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ABSTRACT 

The effectiveness of monetary policy is an oft-

debated, controversial, and therefore unsettled issue. The 

policy attempts to manipulate changes in the money supply 

in order to affect real variables. From the equation of 

exchange it is evident that a monetary policy which alters 

the money supply may be thwarted, wholly or in part, by a 

movement of velocity in the opposite direction. 

Utilizing a micro-oriented version of the equation 

of exchange, an offset to policy was sought that could be 

traced to the directly-placed commercial paper market. 

Commercial paper was one of the fastest growing debt 

instruments of the 1960's. By providing firms with an 

abundant supply of funds during periods of monetary 

restraint, it was lessening the impact of the Federal 

Reserve's intentions. For empirical testing, only directly-

placed commercial paper was analyzed due to homogeneity of 

issuer, i.e., sales finance companies. 

Directives of the Federal Open Market Committee 

meetings from 1959 to 1970 were reviewed in order to 

classify policy periods on an ex-ante or planned basis. 

Only two policies were allowed, restraint and ease, with no 

attempt made to measure severity. Classification was 

ix 



X 

determined by the warding in the directives, thus the 

problem of a semantic interpretation. 

Defining a velocity concept as installment credit 

of sales finance companies divided by the money supply 

(M^), it was discovered that over five of the six periods 

of ex-ante restraint, an offset to policy was occurring. 

Installment credit was very highly correlated with direct 

commercial paper in the same five periods, thus tracing 

the offset to the paper market. Nothing conclusive 

emerged during periods of ease. 

With the aid of simple supply and demand analysis, 

results indicated that it was at least a shift in the 

demand for paper funds that caused the offset to occur. 

Finally, a model was developed of a typical rational 

firm engaged in the issuance of direct commercial paper. 

One income effect and two substitution effects were 

posited as reasons for an increase in paper by the issuing 

firm. A discriminant analysis program using four variables 

separated months into two groups, ex-ante restraint and 

ease, on assumptions about how an issuing firm would behave 

during such periods. Since Federal Open Market Committee 

directives are only made available to the public some months 

after their origin, it cannot be known now whether a current 

month is one of ex-ante restraint. If this information were 

known, one could expect the offset to occur. The program 



only seemed to discriminate well at the extremes—a not 

uncommon trait. 

The study's major conclusions were: (1) a direct 

commercial paper related offset did occur during most 

periods of ex-ante restraint, (2) this was due to, at least 

in part, issuers increasing their demand for paper funds, 

and (3) sometimes this offset is predictable. 



CHAPTER I 

INTRODUCTION 

Purpose of Study 

Commercial paper was one of the fastest growing 

money-market instruments of the 1960's. The expansion of 

commercial paper provided issuing firms with an alternate 

source of funds when restricted in their ability to increase 

their indebtedness to the banking system. While this 

alternate means of financing may be beneficial to the 

firms, it poses a problem to the monetary authorities who 

may be attempting to limit aggregate spending via restric

tive measures on the banks. Therefore, the existence of an 

erratically-growing market for funds other than bank-funds 

may make the task of effective monetary control more 

difficult. 

The main concern of this paper will be to explore 

more fully this relationship between monetary policy and 

commercial paper. More specifically, an inquiry will be 

made seeking to determine if commercial paper really was 

behaving as an offset to policy. Tor example, if velocity 

> rises during a period of monetary restraint, the full 

impact of that policy will be lessened. If this activity 

1 



can be related to commercial paper, a possible explanation 

has then been found for the offset. 

Rather than categorize periods on an ex-post basis, 

the approach here will be on an ex-ante basis. The sole 

purpose of this approach is expediency, i.e., to avoid 

cumbersome attempts at an appropriate ex-post measure(s) 

of policy—a dissertation in itself. 

Method of Study 

The purpose of the second chapter is to describe the 

commercial paper market. 

Chapter III is a subjective attempt to categorize 

each month from 1959 through 1970 as one of ex-ante monetary 

restraint or ease via a review of the Federal Open Market 

Committee minutes. A quote is taken from each meeting which 

indicates the intended policy. These quotations are 

presented in Chapter III. It is important to note the 

following qualifications of this approach. 

1. No category other than restraint or ease is allowed. 

2. No attempt is made to distinguish months of 

restraint according to severity or degree. 

3. No attempt is made to determine the lag between a 

change in intended policy and the noticed effect on 

a variable. 

4. It is not posited that a policy does in fact occur, 

rather only its intention of occurrence is noted. 
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The fourth chapter presents a model for testing the 

expected offset. The equation of exchange is utilized to 

develop a micro-oriented variation of velocity. Results of 

the test confirm the existence of an offset during restraint 

nothing conclusive is drawn from periods of ease. Finally, 

with the use of correlation analysis, it is shown that the 

offset may be related to commercial paper. 

Chapter V, in light of the results from the previous 

chapter, seeks to determine whether the issuers of paper are 

actively seeking additional funds during times of restraint. 

In other words, is the offset due to changing supply or 

demand conditions? Findings indicate that during ex-ante 

restraint periods, the demand for commercial paper funds 

definitely increases. Whether supply also increases is not 

ascertained. 

Chapter VI presents the final analysis by attempting 

to identify the reasons for the noted increase in demand for 

paper funds during restraint. A model is presented of a 

typical rational firm engaged in the issuance of direct 

paper. It will be argued that the demand for direct-paper 

funds may be separated into a three-stage effect. For 

purposes of forecasting, the model utilizes discriminant 

analysis to label a month as either restraint or ease. If 

the current month can be classified as one of restraint, 

there is strong reason to believe a commercial paper-related 



4 

offset will occur. If the classification is ease, no 

conclusions are warranted. 

The seventh and final chapter presents the summary 

and implications. 

In conclusion, the precise hypothesis of this paper 

is to determine if directly placed commercial paper acted as 

an offset to the Federal Open Market Committee's intended 

restraint periods from 1959 to 1970. If so, was this offset 

the result of demand for funds factors, supply factors, or 

both? Assuming the former to be the case, under what con

ditions might one predict the occurrence of the offset via 

an analysis of the behavior of a typical, rational, issuing 

firm? 



CHAPTER II 

THE COMMERCIAL PAPER MARKET 

Background 

Commercial paper refers to the short-term, un

secured, promissory notes of well-known corporations. 

Rather than carry a coupon rate, commercial paper, like 

Treasury Bills, sells at a discount. It is issued in bearer 

form and sold in even, large amounts—usually in multiples 

of $100,000, although it may very frequently be as low as 

$5,000. Thus, it is not a money-market instrument of the 

small investor. 

Commercial paper may be classified according to how 

the issuing firm markets the paper. Large finance companies 

place their paper directly with investors, while all other 

issuers utilize the services of dealers. Hence the generic 

classification: direct and dealer paper. 

All paper must carry a maturity not exceeding 270 

days to avoid burdensome registration with the Securities 

and Exchange Commission. These notes must be self-

liquidating from the proceeds generated by activities, i.e., 

the funds must be used for current transactions."'" Paper 

1. "What Makes the Boom in Commercial Paper," 
Business Week (November 26, 1966), p. 76. 

5 
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with a maturity of over 270 days may still ignore S.E.C. 

regulation if handled as a private placement. In recent 

years, the proportion of direct paper in this 271-365 day 

category is only three to five per cent; whereas hardly any 

2 dealer paper falls into this category. 

Issuers 

Commercial paper issuers are large companies. Over 

two-thirds of all issuing companies have a net worth in 

excess of $25,000,000. Of the remaining one-third, most 

3 are subsidiaries of larger companies. 

While all direct paper is issued by finance companies 

(firms that finance consumer installment purchases, make 

cash loans to customers, and provide funds to business for 

financing accounts receivable and the purchase of capital 

equipment on an installment basis), not all finance companies 

issue their paper directly. Throughout the 1960's, direct 

finance company paper represented about eighty-five per cent 

of total commercial paper of all finance companies. 

2. Richard Selden, "Trends and Cycles in the 
Commercial Paper Market," National Bureau of Economic 
Research, Occasional Paper No. 85, New York, Vol. XIV 
(1963), p. 24. 

3. "Rebirth of Commercial Paper," Monthly Review. 
Federal Reserve Bank of San Francisco (July"] 1968), pi 140. 



Approximately thirty per cent of the firms issuing 

commercial paper are finance companies.^ 

Other than finance companies, the major issuers of 

dealer paper include such non-financial companies as manu

facturers, wholesale and retail trading firms, railroads, 

and public utilities. While direct placers are continuous 

borrowers, dealer issuers traditionally use commercial 

paper to meet seasonal needs, e.g., canning companies during 

5 the processing season. 

Investors 

The biggest buyers of commercial paper today are 

other non-financial corporations, banks, pension funds, and 

universities. Virtually all paper was held by commercial 

banks in 1920, but throughout the 1960's, banks lagged well 

behind non-financial corporations as the principal 

suppliers of commercial paper funds.6 

Advantages to Issuers 

In 1958, bank loans to finance companies were more 

than twice the amount of outstanding paper of these com

panies. Ten years later, finance company paper was more 

4. "The Commercial Paper Boom in Perspective," 
Monthly Review. Federal Reserve Bank of Kansas City 
(November, 1968), p. 5. 

5. Selden, "Trends and Cycles," p. 141. 

6. Ibid., p. 10. 



7 than twice their bank borrowing. Bank loan rates are 

sticky, i.e., do not react immediately to changing market 

conditions. Therefore, the difference between bank loan 

rates and commercial paper rates tends to increase during 

times of reduced credit demand overall, making paper a more 

economical source of funds. 

Commercial paper is sold on a discount basis while 

simple interest in charged on bank loans. Compensating 

balances of twenty per cent or more often required on bank 

loans will increase the effective interest cost. For 

example, let L = amount of the bank loan, r = bank loan 

rate, c = compensating balance requirement as a percentage, 

e s= the effective interest cost. The effective interest 

cost can then be expressed as e = = l*^c ' ̂ rom which 

it is clear that e > r. 

Aside from the low relative cost, this market pro

vides an alternative source of funds to the issuer. In 

1968 if all banks in the nation with deposits of $100 

million or more could together lend General Motors Accept

ance Corporation a combined maximum amount (as permitted by 

law regulating loans to a single borrower), that amount 

would total $2.2 billion. Since G.M.A.C. , by far the 

largest issuer of commercial paper, had short-term 

7. "A Larger Role for Commercial Paper," Business 
Conditions, Federal Reserve Bank of Chicago (December, 
1968), p.2. 
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borrowings—bank loans and paper—amounting to approximately 

$3 billion, it is clear that commercial paper can provide 
g 

substantial alternate funds. Finally, regular issuers, 

enjoying the reputation of high credit standards, find it 

easier to market long-term issues. 

The disadvantages of commercial paper, while slight, 

merit mention. To some extent they rely upon an irration

ality. It may be difficult to find sufficient buyers 

especially at year end when corporations "window dress" 

their financial statements by showing a higher cash posi

tion. Other investors may follow suit by opting to list 

bank deposits rather than securities in their statements at 

this time. This is why a year-end "run-off" occurs annually 

as the dollar volume of paper declines. 

Advantages to Investors 

Apart from its low risk, the major advantages of 

commercial paper is its liquidity. Although no formal 

secondary market exists, this high level of liquidity stems 

from the provisions of maturities which closely meet the 

needs of lenders. Purchasers of direct paper may specify 

the exact maturity required, down to three days, if 

9 desired. 

8. Ibid., p. 5. 

9. "Commercial Paper: 1970," Monthly Review. 
Federal Reserve Bank of San Francisco (March, 1971), p. 58. 
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While investors are expected to hold the paper to 

maturity, the contracts contain "buy-back" provisions 

whereby the issuer will, when requested, repurchase the 

paper without capital loss, except for adjusting the yield 

to the shorter maturity."1"® Dealer paper enjoys no formal 

"buy-back" provisions, yet the dealers may repurchase the 

paper from customers experiencing unexpected needs for cash. 

Compared to other money market instruments, the 

yield on commercial paper is somewhat higher. Yet this 

higher rate reflects an excellent safety record from 1936 to 

1969, where holders of paper had lost money on only one 

small issue.1"'" 

Dealers 

There were ten dealers in 1960 and thirty in 1969, 

although eight firms tend to dominate the market (the 

12 largest, by far, being Goldman, Sachs and Company). Table 

1 shows the top ten commercial paper dealers as of 1970. At 

this time, about eighty-five per cent of the dealer business 

13 in commercial paper was handled by the following firms: 

10. "Rebirth of Commercial Paper," p. 140. 

11. "A Larger Role for Commercial Paper," p. 6. 

12. "Commercial Paper: 1960-1969," Economic Review. 
Federal Reserve Bank of Cleveland (May, 1970"5~ pi 18. 

13. L. A. Armour, "Out of the Storm Cellar; 
Commercial Paper Has Recovered From the Penn Central 
Disaster," Barrons. Vol. 51 (June 21, 1971), p. 11. 



Table 1. Commercial Paper Dealers that Report Placements 

Ashwell and Company 
Becker, A. G., and Company 
Eastman Dillon, Union Securities and Company 
First Boston Corporation 
Goldman, Sachs and Company 
Hinton, Jones and Company, Inc. 
Lehman Commercial Paper, Inc. 
Merrill Lynch, Pierce, Fenner and Smith, Inc. 
Piper, Jaffray and Hopwood 
Salomon Brothers 

Source: Leon Korobow, Chief, Financial Statistics 
Division, Statistics Department, Federal Reserve Bank of 
New York, personal correspondence, various dates. 
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Goldman, Sachs and Company 45% 

A. G. Becker and Company 20% 

Lehman Commercial Paper, Inc. 8% 

First Boston Corporation 8% 

Merrill, Lynch, etc., Inc. A% 

Dealers provide the basic functions of marketing the 

issue and providing expert market information concerning the 

timing and rates on paper to the issuer. Another major 

service provided by dealers is the ranking of issuers 

according to risk. The National Credit Office, a sub

sidiary of Dun and Bradstreet, also performs this function, 

as does Standard and Poors. The criteria for an "A" rating 

from Standard and Poors is as follows: 

Liquidity ratios better than industry average. 
Long-term dept rating is "A" or better. Issuer 
has access to at least two additional channels of 
borrowing. Basic earnings' and cash flows is upward 
trend. Typically a strong company in a well-
established industry. Management is superior.14 

Those firms with higher ratings are able to offer 

their paper at somewhat lower rates. The National Credit 

Office rates paper as prime, desirable, satisfactory, etc. 

About seventy per cent of outstanding paper is prime and 

14. Douglas J. Robbins, Vice President, A. G. 
Becker and Company, Inc., "Commercial Paper and Liquidity 
in the Decade of the Seventies: Cash or Chaos," address to 
the Educational Seminar, Financial Executive Institute in 
Los Angeles, March 4, 1971. 
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15 most of the remaining is desirable. There is no national 

market for paper rated below desirable, and desirable paper 

16 is increasingly confined to regional markets. Dealers are 

not the only raters of paper, e.g., Standard and Poors 

utilize a very specific rating schedule evidenced by their 

twenty-four classifications: A to D, with one to six sub

classes.^ 

Dealers* commissions in recent years have been re

duced to one-eighth of one per cent on a per-annum basis 

for most prime risks, although smaller borrowers may pay 

18 one-fourth to one-half of one per cent. 

History of Commercial Paper 

Whereas other countries have traditionally relied 

upon tne bill of exchange as the principal form of short-

term business credit, commercial paper is uniquely American. 

Commercial paper rates were quoted in New York City as early 

19 as 1837. This paper has been altered in basic form since 

the turn of the century. Until the closing decades of the 

nineteenth century, commercial paper predominately consisted 

15. "A Larger Role for Commercial Paper," p. 6. 

16. "Commercial Paper Since 1966," Monthly Review. 
Federal Reserve Bank of Richmond (March, 1969), p. 8. 

17. Robbins, "Commercial Paper and Liquidity," 
p. 11. 

18. "A Larger Role for Commercial Paper," p. 5. 

19. "Commercial Paper Wins New Fans, " Business 
Week (September 29, 1962), p. 96. 
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of trade notes received in payment for good shipped. Re

cipients of notes then endorsed them over to banks—thus the 

characteristics: two-name paper, with the payer being the 

buyer of goods and the payee being the seller. Today, the 

single-name notes are used and are unrelated to the shipment 

of goods.^ 

Commercial paper's status was highlighted in the 

title of the Federal Reserve Act approved in December, 1913: 

. . . to provide for the establishment of federal 
reserve banks, to furnish an elastic currency, 
to afford means of rediscounting commercial 
paper. . . . 1 

In fact, for a short period of time, it was eligible to 

back the currency. 

In 1920, General Motors Acceptance Corporation 

became the first direct placer of paper, although their 

22 
notes were not unsecured until after 1926. Table 2 lists 

the twenty-nine direct placers in 1970, while Table 3 pre

sents the total number of issuers, of both direct and dealer 

paper, at the end of each decade, 1920 to 1970. The number 

of issuers declined drastically during the 1920's and then 

steadily thereafter, except for an increase shown in 1970. 

20. Selden, "Trends and Cycles," p. 1. 

21. J. H. Rhoades and R. F. Dall, "Banks and 
l Commercial Paper," Bankers Monthly. Vol. 84 (October, 1967), 

p. 44. 

22. Selden, "Trends and Cycles," p. 6. 
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Table 2. Finance Companies that Report Their Direct Place
ments of Commercial Paper 

Allis-Chalmers Credit Corporation 
Allstate Financial Corporation 
Associates Corporation of America 
C. I. T. Financial Corporation 
Chrysler Financial Corporation 
Commercial Alliance Corporation 
Commercial Credit Company 
Dial Finance Company 
Ford Motors Credit Company 
Gamble Skogno Acceptance Corporation 
GAC Finance, Inc. 
General Electric Credit Corporation 
General Finance Corporation 
General Motors Acceptance Corporation 
Grant, W. T., Financial Corporation 
Gulf and Western Industries 
Heller, Walter E., and Company 
International Harvester Credit Corporation 
ISC Industries, Inc. 
Montgomery Ward Credit Corporation 
Owners Discount Corporation 
Penney, J. C., Financial Corporation 
Sears Roebuck Acceptance Corporation 
Singer Credit Corporation 
Southwestern Investment Company 
Standard Financial Corporation 
Talcott James, Inc. 
Transamerica Financial Corporation 
Westinghouse Credit Corporation 

Source: Korobow, personal correspondence. 
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Table 3. Number of Borrowers, 1920-1970 

1920 4,395 

1930 1,674 

1940 734 

1950 397 

1960 327 

1970 700 

Source: 1920-1960, Richard Selden, "Trends and 
Cycles in the Commercial Paper Market," National Bureau of 
Economic Research, Occasional Paper No. 85, New York, Vol. 
XIV (1963), p. 24. 1970, L. A. Armour, "Beautiful 
Balloon; Rapid Growth of the Commercial Paper Market May Be 
Risky," Barrons. Vol. 50 (May 18, 1970), p. 11. 

• 



17 

Table 4 shows the number of defaults from 1920 to 

1969. From 1942 to 1969, there were only three defaults, 

one each in 1948, 1950, and 1961, although there were no 

23 losses. Thus, commercial paper has been a very safe 

asset over the last three decades. 

During the war years, 1943-1945, direct paper was 

suspended as wartime controls limited consumer purchases. 

Although dealer paper dominated the market prior to the 

war, the late 1940's and the next two decades witnessed the 

emergence of direct paper as the dominant form. Table 5 

demonstrates this point by noting dealer paper as a per

centage of total paper from 1920 to 1970. 

Since 1966, dealer paper has been making a steady 

climb, nearly doubling its percentage share of total paper 

in late 1970 compared to late 1966. Table 6 presents data 

in support of this statement. Actually, Table 6 presents 

monthly data from 1959 to 1970, the period of analysis dis

cussed in the subsequent chapters. 

Commercial paper has grown over the last half 

century at unequal rates. During the late 1960's the 

growth was very rapid—doubling from mid-1968 to mid-1970. 

This two-year surge of about $20 billion was due in large 

part to the entrance of bank-holding companies and the 

continued importance of the dealer market. Total paper 

23. Ibid.. p. 24. 



Table 4. Defaults on Commercial Paper Since 1920 

1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1941 
1948 
1950 
1961 

31 
46 
7 
7 
16 
11 
4 
5 
2 
7 
7 
16 

2 
2 
1 
0 
1 
1 
1 
1 
1 
1 
1 
1 

Source: Selden, "Trends and Cycles," p. 24. 
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Table 5. Dealer Paper as a Percentage of 
Seasonally Adjusted) 

Total Paper (Not 

1920 99.1 1950 36.9 
1921 98.8 1951 32.8 
1922 97.7 1952 31.1 
1923 97.0 1953 28.7 
1924 96.1 1954 38.1 
1925 96.3 1955 25.2 
1926 92.4 1956 23.4 
1927 91.0 1957 20.7 
1928 83.7 1958 30.6 
1929 79.5 1959 18.8 

1930 77.5 1960 29.1 
1931 71.9 1961 35.2 
1932 86.2 1962 34.8 
1933 78.4 1963 28.6 
1934 82.6 1964 26.6 
1935 50.7 1965 21.0 
1936 51.9 1966 23.3 
1937 50.5 1967 29.6 
1938 55.3 1968 35.1 
1939 47.9 1969 38.7 

1940 35.6 1970 41.7 
1941 44. 6 
1942 69.5 
1943 100.0 
1944 100.0 
1945 100.0 
1946 66. 3 
1947 57. 3 
1948 40.4 
1949 31.2 

Source: 1920-1961, Selden, "Trends and Cycles," 
Appendix A, Tables A-l, A-2. 1962-1970, Korobow, personal 
correspondence. 
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Table 6. Dealer Paper as a Percentage of Total Non-Bank 
Paper Monthly 1959-1970 (Seasonally Adjusted) 

1959 1961 1963 1965 1967 1969 

J 28.6 29.6 31.6 24.3 24.1 37.3 
F 27.6 30.2 31.9 24.8 25.2 37.0 
M 27.2 30.2 32.0 22.8 26.9 37.4 
A 25.1 30.4 30.3 21.9 26.3 39.6 
M 23.9 32.0 29.7 21.6 28.7 38.8 
J 22.1 30.9 29.4 21.7 31.1 38.9 
J 22.5 32.0 28.9 21.0 30. 6 37.5 
A 23.6 33.0 27.2 21.0 29,7 38.1 
S 23.0 33. 3 27.3 20.1 29.2 38.0 
0 21.1 34.0 26.8 20.0 29.7 38.2 
N 21.8 33.3 25.3 20.2 29.8 39.0 
D 19.6 34.1 26. 5 19.7 29.7 39. 3 

1960 1962 1964 1966 1968 1970 

J 19.3 32.5 26.9 18.8 30.4 38. 6 
F 19.8 30.6 25.8 17.5 31.2 39.3 
M 20.3 33.0 26.3 19.3 31.1 39.8 
A 23.0 33.8 26.2 20.6 33.1 38.8 
M 23.4 33.7 25. 6 20.2 31.9 40.0 
J 25.1 33.4 25.2 20.1 31.4 39.8 
J 26.3 33.9 24.1 20.8 33.3 40.0 
A 26.7 32.9 24.1 21.1 34.3 38.5 
S 26.7 31.7 24. 3 21.4 35.8 38.7 
0 27.3 33.0 24.6 21.5 35.4 40.2 
N 27.0 33.7 25.4 21. 3 35.1 41.9 
D 28.8 32.4 24.8 22.0 35.5 42. 5 

Source: Korobow, personal correspondence. 
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outstanding reached a peak of slightly less than $40 billion 

in May, 1970. Table 7 displays outstanding commercial paper 

monthly from 1959 to 1970. 

This rapid growth also reflects such factors as 

tight money, the upsurge in installment buying, and today's 

new corporate cash managers, who, eager to claim high-

yielding securities as temporary replacements for cash, 

provide a ready supply of funds. For all non-financial 

corporations, ownership of demand deposits decreased 

approximately thirty per cent between 1960 and 1965, while 

government bills declined slightly less. Yet, the amount 

of commercial paper held by these firms increased two and 

24 one-half times. 

A final fact of interest: In 1954, only six of the 

top fifty of Fortune's 500 sold commercial paper; by 1969, 

a. • 25 only six were not issuing paper. 

In summary, the growth of commercial paper has not 

been evenly shared between direct and dealer types as Table 

7 shows. From 1959 through 1966 direct paper provided most 

of the increase while from 1967 through 1971 dealer paper 

dominated the market. This unusually rapid increase in 

dealer paper reflected a more than doubling in the number of 

24. "Case for Commercial Paper," Dun's Review 
k (June, 1968), p. 27. 

25. "For Institutions Only," Financial World. 
Vol. 132 (October 22, 1969), p. 62. 
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Table 7. Commercial Paper Outstanding (in Millions of 
Dollars) Revised Seasonally Adjusted 

End of month Total 

Commercial paper 
placed through 
dealers; original 
maturity of 

9 months or less 
Commercial paper 
placed directly 

January 3 190 899 2 291 
February 3 214 914 2 300 
March 3 196 868 2 328 
April 3 298 829 2 469 
May 3 405 813 2 592 
June 3 480 769 2 711 
July 3 462 778 2 684 
August 3 672 866 2 806 
September 3 638 838 2 800 
October 3 844 813 3 031 
November 3 738 815 2 923 
December 3 755 735 3 020 

January 4 031 776 3 225 
February 4 106 812 3 294 
March 4 399 894 3 505 
April 4 386 1 007 3 379 
May 4 529 1 059 3 570 
June 4 691 1 179 3 512 
July 4 731 1 243 3 488 
September 4 951 1 323 3 682 
October 5 119 1 395 3 724 
November 5 180 1 400 3 780 
December 5 197 1 465 3 732 

January 5 092 1 509 3 583 
February 4 969 1 500 3 469 
March 5 007 1 513 3 494 
April 5 046 1 537 3 509 
May 4 818 1 543 3 275 
June 5 017 1 548 3 459 
July 4 928 1 575 3 353 
August 4 813 1 587 3 226 
September 5 045 1 678 3 367 
October 4 925 1 676 3 249 
November 5 151 1 718 3 433 
December 5 332 1 820 3 512 
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Table 7.—Continued Commercial Paper Outstanding (in 
Millions of Dollars) Revised Seasonally Adjusted 

End of month Total 

Commercial paper 
placed through 

dealers;> original 
maturity of 

9 months or less 
Commercial paper 
placed directly 

January 5 571 1 813 3 758 
February 5 480 1 787 3 69 3 
March 5 684 1 872 3 812 
April 5 619 1 898 3 721 
May 5 811 1 961 3 850 
June 5 985 1 998 3 987 
July 6 089 2 062 4 027 
Augus t 6 386 2 100 4 286 
September 6 789 2 153 4 636 
October 6 700 2 207 4 493 
November 6 788 2 288 4 500 
December 6 774 2 193 4 581 

January 6 827 2 156 4 671 
February 6 954 2 217 4 737 
March 7 099 2 269 4 830 
April 7 373 2 231 5 142 
May 7 397 2 194 5 203 
June 7 426 2 184 5 242 
July 7 348 2 120 5 228 
August 7 531 2 048 5 483 
September 7 397 2 017 5 380 
October 7 574 2 029 5 545 
November 7 860 1 985 5 875 
December 7 586 2 008 5 578 

January 7 854 2 114 5 740 
February 8 069 2 083 5 986 
March 7 831 2 057 5 774 
April 7 887 2 070 5 817 
May 8 126 2 081 6 045 
June 8 286 2 086 6 200 
July 8 562 2 060 6 502 
August 8 491 2 043 6 448 
September 8 741 2 120 6 621 
October 9 000 2 210 6 790 
November 8 809 2 239 6 570 
December 9 349 2 318 7 031 
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Table 7.—Continued Commercial Paper Outstanding (in 
Millions of Dollars) Revised Seasonally Adjusted 

End of month Total 

Commercial paper 
placed through 
dealers; original 
maturity of 

9 months or less 
Commercial paper 
placed directly 

January 9 082 2 228 6 854 
February 8 983 2 230 6 753 
March 9 220 2 099 7 121 
April 9 477 2 080 7 397 
May 9 654 2 089 7 565 
June 9 716 2 113 7 603 
July 9 956 2 090 7 866 
August 9 823 2 063 7 760 
September 10 082 2 080 8 002 
October 10 222 2 049 8 173 
November 10 086 2 038 8 048 
December 10 092 1 989 8 103 

January 10 197 1 914 8 283 
February 10 338 1 810 8 528 
March 10 915 2 108 8 807 
April 11 128 2 292 8 836 
May 11 082 2 236 0 846 
June 11 199 2 252 8 947 
July 11 544 2 399 9 145 
August 12 126 2 556 9 570 
September 12 240 2 609 9 631 
October 12 655 2 716 9 939 
November 13 739 2 928 10 811 
December 14 700 3 238 11 462 

January 14 855 3 585 11 270 
February 15 120 3 815 11 305 
March 15 883 4 279 11 604 
April 16 341 4 304 12 037 
May 16 757 4 809 11 948 
June 16 744 5 205 11 539 
July 16 549 5 067 11 482 
August 16 269 4 834 11 435 
September 16 727 4 885 11 842 
October 16 580 4 930 11 650 
November 16 556 4 929 11 627 
December 17 594 5 231 12 363 
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Table 7.—Continued Commercial Paper Outstanding (in 
Millions of Dollars) Revised Seasonally Adjusted 

End of month Total 

Commercial paper 
placed through 
dealers; original 
maturity of 

9 months or less 
Commercial paper 
placed directly 

1968 January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

1969 January 
February 
March 
April 
May 

17,918 
17,794 
18,284 
17,475 
18,125 
19,406 
19,283 
20,105 
20,667 
20,675 
21,501 
21,758 

22,151 
22,891 
23,390 
24,104 
24,671 

5,445 
5,560 
5,679 
5,791 
5,790 
6,084 
6,424 
6,898 
7,397 
7,321 
7,555 
7,718 

8,253 
8,469 
8,741 
9,542 
9,569 

12 
12 
12 
11 
12 
13 
12 
13 
13 
13 
13 
14 

13 
14 
14 
14 
15 

473 
234 
605 
684 
335 
322 
859 
207 
270 
354 
946 
040 

898 
422 
649 
562 
102 

Non-Bank 

of month Total 
related 
total 

Dealer 
placed Direct 

Bank 
related 

June 26, 706 25,461 9,914 15, 547 1, 245 
July 27, 870 26.006 9,756 16, 250 1, 864 
August 28, 735 26,486 10,088 16, 398 2, 249 
September 30, 069 27,474 10,437 17, 037 2, 595 
October 31, 727 27,995 10,688 17, 307 3, 732 
November 32, 635 28,417 11,069 17, 348 4, 218 
December 33, 360 29,066 11,423 17, 643 4, 294 

January 34, 899 29,371 11,327 18, 044 5, 528 
February 36, 064 30,012 11,793 18, 219 6, 052 
March 36, 875 30,357 12,085 18, 272 6, 518 
April 37, 898 31,226 12,114 19, 112 6, 672r 
May 39, 318 31,718 12,686 19, 032 7, 600r 
June 38, 527 30,924 12,302 18, 622 7, 603r 
July 36, 488 28,668 11,472 17, 196 7, 820r 
Augus t 35, 799 28,496 10,979 17, 517 7, 303r 



26 

Table 7.—Continued Commercial Paper Outstanding (in 
Millions of Dollars) Revised Seasonally Adjusted 

Non-Bank 
related Dealer Bank 

End of month Total total placed Direct related3 

1970 September 34,295 29,675 11,496 18,179 4,620r 
October 34,174 30,475 12,246 18,229 3,699 
November 32,873 29,747 12,476 17,271 . 3,126 
December 33,535 31,186 13,242 17,944 2,349 

Seasonally adjusted figures not available for bank 
related paper. Adjusted totals for commercial paper include 
bank related paper and are obtained by combining adjusted 
non-bank figures with the unadjusted figures for bank 
related paper. 

r = Revised. 

Source: Federal Reserve Bank of New York, Financial 
Statistics Division, Statistics Department, personal 
correspondence, January 1971. 

• 



dealer-borrowers in the latter 

not to say direct paper became 

of about $7 billion or 66% was 

less than the growth of dealer 

300%). 
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period. Of course, this is 

stagnant. Rather, its growth 

absolutely and relatively 

paper ($10 billion or almost 

I 



CHAPTER III 

PERIODS OF MONETARY POLICY 

For empirical testing it was decided to classify 

each month over the twelve-year period of January, 1959, to 

December, 1970, as one of monetary restraint or ease. There 

are basically two ways of achieving this result: via an 

ex-ante or an ex-post procedure. Unfortunately, there are 

problems associated with each method. 

The literature abounds with empirical and/or theo

retical arguments of ex-post tests of policy. Ideally, it 

is hoped that an economic variable(s) will follow a pre

dictably consistent pattern over each policy period. One 

could then unambiguously classify each month according to 

the behavior of this variable(s). However, two difficulties 

arise: does such a trustworthy variable exist, and, if so, 

will it react in_ time to properly identify our time period? 

A perusal of the literature displays no scarcity of 

research on such indicators and their time lags. Because 

of this diversity, as well as the inappropriateness at this 

time to undertake a similar study, the ex-post method of 

policy-classification will not be utilized. 

This is not to say the ex-ante analysis is without 

fault, but rather the shortcomings are somewhat more 

28 
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manageable. The major difficulty arises in making "re

straint" and "ease" an exhaustive classification, allowing 

no others. 

To perform this task, an examination was conducted 

at every Federal Open Market Committee meeting during the 

previously stated time interval. The summarized reports of 

each meeting are published in the Annual Report of the Board 

of Governors. Table 8 is a presentation of appropriate 

quotations taken from each regular meeting of the F.O.M. C. 

Those dates with an asterisk (*) appearing alongside indi

cate quotes directly from the policy directives which were 

only made available in 1963. Prior to then, and sporadically 

thereafter, the quotations are statements made by the 

author in his summation of each meeting. 

Table 8 allows one to survey the meetings, noting on 

which dates the tone of the meeting seems to reflect a 

change in policy. This is the key element: to note 

reversals and/or slowdowns, not magnifications. Therefore, 

a change from "firm" to "more firm" does not qualify as an 

alteration in policy, while a change from "firm" to "less 

firm" does. Upon this basis, policy periods were chosen. 

Table 9 is a list of those dates when such an apparent 

reversal occurs. 

There are many reasons why this is not, unfortu

nately, an unambiguous method of classification. First, 

there is the possibility that another researcher utilizing 



Table 8. Examination of Open Market Committee Minutes 

Meeting Page 

1- 6-59 33 "There was general agreement that the 
Committee should attempt to maintain about 
the same degree of restraint credit expan
sion during the immediate future that had 
applied in the recent past." 

1-27-59 34 "No change was made at this meeting in the 
Open Market's directive, thus continuing 
the policy . . . ." 

2-10-59 35 "The Committee again renewed without change 
its directive . . . ." 

3- 3-59 38 "No change was made at this meeting in the 
directive of the Committee . . . ." 

3-24-59 39 "The Open Market Committee renewed without 
change its directive . . . ." 

4-14-59 40 "The policy directive . . . was again 
renewed." 

41 "... the same degree of restraint as had 
existed during the past three weeks." 

5- 5-59 42 "The decision of the Committee at this 
meeting was to renew without change the 
policy directive . . . ." 

5-26-59 46 "... the Open Market Committee reached the 
conclusion that the current level of 
restraint imposed by monetary and credit 
policy was not sufficiently restrictive and 
that an intensification of restraint was 
required." 

6-16-59 48 "... the Committee continued without 
change the directive, adopted at the May 26 
meeting . . . ." 

7- 7-59 49 "For the period immediately ahead, it was 
the consensus that there should be no change 
in open market policy." 



Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

7-28-59 50 "At this meeting the Open Market Committee 
continued without change the policy 
directive calling for restraint . . . ." 

8-18-59 52 "... the directive was renewed in the form 
that had been in effect since May 26." 

9- 1-59 55 "... the Committee made no change in the 
existing directive . . . ." 

9-22-59 55 "The directive . . . was renewed without 
change . . . ." 

10-13-59 58 "... the unanimous vote to continue the 
existing directive . . . ." 

11- 4-59 58 "The Open Market Committee again renewed 
without change its directive . . . ." 

11-24-59 60 "The consensus of this meeting favored 
maintaining the same degree of restraint." 

12-15-59 61 "The Open Market Committee continued the 
policy directive calling for restraint 

II 
• • • • 

1-12-60 35 "The Federal Open Market Committee con
tinued without change the directive . . . 
most recently renewed at the meeting on 
December 15, 1959 . . . . " 

1-26-60 38 "The Committee's decision . . . was to 
continue substantially the same degree of 
restraint . . . . " 

2- 9-60 41 "Therefore, the action taken was to renew 
the directive . . . . " 

3- 1-60 43 "Accordingly, the consensus favored, for the 
immediate future, a policy of moderately 
less restraint. 

"In the light of existing conditions, a 
policy directive calling for fostering 
sustainable growth in economic activity and 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

employment, while guarding against excessive 
credit expansion, was deemed more appro
priate than a directive emphasizing 
restraint on inflationary credit expansion 

3-22-60 47 "... the Committee continued the policy 
directive adopted at the preceding meeting 

4-12-60 50 "... the Committee renewed the outstanding 
directive . . . ." 

5- 3-60 53 "Accordingly, . . . the directive was 
renewed without change." 

5-24-60 55 "... the Committee changed clause (b) of 
the directive so as to emphasize that the 
providing of reserves needed for moderate 
expansion of bank credit constituted an 
objective of policy at this stage." 

6-14-60 57 "... the policy directive adopted at the 
meeting on May 24, 1960, . . . was renewed 
without change." 

7- 6-60 59 "Accordingly, the directive was renewed. 11 

7-26-60 62 "Accordingly, the directive . . . was 
renewed." 

8-16-60 61 "At this meeting clause (b) of the first 
paragraph of the Committee's policy direc
tive was changed to provide that open market 
operations should be conducted with a view 
•to encourage monetary expansion for the 
purpose of fostering sustainable growth in 
economic activity and employment.1" 

9-13-60 64 "... the directive . . . was renewed 
without change." 

10- 4-60 67 "The policy directive . . . was again 
renewed without change." 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

10-25-60 67 "Clause (b) . . . was amended to add the 
words 'while taking into consideration 
current international developments.'" 

70 "Insofar as it described the objectives of 
domestic monetary policy, the existing 
directive . . . was regarded as continuing 
to be appropriate." 

11-22-60 71 "It was the consensus that no change in the 
current degree of monetary ease was called 
for . . . . " 

12-13-60 74 "Accordingly, the policy directive calling 
for the encouragement of monetary expansion 
. . . was again renewed." 

1-10-61 34 "The Federal Open Market Committee continued 
without change the directive . . . renewed 
at the meeting on December 13, 1960." 

1-24-61 37 "The consensus as to policy for the period 
immediately ahead was that there should be 
no change in the existing degree of monetary 
ease . . . ." 

2- 7-61 37 "The Committee's directive . . . was con
tinued without change." 

3- 7-61 43 "The Federal Reserve Bank of New York was 
directed by the Committee to continue to 
conduct open market operations with a view 
toward encouraging monetary expansion 

3-28-61 52 "... it was the consensus . . . that . . . 
the policy directive should be implemented 
by open market operations seeking to 
maintain about the existing degree of ease." 

4-18-61 57 "... maintaining approximately the same 
degree of ease . . . ." 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

5- 9-61 58 "... no change at this meeting in its 
policy directive . . . ." 

6- 6-61 62 "... that open market operations be with 
a view 'to encourage expansion of bank 
credit and the money supply . . . .'" 

6-20-61 65 "... continue to conduct open market 
operations with a view to encouraging 
expansion of bank credit and the money 
su pply . " 

7-11-61 69 "The Committee's directive . . . was renewed 
without change." 

8- 1-61 71 "The Committee renewed the directive . . . .' 

8-22-61 75 "The change in the language of the directive 
therefore did not signify any intent to 
effect any immediate change in System 
policy." 

9-12-61 76 "The Committee renewed without change the 
directive . . . ." 

10- 3-61 79 "The directive . . . was renewed without 
change. " 

10-24-61 81 "The New York Reserve Bank was again 
directed to administer open market opera
tions with a view to encouraging credit 
expansion . . . ." 

11-14-61 83 "The Committee renewed without change the 
directive ... to encourage credit expan
sion . . . ." 

12- 5-61 86 "The policy directive . . . was renewed at 
this meeting without change." 

12-19-61 89 "... operations . . . shall be conducted 
with a view to providing reserves for bank 
credit and monetary expansion . . . but with 
a somewhat slower rate of increase in total 
reserves than during recent months." 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

90 "It was the judgment of the Committee 
majority that improvements . . . warranted 
a policy trending toward slightly less easy 
monetary conditions . . . 

1- 9-62 49 "No change was made in the continuing 
directive . . . ." 

1-23-62 51 "... the Committee favored no change in 
the basic monetary policy that had been in 
effect for the past several weeks . . . ." 

2-13-62 54 "... continue its recent credit policy 

3- 6-62 65 "The majority favored no change in 
policy . . . . " 

3-27-62 70 ". . . on balance no significant change in 
policy should be made." 

4_17_62 73 "... no change ... in monetary and 
credit policy . . . ." 

5- 8-62 76 ". . . the current posture of monetary 
policy continued to be appropriate . . . ." 

5-29-62 78 "... no change of policy should be 
made . . . ." 

6-19-62 80 "... a majority of the Committee concluded 
that a time had been reached when a slightly 
less easy monetary policy was indicated." 

7-10-62 84 "... continuation of the degree of ease 
contemplated by the policy adopted at the 
June 19 meeting." 

". . . no further reduction from the present 
degree of ease was intended . . . ." 

7-31-62 89 ". . . the current policy directive . . . 
was in the same form as the directive 
issued at the meeting on July 10, 1962." 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

8-21-62 91 "... a continuation of recent monetary 
policy. " 

9-11-62 93 ". . . monetary policy should remain 
unchanged . . . ." 

10- 2-62 92 "... a continuation of current policy 

10-23-62 99 ". . . no change in monetary policy seemed 
called for . . . ." 

11-13-62 102 ". . . recent changes . . . had not yet 
been so pronounced as to call for any change 
at this time in the current Committee 
policy . . . . " 

12- 4-62 106 "... no change at this time . . . ." 

12-18-62 109 "... a somewhat less easy policy might 
be appropriate . . . ." 

1- 8-63 59a "... System open market operations . . . 
shall be conducted with a view to main
taining about the same degree of firmness 

1-29-63 63' 

2-12-63 66c 

3- 5-63 69 

3-26-63 74c 

4-16-63 

5- 7-63 

77 

80c 

at 

. about the same degree of firmness 
II 

. about the same degree of firmness 
II 

. about the same degree of firmness 
II 

. about the same degree of firmness 

. continue unchanged the policy adopted 
the meeting on March 26 . . . ." 

. slightly greater degree of firmness 
than has prevailed in recent weeks 



37 

Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

5-28-63 83 . . maintain, but not intensify, the 
slightly lesser degree of ease established 
pursuant to the May 7 policy action." 

6-18-63 88 "... conditions did not require a further 
lessening of monetary ease at this time." 

7- 9-63 92a "... continuing the present degree of 
firmness . . . ." 

7-30-63 96 "... attaining a slightly further degree 
of firmness . . . ." 

8-20-63 99a "... maintaining the prevailing degree of 
firmness . . . ." 

9-10-63 101a ". . . maintaining the prevailing degree of 
firmness . . . ." 

10- 1-63 105 ". . . maintaining the prevailing degree of 
firmness . . . ." 

10-22-63 110 "... maintaining the degree of firmness 
I f  

• • • • 

11-12-63 116a ". . . maintaining the degree of firmness 
II 

• • • • 

11-26-63 119a "... maintaining about the same condi
tions . . . . " 

12- 3-63 120 "The Committee concluded that it was appro
priate to continue the policy it had been 
following in recent weeks . . . ." 

12-17-63 I29a "... maintaining about the same conditions 
in the money market . . . ." 

1- 7-64 66a "... maintaining about the same conditions 
II 

• • • • 

1-28-64 69a "... maintaining about the same conditions 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

2-11-64 71* maintaining about the same conditions 

3- 3-64 75* maintaining about the same conditions 

3-24-64 80c maintaining about the same conditions 

4-14-64 83' maintaining about the same conditions 

5- 5-64 86 maintaining about the same conditions 

5-26-64 88 " maintaining about the same conditions 

6-17-64 92' maintaining about the same conditions 

7- 7-64 94' maintaining about the same conditions 

7-28-64 97c maintaining about the same conditions 

8-18-64 100' maintaining slightly firmer condi
tions 

9- 8-64 103* 
tions 

maintaining slightly firmer condi-

9-24-64 106' maintaining about the same conditions 

10-20-64 109' maintaining about the same conditions 

11-10-64 116 maintaining about the same conditions 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

12- 1-64 l23a . . accommodating moderate expansion in 
aggregate bank, reserves . . . . " 

123 "... to moderate firming tendencies 
II 

• • • • 

12-15-64 I26a "... maintaining about the same conditions 

1-12-65 85 "The Committee decided that a change in 
policy was precluded at this time . " 

2- 2-65 90a "... System open market operations over 
the next 4 weeks shall be conducted with a 
view to moving toward slightly firmer condi
tions in the money market than have pre
vailed in recent weeks. " 

3- 2-65 94a "... maintaining the slightly firmer 
conditions . . . . " 

3-23-65 102a "... attaining slightly firmer conditions 
II 

• • • • 

4-13-65 107a "... maintaining the firmer conditions 
II 

• • • • 

5-11-65 110a . . maintaining about the same conditions 
II 

• • • • 

5-25-65 113a "... maintaining about the same conditions 
II 

• • • • 

6-15-65 117a ". . . maintaining about the same conditions 
II 

• • • • 

7-13-65 I2la "... maintaining about the same conditions 
II 

• • • • 

8-10-65 l24a ". . . maintaining about the same conditions 
II 

• • • • 

8-31-65 130a "... maintaining about the same conditions 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

9-28-65 135a "... maintaining about the same current 
conditions . . . ." 

10-12-65 140a ". . . maintaining the firm tone in the 
market." 

11- 2-65 143a "... maintaining about the same conditions 
II 

• • • • 

11-23-65 148 ". . . maintaining about the same conditions 
II 

• • • • 

12-14-65 153 ". . . System open market operations shall 
be directed to moderating, any further 
adjustment . . . ." 

1-11-66 l27a "... maintaining about the current condi
tions in the money market." 

2- 8-66 130a "... System open market operations . . . 
shall be conducted with a view toward a 
gradual reduction in reserve availability." 

3- 1-66 133a ". . . attaining some further gradual reduc
tion in reserve availability." 

3-22-66 138 ". . . no members advocated overt firming 
action at this time, and none favored 
relaxation. At the conclusion of the dis
cussion the Committee agreed to review the 
current economic policy directive . . . 
without change." 

cl 4-12-66 142 "... attaining some further gradual reduc
tion in reserve availability . . . ." 

5-10-66 147a "... attaining some further gradual reduc
tion in net reserve availability . . . ." 

a 

6- 7-66 151 "... maintaining net reserve availability 
and related money market conditions in about 
their recent ranges . . . ." 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

6-28-66 162a "... maintaining about the current state 
of net reserve availability . . . . " 

7-26-66 168 ". . . maintaining about the current state 
of net reserve availability . . . ." 

ci 8-23-66 174 "... supplying the minimum amount of 
reserves consistent with the maintenance of 
orderly money market conditions . . . ." 

9-13-66 179 "... maintaining firm but orderly condi
tions . . . ." 

a 
10- 4-66 185 ". . . maintaining firm but orderly condi

tions . . . ." 

11- 1-66 189a "... maintaining generally steady condi
tions in the money market . . . ." 

11-22-66 194a "... attaining somewhat easier conditions 
in the money market . . . ." 

12-13-66 200a . . attaining somewhat easier conditions 
in the money market . . . ." 

1-10-67 99a "... attaining somewhat easier conditions 
in the money market . . . ." 

2- 7-67 106a ". . . maintaining the prevailing conditions 
of ease . . . ." 

3- 7-67 ll2a "... attaining somewhat easier conditions 
t l  

• • • • 

4- 4-67 l2la "... attaining somewhat easier conditions 
II 

• • • • 

5- 2-67 127 ". . . maintaining the prevailing conditions 
II 

• • • • 

5-23-67 133 . . maintaining the prevailing conditions 
II 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

6-20-67 142a ". . . maintaining about the same conditions 
I t  

• • • • 

7-18-67 150a . . maintaining about the prevailing 
conditions . . . 

. maintaini: 
conditions . . . . " 

" . . .  m a i n t a i n i n g  <  
conditions . . . ." 

8-15-67 159a "... maintaining about the prevailing 

9-12-67 165 "... maintaining about the prevailing 

10- 3-67 172a "... maintaining about the prevailing 
conditions . . . ." 

10-24-67 178a "... maintaining about the prevailing 
conditions . 

". . . maint 
conditions . . . ." 

11-14-67 184a "... maintaining about the prevailing 

11-27-67 192a ". . . facilitating orderly market adjust
ments to the increase in Federal Reserve 
discount rates . . . . " 

12-12-67 204a "... moving slightly beyond the firmer 
conditions that have developed in money 
markets partly as a result of the increase 
in Federal Reserve discount rates . . . ." 

1- 9-68 115a "... maintaining the somewhat firmer 
conditions . . . ." 

2- 6-68 I2la "... maintaining firm conditions . . . ." 

3- 5-68 I27a "... attaining somewhat firmer conditions 
II 

• • • • 

3-14-68 131a ". . . maintaining firm but orderly condi
tions . . . . " 

4- 2-68 141a ". . . attaining slightly firmer conditions 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

4-19-68 144a "... achieving firmer but maintaining 
orderly conditions in the money market 

II 
• • • • 

4-30-68 150 "... maintaining the firmer conditions 
II 

• • • • 

5-28-68 158a ". . . maintaining firm conditions . . . ." 

6-18-68 166a ". . . maintaining generally firm but 
orderly conditions . . . ." 

7-16-68 173a "... accommodating the tendency toward 
somewhat less firm conditions in the money 
market that has developed since the preced
ing meeting of the Committee . . . . " 

8-13-68 184a "... maintaining, on balance, about the 
prevailing conditions . . . ." 

" . . .  m a i n t a i n i n g  ;  
conditions . . . ." 

" . . .  m a i n t a i n i n g  «  
conditions . . . ." 

" . . .  m a i n t a i n i :  
conditions . . . 

" . . .  m a i n t a i n i  
conditions . . . 

" . . .  a t t a i n i n g  
and short-term credit markets . . . ." 

" . . .  m a i l  
conditio ns 

" . . .  m a i l  
conditions . . 

". . . maintai: 
prevailing firm conditions . 

9-10-68 194a "... maintaining about the prevailing 

10- 8-68 202a "... maintaining about the prevailing 

10-29-68 209a "... maintaining about the prevailing 

11-26-68 2l6a "... maintaining about the prevailing 

12-17-68 225a "... attaining firmer conditions in money 

1-14-69 110a "... maintaining the prevailing firm 

2- 4-69 116a "... maintaining the prevailing firm 

3- 4-69 l22a ". . . maintaining on balance about the 
II 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

4- 1-69 132a . . maintaining firm conditions . . . ." 

4-29-69 140a . . maintaining the prevailing firm 
conditions . . . ." 

. . maintaining < 
on money and short-term credit markets 

5-27-69 147a . . maintaining the prevailing pressure 

6-24-69 155 . . maintaining the firti conditions 
II 

• • • • 

7-15-69 163a "... maintaining the currently prevailing 
firm conditions . . . . " 

" . . .  m a i n t a i n i n g  J  

conditions . . . ." 

" . . .  m a i l  
conditions 

" . . .  m a i l  
conditions . . . ." 

" . . .  m a i n t a i n i n g  J  

conditions . . . . " 

" . . .  m a i n t .  
conditions . 

" . . .  m a i n t  
conditions . . . ." 

" . . .  m a i n t a i n i n g  :  
money market . . . . " 

" . . .  m o v i n g  g r a d u a l ;  
firm conditions in the money market . . . . " 

8-12-69 171 "... maintaining the prevailing firm 

9- 9-69 177 "... maintaining the prevailing firm 

10- 7-69 187a "... maintaining the prevailing firm 

10-28-69 196a ". . . maintaining the prevailing firm 

11-25-69 202a "... maintaining the prevailing firm 

12-16-69 207a "... maintaining the prevailing firm 

1-15-70 97a "... maintaining firm conditions in the 

2-10-70 105a "... moving gradually toward somewhat less 

3-10-70 110 "... maintaining money market conditions 
I t  

• • • • 

4- 7-70 119a ". . . maintaining money market conditions 
II 
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Table 8.—Continued Examination of Open Market Committee 
Minutes 

Meeting Page 

5-• 5-• 70 I26a tl 
• • • 

market 
maintaining bank 
conditions . . . 

reserves 
II 

• 

and money 

5-.26-• 70 132a II 
• • • 

market 
maintaining bank 
conditions . . . 

reserves 
it 

• 

and mo ney 

6-.23-• 70 137a " . . .  c o n t i n u e  t o  b e  c o n d u c t e d  w i t h  
to moderating pressures on financial 
markets . . . ." 

a view 

7-.21-70 144a II 
• • • 

market 
maintaining bank 
conditions . . . 

reserves 
H 

and money 

8-18-70 150a II 
• • • 

market 
maintaining bank 
conditions . . . 

reserves 
M 

• 

and money 

9-15-70 157a II 
• • • 

market 
maintaining bank 
conditions . . . 

reserves 
ii 

• 

and money 

10-20-70 163a II 
• • • 

market 
maintaining bank 
conditions . . . 

reserves 
II 

• 

and money 

11-17-70 170a II 
• • • 

market 
maintaining bank 
conditions . . . 

reserves 
II 

• 

and money 

12-15-70 176a " . . .  m a i n t a i n i n g  t h e  r e c e n t l y  ;  
money market conditions . . . ." 

attained 

aThese quotes direct from directives. 

Source: Annual Report of the Board of Governors of 
the Federal Reserve System. 1960-1971. 
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Table 9. Policy Implications 

Date of Meeting Policy Implication 

1- 6-59 Maintain restraint. 

3- 1-60 Moderately less restraint. 

12-19-61 Less easy. 

12- 1-64 Moderate firming tendencies. 

2- 2-65 Slightly firmer. 

12-14-65 Moderating any further adjustments. 

2— 8-66 Gradual reduction in reserve availability. 

11-22-66 Somewhat easier. 

12-12-67 Slightly beyond the firmer conditions. 

7-16-68 Somewhat less firm. 

12-17-68 Attaining firmer conditions. 

2-10-70 Somewhat less firm. 
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the same methodology may not necessarily agree with the 

timing of the policy reversals noted in Table 9. This is 

because of the subjective element involved in the inter

pretation of the wording of the statements. All that can 

be said in defense of this writer's approach is that the 

wording, as noted in Table 8, seems to imply the categoriza

tion noted in Table 9. Whether a critic's findings are 

consistent with this writer's depends on his subjective 

reaction to the semantics. 

A second overlapping reason for the perhaps 

ambiguous classification is that only a bi-categorization is 

allowed (i.e., restraint and ease) with no measure of 

severity or degree of either. Thus, "firmness" in 1963 may 

not be the same as "firmness" in 1969, Yet, it must be 

assumed to be so, for otherwise, no method exists to 

distinguish between restraint and ease as all inclusive 

categories. 

The third weakness involves the quantification of 

data to determine policy which would certainly be less 

ambiguous once the cut-off values were decided upon. 

Another researcher would have to come up with the same 

policy periods if he used the predetermined cut-off values 

for data. But this would then be an ex-post classification 

still subject to debate in choosing the appropriate cut-off 

values. Therefore, any attempt to quantify switches the 

focus from ex-ante to ex-post and is not without its own 
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problems,"1" not the least of which would be the determination 

of lags between a change in policy and a noted change in a 

variable(s). 

Thus, for simplicity and because an alternative is 

not the main concern of the paper, policy periods were 

determined on an ex-ante basis emphasizing only what was 

intended to happen, not what actually did occur. 

The period begins with restraint, as we see from 

the meeting of 1-6-59: "There was general agreement that 

the committee should attempt to maintain about the same 

degree of restraint credit expansion during the immediate 

future that had applied in the recent past." Note that on 

5-26-59 a magnification of policy occurs: 

. . . the Open xMarket Committee reached the con
clusion that the current level of restraint 
imposed by monetary and credit policy was not 
sufficiently restrictive and that an intensifica
tion of restraint was required. 

This does not call for a change in policy since no reversal 

of intention occurred as does happen on 3-1-60: "According

ly, the consensus favored, for the immediate future, a 

policy of moderately less restraint." This policy of ease 

endures until the 12-19-61 meeting: "It was the judgment 

of the committee majority that improvements . . . warranted 

1. An attempt of this sort was experimented with, 
not as a means of classification, but rather to lend support 
to the already determined ex-ante periods. See Appendix A 
for explanation and results. 
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a policy tending towards slightly less easy monetary 

conditions. ..." Not until 12-1-64 does this intended 

policy of restraint shift to one of ease and, even then, 

vaguely so: "... to moderate firming tendencies. ..." 

Two months later, 2-2-65, policy reverts back to restraint: 

". . . System Open Market Operations over the next four 

weeks shall be conducted with a view to moving toward 

slightly firmer conditions in the money market than have 

prevailed in recent weeks." 

The next switch to ease, occurring on 12-14-65f is 

also rather vague: "... System Open Market Operations 

shall be directed to moderating any further adjustments." 

Here is one of the places where semantics plays a key role. 

At the 12-1-64 meeting, and again at the 12-14-65 meeting, 

policy was designed to "moderate" restraint tendencies. 

The precise intention is not clear, but it is assumed that 

this is continued restraint but to a lesser degree. If so, 

then this qualifies as a different (albeit very short) 

period on an ex-ante basis since it is a slowdown. This 

somewhat ambiguous period of "ease" is short-lived, for two 

months later at the 2-8-66 meeting, the tone reverts back 

to one of restraint: "... System Open Market Operations 

. . . shall be conducted with a view towards a gradual 

availability." Ten months later, at the 11-22-66 meeting, 

the eighth period begins as noted: "... attaining some

what easier conditions in the money market. ..." 
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After twelve months of ease, restraint takes over at 

the 12-12-67 meeting: . . moving slightly beyond the 

firmer conditions that have developed in money markets 

partly as a result of the increase in Federal Reserve 

Discount rates. ..." A five month period of ease follows 

the meeting on 7-16-68: "Accommodating the tendency toward 

somewhat less firm conditions in the money market that has 

developed since the preceding meeting of the committee. . . ." 

The eleventh period and final one of restraint begins at the 

12-17-68 meeting as witnessed via: "... attaining firmer 

conditions in money and short-term credit markets. ..." 

Finally, on 2-10-70, the committee embarks on its 

final policy of ease: ". . . moving gradually toward some

what less firm conditions in the money markets. ..." 

Table 9 lists the date of each meeting where a 

policy reversal seemed to occur. The policy implication for 

each meeting is also presented. 

Table 10 states the periods of "restraint" and 

"ease." Odd numbered periods are restraint and even 

numbered periods are ease. The number of months in each 

period is listed with the calculations performed as follows. 

If an alteration of policy occurred at a meeting dated 

during the first half of the month, it was assumed that the 

policy was inaugurated that month. If the meeting occurred 

during the last half of the month, the new policy was 

assumed begun in the subsequent month. 
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Table 10. Policy Periods 

Policy 
Period 
Number Date Beginning Policy 

Number 
of 

Months 

I 1- 6-59 Restraint 14 

II 3- 1-60 Ease 22 

III 12-19-61 Restraint 35 

IV 12- 1-64 Ease 2 

V 2- 2-65 Restraint 10 

VI 12-14-65 Ease 2 

VII 2- 8-66 Restraint 10 

VIII 11-22-66 Ease 12 

IX 12-12-67 Restraint 8 

X 7-16-68 Ease 5 

XI 12-17-68 Restraint 13 

XII 2-10-70 Ease 11 

Total 144 

Restraint: 14 + 35 + 10 + 10 + 8 + 13 = 90 

Ease: 22 + 2 + 2 + 12 + 5 + 11 = 54 

144 



CHAPTER IV 

AN EMPIRICAL TEST OF A MODEL 

Description of the Model and Test 

This chapter will present a testable model relating 

to the hypothesis that the commercial paper market tends to 

act as an offset to monetary policy. An offset to policy 

will be said to occur when the behavior of a variable per

forms in such a manner as to oppose the intended effect of 

policy. Thus, a variable acting as an offset will find its 

behavior pro-cyclical or counter-policy. No attempt will 

be made to measure the degree of the offset, but rather to 

merely seek its existence. 

This may be done by utilizing a variation of the 

equation of exchange. Stated as MV = PY; M is the money 

supply, V is velocity or the number of times per time 

period the money supply is spent, P is a measure of prices, 

and Y represents current output. Another version may 

replace Y with T, total amount of transacted goods and 

services. Regardless of the particular version, the con

cept remains intact: total spending on the left-hand side 

^ will always equal total sales on the right-hand side. 

Monetary policy strives ultimately to alter the 

money supply and thence real variables. If the money supply 

52 
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changes, then, ceteris paribus, total spending will change 

in that same direction. It is necessary to add the ceteris 

paribus restriction, for in its absence, velocity may move 

in the opposite direction thus reducing, or in an extreme 

case, negating any effect on spending. For example, 

classical theory posited a rather stable velocity, whereas 

Keynes, noting the possibility of an interest rate-sensitive 

demand for money, argued for a much less stable velocity. 

But, of course, in the real world, ceteris paribus does not 

hold, and velocity may change.. It is this latter point that 

serves as the basis of the testing. 

Simply stated, the test will consist of two parts. 

The first will be an attempt to show that an offset does 

exist by noting how velocity reacts during different periods 

of monetary policy. The second part will relate this offset, 

if any, to commercial paper. 

The most pressing problem is what to use as an 

accurate measure of velocity. Since V = PY/M, or total 

sales divided by the money supply (coins, currency, and 

demand deposits held by the nonbank public), this measure 

of velocity would be far too aggregate for a micro-oriented, 

specific-sector analysis. Therefore, to retain the basic 

form but gain a more accurate measure of velocity, install

ment credit (IC) of sales finance companies will be sub

stituted for sales. Thus, velocity will be defined as 

V = IC/M. Sales finance companies by far dominate the 
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direct commercial paper market, thus the justification for 

using installment credit of such firms. Since there is no 

homogeneous industry dominating the market for dealer paper, 

the analysis throughout will focus entirely upon the direct 

paper market, also ignoring bank-related paper which only 

appeared beginning in 1969. 

Since monthly data are available for IC and M, 

monthly measures of V can be derived. See Table 11. To 

determine if an offset occurs velocity will be regressed 

over time as: V = a +bT. The hypothesis will be supported 

if b, the slope or change in velocity over time is positive 

during periods of restraint and negative during periods of 

ease. This will be done for each period of restraint and 

ease from 1/59 through 12/70. Table 10 presents each policy 

period and the number of monthly observations in each. The 

fourth and sixth periods of ease will be ignored since they 

each have only two observations. Table 12 summarizes the 

findings while Figure 1 displays the plottings over time. 

Test of Offset Existence 

This analysis may be demonstrated with the results 

from the first period of restraint which gives us the 

following equation: 

V = .0573 + .0009 T (where T is time, monthly). 

Interpretively, the intercept is meaningless. Since b = 

.0009, velocity is rising during this period of restraint. 
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M1 Money Supply Installment Credit 
S.A. (in of Sales Finance 

Date billions of $ ) S.A. (in billions) Velocity : 

1-59 141.8 8.437 .0594 
2-59 142.2 8.446 .0593 
3-59 142.8 8.502 .0595 
4-59 143.1 8.631 .0603 
5-59 143.6 8.793 .0612 
6-59 143.8 9.052 .0629 
7-59 144. 6 9.292 .0642 
8-59 144.1 9.513 . 0660 
9-59 143.8 9.677 .0672 
10-59 143. 5 9.804 .0683 
11-59 143.3 9.849 .0687 
12-59 142. 6 9.880 .0692 

1-60 142.4 9.888 .0694 
2-60 141.9 9.964 .0702 
3-60 141.6 10.062 .0710 
4-60 141. 5 10.201 .0720 
5-60 141.0 10.330 .0732 
6-60 140.9 10.548 .0748 
7-60 141.2 10.650 .0754 
8-60 141.7 10.757 .0759 
9-60 141.8 10.794 .0761 
10-60 141.8 10.778 .0760 
11-60 141.6 10.764 .0760 
12-60 141.7 10.763 .0759 

1-61 141.9 10.643 .0745 
2-61 142.4 10.527 .0739 
3-61 142.8 10.396 .0728 
4-61 143.2 10.325 .0721 
5-61 143.5 10.290 .0710 
6-61 143.8 10.341 .0719 
7-61 143.9 10.331 .0717 
8-61 144. 3 10.315 .0714 
9-61 144.6 10.259 .0709 
10-61 145.1 10.247 .0706 
11-61 145.7 10.256 .0703 
12-61 146.0 10.327 .0707 

1-62 146.2 10.267 .0702 
2-62 146.4 10.281 .0702 
3-62 146.8 10.307 .0702 
4-62 147.1 10.425 .0708 



56 

Table 11.—Continued Calculation of Velocity 

M. Money Supply Installment Credit 
S.A. (in of Sales Finance IC 

Date billions of $) S.A. (in billions) Velocity = -rj— 
1 

5-62 147.1 10.582 .0719 
6-62 147.1 10.764 .0731 
7-62 146.9 10.917 .0743 
8-62 146.8 11.071 .0754 
9-62 146.7 11.093 .0756 
10-62 147.2 11.189 .0760 
11-62 147.6 11.316 .0766 
12-62 148.1 11.405 .0770 

1-63 148.8 11.431 .0768 
2-63 149.2 11.426 .0765 
3-63 149. 6 11.460 .0766 
4-63 150.0 11.593 .0772 
5-63 150.6 11.764 .0781 
6-63 151.1 11.964 .0791 
7-63 151.7 12.151 .0800 
8-63 151.9 12.303 .0809 
9-63 152.1 12. 325 .0810 
10-63 152.9 12.432 .0813 
11-63 153.9 12.522 .0813 
12-63 153. 6 12.630 .0822 

1-64 154.1 12.620 .0818 
2-64 154.5 12.640 .0818 
3-64 155.0 12.681 .0818 
4-64 155.2 12.780 .0823 
5-64 155.9 12.955 .0830 
6-64 156.4 13.151 .0840 
7-64 157.5 13.305 .0844 
8-64 158.4 13.422 .0847 
9-64 159.1 13.464 .0846 
10-64 159.7 13.305 .0846 
11-64 160.3 13.493 .0841 
12-64 160.5 13.605 .0847 

1-65 160.8 13.688 .0845 
2-65 161.3 13.628 .0844 
3-65 161.7 13.666 .0845 
4-65 162.0 13.801 .0851 
5-65 162.3 13.961 .0860 
6065 163.1 14.167 .0868 
7-65 163.7 14.424 .0881 
8-65 164.3 14.751 .0897 



Table 11.—Continued Calculation of Velocity 

M Money Supply Installment Credit 
S.A. (in of Sales Finance IC 

Date billions of $) S.A. (in billions) Velocity = 

9-65 165.2 14.893 . 0901 
10-65 166.4 14.987 .0900 
11-65 166.9 15.081 .0903 
12-65 168.0 15. 279 .0909 

1-66 168.9 15.281 .0904 
2-66 169.7 15.262 . 0899 
3-66 170.5 15.297 .0897 
4-66 171.7 15. 390 .0896 
5-66 171.6 15.501 .0903 
6-66 171.7 15.701 .0914 
7-66 171.0 15.895 .0929 
8-66 171.2 16.079 .0939 
9-66 171.9 16.151 .0939 
10-66 171.4 16.286 .0950 
11-66 171.2 16.441 .0960 
12-66 171.7 16.697 .0972 

1-67 171.1 16. 612 .0970 
2-67 173.1 16.484 .0952 
3-67 174.6 16.422 .0940 
4-67 174.1 16.440 .0944 
5-67 175.9 16.471 .0936 
6-67 177.5 16.594 .0934 
7-67 178.9 16.681 .0932 
8-67 180.0 16.744 .0930 
9-67 180.9 16.664 .0921 
10-67 181.7 16.698 .0918 
11-67 18?.4 16.725 .0916 
12-67 183.1 16.838 .0919 

1-68 183.6 16.726 .0911 
2-68 184.7 16.713 .0904 
3-68 185.8 16.759 .0901 
4-68 186.6 16.868 .0903 
5-68 188.7 17.010 .0901 
6-68 190.2 17.239 .0906 
7-68 191.6 17.448 .0910 
8-68 192.7 17.670 .0916 
9-68 193.6 17.680 .0913 
10-68 194.3 17.823 .0917 
11-68 196.0 17.960 .0916 
12-68 197.4 18.219 .0922 



Table 11.—Continued Calculation of Velocity 

M Money Supply Installment Credit 
S.A. (in of Sales Finance IC 

Date billions of $) S.A. (in billions) Velocity = 

1-69 198.1 18.175 .0917 
2-69 199. 3 18.219 .0914 
3-69 200.1 18.253 .0912 
4-69 201.0 18.481 .0916 
5-69 201.6 18.636 .0924 
6-69 202.4 18.961 .0936 
7-69 203.1 19.127 .0941 
8-69 202. 6 19.265 .0950 
9-69 202.8 19.360 .0954 
10-69 203.2 19.569 .0963 
11-69 203.5 19.668 .0966 
12-69 203. 6 19.798 .0972 

1-70 205.2 19.703 .0960 
2-70 204.5 19.652 .0960 
3-70 206. 6 19.586 .0948 
4-70 208.3 19.672 .0944 
5-70 209.2 19.760 .0944 
6-70 209.6 19.936 .0951 
7-70 210. 6 19.587 .0931 
8-70 211.8 19.601 .0925 

Source: Money supply data obtained from St. Louis 
Federal Reserve Bank, Research Department. Installment 
credit data recorded from Federal Reserve Bulletins. Vols. 
46-57, 1960-1971. 



Table 12. Results of Velocity Regressed on Time 

Period 
Intercept 

(a) 
Slope 
(b) 

Correlation 
Coefficient 

(r) 
Calculated 
t-Score 

Tabular 
t-Score* 

Degrees of 
Freedom 

1. Restraint .0573 .0009 .98 17.61 2. 68 12 

2. Ease .0753 -.0001 -.59 -3.25 -2.53 20 

3. Restraint .0706 .0004 .98 27.78 2.45 33 

5. Restraint .0832 .0007 .97 12.15 2.89 8 

7. Restraint .0880 .0007 .97 11.11 2.89 8 

8. Ease .0970 -.0004 -.95 -10.12 -2.76 10 

9. Restraint .0911 -.0001 -.45 -1.23 3.14 6 

10. Ease .0912 .0001 .73 1.82 -4.54 3 

11. Restraint .0902 .0005 .96 10.82 2.72 11 

12. Ease .0962 -.0004 -.86 -3.72 -3.36 5 

*At the 99% confidence level. 
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Figure 1. Velocity Regressed Over Time, 1/59 to 8/70 — Source: Table 11. 
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With fourteen observations, and derivations for two param

eters, a and b, there are twelve (i.e., 14 - 2) degrees of 

freedom. Consulting any table of t-values, it is noted the 

critical t-value at the 99% confidence interval and twelve 

degrees of freedom to be 2.68. Since the calculated t-value 

of 17.61 vastly exceeds 2.68, the null hypothesis may be 

safely rejected, i.e., B = 0. 

Graphically, this may be seen as 

original values of b 

t-values 
for b 

B=,0 

2 Finally, it may also be stated that (98) % of the variation 

in V is associated with variations in time, making this a 

good predictive model. 

In the second period of analysis, one of ease, the 

equation is V = .0753 - .001 T. The hypothesis tells us to 

expect a negative slope, which is obtained. And since the 

computed t-value (-3.25) lies to the left of the tabular 

t-value (-2.53), it is safe to reject the null hypothesis 

that B = 0. In periods of ease, however, the alternative 

hypothesis becomes B <0, or graphically, 
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1 

-3.25 -2.53 

Thus, the expected offset is occurring. Note, however, that 

2 in this period, only (-58) % of the variation in V is 

associated with variations in T. A look at Figure 1 explains 

why. While V definitely declines, it only does so after a 

somewhat prolonged increase. So, the equation for this 

period is not a very good predictor. 

In the next periods (numbers 3, 5, 7—remembering 

prriods 4 and 6 of ease were ignored) the results are very 

consistent with the intentions., The next period of ease 

(number 8) also conforms. Values of t and r lend support to 

the contention. 

Period 9, one of restraint, and period 10, one of 

ease, present the first disturbing results. The equations 

read: 

Vg = .0911 - .0001 T 

V1Q = .0912 + .0001 T. 

In each case, the slope has the "wrong" sign. But, by 

comparing the calculated with the tabular t-values, in 

neither case would the null hypothsis be rejected. For 

example, in period 9, the test would be Hq : B = 0 as 
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compared to : B > 0. Graphically, 

1% 

-1.23 3.19 

The alternative hypothesis cannot be accepted in this case 

since the estimated slope is negative while our prior belief 

led us to expect the opposite. But merely to reject is 

not necessarily to accept Hq because "... classical 

statistical theory provides incomplete grounds for accepting 

Hq; acceptance must be based also on extra-statistical 

j u d g m e n t ,  w i t h  p r i o r  b e l i e f  p l a y i n g  a  k e y  r o l e . T h e  

safest way to state any conclusion is simply: There is not 

99% confidence that B > 0. 

A similar vein of logic applies to period 10. The 

null hypothesis would be stated as Hq : B = 0, while the 

alternative hypothesis is : B < 0. Graphically depicted: 

1. T. H. Wonnacott and R. J. Wonnacott, Intro
ductory Statistics (New York: Wiley Publishers, 1969), 
Chapter 13, p. 268. 
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1% 

1.82 -4. 54 0 

Once again, to summarize by saying: There is not 99% con

fidence that B < 0. Nor is this a good predictive model 

2 since r only equals 49%. But in both periods 9 and 10, 

there are few observations which may very well be the cause 

of the perverse results. 

Period 11, the last one of restraint, takes the 

2 form: V = .0902 + .0005 T, with an r = 88%, suggesting a 

somewhat reliable predictor. Depicted graphically: 

1% 

2.72 

> 

Thus, the null hypothesis that B = 0 may be safely rejected 

and the alternative, : B > 0, accepted. 
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2 The last period of analysis, number 12 , is one of 

ease and takes the form: V = .0962 - .0004 T. With only 

seventy-four per cent of the variation in V associated with 

variation in Tf this is not a very accurate estimator. 

Graphically, 

-3.72 -3.36 

There is 99% confidence in accepting the alternative 

hypothesis that B < 0. 

Concluding this section, it may be stated that in 

most cases (all but periods 9 and 10) the first hypothesis, 

that an offset is occurring to intended policy, has merit. 

The next part seeks to determine whether this offset is 

associated with the commercial paper market. 

2. There are only seven observations in this period 
because the Federal Reserve Bulletin ceased listing data on 
installment credit of sales finance companies as of August, 
1970. Since that time, one can only get a more aggregate 
figure for all finance companies. 
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Test of Correlation Between Offset 
and Commercial Paper 

Remembering that the measure of velocity was defined 

as V = IC/M, the attempt is to discover the relationship 

between IC and CP (commercial paper of sales finance 

companies). In other words, how closely do changes in IC 

move with changes in CP? Are sales finance companies re

ceiving the funds to increase their installment credit from 

the commercial paper market during times of restraint? If 

so, the source of the offset has been found. 

In this section, a regression equation of the form 

IC = a + b CP 

is to be run over each period of analysis. The intention 

will be to discern the relationship between installment 

credit and commercial paper. To assist in these efforts, 

2 the coefficient of determination, r , will be computed, 

which is that per cent of total variation explained by the 

2  .  . . .  regression equation. Testing r as statistically signifi

cant is tantamount to testing b as statistically signifi-

3 cant, wherein one can use t-values. "Thus r = 0 and b = 0 

are seen to be equivalent ways of formally stating 'no ob-

4 served linear relation between X and Y.1" If B = 0 may be 

rejected, the implication is of rejecting p = 0, and one may 

3. Wonnacott and Wonnacott, Introductory 
Statistics. Chapter 14, pp. 296-297. 

4. Ibid.. Chapter 14, p. 301. 
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conclude that correlation between the two variables does not 

exist. The results of this analysis are presented in Table 

13 and depicted in Figure 2. 

Applying this analysis to the first period,' the 

result is IC = 4,640 + 1.68 CP. If IC and CP are positively 

correlated as b = 1.68 suggests, let the null hypothesis 

H •: B = 0 - be tested as compared to the alternative, 

: B > 0. The tabular t-value is 2.68, which appears 

graphically as: 

1% 

10.42 2.  68 

Since this computed t-value is 10.42, one may safely reject 

Hq : B = 0 and conclude that IC and CP are highly correlated. 

Similar analysis extends to subsequent periods. 

Five of. six restraint periods have a respectable to 

2 very good r . These are periods 1, 3, 5, 7, and 11. Only 

period 9 gives little linear relationship (or, for that 

matter judging from the figure, any relationship of even a 

2 nonlinear nature) with an r = 36%. 

t Of the four periods of ease, only period 10, with a 

2 mere five observations, possesses a respectable r , 87%. 



Table 13. Results of Correlation Between Commercial Paper and Installment Credit 

Period 
Intercept 

(a) 
Slope 
(b) 

Correlation 
Coefficient 

(r) 
Calculated 
t-Score 

Tabular 
t-Score* 

Degrees of 
Freedom 

1. Restraint 4,640 1.684 .949 10.42 2.68 12 

2. Ease 6,433 1.151 .773 5.45 2.53 20 

3. Restraint 6,353 1.080 .991 41.99 2.45 33 

5. Restraint 5,437 1.166 .915 6.41 2.89 8 

7 Restraint 10,411 . 579 .928 7.06 2.89 8 

8. Ease 18,576 -.170 -.346 -1.17 -2.76 10 

9. Restraint 12,746 .337 .603 1.85 3.14 6 

10. Ease 10,606 .536 .932 4.45 4. 54 3 

11. Restraint 12,154 .428 .984 18.39 2.72 11 

12. Ease 17,909 .097 .554 1.49 2.36 5 

*At the 99% confidence level. 
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Figure 2. Installment Credit Correlated with Direct Commercial Paper, 1/59 to 
8/70 — Source: Installment Credit, Table 11; Direct Commercial Paper, 
Table 7. Inside loops = restraint; outside loops = ease. 
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Conclusion 

The results seem to imply that installment credit 

and commercial paper are quite highly related during periods 

of restraint, but very much unrelated during times of ease. 

This should not be surprising. During times of monetary 

restraint, funds become less available and so sales finance 

companies utilize the commercial paper market as a source of 

funds. During times of monetary ease, these companies may 

be reluctant to reduce their issues of commercial paper, 

having found eager buyers. Thus, offset conclusion appears 

to be only warranted during times of restraint. 

In concluding this chapter, it appears that the 

hypothesis has empirical support. First, the attempt was 

to determine if an offset does exist. In all periods of 

restraint but one (period 9), the slope of velocity, b, was 

significantly.positive. The subsequent task was to show 

that this increase in velocity during restraint was asso

ciated with changes in commercial paper. Once again, in all 

periods of restraint but one (period 9), the coefficient of 

2 determination, r , was significant. 



CHAPTER V 

DEMAND FOR FUNDS 

Introduction 

The previous chapter concluded that in all but one 

period of restraint, a measure of velocity increased, sug

gesting an offset to policy. Further analysis displayed a 

highly significant correlation between installment credit 

(the numerator in velocity) and commercial paper, a source 

of funds. Larger outstanding values of commercial paper 

during restraint reflect some combination of increased 

demand and supply conditions. It will be shown in this 

chapter that increases in the demand for commercial paper 

funds definitely occurred during such times. Issuers of 

paper, revising their outlooks, more aggressively sought 

these funds during restraint, i.e., shifted the demand curve 

to the right. No conclusions will be drawn concerning 

shifts in supply. 

Theoretical Discussion 

A note on terminology will aid in the graphical 

analysis which follows. The term "demand" will refer to 

the demand for commercial paper funds by the issuing firm, 

not the demand for commercial paper. This latter concept 

will be termed "supply" of funds. The quantity demanded 

71 
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and supplied of any good can be written as a function of its 

price. Thus, QD = f(P) and Qg = g(P), denoting different 

functions. The price of commercial paper funds is the 

interest rate on paper viewed either as an alternate rate of 

return by suppliers or as a cost by demanders. Figure 3 

depicts quantity demanded as an inverse function of this 

rate (rCp) and quantity supplied as a direct function. 

Equilibrium will be established at (rCp)0 and ĉp̂
0* 

CP 

CP o 

CP (CP) 

Figure 3. Quantity Supplied and Demanded as a Function of 
Price 

There are various ways in which an increase in 

demand can be detected by noting the movement in price and 

quantity. The first, and simplest, case, is where only 

the demand curve increases to D'. As evidenced by Figure 4, 

both price and quantity increase. 

Of course, in reality, the demand curve was 

probably not the only curve to shift. A higher price and 

quantity could be observed, depending upon the elasticity 

of each curve and the magnitude of the shifts. 
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r CP s 

I 
0 CP 

Figure 4. An Increase in the Demand Curve 

Figure 5 shows a "slight" increase in an inelastic 

demand schedule together with a "larger" shift in an 

elastic supply curve. 

Figure 5. Increase in Elastic Supply Curve Exceeds the 
Increase in Inelastic Demand Curve 

An elastic demand curve that shifts "more" than an 

inelastic supply produces equivalent results, as shown in 

Figure 6. 

0 

S 

CP 



74 

CP 

CP 

Figure 6. Increase in Elastic Demand Curve Exceeds the 
Increase in Inelastic Supply Curve 

Obviously, these are not the only possibilities. 

But one additional case is worth exploring, namely, where 

the supply curve even decreases and yet price and quantity 

increase. See Figure 7. 

CP 

CP 

Figure 7. Increase in Demand Curve Exceeds the Decrease in 
Supply Curve 
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In conclusion, whatever the specific case, price and 

quantity both increased. This may have been due strictly, 

or partially, to demand; i.e., supply may or may not have 

shifted. And, if it did, then it may have done so by a 

"slight" or "large" amount. But the key point is this: 

there is no way to increase both price and quantity without 

at least increasing demand. 

Empirical Testing 

Empirical analysis must be utilized to determine if 

both price and quantity actually did increase over periods 

of restraint. Monthly observations were made of direct-

paper rates (Table 16, p. 79) and outstanding levels of 

direct paper (Table 7). It was assumed that each monthly 

set of data represented a point of equilibrium in that 

market. For each period, the interest rate on commercial 

paper was regressed over time in the form: 

r = a + b Time. 
cp 

A significantly positive b would indicate that this rate did 

rise. 

Table 14 presents the tabulations. In every 

restraint period, b is significantly positive indicating the 

unknown population B to be in fact positive. In no period 

of ease could a similar statement be made of B and b. In 

other words, rCp definitely rose during restraint and either 
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Table 14. Results of Commercial Paper Rates Regressed on 
Time — r = a + b Time cp 

Period a b r t D.F. 

1R 2.77 .157 .949 10.48 12 

2E 3.56 -.052 -.762 -5.26 20 

3R 2.85 .032 .930 14.52 33 

5R 4.16 .017 .797 3.73 8 

7R 4.85 .106 .985 16.19 8 

8E 5.32 -.058 -.471 -1.69 10 

9R 5.14 .113 .863 4.18 6 

10E 5.59 .038 .541 1.11 3 

11R 5.96 .182 .935 8.78 11 

12E 7.78 -.049 -.451 -1.13 5 



fell or rose slightly during ease, but in this latter case, 

no definite trend emerges. 

Table 15 presents data from similar testing of the 

quantity of commercial paper in the form: 

CP = a + b Time. 

In periods 1, 3, 5, 7, and 11, b is significantly positive. 

Only in period 9 is it weakly so. Nothing consistent can be 

said of CP behavior during periods of ease. 

Summary 

During periods of ex-ante restraint, both price and 

quantity of commercial paper increased proving that the 

demand for commercial paper funds increased. When the 

monetary authorities attempted to limit the banks' ability 

to lend, market conditions changed, and with them, in

vestors' attitudes, encouraging these issuers of direct 

paper to take the initiative and seek out other funds. It 

is this very behavior which causes the offset to policy to 

occur. 



Table 15. Results of Commercial Paper Regressed on Time — 
CP = a + b Time 

Period a b 4 t D.F. 

1R 2.147 .080 .983 18.84 12 

2E 3.613 -.011 -.461 -2.32 20 

3R 3.527 .091 .991 41.43 33 

5R 6.866 .139 .948 8.40 8 

7R 8.145 .211 .926 6.94 8 

8E 11.46 .021 .320 1.06 10 

9R 12.10 .084 .433 1.17 6 

10E 12.86 .234 .933 4.48 3 

11R 13.53 .356 .989 22.85 11 

12E 18.96 -.170 -. 507 -1.31 5 
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Table 16. Rates on Directly-Placed Paper 

Year Rate (%) 

1-59 3.05 
2-59 3.00 
3-59 3.22 
4-59 3.36 
5-59 3.44 
6-59 3.66 
7-59 3.81 
8-59 3.87 
9-59 4.52 
10-59 4.70 
11-59 4.38 
12-59 4.82 

1-60 5.02 
2-60 4. 50 
3-60 4.16 
4-60 3.74 
5-60 3.88 
6-60 3.24 
7-60 2.98 
8-60 2.94 
9-60 3.13 
10-60 3.11 
11-60 2.91 
12-60 2.97 

1-61 2. 78 
2-61 2.65 
3-61 2.76 
4-61 2.58 
5-61 2.50 
6-61 2.66 
7-61 2.50 
8-61 2.64 
9-61 2.68 
10-61 2.79 
11-61 2.74 
12-61 2.93 

1-62 3.05 
2-62 3.00 
3-62 3.02 
4-62 3.09 
5-62 2.95 
6-62 3.02 
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Table 16.—Continued Rates on Directly-Placed Paper 

Year 

7-62 
8-62 
9-62 
10-62 
11-62 
12-62 

1-63 
2-63 
3-63 
4-63 
5-63 
6-63 
7-63 
8-63 
9-63 
10-63 
11-63 
12-63 

1-64 
2-64 
3-64 
4-64 
5-64 
6-64 
7-64 
8-64 
9-64 
10-64 
11-64 
12-64 

1-65 
2-65 
3-65 
4-65 
5-65 
6-65 
7-65 
8-65 
9-65 
10-65 
11-65 
12-65 

Rate (%) 

3.20 
3.12 
3.13 
3.04 
3.08 
3.16 

3.18 
3.13 
3.15 
3.17 
3.15 
3.21 
3.35 
3.57 
3.63 
3.72 
3.75 
3.84 

3.82 
3.76 
3.83 
3.80 
3.76 
3.88 
3.81 
3.76 
3.75 
3.91 
3.89 
3.98 

4.05 
4.12 
4.25 
4.25 
4.25 
4.25 
4.25 
4.25 
4.25 
4.32 
4.38 
4.60 



Table 16.—Continued Rates on Directly-Placed Paper 

Year Rate (%) 

1-66 4.82 
2-66 4.88 
3-66 5.02 
4-66 5.25 
5-66 5.38 
6-66 5.39 
7-66 5.51 
8-66 5.63 
9-66 5.67 
10-66 5.82 
11-66 5.88 
12-66 5.88 

1-67 5. 50 
2-67 5.19 
3-67 5.01 
4-67 4.57 
5-67 4.41 
6-67 4.40 
7-67 4.70 
8-67 4.75 
9-67 4.77 
10-67 4.96 
11-67 5.17 
12-67 5.43 

1-68 5.46 
2-68 5.25 
3-68 5.40 
4-68 5.60 
5-68 5.99 
6-68 6.04 
7-68 6.02 
8-68 5.74 
9-68 5.61 
10-68 . 5. 59 
11-68 5.75 
12-68 5.86 

1-69 6.14 
2-69 6.33 
3-69 6.38 
4-69 6.38 
5-69 6.54 
6-69 7.25 
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Table 16.—Continued Rates on Directly-Placed Paper 

Year Rate (%) 

7-69 7.89 
8-69 7.71 
9-69 7.61 
10-69 7.86 
11-69 7.92 
12-69 7.93 

1-70 8.14 
2-70 8.01 
3-70 7.68 
4-70 7.26 
5-70 7.43 
6-70 7.55 
7-70 7.64 
8-70 7.98 
9-70 7.12 
10-70 6.76 
11-70 6.16 
12-70 5.48 

Source: Federal Reserve Bulletins. 
1960-1971. 

Vols. 46-57, 



CHAPTER VI 

RATIONAL FIRM BEHAVIOR AS REASON 
FOR OFFSET 

Symbols and Schematic 

TL = Total liabilities 

LTL = Long term liabilities 

STL = Short term liabilities 

B = Bonds 

BL s Bank loans 

CP = Commercial paper 

FR = Free reserves 

PY = Personal income 

r t̂̂  = Long term rate 

r . - s= Short term rate stl 

rCp = Commercial paper rate 

r = Prime rate 
P 

rAaa - Bond rate 

I. Total Liabilities 

II. Long Term Short Term 

III. Bonds Bank Loans Commercial Paper 

The above schematic represents the three major 

sources of funds for a typical sales finance company engaged 

in the issuance of commercial paper. Equity may be ignored 

because (1) the firm's proper financing mix probably 

maintans a given debt/equity ratio which relegates a passive 

role to equity, and (2) there is a convenience involved with 

focusing upon an all debt structure. 
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It has previously been shown that during periods of 

restraint, the demand for commercial paper funds increases. 

The next step is to seek a better understanding of the 

causes. Assuming the typical firm to be a rational economic 

unit, what factors determine the decision to go to the 

commercial paper market? 

Three Stage Effect 

The analysis may be divided into three parts. Stage 

I is an "income effect." Commercial paper may increase 

merely because of a general tendency for all sources of 

funds to increase. This, of course, implies that the firm's 

total assets are growing and the firm is seeking additional 

financing. 

Stage II represents a "substitution effect" as 

short-term financing replaces long-term financing due to 

lower costs in the former market. Commercial paper, as a 

component of short-term financing along with bank loans, 

would then increase, but not as an attempt to raise total 

financing. 

Finally, Stage III represents another "substitution 

effect" as greater reliance is placed on commercial paper 

and less on bank loans. This also is not an attempt to 

increase total liabilities, but rather to switch to a 

cheaper means of financing. 
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Pure Effect 

Assume a modified model where any growth in com

mercial paper was due to only one of these three effects. 

This will be referred to as the "pure" case. It could 

easily be shown which effect was the basis for paper expan

sion. 

For example, if it was a Stage I effect, then total 

liabilities and each of its components would show equal 

proportionate increases, with no changes in any ratios of 

liabilities. 

Similar reasoning applies to the Stage II effect. 

Total liabilities would not be altered, rather short-term 

liabilities would rise by the same dollar amount as long-

term funds declined. Commercial paper would be a more sig

nificant component of total liabilities but would not change 

as a fraction of short-term financing although it would 

increase in dollar amount. 

Total liabilities should also not increase in a 

Stage III effect. Nor should there be any change in the 

ratio of long-term to r-hort-term liabilities as their 

respective dollar amounts would be unaltered. Commercial 

paper would not only rise absolutely, but also relative to 

short-term funds, bank loans, and total liabilities. 

These expected "pure" results may be summarized 

below using + , -, 0, to denote increase, decrease, and no 

change, respectively. 
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Stage I Stage II Stage III 

TL . + 0 0 

LTL = B + _ 0 

BL + + — 

CP + + + 

STL + + 0 

E§7 0 + 0 

& 
Hl 0 0 

0 + + 

S 0 0 

r?r 0 + • + 

To make sense from the above one should read vertically not 

horizontally. For example, if a pure Stage I effect occurred 

it would be evidenced by increases ( + ) in all dollar values 

and no change (0) in all ratios. By definition, only one 

of the stages could occur at any one time, otherwise it 

would not be a "pure" case. Thus, there is no point in 

aggregating the three columns. 

To empirically test the model over the policy 

periods discussed earlier, one would calculate the above 
k 

figures for each policy period. If the real world conformed 

to the "pure" model, there would be no difficulty in deter

mining the cause of any change in commercial paper. But for 
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two reasons this will not be done. First, monthly data are 

unavailable for sales finance companies' outstanding bonds 

and bank loans. Of course, year-end balance sheet data are 

available but of little use, especially when testing over 

policy periods of a few months. Second, there is no reason 

to believe that a change in commercial paper over any period 

is due to only one stage. Rather, they may all have some 

role to play. Therefore, a model is needed which extends 

beyond the restrictive "pure" effects and incorporates all 

three stages into an explanation of commercial paper activity. 

Combined Effect 

A period of restraint normally would be imposed on 

an accelerating economy where demand is growing. During 

such a period, one should expect installment credit of sales 

finance companies to increase, calling for more total 

financing, a Stage I effect. But also, as the cost in

creases and availability of bank funds declines, commercial 

paper would be issued as an alternative source of funds, a 

Stage III response. A Stage II effect might also be 

expected as companies avert to "going long" during periods 

of higher interest rates. In summary, increased dollar 

amounts of installment credit entail the need for additional 

funds (Stage I) of which commercial paper is most important 

as bond-funds decline absolutely and/or relatively, due to 

increased bond rates (Stage II) and bank funds become more 
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costly and less available due to the policy of restraint 

(Stage III). 

If the above behavior may be expected during periods 

of restraint, a test may be devised to aid in the deter

mination of commercial paper movements. The main conclusion 

of Chapter V was that the demand for commercial funds rises 

during periods of restraint. If one knew a current month 

was ex-ante restraint, he might confidently expect there to 

be an increase in commercial paper activity that month. Un

fortunately, it is not known what policy the month was 

intended to be until much later when the Open Market 

Committee releases their minutes. Therefore, the following 

analysis is an attempt to categorize a month as one of 

restraint or ease before the F.O.M.C. minutes are published. 

Functional Relationships 

In an attempt to monitor monetary policy, economists 

watch various economic variables which hopefully will 

identify a policy's direction and force."'' The approach here 

will be to do likewise, utilizing the previously mentioned 

three stages. Basically, the main question to be asked is: 

1. For a discussion of this process, see T. R. 
Saving, "Monetary-Policy Targets and Indicators," Journal 
of Political Economy. Vol. 75 (1967), pp. 446-56. Also 
Maurice Mann, "How Does Monetary Policy Affect the Economy?," 
Journal of Money. Credit and Banking. Vol. I, No. 3 (August, 
1969), pp. 538-48. Finally, Karl Brunner and Allan Meltzer, 
"The Meaningful Monetary Indicators," Monetary Economics: 
Readings on Current Issues, ed. by W. E. Gibson and G. G. 
Kaufman (New York: McGraw-Hill Co., 1971), pp. 403-415. 
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Since the demand for commercial paper funds increases during 

a period of restraint, what variables, consistent with each 

"stage effect," may be analyzed to label a month as one of 

restraint? 

The first stage was seen to possess an "income 

effect" as all sources of financing increased, due only to a 

greater volume of installment credit. This was caused, 

perhaps, solely by economic growth as measured by personal 

income (PY), or, for purposes of testing, APY. When per

sonal income is seen to be growing too fast (i.e., in

flationary), a policy of monetary restraint may be called 

for. Therefore, rising personal income will be consistent 

2 with a policy of restraint. 

The second stage was where short-term liabilities 

were substituted for long-term financing. Commercial paper, 

as a component of short-term financing, would then increase. 

This may be due to short-term rates becoming more and more 

attractive vis-^-vis long term rates. For consistency 

then, a period of restraint may be recognized as the differ

ence widens between long minus short rates. As measures of 

2. This statement may prove a problem because 
rising personal income may be associated with ease. Easy 
money is expansionary allowing income to rise. But when the 
expansion becomes inflationary a policy of restraint is 
called for and should be kept in operation until the in
flationary pressures have been lessened. Therefore, the 
implication is not that a restraint policy causes income to 
rise, but rather the two may occur together since restraint 
stays in action until income begins to fall (absolutely or 
in reduced rates of growth). 
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each rate, it was decided to use the Aaa bond rate and the 

six-month commercial paper rate. Therefore, restraint may 

be stated as a function of this difference: R = 

f(TAaa ~ TCP)# 

Finally, the third stage of analysis represents the 

substitution of commercial paper for short-term bank loans. 

This is because the policy of restraint has both increased 

the cost of credit (as measured by the difference between 

the prime rate and the six-month commercial paper rate) and 

the availability of credit (as measured by free reserves). 

Summarizing, a policy period of restraint may be 

stated as a function of four variables: 

a^(APY) + a2(TAaa - Tcp) + a3(Tp - Tcp) + a4(AFR) 

where all are stated as differences. 

Description of Methodology 

This section will briefly present the technique used 

to test whether a month of restraint, as judged by the afore

mentioned criteria, is in fact, consistent with its classi

fication in the published F.O.M.C. minutes. The technique 

to be used is discriminant analysis, a general discussion of 

which follows. 

Discriminant analysis is a multi-variate technique 

used to classify an object into one of at least two 

mutually-exclusive categories. This is done on the basis 
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of that object's "scores" or values of some number of 

variables. 

For example, discriminant analysis has been used to 

3 
predict corporate bankruptcy prior to its occurrence, as 

4 well as predicting consumer brand choice. 

Graphically, depiction is simple if there are only 

two variables, X and Y, and two mutually exclusive groups 

each of which are posited to be a function of X and Y. For 

example, an attempt could be made to classify a person as 

male or female on the basis of that person's IQ and height 

after recording the IQ and height of known males and females. 

As shown below, the females' scores on IQ (Y) and height (X) 

are depicted by squares (•) and the males' scores are 

denoted by dots (•). 

0 

/ 
/• / i 

/ 

/ 

/ 
/^.D. B.L, 

/ 
f *  

values 

3. Edward J. Altman, "Financial Ratios, Discriminant 
Analysis and the Prediction of Corporate Bankruptcy," Journal 
of Finance. XXIII (September, 1968), pp. 589-609. 

4. Seymour Bonks, "Why People Buy Particular 
Brands," Motivation and Market Behavior, ed. by Robert 
Ferber and H. G~. Wales (Homewood, 111. : Irwin and Co. , 
1958), pp. 277-293. 
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The discriminant boundary line is the best linear 

separator between the two groups. It will minimize in

correct classifications. The basic form of the discriminant 

function is: 

f = aX + BY 

where a and B are the parameters to be determined, and a/B 

is the slope of the discriminant boundary line. When the 

values of an observation are multiplied by a and B and then 

summed, an f-value for that observation is determined. It 

may be plotted to scale on the f-axis as shown above. All 

other observations may be converted to f-value form in a 

similar parallel-line fashion. 

The cut-off f-value (f*) is determined as the inter

cept of the discriminant boundary line. In the example 

above, if an observation's calculated f-value is less than 

f*, that observation probably belongs to the female group, 

and vice versa. That is, for any observation, Ch , if f^ < 

f*, then 0^ will be classified as belonging to Group I. If 

f^ > f*, then CK will be classified as belonging to Group 

II. 

Of course, there is usually some statistical fore

casting error involved as an observation may be incorrectly 

classified. For example, note in the previous graph that 

two female observations (squares, •) were incorrectly 

classified as belonging to the male group. The greater the 
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distance between and f*, the greater the confidence that 

f^ is correctly classified. 

Application of Discriminant Analysis in 
Predicting Restraint 

There are two groups, restraint (I) and ease (II), 

four variables (APY, rAaa~rCP' rP~rCP' and AFR), and ninety 

observations for group I and fifty observations for Group II. 

The period of analysis runs the same as in Chapter IV, 1/59 

to 8/70, or a total of 140 monthly observations. The two 

variables of dollar value are seasonally adjusted. All 

variables were obtained from the Federal Reserve Bulletin. 

The program was run on BMD04M at S.U.N.Y. at Buffalo. The 

data are presented in Table 17. 

Table 18 presents the results of the run. In a 

world of perfect dichotomy, the first ninety values would 

all belong to Group I and the next fifty to Group II. The 

columns headed "First (Second) Group Item No." lists the 

months of each group in their order of descending f-values. 

That is, the first entry, 87, is the fourth last month of 

restraint, or October, 1969. 

Depending upon interpretation, the results may or 

may not be encouraging. A random selection of ninety 

90 9 observations should classify approximately qq+5q + = 

64% of the 90 as restraint, i.e., .64 x 90 = 58. If the 

discriminant analysis cannot do sufficiently better than 

this, then no additional information is obtained. It can be 
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Table 17. Data as Entered in Discriminant Analysis Program 

Change in Aaa bond rate Prime rate Change in 
personal minus minus Free 

Date income C.P. rate C.P. rate reserves 

1-59 01.1 1.07 0.95 .030 
2-59 02.0 1.14 1.00 .012 
3-59 04.4 0.91 0.78 -.092 
4-59 03.6 0.87 0.64 .119 
5-59 02. 3 0.93 1.06 -.060 
6-59 02. 5 0.80 0.84 -.194 
7-59 -00.4 0.66 0.69 -.044 
8-59 -08.4 0.56 0.63 .022 
9-59 00.0 0.00 0.48 .042 
10-59 01.7 -0.13 0. 30 .042 
11-59 04.4 -0.18 0.62 .026 
12-59 05.1 -0.24 0.18 .009 

1-60 03.6 -0.91 -0.02 .063 
2-60 00.0 0.06 0.50 .000 
3-60 01. 3 0.33 0.84 .142 
4-60 04.9 0. 71 1.26 .025 
5-60 02.8 0.58 1.12 .161 
6-60 01.4 1.21 1.76 .074 
7-60 01. 2 1.43 2.02 .079 
8-60 00.9 1.34 1.56 .127 
9-60 00.6 1.12 1.37 .167 
10-60 00.9 1.19 1. 39 .075 
11-60 -00.7 1.40 1.59 .125 
12-60 -02.1 1. 38 1.53 .068 

1-61 -03. 3 1.54 1.72 .014 
2-61 -00. 5 1.62 1.85 -.179 
3-61 04.2 1.46 1.74 -.041 
4-61 02. 5 1.67 1.92 .086 
5-61 03.4 1.77 2.00 -.019 
6-61 04.1 1.67 1.86 .096 
7-61 03.9 1.91 2.00 -.019 
8-61 -01.8 1.81 1.86 .007 
9-61 01.7 1.77 1.82 .015 
10-61 04.1 1.63 1.71 -.110 
11-61 04.1 1.65 1.76 .067 
12-61 02.5 1.49 1.57 -.085 

1-62 -03.0 1.37 1.45 .131 
2-62 03.1 1.42 1.50 -.121 
3-62 03.3 1.37 1.48 -.052 
4-62 03.1 1.24 1.41 .059 
5-62 01.4 1.33 1.55 -.001 
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Table 17. —Continued Data as Entered in Discriminant 
Analysis Program 

Change in Aaa bond rate Prime rate Change in 
personal minus minus Free 

Date income C.P. rate C.P. rate reserves 

6-62 01.0 1.26 1.48 -.049 
7-62 01.2 1.14 1.30 .049 
8-62 01.1 1.23 1. 38 -.001 
9-62 00. 5 1.19 1. 37 -.064 
10-62 02.1 1.24 1.46 .044 
11-62 02.6 1.17 1.42 .051 
12-62 02.2 1.08 1.34 -.205 

1-63 03.6 1.03 1.32 .119 
2-63 -01.1 1.06 1.37 -.084 
3-63 01.9 1.04 1.35 -.029 
4-63 02.6 1.04 1. 33 -.042 
5-63 02.7 1.07 1. 35 -.065 
6-63 02. 5 1.02 1. 29 -.107 
7-63 01.6 0.91 1.15 -.017 
8-63 00.9 0.72 0.93 -.021 
9-63 02.2 0.68 0.87 -.045 
10-63 03.9 0.60 0.78 .003 
11-63 01.4 0. 58 0.75 -.056 
12-63 03.4 0. 51 0.66 .159 

1-64 03.4 0. 55 0.68 -.027 
2-64 01.1 0. 60 0.74 -.080 
3-64 02.4 0.55 0. 67 .007 
4-64 03. 7 0. 60 0. 70 .064 
5-64 01.2 0. 65 0.74 -.084 
6-64 01.5 0. 53 0. 62 .040 
7-64 02.1 0. 59 0.69 .014 
8-64 03.5 0. 65 0.74 -.053 
9-64 03.0 0.67 0.75 .011 
10-64 00.8 0. 51 0.59 .013 
11-64 03.6 0.54 0.61 -.137 
12-64 03.6 0.46 0.52 .202 

1-65 09.5 0.38 0.45 -.065 
2-65 -00.2 0.29 0.38 -.071 
3-65 02.6 0.17 0.25 -.108 
4-65 02.7 0.18 0.25 -.108 
5-65 04.5 0.19 0.25 -.036 
6-65 03.5 0. 21 0. 25 -.066 
7-65 01.9 0.23 0.25 -.007 
8-65 01.7 0.24 0. 25 .010 
9-65 13.3 0.27 0.25 .039 
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Table 17.—Continued Data as Entered in Discriminant 
Analysis Program 

Change in Aaa bond rate Prime rate Change in 
personal minus minus Free 

Date income C. ,P. rate C.P. rate reserves 

10-65 -04.1 0.24 0.18 -.019 
11-65 04.8 0.22 0.12 .067 
12-65 04.8 0.08 0.40 .071 

1-66 09.3 -0.08 0.18 -.033 
2-66 04.5 -0.10 0.12 -.063 
3-66 04. 3 -0.10 0.48 -.139 
4-66 01. 5 -0.29 0.25 -.022 
5-66 02. 5 -0.40 0.12 -.084 
6-66 04.2 -0.32 0. 36 .000 
7-66 02.8 -0. 35 0. 24 -.066 
8-66 05.4 -0.32 0.27 -.032 
9-66 04.6 -0.18 0. 33 .022 
10-66 04.4 -0.41 0.18 -.063 
11-66 04.1 -0. 53 0.12 .209 
12-66 03.3 -0.49 0.12 .057 

1-67 05.7 -0. 30 0.00 .149 
2-67 01.8 -0.16 0.31 .012 
3-67 03.4 0.12 0.49 . 240 
4-67 01.4 0. 54 0.93 -.061 
5-67 04.1 0.83 1.09 .094 
6-67 04.4 X. 04 1.10 .028 
7-67 04.4 0.88 0.80 -.025 
8-67 04.6 . 0.87 0.75 .026 
9-67 02.8 0.88. 0.73 -.030 
10-67 01.5 0.86 0. 54 -.108 
11-67 06. 5 0.90 0.83 .110 
12-67 06.9 0.76 0. 57 -.163 

1-68 05.6 0.71 0. 54 .037 
2-68 08.1 0.85 0.75 -. 106 
3-68 07.0 0.71 0.60 -.353 
4-68 02.6 0. 61 0.90 .098 
5-68 05.6 0. 28 0. 51 .087 
6-68 05.5 0.24 0.46 -.015 
7-68 05.5 0.22 0.48 .115 
8-68 04.9 0.28 0.76 .036 
9-68 05.6 0.36 0.69 .058 
10-68 03.5 0.50 0.66 -.035 
11-68 04.8 0.44 0.50 -.078 
12-68 05. 5 0.59 0. 39 -.052 
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Change in Aaa bond rate Prime rate Change in 
personal minus minus Free 

Date income C.P. rate C.P. rate reserves 

1-69 05.2 0.45 0.86 -.183 
2-69 05.2 0. 33 0. 67 -.116 
3-69 06.8 0.47 1.12 -.105 
4-69 06.9 0. 51 1.12 -.143 
5-69 04.4 0.25 0.96 -.258 
6-69 06.1 -0.27 1.25 .038 
7-69 05.3 -0.81 0.61 -.010 
8-69 06.1 -0.74 0.79 .128 
9-69 03.2 -0.47 0.89 .115 
10-69 03.0 -0. 53 0.64 -.161 
11-69 03.9 -0. 57 0. 58 .004 
12-69 03.0 -0.21 0.57 .159 

1-70 07.2 -0.23 0.36 .030 
2-70 03.7 -0.08 0.49 -.020 
3-70 06.1 0.16 0. 32 .038 
4-70 18.4 0. 57 0.74 .077 
5-70 -06. 3 0. 68 0.57 -.091 
6-70 -01. 5 0.93 0.45 .094 
7-70 05.1 0.80 0. 36 -. 516 
8-70 03.1 0.65 0. 52 .535 

Source: All dollar value data and per cents obtained 
from Federal Reserve Bulletins. Vols. 46-57, 1960-1971. 
Changes calculated by author. 
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Table 18. Discriminant Analysis Results 

First group Second group 
values values First group 

Rank (restraint) (ease) item no. 

1 .01217 87 
2 .00732 
3 .00718 84 
4 .00663 63 
5 .00572 13 
6 .00544 82 
7 .00473 88 
8 .00419 68 
9 .00418 61 
10 .00379 62 
11 .00264 65 
12 .00214 
13 .00115 66 
14 .00108 
15 .00091 64 
16 .00088 58 
17 .00050 
18 .09840 51 
19 .00027 73 
20 .00024 14 
21 .00019 51 
22 .00013 85 
23 .00003 86 
24 -.00006 60 
25 -.00063 
26 -.00075 18 
27 -.00130 78 
28 -.00134 83 
29 -.00165 9 
30 -.00167 11 
31 -.00173 12 
32 -.00228 67 
33 -.00287 6 
34 -.00287 52 
35 -.00296 79 
36 -.00341 49 
37 -.00344 53 
38 -.00371 8 
39 -.00388 
40 -.00396 40 
41 -.00438 90 
42 -.00454 43 
43 -.00471 55 
44 -.00474 26 

Second group 
item no. 

49 

47 

27 

29 

44 

31 
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Table 18.—Continued Discriminant Analysis Results 

First group Second group 
values values First group Second group 

Rank (restraint) (ease) item no. item no. 

45 -.00486 81 
46 -.00494 7 
47 -.00498 37 
48 -.00525 54 
49 -.00560 69 
50 -.00568 89 
51 -.00585 80 
52 -.00588 56 
53 -.00597 42 
54 -.00603 26 
55 -.00641 28 
56 -.00675 48 
57 -.00677 76 
58 -.00695 37 
59 -.00701 41 
60 -.00726 35 
61 -.00744 34 
62 -.00779 25 
63 -.00781 28 
64 -.00786 39 
65 -.00803 46 
66 -.00827 39 
67 -.00837 41 
68 -.00838 70 
69 -.00840 4 
70 -.00850 32 
71 -.00875 \ 44 
72 -.00883 45 
73 -.00886 45 
74 -.00927 12 
75 -.00959 5 
76 -.00983 1 
77 -.00991 43 
78 -.01001 58 
79 -.01015 36 
80 -.01030 24 
81 -.01047 23 
82 -.01051 47 
83 -.01054 3 
84 -.01019 31 
85 -.01105 40 
86 -.01136 36 
87 -.01137 29 
88 -.01161 75 
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Table 18.—Continued Discriminant Analysis Results 

First group Second group 
values values First group Second group 

Rank (restraint) (ease) item no. item no. 

89 -.01174 33 
90 -.01198 77 
91 -.01226 20 
92 -.01239 2 
93 -.01261 42 
94 -.01272 74 
95 -.01274 72 
96 -.01295 34 
97 0.01325 16 
98 -.01374 48 
99 -.01395 30 
100 -.01400 11 
101 -.01420 22 
102 -.01431 1 
103 -.01474 3 
104 -.01483 57 
105 -.01497 22 
106 -.01513 71 
107 -.01508 30 
108 -.01521 2 
109 -.01525 38 
110 -.01527 35 
111 -.01541 21 
112 -.01544 19 
113 -.01573 10 
114 -.01575 17 
115 -.01646 32 
116 -.01663 4 
117 -.01666 33 
118 -.01669 8 
119 -.01690 23 
120 -.01697 25 
121 -.01697 20 
122 -.01702 24 
123 -.01758 15 
124 -.01758 15 
125 -.01771 13 
126 -.01836 18 
127 -.01871 18 
128 -.01898 5 
129 -.01917 27 
130 -.01943 7 
131 -.01961 9 
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Table 18.—Continued Discriminant Analysis Results 

Rank 

First group 
values 

(restraint) 

Second group 
values 
(ease) 

First group 
item no. 

Second group 
item no. 

132 -.02050 8 
133 -.02085 38 
134 -.02158 19 
135 -.02369 17 
136 -.02384 14 
137 -.02462 21 
138 -.02595 16 
139 -.02664 46 
140 -.03299 50 
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observed however, that the discriminant analysis does do 

better because of the first ninety rankings, seventy are 

classified as restraint. The following "confusion matrix" 

or "hit-miss diagram" depicts this: 

Classified as 

Actual 

R E 

R 70 20 90 

E 20 30 50 

90 50 140 

Note that 70+30 100 = 71% of the observations were 90+50 ~ 140 

correctly classified. 

Another point of interest concerns the strong areas 

of prediction of each group. Of the top 52 rankings, forty-

six are, in fact, restraint, i.e., correctly classified, 

and only six are incorrectly labeled. On a random assign

ment, 64% of 52 s 33 would have been correctly labeled 

restraint. See the accompanying "partial confusion matrix": 

Actual 
R 

E 

Classified as 

R E 

46 

6 

52 

Therefore, if an observation has a calculated f-value 

greater than (-.00588), the f-value of the 52nd ranked 
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observation, there is strong reason to believe that ob

servation is, in fact, a month of restraint. 

The strong area of ease-prediction arises in 

rankings 130-140, where all are correctly classified. 

Again, a random labeling would suggest only (1 - .64) x 

11 = 4 be correctly labeled as ease and the remaining seven 

incorrectly labeled as restraint. The resulting "partial 

confusion matrix" is: 

Classified as 

R 
Actual 

E 

Thus, if an observation has a calculated f-value less than 

(-.01943), the f-value of the 130th ranked observation, 

there is strong reason to believe that observation is, in 

fact, a month of ease. 

Now the discomforting interpretation. Unfortunately, 

in between ranks number 52 and 130, the ability to accurately 

label diminishes (disappears?). This is the area where the, 

as yet, uncomputed f* lies. For purposes of accurate 

labeling, the decision rules become: for any observation Ch , 

whose values of the four variables will be multiplied by 
I 

the discriminant function coefficients and then summed to 

get f±, 

R E 

0 

11 

11 
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1. if f^ > (-.00588), then may be confidently 

labeled as a month of restraint. 

2. if f^ < (-.01943), then CK may be confidently 

labeled as a month of ease. 

3. if (.-00588) > f ̂ > (0.01943), then no confident 

labeling may be imposed on CK. 

Summary 

In order to legitimately subject a new observation 

(i.e., one past August, 1970) to the classification criteria 

described above, one would have to assume that "conditions" 

or general motivating behavior, were unaltered. This may 

not be the case, however, if for no other reason because 

from 1959 to 1970, commercial paper displayed rapid secular 

growth, a condition no longer true after that date. There

fore, the concern here is not with new observations per se, 

but rather in classifying those months in the test period 

(1/59 to 8/70) as restraint or ease. The results indicate 

that there was some accurate classifying accomplished by the 

discriminant analysis model over the 140 month period but 

only at the extremes. For the majority of the 140 months 

(77 to be exact), the model does not accurately discriminate. 



CHAPTER VII 

SUMMARY AND IMPLICATIONS 

Commercial paper has shown rapid growth throughout 

the 1960's. tfcre rapid yet has been the cyclical growth over 

this period during times of ex-ante monetary restraint. 

By providing an alternate source of funds, this highly 

efficient market was acting as an offset to the restrictive 

policies imposed by the monetary authorities on commercial 

banks. 

The purpose of this paper was to explore in some 

detail the relationship between commercial paper activity 

and monetary policy from 1959 through 1970. An offset to 

intended policy was found to exist in the direct paper 

market (chosen because of homogeneity of issuer). This was 

evidenced by an increase in a velocity-concept measure during 

ex-ante restraint, which was developed via a variation of 

the equation of exchange for its accent on a special 

market rather than the more familiar aggregate version. 

The increase in direct paper during restraint was 

shown to have been the result of a rightward shift of the 

demand-for-paper-funds curve by issuing firms. Finally, 

plausible motives for this increase were combined into a 

model of the behavior of a typical rational firm. It was 

105 
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not intended to discover which motive(s) was most signifi

cant, but rather to utilize them as a means of classifying 

policy periods. Results showed the discriminant analysis 

test correctly labeled about 89% of the months with the 52 

highest coefficients as restraint, while a random classifi

cation would have only produced 64% correct. Therefore, in 

some cases, one could foretell, with a high degree of con

fidence, that a current month is one of ex-ante restraint, 

signalling the action of the offset. 

The implications should certainly prove interesting 

to monetary authorities concerned with the existence of 

offsets to their intended policy. While the authorities 

may not possess adequate capabilities to deal with all 

offsets, nonetheless, such information is of value, espe

cially in the area of policy reform 

As a point of fact, the Federal Reserve during 1969-

1970 actively became a participant in a two-stage capacity. 

The first action was to limit part of the offset behavior, 

while subsequent policy was designed to prevent panic in the 

commercial paper market. 

An observer has noted that "... this extraordinary 

expansion was touched off in 1966 as a response of both 

borrowers and lenders to highly restrictive monetary 

policy, which substantially reduced the role of commercial 
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banks as intermediaries in the financial process. ""L Yet, 

banks increased their role in another respect. 

Banks could not themselves issue commercial paper, 

but bank affiliates (one-bank holding companies) could. 

The banks obtain the funds by selling loans to these 

affiliates. From mid-1969 to mid-1970, the increase in bank 

related paper accounted for greater than one-half of the 

expansion in the total amount of commercial paper out

standing. ̂ 

The Federal Reserve was not to passively ignore this 

circumvention of policy. By an act approved December 23, 

1969 (Public Law 91-151), Congress allowed the Board of 

Governors to apply rate limitations and reserve requirements 

to commercial paper issued indirectly by a member bank 

3 through an affiliate. The demand deposit requirement was 

imposed on proceeds of paper with a maturity of less than 

30 days and the time deposit requirement placed on other 

proceeds.4 

1. "Trends in Commercial Paper," Survey of Current 
Business. Vol. 50 (September, 1970), p. 4. 

2. Ibid., p. 5. 

3. Federal Reserve Bulletin. Law Department, Vol. 
56 (January, 1970), pi 36l 

4. "When the Fed Won the Liquidity Battle [Penn 
Central's Financial Distress and the Commercial Paper 
Market]," Business Week (October 24, 1970), p. 50. 
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Later in 1970, the Federal Reserve reversed its 

stringent policy toward banks. When Penn Central filed for 

bankruptcy (i.e., inability to refinance $80 million in 

maturing paper) the banks were under great stress to prevent 

similar occurrences at other firms. Since about 80% of 

outstandings were supported by standby bank credits designed 

to assure redemption,^ the banks were worried that they 

might be unable to meet the demand for funds for maturing 

paper, much of which was due after June 30, 1970. To avert 

panic, the Federal Reserve took action by eliminating the 

6-.1/4 to 6-1/2% interest ceilings (Regulation Q) on 30-89 day 

marketable certificates cf deposit in $100,000 or more 

denominations. In two days, the larger banks marketed $200 

million of CD's at an interest cost of 7-3/4 to 8-1/8%. 

Although considerably smaller in volume, Mills 

Factors Corp. and Canadian Acceptance also had paper de-

7 faults, thus not confining the problem to the U.S. 

Chrysler Financial Corporation, another important issuer of 

paper, spread further gloom by being unable to sell paper 
g 

and therefore had to turn to the banks for $400 million. 

5. "Commercial Paper Use by Banks Expands to New 
High," Burroughs Clearing House. Vol. 54 (August, 1970), 
p. 11. 

6« Ibid. 

7. Ibid. 

8. "Liquidity Fears Crease the Paper Market," 
Business Week (July 11, 1970), p. 90. 
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The average investor was, therefore, faced with a 

serious question: "How well am I protected?" For decades, 

this had tended to be a neglected concern, especially by 

investors in large companies. Size had come to be regarded 

9 almost as a fool-proof insurance against bankruptcy. Now 

lenders are demanding restrictions on commercial paper such 

as the maximum amount of paper a borrower may issue, and 

requiring an equal amount of unused bank lines behind it. 

And so, in a more cautious atmosphere, the paper 

boom ended. By the end of 1971, total outstanding commercial 

paper was under $31 billion, a decline of nearly 33% in one 

and one-half years. Since then, it has continued to grow, 

but most market analysts do not foresee another fantastic 

acceleration. 

I 

9. J. W. Day, "Investor Insights: Wall Street's 
Commercial Paper Crises," Business Management. Vol. 38 
(September, 1970), p. 42. 



APPENDIX A 

RELIABILITY OF EX-ANTE POLICY 

An ex-ante method of policy determination ignores 

any market data, for one is only interested in the intended 

effect. An appeal to such data would be necessary to see 

if the intended effect occurred. But the obvious problems 

encountered would be: which data and when should the 

response be noted? 

The approach described here answered these questions 

quite simply. Fifteen economic variables were analyzed and 

no lag was assumed. That is, the behavior of each variable 

was recorded over each ex-ante policy period. An average 

monthly change was computed for each variable during the 

periods of restraint and ease. Methodology utilized was 

as follows: 

h X 

t=i n 

where X^ is the value of variable X in time t, and n is the 

total number of observations; i.e., the number of months in 

ease (50) and the number of months in restraint (90). The 

reason why this total of 140 does not equal the number of 

months in the twelve-year period (1959 to 1970) were ex

plained in Chapter IV. Results are shown in Table A.l. 
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During restraint, the money supply (M^ and/or M2) 

rises less per month than during ease. The money multi

pliers rise less during restraint (in fact, the multi

plier falls). Finally, the three money market rates in

crease during restraint and fall during ease. The implica

tions are then that tight money is an adequate synonym for 

ex-ante restraint. If it is argued that the monetary 

authorities view the behavior of these variables a.-; a guide 

for decisions, then a policy of restraint will reinforce the 

behavior. 

However, in response to this tight money, other 

credit sources become more plentiful. The banks reduce 

their free reserve positions by going into debt further with 

the Federal Reserve. To meet the growing demand for funds, 

banks sell off their government securities and increase 

their loans to finance companies. Note that all signs are 

reversed during ease. Issuers of direct commercial paper, 

perhaps unable to get enough of this additional funding 

from banks, increase the outstanding amount of paper. 

Thus, what has been described in this appendix as 

periods of restraint is consistent with tight money and an 

increased availability of funds, i.e., easier credit. 
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Table A.l. Average Monthly Change of 15 Economic 
Variables, 1959-1970^ 

Average monthly change during: 
Restraint Ease 

1. Mibb 
+ • 410 + . 566 

2. 

3. 

Jj 

M2 Mx b 
multiplier (Base) 

+1. 

• 

111 

00075 

+1. 

+ • 

732 

00016 

4. 
M2 b 

multiplier (Bas'e) + • 0048 +• 01128 

5. Money base*3 + • 178 + • 216 

6. Three-month bill rate 048% • 0014% 

7. Prime rate +. 044% 040% 

8. Direct commercial paper 
rate +. 068% — . 029% 

9. Aaa bond rate +. 0287% + • 0258% 

10. Free reserves 019 .+• 020 

11. Borrowed reserves +. 016 * • 017 

12. Large commercial bank 
holdings of government 
securities • 231 + . 338 

13. Large commercial bank 
loans to finance c companxes + • 014 017 

14. Federal Reserve Credit + • 264 + • 204 

15. Direct commercial paper +. 134 + • 006 

aAll dollar values are in billions of dollars. 
U 
Variables 1 through 5 were obtained from the St. 

Louis Federal Reserve Bank's Research Department. The 
remainder were recorded from the Federal Reserve Bulletins. 
Vols. 46-57, 1960-71. 

,CNo data available for 1/59 to 6/59. 
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