl. inste;lcl o f  Ellling 1.8(Wj. 

k t ,  e\,en ~vllen the emergence of 
sweeps is taken into ;~cco~~r i t ,  tile 
narrow :tggregates ha\.e all contin- 
uecl to she\\. anemic gron-th over 
the past year. This hzts p~lzzlecl sorllc 
obse~vers, since the Federal Reserve 
has steadily clecre:~secl the Si~ncls rate 
target horn 0.0% :I year ago to 5.25%~ 
today. ?'llese :tpparent "ez~sings" 
sho~11cI h;tve C : L L I S C ~  c ~ ~ ~ i c k e r  gro\vth 
in the narrow aggreg:ltes. 

(cot?tir~llcd 0 1 1  11extpc[~q~) 
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a. Quoted from the secondary market on a yield basis. 
b. Predicted rates are federal funds futures. 
SOURCES: Board of Governors of the Federal Reserve System; and Chicago Board of Trade. 

However, it lllrty be :I ~nistalte to 
characterize the Fed's actions as an 
overt easing in IllOnetilrY policy. 
Cuts in the fedenil funds rate for the 
most part follo.cvecl redc~ctions in 
other stlost-term interest rates. The 
3-month T-l~ill yield has fallen from 
5.9% :I year ago to just under 5% 
today. Similarly, the (,-month T-bill 
yield has tlropped from 6.3(!40 to ~ ~ 1 s t  
under 5%. 

There is eviclence th:lt the market 
is expecting further decline in the 
federal functs rate. The average fecl 

funds futures rate over the past 
month suggests that market partici- 
pants foresee that the funds rate will 
be tracling at 5.1% by May. The an- 
ticipated decline, however. has be- 
come less pronounced follo~ving 
Chairman Greenspan's Hun~phrey- 
Hawkins testimony on February 20. 
FOLIS clays earlier, the market hacl 
been expecting the fed funcls rate to 
be tracling at 4.74% by July-50 
1,asis points lower than its current 
target. After the Chairman appeared 
13efore Congress, that figure was re- 
vised to 4.97%. 

Monetary policy has always been 
clifficc~lt to ir-nplement. For guiclance, 
the preamble to the Federal Resenfe 
Act states that one of the Fed's goals 
is "to furnish an elastic currency." An 
elastic currency is one that can be 
expmdecl or contractecl cluickly. 
This elasticity n~anifests itself across 
seasonal cycles. For instance, during 
the December holiday season and in 
the spring-when GDP growth is at 
its peali-money gro\\.th also 
reziches its highest point, limiting 

(con[ inzled on next page) 
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REAL GDP AND MONETARY BASE: 
m 
s 

SEASONAL CYCLES, 1983-1993a8b 
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Deviat~on from trend, percent 

The Impact of Real GDP's Components 
(Percent contribution to change in real GDP) 

Business Seasonal 
cyclesd c y c ~ e s ~ - ~  

(average) (median) 

Nondurables 
and services 16 28 

Durables 18 22 

Business fixed 
investment 35 26 

Change in inventories 39 14 

Government spending 4 20 

Net exports -1 4 - 6 

a. 1983 to 1993 data are calculated as an annualized quarterly change. 
b. Not seasonally adjusted. 
c. Real GDP is def~ned as nominal GDP deflated by the CPI. 
d. Seasonally adjusted. 
e. The trend GDP is defined using a Hodrlck-Prescott filter. The trend federal funds rate is defined as its average from 1960 to 1995. 
SOURCES: Board of Governors of the Federal Reserve System; U.S. Department of Commerce, Bureau of Economic Analysis; U.S. Department of Labor. 
Bureau of Labor Statistics; and Robert Barro, Macroeconorn;cs, fourth edition, New York: John Wiley & Sons Inc.. 1993. 

season:d v:iriation in interest rates. 
Why is there general agreement 

that interest-late \:ariation S ~ O L I I C I  be 
held const;int itcross the seasons. 
I x ~ t  not ;ICSOSS the business cycle? 
This clc~estion is especially p~izzling 
because evidence suggests that the 
se;tsonal ancl I ~ ~ ~ s i n e s s  cycles are 
cluite simil:tr. For example, the fi-ac- 
tion ol'tlle change in GDP stemming 
frorn cl~:tnges in d~~rable-goocls con- 
siirnption, 1,~lsiness fixecl invest- 
ment, ancl net exports is ;thout  he 

same for 120th cycles. The m:~jor dif- 
ference c:tn be found in the hehav- 
ior of inventories, which sho~lld 
come as n o  surprise given tlxtt firins 
c;ln predict se;~sonal cycles. 

Even if one grants that the 
sources of shocks for the t\vo cycles 
are cliffcrent, recent econonlic re- 
search implies that it is still impor- 
tant for monetary policy to filmish 
:In elxstic currency across bi~siness 
cycles. Since households may be un- 
willing or 11n:tble to adjust their sav- 

ing l>el~avior cluickly, this nominal 
sluggishness prevents cash from 
flowing to the banking sector cluring 
expansions. This suggests that 
money should 13e increasecl cluring 
exp;u~sioiis in orcler to s ~ ~ p p l y  
neccled reselves to the banking sec- 
tor. ~ . h i c h  woc~ltl in turn minimize 
l>i~siness cycle \:ari:ttions in nominal 
interest rates. Although such a pol- 
icy woultl 1e:lcI to short-term varia- 
tions in infl:~tion, in the long term, 
inf1:ttion \voulcl he constr:iined by 
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